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STATEMENT FOR THE PRESS. 

Ibr re lease a f te rnoon papers January 8th,1919. 

Business condit ions throughout the United S ta tes a re reported by the 

Federal Reserve Board in i t s January Bul le t in as fo l lows: 

The Business ,and Financial Si tuat ion in December, 1918. 

Since the establishment of the Federal Reserve Bul le t in the Federal 

Reserve Board has been in the habi t of publishing monthly a repor t t ransmit ted 

by each Federal Reserve Agent and intended to s t a t e the condi t ion of business 

e x i s t i n g in h i s own d i s t r i c t as observed by him. These repor t s proved of so 

much general i n t e r e s t t h a t , a few months a f t e r t h e i r publ ica t ion was f i r s t 

undertaken, the Board, in response to numerous l o c a l demands, authorized 

federal Reserve Agents to make public t h e i r repor t s fo r l o c a l use en the f i r s t 

day of each month, while i t continued the publ ica t ion of the combined repor ts 

in the Federal Reserve Bu l l e t i n . Owing to the wide d i s t r i b u t i o n of these repor ts 

on a date probably e a r l i e r than t h a t on which the Federal Reserve Bul le t in can 

be given to the publ ic , and owing also to the pressure of mat ter f o r publ ica-

t ion in the Bu l l e t i n , the Board has determined to discont inue the publ icat ion 

of these repor t s and to s u b s t i t u t e in l i e u thereof a business summary of i t s 

own, designed to fu rn i sh a general survey of na t iona l cond i t ions . In preparing 

t h i s survey the Board w i l l make use not only of the repor t s of Federal Reserve 

%ents but a l so of the r e s u l t s obtained from i t s own inves t i ga t i ons of p r i ce s , 

i n t e r e s t r a t e s , and production in various l i n e s , fttrsuant to t h i s plan the Beard 

on December 17 issued the fol lowing l e t t e r to Federal Reserve Agents. 
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"The Federal Reserve Board has been publishing in the Federal Reserve 
Bi l le t in each month a surnrary review cf business condit ions which has been 
obtained from each Federal Reserve Agent. I t understands the p rac t i ce of the -
Federal Reserve Agents now is to rcake public these repor ts of business condit ions, 
r e l eas ing them fo r newspaper use on the f i r s t of each month. 

I t i s now proposed to make a change in the Board's method of using these 
r epor t s . This proposed change w i l l be as fol lows: 

(1) The repor ts wi l l be expected as usual and up or, 'the usual date, tux 
t h e i r publ ica t ion in the Bul le t in w i l l be discontinued a f t e r the present month. 

(2) In l i e u of the reports of business condit ions prepared by Federal 
Iteserve Agents the re w i l l be published in each Bul le t in a general review of 
business condit ions which w i l l be based upon the repor ts of the Federal Reserve 

A gents , and s i g n i f i c a n t passages from the repor ts w i l l be quoted. 

(3) Federal Reserve Agents w i l l be expected to continue the loca l publ ica-
t ion of t h e i r owit repor t s of business conditions exactly as a t p resen t . 

The e f f e c t of t h i s plan w i l l be to give each Federal Reserve Agent exclusive 
loca l use of h i s r epor t , while the Board wi l l publish i t s own na t iona l r epor t . In 
view of t h i s change i t w i l l be des i rab le to have as f u l l and complete repor ts 
from the Federal Reserve Agents as p rac t i cab le , and the r e s t r i c t i o n s as to length , 
l i m i t a t i o n in the number of subjec ts t r ea t ed , e t c . , which have here to fore been 
applied are hereby revoked. Each Federal Reserve Agent is urged to fu rn i sh as 
complete and f u l l a review of business condit ions in h i s d i s t r i c t as foe i s able , 
the Board, as in the pas t , leaving i t to h i s judgment what to publ ish l o c a l l y . 

Reports of business condit ions, when transmit ted by the Federal Reserve 
Agents to the Board, w i l l be c i rcu la ted among the members of the Board f o r 
information and w i l l be placed on f i l e fo r fu tu re reference a f t e r they have 
been used in the preparat ion of the monthly sumrrary which i s to appear in 
the B u l l e t i n . " 

Important changes in the business and f inanc ia l s i t u a t i o n have occurred 
during the month of December. The t r a n s i t i o n from a war to a peace bas is i s now 
in f u l l swing and fa r - reach ing modif ica t ions in the organizat ion of business are 
under way« Reports to the Federal Reserve Board from the several Federal Reserve 
d i s t r i c t s show tha t the following s i g n i f i c a n t f a c t o r s may be enumerated. 

