MINEIT'S OF IKBTINO
OF
FEDERAL ADVISORY GOUNCIL*

November 15»1920%

A statutory meeting of the Federal Advisory Council convened
ia the Federal Reserve Board room, Metropolitan Bank building, Washington,

D C on fconday, November 15, 1920 at 10:30 A M

Messrs* James B* Forgan, President, L L Rue, Vice-

Present:
F 0 Watts,

President, Philip Stockton, WS Rowe, J G Brown, Oscar Wells,
CT Jaffray, end Merritt H« Grim, Secretary*

Absent: Messrs* A B Kepbum, K F Spinney, RL Ball and A L Hills*

The President called the meeting to order and the minutes of
ueatings of the Federal Advisory Council held September 20 and 21, and of
the Bxecutive Committee held September 21, 1920, copies of which had been
sent to members, were on motion of Mr Rue approved*

The President stated that in accordance with Governor Harding' s
letter dated, October 23, 1920, (copy of which is hereto attached and made
a part of these minutos) he had asked eaeh member of the Council to bring
with him or send a carefully prepared report on conditions in his district;
that he had received such reports from Messrs* A B Hepburn, E F Swinney,
ad AL Mills, who were unable to attend the meeting, and that having
received a telegram from Mr Ball stating that he could not attend the meet-
ing he had wired him to send his report, which would undoubtedly be received

later*

Mr Forgan also stated that he had seen Governor Harding and hali
arranged for the Federal Reserve Board to meet with the Council in joint
session at eleven o’ clock to receive the reports of the members;, also that
lovemor Harding had asked him to br.ag to the attention of the Council
the matter of the growing unrest among member banks because they are not
getting a larger share of the profits of the Federal Reserve banks*
Governor Harding said Congress would undoubtedly be stron&Ly urged to
provide by amendment to the Federal Reserve Act for a greater distribution
of the profits of Federal Reserve banks to the member banks and to meet
this situation he personally suggested the following plan for the con-

sideration of tho Council:

"1* That the present regular dividend of ¢ to the
stockholders of the Federal Reserve banks should continue

Id be a First charge against therearainge™

2* To pay a similar dividend of on the capital
stock to the Govermment™s a franchise tax*

3* That the present provision of the law for the
burlding up of the surplus funds until they are 100/t of
the subscribed capitalsand thereafter to add to them 10C
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4* After these three provisions have been effected, to
divide, whatever balance of eamings there may be left,
after a reasonable deduction for depreciation on real estate,
between tha govermment and member banks, xith the under-
standing that out of the member banksl share provision will be
made for all losses and whatever is left of their share dall
be pro rated among them on the basis of the average resene
balances they have carried with the Federal Resenve banka for

e year™
The members of the Federal Reserve Board having arrived the

Coucil went INto joint session™

SECRETARY#
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Federal reserve board

Washington

oFthe governor

October 23, 1920.

My Dear M r. Forgan:

I have your letter of the 21st instant, advising that the next
meeting of the Federal Advisory Council will be held here on
Monday, November 15th.

The Board feels that it is important at this meeting that there
should be a discussion of pratical banking and business matters and a
free interchange of views upon the financial and commercial situation
in all of the Federal Reserve districts. In order that there may be a
full and free expression of opinion and that there may be an oppor-
tunity of considering the general situation in view of the latest
developments, the Board will not submit a list of topics for discussion
at the approaching meeting.

The Board feels that it is important that there be a more
continuous contact between the Council and itself and therefore
requests that you advise the members of the Federal Advisory Council
that the Board would appreciate a confidential letter at regular inter-
vals—say, once a month — from each member, touching upon the
situation in each Federal Reverve district as viewed from a banker’s
standpoint.

Very truly yours,
W. P. G. Harding, Governor.

Vi James b. Forgan, president.
federal advisory council

Chicago, I1linois
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MINUTES OF JOINT MEETING
FEDERAL RESERVE BOARD
AND THE

FEDERAL ADVISORY COUNCIL*
November 15*1920*

Present: Messrs. W, p, G. Warding, Governor, Edmund Elatt, Vice-
Governor, A C Miller, J S Williams, D G Wills, members of the Federal
Raserve Board, and W W Hoxton, Secretary.

Messrs* James B* Forgan, President, L L Rue, Vice-President,
Philip Stockton, W S Rove, J G Brown, Oscar Wells, F O Watts, C T Jaffray,
nembers of the Tederal Advisory Council, and Merritt H. Grim, Secretary*

Mr. James B. Forgan, President of the Council, called the meeting
B crdsr and asked the members of the Council to read their reports on
conditions in the various Federal Reserve districts* The report* sent in
by absent merrbers were also read*

After the reading of the reports there was a general discussion*
It was decided that copies of the reports as read should be given to the
Fsderal Reserve Board and to all Council members*

At one o"clock the meeting adjourned for lunch#

At 2:30 the members of the Federal Reserve Board and the Federal
Advisory Council resumed its conference at the Metropolitan Club.

The Federal Reserve Board’s policy in regard to discount rates
»as infomally considered, after which on motion of Mr Rue, seconded by
Mr fratts the Council voted unanimously that it was in favor of a continuance
f the present policy of the Board and that rates current at federal Reserv#
banks should not be reduced at the present time*

The question of the continuance of the differential rate in favor of
bond securod paper at Federal ”“eserve banks “as informally discussed and it
was the consensus of opinion that ultinately such a rate should be dis-
continued*

At 4 o*slock the joint conference adjourned*

SECRETARY?™
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held at

Washington, D.C»

November 15» 1920.
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X-2060

pistrict No. 1 (Boston)

Wholesale closing down of industry and general cessation of orders
for gccds, accompanied by continued cancellations of goods already ordered,
are the almo!st universal reports received from merchants and manufacturers
in this ttistrict* Reductions in prices have so far done nothing to improve
demand and have indeed resulted in rendering buyers still more timid.

