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By ADDRESS DOFFICIAL CORRESPDNDENCE
aa TO THE BOARD

December 25, 1936,

Dear Sir:

The following code words have been designatad for use in
telegrams betwveen the Federal Reserve Bank of New York and other
Federal Reserve banks in connection with the particination by the
various Federal Reserve banks in United Stotes Government securi-
ties held in the System Open Markot Account:

JUMRATE -~ We credit you today in the Interdistrict Settlement Fund
with the proceeds of your pro rata share in sale of
Covernment securities in System Open tiarket Account as
follows: (A) $ ____ par value Treasury Bills, (B)
% par value Treasury Notes, (C) §______ par
value Treasury Bonds, (D) & premium, (E)
E accrued interest. Credit us today (F)
discount on your pro rate share of Treasury Bills sold.

JUMROLE -~ Credit us today in the Interdistrict Settlement Fund with
the cost of your pro rata share in purchase of Govern-
ment securities in System Opon lMarket Account us follows:
(4) % par value Treasury Bills, (B) %
par value Treasury fiotes, (C) % ____ par value Treus-
ury Bonds, (D) $ premium, (E) $ acerued
interest. We credit you today (F) & ____ discount on
your pro rata share of Treasury Bills purchased.

JUMSALE - Purchase and/or sale transactions in Government securities
in System Open Market Account today have not affected the
amount of your total holdings. The classification of
your pro rate spare in total holdings at the cloge of
business today is (&) % par value Trecsury Bills,
(B) ar volue Treasury Notes, (C) »
par value Treasury Bonds. To adjust the amount of gremium,
accrued interest and discount on your pro rata suare of
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total holdings in the System Account as ¢ rcsult of toduy's
transactions we credit you today in the Interdistrict Settle-
ment Fund (D) $ ____ premium, (E) & accrucd inter-
est, (F) & discount. Credit ue today (G) $_
premium, (H) & accrued interest, (I) %__  dis-
count.

JUMSET ~ To provide for the difference betwcen the wmuarket basis of 360
days per annum ond our acerual basis of actual number of
days in calendar ycor for the interest wcerued on Treasury
Bonds purchased ond/or sold in System Open Market Account

(Date) make the following entries on your books
today: Credit interest accrued (A) & , debit interast
earned (B) & , debit interest accrucd (C)
credit intercst carned (D) § .

R

JUMSILT - Accrue earnings on your holdings of Government sccurities in
the System Open Market Account for (Iate) ag follows:
Accrual of interest (A) & , acerual of discount (B)

& , cmortization of premium (C) & , intercct
carned (D) & .

JUMSTED - We credit you today in the Interdistrict scttlemsnt Fund &

- o)
representing your pro rata share of iuterest coupons duc aud
paid today on Government sceuritlce in System Upen Market aAc-
counte.

JUMTILE - We credit you today in the Interdistrict settlemont Fund § 5
representing your pro rate share of profit realized todny on
sale of Government sccurities in System Opeu Mnrket account.

JUMTOLD - Credit ue today in the Interdistrict Zeitlement fund g :

representing your pro rata share of loss susctained toaay on
sale of Government securitics in System Open Merket fLccount.

Thesz words should be inserted on page 134 of the Federal Heserve

Telegrapn Code, following the word JUNMPWORT.

- Very truly yours,

’ J

Heell,
Secretary.

TO PRESIDENTS OF ALL FLDERAL RISERVE BAIKS.
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Attached is a letter dated Septester 24 from Mr. Worthington, Decuty
Governor of the Federal’aeserve Bank of Kansas City, with respeet to the
bank's authorisy to acjuire securities under repurchase agreements from
the Fsderal Land Bank of Omaha without specific avproval of the Board of
Governors of the Federal Reserve System, In view of the provisions of
Regulation "M* proamulgated following the passage of the Banking Act of 1933,
it appears that this is largely a legal question., From a practical stand-
point it would seem that the bank should be peraitted to acquire-securities
under repurchase agreoments from the Federal Land Eank from time to time with-
out securing thc advance approval of the Board with the understanding that
each such transaction will be promutly reported to the Board on the proper
schedule and with ths further underztanding that such repurchase agreements
have s waturity not in excess of 15 days and are for amounts not in excess of

say $1,500,000,

Atiachuent,
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URVELOFELER ¥ U000 DIMATUL SYSTes FOLILY 1N
COF B~ Kl P nTIOHE OF FRLEeal RuidevVy Be¥Ns

Prioy $o L82¢ she Zeserve dmnks, beving tde power % invest woney,
nade comeiderskle imvestmemts ia the mericet Wering bills snd Wuying /7 Of
nverscent seguritios. Thw boldings of DaAted States pvermsent seouri-
tins by Federnl hsserve Banks graduslly tmorssced fm the esrly years
of the Systex %o shout 300,000,000 1a 1920, sad wers slightly sealler
in 1921. Purcheses anc sales of Benkere! sscertunces were zede lergely
tn serordange with scomonel chonges in ho sup:ly of sccepbanoes and in
She deuand for fumds.

In 1927, Yederal fesarve Denion, facisng o decline in surning assebs
Yecause of repaymenta of dissomnls by sesber henke, bagnn S0 duy Javers-
el ssourifiss fer the varpose of inormesing Shelr earnings. It was
obaerved that the aperstions of FPedsrel Teserys Mesis, ssbing indspendenye
Ly, wor: affeating btbw serket for (overnmuent msouritics smd that Shose
opsrations sonflicted wilth ssoh sther nnd with ¥hose of the Dense ae
fiscal ageste of the Trezeury,

In uny 1927, st a neeting of be Xoversere of the Jwderal Jeserve
banks, & comrisies we apyelinted 3o coordinate She buyimg snd velling
of Govermzent weeuritise w0 A S0 have & xore orderly pregrem wader
sentral sosivel.

In Gotoler 137y, Shis OsuniVisw Wdertonk So nmke recos smiations
te e Pederal Feswrvs bemks regucrding she gurobsases and salaoe of

Governcont segurities. It wes oboerved 4n Shis yesr Wust prarchewes of

b i fld Y b /1.4
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Gbvernmens securities did mo% canse on Loorease ix the enrning assete
of sbs Federsl lsserve banke, noi did sales gouce 5 Gedvesse, DUS
Tebher $50% Sty aflected the wolowe of dorrowings st mesbar Gancw.

Ak s sonseguence, She Jonferspce of Joveruwsrs of She Pedersl feeerwe
busks wled Shat "laverteent polisy shsuld give simer coseideration
b she guestion of esarsings sod coastand cpnelderstisn o the effacts
whioh op4s-market opernvions huve wpom ihe vondition and Mhe course st
She soney seriket shéd she eolwg of gredis,

o Aprdl T, 1929, %ke Bord cdviesd the Jovernore of thw Veders)
Hepwrvs Banke Formally of a resclulion adorted Wy Lhs Fedarsl fexerve
Board on uerop £2, 1923, wish respsod $o open—usriet operations by
Pederxl “wearve Besks, polnting out the segwsslity oF die ovordinsbion
of openr-uariket opsratious of the Tedaral eserwe bHeake with thelr
discommt operxbivns sad ShBelr genersl aredids pelicy. It alse sanownced
the sraznization of the “Opes tarkst Investment Cownittes™ for She
Fedarel Yeverve Systasm. This comulttes gonsisted of flive representas
Yives of the “enserve banks and wes %o be wadsy the genercl supervisisn
of the Ywdarsl Teverve Foard. ¥From shie Size spmienarket epersilons
coald no% be engeled $n By Tederal Hecorve banks sxcepd wilh approewsl
of Vie Tedersl Veearve Boerd.

In “arsh 1930, She *Npwsn derket Folloy Confersnos,” coneinting of
represettetives af cli the “eserve banks, replsced tis *Dpen barket
Investuant Jomsittos.” Under She Deaking sot of 193% she "Fedsrel Opean
ysricot Comsittes,” consivbing of twslve “srervs bepk CGovernove, wey

ssbablished.
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December 27, 1934
Mr. Sasad Definition of "Commercial paper
Mr, Horbett bought in open market® oy
53D

¥r, Seemang’bf the Federal Reserve Bank of New York telephoned
today to find out whether short-ters promissory notes of the Commercial
Credit Company of Baltimore should be classed as "commercisl paper bought
in open market® and included in item 3 of Schedule Xk of the call report,
80 far as I can find, this question has never been presented to us before,
and I understand from Mr, Kane that he has no record of the question
having been presented to the Comptrollerts office,

As you kmow, there is a table in the Federal Reserve Bulletin
on “oommercial papsr outstanding® (sse page 727 of November 1934 issue),
Aecording to Mr, Sanford of the Federal Reserve Bank of New York, who

collects those figures from commercial paper dealers, the total of
$192,000,000 st the end of September 1934 comprised $160,000,000 of
promissory notes of leading commercial, industrial, and mercantile con~
ocerns and $32,000,000 of promissory notes of finance and industrial loan
companies, Of the total 6f $123,000,000 at the end of September 1933,
only 8,000,000 represented paper drawn by finance and industrial loan
Sompanies,

It is my feeling that the item “commersial paper bought in open
narket®, item 3 of Schedule B 1n the oall report, should not be confined
%o paper dramn Yy ggmmercial concerns btut rather that it should include,
as does the Federal Reserve Bulletin, all short term paper which is commonly
bought and sold in the open market by so-called comuercial paper dealers,
This is also Mr, Leonard's view, I reccmmend that we advise the Federal
Digitized o rr/Meserve Bank of New York to that effect, Do you agree?

http://fraser.stlouisfed.org/ ‘jt;/df ;’(47.;,,27/ A ¢/§D/ /3/
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June 8, 1934 %‘312»

Mr, Stone, Secretary to
Mr, Szymczak

Mr. Horbett

In response to your telephone request, Federal Reserve bank
holdings of United States Govermment securities on June 6, the last
weekly statement dizj}‘aggregated $2,430,236,000, and Tederal Reserve

bank holdings of "municipal warrants", the only State or municipal

securities owned by the Federal Reserve banks, agsregated $534,000 on
the same date. On March 5, 1934, the date of the last call for con-
dition reporgs made upon member banks, all licensed member banks re-

i ported holdings of $8,667,064,000 of United States Govermment securities,
% $1, 824,841,000 of "Obligations of States, counties, districts, political
subdivisions and municipalities™ and $19,018,000 of "Obligations of

territorial and insular possessions of the United States".

.' 77
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/ FEDERAL RESERVE BOARD W}
WASHINGTON
ADDRESS OFFICIAL CORRESPONDENCE TO

‘THE FEDERAL RESERVE BOARD .X- 7 801

February 21, 1934.

SUBJECT: Extensionsof Section 10(b)
of Federal Reserve Act.

Dear Sir:

In accordance with the telegram sent you
today, there is attached a copy of the proclamation
signed by tbe President of the United States on
February 16, 1934, prescribing an additional period
of one year after March 3, 1934, during which ad-
vences may be made by any Federal Reserve Bank un-
der the proyisions of Section 10(b) of the Federal
Reserve Act, as amended.

Very truly yours,

Chester Morrill,
Secretary.

Inclosure,

TO ALL CHAIRMIN AND GOVERIIORS OF F. R. BANKS.
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COPY X=7801-e.
EXTEWNDING FOR 1 YEAR THE PERIOD WITHIN WHICH ADVALCES
MAY BE MADE UNDER SECTION 10(B) OF THE FEDERAL RESERVE
ACT AS AWENDED

BY THE PRESIDENT OF THE ULITED STATES OF AMERICA

A PROCLAMATION

WHEREAS section 10(b) of the Federal Rederve Act as amended by the

act of February 27, 1932 (ch: 68, 47 Stdts 56), by the act of February

3, 1933 (ch. 34; 47 Stat. 794), and by the Act of March 9, 1933 (Public,

Nos 1, 73d Congs), reads as follows:

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

"Secs 10(b). In exceptional and exigent circumstances, and
when any member bank has no further eligible and accepteble assets
available to enable it to obtain adequate credit accommodations
through rediscounting at the Federal reserve bank or any other
metho@ provided by this Act othgr than that provided by section
10(a), any Federal reserve bank, under rules and regulations pre-
seribed by the Federal Reserve Board, may meke advances to such
member bank on its time or demand notes secured to the satisfac=-
tion of such Federal reserve bank. Each such note shall bear
interest at a rate not less than 1 per centum per annum higher
than the highest discount rate in effect at such Federal reserve
bank on the date of such note. No advance shall be made under
this section efter Merch 3, 1934, or after the expiration of such

additional period not exceeding one year as the President may

prescribe."; and

Federal Reserve Bank of St. Louis
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WHEREAS I, FRANKLIN D. ROOSEVELT, President of the United States
of America, deem it advisable thet the authority of the Federal reserve
banks to meke advances under the provisions of said section 10(b) of the
Federal Reserve Act be coutinued for an additional period after March 3,
1934;

NOW, THEREFORE, I, FRANKLIN D. ROOSEVELT, President of the United
States of America, acting under and by virtue of the authority conferred
upon me by said section 10(b) of the Federal Reserve Act, do hereby pro-
c}aim, @eclare, and prescribe an additional period of 1 year after March
3, 1934, during which advances may be made by any Federal reserve bank
under the provisions of said sectione.

IN WITNGSSS WEEREOF, I have hereunto set my hand and caused the seal
of the United States to be affixed.

DONE at the City of Weshington this 16th day of February, in the

year of our Lord nineteen hundred and thirty-four, and
(SEAL) of the Independence of the United. States of America

the one hundred and fifty-eighth.

(Signed) Franklin D. Roosevelt
By the President:
(Signed) Cordell Hull

Secretary of State.

Dipitized for FRASER
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— September 18, 1933

Mr. Parry X Distridbution of United States

Mr. Terborgh \) 2 Government Secur
1929-1933,

The following table presents the best data or estimates I can obtain o
for the distribution of United States Government security holdings from
the middle of 1929 to the nresent.
Table 1

Distribution of U. 8. OGovernment Security Heldings

Total by b i Held

oute YAt R T | by
standing | Reserve| Memberl/| Vatual others

Savings| Other
1929 June 30 16,880 8,431 A6 4,185 820 440 11,209
Sept, 1 16,482 8,243 182 4,031 600 430 11,269
Des. 11 18,068 5,359 Bl 3,863 576 410 10,708
1930 Mar, 2. 16,189  5.580 535 4,085 580 410 10,8579
June 20 15,954 8,872 591 4,081 528 385 10,382
Sept.30 15,849 5,632 o9 4,098 548 385 10,247
Deo. 31 185,798 8,789 729 4,126 588 370 10,007
1931 Mar, m 16,362  6.581 599 5,003 888 6 9.
June 30 18,87 7.0 668 5,343 605 408 9,580
Sept.®0 17,087  7.368 742 5,564 828 435 9,723
Des. B 17,8581 7,201 817 5.@9 850 415 10,380
1932 June 30 19,224 8,512 1,784 5,628 700 400 10,709
Sept.30 20,381  9.340 1.854¢  6.368 7ns 4085 1.0
Deo. 1 20,812 9,540 1,836 6,540 730 415 10,972
7.038 765

1. Matual savings banks. See my memorandum of September 12, 1933,

2, Ogher non-members, The data on Government security holdings of
State banks published anmially by the Comptrollsr of the Currency
ars seriously defective, becauss of {1) the fallure of a mamber
of States to segregate this item in their returns to the Comp-
troller, and (2) erronecus reports from certain States which do
segregate the item. As to erronecus reports, I need only cite
that of ths State of Michigan for 1932. We reported more than
twvice as mich in Government securities held by Michigan State
member banks alons as the Comptroller showed for all State banks
in the State. There are other flagrant cases in other years,
Becauee of this situation, and the absence of any data for a

Digitized for FRASER
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September 15, 1933

considerable mumber of States I have limited my use of the Comp-
troller's figures to the year 1932, I have estimated the Govern-
ment security holdings of "othsr non-member"” State banks as of
June 30 of that year as followe:

a, Taking separately each class of State bank {other than
mtual savings) I have estimated for States making no reports
of this item by assuming that Government security holdings cone
stituted the same peroentage of the total investments of their
banks as was shown fer the same type of bank by reperting States
in tra same geographical regiorn.

b, Adjustments were made for Michigan and one or two other
States for which the reports were pretty clearly erronecus,

¢, The estimated and adjusted figures were added to those
for States whose data were taken as reported. Trom ths resuld
for all classes of State banks other than mutual wes subtracted
our figure for Government ssourity holdings of State member banks.
The balance was approximately $400,000,000,

Using this figure of $400,000,000 as a dasing point, I
sstimated for other dates shown in ths tadble by assuming that
for each of these dates the percentage of total investments
oconsisting of Government securities was in sams ratic to the
percentage odtalning on Juns 30, 1932 that prevalled between
the corresponding percentages in the case of national ocuntry
banks and State member ocountry banks, Fhere the ratios fer
national ocuntry banks and State nmember country banlcs 414 not
agres, an intermediate ratio was chosen. (In general, they
were in close accerd.)
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° ; B ERERAL RESERVE » -
Office Correspe.idence ™% Date_sune 3. 5383.
To_Dr. Iillef-._ _ — . Subject: _Regulations re open market trans- A

From_Walter Wyatt, General Counsel. actions of Federal reserve banks.

: For your informetion, I ay bhemdThg you hergWith copies
E S .: Ot & f%\, by 019 g Oy Y0 &—"’w

of two preliminary draft* of regulations governing open market ( \7 TZ

S

operations of Federal reserve banks, which I prepared at the gg’fS%SW’“£¥3§1#<~
request of Mr. James under dates of October 31, 1929, and Novem- ™
ber 2, 1929, respectively.
I understand that the preparation of a tentative draft
of regulations on this subject under the provisions of the Federal
Reserve Act, as amended by the Banking Act of 1933, has been
agsigned to Dr. Goldenweiser; and I am sending him copies of the
% attached drafts in the hope that they may be of some asgjistance

to him.

Respectfully,

Walter Wyatt
General Counsel.

]
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Forlﬁlifo. 131 D
f ] FEDERBA&A:%ESERVE
Office Correspondence Date_fune 29, 1933,
To_Mr. Bzymczak, Subject:  Regulations re open market trans-

From_walter Wyatt, General Counsel.

REC'D IN FILES SECTION

For your information, I am handing you herewith copies
of two preliminary drafts of regulations governing open market
operations of Federal reserve banks, which I prepared at the
request of Mr. James under dates of October 31, 1929, and Novem-
ber 2, 1929, respectively.

I understand that the preparation of a tentative draft
of regulations on this subject under the provisions of theFederal
Reserve Act, as amended by the Banking Act of 1933, has been
assigned to Dr. Goldenweliser; and I am sending him copies of the
attached drafts in the hope that they may be of some assistance
to him.

Respectfully,

Walter Wyz;}{/

General Covrsel.
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LY (CONPIDENTILL~ Sessasd prelisimery drafi< Detedber 31, 19%9)

shall tociafe all of tae following pwrebaned on the apen merkel by, or
for the accosut of, Federal reservs laaks:

{1) ueBkers’ secoptluxees, bille of ewehange and ether wilis
rageivatle;

{?) Bonde, nstes, eawrtilisates of indsbisisves and ireasury

bilis of b Unitad Ptatesy
(3) Bills, notes, revenne bonds sugd wirrasts of any State,
soumty, district, peiitical subdivision er sanicipality in the soatinente

%) Onited Ltates;

{§) scenprlanses, debentures amdi oihssr ¥w0d ohligailions sf Fed«
stal intermediate eredit Basks or maticasl agricaliural oredit corporstiens;

and

{5) Parm loam bends.

g - the terwm taggregaile syea
xarket investsents® shal: 2eas the aggregats snouny of sll opun warket ine
vesimenic owned By, or beld for the asceuat ef, all of the Federal reserve
Banis wheihor purchassd 1ndividualiy by suoh Bagas, purobased by ke QORQws
3ive Cesmittse for the asconatl of eaoh Pedersl ressrys Baski, or aeguired in

ARy Ather manmer.
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The Aloe, Bauner, charieter and velume of ull purchases sad ssles of
spen marhket Investments shall ¥ povermed prisarily =ith & view of scoonus-
dating commeres sod basinoes wond with regard to theic effset spen the geparsl
eredil situstion. |

Section 11 = Limitatisns

Exoupt &8 Mersinafier preavided the smount of aggrogate open nariket im-
veobtaents ahall ecnfors to lixitations pressribed from time to tise by the
Pedural Tessrves aard. The Yoard wiil mot preseride s sirgle sux &3 tae lise
ttation on Lie soeunt of BZErepate Open parket inwestsents, 54t will previde
that ihe amoakt shall not 38 less than & seriein suk mer is excess of & ser-
tein oibsr sax, allowing 2 ressosable latitwnde in view of Ahs vircunatoness

axisiing from sime 1o time.

{8} lreasizeijsn = Sereafier thtkmyta Warset Comcities shsil gonsist eof
the goaveraars sf the tediva Federsi reaserves daaks. In the absence of say
Epvarnor fron & wewiing of the Cesniiiae, as altoraais appeinlted by the dirsatoers
of Bia Wesk Eay sSErve os & zexbar of tiw Cosmmities. The Commities sball seleot
ite sen Chalrsan.

iyl restings - wuatzms;'or ihe (pen Harket Jomzittes saall b subjeet
1o the sall of Lhe Pedersl 2eserve Sonrd, s Cpon Yurkst Comelitine or its
Exesutive Committes, and shall B¢ held Jo a:bimgion or in such othsr plece
a8 way be wrrasnged By agresssnt Petagen the Jpen Rarkst Cemsitiss and Ihe Pede
*ral Gessrve 3Zeuxd.

{0) FPunetions - It skail be the duty of the Jpen Warkel Cemcittes, suhjest

to the review and daterminatica of the Pederal Hessrve Beard, v Torasiste fres
Uine 1o tims an spen market poliay fer the Peders! Ressrve Systiet as s whele

apd, wher dosmed nessssary or afvissble, 10 rocusvent changes in the asmeunt of
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aggregate spea sarketl lnvecstasstls, in sogerdumce with the tarss of thie regu-
lasion, il pelieles fersulated amd all changes regeszended by the Tpen
Harkat Comniitae shall be subdmittad to the Fedaral Zeserve Sourd for ap:roval
and abail net taks offeci antil they kave Boun aparoved By e Federal Hee
serve Bosrd,

*hile the 42ty of recemmendling obang#s in the amenat of agprogets epen
sarkst investuenis shall rest primariiy with the Open ¥arket Comsiitese, ke
directsrs of umy redercl reserve bank say recom:end 1o the Tedersl Zezerve Noard
ehanges 1n sueh awount at any time; and the Federal Zeserve Hward redarves ibe

right ts shangs such smount sn 1t un IRLASative,

gegiion ¥V - Eveoutive Comaittes.

{a) orgamigatisn - The Cpen Marketr Comsittes shall select from its owe Séme
borani; sn Lxecutive Comeitles conslistiing of five meshers and shell appeiat the
Chairmas thersef.

(3) Fungtions ~ It sheil bo the duty of the :wesutive Comaittee,

{1) To execuls purcheses anl aales of 9psn owriketl investments, 1o severd-
ands wilh policies appreaved from tize e tims by lhe Vederal Zaserve noard;

{2) To malntein & pool of ospen market investlrenis, peridcipetions ia
which ehall »e allatted to various FPedersl rerzervs banke desiring 19 participate
in sueh peol;

{3) Te maintain the amount of nggregsts open marxet investmants within
the limitstions preseribed frow tice to time Ly ths Pederal Roesarve Tomrd; wond

(4) T allesates the ageregste apen xarketl ipvastmonts szong ell Tederal
raserve Bauks en ad eq¢itadle basis amd to adjust evel allocstion froa time o
tims to 2eet the ohsmging neseds of the rsspociive M. R, dunke. Swoh alloeatise
shall e zade with o view primarily, of (a) emabliagy anah F.®., denk 1o saintela
« saitabls reservs pesivioun, wnd (W) equalising so far «s practicabis the snet

sarsings #f e varioeus F.R+. dasis; and shall be sudjeet 10 shange by the
ASER

uisfed.org/
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redaral Ressrve Beard, in % diserstion, st e preguset of wiy Tedsral re-

SOTVYS BankK,

» Agtiug on Behalfl of all Pedersl
ressrve banks partisipating ilo i1ke recl, the Xxecutive (emmiitee say make
texporary pureiancs snd sales of ntted titles Bend, motes, osrtifiestes

of indebtainass and Treasary ¥lls fer the svcommodation er r000unt of the
Treaausry of the Unilted Slates in amoumts reguested by the Trsasary fer
paricis wct in 4xosus of Tifvsem days, withent regurd te the limiisiiosns

-

on the wuvupi of sggregste open MErxIV iluvesiments.

ot investuents.

Bree.t with the pervission of the Yedersl reserve Zsars, ns Yederal

resarve bank shall porshase or seil any epen parist lrvesiven! Tor ivs exn
xeocunt indepecdently of sthe ixedutive Cemmivioe; Frovided, thHhat taias prelkli-
Bitien sR2ll mot 4. 1l7 te the purshase or ssle Ly an iedividusi regersl
reserys deszx ol

(1) Pills of exXohaByge AMd LARENFe’ adaejladees rrising suti af
trossagtions 1y ils owe dietrict, w

{2) Gimer investmanits made i emsrgancies it asosmmodate speoie
fic gemder Lankas.

Tasnever ak Asdividual Fedearal ressrvs bsni: purebrsis or zells spen
sarkst isveetmente fer its own acosust, the transection shall be reported
wonptly e the Federal ieserve Resard and e the Exegutive Cumsiiiles) and it
ehall b the duly of the Lxeoutive Comaitter (o make swon edjustzenis in
the peel of epen parket tavastasats and in the Alissation shoaresl as may
e nevesesry;

{1) fo salantaln iBe aggregate opem warketl ioveetmsnts within

the italtaticns jreviously appreved Wy the FPederal Zeserve Heard; amd
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(2) te maiatalin the pariisipetiss of sssh individual Pederal reo-
serve bamk 1a the sggregats opta marke) Laveetummis in soserdance with
the allsasution theres? nade by the Rxsoutive Cemmiites.

sestits Yil- Deslings Ap Sold.

Bxeept after applying Ler and reveiving the apireval of the Pederal
Reserve ourd, ne Federul reserve bank sha.l eagage in, or aake defisite
} sommitaants oo, sranzaniions with foreign governmsonta, forsizr banks er
E forsiys wssiere invalving the pureasse, sale, sschange, loan, pledge, o
t

sarmrhking «f zeili, 3231 oceln or geld sertifiontes,
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i (o) xganisetion~ Xeresfisr the Open Narkst Comnitites ahall oensist
1 of the goversers of (ke Lwdlvs Veders! reserve Lanke. I8 the abeenas of
{ ARy govesraer from s wseting of ihe Commlttes, an altermate ap;ointed by
the direotorc of his damk ma; serve ae a sasher of the Cosuittes., The
Commitise shall ssieot its owm Chairmoa,

(») Peatinga~ “estings of the Spen Warket Commiiiee aball we subjeot

to the sall of the Pedaral Fsserve Toard, the Cpes Barked (onmities or Ats

ixesntive Jomittes, and shall be held In vasBiagien er in sweh ether ilaee
o8 My b arranges b agresnant Ledwesti thw Opea Narkst Lomsititec smd the

reodaral oserve teard,

(o) Iusetions= It siall Bs the duty of the Open Warket Committiss,

subject 1o the review sand detersmizziion of the Federal Heserve Becrd, te

fermulats frim time i tine an epdn oarket policy Ter tas FPedersl ‘eaerve
3yeton u3 & whele and, whet deensd recwssary or advisad®ls, to racopsend
shanges inm he agirogate smoust of all inwvestments adqQuired ia ths open
market puwresusat ts the termx of seotion 1§ of the Fedaral Zeserve Lot

and held Ly er for the asosant of Federsl reserve bapks. 11 pelicles
forzuilnted and nll sbanges resomsenisd by the (pom Harketi “samities

ahall be submiited to e Yedersl Feserve fosrd for npproval wud shall

et take affeat uniil Aaey bave bsen approved by the Feberal Nsussrve Beard,
; ile the duty of recommsnding ehanges ia ths ammunt of ageregaie
open mariat tavestneats shall rast prizarily with the Open Sarket Jeamitties,

the dirssters of any Pederal reserve danx say recosoend to e Pedersl Baw
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BOrvYe Pourd ghanges ik such smennt a2t soy time} snd the Federai Roserve
Beard ressrves s right to shasge sush amoust & its awn inltiative.

(s) Organiantione The Opea Narkei Commitise shall selest frem its owa
meabership an executive Comsittes ecasietinmg of five menbers and sinmll ape
poiat the Theirmen skeresf.

() Penstions= It shall de the duty of the Exeeutive Comnities:

{1) Te sxscats purchases and sales of opum marikel izvestaents, is agcerd-~
anee with pelisies approved fron tine to time by the Pedersl Esserve Board;

{2) To maintair s poel of spea market isvestweata, partieiparions in
which shall de allotted to wvarieua Yederal reesrvs buotks deeiriug te partiois
pats in sueh peoly

{3 To malvisin withis the lisitetions presorided frou tise o tine
by the Tadeval! Hewerve voard the aggresste smownt of all spen zariet laveste
ments, incianding whess held iudividually by the warious Psforal ressrvs backe
and theae held iz the aforesaid pool; and

6% to sliovats the aggreg«ts ameunt ef ell open mariket investasmtis
smomy 21l Federsl rasarvs bunke on an equitable dasis and o edjust sueh
sllocaiton from tims to tims %o meetl the shanging nesds sf the respsctive
Federal roserve baniks. #uck alleoatien shall W uade with s view primarily, ef
(a) anadling ench Puderal rezerve bank 12 saintain a suitable reservs sositicn,
and (D) equslining so far as practicablie the et suraings of the varicwe *ede
orel reservs Laskej and shall be sudjest o chasge by the Federal deserve
neard, in its diseresien, ui ths request of any Pederzl rssesrve bank.

(o) pureisses and talme for Treagury~ Aeting on Bebalf of all Pederal
ressrve banks participating in the peel, the Zxecutive Committes may make
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temparasry urelasss and sales of United Btataw boude, netes, sertifiostes
of indedisdness and Treasury dille fer the asguomsdation or zocount of the
Treastry of the United States in amounts requested by the ITreaswury for
poriodn not in excsesr of fiftesn days, withou$ regerd to the lizitarvions

i o the amount of agoregatie open nariketl iavestments,

(4) Indjvidun: rarcimwucs of Gpenm ¥nrket Imvestments. Thenever s»

isdividuel Poadars) reserve Wzl pirohases oF selis open meriet inveatments

| for ite own sesount, the tranesstion shnll e reported preuptly te the

E Peodere] sesarve Heard and to the dxsoutive Jommittes; amd 1t shall be the

i duty of the Egecutive (Jozm: tise to saike swoh adjusimeats in tho poul of

; open mrket invostments snd An the nllocetion thereof am sy W0 mevassary;

f (1) "o suimtain the aggregutes amouni 9f all opom mariet iluvestuents
withis the lisitatines previeuslr approwed by the Pederal Reservs Bowrd; amd
g {2) To maintain the participation of each isdividwal Peisral ree~

i sarve Bank im the aggregate aneunt ef all epem market investmesta in scoorde

anes with the 2llooetion theresf mnde by the Zxecutive Joasittes.

aewEh @ ERAS ST T R

Digitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis




Reproduced from the Unclassified / Declassified Holdings of the National Archives

COPY (CONFIDENTIAL - Second preliminary draft - October 31, 1929)

Regulation , Series of 1929.

OPEN MARKET OPERATIONS,

Section I - Definitions,

(a) Open Market Investments - The term "open market investments"

shall include all of the following purchased on the open market by, or
for the account of, Federal reserve banks:

(1) Bankers!' acceptances,’bills of exchange end other bills
receivable;

(2) Bonds, notes, certificates of indebtedness and Treasury
bills of the United States;

(3) Bills, notes, revenue bonds and warrants of any State,
county, district, political subdivision or munieipality in the continent-
al United States;

(4) Acceptances, debentures and other such obligations of Fed-
eral intermediate credit banks or national agricultural credit corporations;
and

(5) Farm loan bonds,

(b) Agegregate Open Market Investments - The term "aggregate open

market investments" shall mean the aggregate amount of all open market in-
vestments owned by, or held for the account of, all of the Federal reserve
banks whether purchased individually by such banks, purchased by the IZxecu-
tive Committee for the account of such Federal reserve banks, or escquired in

any other manner,
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Section II - General Principles

The time, manuer, character and volume of all purchases and sales of
open market investments shall be governed primarily with a view of accommo-
dating commerce and business and with regard to their effect upon the general

credit situation.

Section III - Limitations

Except as hereinafter provided the amount of aggregate open market in-
vestments shall conform to limitations grescribed from time to time by the
Federal Reserve Board., The Board will not prescribe a single sum as the lim-
itation on the amount of aggregate open market investments, but will provide
that the amount shall not be less than a certain sum nor in excess of a cer-
tain other sum, allowing a reasonable lattitude in view of the circumstances
existing from time to time.

