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STATEMENT FOR THE PRESS.
For rélease afterncen papers January 8th,1919.
Business conditions throughout the Uﬁited States are reported by the

Federal Reserve Board in its January Bulletin as follows:

The Business.and Financial Situation in Detember, 1918.

Siﬁce the establishment of the Federal Reserve Bulletin the Federal
Reserve Board has been in the habit of publishing wonthly a report transmitted
by each Federal Reserve Agent and intended to state the condition of business
existing in his own district as observed by him. These reports proved of so
much'general interest that, a few months after their publication was first
undertaken, the'Board, in response to numerous local dewands, authorized
Rderal Reserve Agents to wake public their reports for local use ¢n the first
day of each wonth, while it continued the publication of the combined reports
in the Federal Reserve Bulletin. Owing to the wide distribution of these reports
on a date probably earlier than that on which the Federzl Reserve Bulletin can
be given to the public, and owing also to the pressure ovf matter for publica-
tion in the Bulletin, the Beard has determined to discontinue the publication
of these reports and to substitute in lieu thereof a business summary of its
osm, designed to furnish a general survey of national conditions. In preparing
this survey the Board will wake use not only of the reports of Feder:l Reserve
Agonts tut also éf the results obtained fromw its own investigaticns of prices,
interest rates, and production in varicus lines. Pursuant to this plan the Bcard

on Decewber 17 issued the following letter tc Federal Reserve Agents.
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"The Federal Reserve Board has been publishing in the Federal Reserve
Rilletin each month a sumumary review cf business conditicns which has been
obtained from each Federal Reserve Agent. It understands the practice of the-
Fsderal Reserve Agents now is to uwake public these rsports of business conditions,
releasing them for newspaper use on the first of each menth.

It is now proposed to wake a change in the Board's method of using tlese
reports. This propoused change will be as follows:

(1) The reports will be expected as usual and upor the vsual date, tuv
their putlication in the Bulletin will be disccntinued after the present wonth,

(2) In lieu of the reports of business conditicns prepared by Federal
Reserve Agents there will be published in each Bulletin a general review of
business conditicns which will be based upon the reports of the Federal Reserve

A gents, and significant passages from the reports will be quoted.

(3) Federal Reserve Agents will be expected to ccntinue the local publica-
tion of their owh reports of business conditicns exactly as at present.

The effect of this plan will be tc give each Federal Reserve Agent exclusive
local use of his report, while the Board will publish its own national report. In
view of this change it will be desirable to have as full and complete reports
from the Federal Reserve Agents as practicable, and the restrictions as to length,
limitation in the number of subjects treated, etc., which have heretofore been
applied are hereby revoked. Each Federal Reserve Agent is urged to furmish as
complete and full a review of business conditions in his district as he is able,
the Board, as in the past, leaving it to his judgment what to publish locally.

Reports cf business conditicns, when transmitted by the Federal Reserve
Jeents to the Board, will be circulated among the members of the Board for
inferuwation and will be placed on file for future reference after they have
been used in the preparation of the monthly sumrary which is to appear in
the Bulletin."

Important changes in the business and financial situatiocn have occurred
during the month of December. The transition frow a war to a peace basis is now
in full swing and far-reaching modifications in the organization of business are
under way. Reports to the Federal Reserve Beard frow the several Federal Reserve
districts show that the following significant factors may be enumerated.

(1) Far-reaching modifications of Government contrcl over industry, trans-
portation, wanufacture, and prices.

(2) Extensive cancellation of Governwent centracts for manufacture and
purchase of war goods and goods needed in connection with wilitary operations.

(3) Displacement and readjustment of labor resulting frou the suspension
of war production and the absorptiocn of labor in industries which have thus far

suffered frow shortage.
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(4) Changes in the voluwe cf trade, indicating on the whole a slight
tendency toward decline in volume,

(5) Revision of prices with ccnsiderable shrinkage in specified articles
and on the average a distinct though slight dosnward tendency.

(6) Expansicn of demand for banking accommodaticn and for capital.

In general, the transition frow the war to the peace basis has thus far
procpeded with very considerable smocthness and with decided lack of fricticn,
gfch 3lackening cf business as has occurred is described as due to cinservatism
and hesitation, the ocutcome of a desire on the part of producers to know more
cf the public pclicies and the probable trend of business. In the New York
district "industries are warking time, awaiting developments," due in part to
"censervatism in buying" and "a feeling that prices will decline and to un-
certainty as to the Government's policy relative to cancellaticnsand the disposal
of stocks and materials and supplies." Other districts report a similar condi-
tion of affairs, but add that the state of things is such as weets general
approval and calls forth the cpinion that the transition period is unaveidable
and is proving beneficial in its effects. A strong tendency tc defer committments
and to exercise caution before undertaking future contracts is noted in varicus
regwdns. "Taken as. a whole," says the First Federal Reserve District, "the
gituation is one cf waiting for were settled conditicns." From practically all
districts comes the predicticn that the slcewing down will be tewporary.