The retailer seems to be the most hopeful element in the situation*
"here appears to be a fair demand from the individual consumer, and while
it is probable that in number of sales the retailer is not having his normal
business; nevertheless in dollars the liquidation of retailers’ stocks is
progressing satisfactorily without as yet severe price reduction.

Unfortunately the retailers generally are carrying abnormally large
stocks which they hope to reduce to normal proportions in the next six weeks
and about January 1st it is expected that sweeping price reductions will
result in generally increased sales and the resumption of normal buying.
Sore retailers have expressed the fear that the demand for goods from the
manufacturer w ill become so general that a scramble may ensue, possibly
encouraging the manufacturer to raise prices. Whether the public will con-
tinue tc buy enough to accomplish the fulfillment of these predictions will
te proved in the next month.

Vesnwhile the situation is most depressing- Raw m aterial prices con-
tinue to weaken, wool, cotton, hides, leather, ground wood pulp, sugar and
lumber continue to pile ur in storage and cuts in prices do not stimulate
®ales.

There are, however, some encouraging features - Savings deposits have

n°t decreased in spite of unemployment. There is undoubtedly plenty of

Wing power and when it is reasonably sure that lowest prices have been
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reached a revival in industry is confidently expected. Meanwhile labor has
improved in efficiency from 25 to 5C% and is generally ready to accept
lower wages if industries can be reopened.

Railroad transportation is improving and there is a slow liquidation,
which has encouraged the belief that in this district the money strain is
nearing its end. It is generally believed that easier money conditions will
revive confidence and help to restore normal trade conditions on a much
safer base than has been possible in the last two years.

Nile not strictly within the scope of a district report, there is one
natter affecting all districts that 1 should like to have discussed at this
meeting. Whille the Federal Eanks have in most ways cooperated so as to
obtain the advantages of a great central bank with branches, in one way
there has not been cooperation 01 any agreement as to policy. That is in the
discrimination by the Federal Reserve Banks of some districts against the
rediscount of good commercial paper that is eligible in other districts.

In our district the bankers believe it is very bad policy not to have a more
general understanding and agreement between the officers and directors of
Federal Reserve Panics in the different districts as to eligibility of paper

for rediscount.

TVILIP STOCKTON.
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X-2060
district No. 2 (New York)

The outstanding fact is, of course, the tremendous slump in commodity
trices still under way. Eradstroet!s index number chows a decline of 25%
fror. February 1st to November 1st in commodities at wholesale. The index
number of the New York Federal Reserve Bank shows a decline of over 27$%
from last April to November 6th, and their statistician states that there
have been important breaks in a number of commodities since that date.

This index number is based on the twelve most important basic commodities.
Other index numbers have not fallen so fast, but it is probable that they
contain many quotations which do not represent the actual market facts: there
is a great difference between quoted prices and the actual prices which a
large buyer can obtain if he is willing to pay actual cash. It is easy for
such a buyer to get marked concessions from quoted prices.

The general credit fabric has met this almost unprecedented shock in a
gratifying way. Federal Reserve Eanks* member banks, and businesses are
cooperating loyally and effectively. There is no reason at all to apprehend
a banking or a money panic or to apprehend a situation ir: which solvent
business men cannot borrow the funds which they need to protect their sol -
vency. There is an increase in the amount of paper that has had to be re-
newed owing to inability on the part Of many borrowers to reduce their in-
ventories. Some good observers have the impression that inventories are
actually increasing, but data to confirm this are inadequate.

The great banks in the Wall Street section in New York City have shown

i
asubstantial increase in loans in the last month. Bank loans on stock and
~ond collateral continue to go down, and commercial loans continue to in-
crease. Loans on war paper are about stationary. Upstate banks have had to

loans in connection with the milk situation. The producers of
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pistrict No. 2 (New York)
-2- X-2060

e?aporated have been caught with large inventories and have largely
stopped production. The fanners have been starting their own evaporated
mlk factories and have been borrowing from the banks he&vily in the
process: not much building is required in this, the process is simple, and
the important thing is to carry the product ulntil it can be sold. Bank
expansion has occurred in connection with this,

Titaployment continues to decline in the New York District. There has
been a decline from the peak, which came in March or April of this year, of
about 9%> according tc one official report. The same report indicates a
decline of 2$ in the last month. Other unofficial figures would suggest a
decline of perhaps as much as 15% from the peak, but this would still leave
employment only about 5~ below normal, as the peak was much above normal.

In some industries, however, such as textiles and automobiles, there has
been a decline of from 30~ to Uo$ from the peak in employment in this State,
There has been a stiff increase in reported failures, but the pub-

lished figures are not yet abnormally large.

There is still a flow of funds away from New York City. Country banks
continue to borrow* There has been some outflow of currency to Cuba.

Foreign exchange rates have declined progressively, the exchange market
is nervous, and there is little basis for expecting early improvement.

The security market has been subjected to drastic cuts since November
of last year and is still reactionary. Great slumps have occurred in the
last month in the prices of common stocks of industrial corporations. Rail-
road common stocks, following a recent advance, have reacted somewhat-
preferred stocks are still declining. The edge is temporarily off the bond

market: following a shfurp rise, the prices of bonds have become stationary

*&» in some cases, have declined slightly. On the other hand, new note
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istrict Mo. 2 (New York) -3- X-20cG

the last two weeks in the sales on British and Dutch account of American
securities in the New York market.