(1) Far-reaching modif icat ions of Government control over indust ry , t r a n s -
por ta t ion , manufacture, and p r i ce s . 

(2) Extensive cancel la t ion of Government con t rac t s fo r manufacture and 
purchase of war goods and goods needed in connection with m i l i t a r y operat ions . 

(3) Displacement and readjustment of labor r e s u l t i n g from the suspension 
of war production and the absorption of labor in i ndus t r i e s which have thus f a r 
suf fe red from shortage. 
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(4) Changes in the volume of trade> ind ica t ing on the whole a s l i g h t 
tendency toward decl ine in volume* 

(5) Revision of pr ices with considerable shrinkage in spec i f i ed a r t i c l e s 
and on the average a d i s t i n c t though s l i gh t downward tendency. 

(6) Expansion of demand f o r banking accommodation and f o r c a p i t a l . 

In genera l , the t r a n s i t i o n from the war to the peace bas is has thus f a r 
proceeded with very considerable smoothness and with decided lack of f r i c t i o n , 

Slfch Slackening of business as has occurred is described as due to conservatism 
and h e s i t a t i o n , the outcome of a desire on the part of producers to know more 
of the public po l i c i e s and the probable trend of business . In the New York 
d i s t r i c t " indus t r i e s are marking time, awaiting developments,h due in par t to 
"conservatism in buying" and "a fee l ing tha t pr ices w i l l decl ine and to un-
ce r ta in ty as to the Government's policy r e l a t i ve to cancel lat ions and the disposal 
of stocks and mater ia l s and suppl ies . " Other d i s t r i c t s report a s imi lar condi-
t ion of a f f a i r s , but add tha t the s t a t e of th ings i s such as meets general 
approval and ca l l s for th the opinion tha t the t r a n s i t i o n period i s unavoidable 
and is proving bene f i c i a l in i t s e f f e c t s . A strong tendency to de fe r committments 
and to exercise caution before undertaking fu tu re contrac ts i s noted in various 
regions. "Taken as. a whole," says the F i r s t Federal Reserve D i s t r i c t , "the 
s i tua t ion i s one of wai t ing fo r more se t t l ed condi t ions ." From p r a c t i c a l l y a l l 
d i s t r i c t s comes the predict ion tha t the slowing down w i l l be temporary. 

Thus f a r the process of read jus t ing labor to the new condit ions has caused 
but l i t t l e inconvenience or d i f f i c u l t y . Labor se t f r e e in war indus t r i e s has 
been s tead i ly absorbed by general business so t h a t the pr inc ipa l e f f e c t thus f a r 
of the increasing f r ee supply has been merely that of r e l i ev ing a previously 
ex i s t ing shortage. There i s s t i l l an excess of demand a t many poin ts . In some 
places considerable numbers of employees have been dropped, but of these a part 
were temporary workers who had taken employment par t ly in order to aid war pro-
duction, while many others have been promptly reemployed. Costs bavs a l t e red 
but l i t t l e , and the high expense of l i v ing has made employers f e e l tha t i t i s 
incumbent upon them to maintain wages, so f a r as p rac t i cab le , pending d i s t i n c t 
revision of pr ices for necessa r i e s . In some cases i t i s reported tha t there i s 
a tendency t o a " s e t t l i n g down" upon "a higher l eve l of pr ices and a higher 
average of wages than prevailed fo r some time preceding the war." From the 
productive s tandpoint , condit ions continue to be s a t i s f a c t o r y in most s tap le 
l i n e s . Agr icul ture , in p a r t i c u l a r , i s reported to be in an except ional ly promising 
condit ion. The farmer i s said to be in "the best f i nanc i a l shape tha t has pre-
vai led fo r many years ." In the south he i s holding h i s cotton f o r b e t t e r pr ices 
and is marketing h is output conservat ively . Excellent crop prospects are .re-
ported, not only from the cotton region but a l so from the wheat States of the west:, 
and from C a l i f o r n i a . On the P a c i f i c Coast the prospects f o r excel lent crops fo r 
the coming year are exceedingly b r i g h t . 