Section IV - Open Market Coummittee

(&) Organization - Herafter the Open Market Cormittee shall consist of

the governors of the twelve Federal reserve banks. In the absence of any
governor from a meeting of the Committee, an alternate appointed by the directors
of his bank mey serve as a member of the Committee. The Committese shall select
its own Chairman.

(b) Meetings - Meetinzs of the Open Narket Committee shall be subject
to the call of the Federal Reserve Board, the Open Market Committee or its
Zxecutive Committee, and shall be held in Washington or in such other place
as may be arranged by agreement between the Open Market Cormittee and the Fed-
eral Reserve Board.

(¢) Functions - It shall be the duty of the Open Market Committee, subject

to the review and determination of the Federal Heserve Board, to formulate from
time to time an open market policy for the Federal Reserve System as a whole

and, when deemed necessary or advisable, to recommend changes in the amount of
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agegregate open market investments, in eccordance with the terms of this regu-
lation. All policies formulaeted and all changes recommended by the Open
Market Committee shall be submitted to the Federal Reserve Board for approval
end shall not take effect until they have been approved by the Federal-Ben
serve Board.

While the duty of recommending changes in the amount of aggregate open
market investments shall rest primarily with the Open lMarket Committee, the
directors of any Federal reserve bank may recormend to the TFederal Reserve Board
changes in such amount at any time; and the Federal Reserve Board Treserves the
right to change such amount on its own initiative.

Section V - Executive Committee

(a) Organization - The Open limrket Committee shall select from its own men-

bership an Executive Committee consisting of five members and shall appoint the
Chsirman thereof.

{b) Functions - It shall be the duty of the Executive Committee:

(L) To execute purchases and sales of open market investments, in accord-
ance with policies approved from time to time by the Federal Reserve Board;

(2) To maintain a pool of open market investments, participations in
which shall be allotted to various Federal reserve banks desiringz to participate
in such pool;

(3) To maintain the amount of aggregmte open market investments within
the limitations prescribed from time to time by the Federal Reserve Board; and

(4) To allocate the aggregate open market investments smong all Federal
reserve banks on an equitable basis and to adjust sueh allocation from time to
time to meet the changing needs of the respective F. R. banks. Such allocation
shall be mede with a view primarily, of (a) enabling each F. R. bank to maintain
a suitable reserve position, and (b) equalizing so far as practicable the net

earnings of the various ¥. R. banks; and shall be subject to change by the
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Federal Reserve Board, in its discretaion, at the request of any Federal re-
serve bank.

{¢) Purchases and Sales for Treasury - Acting on behalf of all Federal

reserve banks participating in the pool, the Executive Committee may make
temporary purchases and sales of United States bonds, notes, certificates
of indebtedness and Treasury bills for the accommodation or account of the
Tressury of the United States in amounts requested by the Treasury for
periods not in excess of fifteen days, without regard to the limitations
on the amount of aggregate open market investments.

Section VI - Individusl Purchases of Open lMarket Investments,

Except with the permission of the Federsl Reserve Board, no Federal
reserve bank shall purchase or sell any open market investment for its own
account independently of the Executive Committee; Provided, thet this prohi-
bition shall not apply to the purchase or sale by an individusl Federal
reserve bank of:

(1) Bills of exchange and bankers' scceptances arising out of
transactions in its own distriet, or

(2) Other investments made in emergencies to accomnodate speci-
fic member banks,

Whenever an individual Federal reserve bank purchases or sells open
market investments for its own account, the transaction shall be reported
promptly to the Federal Reserve Board and to the Executive Committee; and it
shall be the duty of the Executive Cormittee to make such adjustments in
the pool of open market investments and in the allocation thereof as may
be necessary:

(1) To maintain the aggregate open market investments within

the limitations previously approved by the Federal Reserve Board; and

&+
N
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(2) To maintain the participetion of each individual Federsl re-
serve bank in the aggregate open market investrments in accordance with
the allocation thereof made by the Zxecutive Committee.

Section VII - Dealings in Gold.

Except after applying for and receiving the approval of the Federal
Reserve Board, no Federal reserve bank shall engage in, or make definite
commitments for, transactions with foreign govermments, foreign banks or
foreign bankers involving the purchase, sale, exchange, loan, pledze, or

earmarking of gold, gold coin or gold certificates.
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Regulation , Series of 1929

OPEN MARKET OPERATICIS

Section I ~ Open Market Committee.

(a) Organization - Hereafter the Open liarket Committee shall consist

of the gzovernors of the twelve Federsl reserve banks. In the absence of
any governor from a meeting of the Committee, an alternate appointed by
the directors of his bank may serve as a member of the Committee. The
Committee shall select its own Chairman,

{b) Meetinzs - Meetings of the Open Market Committee shall be subject

to the call of the Federal Reserve Board, the Cpen Market Committee or its
Executive Committee, and shall be held in Washington or in such other place
as may be arranged by agreement between the Open lMarket Cormittee and the
Federal Reserve Board.

(¢) Functions - It shall be the duty of the Open Market Cormittee,

subject to the review and determination of the Federal Reserve Board, to

forrlate from time to time an open market policy for the Federal Reserve

System as a whole and, when deemed necessary or advisable, to recommend

chanzes in the apggregate smount of all invesiments acquired in the open

market pursuant to the terms of Section 14 of the Federal Reserve Act

and held by or for the account of Fedsral rsserve banks, All policies

formulated and all changes recommended by the Open larket Committee

shall be submitted 0 the Federsl Reserve Board for approval and shall

not take effect until they have been approved by the Federal Reserve Board,
While the duty of recommending changes in the amount of aggresate

open market investments shall rest primarily with the Open Market Comrmittee,

the directors of any Fedseral reserve bank may recommend to the Federal Re~
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sexrve Board changes in such amount at any time; and the Federal Reserve
Board reserves the right to change such amount on its own initiative.

Section II - Execubtive Committee.

(a) Organization - The Open Market Committee shall select from its own

membership an Executive Committee consisting of five members and shall ap-
point the Chairman thereof,

(b) Functions - It shall be the duty of the Executive Committee:

(1) To execute purchases and sales of open market investments, in accord-
ance with policies approved from time to time by the Federal Reserve Board;

(2) To maintain & pool of open market investments, participations in
which shall be allotted to various Federal reserve banks desiring to partici-
pate in such pool;

(3) To maintain within the limitations prescribed from time to time
by the Federal Reserve Board the aggregate amount of all open market invest-
ments, including those held individually by the various Federal reserve banks
and those held in the aforesaid pool; and

(4) To allocate the aggregate amount of all open market investments
among all Federal reserve banks on an equitable basis and to adjust such
allocation from time to time to meet the changing needs of the respective
Federal reserve banks. Such allocation shall be made with a view primarily, of
(a) enabling each Fedsral reserve bank %o maintain a suitable reserve position,
and (b) equalizing sc far as practicable the net earnings of the various Fed-
eral reserve banks; and shall be subject to change by the Federal Leserve
Board, in its discretion, at the request of any Federal reserve bank.

(¢) Purchases and Sales for Treasury - Acting on behalf of all Federal

reserve banks participating in the pool, the ZExecutive Committee may make
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temporary purchases and sales of United States bonds, notes, certificates
of indebtedness and Treasury bills for the accommodation or account of the
Treasury of the United States in amounts requested by the Treasury for
periods not in excess of fifteen days, without regard to the limitations
on the amount of aggregate open market investments.

{4) Individual Purchases of Open lMarket Investments. Whenever an

indivicdual Federal reserve bank purchases or sells open market investments

for its own account, the transaction shall be reported prompitly to the

Federal Reserve Board and to the Executive Committee; and it shall be the

duty of the Executive Committee to make such adjustments in the pool of

open market investments and in the sllocation thereof as may be necessary;
(1) To maintain the aggregate amount of all open market invésitments

within the limitations previously approved by the Federal Reserve Board; and
(2) To maintain the varticipation of each individual Federal re-

serve bank in the aggregate amount of all open market investments in accord-

ance with the allocation thereof made by the Executive Committee.
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tieds Jgne 4, 139502

The Governors net with the Doard as an Open liarket
Comittee thls morninge Gaornor llgyer stated very
briefly that the position of the Doard as to its open
market nolicy which should be talzen today, was ono of the
most important in the history of the system. MHe rather
inclined %o the view that we should continue our open
narket policy without change, for if we chon-ed, the
public would be likely to take 2lam, and also the banlts
nizht become frighitened and try to dispose of thelr Jovera-
ment sccuriticse Iie also gpole of the danmor of inflation
fron bills introducoed in the present Corgresse

He ulso stated that ths rosudlt of the clection had
not boen such as Yo insplire confldence in the countrye

Secrotary 1ills then nddressed the meeting, stating
thant it oode practically no difforence to the Treasury
vhether the Systan adhored to or changed its present open
mariket policy; that of course e Jovernmment was etting
money at too low a mte, and begmed the Covernors not to
consider the interests of the Treasury - whatover they
mizht be - in any coneélusion thoy roocheds e gald, hove
ever, that if the Bourd were to change this policy today,
it would undoubtedly ~ive impetus to a great many Inflationary
bills now pendinse He sald that the daxrnl for inflation
woes nover ag creat in the country's history as 1t is today,
ond any chanpe in the attitude of the Hystem would simnly
increase the apltation for cheap money. lHo sald that further
i1ssues of cheap noney, sowcalled, after being first paid out
to individunls, would drift into the banke, ond then into
their reoscrve account with the Federal reserve baals, neorely
increasing the present erceoss roscrves. He charccterized
the pending bill for agricul tural relief as nn ahbsolutely
insane propositions

(overnor iarrison then uddressed the neeting and gave
a very falr stutanent of reasons why tho policy should be
continued, :nd 2t the saie time, the prineipadl arpuents
exis tin g Tor a chcnge in the policye. He said that today
the 600 millions of axcess veserves were concentrted in
How York and Chicupo, and that if this should increise very
much, the chanco wowld he that the danks would cease to pay
any interost on deposits which would undoubiedly incroase
hm:ﬂ.h\{;. ’
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He stated, on the other hand, that if the bankm,
especially the Iew York and Chicigp danis,vere to dise
continue paying intercat on bonak bolonces only, thot
this would tend to scatter the cxcess roserves now deposited
in Yow York and Chicago throughout the country, and would
bring a pressure for using them wvhich dil not now obtalne
While he suil he hed an open nind, I an inclined fo think
thot he favors no clumge in present policinse

Governors iicdouynl, Seay and Calizing seerwd to favor
a change, a8 clso {overncr Young.

ke meeting mijourned at 1 oVclock, the Governors to
o into cxecutive ecssion in the afternoon, to be ondod by
another noeting of the Boarde

L g

In the afternoon, the Governors continued thelr
conference, and finally Govornor Harrison brought in a
resolution “hich provided for the sule of 125 millions of
short term Qoverment bills during the month of Janunry,
but expressed tho orinlon that the totul excess rescrves
ghould not bde ~llowed to f2ll dheyond 500 nmillionse

Govornor iarrison stated that his fomer statenent
that it ould be a good thing to scatter the oxcess
reserves by oHutting an end to interest on bank balances
was unanimously 05 0sed by the Governors, as thay thoucht
the only cffect would de that each bank would heve to
lower interost still further on deposits, thus encouraing
hwﬁin{-”o

The Board objected to mentioning the fisuros 126
millions and 500 nilliong, and also to saae other parts of
tiepronosed resolution. The Board then adjourned until

mmd&yo

WD o

Thursday, Jane 5, 1933

The Board met. Governor Harrison dbrought in another
resolution which, ufter soms discussion and some amendmente,
was agreod to Ly the Board,

The Boord then met in conforence with the Govermors,

.org/
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and the final resolution was adopted, m montion beling
mzde of the specific amomnt of sccurities to be sold, or
of the specific amount at present of excess re:sorves.

There was 2 gentlanen's agrement, however, covering
four pointa:

1. That the Executive Camittee is authorized
%0 allow the maturity without replacancnt or to soll
w to §125,000,000 of sccurities from Systan aocount
in order to offset an equal amount of roturn flow of
curr:ncy, providod such action does not reduce excess
rescrves below 3500,000,000¢

2. That the camputation to dstomine vhether
therc has bermn & return flow of currencgy to the
anount of 125,000,000 will be made from the high
point of the Christmas holiday circulation;

3. Thaot the present lovel of excess rescrves
neans sphroximately 3500,000,000;

4, T™ut if, after sellinpg,anything should hapoen
to roduce excess roscrves below $500,000,000, the
Exccutive Camittoe is outhorized to purchase
securities but will not increase the Systean account
above the uount now held, without cnother moeting
of the Conforemces

The question themn came upy of some public announcement,
and after puch discussion Jovernor leyer apnointad Dr,e liller,
Governor L.rrison, (.CoH. and GQovernor Norris to rotire and
prepare & stateanent,

A statent was finally prepared based on one offered
Yy Dr. Uiller, Dut with many changese C.S.il. thought it
was %00 long und too much likn an essay, and he surzested
the following as a substitutes

It was detemined that mo chanse chould bo made
in the general policy of maintaining axces:s resorves
at least squal to the present volumne., UHinor roadjuste
ments in commection with currency-and zold movanents
and other conditions which might devalop, shall be
mide as conditions develop, in the manner :nd the
tines consistent with this general policy.”
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C.5.Hs however, finally accepted the longer resolution
which sas them rgported to the conferemnco, and unanimously
adopted.

The vota of the Governors for the resolution wvas
-mnaninous, but three Governors ctatsd certain qualifications;
naely, that they felt that more than 126 millions ghould de
sold at once, and that 500 millions was too larre a figure
for pemanent excess rescrves. These (Jovernors wero leDoumml,
Young, und Seay.

The neecting then adjourned.
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June 8, 1932 = % "¢
Mr. Hemlin Reserve Bark Credit, April 6

Mr. Smead to Jane 4, 1932

In accordance with your telephone request, there are shown below changes in
the d111 and security holdings of the Federal reserve banks end in monetary gold
stock, member bank ressrve balances, etc., between April © snd June 4.

You will note from the table that purchases of United States Government se-

curities during the period amcunted to $707,000,000. These purchases were of £-
set to the extent of $146,000,000 by declines in holdings of disoounted and
purchased bills, and of $359,000,000 by a dscline in our monetary gold stock.
The $202,000,000 of purchases not so of fust are reflected largely in an incresse
of $38,000,000 in money in circulation and of $141,000,000 in member bank resarve
balances. This increase of $1%1,000,000 in reserve balances has resulted in sub-
stantially corresponding increases 1n gxcess reserves of member banks in New York
City, Chicago aﬁd Boston, the increase in excess reserves in Chicago between

Lo
April 6 and June 1 being $73,000,000, in Yew York City $46,000,000, and in

Soston $20,000,000. %

CEANGES IN AMOUNT OF RWST7VYE BANX CREDIT OUTSTANDIRG AND
IN RYLATED ITEMS BETWEYN APRIL 6 AXD JUNR k&, 1932

Increase or

ung_k April 6 _ degreese
In millions of dollars)

Bills diwcounted 509 - 635 ° - 126 °
Bille bought 38 - 58 - - 20 °
United States Government securities 1,592 &8% ° + 707 -
Other reserve dank credit 20 - e1r - - 1"
Watal reserve bank credit 2,160 1,599 - + 561 °
Monetary gold stock b,037 » 4,396 - - 359 -
Tressury currengy, adjusted 1,787 1,806 . - 19
Money in circulation 5,496 ° 5,458 - + 38 .
Member bank reserve balances 2,083 - 1,942 . + 141 -
Unexpended capital funds, nonmember )
deposits, etc. 405 400 + 5
Division of Bank Operasioas /‘ Vi ;’r‘u -
. : ’r -~ s
ized for FrAsERLS/ fac | File No. b 8- 3 330 ) ) )
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April 29, 1932
Mr. MeClesllamd Mazioipal Werrants purdund by i
Kr. Yan Jossen Pedaral Heserve Banks e o,

i et

¥o are submitting herxewith, in acoordance with your request, figures
of sunlioipal marrants purchased by the Federal reserva danks, ammally,
since the organisation of the System and avermge daily holdings of mumieli-
pal warrmts.

Musioipal warmanats were purchased by the Jederal reserve banks prior
to 1917 primarily for the sakes of incoms, as ntated im the following sxtract
taken from pages 1 and 2 of tha Board's 1917 Ammmal HReport:

*Jor these reasons, the Board felt that it should im sither swent,
during this period of unocertainty, adhere striotly to its poliay

of maintaining the liquid charsater of tha assets of $he Yederal
reserw baaks, of discouraging any umeceasary expansion of credits,
and thas it should also canse the redustion to very moderate propor-
tions of the holdings of the Tederal reserve banks of such invest-
monts as bonds and warraants vhich had heretofore been wade primarily
for the sake of inoome,”

This fact is also drought out by statenents in some of the Anmusl Re-
ports of the Agents for the year 1915, as may de noted from the following:

Boston: "In order $o meet its operating sapenses this bank has

bson n..hm purdiaser of bankers acosptances and olty and tom
notes,

¥ow York: "..... other reserve banks sasked this bank % aet for
them im purchasing sligidls warrants, New York being tha primary
mrket for a large volume of this class of odbligation. At the

last conference of the Governors, Janamry 20 to 23, 1915, the pur-
chase of sual marrants wsl thoroughly discussed and other reserve
banks appointed this daik their agent is the Bew York mmiket to
purchase warraats axd other securitiss suthorised undsy Section 1k."

Philadelphia: "The amoumt of warrants which we are permitted to
hold has wen limited By the Federal Twserve Board %o $3,500,000,
bat the offerings of such investments haw mot been sufficient %o
anable us to hawe this swoumt at any om time."*
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Mr. MeClelland - #2

8t., Louis: "The method of financing political subdivisions by
short-time warrants has not been much in use in this district,

and it has been difficult to get the kind of warrants acceptable
by us umder the law. Rvery effort has been made to encourege
financing of this character, and the services of wmuasel, Mr.
James G. McCOonkey, have been offered to any ocommunity where he

was needed to suggest the form of warrants and help in théir issu-
anes, A mamber of conferences in regard to this type of fimancing
haw heen held and considerable correspondence has oceurrsd, and
¢t is hoped that hersafter the distriot will furnish more warrants
of the kxind that cam be uased.”

San Franecisco: “Bankers' acceptances have bdesn bought at rates
as low as 2 per cent Dbasis and mumicipal warrants at only slight-
1y higher rates. Thus far borrowers in this district haw not
offersd important amounts of obligations of this character, as
they doubdtless will whe 2 they reallas the opportunity offered to
finance transactions of a certain character at such adwantageous
rates. 3tates of this district will also doubtless anthorige
sunicipal warrants of eligible character when it i{s realised that
temporary madeipal borrowings ¢an be negotiated at such low rates.

By such open-mariket investmsnts a Federal reserve bank may,
within reasomable limits, earmn what {t chooses, independently of
rediscounts for msmber banks. For this reason it is clear that no
member bdank chould ewr fesl an obligation to rediscount with the
Federal reserwe bauck for the latter's supposed benefis.®*

Undaer date of February 20, 1917, the Yederml Reserw Board informed the
Federal reserw banks that it considered it imadvisable for them to invest
their funds in warrants, which undoubtedly accounts for an abrupt decreass in
the amount of such securities purchased and held dy the Federml reserve banks,
The purchase of warrants was regmsed in 1921 but om a very limdted scale and it
was not until 1931 that any substantial amount of warrants was agalin purchased
by the Federal reserve banks., It is understood that the purchase of municipal
warraats in 1931 and in the current year have been motivated largely by a ds-

sire ¢ acocommwdate membder banks.

Yr:lls

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



Reproduced from the Unclassmed / Dec\assmed Ho\dmgs of the National Archives

MURKCIPAL WANRANTS PURCHASED BY THE 7RDERAL RESERVE BANKS

Average
Amoust daily
marchased holdingsa
1914 (Nov. 16 to Dee. 31) $874,000 c66.ooo '
1915 65,859,000 - 1(1’ ur{ ‘
1916 90,686,000 - .
1917 16,822,000 - 6 893.000 -
1918 1,710,000 - 352,000 -
1919 - x .m .
1920 - | -
1921 985,000 ~ 44,000 °
1922 176.000 v 66,000 -
1923 536,000 - 85,000 -
1924 58,000 19,000 -
1925 Gh 000 - 5,000 -
1926 131,000 -~ 10,000 °
1%7 ZTOQM ' 700(» ..
1928 315,000 000
1929 1,708,000 315,000 -
1930 919,000 46,000 °
1931 7,615,000 g £39,000
1932 (to March 31) 31,215,000 4,185,000

NOTE: Purchases of sumicipal warrante in 1931 and 1932
include $3,118,000vand $30,808.000, respectively,
of warrants taksn undey repurchase agreemsnt.
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27/
AT
April 20y 1932
Mr. McClelland Pree gold - Richmond 5&3

Mr. Smeed

At the close of bdusiness last night the Yederal Reserve Bank of
Richmond had $5,281,000 of free gold and held, at the head office and
its two branches, $6,315,000 of its own Federal reserve notes. The
| bank is participating in United States securities held in the System's
| Special Investment Account to the extemt of $22, 831,000 but holds no

other securities. On ths basis of ratios estadblished last January,
Richmond ‘s participation in the System's Special Investment Account
would amount to about $i3,000,000, Its reserve ratio last night was

64.9 per cemt.

ELS/mew
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4pril 19, 1932
Mr. MaClslland Free gold - Richmond

At the elose of Dusiness last night the Yedernl Reserw Mank of
Riclmond had $5,615,000 of free gold and held, at the head office ansd
its two brandies, $6,737,000 of its own Federal reserve motes. The bank
is participating 1n Usited States securities held im the System's Special
Inwstmeat Account to the extent of $22,831,000 but holds no other
securities. On the basis of ratios established last Jamoary, Richmond's
participation in the System's Special Investment Account would amount $o

about $41,000,000. Its reserve ratio last night was 65.1 per oent.

e ———

e

»

(';F‘t?;;fw’;) W X3 0‘3 /

Ei3:11s
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Form Nc¢., 131 -
FEDERAL RESERVE . E D
BOARD )

[ ] : ‘
Office Correspondence Date oril 19, 1332
To.  Mr, Smead i} Subject: Regulation ® ~ Purchess of
From Nr. Van Fossen Municipal Warrants /L [‘ f
«,-.-// A

The first regulation issued by the Federal Reserve Board on the purchase
of municipal warrants was Regulation F, dated January 16, 1915. This regula-
tion dif fered from the present one chiefly in the fact that Section VII
thereof corresponding to Section V-4 of tha existing regulation limited the
amount of warrants of any municipality which a Federal reserve bank could
purchase from any of its member banks with its endorsement to 10 per cent
of the aggregate capital and surplus of the member bank,

The arrangement of the regulation was changed substantially in the
serigs of 1917 but no material change was made ir the substance. In 1923,
the regulation was gotten out in the present form. At this time the limi-
tation ebove refsrred to was eliminated and the paragraph on the' purchsse

. of warrants from member banks with their endorsement was made a part of
Section V ingtead of consti£uting Section VII. In the 1915 regulation,
warrants purchssed from a member bank with its endorsement were regquired to
comply with provisions of Sections I and III of the regulation axcept that
the periocd of five years is substituted for the period of ten years men-
tioned in Section I-c. In effect this exempted such warrants from the
limitation of Section II that a Federal reserve bank might not purchase and
hold an amount in axcess of 25 per centum of the totsl amcunt of warrants
outstanding at any time and also the restrictions of Section IV on the per-
centage of deposits of member banks' capitzl with the Federal reserve bank
that could be invested in warrants cf municipalities of certain specified
sizes. Technically, it also sppsrently exempted them from Sectior VI re-

quiring opinion of recognized counsel as to their legelity and approvel
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Mr. Smead - #2

thereof by counsel for the Federal reserve bank.

‘The pressnt regulations require that such warrants shall comply with
Sections III and V-b corresponding to Sections I arnd III, respectively, of
the 1915 series. The fact that this provision ie incorporated in Section IV
of the regulation leaves somewhat in doubt whether they must comply with
Secticn VII in regard to opinion of couvnsel and I understarnd e question has
been raised as to whether the Board's approval of the purchase of warrants
of a municipality of 10,000 population or less as provided in Section VI
applies to warrants purchased under Section V-4 of the present regulations.

Attached hereto is a copy of Regulation E in which I have indicatsd
changes which I sugzest be made as follows:

Page U4 - Eliminate provision for weiver of condition b ard insert at
the end of Section III a waiver provislon gpplying to all conditions of
Section IITI except the first. This, of course, incorporates Mr., Gidney's
suggestion,

Page 6 - TBliminate the limitation in paragraph c of Section V limit-
ing the percentages of the deposits kept in the Federal reserve bank by its
member banks that may be invested in warrants and substituting a provision
that the marximum investment in the warrants of any single municipality shall
be limited to one fourth of 1 per centun of the valuation of its taxable
vroperty.

Section V~a limits the amount of warrants of any municipslity that any
Federal reserve bank may purchase to 25 per cent of the total amount of
such warrants outstanding and Section V-b limits the total amount that any

Federal reserve bank may invest in warrants of all kinds to 10 per cent of
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Mr., Smead - #3

its member bank reserve balances., There may be some doubt, therefore, as to
the necessity of any further limitation of the asmount- thet a Federal rsserve
bank mey invest in the warrants of eany single muricipality. The limits in
paragreph c are so high, particularly in the case c¢f the New York district,
as to constitute no real restriction on the purchase of municipal warrants,
Accordingly, if a further restriction is desired, it is suyggested, as in-
Aicoted in the attached @ py of the regulations, that the 1limit be one-fourth
of 1 per centum of the valuation of the taxable property of the municipelity,
In this mnnection, it may be noted that the restriction to 10 per cent of
member bank reserve balances contained in paragraph b at the present time
wuld permit the System to purchase about $200,000,000 of muhicipal warrants
whereas the same limitation at the time it was originally adopted ir 1915
would permit them to purchase only about $40,000,000,

Section V-4 - Substitute‘;.he requirements of these regulations.for
Sectione III and V-b of these reg\ﬂation:. The effect of this, of course,
1s to maze warrants purchased from a member bank with its endorsement sub-
Ject to all the requirements of the regulation except that the period of
ten years mentioned in Section III-c is reduced to five years. Wliminate

Section VI in view of the change in Section V-c.
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FEDERAL RESERVE BOARD

PURCHASE OF WARRANTS

v

REGULATION E

This Regulation has, since July 10, 1923, been continuously
in effect in substantially the form printed herewith and is still
in effect in such form on the date of this reprint, May 15, 1930

UNITED STATES
GOVERNMENT PRINTING OFFICE
WASHINGTON : 1930
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REGULATION E, SERIES OF 1928

(Superseding Regulation E of 1924)
PURCHASE OF WARRANTS
SECTION I. STATUTORY REQUIREMENTS

Section 14 of the Federal reserve act reads in part as follows:

Every Federal reserve bank shall have power—

(b) To buy and sell, at home or abroad, bonds and notes of the United States,
and bills, notes, revenue bonds, and warrants with a maturity from date of
purchase of not exceeding six months, issued in anticipation of the collection of
taxes or in anticipation of the receipt of assured revenues by any State, county,
district, political subdivision, or municipality in the continental United States,
including irrigation, drainage and reclamation districts, such purchases to be
made in accordance with rules and regulations prescribed by the Federal
Reserve Board.

SECTION II. DEFINITIONS

Within the meaning of this regulation—

The term “ warrant” shall be construed to mean “bills, notes,
revenue bonds, and warrants with a maturity from date of purchase
of not exceeding six months.”

The term “ municipality ” shall be construed to mean “ State,
county, district, political subdivision, or municipality in the con-
tinental United States, including irrigation, drainage, and reclamation
districts.”

The term “net funded indebtedness” shall be construed to mean
the legal gross indebtedness of the municipality (including the
amount of any school district or other bonds which depend for their
redemption upon taxes levied upon property within the municipality)
less the aggregate of the following items: .

(1) The amount of outstanding bonds or other debt obliga-

- tions made payable from current revenues;

(2) The amount of outstanding bonds issued for the purpose

of providing the inhabitants of a municipality with public utili-

. ties, such as waterworks, docks, electric plants, transportation
facilities, etc.: Provided, That evidence is submitted showing

that the income from such utilities is sufficient for maintenance,

for payment of interest on such bonds, and for the accumula-

tion of a sinking fund sufficient for their redemption at maturity;
113766°—30 8
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4 REGULATIONS OF THE FEDERAL RESERVE BOARD Rxa. B

(8) The amount of outstanding improvement bonds, issued
under laws which provide for the levying of special assessments
against abutting property in amounts sufficient to insure the
payment of interest on the bonds and the redemption thereof
at maturity: Provided, That such bonds are direct obligations
of the municipality and included in the gross indebtedness of
the municipality; and

(4) The total of all sinking funds accumulated for the re-
demption of the gross indebtedness of the municipality, except
sinking funds applicable to bonds described in (1), (2), and (3)
above.

SBECTION III. CLASS OF WARRANTS ELIGIBLE FOR PURCHASE

Any Federal reserve bank may purchase warrants issued by a
municipality in anticipation of the collection of taxes or in anticipa-
tion of the receipt of assured revenues, provided—

(@) They are the general obligations of the entire munici-
pality; it being intended to exclude as ineligible for purchase
all such obligations as are payable from “local benefit” and
“special assessment ” taxes when the municipality at large is
not directly or ultimately liable;

(b) They are issued in anticipation of taxes or revenues
which are due and payable on or before the date of maturity of
such _warrantsy bu%—th&Ee&er&}—Reseﬁe—Bmd—m&y—wa*wﬂm

For the purposes of this regulation,
taxes shall be considered as due and payable on the last day on
which they may be paid without penalty;

(¢) They are issued by a municipality—

(1) Which has been in existence for a period of 10 years;

(2) Which for a period of 10 years previous to the pur-
chase has not defaulted for longer than 15 days in the pay-
ment of any part of either principal or interest of any
funded debt authorized to be contracted by it;

(3) Whose net funded indebtedness does not exceed 10
per centum of the valuation of its taxable property-ta-he «a
ascertained by the last preceding valuation ef-preperty for

@ M}e assessment of t of taxes. . e Beand o comive g o

arl of The comdedimn fzm Mﬂq ~<efo¥ cond Sion Ma.
SECTION fv. “ EXISTENCE ? AND * NONDEFAULT

Warrants will be construed to comply with that part of Section
III (c) relative to term of existence and nondefault, under the fol-
lowing conditions:

(1) Warrants issued by or in behalf of any municipality which
was, subsequent to the issuance of such warrants, consolidated with
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Ree. B REGULATIONS OF THE FEDERAL RESERVE BOARD b

or merged into an existing political division which meets the require-
ments of these regulations, will be deemed to be the warrants of such
political division: Provided, That such warrants were assumed by
such political division under statutes and appropriate proceedings
the effect of which is to make such warrants general obligations of
such assuming political division and payable, either directly or
ultimately, without limitation to a special fund from the proceeds of
taxes levied upon all the taxable real and personal property within
its territorial limits.

(2) Warrants issued by or in behalf of any municipality which
was, subsequent to the issuance of such warrants, wholly succeeded
by a newly organized political division whose term of existence,
added to that of such original political division or of any other polit-
ical division so succeeded, is equal to a period of 10 years will be
deemed to be warrants of such succeeding political division: Pro-
wided, That during such period none of such political divisions shall
have defaulted for a period exceeding 15 days in the payment of any
part of either principal or interest of any funded debt authorized to
be contracted by it: And provided further, That such warrants were
assumed by such new political division under statutes and appro-
priate proceedings the effect of which is to make such warrants
general obligations of such assuming political division and payable,
either directly or ultimately, without limitation to a special fund
from the proceeds of taxes levied upon all the taxable real and per-
sonal property within its territorial limits.

(8) Warrants issued by or in behalf of any municipality which,
prior to such issuance, became the successor of one or more, or was
formed by the consolidation or merger of two or more, preexisting
political divisions, the term of existence of one or more of which,
added to that of such succeeding or consolidated political division,
is equal to a period of 10 years, will be deemed to be warrants of a
political division which has been in existence for a period of 10 years:
Provided, That during such period none of such original, succeed-
ing, or consolidated political divisions shall have defaulted for a
period exceeding 15 days in the payment of any part of either prin-
cipal or interest of any funded debt authorized to be contracted
by it.

SECTION V. LIMITATIONS

(a¢) Except with the approval of the Federal Reserve Board, no
Federal reserve bank shall purchase and hold an amount in excess
of 25 per cent of the total amount of warrants outstanding at any
time and issued in conformity with provisions of section 14(3),
above quoted, and actually sold by a municipality.
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(3) Except with the approval of the Federal Reserve Board, the
aggregate amount invested by any Federal reserve bank in warrants
of all kinds shall not exceed at the time of purchase a sum equal to
10 per cent of the deposits kept by its member banks with such
Federal reserve bank.