Every hank statement shc-ws that loans and discounts are going up*
while deposits are going down, This is sufficient answer to the criti-
cism from some quarters that the hanks are not properly taking care of

the commercial interests of the country-

H. 3. HEPBURN.
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X-2C6o
oiStrict No. 3 (Philadelphia)

The business situation in the Thii'd federal Reserve District may "be
described as being very "'bluel; merchandise is steadily falling in price;
in sorre instances as much as from 50 to 75 Per cent, without finding pur-
chasers. "With cotton for next month’'s delivery quoted below 19 cents a
pound, refined sugar at 10 cents and raw sugar under 6 cents a pound, coffee
around 7 cents a pound, wool and silk demoralized, and a large number of
other materials and commodities selling helow the cost of production, it is
a question whether the readjustment in values has not gone far enough.*

In textile lines the outlook is bad. Many mills working only one-quarter
to one-half time, and some closed down altogether. Leather and glazed kid
are particularly bad- Manufacturers have large stocks on hand, both raw and
finished, with very few, if any, buyers. The retail trade has only within
the past few weeks seemed ready to make a readjustment in their prices.

Tie merchants are new advertising extensively, offering their stocks at
greatly reduced prices, endeavoring to stimulate sales*

The public has apparently made up its mind that it has been held up and
forced to pay exorbitant prices and is on a strike against the retailer, who
up to this time has been unwilling to reduce his prices, and take the loss
on his stock* but has been trying to unload before the readjustment comes.

Labor is much more plentiful and efficient, producing much more in a
iay's work; transportation has improved so that merchandise is moving more
expeditiously. The Pennsylvania Railroad reports that it handled the highest
volume of freight traffic ever transported on its system during the month of
October. "Reports from all Divisions, which have just reached the general
offices in Philadelphia, show that during the month an average of nearly
-SCOO loaded cars per day, or 167,U61 per week, were forwarded to their

. r'*pective destinations. This represents more than 870,000 tons of freight
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strict No. 3 (philadel-hia)
“2- x-2060

3 day» or over 6,000,000 tons a week, loaded on the Pennsylvania Railroad,
~ 0or accepted by it from connecting lines. The nearest approach to the
figures for October of this year were those of the corresponding month of
1 ™19, when the daily average of loaded cars handled was 23,700." The
fanner, however, still complains of his inability to move his crops to
market because of scarcity of labor and car shortage.

The financial situation as far as the demand for money is concerned
seems to have improved, although bank loans show but little reduction. The
peak apparently has been reached.

Seme borrowers have liquidated their borrowings; this is particularly
trie of the medium-sized business houses, but the large corporations and
ir.anufacturing concerns are borrowing heavily, goods having backed up on
then; because of lack of orders and heavy cancellations*

It is likely that a fresh demand for money w ill occur when the next
quarter of taxes are due in December,

Altogether, we would say that business ond financial conditions are
far from satisfactory and that the January statements of business concerns
are going to show heavy inventories and increased debts, with losses on
account of heavy shrinkage in values- Business houses who have much commer-
cial paper out through note brokers are likely to experience difficulty

to renewing this paper when their new statements are exhibited.

T,. L. RUF
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x~2060
pstrict No. U (Cleveland)

The Fourth Federal Reserve District has many and diversified industries,
~ except for sowe seasonal activity, the demand for credit may be said to
to fairy constant-

The expansion of Bank credit in the past year has been, in some measure,
caused by capacity operati n of Plants, which have been largely expanded.

The orders necessary to run these Plants were in hand until quite re-
cently» when cancellations began and new orders were largely held up; manu-
facturers, however, report some excellent Enanities, which are as yet un-
closed- shere new business has been closed in iron, steel and machinery,
prices have been cut by the successful seller or manuf&cturer. In many
manufacturing establishments the working hours for the week have been re-
duced from twenty (20) to thirty (30) percent, in order to prolong work and
avoid losing good men; in the large establishments, however, in certain in-
dustries some Departments have been shut down, and the operation of others
reduced, so that many have been thrown out of employment- Collections are
generally reported slow, and Notes and Acceptances are being offered freely
by debtors in place of cash; Many of the farmers, instead of paying out,
are asking for additional credit to buy live stock, and expect to consume
their products by feeding them, hoping they w ill get more in this way.

The lumber people report a quiet business. Some lumber is being offe-ei.
to dealers at considerably reduced prices; they are, hwever, unwilling to
take on additional stocks, unless it is a specific material for which there

\ is an immediate order in hand.
In the Burley tobacco District, the non-resident buyers are proposing

J give Acceptances in place of cash, as heretofore. The figures are so
that the Banks w ill be obliged to re-discount with the Federal Reserve

and with their City correspondents.
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District No. k (Cleveland)

Y- X-2060
i

The detrand for toal has in the past few weeks greatly slackened, due
no dcubt to the prospect of decreased working hours, and a fair amount cf
supplies on hand, "based on full working time. Prices have dropped thirty

to forty per cent*

F. Sk ROWE*
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x-2060

~strict No. 5 (Richmond)

The Fifth D istrict is largely agricultural. The more industrial and
-oitfrercial sections find their market in the farming district, and are
iirectly affected by conditions there*

Crops have been universally good, the weather fine for harvesting, but
prices disappointing. The wave of prosperity following the high priced crops
of last year led our people to prodigality in expenditures and they have
apparently thought it impossible for prices to recede again. Now that re-
cession has occurred, although from natural causes, the impression seems
to prevail largely that there has been combination somewhere to prevent the
fareer from reaping the fruits of his toil, and that in this to some extent
the Federal Reserve Banks have participated.