In the l i ve stock region "condi t ions are much improved" and c a t t l e w i l l 
probably go through the season in f a i r condi t ion ." There i s an ac t ive and f i rmer 
tone in the beef t r ade , and record purchases of animals have been trade. The 
movement of l i v e stock to the leading markets of the Kansas City d i s t r i c t con-
t inues very heavy. Tables which have been compiled by the Business Index Report-
ing Section show rece ip t s and shipments of l i v e stock a t more than s ixty important 
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j; markets f o r the f i r s t eleven months of the year a t high f i g u r e s . While compiled 
1 Oh cember f i g u r e s a re not yet ava i l ab l e r epo r t s of Federal Reserve Agents ind ica te 

t h a t t h i s movement has been susta ined during the past months, Iron and s t e e l , so 
f r equen t ly taken a s an a u t h o r i t a t i v e index of business condi t ions , a re unse t t l ed 
on account of the cuts t h a t have a l ready been made and the expected new p r i ce 
bas i s f o r them and f o r t h e i r d e r i v a t i v e s . Orders fo r new business are of some 
a s s i s t a n c e , but they are not yet of a volume s u f f i c i e n t t o i nd i ca t e t h a t p r i ces 
have become s e t t l e d . The market f o r s t e e l i s qu ie t and the re i s no d i s p o s i t i o n 
to crake undue reduct ions in p r i c e s . Pig i ron production in Binxdngham f o r 
November was a t about the same l eve l as in October, Figures compiled by the 
&ardTs Reporting Service and published elsewhere in t h i s Bu l l e t i n exh ib i t the 
present outlook f o r ingot s t e e l , pig i ron , and u n f i l l e d o rde r s . The index numbers 
submitted in connection with the s t a t i s t i c s f o r quan t i ty production show a s l i g h t 
f a l l i n g off in a l l of these three f a c t o r s in the i r o n - t r a d e s i t u a t i o n f o r the 
month of November. Federal Reserve Agents' r epor t s point to a f u r t h e r continuance 
of t h i s movement during December. From Cleveland i t i s reported t h a t in " a l l 
l i n e s of i ron and s t e e l manufacture the re may be said to be a wa i t ing mood, a 
t ak ing of s tock , and a prepara t ion fo r the f u t u r e . " Ph i lade lph ia producers regard 
the present reduc t ion of the high tension of t he l a s t few years as very welcome, 
permi t t ing the p l an t s to be overhauled and placed in good physical condi t ion 
f o r the expected l a rge volume of a f t e r -wa r bus iness . While coal production has 
not recovered the l e v e l which had been a t t a i n e d p r i o r to the f i r s t of November, 
and while sotiie shortage e x i s t s hefre and there> the output i s again moving up-
ward, eat se rv ice has improved in c e r t a i n sec t ions and l abor condi t ions are 
reported f a i r l y s a t i s f a c t o r y . The Board's study of coal production shows marked 
dec l ine in- monthly production of bituminous and an e s p e c i a l l y marked f a l l i n g 
off in a n t h r a c i t e , while coke has f a l l e n s l i g h t l y , the f i g u r e s e x h i b i t i n g r e s u l t s 
up to the end of November. December developments i nd i ca t e a tendency to recover 
from condi t ions thus dep ic ted . The production of copper and of other metals 
which have been in except ional demand during the war, i s a l ready showing the 
e f f e c t s of conversion of industry to a peace b a s i s . Zinc has been con t ro l l ed , both 
in production and shipment, in the mid-cont inent f i e l d , while t r a d i n g in copper 
and o ther metals has been comparatively l i m i t e d . There i s an apparent f e e l i n g 
t h a t the p r i ce of 260 f o r copper, which continues f ixed u n t i l January 1 s t , was 
too high f o r commercial bus ines s . The production of lead was about normal in 
November and s tocks continue smal l . Producers of petroleum in the mid-cont inent 
d i s t r i c t have only about th ree months' supply and regard the outlook as f a v o r a b l e . 
Stored s tocks increased somewhat during the e a r l y autumn in C a l i f o r n i a , but a 
shortage of gaso l ine i s now expected. 