(¢) Except with the approval of the Federal Reserve Board, the
maximum amount which may be invested at the time of purchase
by any Federal reserve bank in warrants of any single municipality

shall be limited to the-foHewimp—percentases—oi~thedeposits—kept
bbb bl b 07 fo T f

where a period of 10 years is mentioned in III (¢) hereof a period of

S over-10:000-peprlationbut-tesstimam50;000
: (@) Any Federal reserve bank may purchase from any of its mem-
ber banks warrants of any municipality, indorsed by such member
*
% 5 years shall be substituted for the purposes of this clause.

bank, with waiver of demand, notice, and protest if such warrants M
comply with sﬁm of these regulations, except that \i%\

S
Jarrantg of a Ymunic\pality 01\10,00 opulation ox less ﬁ:ll be
purthased dnly wXh tc}:&special pprov of t Fe&kral ser
Boand. /

The populjtion of aqunicipality shall be detgrmined by the last
Federal or Skate census\ Where it chn not be &gactly dgtermined
the Federal Regerve Board\will make sMd¢cial rulinks.

SECTION . OPINION OF COUNSEL

Opinion of recognized counsel on municipal issues or of the regu-
larly appointed counsel of the municipality as to the legality of the
issue shall be secured and approved in each case by counsel for the
Federal reserve bank.

O
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FEDERAL OPEN MARKET COMMITTEE

REGULATION RELATING TO
OPEN MARKET OPERATIONS OF
FEDERAL RESERVE BANKS

AvpoprTED MARCH 19, 1936
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REGULATION
FEDERAL OPEN MARKET COMMITTEE

Adopted March 19, 1936

OPEN MARKET OPERATIONS

SECTION 1

Pursuant to the authority conferred upon it by section 12A of
the Federal Reserve Act, as amended, the Federal Open Market
Committee prescribes the following regulations relating to the
open-market transactions of the Federal Reserve banks.

The Federal Open Market Committee expressly reserves the
right to alter, amend, or repeal this regulation in whole or in part
at any time.

SECTION 2. DEFINITIONS

(a¢) Government securities—The term “Government securi-
ties” shall include bonds, notes, certificates of indebtedness,
Treasury bills, and other obligations of the United States, includ-
ing obligations fully guaranteed as to principal and interest by

the United States.
(b) Obligations.—The term “obligations” shall include all

bankers’ acceptances, bills of exchange, cable transfers, bonds,
notes, warrants, debentures, and other obligations, including
Government securities, which Federal Reserve banks are author-
ized by law to purchase in the open market.

(¢) System open market account—The term “system open
market account” applies to Government securities and other obli-
gations heretofore or hereafter purchased in accordance with
open-market policies adopted by the Committee and held for the
account of the Federal Reserve banks.

(d) Committee.—The term “Committee” shall mean the Fed-
eral Open Market Committee.

(¢) Executive Committee.—The term “Executive Committee”
shall mean the Executive Committee of the Federal Open Market
Committee.

1
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2 REGULATION—FEDERAL OPEN MARKET COMMITTEE

SECTION 3. GOVERNING PRINCIPLES

By the terms of section 12A of the Federal Reserve Act, as
amended, the time, character, and volume of all purchases and
sales in the open market by Federal Reserve banks shall be gov-
erned with a view to accommodating commerce and business and
with regard to their bearing upon the general credit situation of
the country.

SECTION 4. FEDERAL OPEN MARKET COMMITTEE

(¢) Functions.—The Committee shall consider the needs of
commerce, industry and agriculture, the general credit situation
of the country, and other matters having a bearing thereon and
consider, adopt, and transmit to the several Federal Reserve
banks, regulations and directions with respect to the open-market
operations of such banks under section 14 of the Federal Reserve
Act.

(b) Participation in System Open Market Account.—The Com-
mittee from time to time shall determine the principles which
shall govern the allocation among the several Federal Reserve
banks of Government securities and other obligations held in the
System Open Market Account, with a view to meeting the chang-
ing needs of the Federal Reserve banks.

SECTION 5. EXECUTIVE COMMITTEE

(a) Organization—The Committee, at its first meeting after
March 1 in each calendar year, shall select from its own mem-
bers an executive committee consisting of five members.

(b) Functions.—It shall be the duty of the Executive Com-
mittee:

1. To direct the execution of transactions in the open mar-
ket in accordance with the open-market policies adopted by
the Federal Open Market Committee;

2. To allocate the Government securities and other obliga-
tions held in the System Open Market Account among the
several Federal Reserve banks in accordance with the prin-
ciples determined by the Federal Open Market Committee;

3. To keep the members of the Federal Open Market Com-
mittee informed of all transactions executed under the direc-
tion of the Federal Open Market Committee and of all allo-
cations and reallocations of Government securities and other
obligations held in the System Open Market Account; and
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REGULATION—FEDERAL OPEN MARKET COMMITTEE 3

4. To perform such other functions and duties in connec-
tion with open-market operations as may be assigned to it
from time to time by the Federal Open Market Committee.

SECTION 6. CONDUCT OF OPEN MARKET OPERATIONS

Each Federal Reserve bank shall engage in open-market opera-
tions under section 14 of the Federal Reserve Act only in
accordance with this regulation and the directions issued by the
Committee from time to time, and no Federal Reserve bank shall
decline to engage in open-market operations as directed by the
Committee.

Transactions for the System Open Market Account shall be
executed by a Federal Reserve bank selected by the Committee.
Each Federal Reserve bank shall make available to the Federal
Reserve bank selected by the Committee such funds as may be
necessary to conduct and effectuate such transactions.

SECTION 7. PURCHASES AND SALES OF GOVERNMENT SECURITIES

No Federal Reserve bank shall purchase or sell Government
securities except pursuant to authority granted by the Committee
or in accordance with an open-market policy adopted by the Com-
mittee and in effect at the time.

The Committee reserves the right, in its discretion, to require
the sale of any Government securities now held or hereafter pur-
chased by an individual Federal Reserve bank or to require that
such securities be transferred into the System Open Market
Account in accordance with such directions as the Committee
may make.

SECTION 8. OTHER OPEN MARKET OPERATIONS

Subject to directions of the Committee and the following condi-
tions, each Federal Reserve bank may engage in open-market
operations other than the purchase or sale of Government
securities:

(1) All such transactions shall be reported daily to the
Secretary of the Committee on the day they take place.

(2) Only acceptances and bills of exchange which are of
the kinds made eligible for purchase under the provisions of
Regulation B of the Board of Governors of the Federal Re-
serve System may be purchased and the rates of discount
shall be established in accordance with the provisions of sec-
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REGULATION—FEDERAL OPEN MARKET COMMITTEE

tion 14(d) of the Federal Reserve Act: Provided, further,
That no obligations payable in foreign currency shall be
purchased except in accordance with directions of the Com-
mittee.

(3) Only bills, notes, revenue bonds and warrants of
States, counties, districts, political subdivisions or munici-
palities which are of the kinds made eligible for purchase
under the provisions of Regulation E of the Board of Gov-
ernors of the Federal Reserve System may be purchased.

(4) No Federal Reserve bank shall engage in the pur-
chase or sale of cable transfers for its own account except in
accordance with the directions of the Committee: Provided,
That Federal Reserve banks may purchase and sell cable
transfers through the Habana agency in accordance with the
resolutions or regulations of the Board of Governors of the
Federal Reserve System governing the operations of such
agency.
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< ifice Correspondence ™ Date smoen L. lesz.
- |
To Mr. Smead Subject: %@Mﬁ}

From Mr. McClelland

i
ero 2—8495 i J

There are enclosed herewith copies of a letter and inclosure received
from Assistant Deputy Governor Gidney of the Federal Reserve Bank of New
'York. The particular purchase of warrants referred to in the leiter has
been approved by the Board which now has under consideration the question
of amending its Regulation £ in accordance with the suggestion made by Mr.
Gidney. It would be appreciasted if you would let this office have the
benefit of your comments on the proposed amendment as well as any other
suggestions which you may care to meke with respect to the Regulation as it

now stands.

CheFniL .
Digitizgd.fep, FRASER - PV A e Sz
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oorY
PEDERAL RESERVE BAKK

QOF HNEW YORK
Fehruary 25, 1832,

¥ederal Reserve Doard,
mm' ﬁ. Ck

Dear Sirs:

The Bank of Nutley, NButley, New Jersey, has offered to us
$100,000 tax rovenus notes of the Town of Muiley, K. J., issued sgninat
19351 delinquent taxes end due Mareh 1, 1932, We are attaching a sopy
of a letter which we received frum Mr, Percivel S, Hill, Vioe President
of the bank, relative to the offering.

The Town of Futlay is & residential suburb of Newark and is

only 13 miles from New York City. Its populaticn was 20,572, eccording

to the 1930 Federal census, as against 9,421 in 1920, an increase of
128.9% during the ten year perfod. The total walue of taxable propsrty
was $27,630,533 on December 11, 1931, while total gross indebtedness was
$6,455,425, The Town's net funded indebtedness was £3,765,715, which in-
eludes 32,239,000 school debt and whish is 18.67 of total valuwations.

The $100,000 notes offered us appear eligibls in all respects, exeept that
the net funded indebtedness of the Town exceeds 10% of ita taxabls property
- and the awount of the warrants offered reproscnts 8675 of the total eligible
warrants outstaniing. While these warrants are not of the highest grads,
we regard them as reasonably satisfactory.

As a result of our analyses of the oondition of a muber of
municipalities, we are inclined to the view that the proportion which a
mnieipalityts total gross indebtednesz bears to total essessed vnluations
is usually more importent than the relationship between its rnet funded in~
debtedness and total assessod valuations, We have studled soms situations
where the percentags of total gross indebtedness to total assessed valua-
tions was considerably higher than that of Rutley, although the percentage
of net funded indebtedness t0 $otal asseemed wvaluations was subntantially
below that of Nutley, for the remson that ocutstanding obligations payable
from eurrent revemues, under the terme of Regulation "E", are deduectable
from total grosa lndebtedness in detsrmining the net funded indebiednesns
of & municipality. #hile the total gross indebiedness of the Town of
Mutley is somewhat high, the Town appears to be in s fTalrly satisfactory
financial eondition, and we are informed that a determined effort ia being
made %0 reduce currsnt operating expenses materially.

The Bank of Nutlsy, which is the stronges$ of the three local
banks, owns 55% interest {n the Pranklin National Bank and 354,87 in the
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Federnl Reservs Bank of New York 2. Federal Reserve Board, 2/25/32,
Washington, D. C.

First Bational Benk of Nutley which is in weak condition. The Bank of
Nutley owna $120,000 par valus United States Government obligations,
but theas are pledged with us to sesure hank's indedtedness to us. It
is also borrowing §100,000 from its New York c¢orrespondent on miscel-
lanscus donds. The bank has but a limited amount {probsbly less than
$100,000) of prper which is technically eligible.

It 12 our feeling that the banking situstion in Nutley is
rather delicats ~nd that {n oxrder to assist the Bank of Nutley to meet
the situation it is desirsble that we should purchase from it the
above mentioned warrants. In order to do this it is necessary for us
to obtain the MFederal Reserve Board's approval in view of ths pro-
visions of Regulation "E™ to the effect (a) that net funded indebted-
ness shall not be in excess of 10 per cent of sspessed valuation and
{b) that except with the Board's approval a Federal reserve bank shall
not purchase and hold in excess of 25 per cent of thse total amount of
eligible warrants outatanding., We are therefore writing to request
the Board's approval of our purchase of the $100,000 of warrants of-
fored.

As indicsted in ar earlier paragraph of this letter, it is
our view that the relationship of net funded indebtedness to assessed
valuation 18 in many cases not a fair measure of the standing of the
munieipality, and we would therefore like to miggest for the Board's
consideration the desirability of smending its Regulation so as spe-
cifieally to provide that the requirement that net funded indebtedness
shall not exweed 1U per cent of assesnsed valuation may be waived by
the Fedsral Heserve Board,

Very truly yours,

(Signed) R. M. Gidney

Assistant Deputy Governor,
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Letter from Bank of FNutley, N. J.

Pebruary 20th, 1932.

Federal Resorve Bank,
Rew York City.

Attention Mr. Rey M, Gidney, Deputy Governor

Dear ¥r. Gldney:

Reference is made %o ocur letter of February 19th to the
attention of Y, A. Mitchell, Manager of the Loan and Discount Department,
wherein we enslosed forms f£illed out by the financial officer of the Town
of Nutley, giving facts and figures ebout the finansial condition of the
Town.

At the present time we hold a Tex Revenue note, $100,000,
maturing Mareh lat, at which time they will undoubtedly rensw, giving us s
Tax Anticipation Note for a similar amount due June lst, 1932.

In our ledter of the nineteenth, we asked whether the Mederal
Begerve Baenk of New York would asaist us by purchasing this $100,000 Tax
Revermne note, In telking this morning with the department that bas to do
with theme matters they informed us thet the qusationnaire had been re-
seivod and it was now being looked over. They indicated thmt the net debdt
1imit was in exceass of ihe smount presoribed by your regulations and ea
there appeared to be only $115,000 of this form of short term paper out~
standing that you were only able $o take up 254 of the cutstanding smount.

However, we trust thet your Cammittee rmy se their way clear
t0 walve these two objsctions In this cmase.

Murthermore, the Town of Mutley has applied to us for en ad-
ditional loan of $75,000 to be dated March lst for which they will give uas
their Tax Anticipation Note payable June lst, 1932, The $75,000 they pro-
poae to borrow is to be used largely to pay off maturing bonds so that the
total debt of the Town is reslly not being increased in this instance but
being tranaferred from a funded debt to o terporary loan, which will be
paid out of taxes June lat.

Our decision as to whether to lend our Town the additional
$75,000 will be influenced largely by the decision of the Federal Reserve
Bank of New York on our application to diseount the $100,000 obligation
alyeady on our hooks.
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We might say that & Camittes of our Board of Directors has
been in very close touch with the officials of our Town far the past three
or four months and that our direetors are kept fully informed of all receipts
and disbursements and have the finmncial progrem of the Town for the next
six months hefore them all the time.

In other worde, we Pecl ocur Town is fundermsntally sound, the
airfioulties it is experiencing being dus to the inshility of the
esomminsionsrs to disposa of s long term bond iasue offored in November 1831,
Some of these bonds have been sold but the great majority of this asuthorized
iasue is unsold. 4 syndicate of bond houser in New York have had an option
to sell these bonds, which recently was exiended to May lst next.

We fosl it im not a reflection on the Town that the bouds
have not been disposed of, but is endirely due to general merket econditions
with which you ere, of course, familisar.

fuxr Board of Directors has felt that it wonld be g rether
dangerous procedure for the Town $o delfault in any of iis obligations -« the
lack of resady ocash on ons or two ocgeaslons confronted the Town officisls with
the posaibiiity of not meeting their pay-rolls. Had this some to pass, it
was Telt by our Board thet the public might intsrpret this as a reflestion
on our loocel banking situation, and having confidenes In the Town'’s
finsncial condition and being in close touch with these facts at all tires
they dscided to do everything within their power to assist the Town over
thie difficult pericd,

%e understand they will regquire no further assistance after
March 1s%. As we are having a meeting of our Board of Directors om Tuesday
aftarnoon at 4:30 P.M. Pebruary 23, we will highly appreciate 1f you ocould
telephome the writer acie tims during thw afterncon the results of our
applieation with your Committee, which we understand takes place sarlier in the

-

Very trular yours,

¥ice President.

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



' COPY

Reproduced from the Unclassified / Declassified Holdings of the National Archives

March 30, 1932.

Mr. Frederie H. Curtiss,
Chairman of the Board,

Pederal HResgserve Bank of Boston,
Boston, Massachusetis.

Dear Mr,

Curtiss:

One of the Federal reserve banks, in submitting for

the Board*s consideration a proposed purchase of tax revenue

notes of a certain town, offered the following comment upon the

requirement of Regulation "E™ that net funded indebtedness shall

not exceed 10 per cent of ths assessed valuation of the taxable

property of a mmnicipality whose warrants are offered for pur-

chase by a Federal reserve bank:
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®"A8 a result of our amalyses of the condition
of a mumber of municipalities, we are in-
clined to the view that the proportion which
a municipality*s total gross indebtedness
bears to total assessed valuations is usually
more important than the relationship between
its net funded indebtedness and total assessed
valuations. We have studled some situations
where the percentage of total gross indebted-
ness to total assessed valuations was consid-
erably higher than that of , although
the percentage of net funded indebitedness to
total assessed valuations was substantially
below that of , for the reason that
outstanding obligations payable from current
revenues, under the terms of Regulation "R,
are deductable from total gross indebtedness
in determining the net funded indebtedness of
a mnicipality.”
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Mr, Frederic H. Curtiss - (2)

It will be appreciated if you will give the Board the
benefit of your views as to this matter and also of any other com-
ments upon the provisions of the regulation that in your opinion
in the light of experience might be helpful to the Board.

Very truly yours,

(S} Chester Morrill
Secretary.
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FEDERAL RESERVE BOARD

- .
i T
WASHINGTON - T
ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BEOARD X— 7107

March 4, 1932,

SUBJECT: Right of National Banks to sell Municipal
Warrants with their Indorsement.

Dear Sir:

There are inclosed for your information copies of
letters cn the above subject addressed to the Board by Governor
Young con February 20, 1932, to the Comptroller of the Currency
by the Board on February 29, 1932 and to the Board by the
Comptroller of the Currency on March 1, 1932.

The position taken in the last paragraph of the Board's
letter of February 18, 1932, to Governor Geery (X-7097-a), was
based upon informal advice from tMe office of the Comptroller
of the Currency and should be considered to be modified by the
advice contained in the Ccmptroller's letter of March 1, 1932,
in so far as the two are in conflict.

Very truly yours,

Chester Morrill,
Secretary.

E Inclosures.

TO GOVERNORS OF ALL F. R. BANKS EXCEPT BOSTON.
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X-7107-a

COPY
FEDFRAL RESIZIRVE BANK

CF BOSTON

February 20, 1932.

Mr. Chester Morrill
Secretary

Federal Reserve Board
Washington, D. C.

Dear Mr. Morrill:-

This will acknowledge receipt of your letters of February 18, 1932, Nos.
X-7097 and X-7097-a, in reference to Federal Reserve Banks purchasing
municipal warrants. The last paragraph of your letter to Governor
Geery, No. X-7097-a, reads as follows:-

"Your attention is invited to the fact, however, that,
under the provisions of Section 5136 of the Reviged
Statutes, a national bank is permitted to sell invest-
ment securities only 'without recourse! and, therefore,
may not sell warrants of municipalities with its indorse-
ment".

Are we to assume from this that the Comptroller of the Currency and the
Federal Reserve Board are classifying a six months note of a municipality
issued in anticipation of the collection of taxes and conforming to all

the regulations cf the Federal Reserve RBoard in reference to such a note

to be an investment security? It appears to us that this is a self-
liquidating loan and should not by any possible line of reasoning be
classified as an investment security. In any event, we have always con-
sidered such an obligation a loan and not an investment security and we are
prompted to inquire if the paragraph quoted is in accord with the regulations
and instructions of the Comptroller.

Very truly yours,
(Signed) R. A. Young

R. A. Young
Gcvernor
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X-7107-b

February 29, 1932.

Honorable J. W. Pole,
Comptroller of the Currency,
Washington, D. C.
Dear Mr. Pole :

The Federal Reserve Board recently addressed a letter to
one of the Federal reserve banks which contained a statement that
a national bank is permitted to sell investment securities only
"without recourse" and, therefore, may not sell warrants of muni-
cipalities with its indorsement. A copy of this letter was sent by
the Board to the Governcrs of all Federal reserve banks, and the Board
has now received a letter from Governor Young of the Federal Reserve
Bank of Boston inguiring whether this statement is in accord with the
regulations and instryctions of the Comptroller of the Currency.

In order that the Board may make a proper reply to Governor
Young'!s inquiry, it will be appreciated if you will advise as to the
position of your office on this point. Copies of the letters re-

ferred to are inclosed herewith for ycur information.

Very truly yours,

(Signed) Chester Morrill

Chester Morrill,
Secretary.

Inclosures.
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X-7107-c
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TREASURY DEPARTMENT

WASHI'IGTON

March 1, 1932.

Federal Reserve Board,
Washington, D. C.

Gentlemen:

I have a letter from your Secretary under date of February 29,
enclosing copies of a letter addressed to the Governors of the Federal
Reserve Banks and a letter from Governor Young with respect thereto.

The information desired is the position of this office with
respect to whether a national bank is permitted to sell warrants of
municipalities with its endorsements. This office holds that the
discounting or negotiating of promissory notes, drafts, bills of ex-
change and other evidences of debt by a national bank must either in-
volve the granting of a loan or the purchase of an investment security.
The circumstances surrounding each transaction must determine whether
it results in the making of a loan subject to all the provisions of
the law with respect to loans or the making of an investment which
must conform to the requirements of Section 5136, U.S.R.S., as amended,
and to the regulations of the Comptroller in connection therewith.

If, therefore, a bank holds an obligation of a municipaltity
representing an advance of funds made directly to the municipality,
the transaction would appear to be a loan and not an investment, and
would not be subject to the provisions of Section 5136, U.S.R.S.,
which requires purchase and sale "without recourse'.

It is also held that the intent of the law places municipal
loans on the same basis as other government loans. Governments are
not held to be corporations within the meaning of Section 5200, U.S.
R.S., and in consequence loans thereto are not subject to the limit
prescribed by this section.

Very truly yours,

(Signed) J. W. Pole

J. W. POLE,
Comptroller.
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o Yebruary 23, 1932
Nr. Wyatt y e
Mr., Smead

2;55“ »

I have read your draft of a letter/to Nr. McCormhck with regard to the

purchase by the Federal Hesarve System of municipal warrants and have only

L EE———

- e s g e

mntion to make,

¥hile 1t is undoubtedly trus that open market powers were given to the
System, as you state, for the purpose of enabling them to make their discount
rates effective anl to enable them to make earnings sufficient to pay their
sxpenses and dividends, the System has for a number of years conducted its
open market operations with the view of accommodating commerce and industry
and without referemce to its earning position, and I think it desirable to
‘avold saying anything that might give a contrary impression.

It is sugzested, therefore, that the following be substituted for the
words between the comme on the eighth line and the semi-colon on the elesventh
line of page two: the Pederal Reserve Board in 1923 laid down the principle
*That the time, wiinner, charactesr, and volums of open-market investments
purchased by Federal reserve banks be governed with primary regard to the
accommodation of commerce and business and to the effect of such purghases

of sales on the general credit situation.”
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FEDERAL RESERVE,

Jfﬁ‘ce Correspondence pome Date__Februery 23, 1932

fo__ Mr, Wvatt Subject:

From Mr, Smead

ero 2—8495

In accordance with your request,I am submitting the following comments on a
draft of a proposed letter in reply to Congressman McCormf%k's letter of
February 13.

It is believed\(hat it would be.desirable to call the Congressman's. atten-
tion to the fact that the very low interest rates prevailing in 1930 account
for the fact that municipalities in New England were able to borrow in that yeard’b
a little more than 1 per cent\and that a substantially higher rate of interest
is, of course, ordinarily to be

As regards the statement that\the authorizationv to the Federal reserve
banks to purchase in the open ma?ket arrants of states, counties and muni-

their

cipalities was granted to them for the pose of enabling them to make mnd

discount rates effective and to enable them to make earnings sufficient to

pay their expenses and ﬁividendi) }4 is not helieved that this power can be

Y,

utilized effectively to meke the Federal reserve\bank discount rate effective

or that such use of the power was contemplated when\the Federal Reserve Act

N
was drafted. The use of this power to enable the Fedekal reserve banks to make

sufficient ~arnings to cover expenses and dividends was pRobably foremosir;n
the minds of the authors of the Federal Reserve Act)if not Xxsmix indeed the

sole reason for inclusion of this provision in the Federal Rese

e Act. In
the early days of the Federal Reserve System substential amounts of\municipal
warrants were purchased by the Federal reserve banks for this purpose but with

the entrance of the United States into the World Var the Federal Reserve ard
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requested the Federal reserve banks to discontinue the purchase of municipal
warrants, Tor some time, the discount and open market policies of the Federal
Reserve System\have, of course, beesn dictated by consideration having to do with
the public welfane rather than by any desire to make sufficient earnings to
cover expenses and §ividends. It should also be borne in mind that at the time
the Federal Reserve A& was passe;h:zewas neither any considerable volume of
United States securities\nor of acceptances available for open market purchase
by the Federal reserve ba 5. The reasons that led to the inclusion in the
Federal Reserve Act of an a orization for the purchase of municipal warrents
appear, therefore, to have 1litle or no significance at the present time) in
connection with the exercise of 3 his authorization by the Federal reserve banks.
The fact that municipal warrants arg not sligible a8 collateral for Federal re-
serve notes would, of course, preventy their purchase on a very broad scale by
the Federal reserve banks but United . securities, as you know, have not
been eligible as collateral for Federal eserve notes and acceptances bought
in the open market were not eligible priofto the 1916 amendment .
m‘-}G;‘?e;t'censive purchases of municiopal by the Federal reserve banks

would, it is believed, be unwiss inasmuch as 1} would tie up a substantial

4 /"«
£ .
part of the funds of the Federal reserve banks. 0//&.-. jxww W
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Office Correspon.ence =~ »~ Date_ Pabraary 17, 1013

| To__ue. Smead Subject: e

~ From ___

_*(Q&r. Wyatt invites yowr suggestions re the attached

rough draf‘l-//of a reply to the asttached letter from Representative MeCormack,
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Form No. 131
FEDERAL. RESERVE

Office Correspon.dence =~ =

To Mr, Smead Subject:

Date

December 22, 1931

=3

From . Mr, Scudder \/
o)

The Federal Reserve banks holdings of Municipal warrants

on December 19 were aslfollows:

Yew York $378,000%

Philadelphia 3,3

33,000

Minneapolis ﬁﬁ%,OOO
Total 3,140,000

*Under repurchase agreement,
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= y\ (? >~ BY PAORKAL RESERVE BANKS / ,‘%“7L f}vrf“-awﬂ~wwh /(
C"\ .\/} N O ("

Tederal P ; |
Reserve 1927 { 1028 1926 1930 1931 %
Banlt ]
(April) (October) (February) May
Boston - - $1, 000,000 - -
L York - - 4, 501,000 $6, 750, 000 $750, 000
FPhiladelphia $41, 000 - 1,000,000 1,900,000 -
| Cleveland - - 1,500,070 - -
Richmond - - - - -
Atlanta - - - - -
Chicego - - 1, 500,000 - -
3t. Louis - - - - -
Minneapolis - - - - -
i sas City - - - - -
San Francisco - - - - -
TOTAL $41, 000 - $9, 500,000 $7, 750,000 $750,0n0

*To QOctober 7.
DIVISION OF BANK CPEZRATICIS
CCTOBRR 8, 1031,

ro-8-gr
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QUESTIONNAIRE NO. 9

Open Market Operations

The open market policies of the Reserve Banks have been cited
frequently as one factor in the expansion of security loans. Partic-
ularly have the purchases of securities in 1924 and in 1927 been held
responsible for the rapid increase in member bank credit that took -
place during those years. The object of this questionnaire is to
inquire into the technique of open market operations and dealings in
United States securities and into the relationship between these and
brokers' loans:

Concerning Open Market Activities:

Question No. 1

Q. As of the end of each month since January 1922, give on an
attached schedule:

(a) The amount of United States securitics held
in the portfolio of your Reserve Bank which
were purchased through the open market in-
vestment committee.

(b) The amount of United States securities held,
which were purchased locally or independent-
ly of the open market investment committee.

(c) The amount of resale agreements entered into
with dealers in United States securities.

A, See attached schedules.

Federal Reserve Bank of St. Louis
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QUEST IONNAIRE N0, 9
Question 1 (a)

Government Securities purchased through the Open Market Investment Committee
and held in the portfolio of the Federal Reserve Bank of New York
at the end of each month since January 1922
(In millions of dollars)

Last day of 1922 1923 | 1924 | 1925 | 1926 1927 1928 | 1929 1930
January - - 14 112 51 53 80 23 97
February - - 25 100 51 53 73 13 99
March - - 52 91 53 54 70 14 94
April - - 64 o2 73 53 42 7 79
May - - 81 61 73 56 23 6 64
June - - 135 52 73 64 24 5 67
July - - 170 52 73 64 24 S5 67
August - - 176 52 59 ar 2B 11 74
September - - 186 51 52 90 23 9 74
October - - 186 51 53 103 21 23 74
November - - 182 51 53 110 24 42 80
December - - 167 51 56 112 23 93 87

QUESTIONNAIRE NO. 9
Question 1 (b)

Government Securities held by the Federal Reserve Bank of New York
at the end of each month since January 1922 which were purchased
locally and independently of the Open Market Investment Committee

(In millions of dollars)

Last day of 1922 1923 1924 | 1925 1926 1927 1928 1929 1930
January 50 55 0 0 0 0 7 2 112
February 126 26 0 0 0 t) 2 21 112
March 99 10 0 0 0 0 0 4 1l2
April 165 0 0 0 0 9 0 1 113
May 159 1 0 0 9 0 7 0 111
June 139 0 0 0 0 0 2 21 117
July 155 0 0 0 0 2 7 +51 112
August 135 0 0 0 0 ol 12 D] 112
Sep tember 98 0 0 0 0 ol 16 2 107
October 48 0 0 0 0 0 4 96 112
November 45 17 0 o) 0 0 1 112 108
December 98 0 0 0 0 16 0 122 158

NOTE: Above statement excludes certificates of indebtedness issued to cover
Treasury overdraft,
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QUESTIONNATRE NO. 9

Question 1 (¢)

Govermment Securities held by the Federal Reserve Bank of New York under
Resale Agreement at the end of each month since January 1922
(In millions of dollars)

last day of| 1922 | 1923 | 1924 1925 | 1926 | 1927 | 1928 | 1929 1930
January 18 23 o1 o5 0 0 2 0 2
February 0] 22 0 17 5 10 5 3 3
March 8 15 3 19 0 26 4 6 8
April 5 S 0 o7 4 2 9 20 2
May 18 12 0 0 4 5 10 5 2
June 16 i1 0 32 9 0 28 37 9
July 9 16 0 4 0 2 6 18 0
August 10 20 0 7 1 1 5 22 0
September 52 14 0 27 3 14 22 34 0
October 13 10 0 5 0 5] 21 50 0
November 8 18 6 19 4 D 28 3 0
December 51 36 2 4 2 52 25 22 36

Government Securities held by the Federal Reserve Bank of New York under

QUESTIONNAIRE NO. 9

Question 1 (¢)

Resale Agreement on the 20th day of each month since January 1922
(In millions of dollars)

Digitized for FRASER

!
20th day of | 1922 1923 1924 | 1925 1926 | 1927 1928 1 1929 1930
January 3 23 0 6 0 0 0 17 0
February 11 23 ol 0 3 0 0 0 3
March 0 8 0 0 10 0 0] .4 0
April 14 2 0 2 0 14 7 16 o6
May a 7 o] 8 3 0] 4 15 0
June 14 19 0 5 4 0 4 9 1
July 14 11 0 7 10 0 .71 16 0
August 10 5 0 0 0 2 2 23 0
Scptember 21 4 0 o4 2 4 13 35 0
Qctober 22 4 0 7 0 2 21 3 0
November 8 6 0 10 3 0 25 4 0
Dcecmber 31 5 0 23 15 7 15 9 13 0
NOTE: There is so much fluctuation in these holdings, partly due to more or

less regular monthly movements that data are given both for the 20th
and the end of the monthe

http://fraser.stlouisfed.org/
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Question No, 2

Q. State the principal reasons for each of the major operations in the
purchase and sale of United States securities since January 1922, What have
been the main consequences of each such operation?

A. Before examining particular operations in govefnment securities a gen~
eral statement is appropriate with regard to the purposes and consequences of
these operations. Generally speaking, purchases of government securities
since 1922 have been made at times of business depression or recession in the
United States accompanied by unemployment, declining foreign trade, weak com-
modity prices, and reduced speculative activity. Broadly speaking also sales
of securities have teken place at times of large industrial activity, full em-
ployment, firm commodity prices, and tendencies toward excessive speculation.

These broad considerations are illustrated in the following diagram
which compares the timing of principal security operations with the fluctua-
tions in industrial production in the United States as shown by the index
computed by the Research Division of the Federal Reserve Board, taking the
years 1923-1925 as 100 per cent. As a general rule prices, employment, and
various forms of trade and speculative activity move roughly simultaneously
with production.

Since the purchase of securities has a tendency to make money easier
and thus hss an influence towards stimulating business activity, and since
the sale of securities tends to make money firmer and has an influence toward
checking excesses, it may be said that purchases and sales of government
securities since 1922 have been such as might reasonably be expected to exer-
cise some influence toward business stability by aiding recovery at times of

depression, and retarding excesses at times of prosperity.