In tobacco sections there is some improvement. The farmers are realizing
that if business starts up they must set the ball in motion by marketing their
products, whether prices are all that could be desired or not-.

Cotton prices are so low that no one will sell, and, indeed, if offered
in large quantities, there would be no market- The mills are running about
half tiice. They have no advance orders. They cannot borrow money for storing
the raw material or manufactured product, even if so inclined.

There is practically no building. Lumber yards are heavily stacked and
are without orders.

tabor conditions are less strained, many industries are laying off hands,
labor is plentiful but inefficient, wages being reduced.

The market for real estate, investment securities, etc*, very active
~'il recently, is largely curtailed, lands still high but no changing hands.

Collections slow, some failures and more would ensue if settlements were
generally demanded. There is, however, a spirit of co-operation and everybody

satisfied that present conditions cannot be long protracted and that a
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pl3trict No. 5 (Richmond)

-2- X'Z%O
country as productive as ours must be fundamentally sound.

The banks are generally urging liguidation but are inclined to be lenient.
Thay are granting short extensions with hope of gradual curtailment. They are
seeking no new loans. They realize that without some movement of the crops
and some repayments, funds cannot be furnished for holding crops or for other
purposes. Many of the banks themselves are borrowing excessively.

Our people generally do not understand why, with good collateral, they
cannot borrow all they want, nor why there should be a shortage of cash. A
prominent citizen asked a few days ago, in all seriousness - What has become
of all the money? Where is the Government printing press? Why cannot they
print sufficient to take care of the crops?

The farmers had plenty last winter. They spent lavishly- They have
borrowed to make their crops. They now see no reason why their products
should not be readily marketed and not a few are indifferent as to whether
their debts are paid or not.

In the last ten days of October, loans to member banks in the 5th
District were curtailed everywhere except in North and South Carolina, being
reduced from 136 millions to 132 millions. Our Federal Reserve Bank is now
borrowing 10 m illion dollars, although at one time it was borrowing 30
millions. In both the Federal Reserve and State Banking systems some banks

are uncomfortably expanded and theat, as well as some commercial houses, need

Careful attention.

Lower prices are beginning to be noticeable but the t>eople seem little
inclined to buy. There is a large class who have an idea that in emergencies
the present, the Government should take care of them. This feeling seems

prevail throughout the country and the sooner we get away from it the better-
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X-2060
District No. 6 (Atlanta)

In order to obtain a composite picture of conditions in our district at
this time, | addressed a communication to bankers in the various financial
centers located therein. I find pretty much the same story coming from
Tennessee that is told in Louisiana, these representing the extreme ends of
the district. 'The only variation in the telling of it is the difference in
the commodities involved. The condition of the crop varies somewhat from a
poor yield to a fair one but the market conditions are very much the same
whether is be the products of the textile mills in Tennessee, the lumber of
Florida, the rice of Louisiana or the cotton of Georgia. The only notable
exception is the anticipated crop of annual tourists to Florida which will
irature more rapidly beyond Thanksgiving. Florida is further favored by the
largest citrus fruit crop in its history and the naval stores industry is
reported to be in a prosperous condition. Tennessee is carrying a considerable
volume of both cotton and tobacco over from last season as well as suffering
from a stagnant market of the present crop. I was surprised to learn from
one of my correspondents that some cotton of the best grade had sold recently
at 17| cents.

In Mississippi the lumber industry is in a condition of prostration and
her long staple cotton, the pride of her production, is no better off as to
demand than its smaller 3ister of the short staple variety. A cotton producer
of the delta country told me recently that he had made the most beautiful
*faite cotton that he had ever seen, picked and ginned without receiving a drop
of rain, the same kind of cotton which last year brought 971 per pound but
which this year could not be sold at UO cents. He maintains that this is under
the cost of production™

In Louisiana the problem of slow liquidation of cotton loans is being
shared, and besides the sugar, rice, and timber production have their own
Ardens. The sugar acreage is greater than usual and while there are no
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p~trict No. 6 (Atlanta)
- 2- X-2060

indications of profit to the planter, there will probably be a fair demand at
prices sufficient to liguidate the cost of production. The rice crop will
reach the voluir.e of about 13»000,0C0 pockets in the United States of which
about two thirds must find a market abroad* the average price last year was
around 11 cents while this year it will be abound 5 cents. The sawmills are
closing down as in other sections of the lumber belt* In Georgia the chief
cause of financial concern is in the status of the cotton crop. The boll-weevil
has done his worst there this year. The disposition to hold by the producer is
quite marked» In that state as in other parts of the cotton area, even if the
producer would sell there is but little demand due to the deranged condition
of the export market*

In Alabama the conditions sire much the same as in Georgia except to the
extent that they may he changed by the industrial production. There is a slow-
ing up however in the demand for pig iron and steel products and in the manu-
facture of machinery. These are all being somewhat affected by the Cuban
moratorium*

The mercantile conditions in the Sixth District are not materially
different from those in other districts unless it be that because of the re-
moteness of the merchants therein from large merchandise centers, that price
reductions are much slower* Notwithstanding these adversities, there exists a
very determined and cheerful attitude toward the problems of business throughout
the District. The bankers together with those of other parts of the South are
industriously engaged in organizing the Federal International Banking Company
to be located at New Orleans. This will be under the Edge Act and w ill have a

®inimum capital of six millions of dollars.

OSCAR WELLS
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X~2060
District #7(Chicago)

In general, the business conditions in this District have
continued to follow the course which began earlier in the year* In
various basic commodities., price recessions have continued as indicated
by the various index numbers that have been published. According to
Bradatreet’s index, the total decline since May 1st is IS,5 Per cent.
The prices of textiles and hides have been especially affeated, and
there has been also a marked decline in the prices of chemicals and
automobi les* On the other hand, tne prices of iron, steel, coke, coal
cement and glass show little change.