Thus far ths process cf readjusting labor tu the new conditicns has caused
but little inccnvenience or difficulty. Labor set free in war industries has
been steadily abscrbed by general business so that the principal effect thus far
of the increasing free supply has been merely that of relieving a previcusly
existing shortage. There is still an excess c¢f dewand at wany points. In scme
places ccnsiderable numbers of ewployees have been dropped, but cf these a part
were temporary workers who had taken ewployment partly in crder to aid war pro-
duction, while wany others have been promptly reemployed. Costis Zavs altered
but little, and ths high expense of living has wade emwployers feel that it is
incumbent upon them to waintain wages, so far as practicable, pending distinct
ravisicn cof prices for necessaries. In some cases it is reported that there is
a tendency tc a "settling down" upon "a higher level of prices and a higher
average of wages than prevailed for sowe time preceding the war." From the
productive standpoint, conditicns ccntinue to be satisfactery in wost staple
lines. Agriculture,. in' particular, is reported to be in an exceptionally promising
conditicn. The farmer is said tc be in "ths best financial shape that has pre-
vailed for many years." In the scuth he is holding his cottcen for better prices
and is marketing his output conservatively. Excellent crcp prospects are re-
ported, not only frow the cotten regicn but alse froem the wheat States of the west:
and from California. On the Pacific Coast the prospects for excellent crops for

the coming year are exceedingly bright.

In the live stcck regicn "genditions are nmuch improved" and cattle will
probably go through the season in fair condition." There is an active and firmer
tone in the beef trade, and record purchases of animals have been wade. The
movement of live stock tc the leading markets of the Kansas City district con-

“tinues very heavy. Tables which have been compiled by the Business Index Report-
ing Section show receipts and shipments c¢f live stock at more than sixty important
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. markets for the first eleven munths of the year at high figures. While compiled

' Dbcewber figures are not yet available repcrts of Federal Reserve Agents indicate
that this movement has been sustained during the past months. Iron and stesl, sc
frequently taken as an authoritative index of business conditions, are uasettled
cn account of the cuts that have already becn made and the expected nsw price
basis for themw and for their derivatives. Orders for new business are of soume
assistance, but they are not yet of a volume sufficient to indicate that prices
have become settled. The wmarket for steel is quiet ard there is mo dispositicn
tc make undue reducticns in prices. Pig iren produciion in Birmingham for
November was at about the same level as in October. Figurss compiled by the
Bard’s Reporting Service and published elsewhere in this Bulletin exhibit the
present outloock for ingot steel, pig ircn, and unfilled orders. The index numbers
submitted in connection with the statistics for quantity procducticn show a slight
falling off in all of these three factors in the iron-trade situation for the
month of November. Federal Reserve Agents' reports point to a further continuance
of this movement during Deceuber. From Cleveland it is reported that in "all
lines of iron and steel wanufacture there way be said to be a waiting mood, a
taking of stock, and a preparation for the future." Philadelphia produc¢ers regard
the present reduction of the high tensicn of the last few years as very welcome,
permitting the plants to be overhauled and placed in gocd physical conditicn
for the expected large volume of after-war business. While coal production has
not recovered the level which had been attained prior to the first of November,
and while sowe shofrtage exists hete and there, the output is again moving up-
ward, cat servite Mas improved in certain sections and labor ¢onditions are
reported fairly satisfactory. The Board's study of coal producticn shows warked
decline in.-monthly producticn of bituminous and an especially marked falling
off in anthracite, while coke has fallen slightly, the figures exhibiting results
up to the end of November. December developments indicate a tendency to reccver
from conditicns thus depicted. The production of copper and of other metals
which have been in exceptional demand during the war, is already showing the
effects of conversion of industry to a peace basis. Zinc has been controlled, both
in production and shipment, in the mid-continent field, while trading in copper
and other metals has been comparatively limited. There is an apparent feeling
that the price of 26¢ for copper, which continues fixed until January lst, was
too high for commercial business. The production of lead was about normal in
Movember and stccks continue small. Producers of petroleum in the mid-continent
district have only about three wonths! supply and regard the outlock as favorable.
Sored stocks increased somewhat during the early autumn in Califcornia, tut a
shortage of gascline is now expected.

In manufacturing ths outlcok is by no means uniform. Freight is moving fairly
well, although some sections complain of delay. Manition industriss have largely
reduced their activity. Machine~-tool manufacturing is demcralized on account
of the cancellaticn of Governwent orders. Cotton and woolen mills have been
running full, but the end of unfilled corders is now anproaching and but little
new business is being placed. Figures compiled by the Board for idle spindles
in various classes of machinery engaged both in the wool and in the cotton
industry, show a decided tendency to an increase in the percantage of idle
machinery. Shod manufacturing is also less active. There has been an increase in
retail trade, due to the holiday season and some disposition to enlarge expen-
ditures for personal consumption, not only on account of the usual holiday
activity, but also in consequence of relaxation of econowics dwe to the war,
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A some points thers would appear to be a development cf extravagance.