Federal Reserve Bank of St. Louis
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Question No. 2 (Continued)

As to the consequences of purchases or sales of securities, the first
result in each case has been 1o bring about an increase or decrease in the
amount of borrowing of member banks at the Reserve Banks. When the Reserve
System buys securities the funds thus made available ars employed by member
banks to reduce their indebtedness at the Reserve Banks. As a consequence
these banks find themselves in a position to lend somewhat more freely and
money tends to be easier. Conversely, when the Reserve System sells secur-
ities member banks find themselves compelled to increase their borrowings
at the Reserve Banks, hence they find their lending power impsired, and
money tends to be firmer. The relationship between changes in Federal
Reserve security holdings and discounts of member banks is shown on the

accompanying diagram.
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Question No. 2 (Continued)

With a few exceptions every considerable purchase or sale of securities
over this period of years was in same measure a joint undertaking in which the
Federal Reserve Board and the officers and directors of the twelve Federal Re-
serve Banks had a part. Any statement of reasons for action must represent
an interpretation of what was in the minds of these various participants when
decisions to buy or sell were reached. Perhaps the best that can be done is
to state the circumstances of the situation which were emphasized at the meet-
ings where the primary decisions for these purchases and sales were made.

The principal changes in holdings of government securities reflecting’

policy decisions from January 1, 1922, to the present have been -~

January 1922 to May 1922 purchase of $400,000,000
June 1922 to July 1923 sale of 525,000,000
December 1923 to September 1924 purchase of 510,000,000
November 1924 to March 1925 sale of 260,000,000
April 1926 purchase of 65,000,000
August 1926 to September 1926 sale of 80,000,000
May 1927 to November 1927 purchase of 230,000,000
January 1928 to April 1929 sale of 405,000,000

October 1929 to December 1930 purchase of 560,000,000

Purchases in 1922 were made before these operations had been placed
under the supervision of a System committee, except as to the details of exe-
cution. These purchases took place at a time when business had just begun its
recovery from the depression of 1921, and when agricultural prices particularly
were seriously depressed. The conseguence of this operation; together with large
gold imports, was to reduce discounts of member banks at the Federal Reserve
Bunks from over $1,000,000,000 to $400,000,000, and thus put the banks in a
position to advance funds more freely to their customers, and to increase their

investments. It seems likely that this step aided in some measure the recovery

Federal Reserve Bank of St. Louis
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Question No. 2 (Continued)

of business and agriculture from the depressed conditions of 1921, Purchases
were also followed by reductions in discount rates at several Reserve Banks
and by increases in the total volume of bank credit.

The sale of securities from June 1922, to July 1923, similarly was
only in part determined upon as a System policy though sales were recommended
by a committee of governors organized in 1922 for the centralization of pur-
chases and sales of government securities. At that time the Treasury
Department had indicated that it believed operations of the Federal Reserve
System in government securities had interfered somewhat with an orderly mar-
ket for these securities, These sales undoubtedly had some effect in
retarding growth of bank credit during 1923, pushing money rates to higher
levels, and tending somewhat to check the business expansion which had been
going forward throughout 1922 and early 1923 at a pace that was alarmingly
rapid, accompanied by considerable speculative activity.

The large purchases of securities from December 1923, to September
1924, were the first ones to be handled in a joint investment account for
the Federal Reserve System. The reasons for, and results of, this purchase
were set forth by Governor Strong in a memorandum written on December 26, 1924,
A copy of that memorandum is attached herewith as Appendix I.

It seems reasonablec to believe that the rapid recovery of business
from the depression and secvere unemployment that characterized the summer of
1924 may be partly ascribed to easy money and ample credit facilitated by the
purchase of government securities at that time.

Sales of securities in late 1924 and early 1925 were made at a time when

business had made such a rapid turn about from the depressed conditions of the

http://fraser.stlouisfed.org/
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Question No. 2 (Continued)
summer of 1924 that the movement appeared to be going too fast, accompanied
by a rapid rise in wholesale prices, and a rapid increase in total loans and
investments of banks, and an increase in speculation evidenced by an increase
in brokers loans and in security prices. The sale of securities, together
with changes in discount rates sppear to have been an important influence in
retarding this tendency to excess, bringing bank credit to a more normal growth
and retarding speculative movements. These tendencies are illustrated in the
accompanying diagrams. The small purchase and sale in 1926 accompanied a terpo-
rary loss of business confidence early in the year and a revival in the autumn,
The changes in security holdings were accompanied by changes in the discount
rate of the Federal Reserve Bank of New York. It is difficult to trace the re-
sults of these rather narrow movements,

The purchases of securities in the summer and early autumn of 1927 were
made under circumstances similar in some respects to those of 1924 described
in Governor Strong's memorandum. It was a time of moderate business recession,
gold imports, and accompanying pressure on the position of the central banks
in a number of countries which had only recently returned to the gold standard.
Wholesale commodity prices had been declining more than a year. - The result of
the operations was to diminish the discounts of member banks, a change which
was followed by a more rapid increase in bank credit and easy money rates.
There was & prompt flow of funds from New York to the interior shown through
transfers in the Gold Settlement Fund. Foreign exchange rates which had been
very weak and near the point at which gold moved to the United States, immedi-

ately strengthened and gold exports began. Before these developments European
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Question No. 2 (Continued)
bankers had been apprehensive of & serious credit stringency, which would bring
with it high money rates, depressed business and greatly reduced foreign pur-
chases of American goods. This danger was averted. TFaipmer wholesale prices,
and improved production followed soon after. There was also an increase in
speculative activities which, by the beginning of 1928, had reached a point
to cause concern.

Sales of securities in 1928 and 1929 were made with a view to checking
excessive credit expansion, particularly for security speculation. The sales
resulted in a large increase in the discounts of member banks which led banks
to scrutinize their loans and investments more closely. The expansion of bank
credit was fairly well checked. Security speculation, however, was not perman-
ently checked partly because other lenders provided the funds for further
expansion which banks were reluctant to supply, and partly, it seems likely,
because the Reserve System did not pursue a sufficiently vigorous discount
rate policy.

Purchases of securities in October and November 1929, were made to meet
an emergency demand for funds as the stock market broke and New York banks
were called upon to prevent a money panic by supplying funds to replace a
part of the huge amountsof funds withdrawn in alarm by other lenders. A
contemporary account of these events from the Monthly Review of the Federal
Reserve Bank of New York is attached herewith as Appendix II. These purchases
alded the New York City banks in meeting the emergency and helped prevent
the security disturbance from causing & money panic or indeed a serious credit
strain. In fact they made possible a decline in interest rates in the face o¢of

an extraordinary demand for funds.
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Question No. 2 (Continued)
Further purchases in 1930 enabled member banks to liquidate further
their indebtedness at the Reserve Banks, thus reversing the operations of
1928 - 1829, and helping to remove &ny shortage in the basic supply of funds

as a possible obstacle to business recovery.
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Question No. 3

Q. What, in your opinion, has been the effect since 1922 of changes in the
portfolio of United States securities and bankers' acceptances held by all
Federal Reserve Banks on fluctuations in brokers' loans and on fluctuations in
security loans and investments of all member banks and of member banks in your
Reserve District?

A. The following diagram illustrates the relationships between open market
operations in government securities and bankers acceptances, and the fluctu-
ations of brokers loans, security priceg, bank security loans, and bank
investments. The most direct and obvious relationship indicated by these figures
is the relationship between bank investments and government security operations
of the Reserve Banks. Purchases of government securities by the Reserve Banks
have relievgd member banks from their indebtedness at the Reserve Banks and have
placed them in a position to increase their investments, and conversely, the
sales of government securities have been followed by increases in the indebted-
ness of the member banks and declines in their investments as they sought to
liquify their positions. There is a somewhat similar connection hetween se-
curity operations at the Reserve Banks and the security loans of the member
banks, though the relationship is much less direct.

Both the figures and the consideration of what actually takes place
indicates some relationship between government security operations and
fluctuations in brokers loans. There is evidently a tendency for security
purchases by the Reserve Banks to be accompanied or ¥ellowed by some increase

in brokers loans, and sales to be followed by a decrease or a pause in the

advance, though this tendency is less marked than the case of bank invest-

ments. The most violent fluctuations in brokers loans, however, in recent

org/
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Question No. 3 (Continued)
years have been directly opposite to what might be expected from the
changes in Federal Reserve security holdings. Sales of securities in
1928-29 did not prove effective in checking a rapid rise of brokers loans,
nor were purchases in late 1929 and 1930 followed by any stay in the de-
cline in brokers -loans. At times when loans by banks were the dominating
element in brokers loans they appear to have been somewhat influenced by
Federal Reserve security operations, but the growth of loans for account
of others was partly responsible for the lack of effectiveness of Federal
Reserve policy.

Changes in acceptance holdings as shown by the diagram have been
largely seasonal and have provided, without the strain involved in dis~
counts, a considerable part of the seasonal requirements for Federal
Reserve credit. The free movement of acceptances into and out of the
Reserve Banks in response to trade demends has done much to remove seassonal
credit strains and plethoras. Genersally speaking, there has been little
noticeable relation between Federal Reserve holdings of bankers acceptances
and fluctuations in brokers loans or bank security loans and investments.
The autumn of 1928 was perhaps an exception when an unusual rise in accept-
ance holdings was accompanied by an increase in brokers loans. Even in this
case, however, the expansion of brokers loans was based largely on credit

from non-banking lenders.
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Question No. 4

Q. Viewed in the light of subsequent events, what policies should the
Federal Reserve Banks have followed in the purchase of United States securities
in 1924 and 1927°?

A. Two general approaches might be taken in a critical review of Federal Re-
serve open market policy in 1924 and 1927. One approach would involve a study
of the correlation between open market purchases and sales and other economic
developments such as the movement of business indexes, commodity prices, bank
credit, and the course of speculation. If this approach is taken diagrams 1
and 3 on preceding pages provide most of the necessary data., They show that
purchases both in 1924 and 1927 were made at times of business recession,
though the recession was more serious in 1924 than in 1927. It is now clear
that purchases were continued in 1924 for itwo or three months after business
had begun to improve, though they were discontinued about as soon as the then
available statistics clearly indicated the improvement in business. In 1927
purchases were discontinued before there was any merked recovery in business.
In both periods the quantities of securities purchased were in general related
to the extent of the recession. Total purchases in 1924 werse $510,000,000, and
those in 1927 were $230,000,000. Comparison may also be made with the movement
of bank credit. Such a comparison would lead to the general conclusion that
when purchases were begun in 1924 bank credit was relatively stable or declining,
but that a rapid increase had teken place before purchases were discontinued,
In 1927 bank credit was rising all during the period of purchases., If this
criterion alone were applied it might suggest that the 1924 operations were
helpful but continued slightly too long, and it might raise some question as

to the necessity for the 1927 operations. In addition, however, to these purely
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Question No. 4 (Continued)
domestic considerations it is important to refer also to the gold movement,
for in both cases purchases were begun at a time of gold imports which were
bringing to this country gold which we did not want and which others could ill
afford to lose. 1In 1924 the gold movement was reversed after the completion
of security purchases. In 1927 it was reversed while purchases were still being
made. In 1924 this was of special importance because the reversal of movement
doubtless facilitated a return of Great Britain to the gold standard. In 1927
the reversal of the gold movement was important because a number of the countries
of Burope were under severe credit strain., In both these cases it would be
extremely difficult to determine whether as effective an influence on the gold
movement would have been exerted with a smaller smount of purchases.

A second and different approach to this whole problem would be to view
the period since 1922 as a whole and consider the operations of 1924 and 1927
as parts of the larger unit, In the light of subsequent events it appears that
this span of years was marked by inflationary tendencies in the United States.
The increase of bank credit during the period was more rapid than is usually re-
cuired by the normal growth of business. This rise in credit was not accompanied
by any inflation of commodity prices, but some measure of inflation undoubtedly
occurred in other directions, particularly in prices of securities and real
estate. From the point of view of our domestic economy considered by itself, a
somewhat higher level of money rates and a somewhat smaller growth in bank credit
over this entire period would have been wholesome, and there is no doubt but
that the open market operations of 1924 and 1927 were particularly stimulating

to the growth in bank credit.
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Question No, 4 (Continued)

But conclusions upon th;a point must be qualified by a recognition that
the domestic economy could not be considered wholly independently of world
changes, To the extent that firmer money rates had been maintained here,
additional amounts of gold would have been drawn from the rest of the world
and credit stringency accentuated in European money centers during the period
when European countries were struggling back to monetary stability and
attempting to recover from serious economic disorganization. These conditions
closely affected American trade and American prices, especially prices of
farm products., Even as it was world prices were steadily depressed over most
of the period. Moreover the continued piling up of gold reserves in the
United States through gold imports constituted in itself a threat of future
inflation, It appeared to be safer at these two periods to establish condi-
tions which would keep the gold out, even at the risk of the dangers of easy
money, than to let the gold imports continue,

In view of the various aspects of this problem it is our opinion that
purchases of securities in both 1924 and 1927 were most helpful and desirable.
There does appear, however, to be valid ground for criticizing succeeding
action. The 1924 purchases were carried further than now appears to have been
desirable, leading to an unnecessarily rapid growth in bank credit until the
reversal of policy in early 1925, which placed an effective check upon ex-
pansion. After 1927 there was not sufficiently clear recognition of the
dangers in the growth of credit, influenced by speculation. Security sales
and discount rate changes similar ih amount to those of 1925 proved inadequate

when applied in 1928, More vigorous measures were necessary.
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Question No, 5

Q. What changes would you suggest be made in the provisions of the Federal
Reserve Act relative to the purchase and sale of United States Government
securities by the Reserve Banks? Would you favor an amendment to. the effect
that an affirmative vote of five members of the Federal Reserve Board be
required before any large sale or purchase of United States securities te
undertaken by the Reserve Banks?

A. We would not suggest any changes in the provisions of the Federal
Reserve Act relative to the purchase and sale of government securities.
The act is and should be in broad terms, leaving considerable flexibility
for the development of proper methods of procedure. This latter problem
has offered some difficulties, the major difficulty being that a System
operation in government securities under the present organization has to
represent a compromise between divergent views, and System policy, therefore,
tends to have too great inertia, to be too slow, and when once started tends
to go too far. This difficulty should diminisk as time goes on and as
experience in operation indicates what gradual modification of procedure will
tend to make Federal Reserve open market operations more effective. The re-
quirement that an affirmative vote of five members of the Board should be
prerequisite to any operation would in our judgment be a step in the wrong
direction and make even more difficult the necessary flexibility of operatioms.
In a deliberative body of eight members of whom two are ex officioc and en-
grossed in other duties it is naturally often difficult to secure an attendance
of five at a meeting and very difficult indeed to secure an affirmative vote of
five members for any important proposal affecting varying interests in various

ways.
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Question No. 6

Q. Have the resale agreements entered into by the Federal Reserve Banks
with dealers in United States securities tended to offset, on any occasion,
the open market policies of the Fedoral Reserve Banks?

A, The relationship between operations representing policy decisions of
the Reserve System and purchases on sales contract subject to resale agree-~
ment is shown on the attached diagram (4). Tt indicates clearly that
purchases on szles contract subject to resale agreement have been so small

in amount and so timed in connection with seasonal currency and credit

requirements that they have not interfered with major policy operatiomns.
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Question No, 7

Qe List on an attached schecdule the changes in rates of intercst charged dealers
in United States securitics against resale agreements from thc inception of such
arrangements by your institution,

Ae. Changes in Ratcs at which United States Government Sceuritics
were purchased from Dcalers under Sales Contrget Agreccments
and the Rediscount Rates for corr¢sponding periods

Sales Szles
Date Discount Contract Date Discount Contract
Effective Rate Rate Effective Rate Rate
1€20 1925
Jan. 23 & Feb. 27 3 1/2
Apr. 13%* 5 1/8 : Apre 9 3 1/2
June 1 7
1926
1921 Jan. 8 4 4
Apr, 1 5 5/4 Apr, 23 31/2
May 5 6 1/2 Apr. 29 3 1/2
June 16 6 Auge 13 4 4
July 21 51/2
Aug, 2 5 1/4 1927
Septe22 5 bug, 5 3 1/2 3 1/2
Octe 31 4 1/2
Nove 3 4 1/2 1928
Feb, 3 4 4
1922 May 18 4 1/2 4 1/2
Mar, 23 4 July 13 5 5
June 22 4
1929
1923 Auge 9 6 51/8
Feb. 33 4 1/2 Oct. 25 5
Apr. 10 41/2 Nov, 1 5
Nove 15 4 1/2 41/2
1924
May 1 4 4 1930
June 12 31/2 Febe 7 4 4
Aug. 8 3 Mar. 14 g 1/2 3 1/2
Hove 6 21/2 May 2 3 3
Nov. 28 3 June 20 21/2 2 1/2
Dec. 23 2
Dece. 24 ' 2

*April 1% -~ date of first sales contract agreement with dealers.
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Question No. 8
0. List the names of the recognized dealers in United States
securities in your District. What net worth must a recognized dealer
possess? What other standards has your institution set up in determining
whether a dealer in United States securities is to be recognized or not?
A. The dealers in United States Government securities to whom we
extend the sales contract privilege are
Discount Corporation of New York
First National-0ld Colony Corporation
Salomon Bros. & Hutzler
While we have no hard and fast rule on the subject, and each
case would depend upon all of the circumstances, it would be our general
policy not to extend the sales contract privilege to dealers whose net
worth is less than $1,000,000.
We also transact business in government securities with firms
and corporations other than the three above nesmed, although we do not extend
the sales contract privilege to them. There are no definite standards
which such firms and corporations are required to comply with as a condition

of doing business with us, except that they must file with us periodically

statements of their financial condition which must be satisfactory to us.
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Question No. 9

Q. What margin requirements do you habituelly exaat in lending te
dealers in United States securities under the resale agréements?

A. We do not make loans to dealers. Under the terms of our sales
contract we purchase securities from dealers subject to their agreement
to repurchase a like amount of the same securities at the same price
plus interest at the agreed rate at or before the expiration of fifteen
days from the date of the original purchase.

When the market value of the securities is par or better, securi-
ties are purchased at par. When the market is below par, they are
purchesed at prices slightly below the market value, the average price
being approximately one-half point below market value. {4 list of illus-

trative cases is attached.)
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ILLUSTRATIONS OF GOVERNVSNT SECURITIES PURCHASZD UNDER SALES SONIhaCDS

Jueation No, 9

Price—-} - larket Karket Value

Purchased Amount Price ixcluding

Under Paid on Interest
Jete Securities Par Sales to Purchuse Accrued on
Purchlesd| Purchesed Dated oue Series val ue vontract Deelsr Date Securities
11/14/28% 5 1/24% o | 3/15/271 | 2/15/32 1 A <1932 | 41,900,000 | 97 1/2 | §1,852,500] 97 31/32 #1,861,404,25
3/5 /29) 4 1/8% /1 [12/15/28 | 9/15/29 | TS2-1929 500,000 | 99 1/2 497,500 99 22/32 498,437, 50
5/1 /291 4 3/a4k ch | 3N5/29 |12/15/29 | TD2=1929 700,000 [ 99 1/2 696,500| 99 26/32 698,687, 50
5/1/ 291 s 120 TN ) 9A15/27 9/15/32 4 B ~1932 150,00C 96 1/2 144,%50f 96 28/32 145,312,560
115/29| 5 1/2+ IAN§ 3A5/21 | 3/15/32 ) A -1932 | 1,900,000 | 97 1,843,000 97 30/32 1,860,812, 50
TN5/29) 4 3/4% S8 | 35729 |12/15/29 | 1D2-1929 400,000 | 100 400,000} 100 2/32 4r0, 250,00
12/6 /29| 3 1243 4 3/15/27 | 3/15/32 | A =1932§ 1,050,000 | 99 1/2 | 1,044,750 99 26/32 1,048,031, 25
12/6 /29 3 1/2%2 » » 1 9/15/27 | 9/15/32 | B <1932 350,000 | 99 1/2 348,250 99 26/32 349,343,175
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Qucstion No, 10

Qe What is the average length of life of the resale egrcemcnts

26

entercd into with deslcrs in United Statcs securitics?

A, Average Length of Life of Resale Agrecments entcred into
by thc Fedcral Roscrve Bank of New York with Dealcrs in
Unitcd Statcs Government Sccuritics sincec January 1922,

(computcd for two months of cach ycar as a sample)

Year Average life of agrccments
1922 7 1/2 days
1923 5 1/2 days
1924 3 1/2 days
1925 6 days
1926 4 days
1927 6 days
1928 5 1/2 days
19029 4 days
1930 4 1/2 days
Average (unweighted)
lifc of agrecements
for cntirec period 5 days
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Question No. 11

Q. In lending to dealers in United States securities under resale agree-
ments, what precautions does your institution take in preventing Federal Reserve
credit from seeping into the speculative or investment markets?

A. As stated in the answer to the last question, we do not make loans to
dealers, but we purchase securities from dealers subject to their agreement to
repurchase a like amount of the same securities at the same price plus interest
at the agreed rate at or before the expiration of fifteen days from the date of
the original purchase,

As far as the first use of the credit put out in this way is concerned
we are constantly informed as to the business of the dealers entitled to the
sales contract privilege and know that they only secure funds from us to carry
their portfolios of government securities, As to the eventual destination of
Federal Reserve credit put into use through purchases of securities under sales
contract the principles set forth in the reply to Question 7 of Questionnaire 7
are applicable. The destination is the same as that of Federal Reserve credit
put into use through discounts or through any of the other channels. The
dealer who receives a Federal Reserve check as a result of a sales contract
operation uses the funds either to pay off a bank loan or to pay for govern~
ment securities which he has purchased. If he uses it to pay off a bank loan
the bank finds itself in possession of a check on a Reserve Bank which it
promptly deposits to its account in a Reserve Bank and thus finds itself with
its reserve deposit increased exactly as though it had obtained funds by dis-
counting.

In the alternative case in which the dealer uses the Federal Reserve

check to pay a seller of government securities, the seller of these securities,

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



Digitized for FRASER

Reproduced from the Unclassified / Declassified Holdings of the National Archives

28
Question No., 11 (Continued)
if not a bank, deposits the funds in a bank, and the funds immediately find
their way into that bank's reserve deposit account at the Reserve Bank, just
as though that bank had borrowed,

Thus the Federal Reserve funds put into use through sales contract
operations flow into the same channel as those put out in other ways, and the
considerations set forth in the replies to Questions 7.and 8 in Questionnaire
7 are applicable,

It also may be noted that dealers only come into the Fedéral Reserve
Bank to secure funds under sales contract arrangements when they cannot obtain
money at favorable rates outside the Federal Reserve Banks. This means that
they come in only at times when money is relatively firm, and at such times
the member banks are almost always in debt at the Reserve Banks, and Federal
Reserve funds which they receive are used to retire debt at the Reserve Banks.
Moreover, funds put out in this way are withdrawn again so promptly that they
can hardly form a basis for new creation of credit. These Federal Reserve
assets are liquidated more rapidly than any other assets the Reserve Banks

possess.
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Appendix I

Questionneire No. 9

Memorandum by Governor Benjamin Strong on

Open Market Operations of 1924

December 26, 1924.
The followineg memorandum is intended to give a point
of view in regard to the Open Market Policy of the
Federal Reserve Banks which has never been adequately
explained to the public. Because of the failure to
do so, the Federal Reserve System has suffered some

criticism, partly uninformed, and partly deliberately
unfair.

By the fall of 1923 the bulk of the short time govermnment secur-
ity holdinegs of the Federal Reserve Banks had been liquidated. The sales
made throughout the previous year had forced member banks to borrow con-
siderable sums from the Federal Reserve Banks in order to replace the
reserves which they lost when payment for the securities was made to the
Federal Reserve Banks. The fall of 1923 saw the members borrowing about
$835,000,000 on direct discounts from the Reserve Banks, of which over
$200,000,000 was in New York. At that time considerable importations of
gold were being received from Europe. There was developing some recession
in business; the New England textile manufacturers had suffered a severe
slump; the same being to some extent true of rubber, some branches of the
steel and.of'other trades. But the most serious difficulty which had de-
veloped in any part of the country was the banking situation in the Vest,
especially in the Northwest and Southwest. Banks were failing almost every

day.
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Question No. 2 (Continued)

Notwithstanding imports of gold, there was continued pressure by
member banks to liquidate their indebtedness to the Reserve Banks, causing,
in turn, pressure by member banks upon their borrowers to repay loans. The
commercial paper rate was 5%; rates for 90 day bankers acceptances 4 1/8%;
customers' loan rates at New York about 5 1/4%; time loans upon securities
5 1/4%; stock exchange call money 4 3/4%; the discount rate of the Federal
Reserve Bank of New York was 4 1/2%, where it had been maintained since
February 23, 1923.

The condition of the farming community, including the cattle in-
dustry, was coming perilously near a national disaster, and feeliqg became so
strong throughout the West that all sorts of radical proposals for legisla-
tion and other government relief were being urged.

Sterling had declined in November to $4.26 under the influence of
a general flight of capital from Burope to this country. Interest rates in
London were lower than in New York. "Money" (three-months bank bills) was
quoted from 3 to 3 3/8%; tap rate on Treasury bills was 2 3/4 to 3%, and the
official rate of the Bank was 4%,

It was under these conditions that the Federal Reserve Banks under-
took the gradual repurchase of short time govefnment obligations. Tie
following definite objects were in mind, at least so far as the writer was
concerned :

(1) To accelerate the process of debt repayment to the Federal Re-
serve Banks by the member banks, so as to relieve this weakening pressure for
loan liquidation.

(2) To give the Federal Reserve Banks an asset which would not be
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Question No. 2 (Continued)
automatically liquidated as the result of gold imports so that later, if
inflation developed from excessive gold imports, it might at least be checked
in part by selline these securities, thus forcing member banks again ihto
debt to the Reserve Banks and making the Reserve Bank discount rate effective.

(3) To facilitate a change in the interest relation between the
New York and Iondon markets, without inviting inflation, by establishing a
somewhat lower level of interest rates in this country at a time when prices
were falling eenerally and when the danger of a disorganizing price advance
in commodities was at & minimum and remote.

(4) By directineg foreiegn borrowings to this market to create the
credits which would be necessary to facilitate the export of commodities, es-
pecially farm produce.

(5) To render what assistance was possible by our market policy
toward the recovery of sterling and the resumption of gold payment by Great
Britain.

(6) To check the pressure on the banking situation in the West
and Northwest and the resulting failures and disasters.,

The writer had roughly estimated that it might be possible for
Europe to ship us still some %400,000,000, which I thought would likely be
distributed over a period, of say, two years, but that, notwithstanding these
gold shipments, pressure for liquidation of bank loans would not be reduced
promptly enoush except it was accelerated through purchases of securities by
the Reserve Barks.

In pursuance of this policy, the Federal Reserve Banks gradually

purchased over the following eight or nine months a totel of $500,000,000 of
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Question No. 2 (Continued)
short time government securities, and throughout that period gradually re-
duced discount rates until the rate of the New York bank was 3%, whereas
the Bank of England on July 5, 1923, had raised its rate of discount to 4%
and exercised its influence to maintain open market rates in London at a
somewhat higher level than during the previous year,

In reviewing what has happened during the past year, the outstand-
ing event, of course, has been a crop of unusual size and, as to all but
corn, of good quality, produced at a time when there was a crop shortage in
the rest of the world; +that, itself, gave the country a fortunate recovery
from some part of the depression which was growing. If, as indecd was the
case, however, the Federal Reserve policy hastened the establishment of
cheaper money, then the developments directly attributeble to cheap money
must be considered as in part the outgrowth of that policy. These may be
enumerated as follows:

(1) The pressure for liquidation of bank loans was graodually re-
laxed and in the summer of 1924 bank borrowing from the Federal Reserve Bank
of New York and the other large Reserve Banks had practically all been li-~
quidated; and somewhat similar conditions developed throughout the Middle
West, the evidences of credit pressure and of disorganizing liquidation
graduaelly disappearing. The banks of the State of Iowa, as an example, had
reduced their debt to the Federal Reserve Bank of Chicago from $98,000,000
to about $12,000,000, due largely to the willingness of ths mcmber banks to
lend money more freely in that state where credit disasters had developed
and as a result of which banking conditions were stabilized. And the szme

seems to have been true in the Minneapolis, Kansas City and Dallas districts,
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Question No. 2 (Continued)

(2) The outcome of the crops made it necessary for Eurcpe to make
unprecedontod purchases of our small grains at very high prices compared to
recent years. But the coincidence of low rates for money in this market and
higher rates in London enabled foreign governments and forsign corporation
borrowers to place a total of a billion and a quarter of loans in this market,
which provided the credit to be used in paying for the crops. Had these for-
eign loans not been placed in this market, it is quite certain that foreign
purchasers of our farm produce would have found difficulty in financing these
purchases, which could only have been made by short time bank credits; the
extensive use of our banking system for financing of that sort would not only
have been at high rates, but might have been an influence for the creation
and maintenance gemnerally of much higher rates than have prevailed during the
crop moving season. OQur crop sales to Europe might have been much restricted.

(3) For a period of at least twelwe years, as I recall; that is,
since about two or three years before the outbreak of the war, there had been
no such market for investment securities as would enable our railroads public
utility and industrial corporations to make capital issues on reasonable terms,
so as to refund short time loans and provide the money for needed extensions
and betterments. The past six months or so has enabled them to do so, There
has rarely been a period of easy money in this country where sound financing
has been so e¢vident as in this period, and where the absence of promotion and
other security issues of doubtful character has been so marked.

(4) One of the greatest menaces to our ultimate security against
inflation has been the uncontrollable stream of gold coming to this country

to make needed payments for which credit was not availabls., Had our crcdit
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Qestion No. 2 (Continued)
not been available to pay for this year's crop exports, the amount of goid
coming Woﬁld undoubtedly have been much larger, or, at least the gold move-
ment would have continued longer. Our loans to Burope and the rest of the
world because of lower interest rates in this country than in England, have
been an important influence in increasing the value of sterling in terms of
dollars to a point where the gold premium in London was constantly reduced
and ultimately the bazaar premium in India being finally above the premium
in London caused the diversion of the strecam of gold from South Africa to
Burope or India instead of to this eountry. A favorable monsoon and & high
valuc for the rupee in tcrms of sterling assistecd in this result, but a
lowcr intcrcst level in Amcrica than in England and on the Continent was a
further influcncc in turning the tide of gold away from thc Unitcd Statcse

{5) The rcecovery of sterlinz has now rcached a point where it is
reasonably possible for the British Government und the Dank of England to
consider the resumption of gold payment, Whether they do so or not depends
upon their own sense of security for the lons future., But this country is
still in position to give them needed assurances of credit for & long period
if they require it. We have seen the Swedish, Dutch and Swiss exchance re-
turn to par or above; the Austrian and Hungariasn currency remain stabilized;
and finally the loan to Germany under the Dawes plan rcadily absorbed and a
long stride towards currency stabilization taken by Fermany. At least in
part these results are to be attributed to the free use of our credit markets
by Europe, much facilitated by easicr rates than for some ycars past in this
country.

(8) It is difficult to state to what extont gradual rccovery of
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Question No. 2 {Continued)
confidence and of business in this country can be attributed to ease of
credit conditions. It can, however, be definitely stated that if some
£500,000,000 of credit had not been furnished the market by the purchases
of the Federal Reserve Banks, the liquidation which was proceeding for the
purpose of repaying loans from the Reserve Banks would have continued for
a much longer period, and, instead of having some expansion of bank credit
such as has taken place, we would have had some further contraction and
probably a definite further slackening of business and lowering of prices.

On the other hand, there has been no very general advance in the
prices of commodities, outside of agricultural produce, and certainly as to
those commodities higher prices were imperative. The foreign buying caused
the advance, and that was certainly facilitated by cheap money. It waé mainly
due to crop shortage throughout the world, and it was cheaper credit which
aided the distribution. The only definite price advance which can be attri-
buted to cheap money is in the security market. While this has attracted
widespread comment and may have been facilitated by easy moncy, nevertheless,
it can largely be attributed to favorable political developments throughout
the world, which had a profound effect upon the psychology of people generally.
Aind in any event the readjustment of values which has taken place is probably
not greatly out of line, if at all, with the intrinsic value and earning
powers of our industries.

(7) Finally, it must not be overlooked that one of the developments
of the past year, which may in part be attributed to the policy of the Federal
Reserve System, but also quite largely to favorable crop developments, and to

political developments, has been @ greater feeling of tranquility and contentment
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Question No. 2 (Continued)
throughout the country then we have experienced at any time since the war.
Employment conditions are improving, industry and transportation in a general
way are sound and successful and the relief of the strain on the banking
situation throusghout the West has done much to arrest the growth of unsound
and radical and extreme ideas which might, indeed, have been a menace to both

government finance and a sound monetary and credit policy.
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" MONTHLY REVIEW

of Credit and Business Conditions

Appendix IT Second Federal Reserve District

Federal Reserve Bank, New York

Federal Reserve Agent November 1, 1929

Money Market in October

The past few weeks have witnessed an abrupt reversal
of credit trends which had continued for about two years.
Stock prices have turned downward. Bond prices have
made some recovery. Loans to brokers and dealers have
decreased sharply and there has been a sudden shift be-
tween lenders. Interest rates have declined rapidly and
foreign exchange rates have strengthened to points where
gold exports have been made.