How far retail prices have been affected by the undoubted re-
duction in the wholesale prices of many commodities, it is difficult to
state. To be sure, the United States Bureau of Labor Statistics pub-
lishes monthly index numbers of retail prices, which show a decline from
the record high point of 215 in July to 203 in August, but these index
numbers cover only articles of food.. 22 in number. The large mail order
houses have all announced reductions in prices, chiefly on account of
the fact that most of them were overstocked and felt compelled to liqui-
date and stimulate the sales which have declined considerably. One mail
order house (Sears Roebuclfc & Company) states that its sales for October
shoved a decline of kO per cent from the same month last year. Another
large mail order house (Montgomery Ward & Company) reports that its sales
for October, 1920, showed a decrease of 37*9 Per cent from October, 1919.
A similar situation is indicated by the reports of other large retailers,

can, therefore, be taken for granted that liquidation is continuing.

It cannot be expected that there will be any permanent changes in

~ny commodities until wages also decrease from their present high point.
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district #7 (Chicago) -2- X-2060

In this respect there has been very little change, though undoubtedly
within the next months some adjustments will take place. In this
connection one of the large steel companies, situated chiefly in
Chicago, announced on October 26 that it was laying off 1,000 men. Still
nora recently it was announced in the daily press that an agreement had
been signed in the building trades of Chicago to arbitrate all disputes

arising before May 1, 1922. At the same time, the unions made a written

promise not to ask for higher wages at the expiration of present con-

tracts. All this gives rise to a belief that wages will follow adjust-

v
ments in prices, though it may be somewhat slowly.

As regards the grain situation, the corn crop is the highest
in fourteen years, and with four exceptions the best in twenty-eight

years. It will amount to over 3*000,000,000 bushels, which is roughly

217000,000 bushels $ore than in 1919*

The wheat crop of 1720 is somewhat smaller than last year’s,
the figures being roughly 757,000,000 bushels as against $40,000,000

bushels. The difference, however, is almost made up by a carry-over

amounting to over 150,000,000 bushels.

The oat crop is also large, being about 1,24,000,000 bushels,

which is 156, 000, 000 bushels more than last year and 29>000,00C bushels

above the average for the last ten years.

As a result of the size of these crops and partly due to general

conditions, prices have receded* Owing to these lower prices the farmers

have threatened to withhold their crops until a higher price can be obtained*

The effect of this was noticeable for sometime especially in the Southwest

but more recently shipments of grain to the primary uiarkets have very con-

sidera%l%/ increased and are now up to normal* The bright prospects
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District #7 (Chicago -3- X-2Ch0

in the Southwest for next year's crops nave apparently had the psycholo”c
affect on the farmers there of inducing them to let their grain go at
current narket prices* W hile throughout the Northwest the banks
have exerted their influence to induce or enforce liquidation apparently
with come success.

The situation in the cattle business, on the other hand, is really

a serious one. At the previous joint meeting of the Federal Reserve
Board and the Federal. Advisory Council, a committee appeared to present
the situation in regard to the cattle raising industry. The conditions

then described have not improved, but those interested in the live stock
industry of the country now realize that neither the government nor the
Federal Reserve Banks can render additional aid. They have turned to the
larger banks to relieve some of the dangers to the industry, and it is
now proposed to have a group of banks situated in Chicago, New York,
Boston, Omaha, Kansas City, Minneapolis and St. Paul, underwrite a fund
of approximately $30,000,000 by means of which smaller and weaker banks
nay be aided in continuing to carry paper sold to them by intrinsically
sound cattle loan companies. The Chicago banks have already agreed to

ranner
underwrite $S,000,000 of this amount. It is hoped in this to
help the situation, especially in the states of Montana, Idaho, Wyoming
ind the Dakotas.

It must be noted as a surprising fact, that in spite of the
stringency in the money market, there has been no difficulty in floating
new issues of securities. To be sure, in all cases the rates of interest
md the terms of the issues have been unusually attractive. Among those

of special interest to the Seventh Federal Reserve District may be men-
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piStrict #7 (Chicago) X-2C60

$60,000, 000 Armour & Company If notes.

15.000, 000 Morris & Company notes.

40.000.000 Swift & Company if notes.

50.000.000 Sears Roebuck & Company if notes.
8.000.000 Illinois Central R.R. equipment notes.

.000.000 Public Service Company of Northern Illinois notes.

.000.000 Liquid Carbonic Company SF notes.

.000.000 Pfister & Vogel Leatner Company If notes.

.000.000 Commonwealth Edison Company If notes.
500,000 Edison Electric Appliance Company 1% bonds.
~OC.0CQ S. F. Eowser & Company 6B notes.

*10.000,000 National Leather Company &% notes

$195/000,000

g w w

Notwithstanding an increase in savings bank deposits, an unusually large
proportion of new issues have been -'laced with small investors so that
it has been found advisable to issue securities in denominations as small
as $100.00. Government war issues are also continuing to be absorbed by
tha general public in a satisfactory manner.
Business failures in the Seventh Federal Reserve District have
been somewhat on tne increase in about the same proportion as in the
rest of the country. The failures, however, have been neither so large
nor so numerous as to cause any anxiety, and on the whole ierresent merely
the natural process of weeding out firms which were enabled to exist
solely as a result of the abnormal conditions brought about by the war.
There has been considerable liguidation of deposits at the centers
especially those of Country Banks, Tnis has retarded the reduction in the
borrowings at the Federal Reserve Danks by the larger member banks. However
fifty one banks in Chicago reporting to the Federal Reserve Bank on November

5 as against 49 banks reporting on September 10th show the following con-

traction in their figures.