In manufacturing the outlook i s by no means uni form. Fre igh t i s moving f a i r l y 
wel l , a l though some sec t ions complain of de l ay . Munition i n d u s t r i e s have l a r g e l y 
reduced t h e i r a c t i v i t y . Machine-tool manufacturing i s demoralized on account 
of the c a n c e l l a t i o n of Government o rders . Cotton and wooden m i l l s have been 
running f u l l , but the end of u n f i l l e d orders i s now approaching and but l i t t l e 
new business i s being p laced. Figures compiled by the Board f o r i d l e sp ind le s 
in var ious c l a s ses of machinery engaged both in the wool and in the cot ton 
indus t ry , show a decided tendency t o an increase in the percentage of i d l e 
machinery. Shoo manufacturing i s a l so l e s s a c t i v e . There has been an increase in 
r e t a i l t r a d e , due t o the ho l iday season and some d i s p o s i t i o n to enlarge expen-
d i t u r e s f o r personal consumption, not only on account of the usua l ho l iday 
a c t i v i t y , but a l s o in consequence of r e l a x a t i o n of economics due t o the war. 
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At some points t he re would appear to be a development cf extravagance. 

Prices on the whole have shewn only s l i g h t change, decrease in basic 
foods tu f f s being o f f s e t by increase in dai ry products, meat and g roce r i e s . Large 
changes have occurred in only a few l i n e s . There has, if anything, been an 
advance in pr ices of Consumers' goods, while raw mate r i a l s have shown a d i spos i -
t ion to decl ine- While these s t a t i s t i c s r e l a t e to condit ions only up to the 
f i r s t of December, preliminary repor ts fo r the early weeks of December ind ica te 
a maintenance of a p r a c t i c a l l y s imi la r s i t u a t i o n . The average l eve l of pr ices 
appears to be past the peak, but as yet with only comparatively s l i gh t movement 
downward. Thus f a r such changes in the pr ices as have occurred are apparently 
due to loca l and sporadic modif icat ions of demand, due to a l t e r a t i o n s in em-
ployment and buying power, r a the r than to any fundamental modif ica t ion of the 
underlying f a c t o r s of production. 

Up to the 15th of December the Board's Reporting Service shows t h a t changes 
in ra tes of i n t e r e s t have been more marked than f o r some time pas t . In contras t 
to the month ending November 15th a general tendency may again be perceived, 
most d i s t r i c t s showing a considerable decrease. In ce r t a in cases , conspicuous 
among which are New York, St.Louis and Minneapolis, the decrease occurs for 
p r a c t i c a l l y a l l the types of paper for which quotat ions are given. On the other 
hand, r a t e s in several d i s t r i c t s on the whole show an increase , New Orleans and 
San Francisco being cases in point , while a small number of centers , among which 
Chicago nay be mentioned, repor t r i t e s p r a c t i c a l l y unchanged from those pre-
v a i l i n g during the period ending November 15th. Customary r a t e s , in general with 
few exceptions, remain unchanged, the movement in ra tes being confined to changes 
in the high and low quota t ions . The decrease i s most pronounced in the case of 
commercial paper and c o l l a t e r a l loans . Rates fo r bankers ' acceptances on the 
whole show a f r a c t i o n a l decrease, while r a t e s charged on interbank loans a f f o r d 
an approximately equal number of cases of increase and decrease. Rates on paper 
secured by Liberty bonds and c e r t i f i c a t e s of indebtedness, which on the whole are 
lower than on ordinary commercial loans , or on loans secured by other c o l l a t e r a l , 
remain p r a c t i c a l l y unchanged. A grea ter degree of uni formi ty between r a t e s p reva i l -
ing in var ious sect ions may be observed in the case cf commercial paper purchased 
in the open market than f o r p r a c t i c a l l y any other type of paper, the r a t e s in 
many instances being lower than those if or customers' paper of s imi la r m a t u r i t i e s , 

p reva i l ing 
Jotal t r ansac t ions a t banks compiled by the Board up to December 18th show 