Of these developments the decline in stock prices has
been the most spectacular and in large measure the con-
trolling event. The decline has carried representative
price averages below the lowest points heretofore reached
this year, though not to points which are low relative to
the levels of prices of 1928 or any previous year.

Whereas the gradual recession in stock prices which
had taken place in September had not been accompanied
by any substantial liquidation in loans to brokers and
dealers, partly because of the continued large volume
of new stock issues calling for additional amounts of
credit, the drastiec declines of the past two weeks have
released a considerable amount of funds. For the two
weeks from October 16 to October 30 the figures for loans
to brokers and dealers reported by the New York City
banks for their account and the account of their bank
and other customers show a decrease of $1,263,000,000.
The distribution of this deercase between lenders is of
particular interest. Loans made for account of others
than the New York City banks and their out-of-town cor-
respondents deereased $1,432,000,000, and loans made by
the New York banks for their out-of-town correspondents
decreased $805,000,000. On the other hand loans to
brokers and dealers made by New York City banks for
their own account increased $974,000,000, and these
banks also inereased their loans directly to customers by
an additional $260,000,000.

From the point of view of the general credit situation
the net result of these movements was to bring about an
increase of $1,374,000,000 in the loans, and a similar in-
crease in the deposits of the New York City banks, with
a consequent increase in the amount of reserve balances
they are required to maintain on deposit at the Federal

Reserve Bank. In a period of one week from October 23
to 30 the reserve requirements of these banks were in-
creased more than $200,000,000.

These movements illustrate once more the fact, which
has previously been commented upon in this Review, that
loans to brokers and dealers by lenders other than banks
constitute a potential drain upon bank resources, which
is most likely to become an actual drain in periods of
emergency. The New York City banks were able to
handle the huge burden which was shifted to them with-
out any disturbance to the money market by reason of
an inecrease of over 150 million in the security holdings
of the Reserve Banks and a like increase in rediscounts.

After the first week of Oectober the prevailing call
loan renewal rate was 6 per cent compared with 8 and 9
per cent in September. Accompanying ease in eall loan
rates, time loan rates declined from 9-91/ per cent at the
beginning of Oectober to 6 per cent at the end of the

month. Open market commercial paper rates showed a
slight decline from 6% per cent to 6-614 per cent.
Bill rates dropped from 515 to 453 per cent and the
yvield rate on Treasury certificates declined over three-
quarters of a point. On October 31 the rediscount rate
of the Federal Reserve Bank of New York was reduced
from 6 to 5 per cent, effective November 1. These
changes are summarized in the table on the following
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82 MONTHLY REVIEW, NOVEMBER 1, 1929

Money Rates at New York

Oct. 31, 1928(Sept. 30, 19290ct. 31, 1929

Stock Exchange callloans. .......... *614-8 *3-10 *6
Stock Exchange 90 day loans......... 7 9914 6
Prime commercial paper............. 534 64 6-614
Bills~—90 day unindorsed............ 414 51 454
Customers’ rates on commercial loans. 15.47 16.07 16.07
Treasury certificates and notes

Maturing December 15............ 4.48 4.62 3.94

Maturing March 15............... 4.63 4.63 3.97
Federal Reserve Bank of New York

rediscountrate. . ................. 5 6 6
Federal Reserve Bank of New York

buying rate for 90 day bills. ....... 414 5% 5

* Range for preceding week
1 Average rate of leading banks at middle of month

The decline in interest rates in the early part of Octo-
ber was a consequence in part of a lessened demand for
funds in the security markets, but more largely a cumu-
lative effect of purchases of bankers acceptances by the
Federal Reserve Banks for a number of weeks in amounts
larger than the increasing requirement for funds of the
autumn season. Autumn currency requirements were
also somewhat less than usual. Under these circum-
stances the New York City banks had been able largely
to liquidate their indebtedness at the Reserve Bank, a
condition which is normally accompanied by easy money
conditions.

The liquidation of the stock market in the last two
weeks of the month and the accompanying movement of
brokers loans was not a factor making directly for easier
money, for, as has been indicated above, the net result
of the changes in brokers loans was to inecrease rather
than to diminish the call upon bank funds, and the banks
were able to meet the huge additional demand for credit
only by reason of large security purchases by the Fed-
eral Reserve Banks and an increase in their rediscounts.
So that at the end of the month the borrowings of the
New York City banks were $170,000,000 compared with
$63,000,000 in the early part of the month, and the dis-
counts of the Federal Reserve System were $990,000,000
compared with $930,000,000 earlier in the month.

Two accompaniments of the easing tendency in inter-
est rates have been the recovery in bond prices which
has raised representative averages about one point,
and a vigorous recovery in foreign exchange rates. The
recovery in exchange rates has been comparable with
that which occurred in the late summer of 1927. On both
occasions the principal European exchanges rose rapidly
from quotations which were close to the points at which
gold tended to move into the United States to quotations
close to, if not actually above, the gold export points. In
fact, in the case of the French exchange the quotations
have recently been such as to show a slight profit in gold
exports and a small amount of gold has moved from
New York to Paris. Both in 1927 and during the past
month this vigorous recovery in the exchanges has ap-
peared to reflect a movement of funds from New York
to the principal European centers, largely in response
to a differential in money rates between New York and
those centers, though in the recent instance it has also
accompanied a liquidation in the stock market.

Binr, MARKET

During the first part of October, seasonal drawings of
bills increased the supply in dealers’ hands very sub-
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stantially, and although the investment demand also rose
materially, dealers’ aggregate purchases exceeded their
sales. As open market portfolios of bills already were
large, the excess of supply over the demand was offered
to the Reserve System. The development of easier money
conditions, however, allowed the dealers to carry an in-
creasing proportion of their portfolios outside the Re-
serve Bank.

The continuance of relatively easy money conditions
throughout the balanee of the month was accompanied
by a large increase in the investment demand, both local
and foreign, and as dealers’ purchases of new bills were
materially reduced, supplies of bills on hand declined to
a total between one-third and one-half the volume at the
opening of the month. In an effort to replenish their
portfolios, the dealers made four successive reductions
in their rates, a total decrease of 146 per cent between
October 22 and 29, bringing the offering level for 30 to
90 day unindorsed bills to 454 per cent, the lowest level
since January 3 of this year. Offering rates for four
months bills also showed a decline of 14 per cent to 434
per cent, and 5 and 6 months bills a reduction of 3% per
cent to 4% per cent.

A further increase of $72,000,000 in the volume of
bankers acceptances outstanding oecurred during Sep-
tember. The total of $1,272,000,000 on September 30 was
within $12,000,000 of the peak of outstanding dollar ac-
ceptance credits, reached at the end of December 1928,
and was $268,000,000 larger than the total for September
of last year and $408,000,000 above the outstandings of
September 1927. Acceptances based on goods stored in or
shipped between foreign countries again showed a larger
increase than any other class, and it is this type of ac-
ceptance financing that accounts for the larger part of
the increase in total outstandings over a year ago.

CoMMERCIAL PAPER MARKET

Accompanying the lower rates prevailing on stock ex-
change sccurity loans, some revival of the bank invest-
ment demand for open market commercial paper oc-
curred after the first week of October. Better buying
was reported as coming from banks in the Middle West,
Southwest, and in New England; and in the New York
market there were larger orders reported for the account
of out-of-town correspondents than in some months. The
rate for prime names declined slightly during the latter
part of the month to a range of 6-614 per cent, as against
the 614 per cent rate prevailing when bank investment
demand was least active. Even at the slightly lower
rate level, the amount of new paper being created by
commercial and industrial concerns remained of rather
small proportions, and dealers indicated that they were
more desirous of acquiring additional paper than they
had been in some time.

During September, the amount of commercial paper
outstanding through 23 firms declined 1 per cent to
$265,000,000 on the 30th. This amount is 38 per cent
less than the outstandings at the end of September of
last year.
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FEDERAL RESERVE

Office CorresponJdence == Date__ April 29, 1930
S Subject: ~ oo o

2—84v8

thils certain information regarding holdings of Fedsral intermadiate
credit bamkudsbentures and Federal land bdank bonds, as well as bPills dis-
counted for Tederal inmtermediats credit banks,is shown in the Foard's
Anmsal Beport it is probably not in such form as to readily serw the pur-
posss you haw im mind. I thersfore had the two attached statements preparsd
showing this informatiom at the end of each moath from Januvary 1928 to laroh
1930,
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FEDERAL RESERVE BANEK HOLDINGS OF FEDERAL INTERMEDIATE CREDIT BANK
DEBENTURRS AND: nmm LAKRD BAYK: BONDS AT THE ERD OF
OH MONTH SINCT JANUARY 1928

FEDERAL ‘Mnutﬂ“ﬁ’m' CREDIT BANY DEBENTURES

Hew ¥inn- |Kansas . San
} Total York Chica‘o ”pol is (3 t’ Dallasn Fra.ncj 8co
1928 (In thousands of dollers)
Janusry 500" - - 500 - - -
Fabruary 1,000~ - - 1,000 - - -
March . 990 - - 990 - - -
April 990 v - - 990 - - -
w 990 o/ - - q90 - - -
June kg0 ~ - - 450 - - -
July 490 © - - kg0 - - -
August 930 500 - 490 - - -
September 4,550 < 1,050 - 500 - 3,000 -
October ,700 200 - 500 - 31,000 -
Rovember ,200 / 200 - 500 - 3, 500 -
December 9,825 - - - 1,575 1,500 6,500 250
1929
January 9,025 - - 757 1,500 6,000 750 <
Pebruary 10,256 - . - 2,000¥ 1,50Y 6,000 7150 -«
¥arch 6,845 2,095 - 2,000 v 1.233 - - 1,250 “
April 6,95 Lu¥5-7 - 20007 1,507 1,290¢ 715
May 7.415-  1,9157 - 2,000 1,500 - 1,250 750 -
June 12,165/ 4.815 © - 3,85 7 1,500 — 1,250 — 750 —
July 10,150+  2,60C ~ - 3,600 ¢ 1,500 1,250 Y 1,200 “
"06"19‘ 150800 - 120050 ,‘/ - . 3. 750 - - - -
September 15,100« 11,350 “ 5007 3,250« - - -
October 14,500 10,750, 5007 3,250~ - - -
November g, v 4,850 5007 3,250 - - -
December 2,650/ 2,650 - - N _ _
1930
January 5,0C0 - 5,000~ - - - - -
February 4,300 4,300 v - - _ -
March - - - - - -
FEDERAL RAND BANE BONDS
‘ Wow Poila-T Cleve-
j Total | Sestdn! ¢ o | 0] Tana Chicago
Q
Oc tober 9.569’ 3,000 4,560 1,000 1,500 1,500
November 1,000 4,500 1,000 1,700 1,500
Lecamber 9 som 1,000 4,500 1,000 1,500 1, /500
1330 ;
Janusry 7.%00/  %,080 2,400 1,000 1,500 1,500
Pebruery 8715+ 1,000 6,750 1,000 - -
March 8,750 . 1,000 6,750 1,000 - -

igitized for FRASER
ttp://fraser.stlouisfed.org/

¥Federal Reserve Bank of St. Louis



" Reproduced from the Unclassified / Declassified Holdings of the National Archives

HOLDINGS OF
BILLS DISCOURTED BY FEDERAL RESRRYE BANKS FOR FEDERAL INTEEMEDIATE CEEDIT BANKS
AT ZND OF EACH HONTESSINCE JANUARY - 1928
| M___J_!z!&_i&&lﬂ_ % Als| Kansas City| Sen Francisco
' In thoussnde of dol ar's")—w ranelsco

' Janvary 123 - 123 - - 600
Tebruary 57 - 57 - - .
March 252 2ks, 7 - - -
April 512 565 7 - - -
Nay 107 100 7 - - -
June ;g: & 7 - " 405
July 7 - T45 150
August 2,826 - - 1,846 980 -
September 6,136 200 - 1,627 3,478 g31
Octoder 11,700 2u4 - 1,298 8,873 1,28
November 11,872 906 - 683 9,167 1,1
December 12,681 1,150 - 500 9,137 1,854
1989 | 70%aL_| Atlants] Winneapolis| Ksnsas Oity| Dallss | Sen Framcisco
Janvary 15,081 koo 375 8,997 5060 5,269
Pedbruary 12,222 = 200 205 7.309 i ‘ .208
March 13.3}7 2n636 - 7:225 - 3: 76
April 9,388 1,%0 - 4,675 - 3,413
May 3.2 500 - 602 - 2,319
June 5,791 - - 990 211 4,560
July 5,439 - - 839 491 4,109

i Angust 1,593 - - 1,152 uly -

| September L, 355 2,000 - 1,033 140 1,182

| Octoder 3. 2,405 - 155 - -

| November 2,332 - - 920 - 1,112

| December 1,094 200 - 333 - 561
2930
January 1,010 - - 365 - 6us
Fedruary 2 2%0 - - - -
March 1,043 - - 600 u43

‘DIV OF OF BANK OFERATIONS
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X _
FEDERA‘L RESERVE BOARD _
’ ’ X-6556 .
WASHINGTON ° 3 ?;‘ﬂ

ADDRESS OFFICIAL. CORRESPONDENCE TO .
‘THE FEDERAL RESERVE BOARD March 31 ’ 1930 .

SUBJECT: Revision of Open Market Procedure.

Dear Sir: 7\(1?"‘" X L?*

Under date of January 23, 1930, a_letterfwas addressed to each
Federal reserve bank advising of adoption by the Board of a revision of
the open market procedure made effective in April, 1923. This letter ex-
pressed the balief of the Board that the procedure adopted contained the
‘eggentials of a workable plan designed to give expression to the common
interests of the Federal reserve banks in matters of open market policy
and to provide a reasonable and practicable method for Jjoint action. It
requested that after each bank had had time to consider the plan its views
thereon be forwarded to the Board. i

On March 24th and 25th, a meeting was held for the consideration
of open market policy attended by representatives of the twelve Federal re-
serve banks. At the conclusion of the regular business, a thorough discus-
sion was had regarding oven market procedure in the light of letters which
had been received by the Board from the directors of eleven of the Federal
reserve banks. Following this discussion the representatives of the Fed-
eral reserve banks, with the Governor of the Federal Reserve Board, were
appointed a committee to prepare a further revision of the plan acceptable
to them. This revision was then thoroughly discussed by the Board and the
representatives of the Federal regerve banks, with the result that some
further changes were made. ,

The revised procedure in its final form, copy of which is at-
tached, was unanimously agreed to by the representatives of the Federal
reserve banks. It has since been cansidered by the Federal Reserve Board
and was adopted by the Board without change, to become effective when rat-
ified by the boards of directars of the twelve Federal reserve banks.
Please, therefore, submit the matter to the Board of Directors of your
bank at its next meeting and advise the Board whether your directors dc-
cept participation in the Open Market Policy Conference under the plan as
revised.

In the Board's letter of January 23, 1930, it was pointed out
that certain working arrangements which might be neceasary would best be
determined by the conference itself when organized. In this connection,
the repregentatives of the Fedsral reserve banks at the meeting an‘March
24th and 25th voted it to be the sense of those present at the meeting
that the representative of the Federal Reserve Bank of New York on the
Open Market Policy Conference should be elected chairman for one year;
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o X~6556

that the Executive Committee, provided for in the procedure, should con-
sist of the chairman and the representatives of the Federal Reserve Banks
of Boston, (leveland, Philadelphia and Chicago for one year; and that the
conference adopt a principle of reasonable rotation in the membership of
the Executive Committee after the first year.

By order of the Federal Reserve Board.

Very truly yours,

E. M. McClelland,
Assistant Secretary.

TO THE CHAIRMEN OF ALL FEDERAL RESERVE BANKS.

(Enclosure)
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(Draft of onen market vrocedure as revised at the meeting of the
Fedsral Reserve Board with representatives of the
Federal ressrve banks on March 25, 1920,
and adopted by the Federal Re-
serve 3oard.)

"(1) The Open Market Investment Committee, as at present constituted, is
hereby discontinued and a new committee, voluntary in character, to be
known as the Ovnen Market Policy Conference, is set up in its place.

(2) The Oven Market Policy Conference shall consist of a representative
from each Federal Reserve Bank, designated by the Board of Directors of
the bank.

(3)  The Conference shall meet with the Federal Reserve Board upon the
call of the Governor of the Federal Reserve Board or the Chalrman of the
Executive Committee, after consultation with the Governor of the Federal
Reserve Board.

(4) 'The function of the Open Market Policy Conference shall be to
consider, develop and recommend policies and plans with regard to oven
market operations.

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

(6) The conclusions and/or recommendations of the Open Market Policy
Conference, when aporoved by the Federal Reserve Board, shall be submitted
to each PFederal reserve bank for determination as to whether it will par-
ticipate in any purchases or sales recommended; any Federal reserve bank
dissenting from the »nronosed policy shall be expected to acguaint the
Federal Reserve Board and the Chairman of the Executive Committee with the
reasons for itg dissent.

(7) An Executive Committee of five shall be selected from and by the
members of the Conference for a term of one year, with full power to act
in the execution of the policies adonted by the QOven Market Policy
Conference and apvroved by the Federal Reserve Board, and to hold meetings
with the Board as frequently as mav be desirable,

(8) BEach Federal Reserve Bank particivating in the Open Market Policy
Conference shall be 'considered as waiving none of its rights under the
Federal Rescrve Act; each Federal Resesrve Bank ghall have the right at its
option to retire as a member of the Open Market Policy Conference, but each
bank while a member of the Conference shall respect its Conference obliga-
tions."
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. Form No. 131
FEDERAL RESERVE

Office Corresponuence = Date_ Feb, 15, 1930,
S Subject: 5 %3 .

sro 2—8495

Dear lMr. Smead:

In considering the recommendation that the earnings of all the
banks should be pooled, and that then a larger percentage should be
divided by way of dividends among the twelve banks, I wish you would
consider whether I am correct in the statement that oftentimes earnings
are made, for example, by the Federal Reserve Bank of New York which
equitably should be credited to other bankse For instance, if Dallas
wished to increase its discounts, and for that purpose sells Government
gecurities, taking money out of the market, it does not accomplish its
purpose directly, for the Government securities are sold in New York
and the pressure there may bring about increased discounts at New York
to the profit of the Federal Reserve Bank of New York, but does not
irmediately affect the earnings of the Dallas Bank,

If this is sound, can you think of any other instance where earnings
of one bank, in equity, should be credited to other Federal reserve banks?

‘ Jincerely yours,
// 0 G A RAend FR“"L /7 $o

4
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FEDERAL RESERVE BOARD 5

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL. RESERVE BOARD X"6484

Jamuary 23, 1930.

SUBJECT: Open Market Procedure.
Dear Sir:

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

It may be recalled that it was in April, 1923, that
the present procedure with regard to open market operations was
adopted. 1In the preceding year many of the reserve banks, in
order to maintain portfolios of earning assets, entered the mar-
ket on their own separate accounts to purchase United States
Government securities, without much regard to the effects of
their operations on the market for Govermment securities or on
credit conditions. It was found necessary, in conseguence, 1o
give to open market operations a status which recognized their
credit effects and economic consequences and also their effects
on the position of each Federal reserve bank.

A copy of the Board's resclution containing an outline
of the procedure adonted in 1923 is herewith enclosed. Under
this procedure the principle governing onen market opcrations
was defined and its application and practice left to a Committee
consisting of five reserve banks acting under the general super-
vision of the Federal Reserve Board.

The principle was stated as follows:

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

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

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

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

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

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

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

"(1) The Open Market Investment Cormittee, as at present
constituted, to be discontinued and & new committee, to be known
as the Ooen Market Policy Conference, to be set up in its place.

(2) BEach Federal reserve bank to be represented on the
Open Harket Policy Conference.

http://fraser.stlouisfed.org/
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(3) The Conference to meet with the Federal Reserve Board
at such times as may be arranged by or with the Board.

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

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

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

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

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

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

By order of the Federal Reserve Board.

Very truly yours,

E. M. McClelland,
Assistant Secretary.

20 CHAIRMEN Of LLL e Re BaARNKS.
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RESOLUTIONS APPROVED RY FEDERAL RESERVE BOARD AT
MEZTING ON MARCH 22, 1923, '

"Whereas the Federal Reserve Board, under the powers given it
in Sections 13 and 14 of the Federal Reserve Act, has authority to
limit and otherwise dectermine the securities and investments purchased
vy Federal reserve banks;

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

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

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

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

THEREFORE, Be It Resolved, That the Federal Reserve Board, in the
exercise of its powers under the Federal Reserve Act, lay down and adopt
the following principles with respect to open market investment operations
of the Federal reserve bvanks, to-wit;

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

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

Be It Further Resolved, That on and after April 1, 1923, the
present Committee of Governors on Centralized Execution of Purchases
and Sales of Government Securities be discontinued, and be superseded
by & new committee known as the QOpen Market Investment Committee for
the Federal Reserve System, said Committee to consist of five repre-
sentatives fomom the reserve banks and to be under the general super-
vision of the Federal Reserve Board; and that it be the duty of this
Committee to devise and recommend plans for the purchase, sale and
distribution of the open market purchases of the Federal reserve
banks in accordance with the above principles and such regulations
as may from time to time be laid down by the Federal Reserve Board."
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Iffice Correspon. ence B Luce_damacy 13, 198
To All Members of the Board. Subject: ] ., _
From ___. Mr. McClelland. o B2 T

) oro 2—8405
\-& At the meeting this momning ther¢/was ordered circulated the
ttached memorandum dated Jamuary 1l/from the Director of the Diwe"
ision of Reséarch agd STatIFtIeH, regarding an inquiry made by Dr.
Miller at the meet on January 3, as to_the effect of yﬁolicx of.

open market operatilgns having for j.ta ob,jective the
counts of meémber b down to $500,000,000,

Governor fou.ng
. Pole

Mr. Platty” . Cunningham

Mr. Millereso —""

Please circulate promptly return to the Secretary's Office.
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. FEDERAL RESERVE RABCEN
Jffice Correspondence == Date. Jamuary 11, 1930
To__ Federal Reserve Board Subject:

From r. Goldenweis L

28495
A

In response to Dr. Miller's request that I give the Board a statement
as to the effect of a policy of open market operations having for its
objective the keeping of discounts of member banks down to $500,000,000, I
submit the following.

Discounts for member baniks on January 8 were $568,000,000 and they are
likely to be below $500,000,000 before the end of this month. The question
raised, therefore, is whether they should be kept at or near that level
through the burchase of securities to offset gold exports, if any, or through
the sale of securities in case there is a further downward movement in dis-
counts caused by a return flow of currency, by a decline in member bank bal-
ances, or from some other cause.

I am not sure that 1 clearly understand the guestion. It would seem
that the system's objective is not the maintenance of a given level of dis-
counts, but the maintenance of conditions in the money market that appear
desirable in view of the prevailing credit and business situation. In the
long run a policy of not allowing discounts to rise above $500,000,000 would
mean that increases in the demand for reserve bank credit arising from pos-
sible gold exports, from an increase in the demand for currency, or from an
increase in member bank reserve requirements would all three be';bt entirely
through the purchase of securities or acceptances by the Federal reserve
banks. If the demand for reserve bank credit were to come from the increase
in reserve requirements of member banks, it is likely to indicate a rapid

growth of bank credit and may mean that the Federal reserve system would wish
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/ Yederal Reserve Board - #2 January 11, 1930

to have th member banks sufficlently in debt to restrain the growth. 1In
th;t case maintaining discounts at a given level would not be consistent-
with the system's objective.

In the immediate future, however, the principal source of demand for
additional reserve bank credit is likely to be caused by gold exports, and
perbaps the Board's inquiry is primarily intended to throw light on the
question of the effect of rophcipg such exports by the purchase of securi-
ties. Broadly speaking, the effect would be to counteract the tightening
' offect of the exports and, therefore, encourage their continuance and to
~——

; accelerate the using up of the free £0ld available in this country. Whether
[

(- it would mean also to encourage undue expansion of credit would depend on

other elements in the situation. The effect of such a policy abroad would

be to encourage further takings of gold from the United States and to emable

3

A

E‘ forelign central banks to adopt easier money policies.
f .

3

E
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Form No. 131 f z 2. l

O ff 3 FEDERAL RESERVE

ice Corresp on lence = Late Jamuary 7, 1930
T Hre Smead . — Subject: B ‘5”;’3; '
~ From . _Mr. Scpdder o _

.Mr. Inge of the Federal Reserve Bank of New York recently
lphoned us- §ak1ng whether or not we could furnish him by telephone on
Thursdays at 2130 P. M, ,'”as soon as available, thereafter, the weekly
statement }’Iguras for dlscounts, acceptances and U. S. securities for
each Federal Reserve Bank and total bills and sscurities for the System.
He stated the figures are desired by the open market inyestmert cqumitiee

‘ ~'in connection with their work and at present time are not received until
s Friday morning.

: wj:ji'f' } :
‘ (jf-,w The above request is submitted for your approval,.
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' [} FEDERAL RESERVE P R
Office Corresponuence = Date Jamary 5, 1930
To_ Mr. Goldenweiser, — Subject:__ . R,E CDI

lr. MeClelland. UG 3 9 1‘% ‘L‘jj

From ~ ) . o o ,
R i . .

At the meeting of the Board this morning, it was suggested by lr.
Hamlin that you furnish to the Board in the form of & memorandum, the figures
presented by you at the meeting regarding bank credit.
. It was also requested by Dr. Miller that you give the Board a
atatement as to the effect of a policy of open market operations having for its
objective the keeping of discounts of member banks down to $500,000,000

M VS 'l“b“ M"“M“M,QFW’I’ ﬁ
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. FEDFRAL RESERVE ' S
Office Correspondence =+ Duic g 1, 1925,
To __TFederal Reserve Board ) Subject:_ Broadening of Bill Market. ..

From_ Mr. MeClelland. .. . . __ e g/ﬁ“w7 e
(A o

The Secretary'!s minutes of the recent Conference of Governors contain
the following report with respect to the Conference's consideration of the
subject of the broadening of the bill market:

WA general discussion participated in by all of the Governors
present brought out the fact that although more or less successful
attempts had been made in several of the districts to bring about
a broader distribution of bills, in most of the districts the
attempts have been discouraging. A broad survey of the experience
of the last ten or twelve years shows that there has never been a
true bill market in this country but that it has been sustained
largely by the Federal Reserve Banks and by the foreign central
banks investing through the Federal Reserve System, and that it is
probeble much of the buying of bills through other sources is also
for the account of foreign banks,

There was a general discussion as to the desirability of re-
discounting bills offered by member banks and the right of a Federal
Reserve Bank to refuse such rediscounts. It appeared that some of
the reserve banks, including New York and Boston, had recently
rediscounted a small amount of bpills for their member banks, the
offerings being made, undoubtedly, as a result of the discount
rates being lower than the bill rate.

® %k ok %k % & %k % k %k % X

While it was the consensus of opinion of the Governors present
that the development of an American bill market is desirable, as
brought out in the discussions under preceding topics, it appeared
to be the sense of tie conference that there is little else that the
Federal Reserve Banks can do under existing conditions to facilitate
a broader distribution of bills.

Governor Talley read a memorandum prepared by him and submitted
to the Board of Directors of the Federal Reserve Bank of Dallas on
QOctober 7, 1927. Inasmich as this memorandum sets forth in & concise
way a sound policy with respect to developing a broader bill market,
it was ordered made a part of the mimuites of this conference."

The memorendum of Governor Talley, referred to above, has previously been
 brought to the attention of the Board, but is attached hereto as a matter of
!; information,

AT BOARD MEETING.

MAY 23 1929
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BRCADENTIK: TER BILL MARKET

In order o broaden %he till market in thie ecuniry,. i seens
quite essential that ezci: Feder:l reserve vank should give csrefal consid- *
exation to the question of developing & market ir its own distriet, “ui
a sustained effort in that direction will he necesss:; in order %o ageon
plish the desired result. Many member banks now earry & portfolls of
liquid short-time investments as a secondary reserve during all or part -
of each year, and.very likely meny others would do so if the numerous
advantages were pointed out z2nd explained. The result would be that the
position of each bank which adopted that policy would be greatly strengthen-
ed. and consequently the general bamking situation in each district would
probaily reflect a sudstantisl and steedy improvement.
Very little edusational work should be necessary in connection
witi banks which make & practice of carrying z secondery reserve of Govern-
ment securities, commerseial peper amd high grade mumieipal, industrial ox
utility bonds, for they should be easily induced to include vankers =ceeri-
;mcea in their investments, if the advantages of & diversified secondasy
reserve were explained. It is likely that a large number of benks which
have not made & practice of maintaining e secondary reserve can bs sold on
the idea of purchasing bankers acceptances and other short-time obligations
when in funds, if the matter is properly presented to them. On aceount of
oxisting high rates, the time is more propitious to interest benks in the
purchase of acoeptances them it has been for several years.
Interior banks in soms distriets are not disposed to carry as

© .oge balances as formerly with eity correspondents Imit are aﬁcﬁnv ar
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iucreasing ineiimaticn to meke sutside lnvestments witi fimds woich

were rrevicusl: aceumulated in Treserve eity venks, the rTeascns bveing,

of course, tiat the tendeney of member vsnks is to confire their vorrow-
ings to Federsl reserve vanks more nnd more each year, and thai earnings
on suc: invesimente remge frc;m 34% to 54% as eompared %o interest on bank
balances ranging from 2% to 2§%. The return on bills hes scmpared favor-
ably for several ~ears with ihe 7ield on short-time Government securities
and althouzh rates on commeveiazl paper sre ususlly higher tisn rates ou
acosptances, many banks feel thel they car invest more leavily in bills
or: account of théir greater liquidity. than in commereisl paper, and
nave found tiat the return on the larger investment in bills parchased
at o lower rete will approximetely equal the return on the smmller invesi-
ment in commercisl paper at & higher rate, A great meny bsrks ramke -
practice of tuying only endorsed bills, so in e¢:se funds are needed de~
fore meturity they can be s0ld in the markei or fc a Federal reserve
bank without assuming any liadbility or thke bvills, wherets in order to
realize upon commereial paper @ bank hes to endorse and rediseaunt i,
or borrow cgainst its own promissory zote, usini the prper es cdllateral.
It ia less troudbls for member danks to sell prime bills than to prepare
and sutmit rediscomt offerings of receivables. In addition, banks feel
that they can safely depend upon receliving eredit on the date funds are
needed for the full amount of acceptances offered, whereas om account of'
rejeetions, etec., they are not always sure of promptly receiving the -
desired amount of credit on paper offered for rsdiscc;tmto Furthermore,

member banks know that usually they cen obtain funds at lower rates through

¢
kederal Reserve Bank of St. Louis ) . S /
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the sale of bills then by rediseounting paper,

Experience proves thet as benks which formerly were heavy seasoz-
al borrowers reaiize the imporiance of carryring a secondary reserve znd.
begin to ascoumlate bills, that they graduslly diseppear from the borrowing
41 class, or borrow qnlsf for seasonal purposes in reasonsble amounts. . The
amount of eredit extended to member bamks by this bemk through the purehase
of acceptances, as compared to the amount of receivables redie‘cou;xtoﬂa‘ is
inoreasing each year., Banks thet have tested the wisdom of buying and
earrying bille have been disposed to freely discuss the plen with other
bankers, and in that way the number of bill purchasers has graduvally
inereesed. Meny banks have also recommended to customers seeking short-
time investments, the purchase of acoeptances. (?

Soms of the large oity banks have mmde arrangements to carry a

portfolio of prime bills for the purpose of selling them to interior.

respondents seeking investments, meking the eustommry handling ébarge for

the service. In that way the larger banks are able to partially offset

the decrease in their earnings by reascn of the deeline in the level of

bank balances earried with them, and at the same time render their corres-

pondents a satisfactory service, thereby continuing the desired eontact

and relationship with such bamks. A few of the larger banks which formerly

made 4 prastice of cerrying their own acoeptances when in funds, have

adopted a poliey of selling them as soon as created and of purchasing other

prime bills, which ean be used in filling orders of interior correspondents.
In broadening the market the support and aid of responsible and

well established bill dealers should be obtained, but if there are no
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dealers in a distriet. it might be possible tc interest some Tesponslile
and well kuow: investment houses in adding the distribuiict of uille i
their other activitiea. To get the work started, each Federal ressrve
bank mizhit offer tc buy prime bills Tor the account of member banks whers
trere are no eatablished dealers. Dealers are indispensable in the
development and meintenance of & bill mﬁrket and therefore reserve hurniw
stould not aittempt to tske their place entirely or permanently . Reserww
banke,. however, should support the market in every proper way by extend-
ing & reascnaile ampunt of assistance to dealers in carrying a portfoliig,
and by readily bduying b»ills (preferably short maturities) from ﬁamber
banks which £ind that funds are required for sessonal purposes before
their bills mature, In csses where reserve banks are e¢arrying btills for
dealers under szles contract pending their distribution to the market.
those dealers should be given an opportunity to £ill orders which the
Treservs banks themselves receive from member bapks. Dealers desiring to
do so mAay make arrangements witn drawers of bills to purchase them before
or after acceptance, also with szecepting banks to purehase their bills as
soon as accepted, and in that wuy keep a fairly satisfactory supply on
hand with which tc fill orders  Reserve bhanks mght r;nd it necessary to
take an aetive part in the distribution of bills for two or three veara
by meking purchases for member bunks, but as the demand for bills increases
and as deslers hecome hetter known and established, it is guite natursl
to assume that the business will naturelly gravitate more and more to
dealers, thus permitting reserve benks to oecupy their natural and proper

place. Thers might be some objeetion to the 1des of reserve bunks

federal Reserve Bank of St. Louis {
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actively engeging in the distributicu of hills in the manner outlined.
but that practice seems to be more desirable for a short time than to

be called upon indefinitely to earry sueh a large portion of the total
bills outstanding.