Loans and Investments reduced $33/379,000.
Deposits reduced 16,014,000.
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District #S (St. Louis) X-2C60

PRICE READJUSTMENTS: Some manufacturers and a considerable number
0f wholesalers, especially in textile,, general clothing, and footwear lines,
jra making reductions in prices. In not a few cases they are frankly
taking their losses, which, on account of tne relatively high profits
during the past six years, will not embarrass many of the concerns. The
retailer in general is not showing the same disposition to reduce prices*
This is due largely to the following reasons:

First: He has on his shelves a considerable stock of high priced
goods upon which he wishes to get profit, or at least cost.

Sscond: The consumer is yet wary of buying.

Third: Many retailers are poor merchants, and neglect the first and
last rule of good merchandising - namely, to turn their goods.
They have become accustomed during the last several years, tc
such high profits that it seems impossible to many of them
that they should have to sell goods either 011 a small, or no
margin of profit*

The potential buying power of the public is y*et very great but they
had to pay such rapidly advancing prices during the war period, that they
are rebellious. As a consequence, goods are not being tuiTied at a
desirable rate- A period of falling prices, succeeding one of very
rapidly rising prices, does not - contrary to popular opinion - stimulate
demand. The agriculture interests, especially those having wheat and
cotton, greatly resent the falling prices, and are making efforts to hold
their cc/imodities. Collections in general are only fair. Normally, loans
would be paid off at this season of the year, out many w ill continue out-
standing for a period, until it is fairly clear both to the consumer and
to the farmer, that notning is to be gained from staying out of the market.

FINANCE AND CREDIT: St. Louis bank clearings between January and
July, 1920, were from 68 to 10J above the same period of 1919. Since

Jjly, bank clearings for every week except one have been below those of. the
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District #3 (St. Louis) -2** X-2C60

of July to November, 1919- Loans, discounts, and deposits of St, Louis
oank.s normally increase between July 1st and November 1st. Last year

the increase in loans and discounts during this period was 10$. A
slight decrease of less than one percent was shown this year during the
July-November period. While the volume of loans and discounts is greater
on November 1st, 1920 than on November 1st, 1919# yat thB increase
occurred during the first half of the year. On July 1st, 1920, loans
and discounts were but 33> greater than a year ago. But, due to the
absence of the normal increase from July to November, loans and discounts
on November 1st, 1920, were only 19% more than on November 1st, 1919*
Thus, the demand for funds was greater so much earlier in the year, that
the strain on the banks during last summsr and early autumn was marked.
This condition was accentuated by the decline in banii deposits between
July 1st and November 1st of this year. Last year deposits increased

S, in this period. This year they declined )jZ_ The deposits cl country
banks with St. Louis banks, were 32/t smaller on November 1st, 1920 than
on November 1st, 1919-

LA20R SITUATION: There is little wunemployment, and in practically
no lira is there a scarcity of labor. There is little or no disposition
to demand increases in wages, and some groups of laborers are becoming
interested in tne prospect of holding their jobs at the prevailing wages.
It is quite possible, with a further readjustment in prices, that the
wage earner w ill be willing to accept a reduction if, after a period, it

seems very evident that ths manufacturer and distributor has stood all

the losses which are possible, and fair for him.
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District $6 (St. Louis) -3 X-2C60

BUILDING CONSTRUCTION: Building, construction has been, and still
continues, on a very moderate basis. There has been a disposition to

wait for lower prices 1In construction zraterials and wages.

SUMMARY: The general business and financial situation is not one
which is occasioning any alarm. There is a feeling of confidence in the
future* Few business men believe that we are soon to have boom times,

and most of them are convinced of the necessity and are willing to
accept the losses of readjustment. Indeed, there is a wide spread dis-
position to wantto get on a sound, substantial basis as soon as possibl
Thare are few who have any thoughx that a panic is threatened, but on
the contrary, are calmly viewing a period of industrial slowing up,
preliminary to a spring period of some industrial improvement, and sub-

stantial, ii not exceedingly prosperous, business conditions.

F. 0. WATTS.
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District No. 9 (Minneapolis) X-2C60

Business in the Minneapolis District is slowing down quite fast-

in all lines. This began late last spring, starting in the automobile

tractor business and gradually extending, until now it covers all
lines. This District, being largely an agricultural one, our turnover
is affected by the outcome of our farm products and the price which these
bring. Grain crops, outside of corn, are not up to the average, wheat
3sp3cia.lly being below the average” and this latter is our greatest cash
producing crop. The yield of corn is above the average, but tnis grain
does not move to market early, it being mostly used up in feeding live
stock, which brings in money to the country after the turn of the year.
Chts, rye, barley, and flax, are as a rule below the average crcp, with
the possible exception of oats.

The very heavy cost of seeding and harvesting of tnis year’s crop

has been a drain on all of the banks in the District, and this, with the
scall return in bushels, in addition to the very severe break in prices
during the past sixty days, is making a very difficult situation for all
of the interior banks. Naturally, liguidation wnich goes on when tnese crops
are being sold in the fall is being entirely changed, first, because of the
fact that what crops the farmers- have, at the present prices, are not suf-
ficient to pay all their debts, and second, because of the break in prices
sany farmers are refusing to sell what they have, and there is shrinkage
in tneir deposits from those who owe nothing and who w ill not sell their
ferain. Country banks are being importuned for additional accommodations, and

they are more or less in sympathy with the farmer in his endeavor to hold
r,is grain for higher prices, they are in every way trying to meet this demand

b? borrowing from the Federal Reserve Bank and their other city correspondent
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District No. 9 (Minneapolis) -2- X-2C60

ranking -

Conditions in the banking business are not easy, especially
s0O in the interior banking points. Many banks find themselves neavily
loaned up, in many cases with non-liquid assets, caused by the heavy
speculation in farm lands and the purchase of tractors and automobiles,
ani the erection of new buildings. Tnis forces them into the Federal
Reserve Bank and the city correspondents for excessive amounts - much more
than they ever were accustomed to ask for in previous years, making the
situation far from easy and, in fact, in many places uncomfortably close.