s l i gh t decreases in volume of t r ansac t ions f o r individual account, but consider-
able gains in the volume of t r ansac t ions f o r bank account. On the whole, the 
t o t a l volume of current business of banks included in 152 c lear ing houses remains 
about s t ab l e . Federal Reserve Bank operations during the l a t t e r part of the 
month show a tendency to a f a l l i n g ' o f f in war paper. The money market has under-
gone but l i t t l e change, but such change as has occurred ind ica tes t ha t a c t i o n a l 
banks are again enter ing the commercial market as purchasers . The purchases 
have been spar ing and made with d iscr iminat ion , but in the middle west a re said 
to ind ica te a gradual d r i f t toward a more normal s i t u a t i o n in the supply of funds . 
A s imi la r s i t u a t i o n in the Fourth D i s t r i c t i s reported, and although i t i s 
s ta ted tha t money condit ions a re in no sense easy, the banks have now some funds 
to invest and a re inves t ing them in l i q u i d paper. Col lec t ions vary considerably 
throughout the country and in some d i s t r i c t s are reported very s a t i s f a c t o r y , while 
elsewhere they a re slow, apparent ly due tv the f a c t t h a t farmers are holding 
t h e i r crops f o r b e t t e r p r i c e s . 
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P o s t - o f f i c e r ece ip t s are showing a d i s t i n c t decl ine in many sec t ions . 
Pending the development of new condi t ions , bui ld ing operat ions are s t i l l a t 
a low l e v e l , al though increase i s expected as a development of the near 
f u t u r e . 

On the whole, the conclusions to be derived from a general review of 
i n d u s t r i a l and commercial condi t ions, both as furnished by Federal Reserve 
Agents, and from the Board's own analyses , point to the d i s t a n t development 
of the movement toward a normal or peace bas i s with very s u b s t a n t i a l a l t e r a t i o n 
of condit ions in p a r t i c u l a r l i n e s , but with a good volume of output in the 
s tap le a r t i c l e s of corm.erce s t i l l maintained. Financial condi t ions , considering 
the great demands t h a t are s t i l l made upon the banks, a re s a t i s f a c t o r y . 
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FEDERAL RESERVE BOARD 

WASHINGTON 

E. C . E l l i o t t 
Counsel January 4,1919. 

MEMORANDUM FOR THE BOARD: 

From the accompanying f i l e i t appears tha t some confusion of thought 
e x i s t s in the minds of ce r t a in o f f i c e r s of Federal reserve banks and 
member banks as to the Board's i n t e r p r e t a t i o n of those provis ions of Section 
13 of the Federal Reserve Act which r e l a t e 

(1) To the power of member banks to accept d r a f t s drawn in domestic 
t r an sac t i ons ; 

(2) To the e l i g i b i l i t y for rediscount by Federal reserve banks of 
member bank acceptances. 

The understanding of t h i s o f f i c e of the provisions in question as 
in te rp re ted by the Board i s as (follows: 

POKER OF MEMBER BANKS TO ACCEPT DRAFTS 
DRAWN IN DOMESTIC TRANSACTIONS. 

Subject to the l i m i t a t i o n s prescribed by the Act, member banks 
are authorized -

(a) To accept d r a f t s or b i l l s of exchange which grow out of t r ansac t ions 
involving the domestic shipment of goods, provided shipping 
documents conveyi&g or securing t i t l e are a t tacned a t the t_inigs. 
of acceptance. 

(b) To accept d r a f t s or b i l l s of exchange which are secured a t t he , 
time of acceptance by warehouse r ece ip t s other such documents 
conveying or securing t i t l e covering read i ly marketable s t ap l e s . 

All d r a f t s accepted in domestic t r ansac t ions must be secured a t 
the time of acceptance. If the aggregate amount of d r a f t s accepted for one 
person, f i rm or corporat ion exceeds a sum equal to ten per cent of the 
cap i t a l and surplus of the accept ing bank, such d r a f t s must remain secured 
throughout the l i f e of the d r a f t since the Act provides t h a t -

"No member bank sha l l accept , whether in a foreign or domestic 
t r ansac t ion , fo r any one person, **" * * * to an amount equal a t 
any time in the aggregate to more than ten per centum of i t s paid-
up and unimpaired c a p i t a l stock »nd surplus , unless the bank is 
secured e i t h e r by at tached documents or by some other ac tua l s ecu r i ty 
growing out of the same t ransac t ion as the acceptance." Digitized for FRASER 
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To give t h i s language any meaning i t trust be assumed t h a t the 
accept ing bank tray re lease the secur i ty in any case in which the t o t a l 
amount accepted fo r any one customer does not exceed ten per cent , of 
i t s cap i t a l stock and surplus , but must not re lease i t if the amount 
accepted exceeds t h i s sum. 