In order to lessen the demxnd upon Meral reserve banke to
purchase and cafry such a substantiasl amount of the acceptsances whiech ars
outstanding, soms consideration might be given to the metter of establish
ing a poliey whieh will make it as or more attractive for dealers and invest-
ing member banks to sell their billa in the open merket than to reserve
banks., It might be practical, instead of fixing minimes or effective
buying rates, to make purchases at rates slightly in excess of those st
which bills are sold in the market on the date they are offered to & reserve
bank, adjusting rates from day to day to meet existing conditions-

The advantages of earrying a secondary reserve (including bankers
acceptenses) can be expleined by offiecials and field repreéentativea of
reserve banks who call upon member benks, or during discussions with member
benkers calling upon them, also in magazine articles, talks before bankers
meetings and through eorrespondence, and the facilities of reserve bhanks
in meking purchuzses of bills can be offered.

Mony states now limit the classes of securities in which savings
deposits and insurance reserves may be invested and which are aceceptabdle
as collateral to secure deposits of public funds, In districts where
asosptanees are purchased freely it has been possible to secure legisla-
tion to permit savings banks end insurance compenies to invest in benkers

accoptances and to permit state and county officiala to sccept prime bills

ttp://fraser.stlouisfed.org/
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as security for deposits of publie funds. This has tad the effect of
inereasing the demad for prime bills.

Experience has thoroughly demonstrated that a natiomel bill
market will not develop of its own accoxd and since the creation and wide
distribution of prime bills is very important to aceepting mp dealers,
member banks and other investors, &s well as reserve banks, it will be
necessary for all those groups to sooperate fully in order that a propor
and satisfaetory markst in vthis country may be developed and mmintained,
Acoepting bexks should be interested so their bills, &s soon as creato@,

mey be readily merketed at satisfactory rates outside of reserve bunks,

and an obligation undoubtedly rests upon thet group to support & move-
ment to develop & broad and steady market. Dealers should be intorestod
in order to increase their turnover of bills with a curcsponding inmcrease
in earnings, and &lsc in order that they will not have to depend so largely
upon reserve banks for assistance in adjusting their portfolios. Member
banks and other investors should be interested in seeing that there is &
satisfaetory supply of bills available at all times in which to invest
temporerily idle funds, and reserve banks should be interested in being
relieved of the neeessity of supporting the bill merket as extersively as
in the past, and for the further reason that &s member banks becoms sub-
stantial purchasers of liquid short-time invesiments such as prime bills,

ths generel banking situation throughout the ecuntry will sisedily improve. ,
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Form No. 131,

FEDERAL RESERVE

Office Correspondence =

To Governor Young o , VA

From__ Mr, Van Fossen

li [

i

In accordance with youf rgauest to Mr, Smead, we have
prepared the attached tables in regard to purchases and sales of United

States securities by the Federal Reserve Bank of Chicago from July to
December 31, 1927, as follows:

1, A statement showing the amount of United States
securities purchased each month under repurchase
sgreement and bought outright, excluding securities
held in the System's Special Investment Account.

2. A statement showing dates on which securities purchased
outright were acquired and from whom purchased,

3. A statement showing dates on which securities other
than those bought under repurchase agreement were
sold, together with the name of the purchaser,

All the securities purchased under repurchase agreement
were acquired from the following dealers:

C. F. Childs & Company, Chicago
Pirst National Corporation, Chicago
Salomon Brothers & Hutzler, Chicago
First National Company, Detroit,
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UNITED STATES SECURITIES PURCHASED BY THE FEDERAL RESERVE BANK OF CHICAGO FROM JULY 1 TO

DECEMBER 31, 1927.

(Exclusive of securities held in the System's Special Investment Account)

i July August September Qctober November December
Securities Bought Under Repurchase Agreement
Certificates of Indebtedness $2, 695,000 $9L5, 000 $910,000 $3,405,000 $5,048,500 $7,295,000
Preasury Notes 2,669,500 2,255,000 15,734,750 11,730,000 2,590,000 8,620,000
Tiberty bonds 9,543,050 15,090,000 10,655,000 5,180,000 1,495,000 2,930,000
Total 14,907,550 18,290,000 27,299,750 20,315,000 9,133,500 18,845,000
. Securities Bought Outright

Liberty Bonds 1,000,000 3,000,000 - - 950,000 -

Treasury Notes - - 2,508,300 - 2,750,000 -
Temporary Certificates - - 45,000,000 * - 211,500,000 19,500,000

Other Ceftificates - - - - 502, 300 -
Tt al 1,000,000 47,508, 300 - 215,702,300 19,500,000

3,000,000

*Qne day certificates purchases from the Treasury Depertment.
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July
Aug,

Nov,
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Sept,

l Reproduced from the Unclassified / Declassified Holdings of the National Archives

15
1

15

1o
28
28

12
14

15

1

17
18
19
21
22

23

26
28
13
16

SECURITIES BOUGHT OUTRIGHT BY THE FEDERAL RESERVE BANK OF CHICAGO

FROM JULY 1 TO DECEMBER 31, 1927

Purchased from

Pirst Nationsl Corporation, Chicago
do
do
C. F. Childs & Company, Chicago
do
Allotted - new issue
U, S. Treasury
do
C. F. Childs & Company
Pirst National Corporation, Chicago
do
C. P, Childs and Company
Wm, H, Colvin
System Special Invest., Account,
Pirst National Corp, Chicago
Allotted - new issue
U. S. Treasury
do
do
do
do
do
do
do
do
do
do
do
do

ederal Reserve Bank of St. Louis

Class

24 L,L.Bonds
do
do
do
do
Treas. rotes
Temp, C. of 1.
do
Treas, notes
do
do
do
3d L. L, Bonds
Treas, notes
Certif, of Ind,
do
Temp, C.
do
do
do
do
do
do
do
do
do
do
do
do

of I,.

Amount

$1,, 000,000
500,000
500, 000

1,000,000
1,000,000
g, 300
31,000,000
14,000,000
1,500, 000
1,000,000
1,250,000
500, 000
950, 000
1,000,000
500,000
2,300

10,000,000

16, 500, 000

29,500,000

20, 500, 000

30,000,000

15,000,000

20,000,000

24,000,000

12,000,000

15,000,000

19,000,000

17,000,000

2,500,000



Date

July 20
Avg, 9
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DECEMBER 31, 1927,

SECURITIES SOLD BY THE FEDERAL RESERVE BANK OF CHICAGO FROM JULY 1 TO

(Exclusive of securities held under repurchase agreement)

Sold to

U, S. Treasury
not stated
not stated
not stated
Mrs, J, S. Nichols, Chicago
System Special Investment account
Green Lake State Bank, Wisc,
Queen James, Lagrange, Ill.
Northwestern Mut, Life Ins. Co., Milwaukee
Fayette Bank & Tr., Co., Connersville, Ind.
Bank of Cambridge, Wisc,
Calumet National Bank, Chicago
C. F, Childs & Company, Chicago
Sioux National Banlk, Sioux City
System Special Inv, Account
First National Corpn., Chicago
Illinois Merchants Tr, Co,, Chicago
System Special Invest. Account

ederal Reserve Bank of St. Louis

Class Amount
24 L.L,Bonds $1,000,000
do 1,000,000

do 1,000,000

do 1,000,000
Treas.notes 2,000
do 2,500,000

46 2,000

do 500

do 1,750,000

do 500

do 600

do 1,000

do 700

do 1,000

3d L.L.Bonds 950,000
Treasury notes 1,000,000
C. of Ind, 2,300
do 500,000

NOTE: Temporary certificates of indebtedness issued by the U, S. Treasury amounting
to $45,000,000 in September, $211,500,000 in November, and $19,500,000
in December, were redeemed on the first business day following their
igsuance,
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J\}{‘ ——— FEDERAL INTERMEDIATE CRZDIT BANX DEBENTURES PURCHASED BY FEDERAL RESERVE BANKS SINCE JULY 1, 1928,
MR T _ . ) R
0Ny ‘Frd 1 % ' %Debentures of !
edera M Federal Inter-
Reserve ] Amount z uang:ty |mediate Credit' From whom purchased -
Bank § “l |bank of - .
New York
August 15 $300,000 10-15-28  Spokane Treasury Dept., a/c F.I.C0r.Bank Debentures
August 15 200,000 10-15-28 Berkeley Treasury Dept., a/c F.I.Cr.Bank Debentures
September 15 550,000 1-15-29 New Orleans Federal Land Banxs, C. E. Lobell, Fiscal Agent
Minneapolis
September 15 500, 000 2-15-29 St. Paul Federal Intermediate Credit Bank, St. Paul
Houston Branch
September 7 1,000,000 12-15-28 Houston Federal Intermediate Credit Bank, Houston
15 2,000,000 12-15-28 YHouston Federal Intermediate Credit Pank, Houston
Total 4,552,000
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darch 9, 1927

Jdr, Goldenweiser The present sonditien of

iss Brown and lLr, Riefler the 1

IN FILES SECTION
APR17 1953 |
“ 2 Fad

ovor thirty per cent of total reserve bank eredit ocutstanding. This pro-

In both January and Pebruary of this year bills bough

portion has deen sxveedsd only twice in the last niase years. The bill
holdings ef the reserve banks during the present year, therefore, have been
relatively largo. This eansot be ascribed to a larger volume of acceptances
outstanding, for these appear to bde smaller than in other recent years.
Keither can it be asoribed to pressure on the sentral money markets. The
indebtedness of banks in liew York City to the reserve banks during the first
two months of this year appears from the weekly figures to have been the
saallest since before the war. The real reason for the large volume of bills
that are coain: to the reserve banks then must be the levels of buyin~y rates
vhich have prevailed this year. These have been sufficiently low to impair
I the attractiveness of bills to prospective 1nycatera in the bill market in
spite of the general ease of credit conditions.

The.effect of low duying rates in rélation to market rates is apparent
% from an analysis of the bdills bought outright in Hew York during January mmd
Pedruary. The following table shows the volume of bilis of varicus maturi-
ties purchased during the first cight weeks of 1926 and of 1927 with the aver-

age difference over the period bdetween the reserve bank's buyinz rate and the

ﬁ offering rate in the open market for these different classes of bills:
; 1925 1927
: Bills bought Hate difference 3ills bought Rate differ.
; 30 days 69,634 None 92,698 -l A
; 51~ 60 days 46,603 S1-45 days ~ .12 70,095 31-45 -.15 ;
46-60 days k2 46-60 &, 1047,
61~ 90 days 52,158 - .07 16,544 +,07 " 93
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It seems clear that longer bills have been easily kept in the market by
the simple device of maintaining a buying rate above the market rate and that
unusually large volumes of the 30-day maturities have been dumpsd into the
reserve banks on account of the low rate oblained there - 3 1/2 par cent as
compared with 3 5/8 per cent in tho market during a largo part of the period
in gquestion,

The effect of this has been that the bill market has not participated to
any extent in the easing tendency which has been shown by ot her rates in the
open market., In epite of the general ease of oredit econdiitions which has been
refiected in lower rates for call leans, time loans, and commarcial paper, rates
on 90-day bills have jockeyed between 3 5/8 and 3 5/¢ per aent during the first
two nonths of the year.

4 reserve bdank rate strusture which produces these results oan hardly be
Justified on the grounds that it is the duty of the reserve banks to support
the bill market. The actual effect 1s quite the opposite, Support for the
bill market in times when the velumeof bills is large and demand for remerve
bank credit heavy can be justified on these grounds, st the present time, how-
ever, these conditions are not present. The real effect of the "support™
whioh is being given te the bill market is to make rates there sc low that
investors yill not buy the few bills that are offered sven though funds are
plentiful., This is certainly not a policy that 1s ealculated to build up a
ready outside market where billa are fraeely traded and where investors are
acoustomsd to bills as sources of employment for short tine funds, Instead,

it 19 redusing the number of outside investors. he volume of bills at
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present in the hands of .merican investors must be the smallest in years.

Fith a smaller _vclm of dilles outstanding, more dills are being held dy the
reserve banks on their own account than last year, and more are being heid for
foreign corresponients, as 1» shown in the following tabla;

Reserve 3lank [loldings of Bills

{¥illions)
1 Jor own acoount ; For forelgn corrospondents : Total
3 1926 : 1927 1526 3 1987 !
January 5 45 389 ke 61 424 450
1z 327 338 81 86 408 424
19 306 33y 84 %0 350 427
26 295 302 84 95 379 397
Fodruary 2 302 S29 84 78 336 407
9 301 303 85 92 386 595
16 302 315 83 92 385 407
23 S04 280 82 92 386 572
March 2 287 289 82 25 363 384
Aver, =~ S08 320 4 14 5350 407
Total Accepiances Cutstanding
1926 1927
Decenber 31 73,736 755, 560
January 31 788,254 773,000

The effect of this on the general eredit situation and the reserve banks is
oquall; bad., The whole wxplanation of recent ease in money conditions does not
1ie in gold novements, It is also to be found in the gresent level of duyung
rates for bills. JCertaia of ocur baukes are nowv accustomed to gmanting accert ance
eredits and to burying bllls for the sexe 0f the commission which they receive
for their name. or their endorsement. 1f they are to realise fully on these

comalssions they must oell the dills before maturity. in incentive exists to
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sell bills bdefore maturity, therefors, even ia the absence of a need for
funds. vhen reserve M&.!m,ying rates are as low for the short matarities
as they are at present, this means that dills oomme to the rumo.mu, and
rescrve bank funds enter the marcet whem there is no immediate and pressing
need for them. After churning areund in the process ¢of investment and rein-
vegtaent they finally are used to repay dtsecounts, but in the meantine bave
had an easing effect upon the market. The present low volume of discounts at
the reserve banks thus is partly due to the maladjustment that exists in the
bill market.
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Form No. 131,
FEDERAL RESERVE

Office. Correspondence ™% Date. Jenuary &, 1927
To ____Yr. gmead Subject:__ AT 2

From__ _ ¥r.

13195

Method of determining yield or "rate basis" on Federal Intermacdiste
Credit Bank debentures purchased by Philadelphia, developed by refer-

ence to investment schedules and after 'phons conversation with iir.
Devis, Assistant Cashier at Philadelphia, It shculd be noted in
this connection that zll these debentures were teken by rhiiadelphia
on 2 basis to yield a certain rate, as for exauple, to yield 3-1/
3.30, 3.80, 4-1/8, etc., and the premium on this rate basis then

determined. P
\ nterest at coupon rate
Y Interest at coupo to date of purchase, on
N rate for life of minus basis of 30 days to minus
debentures each month
Rate or -
yleld ar plus Interest at coupon rat Life of debentures in
premium plus to date of purchase, on '%iy:’ issumtﬁg 32 SE?S
basis of 30 days to each 8ch month, mNUe num
ber of days from date of
month issue to date vurchssed
by F.R. benk
/ 360
"}.4
Algebraically, = rate charged by F.R, benk or yield

x

r coupon rate

P par value

d number of days from date of issue to date purchased by P.R,bank,
assuming 30 days in each month.

m life of debentures in days, agsuming 30 days in each month

D premium paid by F. R. Bank

Then X = Pr (g = )

360
(P+p+ Prd)( m-d)
Division of Bank Operationd?
L 3

File No..../=.8=2.2
7
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January 1927.

SUBJECT: Purehaes of Federal Intermsdists
Qredit Bank Dedsntures.

Dear Sir:

Investment schedules received by the Board show
that $2%,835,000 of Pedersl Intermsdiate Credit Bank de-
bentures have bsen purchased by the Fedsral ressrves banks
to the end of 1926, including $5,700,000 %aken under re-
purchase agreoment. Tha sesurities wers purchased by five
different Federal rocerve baunke, ths greater part, both as
to mbcr of tmmtima and ummt. by one Toderal reserve

c?m el i Z)( tar:ﬁ crete £¢-?‘«/
in knowing what has been

the policy of your damk im regard to purchases of Federal
Intermediato Credit Bank dedentures, witl special refsrence
to the factors which determine rates guoted en euch de-
bentures, sad from what source ianquiries have been received
as to the terms under which debentures woull be dought by
the reserve dank,

Vexry truly yours,

m 2 HAA & ——
{
S

This mater was handled by Xr. Cunningham direct..

't Disigion of ’~1~z‘\:*{ Gper&tiJ

‘ R e A

g
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Reprodusen fomnthe Unelassiled | Declazsifed 4odings of the kalonal &raives
10 DEODMAER 31. 1926
(A1l bearing imtérest at %1/2 per cent)
S ! '] 1 Parehased to P2, Bank dipe
fate g Aaturity Furehased 1 Amount i yield F.R, 1 ocoust rate s
parshased date 3 from : L Bank ¢
1924~ ¥ob,2% w. 1% 3alom Bros A Hutsler %100,000 4,00 8,90
Sept.15 ¥ar, 1% Fara Losn Board o5 200,000 *1.2%
500, 000 b, 30 4,50
750,000 %30 4,50
500,000 3.0 350
1,%%0,000 3.20 3.5%0
£00,,000 3,50 3.50
%.GOO 3.2% 3.%0
+000 3. 50 3.%
Apr. 16 Oct. 15 Pouns, Petlonsl Baak 290,000 3.50 3,50
Kay 19 Ang. 15 ’lw losna Board 1,500,000 3.25 31.%
¥ay 18 ¥or, 15 Prana, Ratignal Bsok 100,000 3.%0 3%
Aug.1% Jot. 15 Param Loen Roard 2,000,00C a.w 350
Oat. 1{’ A?ru 15 " 3.0%’.@ ;00 a.m
| 1526-¥ar, 19 Hay 1 D4ecount Corporstion 200,000 3.75
! Mor, 2% May 1 " 2%0,000 3.75 4
1 ¥ar, 26  June 16 . 12%,000 LT N
; War, 30 May 1M Girard Natiomal Bamk 1,000,000 3.75 4
‘ kpr. 15 Oet, 15 Yarz loan Bosrd 2,000,000 z.m y
Oet. lﬁ AQ!’. 15 " 2;000.000 6125 k
560,000 (1) 3.@ y
700,000 (1) 3, k
. 1926=Apr.15 Out. 15 Farm loan Board 500 , 00 3,890 Y
Aug, 20 Fob, 1% » 500,000 3.8% L
1924-0¢t, 15 Apr, 15 abral Tatioasl Ak,
Topaka 2%0,000 3.2% N
Tea, 2 May 15 Fure, Loan Toard aw;m }cw |\
1925«3apt. 16 Bar.1% Farm Losn Boerd 100,000 ’a.as y
Nov, 9 ¥ar, 1% Federal land B, ¥iohita *500,000 00 i
Total
{1} Hot reperted bdut refersnse te monthly earnings reports indiicstes thet \he
dedeontures wers taken on the basis showm,
* Under repurdhase agreesent,
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FEURRAL IVTYREVIIATE CRE BANY DYREHTURES PURCHASED BY . _JY¥RAL RRSERYY BANKE
TO URCEMBIR 31, 1926
(211 bearimg intersst at 8.1/2 per eent)

Y ~ 3 1 Parebased 3 F.E, Bagk dige
et ;  alurity furehssad $ hmount ) yheld ¥,R, 1 cewnt rale 2
PUROHL " BY NE 9350 | (?‘l‘ ‘“t!
1928 Veb.2§ iar. 1 Soleson Bros & Hutsler %100,000 4,00 §,%
Seps,15  Mar, 1% Yarm Loan Board *5 , 200,000 *3.2% 3
500,000 4,30 8,50
» 750,000 R0 4,50
" 500, 000 3. 50 3.50
Oot, n ¥ar, 15 » 1.m’m 3.@ Som
1925-Jen. 2 ¥ay 1 * 500,000 3.5 3.5
Yeb,16 Apr, } . Egg.ooc 3.2% 3.50
’Chp 16 Jw 16 . .W) 3«50 an
Apr. 16 Oet. 1% Penma. Watiensl Bamk 250,000 1.50 3.5%0
May 15 Aug, 1% Fere Loan Board 1,500,000 3.2% 3.%0
Bay 15 Bor, 15 Panua, Nstionsl Bank 100,000 3% 3.%0
Aug, 1% Oat. 1% Yarm Loan Board 2,000,00C a.ﬁﬂ 3.50
Dot. 15 AWQ 15 . 3;0%;% 00 3050
1926-Yar, 19 sy 1 2dsoount Corporstion 200,000 LTS
Mer, 25  May 1 * 250,000 375 4
¥ar, 25  June 16 " 125,000 1,75 b
War, 30  May 1§ Oirard National Bamk 1,000,000 3.75 %
Apr, 15  Oet, 1% Yars Loas Board 2,000,000 a,s@ b
Oes. 15 Apr. 15 " 2,000,000 125 L
PURCHAGED BY ATLANTA
1526-¥arch ¥ot raported 860,000 (1) E.Eg y
Hay y 700,000 {1} 3. %
r ]
1926=4pr.15 Oat. 1% ?arn Laan Poard 500, 00C 1,30 h
Aug, 20 Fab, 15 " 500,000 1.8% L
PURCBASEL BY XAGEAR CI1TY
1924-0et, 1% Apr. 1% Contral Yationsl 7k,
Topaka 250,002 3.2% %
Tes, ¥ay 15 Purm, Loxn Toard 250,000 3.50 4
1925~scpt.16 ar.15 Parm Locn Bosrd 100,00C ‘g.ss 4
‘ Xov, 9 Har.l% Fadersl Land Bik,¥%ichita *500,000 b 00 4
% Total 2, 875,000

(1) Hot reported Wt referemts to monthly sarnings reperts indisates ihat the
dedentures wers taken on the basis shown,
* Under repurshase agresment,
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FEUERAL INTEREYDIATE R .Y BAXY DYBENTURES PURCHASED BY . ZUERAL RESERVYE BANYS
TO DECEMBER 31, 1926
(211 bearing interest at 5-1/2 per cent)

, L ot H t Purchassdtoy P.E, Beuk dlge
Lale ¢ saturity Furchased i Amount 1 ypeld F,R, 1 oount rate ea
PURCHASED BT NI - (Por ttntk
1928~ Feb.285  Mar. 1% Swlomom Bros & Rutsler $100,000 4,00 8, 80
Sept.15 MNar. 1% Farm Loan Board *5, 200,000 *3,2% 3
500,000 ¥,30 4,50
. 150,000 k.3 4,50
) » mvm 3'% }‘50
Oet. 31 Mar, 15 " 1,990,000 1,2 3.50
192%-Jan, 2 ¥ay 1 s 500,000 3.%0 3.50
FOb-lé Apr. 1 . x‘m 3.25 3!%
Peb, 16 July 16 . +000 3.50 3.%0
Apr. 16  Oot. 15 Penss, Fationsl Bank 250,000 3.50 3.50
May 1% ivg, 1% Form lLoan Board 1,500,000 3.25 1.5
¥ay 1% ¥or. 1% Pzuna, National Rank 100,000 3.5%0 3.5
Avg. 1% Qot. 1% Yarm Losaa Board 2,000,00C 5.50 3.50
det. 15  Apr. 15 . 3,080,000 .00 3.50
1926-%ar, 19 ey 1 Mscount Corporation 200,000 LT
¥ar, 25  May 1 " 250,000 3,75 4
¥ar, 25  June 16 . 125,000 .75 4
Mar. 30  May 1N Girsrd ¥ational Benk 1,000,000 3.75% 4
Apr; 13 Qet, 15 Fars Loasr Bo=rd 2,000.00{3 3.8@ h
Oct, 1%  Apr, 15 » 2,000,000 5,125 h
PURCHASED BY ATLANTA
1926-Nareh Yot reported 560,000 (1) }.Eg 4
Nay * 700,000 (1) 3%, i
PURCRASED BY MINUTAFOLIE
1926-Apr. 15 Oet, 1% Ferm Loan Bosrd 500, 000 3,80 B
Avg.,20 Fab. 15 " ROO, 000 3.8% L]
f EXRORAJED BY XA7TSAS OITY
L 1924-0at, 18 Apr, 18 Central FNational BEk.
: | Topaka 2%0,00C 3.2% %
Dea, 2 ¥ay 15 Farm.loan Poard 2% ,000 3.50 4
1925-8ept.16  ¥ar.15 Farm Loan Board 100,00C g.aﬁ i
¥ov, 9  ¥ar,l% Tedersl land Bk.¥ichita *50Q,000 *4,00 4
Total 25,335 00
R SN

(1) Hot roported dut refersnce %o wonthly earnings reports indicates that the
debentures wers taken on the basis shown,
* Under repurchase agreement.
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¥ No. t35. ' gcsz 4 '

DEOERAL QrsRy !

fice Corresponuence  »»°

Dae July 14, 1924,

Diviins oo 0 o s e
To  Mr., Bddy . (QceSubject: . 9?)’::)
From ir. Smead S Q_Q:_[zg“y’?ftj/-— S e

In accordance with your request of this moming we have exgnined
the statement furnished by the New York Federal Iieserve Bamk showing the
"Hevised percentage of perticipation of Federal reserve banks in the System
purchases of Govermment securities ami bankers' acceptances based on the
earning re.uirements as reported to committee on June 1, 1924." This
statement differs from the somewhat similar statement prepareu in this
Division (St. 4137) in the following respects:

1. Our statemcnt is based on earnings mecessary to meet current
expense and dividend requirements, wieress the lbw York statenent is based on
ocurrent expenses, dlvidend requirements, and estimated charge-offs. During the
first 6 months of 1924 aotual current expenses and dividends amounted to
$18,029,000 as compared with estimated current expenses, dividend re.uirements,
and charge-offs for the last 6 months of 325,350,000, as given in the New York
statement, indicating that the bariks as a whole have male allowance for about
¢7,820,000 of charge~-offs gt the emd of the year.

The attached statement shows (1) ourrent expenses and dividends for
the 6 months ending June & as shown by balance sheets form 34, (2] estimated
expenses, inocluding dividends, estimgted charge-offs, etc., as shown in YNew
York's statement, and (3) the excess of 2 over 1, due presumably to estimated
charge-offs, at the .nd of the year.

2. The estimateu earnings as shown in the lew York statement are .
based on holdings of earning assets as of June 30, 1924, whereas our figures
of earnings are baseu. on the gverage dally holdings during the month of June.
Holdings of earning assets on June X amounted to 802,863,000, on June 29 to
$826,307,000 gnd on July 1 to $839,420,000, as campared with average holdings
durin: the month of June of $838,062,000. Holdings on June 30, partly on
account of Govermment flscal operations, were uniosubtedly somewhat lower than
usual .

3. In submitting figures of mt earnings less current expenses paid
anl azocarued and dividemis for the first 6 months of 1924, the Federal reserve
banks did not all follow the same practice. The Federal Ieserve Ban-s of
Boston, idchmond, Atlanta, and 5%. Louis, apparently reported the!gxcess ...
of :their  operating expenses and dividems over earnings. winnegpolis gpparently
maue allowance either for probable losses on paper of falled barks or for charge-
offs on account of depreciation on bank premises, while the other banks reported
the axcess of gross earnings over ithe aggregate of operatingy expenses, cost of
wdrniture and e uipment, miscellansous charges to profit and loss, and dividends.

A8 you will note, the main differences between our figures as given in
statanent 8t. 4137 and those shown in the New York statement are due to the fact
that the New York bank apparently allows for (7,320,000 of charge-offs, whereas
our statement is made up on the basis of operating expenses and dividends only.

-

' — o ) ' L DLt a\
ow #rnsss B @Mm;\a_._ deav. T % ot Ty [ Cnl e |
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QUMPARIBON OF QUHBENT EXPEEBNS AND DIVIDEFDS FOR FIRSZ SBIL NORMHE OF 1934,
WITH ESTIMATED EXPEESRS AND DIVIDENDS FOR SHOCHD 8D, MONTHS OF YBAR
P18 HAJGE-OFFS 45 USED BY NEY YORK IN ESTIMATING THR PIOBABLE

EXQESS OR DEFICIENOY OF LZAKINS FOR WE YEAR.

Estingted exps nees

Bxoess July-Decstber

Federal dividenis as shown |July-Dec.,dividends,| over Jamery-dume
hawerve by dally Malanos | oharge-offs,ete.,as| dns spparently %
Dark sheets Jan.-June | used by Sew York | estimated charge-offs

Boston $1,291, 290 $1,441,820 $149,331
Sew York 4,177,289 6,1.28,000 1,947,761
Philsdelphis 1,434,504 1,488,000 80 486
Clevel and 1,767,042 248074000 799,958
Adohmond 971,695 1,180,000 08,208
Atlanta 775,084 1,185,807 410,748
Ohi cago 2,511,854 5,178,218 663,86
8t. louis 868,748 1,188,000 219,287
Mimnespolis 846,548 1,153,000 850 6,457
Kansas 0%y 14098, 8856 1,538,000 439,164
Dallas 789,798 1,817,280 1,087,427
San Frenoisoo 1,698, 690 2,544,000 847,810
Total 18,029,273 25,349,868 7,320,590
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! ' St, 4uo
To: Committee on Discount and July 10, 1924,
Open Market Policy.
SUBJECT: Estimate of required holdings of
From: Mr. Smead. earming assets, July to December,
/ ” if earnings are to cover 1924
expenses and dividends.

Attached hereto is a mimeographed statement showing the estimated
average amount of earning assets that it will be necessary for each Federal
reserve bank to hold during the 6 months ending December 31, 1924, in order
that earnings for the year as a whole may be sufficient to cover the year's
operating expenses and dividends.

It will be noted from the second column of the statement that during
the first 6 months of the year earnings of all Federal reserve banks except
New York were more than sufficient to cover expenses and dividend requirements.
The deficit in the case of the New York bank smcunted to $498,000, while the
excess of earnings over expenses and dividends for the eleven other Federal
reserve banks amounted to $2,663,000.

Taking into consideration the materially lower level of discount and
open market rates now prevailing, it is estimated that the System as a whole
will need to have average daily holdings of earming assets from July to December
of about $815,000,000 in order to cover operating expenses and dividends. This
is about $100,000,000 less than average daily holdings during the first 6 months

of the year, but is only slightly below the average for the months of May and
June .

If earnings are to cover the normal depreciation charges on buildings
and fixed machivery and equipment, in additien to meeting current expenses and
dividends, daily average holdings of earning assets must be increased by about
$63,000,000 for the System as a whole, For the individual banks the estimated
additional amounts required to be held are as follows:

Bostan $6,000,000 Chicago $g, 000,000
New York 12,000,000 St. Louis 1,000, 000
Philadelphia - Mimeapolis 3,000,000
Cleveland 9,000,000 Kansas City 7,000,000
Richmond 4,000,000 Dallas 2,000,000
Atlanta 4,000,000 San Francisco 7,000,000

As stated in my memorandum of June 20 and as shown by the attached
mimeographed statement, the Federal reserve banks of New York, Boston, and
St. Louis are the only omes which, on the basis of current holdings of earning
assets, will not have sufficient earnings at the end of the year to cover
operating expenses and dividends. In case the Open Market Investment Committse
decides to make any additienal purchases of United States securities during
this year the allotment of the greater portion of the additicnal purchases to
these three banks would nearly if not quite avoid a deficit in earnings. Undey
the present schedule covering the allotment of United States securities pur-
chased by the Open Market Investment Committee, the Federal reserve banks of
Mimneapolis and Dallas are each receiving a part of the new purchases of
securities, although their holdings of earning assets are very materially in
excess of the amounts required to meet operating expenses and dividends.
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CONFIDEIIT AL
For use of Federal ESTIMATED DAILY AVERAGE AMOUNT OF EARNING ASSETS REQUIRED TO Ti HELD BY FACH FEDERAL RESEEVZ BANK St. 4137
Regzrve Board only FROM JULY TO DECEMBER TO PROTUCE SUFFICIENT ADDITIONAL EARNINGS TO COVER 1924 EXPENSES AND DiVIDENDS.
(In thousands of dollars)
BEstimated |(Excess of earn— Estimated [Estimated earnings re- |ESTIMATED REQUIRED HOLDINGS OF EARN- tverage
Pederal expense and |ings over exr miscellaneous|quired from earning ING ASSETS, JULY TO DECEMBER, IF 1924| daily holdings
Reserve dividend penses and divi- earnings assets from July to Dee~ |EARNINGS ARE 70 COVER OPERATING EX- of earning
Bank regquirements dends ember to meet 1924 ex- PENSES AND DIVIDENDS* assets during
July - Dec, Jan, - June July~ Dee, penses and dividends June
Poston 1,290 12 50 1,168 64,400 53, 700
7 York I, 345 #498 100 4,743 261,700 171,300
Philadelphia 1,440 281 10 1,149 63,400 66,800
Cleveland 1,770 296 50 1,424 73,500 8k, 700
Richmond 970 364 Lo 566 29,200 56, 700
Atlanta 775 471 30 274 14,100 41,400
Chicago 2,520 205 155 2,160 111,500 116,400
St. Louis 875 58 20 197 41,100 33,200
Minneapolis 660 179 50 431 22,200 40,700
“usas City 1,100 106 135 859 4L, 300 50,700
Dallas 790 437 135 218 11,300 43,300
San Francisco 1,725 194 4o 1,491 77,000 79,200
TOTAL 18,260 2,165 815 15,280 ! 813,700 [ 838,100
FEDERAL RESERVE FOARD #Deficit,
DIVISION OF BANK OPERATIONS *Calculated on the assumption that the average yield for Boston, New York and Philadelphia
JULY 9, 192k will be 3-5/8%, and for the remaining 9 banks 3-7/& per cent.