The determined effort upon tne part of the farmers to avoid
the selling of their grain on the present low market is affecting collections,
not only withtheir own banks but with jobbers and manufacturers, through the
fact that local merchants in the various small towns are unable to liquidate
their bills* This in turn stops the liquidation of loans to city bants from
their larger customers, and from present appearances, means that a great many
leans which are naturally paid before the first cf the year are going to be
carried over into the new year. There is one thing, however, wnich |
believe to be a good thing, and that is the present closeness of money;
and tne loss which most of the farmers are up against on account of ths prices
is forcing the very closest economy, not only in expenditures but in purchases,
and if this is carried through the next year | have no doubt that our District
will snow a very rapid recovery and our conditions be more nearly normal after
tne harvesting of next year’s crop*

At the present time | cannot see very much prospect of the larger city
tanka being able to go out of debt to the Federal Reserve Bank for some months

come; in fact, my opinion is that they w ill be borrowers at the Federal

‘"serve Bank through the year 1921,
C, Tf JAFFRAY
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



District No. 10 (Kansas City) X-2C60

Conditions in this District have bean unusual and disappointing.
The second largest crop of wheat was raised this year in Kansas and it
*as natural to expect that deposits would increase and loans would be
liguidated, but on the other hand deposits did not go up and there has
been a pressing demand for money. In the first place the Railroads could
not furnish cars to WOVE the wheat, and when the wheat began to decline
the fanners did not care to sell, but recently the banks in the larger
centers have been pressing the country banks to have the farmer ship any
way enough of his products to pay his indebtedness. This move is beginning
to show some result, but rather slow.

There appears to be nothing in the mercantile trade to indicate any
decided change in the tendency prevailing for some time. The sweeping
price reductions of the last few weeks seem to have unsettled the public
to such an extent that purchasers are holding off buying beyond the actual
necessities, expecting prices to go down still more. W holesalers and
retailers are more cautious in their buying than ever. Retailers are

unload
endeavoring to their high cost stocks and are buying from hand to
fflouth. The wholesalers have had some unpleasant experiences with their
customers, some cancelling orders while others actually return goods which
had been shipped to them.

Underlying these conditions there seems to be a feeling, however, that

business w ill, with adjustments now going on, begin to improve after the
new year. Yfhether the "wish is fatner to the thought” is to be seen later.
The live stock situation has improved. There have not been as many

~ttle coming to market as compared with one or two years ago. The farmers
fave abundance of feed and in all cases where possible the banks have tried

fe *id in carrying these cattle over as there is no question but that there
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pigtrict No. 10 (Kansas City) -2- X-2060

is a shortage in meat animals.

production of crude oil is about U00,000 barrels per day in
Kass and Oklahoma. The output is in excess of the consumptive demand
and there is a tendency to hold back on development operation.

In the lead and zinc fields production of ores has been regulated
by xarket demand* In October, for instance, nearly all the mines were
snut down for period of two weeks in order to curtail the output and
dispose of large surplus stocks*

Building operations have slumped perceptibly during the last half
of the year, but with greatly lowering prices of material indications

are that renewed activity w ill come along in this line.

E. P.— SWINNEY.
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District No. 11 (Dallas) X-2C60

Tha depressed cotton aiarket and cattle max'ket hit hard the two prin-
cipal industries of this district, making the loanable values of these
comoiities uncertain from the bankers' viewpoint, even if abundant funds
vare available, and as a consequence there is at the present time consider-
able pessimism,- with the cotton raisers primarily because they cannot

" borrow funds with which to carry over their crops, and with the cattle

interests because many cannot get renewals and extensions of their present

loins, and another large class are unable to borrow money with which to buy

cattle to re-stock their ranges, the ranges as a whole being sparsely stocked

it the present time.

These same conditions make the banker more cautious and, with uncertain
iirkats ahead for both ot said main commodities, the conservative banker is
ilov to avail himself of discounting privileges with the Federal Reserve Sank,
ad as a further consequence of.this dual situation money remains tight with
prevailing high rates*

From a general view point, however, conditions are thoroughly sound, as
wa have raised in abnormal cotton crop, which, even at the low price, whan
sirkated will return a vast sum of money; and I believe | am safe in saying
tat the major portion of the cattle loans are being adjusted and extended,

8 that comparatively few cattle from this district are being forced upon the
narkat and, as the range conditions ars exceptionally good and cattle will
remain fat during the winter, it is probable t&at a large amount of these
loans will be liquidated, even before spring*

I believe every uell-posted thinking man has the utmost confidence in the
outcone, without very serious detriment or loss to any one who is reasonably
conservative, though there is quite i considerable element that complain
Neatly and seem unable to realize that we are goinfe through the necessary
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District No, 11 (Dallas)

seam not to realize that it i6 impossible to deflate without reducing and
restricting to a considerable extent all commercial activities™*

In my opinion ona of the greatest works for the banker is to talk with
and convince his customers, and all with whom he comes in contact, that we
are going through a necessary period of re-adjustment, and such only as has
followed all the great wars, but with our own country in batter condition
and experiencing less disturbance from this readjustment than any other
ration in the world.