Unless t h i s i n t e r p r e t a t i o n i s placed upon the s t a t u t e , the provision 
ju s t quoted would have no meaning in so f a r as i t r e l a t e s t o domestic 
t r ansac t ions since a l l d r a f t s accepted in domestic t r ansac t ions must be 
secured a t the time of acceptance* 

Member banks should be cautioned, however, t h a t when Congress granted 
the power to accept d r a f t s in domestic t r ansac t i ons , i t c l e a r l y intended 
to f a c i l i t a t e domestic commerce and did not intend t h i s power to be 
exercised f o r the purpose of extending unreasonable l i n e s of c red i t to 
individual borrowers. If Congress had intended to give g r ea t e r l a t i t u d e 
to banks under i t s j u r i s d i c t i o n in the matter of loans to individual 
borrowers a much more d i r ec t method would have been to remove or broaden 
the l i m i t a t i o n s of Section 5200 Revised Sta tu tes , 

ELIGIBILITY FOR REDISCOUNT OF MEMBER 
BANK ACCEPTANCES. 

Any d r a f t or b i l l of exchange which a member bank has the power t o 
accept i s t e chn ica l l y e l i g i b l e fo r rediscount with a Federal reserve 
bank. This does not mean, however, tha t Federal reserve banks a re required 
by law to rediscount any such acceptance tendered to i t* In developing a 
market for acceptances the Federal reserve banks are ca l led upon to carry 
a la rge amount of t h i s c lass of paper* I t i s , of course, des i rab le tha t 
t h i s market should be developed in order to give g rea te r e l a s t i c i t y to the 
c red i t f a c i l i t i e s of the member banks* I t i s important, however, tha t the 
Federal Reserve Board and the Federal reserve banks should take a l l 
necessary s teps to insure conservatism in the exerc ise of the acceptance 
power of member banks. The pol icy of the Board, t h e r e f o r e , as r e f l ec t ed 
in i t s var ious ru l ings , has been to caution Federal reserve banks tha t in 
red iscounting d r a f t s accepted in domestic t r ansac t ions they should consider, 
and in many cases i nves t i ga t e , the circumstances under which the d r a f t was 
accepted in order t o determine whether the s p i r i t as well as the l e t t e r 
of the s t a t u t e has been complied with. 

The Board has recognized the f a c t t h a t in the ordinary course of 
business , shipping documents securing d r a f t s accepted must be released in 
order t ha t the customer f o r whom the d r a f t was accepted may procure the 
goods represented by such documents. I t a l so recognizes the f a c t tha t where 
such d r a f t s are secured by warehouse r ece ip t s i t i s probable t h a t at some 
period during the l i f e of the d r a f t i t w i l l be necessary fo r the rece ip t 
to be surrendered t o the customer f o r whom the d r a f t i s accepted in order 
t h a t the t r ansac t i on involved may be consummated. 
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In the case of shipping documents, however, i t i s o rd ina r i l y 
necessary to r e l ease the documents a t an e a r l i e r period than in the 
case of warehouse r e c e i p t s . 

In e i t h e r case, the secur i ty should not be surrendered by the 
bank u n t i l t h i s becomes necessary in order f o r the t r ansac t ion to 
be consummated, and when surrendered, the bank should pro tec t i t s e l f 
by requi r ing e i t h e r a t r u s t r ece ip t or a d e f i n i t e agreement on the 
par t of the customer to whom the secur i ty i s surrendered tha t the 
proceeds derived from the sa le of the goods represented by the 
shipping documents or warehouse rece ip ts w i l l be deposited with 
the accepting bank when ava i l ab le to pay the d r a f t a t matur i ty and 
w i l l no t 'be used by the customer f o r other purposes. 

Respec t fu l ly , 

(signed) M.C. ELLIOTT. 

General Counsel. 

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