»
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ARTICLE APPEARING IN THE NEW YORK JOURWAL OF COMMERCE
Tuesday, Descamber 4, 1923.

RESERVE BANKS TO
BUY U. S. SELURITIES

HOLDINGS ARE FOUND TO BE
ALMOST AT MININUM.

Open Market Committee Confers
With Board ~ May Obviaste the
Necessity for a Chenge in the
Rediscount Rates.

e~ e e s e S e e e

WASHINGTON, Dec. 3 ~ Renewed purchasing of Government sacurities in the
open market by the Faderal Reserve Banks on s considersble scale was expacted
tonight to result from the meeting of the Federal Reserve Board with its spscial
comrittee on open market operations. The Reserve system's holding of Govern~
ment securities were found to be almpst at 2 minimur.

The open market committes, which includes in its membership Governor
Strong, of the New York Reserve Bank, and Governor Harding, of ths Boston
Reserve Bank, the former governor of the board, met today with the bosrd and
was understood to have gone over the Government security holdings of the vari-
ous Reserve banks in the light of the probasble extent of future purchases under
the system’s uniform open market policy.

MAY OBVIATE RATE CHANGE

Open market operations of the Reserve system are particularxly important
in that their effect holds the possibility of producing results which obviate
a2 necessity for s change in rediscount rates.

According to the bosrd's latest reports, as of Nevember 30, the entive
holdings of Govermment securities of the twelve reserve banks is only sbout
$84,000,000, #hich is very nesr the low point for these assets, as compared
with sbout $300,000,000 on approximately the same date last ysar.  More=
over, probsbly as much as $50,000,000 of the gresent holuings of Government
securities represent bonds which the banks woulu be virtuslly unsble to sell
except at a loss, as bonds tskem to sacure cirvculation are included in the
total holdings. '

Hence the shelves of the Reserve benks are getting bare of rnarketable
Government securities and it is expected that the banks will shortly rssume

(et 33 3.4 @m Or L.

AV ﬁﬁ‘wuf
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purchssing to replenish their stocks. Purchases probably will be devoted
in the main to Treassury certificastes of indebtedness.

HOLDINGS OF ACCIPTANCES.

Holdings of bankers! acceptances by the Reserve banks sggregate the re-
spectable figure of $289,000,000, as compared with $259,000,000 a yeor sgo,
but sales of these bills on sny apprecisble scale would probsbly involvs a
change in the rate, so that if the Reserve banks sre to continue the free use
of the uniform market policy it will be necessary to stock up on open Govern-
ment securities.

Despite the failure of the Fedsrsl Reserve Council at its recent con-
ference with the Reserve Board to discuss the rediscount rate levels, there
is o feeling in some quarters that a reduction of rates is in order. How-
2var, a resumption of purchasing in the open market by the reserve banks
would result in more money being put on the market, or in other words, the
extension of credit facilitiss by the reserve banks in the nature of an
equivalent to s reduction in rates.
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CREG M o0t SECTION

- - i
a0l
BOARD OF GOVERNORS

of the S RLEeos | FOUO |

FEDERAL RESERVE SYSTEM

OPEN MARKET PURCHASES OF
BILLS OF EXCHANGE, TRADE ACCEPTANCES,
BANKERS’ ACCEPTANCES

REGULATION B
(12 CFR 202)

This regulation has, sinece :_’.lily ”10,‘ 1923, been

continuously in effect in the form

printed herewith.

\ / | r
It I et 'fj
\ h Y 1 Jf " /"Répfintad May- 1960

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis




INQUIRIES REGARDING THIS REGULATION

Any inquiry relating to this regulation should be addressed to
the Federal Reserve Bank or Federal Reserve branch bank of the
distriet in which the inquiry arises.
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REGULATION B
(12 CFR 202)

As in effect May 1, 1960

OPEN MARKET PURCHASES OF BILLS OF EXCHANGE,
TRADE ACCEPTANCES, AND BANKERS’ ACCEPT-
ANCES UNDER SECTION 14 *

SECTION 202.1—GENERAL STATUTORY PROVISIONS

Section 14 of the Federal Reserve Act (38 Stat. 264; 12 U.S.C. 353)
provides that, under rules and regulations to be prescribed by the
Federal Reserve Board, Federal Reserve banks may purchase and sell
in'the open market, at home or abroad, from or to domestic or foreign
banks, firms, corporations, or individuals, bills of exchange of the
kinds and maturities made eligible by the act for discount and bankers’
aceeptances, with or without the indorsement of a member bank.

SECTION 2022—-GENERAL CHARACTER OF BILLS AND
ACCEPTANCES ELIGIBLE

The Federal Reserve Board, exercising its statutory right to regulate
the purchase of bills of exchange and acceptances, prescribes that:

(¢) Any banker’s acceptance or bill of exchange which is
eligible for discount under the terms of Part 201 of this chapter
is eligible for purchase by Federal Reserve banks in the open
market, with or without the indorsement of a member bank, if:

(1) It has been accepted by the drawee prior to purchase;
or

(2) It is accompanied or secured by shipping documents
or by warehouse, terminal, or other similar receipts convey-
ing security title; or

(3) It bears a satisfactory bank indorsement;

(b) A banker’s acceptance growing out of a transaction in-
volving the importation or exportation of goods may be pur-
chased if it has a maturity not in excess of six months, exclusive
of days of grace: Provided That it conforms in other respects to
the applicable requirements of Part 201 of this chapter; and

* The text corresponds to the Code of Federal Regulations, Title 12, Chapter II, Part 202;
cited as 12 CFR 202.

3
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4 REGULATION B

(¢) A banker’s acceptance growing out of a transaction in-
volving the storage within the United States of goods actually
under contract for sale and not yet delivered or paid for may be
purchased: Provided That the acceptor is secured by the pledge
of such goods: And Provided further, That the acceptance con-
forms in other respects to the applicable requirements of Part 201
of this chapter.

SECTION 2023—STATEMENTS

A bill of exchange, unless indorsed by a member bank, is not eligible
for purchase until a satisfactory statement has been furnished of
the financial condition of one or more of the parties thereto.

A banker’s acceptance, unless accepted or indorsed by a member
bank, is not eligible for purchase until the acceptor has furnished a
satisfactory statement of its financial condition in form to be approved
by the Federal Reserve bank and has agreed in writing with a Federal
Reserve bank to inform it upon request concerning the transaction
underlying the acceptance.
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TREASURY DEPARTMENT %

OFFICE OF THE SECRETARY

e

s

oo
Federal Res=rve Board, .? [
Treasury Department, R
Washington, D. C.

IMPORTANT—In your reply refer to MD.

Sir:

In reply to your telephore regquest you are respect-
fully advised that this office is holding in suspense for the ac-
count of tine several Federal Reserve Banks indicated, the follow-
ing listed United States government bonds:

F.R.B. St. Louis - 2% Consol 1930 Total..$100.
F.R.B. Ricamond - 2% Consol 1930 ' $ 915,100.
" - 3,0 Panama Canal 1906-36 137, 000.

" " = 2% Panama Canal 1908-38 100, 000.
Total...$1,152,100.

F.R.B. Minneapolis - 2% Panama Canal 1906-36 Total..$ 260.

Respectfully,

C')’).)’)/) T

Chief, Division of Loams send

Pigitized for FRASER
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DIVISION OF LOANS AND CURRENCY WASHINGTON i’{i‘l .

May 12th, 1,%,_5.‘;\,@‘ ’

Attention: Mr. Moore. i,

i,
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TREASURY DEPARTMMWW
OFFICE OF THE SECRETARY \ '

WASHINGTON

May 1, 13923,

/
/ \ » /  TFederzl Reserve Board,
Treasury Department,
Washington, D. C.

Attention: Mr. Moore,

IMPORTANT-—In your reply refer to SEC

Regarding telephone conversation concerning
certain holdings in safe-keeping in this office for the
Federal Reserve Bank of Richmond, amounting to $1,152,100,
and the Federal Reserve Bank of Minneapolis, for $260, you
are further advised that the items in guestiun have this
day besn forwarded to the respective banks In accordance
with their requests.

The holdings effected whiclh have been delivered
and which will clear all the 1tems of thils charactar, are
as follows:

F.R.B. Richmond - €% Consol 1930 $ 915,100,
- 2"’ Panema Canal 1906-136 137,000,
" " - 2?1; Panama Canal 1908-38 100,000,

TOtal Amcunt..o......---..-$l,152,100-

F.R.B. Minnezpolis - £% Panams Canal 1906-26.........% 260.

Respectfully,

ﬁﬁ%%

e Division of Loans and/Currency.

/—\~ -

e
e

-:C'
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CoOPY M

THE SICAZTART OF THE TATASURY
WASE TNGTFON

Way 3, 1933,

Daar Wr. Platt:
I received your letter of April 30, 1933, ocutlining briefly

the results of tne recunt mesting of the new Open Markst Inveatment
Committee of the Fedsral reserve banks Beld o’ Philadel;his, and have
been glad to note the activn of the Committes In recowusending that the
Yedaral Reserve vanim offer to the Trea ury the $35,3553,300 of Treasury
oertificates maturirg on Septembder 15th, wshich tiay bald. As you know,
the offer sm: accepted and the co:uﬁc:sf.gﬂ radesxed wm Asril 24th. I also
note with much intarss$ the vote of the c;mmi ttes to raise the open market
buying rate on accsptanuss 1/8 of one par cont. Tnis, I vslieve, was a
s%ep in the right dirsotlon, for a musber of dealers, I undorstan, had
already marked up the rate on acasptancoes 1/4 of a point, and a cmtirvance
of the lowaer Federal ﬁcsom duying rate would only have attracted
increasing quantities of agosptances into the partfolios of ths Federal
Reserve banks. Ths darks have at tiies carried t0 axtremes the policy of
mireing acceptanses and providing a ma et for than at favorable rates, and
I hooe that the tins has now come when the Board, through its supsrvision
over this Committee cn Open Market Operations, will see to it that :ihe
open market operations of the Fedsoral Reservs banks are kept in lins with
the general oredit poliay of the system.

I agree that it s unfortunate for the Fedsral Recirve danks t0

be selling their holdings of bonds daaring the oirculation privilege, for

deral Reserve Bank of St. Louis
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it results in increasing the circulation of natiomal bank notes at the
vory tize when the olroulation ought to remain stable and when
considerati on should, in fact, be givan to measures for reducing thie
olass of circulation. I hope the Federal Reserve danks can bs indnced
to hold the remaindsr of tie bmds dearing the circulation privilege whioh
they nos bave, and encouraged to buy more, ani bslieve it would de a
g00d thing if the danke weuld Puy each year the full amocunt of such bonds
permitted by ths Pederal Reservs Aot. BSuch purchases would not haws the
sane affsct vpm the mawy market as other open mariket operations decause
of the comequent reduotion in natiomsl dark circulation, but woudd
incidentally give the Fedaral Reserve banke a source of incoma.

1 do not follow your argumert, havever, in suggesting that the
capltal and marplus of the Federal Reserve danks should bs contimucusly
invested in Govamment securlties regardless of the dewand for dlscounts, 7
"not only as one of the chief wmeuns af supporting th> Faderal Reserve hsnlu';
But as investments which cannot possidly affact the money market in the
senss of adiing rew furds to the market.® This view, 1t seems to ms, ls
inconsis tent with the \fvholq theory ¢of Opsan maritet Qoerations. Dealings
in Govermment sscurities are of major importarce in ths open markat
operations of the Fedaral Reserve banks. The pollcy witn raspect to
purchases of agcep.ances bhas avowadly bteen determinaed largaly with a view
to fostering and ancouraging the development of the agceptance market,

"while operatins in Government sscuritiea are porhaps aven mors closely
rolated t¢ goenwral credit conditionx amﬁ the general credit policy of the
sys tom. To control these Opsrations by arbditrarily fixing maximum and

minimum asmounts 80 ve purchased ragardless of oredit conditions would

tp://fraser.stlouisfed.org/
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destroy in large measure the powar and usefulness of the open market
operatics and tand to defeat the purpowe for wshich tha power ms
imsluded in th» Pedeml Resorvs Aot, Graaut latituds of actim was -
pormitiad in opn narke t Operations in ordar that tha Pedarel Resrve
barks might exert a stadilising influsnce on credit conditiocns and
money rates, and effactively sirve the banking and business interssts
of the country. 80 far as I am aware ther? a8 navar any intent or
thought of assccinting opsn market cpsrations with ths emount of capital
and surplus of tha Fedsral Resarve banks ¢r of {ixing maximum and minimsam
limits for such cperaticos, and I cannot sas ths logls of doing it at this
tise. Credit extended dy tihe Pederal Resarve dunks has tha asame affect
upon the market ragurdlees of =hether 1t is through purchuzas of agceptances,
purchases of Govermasnc securities, or discounting bill:, ami I doudbs if
there is aay mors reascn for {ixing arcitrary llanite for one type of
operaticn than fortne othars. Tnas yrisary rogard, of ccurse, should de for
the cradit sitcation.
In this connaction I nawe notad the following stasemant appearing
in toe first editin of thy Fedaral Resarve Bullsiln for May:
*Phe Fedaral Reservs Board's poeition In tuo matter 1s
indicatsd dy the adoptlon of the following prinviple with
respsct to the open-market investmert opemtions of the
Tedoral Resarvo harkse: 'That the tim, manner, gharactier,
and volume of Open-markst iavestments purchased by
Folaral Reuarve banks 1s govamed with primery regard to the
agounmmodat lon o commerce and businses and to tha »ffwxct of
suga pacchasae or saled on the gem ral credit situstion.?
"By providing shat open-market investwent oparaticns
are t0 be govermad ‘with primary regard (0 the accomaodation
of coumarce und dusinsss', the principle reste upon the same
genaral conditions as those proviied in ths Yedsral Reserve
Act for the dsateralnaiion of dlsc aint rates. Since in cpen~

markst *operalions the initiative can be taken by the reserve
barke rather than the momder banks,tiwss gpermmtions way be
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ueed as a gaugs of the dsgres of adjustuent detween the

requiremsnts for reserve-bank credit and the volume of it

in agtual uee. In a given mirimt the sale of an inves taent

Yy & reserve ténk ls & means of testing the demand for

credit and placing the initistive for and the cost of

suah credit 4i reotly upom borrowing mamber danks.®

I artily agree with this visw of opsn mwarket oparations, dut
find it bard to raconcile with the viewms stauted in your letter,

Your statesent that the capitsl and surplue of the Fedaral Reserw
bunks has Dean taken out of the working funis of by couniry and
louvked up unless reinves ted should be cons idered in conneati m with the
total off3ot of the estadblishment of the syeten. It 1w generally agreed,
and 1 suppose ths faci ie deyond gquesticn, that inatead of withdrawing
funds frox the market the estadlismant of the systan rolsased a 1largo
asount of funds as a result of the lower resarve requir ansnte. Cogputations
show, I believe, that the total reserves of country banks at present, plus
oash carried in their wvamlts, are udont 8-1/3 per cent of their deposits,
or adout one-dalf as large as the resorves maintained befora the estabdblishe
ment of the system. Doubtless about the sams proportion would hold for
reserve ¢ ity and central reserve city bdanis. HMoreovsr, every dollar of
ac tual reservee deposited with the FPederal Reservs darks has a greatly
inoreased efficiency ae a s is of eredit expmlsion. On page 11 of the
first anmal report of the Fsdersl Reservy Bonrd tho wtalemnt e mzade
that while the amount of ressrves which had been releassd as a rasult of
the astablislment of ths Pedsral Reserve Systex and ths change in resarve
reqiirensnte had not been aacurately estimated, it was "an undoudted fact
that the relesse of actunl cash was very large and that the inorease of

lending power on the part of m:sber banks was carrespondingly larger.® You

ederal Reserve Bank of St. Louis
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are provadbly fanoiliar with the statemant of Govemor Strong on the

"Elements in Egpansi " pn pages 531 to B34 of the Hearing befors the

Joint Comnission o« Agricultumal Inquiry of the 67th Congress, part 13.

In this statemint it 1v estimated that the ochange in reserve requirsments
when the systez was Liret establishod released $450,000,000 of funds
formerly held ms reusrves. This amount wes greatly increased, of course, by
the changs in rauvarve requiremsnts in Juns, 1917, When a state bank boccmes
a msuwder of the systew the reduction in reserve requiremsnts,as a rule,
relasasss & much larger amount of funds than Lt invasts in the capltal of

the Pederal Rassrvs dank. In comparison with the release of funds as aresult
of lower reserva raequiremsmts and the lnoreased potonud credit expansion
on each dollar of resarve, ths amount of furds tled up in the capiial and
surplus of the reservs banks is small, snd I do not agres with your stisment
that investments by ths Federal Ressrve bunks in Gowvernment sacuritlies
(othsr than donds bsarisng bthae olrculation privilags) tc¢ the sxtent of their
caplital and surplus donot add new fands to the market. It should e notad
in thils comaction that & part of the capital and surplus of thas Federal
Reuerve banks rapresents inves twent In banking premises and to this extent
the funds ware raturaned to the markst.

The boavy fmports of gold during the pust few ysars have made 1t
possivle for the muader banks to maintaln & largs volume of @redit and at
the same time liguldate largely their dorrowings from the Psderal Resorvs
banks. This haa gredly lessened the ffectivensess of the diecount rate

and the powr of oradit control by the FYedaral Reszerve baniks. Contimned
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gold importe will lead to a further inorease in the availabdle funds on
the market and for the Feleral Reserve banks %o contimus to maintaln a
large addi ti nal wolume 0f credit through open market purchases at rates
balow the dilscount rate would only aggravats the situation and practically
tend to destroy any attempted exeroiso of aredit contrel. In view of these
oonditiong a more sffective mwviaion of FPederal Reserve Bank tpen markst
purchases is, in my opinion, highly desirabdle.
Yory truly yaurs,
A. ¥, WELLON.
Sscratary of the Tressury.

Honoradle Edmand Platt,
¥ioce-Governor, Yederal Reserw Board,
w“i ir‘tm. D. CI
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DIVISION OF LOANS AND CURRENGCY

TREASURY DEPARTMENT =~

OFFICE OF THE SECRETARY

WASHINGTON
May 1, 1923.

Federal Reserve Board,
Treasury Depariment,

Washington, D. C. /”‘

Attention: ¥r. Noore.

IMPORTANT—In your reply refer to SEC
Sir:

Confirming telephone conversation this morn-
ing, you are respectfully advised the item of $100.00
2% Consol 1930 which was held in suspemse for the ac~
count of the Federal Reserve Bank of St. Louis, was
shipped to that bark October 18, 1922 in acccrdance
with their request.

The holdings at the present time for account
¢f the Federal Reserve Banks are as follows:~

F.B.B. Richuond - 2% Consol 1930 $ 915,100,
L]

- 2% Penama Canal 1906-36 137, 000.

" " - 2% Panama Cenal 1908-38 100, 000.
Total.......$1,1568,100.

F.R.B. Minneapolis - 2% Panama Canal 1906-36....$ 260.

If there should be any changes withk respect
to the holdings indicated, you will be advised accord-

ingly.
Respectfully,

’
Chief, Dividlion of Loghs and Currgncy.
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~Form 148 ¢

T
FEDERAL RESERVE BOAF\’D

LEASED WIRE SERVICE ‘
WASHINGTON J J
l—ﬂ{i <

Joruery 24, 192 ?-

‘3,;

Tmorson & D allas

Seo no objsotion to your arranging sele of $1,300,000 U, S
conversion threes of 1946 . 1947 under aonditionsreferred to.
Suggest vou take up matter with other banks diract,

7?7 PLATT

;S
v
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TELEGRA
523,
FEDERAL RESERVE SYSTEM —t
(LEASED WIRE SERVICR)
O’.ﬂp Q, ®
RECEIVED AT WASHINGTON, D. C., Q NP
& 2

36f fa

ballas .905a Jan 24

Flast JAR 24,1028
washu i LoovWEDR

s¢ would like to sell to ancotler iederal Heserve Bank at 93 and
accrued interest 1,300,000 U & cenversion threes cf 1946-194’7‘
which we are holdiug, under egreement to repurctase on december
15th, 1923 with privilege cf repm'chaain;; on any date prici 1ic
that time at 93 and acocrued interesi. :lease advice if Board wiil

endeavor to asrange for purchase by ano iwher :sederal .escrve Eank

or if we ma} tekc the mattier up direcily ourselves.

i &6l 6CL

108lam
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Form No. 13%
FEDERAL RESERVE

Office Correspur. .ence = L. Jem. 10, 1925.

To Y¥re Platt Subject: Beard leeting of Jenuary .8

From ¥re Hoxton -

At the meeting of Janumary 8th, although no formsl action was taken,
¥r. ¥iller sugpested that the Board should go thoroughly inte the matter
of open merket purchases bty ths seversl Federal Reserve banks, snd sucgested
that B waex YOI JEGAEY SN, (that 1s, Nondey, Jemuary 15th), the matter be
taken uwp and discussed by the Board.’

¥re. ¥iller also suggested that the Federal Reserve banks should be
. requested to furnish the Board with information as to the oasis wupon vhich

they determined their preesent investmeants in open market purchsses, and
Information as tc their policy for open market operations for the yeur 1923,
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EDERAL REss{q(;éE BANK OF CHIG
;;!64 # 230 SOUTH LASALLE STREET %% // S
‘ xaﬁf

October 21, 1922

The Federal Reserve Board

Washington, D. C.
Gentlemen: IR i -

The attached letter.js intended to superseds
a similiar letter which we sent you under date of ..
Sep‘temberwgz,l?gz.g The only change made is that

s
ssss

we ;l;.ve certified as to the aocuracy of the Resolution
itself as well as the signatures, and that the seal of
the bank is affixed. This was done in compliance with
a request from the Treasury Department.

Yours very truly,

WFM:A Secretary

SR )

- A

%
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FEDERAL RESERVE BANK OF CHICAGE) "

230 SOUTH LA SALLE STREET

October 18, 1922

The Federal Reserve Board
Washington, D. C.

Gentlemen:

I hereby certify that the following is a verbatim
copy of resolution passed by the Board of Directors of the
Federal Reserve Bank of Chicago on September 22, 1922:

* L L] - [ 4 L4 ® L L d * L 4 - L . L * * * * L ] .

"The Treasury Department has requested us to
furnish a new set of specimen signatures of the officers
authorized to sell and assign U. S. Registered Bonds,
notes, et cetera, for the bank, and in view of the changes
in our personnel, Mr. D. A. Jones, Controller of the Bond
Department, recommends that the old resolution of February
21, 1921, be rescinded and the following resolution adopted
in its place:

"BE IT RESOLVED, That J. B. McDougal, Governor, J. H. Blair,
Deputy Governor, C. R. McKay, Deputy Governor, S. Be. Cramer,
Deputy Governor, Kent C. Childs, Controller of Loans and
Credits, D. A. Jones, Controller Fiscal Agency Functions,

A. He Vogt, Controller of Accounting, 0. J. Netterstrom,
Controller of Cash and Custodies, ¥m. C. Bachman, Controller
of Collections, J. He Dillard, Controller of Administration,
Clarke Washburne, Controller of Investments, or A. W. Dazey,
Manager Investment Department, be, and are hereby jointly
and severally authorized and empowered to sell and assign
any or all United States Registered Bonds/Notes or Regis-
tered Bonds/Notes of any description which are transferable
on the books of the Treasury Department now standing, or
which may hereafter stand, in the name of this bank, and

to appoint one or more attorneys for that purpose.

"UPON MOTION, the above resolution was unanimously
adopted and the Secretary instructed to forward copies of
the same to the Treasury Department and to the Federal
Reserve Board, together with certified copies of the sig-
natures of the above-named officers.”

|
i
Digitized for FRASER
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F" L. RAL RESEF '‘E RANK OF CHICAGO

- 2 -

I further certify that the following signatures are the
true signatures of the officers enumerated in the foregoing

resolution:
<:;:///7;gfié. McDougél, Gofernor
f / P!

\\ﬁJ' " [ZF0 A Y 7, "y
SN 0.2 A

\J. H. Blair, Deputy Governor

C. R. Kay,(gfputy Governor

ramer, Deputy Governor

'Q. UQLLJLO -

(‘ : Loans and Credits

=N g

D. A. Jones, Controlle

,/ﬂ’ H. ’Vogt, ControlIér of
Accounting

.

T —

O. A+ Netterstrom, Controller of
Cash and Custodies

o

Q%Ykg’///b TR T 11 T N R

Vim. C. Bachman, Controller of
Collections

I AE /L/(A/Q A VA\ »
Céigkxﬁi\Dlllar?, CK%;roller'of

inistration

Controller of
Investments

G UBTTSN i

Clarke Washburne,

A. W. Dazey, Mangg?j Igveﬁt%entt
= epartmen

Yours very truly,

| Federal Reserve Bank of Chicago

Digitized for FRASER
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Kent C. Childs, Controller of N ]



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

Digitized for

Reproduced from the Unclassified / Declassified Holdings of the National Archives

230 SOQUTH LA SALLE STREET

p FFEDERAL RESERVE BANK OF CH{gAaG% an

3w
e . -
4

Qctober 6, 1922

Mr. W. L. Eddy, Asst. Sec.
Federal Reserve Board
Washington. D. C.

Dear Sir:

; Referring to your letter of the 4th.
instant, relative to resolution authorizing certain
officers of this bank to sell and assign United States
notes and bonds, wish to state that this resolution
was intended to supersede the one adopted on February
21, 1921.

Yours very truly, e

N,

>
Secreta ;\x\\\;ﬂ-

WFM: A
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Qatober 4, 1922.

Dosr 8ir;

Regeipt is agknowledged of your
letter of September 2k, ifig the Federsl
Reserve Board of the aotion taken by your
Board of Directors, September 22nd, suthoriz-
ing certain officers of your Bank to sell and
asaign United States notes and bonds,

The Board underatends that the
resolution quoted in your letter supersedes
resolution of the same tenor sdopted by your
Board Pebruary 21, 1821.

Very truly yours,
) RO |
g e

‘ _:;jf; vy

¥slter L. BEddy,
Assistent Secretary.

Mr. W. P. Molallen, Seoretary,
Federsl Reaerve Bank,
Chicago, Illinois.
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FEDERAL RESERVE BANK OF CHICAGO

230 SOUTH LA SALLE STREET

September 22, 1922

The Federal Reserve Board
Washington, D. C.

Gentlemen:

Please be advised that at a meeting of our
Board of Directors held today, the following action was taken:

“The Treasury Department has requested us
to furnish a new set of specimen signatures of the of-
ficers authorized to sell and assign U. S. Registered
Bonds, notes, et cetera, for the bank, and in view of
the changes in our personnel, Mr. D. A. Jones, Con-
troller of the Bond Department, recommends that the
old resolution of February 21, 1921, be rescinded and
the following resolution adopted in its place:

"BE IT RESOLVED, That J. B. McDougal, Governor, J. H.
Blair, Deputy Governor, C. R. McKay, Deputy Governor,
S. B. Cramer. Deputy Governor, Kent C. Childs, Con-
troller of Loans and Credits, D. A. Jones, Controller
Fiscal Agency Functions, A. H. Vogt, Controller of
Accounting, 0. J. Netterstrom, Controller of Cash and
Custodies, Wwm.C. Bachman, Controller of Collections,
J. H. Dillard, Controller of Administration, Clarke
Washburne, Controller of Investments, or A. W. Dazey,
Manager Investment Department, be, and are hereby
jointly and severally authorized and empowered to
sell and assign any or all United States Registered
Bonds, notes or Registered Bonds, notes of any de-
scription which are transferable on the books of the
Treasury Department now standing, or which may here-
after stand, in the name of this bank, and to appoint
one or more attorneys for that purpose.

"UPON MOTION. the above resolution was
unanimously adopted and the Secretary instructed to
forward copies of the same to the Treasury Department
and to the Federal Reserve Board, together with certi-
fied copies of the signatures of the above-named
officers.”
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rEJERAL RESERVE BANK OF CHICAGO

9/22/22

In compliance with the foregoing resolution.
you will find below the signatures of the officers therein
enumerated.

Governor

H. Blair, Deputy Governor

\/A&,/&&4»§i¢',/’

“C. R. MgKay, Qﬁputy Governor

¢ 7 5

(y;goqsrnor
00 \ .l
)

. .t
Kent C. Childs, Controller o ~
Loans and Credits

—A&. He Nogt, Contr er of
unting
@"7 T
. Netterst Controll £
<*_?’//’/G:shegndrgastoogeso or °

R =Y P SN

“W¢>C. Bachmen, C¢ Con%i %2gngf

-

/ : /e,/é —t_. /}_,,.: -

. Dillard, ControIler,of;—
« A 1nistration
AMAL

Clarke Washbuy e, Controller of
Investments

Oeivroa .

A. W. Dazey, Manager inve ﬁbnt
pargme

I hereby certify that the foregoing signatures are
correct.

Yours very truly,

Federal Reserve Bank of St. Louis
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April 26, 1922,

Doar 3iv:

Reseaipt is uam}mm of your
letter of tin 2183 ipstent’advising of a
resoiution paseed st tie Sxecutive Committee
meeting of your Sank om April 21, 192,
suthorising ¥re s Jo ¥murice, issistant
Cashisr af thw Branolk Federal Raserve Bank
a$ Detroit to attest the assi;mmants of
United States registered bonde,

1t 43 noted thmt you huve advisad
the Treasury Lepartmumt of the autncrity oone
forred upon ir, Laurice.

Very truly yours,

£4dy
(signed) w. L

Valter l. «ww ’
Assletant Lsarctuary.

r, W, ¥. Molallen, Sesretary,
Federal Reserve Bank,
Ghﬁolm. 1ile
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(Ce_, also sent Treasury Department, ﬁ;ED :§ij-w%$a !
Codara' el s Heard
FEDERAL RESERVE BANK OF CHICAGO

79 WEST MONROE STREET

April 21, 1922 >

Federal Reserve Board
Washington, D. C.

Gent lemen:

Please be advised that at meeting of the Executive Com-
mittee of this bank held April 21, 1922, the following action
‘was teken:

s o * ® e 9 * o ® © o & 9 o s o o o o o 3 « o o @ s o s e o L] * o

At the recomnmendation of the Discount Committee of the Detroit
47 Branch, UPON MOTION, duly seconded, the following resolution was
< unanimously adopted:

WHERZAS, under the authority of a resolution
passed by the Executive Committee on November 4, 1921,
certain officers of the head office and Detroit branch
of this bank are authorized to attest the assignments
on United States registered bonds; and

WHEREAS, it is desired to add to those officers so
authorized to attest said assignments Mr. F. J. Maurice
of the Detroit branch; now, therefore,

BE IT RESOLVED, that said F. J. ¥aurice, Assistant
Cashier at the Detroit branch, be, and is hereby, authorized
to attest the assignment of United States Registered Bonds.

BE IT FURTHER RESOLVED, That the Secretary be instruct-
ed to forward copies of these resolutions to the Treasury
Department and the Federal Reserve Board, together with
certified copies of the signature of the above-named officer.

e o * *» o 8 8 & 8 o o ¢ o s - o ® @ o o o o e ¢ o o @ e e o o

In compliance with the foregoing resolution you will find be-
low the signature of the officer named thereing which I certify is

correct. @ W

g;’J. faurice, Assistant Cashier
Detroit Branch

Yours very truly,

Digitized for FRASER R
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Form No. 131, é 2 a?
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. . FEDERAL RESERVE 3 ; =
Office Correspoi.dence = . oo s 11,
To Wr. Eddy. S Subject:__Purchase of Munioipal Warrants
From_.____ _ Mr, Smead. = by Peders) Reserve Benks,

Hwﬁr

With reference to previous correspondence with Governor
Harding on the above subject, I beg to advise that Minneapalii
BD-7 schedule, dated November 21, 1921,‘ohowa the purchase of
£12,486.41 of sohool warrents of the city of Ironwood, Michigen,
also that the Novomber 25 5-2 schedule of the Philadlephis Bank
shows the purchese of a Cumberland County Highway note of a par
value of $45,000. The warrants purchssed by iinnespolis mature
on February 1, 1922, and those purohased by ?hiladolphia on

. March 1, 1922.