The banks of this district are as a whole in a thoroughly strong and
safe position, and indeed probably some could be properly critieized for not
being more liberal toward their customers, and to that end availing themselves

to a greater extent of their discount privileges with the Federal Reserve Bank.

a

R. L. BALL.
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ristkiC

Financial and Commercial Situation in the Twelfth District with special
refprence to the Northwest:

This leading iIndustry of the Northwest shows a falling off due
to increased freight rates which make it almost impossible for
our mills to compete iIn the Eastern markets, although some of

the tidewater mills are getting relief by water shipments*
However, the railroads are now purchasing lumber which iIs keeping
some of our lumber mills in operation* Housing conditions through-
out the United States also would seem to iIndicate that before long
there should be a pronounced demand for the output of our mills.

/s yet the average wage paid in our lumber miljs, viz, *8.00 per

diem, has not been reduced, but unless labor accepts a reduction

of the present scale acorevof our mills will have to close down,

The farmers who are able to hold their wheat are not disposed to

2

sell at the present price. Indeed, there is not much movement in
wheat as buyers generally are out of the market due in large
measure to the condition of foreign exchange. The result is there
is comparatively little liguidation of this year rs crop. Most of
the country flouring m ills have closed down and those who are
buying are only purchasing in small quantities. This check in
liguidation of our most important crop has resulted in the country
banks leaning haavily on their city correspondents at a time of the
year when usually the country banks are not only not indebted to
the city banks, but on the other hand are carrying hansome balances,
~“hile the salmon pack on the Colurrbia River is moving and selling

at satisfactory prices, nevertheless the demand for Pinks and other
lower grades of salmon is so limited that there is a very large
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ict ~ ~ (San Francisco) X-206g
large amounts of money.
2ruit* Packing in this line was much curtailed this season by the high

price of sugar. Although a goodly portion of the output has
already been sold on contract, nevertheless apparently a con-
tract is regarded by purchasers only as an option, since in many
cases purchasers are endeavoring to be relieved from their
agreements .

Cattle-Wocl: situation in the livestock industry is very serious. The
absolute lack of demand for wool, making it impossible to dispose
of the same, has caused a very large carryover, with a consequent
tieup of funds. Both with cattle and sheep it is of paramount
importance that provision should be made for carrying the stock
through the Winter. Although hay is plentiful and is selling as
low as *5-00 and $6.00 per ton (as against $20.00 to $25.00 last

year) nevertheless it seems impossible fcr the stockmen to obtain

funds with which to purchase feed. Without an adequate supply
of feed the losses in the sheep and cattle business this coming
Winter w ill be enormous- This, together with the forced sales
now taking place of young cows and breeding ewes, not only -vill
seriously cripple the livestock industry of the country, but

also w ill endanger the meat supply of the United States.

General
Business: Our wholesalers and jobbers continue to report business as good

and generally claim that the volume is greater than for the same
period in 1919- They state collections are fair but slowing

down. M | recognize however with conditions as they are through-

out the Northwest, that sales must fall off, and in order to
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They also report some cancellation of orders.

Retailers in 'Portland, especially the department stores, shoa
stores and clothing houses, are cutting prices from 25 to 35
per cent. They advise they are "buying from the East only in
small quantities, and to supply their absolute needs. Re-
tailers state that the character of their sales has changed
from a year ago. “/hereas at that time they could not carry
goods expensive enough to satisfy the demand, today the de-
mand for high priced goods is small and consumers are "buying
lower priced articles,

As yet there is not much idle labor, nor any material reduc-
tion in wages, but with the approach of Winter and the possible
closing down of logging and lumber operations there is a like-
lihood of a large increase of the unemployed during this

coming Winter. How much trouble this w ill cause cannot be

determined today.

From what has been said above one can easily see that the
banks of the Northwest are all carrying a heavy load; country
banks are leaning on their city correspondents and the city
correspondents are doing their best to meet the situation; but
with comparatively small liquidation of basic products, and
with merchants and retailers still heavy borrowers, the fi-
nancial situation is fast tecoming serious.

W hile no criticism can be made in regard to the policy of de-
flation adopted by the Federal Reserve Board last Spring, it
is a matter for serious consideration whether the continuation

of the present policy of deflation may not become destructive

Federal Reserve Bank of St. Louis
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_ ,t No. 12 (San Francisco)

pistric*
and seriously affect the production of those things that are
absolutely necessary for the maintenance of us all* If the
Boafd and Council can devise means to ease up the present
credit stringency without endangering our financial system,
their determination w ill meet with universal commendation*
In the writer's orinion a public statement from the Federal

Reserve Board that

"the legitimate carrying of commodities which must be

consumed, such as grain, cotton, livestock and wool,
w ill receive liberal support from the Board at this
time"

would aid the banks m aterially in handling the present situa-

tion.

JU L. MILLS,
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MINUT S OF MEETING
OF THE
FI3KRAL ADVISORY COUNCIL#

November 15> 1920*

At 4:15 P members of the Federal Advisory Council

returned to the Federal Reserve Board room in the Metropolitan Bank

building*
Consideration of the matter of an amendment to the Federal

Reserve Act to provide for a greater distribution of the profits of

tha Federal Reserve banks was on motion postponed until the Fobruary

nesting*
In regard to the matter of Council members writing the Federal

Reserve BoanJ monthly letters on conditions in the Federal Reservo

districts as suggested in Governor Harding’s letter of October 23» 1920,

it was th*te#it that if each member brought such a report with hia at

it would be sufficient and it

the time of the regular statutory meetings

was left with Mr Forgan to make such an arrangement with the Governor

of the Federal Reserve Board#

The 3ounc.il then adjourned#

SECRETARY.
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