Governor Harding edvises me that in view of the continued
purchase of these warrants they should be shown separately in
woekly press statements, and sccordingly there is attached
hereto a telegram to all Federal reserve benks advising them
that press statements showing the cmdition of the banks whould
show municipel warrants separately lmmedlately after the caption
*U. S. Certifioates of Indebtedness - All other". The item "Muni-
clfal warrants” will also be added to the balsnce sheet Form 34

to be used next year.

ttp://fraser.stlouisfed.org/

igitized for FRASER
deral Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

igitized for FRASER
tp://fraser.stlouisfed.org/
'ederal Reserve Bank of St. Louis

November 15, 19821.

Dear Sirs

Receipt is sOknowledged of your
letter of November Sth, sdvising of the
resolution adopted by your Executive Com-
mittee on November 4th, authorizing certain
ofticers of the Fedoral Reserve Besnk of
Chicago and its Detroit Brench to attest
the assignment o United States Registered
Bonds.

Very truly yuura,'

(Signed) W. L. Eddy

%alter L, Eddy,
Assistent Secretary.

Mr. %,7. Mclallen, Secretary,
Pedersl Reserve Bank,
Crhicego, Ill.
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rorm No. 131, 1 0. “‘;'3 2 / s

Office Correspondence " =% (" | er s, 1020

s

With reference to : ji regarding the pur-
ohase of municipal werrints by the Federal Reserve Bank of Hinneapolis
and your reply thereto, dated November 2./ we find that on October 28
the Minnespolis Bank purchased $20,000 of munioipal warrants from the
Iromwood Wational Bank, Iromwood, Miohigan, and timt on November 3
and 4 the Ransas City Pedersl Reserve Bank purchmssd from the Fidelity
National Bank and Trust Company of Kansas City 2606,000 of mmnieipal
warrants of Jackson County, Hisoouri.

The warrants purchased by the Minneapolis Benk matured on November 10,
and those purchused by the Xansas City Bank on November 15, 1921,

Pigitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF CHICAGO

79 WEST MONROE STREET

Rovember 5, 1521

FEDERAL RESERVE ROARD, F
Washington, D. C.

Jent lomen:

Pleanse be advised that at meeting of the Executive
Committee of this bank held Hovember 4, 192)1, the following action
wes taken:

At the recommendation of Deputy Jovernmor Cramer,
UPON MOTION, duly seconded the following resclution was unanimously
adopted:

WHYREAS, Under the authority of a resolution
passed by the Exegutive Committee on Maroh 25, 1921,
certain officers of the hoad office of t his bank are
authorized to attest the assiymments on United States
registered bonds; and

WIEREAS, no provision has boen made for taking
gare of this work at the Detroit Branch; now therefore,

BE IT RESOLVED, That ¥essrs. W. F. Mclallen,
Jeoretary, D. 4. JOmes, Controller Fiscal Arensy Functions,
Jo H. Rumdauzh, Manoger Govermment RBond Department, O. J.
Netteratrom, Controller of Cash and Custodies, F. Batenanyanager
Seourities Depaztment, Clarke Washburne, Controller of Ine-
vestments, A. 7. Dazey, Manager Investment Department,
Hobert R. Locke, Mamager Detroit Branch, Williem B. Cation,
Cashier, Detroit Rranoh, and John B, Dew, Assistant Cashier,
Detrolt Branch, be, and are hereby authorized to atteat the
assigment of Uni ted 3tates Rezistered donds.

BE 17 PURTYER RESOLVED, That the Secretary be ine-
structed to forward conies of these resolutions to the Treas~
ury Department and the kederal Leserve Bosrd, tovether with
sertified sopies of ‘he siznatures of the above named officers.

p://fraser.stlouisfed.org/

gderal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF CHICAGO

Federal Leserve Board
11/5/1921

In complianse with the foregoing resolution you will
find below the siznatures of the officers therein emumerated.

r; !Mm. Manager Sesuritl@s Depart-
ment

AAAS -
Clarke Washburne, Controller of Invest-
ments

Jftm B. Dew, Assistant Oashier, Detroit Brambh
I hereby sertify that the fdrezoinz siznatures are sorrest.

Yours very truly,

Secretawny

F

Pigitized for FRASER
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FEDERAL RESERVE BOARD

OFFICE OF THE GOVERNOR WASHINGTON

November 2, 1921.

Dear Mr. Smead:

Your memora October 3lst/relating
to the purchase of municipal warrants by the Fed-
eral Reserve Bark of Minneapolis was brought to
the attention of the Board this morning.

The close attention that you give to these
mattsrs is appreciated, hut the Board believes that
there probably are some special reasons for tbhe purw
chase by the Minneapolis bank of the warrants listed
on the transcript of October 18th, which is returned
to you herewlth, and unless the amount should be
increased it does not deem it mecessary to bring
the matter to the attention of the officials of the
Minneapolis bank, nor to make any special reference
to it in the Board's future press statements.

Tou are requested, therefore, to report
any further purchases of municipal warrants by the
Mirmneapolis bank or any other Federal Heserve bank
but not to make any change in the present form of
statement unless increased purchasesof municipal
warrants should seem to make such a course desirable.

Very truly yours,

Mr. E. L. Smead, Chief,
Division of Reports and Statistics,
Federal Reser w Board.

Digitized for FRASER
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Office Correspondenéé s TP
To Governer Marding. ~ Subject:
k fﬁ“
‘ 4 i ,,;z’f;

Attashed herete 1o & sehaduls dated Osteber 18 frem \he Pederal Fe-
serve Dank af Minnespelis, shewing the purehase of wix mmieipal warrents
Sssued Dy Stenbengh snd Irom River Tommehips in Miehigen.

In view of your lodtor of Pobrwary 30, 1817 (eomy sbtashed), and of
Ahe fest that these are the first mmisipal warrents purshesed Yy the
Tedersl reserve bunks sines Novesber, 1013, the asitey is brought to your
sttention, a2 1 am not sure whelher or not the Beard desires o soecursge
Abe porshess sl mmieipal wayrants st ihis Slms. During 1917, whes mmie
sipal warrents were Mld by Pederel reserws banks, they were shown in the
Board's weskly press statemsnt sgainst the osption "Menioipal Warrsais®
i and in 1018 sgatnst the enpiien ")l otder enrning dssets®, the latter sap-
" tlom inslwding s mesdl waowet of M1l of leding drafte sgainst whieh Dasds
were adveneed by eortaln of the Felsral reserve benks. If the Mimnespelis
Benk 1s peruittod So Beld these munieipel werrents uatil they mtare in
| Jenwary 1922, 1t wald sven nesessary 40 syt then up seperstely in the
1 Beapd's future press statenmis, in whish ssse T would suggest thai tiw
sepiien "Hmisipsl Warremis® Bo used. The Ninneapolis Denk is now repert~
ing \hess warramis a5 *Bills beught in epen market”,
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Ex-OFFICIO MEMSERS W. P. G. HARDING, GOVERNOR

et PAUL M. WARBURG, VICE GOVERNOR
NILLIAM G. MCADOO FREDERIC A. DELANO
SECRETARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN
JOHN SKELTON WILLIANS -
CouPreoLLeR oF Tws Curweney FEDERAL RESERVE BOARD SHERMAN P, ALLEN, Aetr. st
) X Ll' SHERMAN P. ALLEN, ASST. SECRETARY
= AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

Pigitized for FRASER

FEDERAL RESERVE BOARD
Pebruary 20, 1917.

Dear Sirt

Recently there have come to tho Board some requests
of federal Reserve Banks for approval of purchases of warrants
in excess of the 25% limit.

The object of this letter is to inform you that the
Board does not believe that it would be good policy at this time
for Federal Reserve Banks to invest in warranté: Such invest-
ments should be encouraged during periods of great ease of money
and when rediscounts from wember banks and offers of bankers'
acceptanced are not expected to be heavy. &t the moment, however,
when indications are that rates are likely to harden and when
Federal Regerve Banks must be prepared to meet heavy demands upon
them by their member banks, the Board thinks that it is inadvisable
to invest the funds of the Federal Reserve Banks in warrants.

Verr truly vours,

Governor.

http:/fraser.stlouisfed.org/
l:ederal Reserve Bank of St. Louis
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FIDPRAL RESERVE 67430 FILE

ALBERT W. RUSSEL
RUSSEL WHEEL & FOUNDRY CO.

DETROIT, MICHIGAN

The Honorable W P. G, Harding,
Governor Federal Reserve Board,
Washington, D. C.

Dear Governor Harding:

{ I acknowledge receipt of your letter of September
28th. - I forwarded to the Governors of THe Federal Reserve
Banks of Chicago, New York and Boston, letters in line with
my letter to you of Seplember 26ths- altered however, as
per enclosed Istter to the Governor of the Chicago Federal
Reserve Bank,

I am today in receipt of a reply from Mr. McDougal,
copy of which is enclosed,

I will also forward copies of replies from New York

rand Boston when these are received, in the view that they

might be of interest to you.
Yours very truly,

AWR-EV ,
— —’&%

A

¥ederal Reserve Bank of St. Louis B - S
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FEDERAL RESERVE BANK OF CHICAGO
79 West Monroe Street

October 6, 1921,

Mr, A. W. Russel;
¢~-0 Russel Wheel & Foundry Co.,
Detroit, Michigan.

Dear Sir:

I am in receipt of your letter of October 1st,
expressing your opinion that lower interest rates than
those current should prevail under present conditions,
suggesting & method whereby this result msy be attained, and
asking for my comment and criticism,

While I have read your letter with interest and
am pleased to have your views with regard to this very im-
portent metter, the pointe involve questions with respect
to which I prefer not to be quoted, and, consequently, I
regret my inebility to &cquiesce in your request for an ex-
pression of my own views for use in connection with the
paper which you are preparing for publication.

Very truly yours,
(Signed) . B. McDougsal-

Governor.

Federal Reserve Bank of St. Louis
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The Honorgble Jemes B, McDougal, 7 e
Governor Federel Reserve Bank of Chiosgo, g/ ;o
Chiosgo, Illinois. Q /X,/
Dear 8ir:

The writer degs leave t0 offer for your oritioism,
& suggeetion for setion by the Federsl Resorve Dank of Chicago cmll
other Federal Reserve B with excoss resorves, to foroe interest
rates of comuercisl banks %0 a sesle consistent with Pedercl Resorvs
Bank re-discount rates,

' The writer believes thut gonsidercbly lower interect
rates than preveil today, should be in effeot, und would resauly to
the bonafit of 1nAuat:z and unemployment. The snolosed erticle, pub-
lished in "The iAnmnelist", may be of interest to you,

- Grented thet lower oommeroliel interest rates would
relieve the distreas in inldustry and oyment, or thet for eny
other resSon it is désireble thet lowsr commercis] interess rates -
chonld follow Pedersl Rescexrves Bank rates &id should not sxoceed them,
oonniot the Federsl Resorve Banks force lowsr commereicl rates by ine-
ereaging on their own initiative the resorve funds of otmmersisl bsnke

' purchasing billes and soceptances, Govermment end publis seeurities,
[ reby putt into olirouiation of commnersisl bumks sn smomnt of re-~
| eserve monay egqual to the asmount of peourities purchmsed, By "resorve
| money” I meen Medersl Reservs Basnk dspokit or note lisbilitles, Inse-
; much &8 suoh reserve money will support sobually ten times ite smount
$ in ocmmereisl bank eredits, the presticsl effeot of such inveetments
| by the Federal Reserve Banﬁa will be thet %en dollars of money, {somw
| meroisl bank eredits), will be msde gvailedle for every 4ollsr ine
veeted by Federal Reoserve Banle,

f For instance, if the Federal Reperve Bank of New York

| garnhasca on the market, one hundred million dollare of Treasury
Cortificates, this amount of funds in the form of Federsl Roeorve Bemk
deposit lisdilities or notor wonld necssssrily go to the oredit or
into She vaulte of the commercial banks, the result of which would de
that those banks wonld sither nse ths funds to pey down on their pli~
vanoss from their Pedersl Reserve Banks, or if they were fres of such
advances or re-discounts, they would have exgese funde t0 loen.

Will not the lavalling up of rotee in the 4ifferent
Pedorsl Ronorve distriotes be greetly heiped by edding to the glut of
funds in the easy money districts, foyoing them to inveet funds in
the high rate districtst if the New York Federsl Resorve Benk in-
vested in eligidle publio eeeurities originsting in the high rate
distriots, then thexre would be & direct sction tending Powerd equali-
gation of rates,

floitized for FRASER
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The Hon. James E, HMcDougsal. R Ootober lst, 1921

The purchase of one hundred million dolluxrs of Tressury
Certificates by the New York Fe eral Reserve Baunk would mele svuileble
one billion dollars of sdditional money in the commerciul benis, pro-
vided no portion of these funds were used t0 liquidate Federsl ResBerve
Bank loans to member baniis, The Federcl Reserve ratio of the New
York Federal Reserve Benk by such sction would be lowered from 84 to
77 pergent on & basis of its statement of September 21st, provided
none of these funds osme dbsok through member banks of the distriot of
the New York Federal Reserve Bank.

Can we expeot Yo see commeroisl rates lower thun
Federal Reserve Bank re-discount rates, ae long a8 any oonsidersble
portion of the bankse in the Federal Ressrve diestrict are forced to re-
discount? And con we expedt that re~discounting will not be 2 regu~

. lar practice of the future, bat that it shall only be zvailed of for

emargency or seasonable needs, 1f the Federsl Reserye Banis do not
oroate reserve funds by opan merket invectments to the extent needed
to meet ordinary demands for money in normel timee?

It 18 the writer's belief that the policy of the
Fedoral Reserve Banks with reference to the amount of reserve funds,
(Feierel Recerve mebes—smd deposit liebility), which it osn oreate
end retire through its open merket gurohasoa and sales, is as impore
tant or more 80 than its re-~discount rate, in the effecte on monetary
conditions end industrial oonditions.

The ixterest of the writer in securing your oritioiem
on the matter referred to adbove, 18 decanse of some writing he is
doing on this sudject amd which he is prepering for pnb110a$icn‘

Tours very truly,

AVR~ZY

Qigitized for FRASER
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September 28, 192

Dear ¥r. Hssel: -

""\’w\

o)

1 have_ Mr letter of the 25th iuatant; which I have read
th “Anterest.

T™e Pederal Heserve Board hus already suthorized Pederal
ressrve banks to purchess MTreasury csrtificates whioch sppear,
becsuse of their short msturities, to.%e 2 detter investment
for the Pedsrsl reserve bunks than the longer Lerm Goverpmemt
_donda. In view of the fact that the £103% ing de%t 5f the Preasury,

" which is represested ty thess gertificates, is xow comething

over $3,000,700,000, it seoams thst tho idea you sugzost ocan bde
carried out Just as effectively by the purchase of oortlfmtu
8g 1t ocould be by ths purchase of honds,

Your attentlon is called to the fact, lowever, that Congress
414 not provide & sentral Lunk in this country, but provided for
twelve Federsl reserve banks. Iheas baxiks are under the gensrel
supervision only of the Zoderal Ressrve Board but sre under the
direct supervision and comtrol of their owm boards of directors.
The 3oard does not appear to have the power to compel & Pederel
resorve bank to make any investaent which 1ts own directors may
dsem inMdvisable and I would suggest, therufore, that you gom-
micate your idog to gome of the Faderal reserve banks, partioul-
arly the Fedeoral Reserve Bsnk of Chioago, without mentioning
thie eorrespondence. I would éppreciate it if you would send me
aoples of the replies received. |

VYery thzl.y yours,

A S A b g

Ire Albert W. Bussel,. -
.Enassl. Yhesl & lotmlry COey
roit, Nishigan.

Covernors.

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




Reproduced from the Unclassified / Declassified Holdings of the National Archives

ALBERT W. RUSSEL
RUSSEL WHEEL & FOUNDRY CO.
DETROIT, MICHIGAN
2.

September 26, 1921,

Hon, W, P. G. Harding,
Governor Federal Reserve Board,
Washington, D, C.

Dear Governor Harding: <\'<

About two months(égo I submitted & paper to you in
which I urged that some means be provided to compel the commercisal
banks to lower their interest rates to properly conform with Federasl
Reserve Bank re-discount rates. Since then, I have given considera-
ble study to the matter, and I beg leave to suggest to you methods
by which this may be accomplished.

The Federal Reserve Banks, by purchasing bills and ac-
ceptances, and Government and public securities, put into the circu-
lation of commercial banks an amount of reserve money equal to the
amount of securities purchased. By "reserve money" I mesan Federal
Reserve Bank deposit or note lisbilities. Inasmuch as such reserve
money will support actually ten times its amount in commercisl bank
credits, the practical effect of such investments by the Federal Re-
serve Banks will be that ten dollars of money, (commercial bank cred-
its), will be made available for every dollar invested by Federal
Reserve Banks.,

For instance, if the Federal Reserve Bank of New York
purchased on the market, one hundred million dollars of Government
bonds, this amount of funds in the form of Federal Reserve Bank de-
posit liabilities or notes would necessarily go to the credit or
into the vaulte of the commercial banks, the result of which would
be that those banks would either use the funds to pay down on their
advances from their Federal Reserve Banks, or if they were free of
such advances or re-discounts, they would have excess funds to loan,

Will not the levelling up of rates in the different
Federal Reserve districts be greatly helped by adding to the glut of
funds in the easy money districts,forcing them to invest funds in
the high rate districts? If the New York Federal Reserve Bank in-
vested in securities originating in the high rete districts, then
there would be & direct action tending toward equalization of rates,

The purchase of one hundred million dollars of bonds
by the New York Federal Reserve Bank would make aveilsble one billion
dollers of additional money in the coammercial benks, provided no
portion of these funds were used to liguidate Federal Reserve Bank
loans to member banks. The Federal Reserve ratio of the New York
Federal Reserve Bank by such action would be lowered from 84 to 77
percent on & basis of its statement of September 2lst, provided none
of “hese funds came back through member banks of the district of the

itized for FRASER
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Hon, We P. G, Harding. -2~ September 26, 1921

New York Federsl Reserve Bank.

Purthermore, the purchase of Government bonds by
Pederal Reserve Banks would be profitable to them, for the bonds
would naturelly increase in market values as bank interest rates
dropped.

In the writer's opinion, relief of unemployment end
general industry can be brought about quickly and effectively by
the means suggested sbove. As to the entire practicebility of this"
suggestion, the writer is not qualified to Jjudge. It is, of course,
true that this plan necessarily means inflation of values and prioes~
but in view of the fact that some commodities have declined at a
rate entirely out of relation with others, is it not reasonable to
expect that & tendency towards higher prlces will only affect those
that have been forced to levels inconsistent with the general average
of prices., A complete readjustment of values will not come about
until reilroed rates and wage rates in some trades, are considerably
reduced from their existing scales; and from present indications, it
would seem that we cannot expect this complete readjustment within
at least a couple of years,

In view of the distressing conditions we are facing
today end for the coming winter, and also on account of public senti-
ment, would not & period of mild "secondary" inflation be desirable?
It would seem that there is no danger of a tendency towards inflation
getting "out of hand", because of the control the Federal Reserve
Board can exercise through higher re-discount rates and reductions
in Reserve Bank investments,

If the suggestion made in this letter is of interest
to you, the writer would like to discuss it in more deteil with you,
end is prepared to call on you at your convenience.

Yours very truly,

AWR-EV W
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¥erch 0, 1521.

Dear 8ir:

Beceipt is agknowledged of
yoor letter of March 38 enclosing
2opy of resolaution adopted by the
Board of Mregtors of the Fedsral
Bessrve Bank of Chicago, which ameads
the resélntion pansed hv the Executive
Committes on Fehruary 21 ani confirmed
tv your Board of Diractors on Bebruary
35, Autborising cersain officers of =

”your Bank to sell, assigm or transfer

United States Ragistond Bonds.

Vary truly yours,

siplied) K. G, Bogersog

R. G. Emorson,
Assiatant to Govarnor.

Mr. D. A. Jones,
Comtroller of Piscal Agency Functious,
Padsarnl Reserve Bank of Chicago,
Chiongo, Illinois.
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FEDERAL RESERVE BANK OF CHICAGO

79 WEST MONROE STREET
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Hisreh 28, 1921
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Federal Reserve Board e 30 1
Washington
D L 3 O’
Gentlemen:

Enclosed you will find resolution passed; by our Board
of Directors on Friday, March 25, 192], /amerd ing re-
solution passed by the Exeécttive Committee on February
21 and confirmed by the Board on February 25, copy of
which was forwarded to you,authorizing certain officers
to sell, assign or transfer United States Registered
Bonds.

DAJ ADP
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FEDERAL RESERVE BANK OF CHICAGO

79 WEST MONROE STREET

March 26, 1921

FEDERAL RESERVE BOARD
WASHIN GION

Gent lemen:

At regular meeting of the Board of Directors of this
oank held Friday, larch 25, 1921, the following action was
taken:

LI ) . o e 6 & & & o o o * » e o * s o . - ® e s s « e s o .

POK MOTION, the Directors voted to amend the resolu-
tion passed by the Executive Jommittee at meeting of February
2lst, (confirmed by the Board on February 25, 1921) authorizing
certain officers to sell, aseign or transfer U. S. Registered
Bonds, and certain other officers to attest said assignment, by
inserting in the first and second paragraphs thereof the words,
njointly and seve-ally," so that each paragraph of said resolu-
tion shall read:

**%* vpe, and are hereby, jointly and
severally, authorized" ***

and the Secretary was iustructed to send copies of the said

resolution, as amended, to the PFederal Reserve 3oard and the
Treasury Department.

Please attach this letter to ours of Pebruary 25,1921,‘
on the esame subject. e T e

Yours very truly,

Secretary

ViR
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Fedbruary %83 1981,

Dear Sir:

Beceipt is acknowledged of your
lo§ﬁggwggm!gggp§g;w§§,ﬁ1331; sobmitiing
resolution adopted by the Board of
Dirsctors of the Tedoral ﬁi&crvn Bank of
Chioago on that day anthofi:lns certain
officers of that Bank ¢to "?E;_:;li!ﬁwmw
and to attest assigmment of United States

sty B P - m
Registered Bonds.

Very truly yours,

sighed) k. ¢ hof RN

R. G. Emerson,
Assistant to Governor.

Mr. W. P. Mclallen, Secretary,
Psdoral Beserve Bank of Chioago,
Chisago, Illinois.

ttp://fraser.stlouisfed.org/

figitized for FRASER

'aderal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

o

FEDERAL RESERVE BANK OF CHICAGO ~

79 WEST MONROE STREET

FEDTRAL RESERVE BOARD,

Washington, D. C.
Gentlemen:

Please be advised that at meeting of tne Executive
Committee of this bank held Februzry 21, 1921, the following
actim (confirmed by the Board of Directors this day) wus
taken:

In view of the changes in our organization
it was voted to rescind the resolution of February
28, 1919, suthorizing certain officers to sell,
assign or traunsfer U. 5. Registered Bonds stonding
in our name on the books of the Trezsury Department.

And the resolution of August 27, 1920,
authorizing coertain officcers to attest the assign-
ment of U. 5+ Registered Bonds,

And the followiang resolution vies adopted
in lieu vhereof, subject to the approval of our Board
of Directors:

= 1T RESOLVED, Thet Je Be kieDougal, Governor,
C.R. lcKay, Deputy Governor, 3. Be. Cramer,
Deputy Goverrnor, Kent C, Cpilds, Controiler

of Loans snd Urecitsy, T J.’ Sarr, Controiler
lierber 3enk Accountsy' I A. Jones, Controller
Fiscal Agency Functions, A.,H. Vogt, Controller
of Accounting, 0. J. NetterstYom, Controller

of Cash and Custodies, ¥, C. Bachazn, Controller
of Coliections, J. H. Dillard, Controller of
A@ministratvion, Clarke Vashburne, Controller of
Investments, and A. 7. Dazey, Mansger Investment
Depertwent, be, and are nercby, authorized and
empowered to sell and assign e2ny or all United
States Neglstered Bomds or Registered Bonds of
any description, waich are traunsferabie on tue
books of the Treasury Departueat now stauding,
or which may hercefter stand, in the nswme of tuis
Benk, and to appoint oue or more attorneys for
that purpose.

igitized for FRASER
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FEDERAL RESr BANK OF CHICAGO

FEDETAL RESICVE BCARD -2

igitized for FRASER

February 25, 1921

BE I7T RESOLVED, that liessrs. VWels Liclallen, Secretary,
D. A. Jones, Controller Fiscal Agency Functions, J.H.
Rumbaugh, ilsnager Government Bond Department, Q. Je
Netterstrom, Controller of Cash and Custodies, ¥,
Batemaxn, leanager Securitivs Department, Clarie
Washburme, Controller of Investments, ana A. VY. Dazey,
Mansger Investment Department, be, ané zre hercby,
authorized to attest the assigment of Unitced States
Registered Bonds.

BZ IT FURTHER RESCLViD, That the Secretary be instruct-
ed to forward cosles of these resolutions to the TPress-—
ury Department and the Pederal Reserve Board, together
with certified copies of the siznatures of the above
nomed officers.

In compliance with the foregoing resoclution you will find below
the signatures of the officers therein enumeratced.

-

Tc. ﬁ McK“, Dep Yy Govermor)

3 “Depaty, GOVernor)
"mf'ré ézé./&l/\,
i

Cuds, Controllcr of Loans & Credits)
/// /

&y C33 Controllor Lember Benk Accowmts)
ﬂ{/v

L -

De A /W Toller Fiscal Agency Functions)
I

" ‘ ‘ww oller of Accounting)

OVt it

De A@" ersirom, Controller of Casi & Custodies)

o - 3 o e R P -

. B‘.ch.man, Controller of volle:c:t.mn ]

Bvermor. )

ttp://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis
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FEDERAL RESF™ : BANK OF CHICAGO

FEDERAL RESTRVE BCARD

GR~LB
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Pebruary 25, 192

Yours very truly,

Secretasrye.
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T |
FEDERAL SERVE D)
BOARD

LEASED WIRE SERVICE W
WASHINQTON .

24454
g e ) Mw-,}

April 16, 1920,

U \ "f.‘»'\ ,.,)

NoCom - Atlante. y “ \

Referqu ok our axshange of wires/regardin: U. 5. ol roulst lon
bonde, A. Ss Prett & Sons advise tadoqy's uotation U.S.
Pansam 2's 101-3/45 U. 5. Consols 2's 101+7/8; Udis 4's

1::1?. Woshington delivery, ani are prepared to make imaediate
O

{

DERS W
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TE
FEDERAL
LEASED
WASHINGTON ot
-

April 12, 1920,

NoGord ~ Atlanta.

Your wire 9ths e S Fratt & Soms advise they have no oirculs tispr—
bonds avallable. OState last sale of UsS. 2's at 101—7/3; last

sals of 4's 1926 106~3/4. They are dally exjecting te male a

purchas. of mich bonds, at which time I will advise you furt.e

as to definite quotationa.

BRSO
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TELEGRAM 223

FEDERAL RESERVE SYSTEM @;’ e

(LEASED WIRE SERVICE) ty Lant

— e A s e e =

RECEIVED AT WASHINGTON, D. C,,

) v
66ANLX \)\ Ny
Atlanta Ge 1207p 9 ks
BEmerson
FRBoard Washington Db
Kindly ask pratt and Sons quote best price $10,000 US 2and oonsols
perceat , A/
registered also 4 mux due 1925 washington delivery \ éb
* Mccord e ;/ 0 !’,A o
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FEDERAL RESE

™ , f""";;"?’/ s s
"2,
August 6, 1919.3 =4> y

TO ALL BAMKS & TRUST COMPANIES,
FIFTH FEDERAL RESERVE DISTRICT:

Enclosed is a copy of Treasury Department Circular No. 147,
Division of Loans & Currency, dated July 22, 1919, revising regulatioas
regarding

ASSIGNMENT OF UNITED STATES REGISTERED BONDS & NOTES

In this connection your attention is called to the following
excerpt from Treasury Department Circu:ar No, 100, Division of Loans &
Currency, dated December 26, 1917, STATING WHO ARE AUTHORIZED TO WITNESS
THE EXLCUTION AND ACKNOWLEDGMENT OF THE ASSIGNMERTS OF REGISTEREL BONDSS

"Pae officers authorized to witness the execution and ac-
knowledgment of the assignments of registsred bonds are the fol-
lowings Judges and clerks of United States courts; United States
district attorneys; collectors of customsi collectnrs of internal
revenuej asisstant treasurers of the United States located in
Boston, “ew York, Philadelphia, Baltimore, Cincinna*ti, Naw Orleans,
Chicago, St. Louis, and San Franciso; exesutive officers of
Federal Reserve Banks and their iranches losated in Boston, New
York, Philadelphia, Cleveland, Richmond (with branch at Ba]timore),
Atlanta (with branch at New Orleans), Chicago, St. Louis, Minneapolis,
Kansas City (with branches at Cmaha and Denver), Dallas, and San
Francisco (with branches at Seattie, Spokane, and Portland); execu-
tive officers of national banks and of other incorporated banks and
trust. companies organized under the laws of any State, whether or not
members of the Federal Ressrve Systam; and in the District of Columbia
the executive offisers of any trust ccmpany doing business in said
District under the :aw-» of Congress. Registered bonds also may be as—
signed at the Treasury Derpartment, Washington., In the absence of any
c¢fficer anuthorized to witness assignments upon application to the
Secretary of the Treasury, Division of Loans and Currency, Washington,
special authority will be issued fcr a postmaster to act, Notaries
public are not authorized to witness azsignments., In all cases the
officer before whom an assignment is executed and acknowdiged must
add his official designation, residence, and seal, if he has one,
same being affixed to the bond."

Respectfully,

FEDERAL RESERVE BANK OF RICHMOND,
PISCAL AGENT O. THE UNITED STATRES.
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ASSIGNMENT OF UNITED STATES REGISTERED BONDS AND NOTES.

1919,
Department Circular No. 147!

TREASURY DEPARTMENT,
OFFiCE OF THE SECRETARY,
Washington, July 22, 1919.

To Officers Authorized to Attest Assignments of United States Registered Bonds and Notes:

In taking acknowledgment of the assignment of United States registered bonds or notes
you are respectfully requested to call the attention of assignors to the regulation of the Treasury
Department that an assignment by an executor, administrator, trustee, guardian, or attorney
to himself individually is void and that no transfer will be made upon such an assignment, except
upon special authority granted therefor by the court having jurisdiction of the matter.

When such assighments have been unadvisedly executed, and the bonds or notes forwarded
for transfer without having first obtained an order of court, the bonds or notes will be retained
and action suspended until a duly certified copy of an order of court ratifying and confirm-
ing the assignment so made, giving date of assignment and describing the bonds or notes by loan,
number, and denomination, shall be furnished this office.

The order of court may be as follows:

County of
}ss:

In the Matter of the Estate of Richard Roe, Deceased; John Doe, Administrator,

Be it remembered that on this the day of 19 , it is made to appear
to the satisfaction of the court, upon the petition of John Doe, administrator of the estate of
Richard Roe, deceased, and upon the evidence submitted at the hearing, that said John Doe is
justly and legally entltled in thlS own right to the United States registered ——————— per
cent bonds (notes) of for $ each, numbered and , and inscribed in the
name of said Richard Roe: It is now, therefore, adjudged and decreed that said John Doe, as
such administrator, be authorized to assign said bonds % otes) to himself [or, it is adjudged and
decreed that the assignment of said bonds (notes) heretofore executed, to wit, on
19 , by said John Doe, as such administrator, to himself as an 1nd1v1dual is now hereby i in
all thmgs ratified and comfirmed], to the end that he may have new bonds (notes) issued in his
name and his title thus perfected.

Division of Loans and Currency.

State of
IN THE PROBATE COURT OF SAID COUNTY.

Judge of said Court.

The clerk of said court should certify to the official character of the judge, the genuineness of
his signature, the correctness of the copy, and aflix the seal of the court, and the judge should
make a like certificate as to the authority and signature of the clerk.

Care should be taken to have assignors sign their names exactly as written on the face of the
bonds or notes, or in the powers under which they assign, and to fill blank spaces on backs of
bonds or notes as to date, place of execution of assignments, and names of assignees.

Attention is called to printed instructions on the backs of the bonds and notes.

CARTER GLASS,
Secretary of the Treasury.

1 Superseding Department Circular No. 17, dated July 26, 1913.
130160°—19
WASHINGTON : GQOYERNMENT PRINTING OFFICE : 1919
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