Prices on the whole have shcwn only slight change, decrsase in basic
foodstuffs being offset by increase in dairy products, meat and groceries. Large
changes have occurred in only a few lines. Therc has, if anything, been an
advance in prices of gonsumers' gocds, while raw materials have shown a disposi-
tion to decline. While these statistics relate to conditicns only up tc¢ the
first of Decewber, preliminary reports for the early weesks of Decewber indicate
a maintenance of a practically similar situation, The average level of prices
appears to be past the peak, but as yet with only comparatively slight mcvement
downward. Thus far such changes in the prices as have occurred are apparently
due to local and speradic medificaticns of demand, dues t¢ alteraticns in em-
ployment and buying power, rather than tc any fundamental wmodification of the
underlying factcrs of producticn.

Up to ths 15th c¢f December the Board's Reporting Service shows that changes
in rates of intersst havs besn wore warked than for some time past. In contrast
to the month ending Novewber 15th a general tendency way again be perceived,
most districts showing a considerable decrsase. In certain cases, conspicuous
among which are New York, St.Louis and Minneapolis, the decrease occurs for
practically all the types of papsr for which quotations are given. On the other
hand, rates in several districts on the whole show an increase, New Orleans and
San Francisco being cases in point, while a small number of centers, among which
Chicago may be menticned, report rztes practically unchanged from these pre-
vailing during the period ending November 15th. Customary rates, in general with

v few exceptions, remain unchanged, ths movement in rates being confined to changes
in the high and low quotations. The decrease is most proncunced in the case of
comrercial paper and collateral loans. Rates for bankers' acceptances on the
whole show a fractional decrcase, while rates charged on interbank loans afford
an approximately equal number of cases of increase and decrsase. Rates on paper
secured by Liberty bonds and certificates of indebtedness, which on the whole are
lower than on ordinary commercial loans, or on loans secured by other collateral,
rsuain practically unchanged. A greater degree of uniformity bstween rates prevail-
ing in various sections may be observed in the case of coumercial paper purchased
in the open market than for practically any other type of paper, the rates in
many instances being lower than those/for customers! paper c¢f similar waturities.

] prevailing

Total transacticns at banks ccmpiled by the Beard up to December 18th show
slight decreases in vilume of transacticns for individual account, but censider-
able gains in the vclume c¢f transactiins for bank account. On the whole, the
total volume of current business cf banks included in 152 clearing hcuses rewmains
abwut stable. Federal Reserve Bank uperaticns during the latter part of the
wonth show a tendency to a falling'cff in war paper. The money market has under-
gone but 1little change, but such change as has cccurred indicates that national
banks are again entering the commercial warket as purchasers. The purchases
have been sparing and wade with discriminaticn, but in the middle west are said
to indicate a gradual drift toward a were normal situaticn in the supply of funds.
4 similar situaticn in the Fourth District is repcrted, and althcugh it is
stated that money conditicns are in nc sense sasy, the banks have now some funds
t¢ invest and are investing thew in liquid paper. Ccllecticns vary ccnsiderably
threugheut the country and in some districts are repcrted very satisfactcry, while
elsewhere they are slcw, apparently due t. the fact that farmers are holding

their crops for better prices.
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Post-office receipts are showing a distinct decline in wany sect?cns.
Pending the develdpment of new conditicns, building operaticns are still at
a low level, althcugh increase is expected as a development. of the near
future.

On the whole, ths ccnclusicns to be derived frem a general review of
industrial and commercial conditicns, both as furnished by Federal Reserve
Agents, and from the Bcard's own analyses, point to the distant development
of the movement toward a ncrmal cr peace basis with very substantial alteration
of conditiins in particular lines, but with a goed volume cof ocutput in the
staple articles of commerce still waintained. Financial conditicns, ccnsidering
the great dsmands that are still made upon the bvanks, are satisfactory.
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FEDERAL RESERVE BOARD

WASHINGTON

N.C.Elliott
Counsel January 4,1°919.

MEMORANDUM FOR THE E2ARD:

From the acccmpanying file it appears that some cenfusion of thought
oxists in the minds of certain officers of Federal reserve banks and
member banks as t¢ the Beard's interpretation of these provisicms cf Section
.13 of the Federal Reserve Act which relate .

(1) To the power of member banks tc accept drafts drawn in dcmestic
transacticns;

(2) To the eligibility fer redisccunt by Federal reserve banks of
member bank acceptances.

The understanding cf this office of the provisions in questicn as
interpreted by the Board is as dollows: '

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

Subjsct to the limitaticns prescribed by the Act, meuber banks
are authorized = :

(2) To accept drafts or bills of exchange which grew out of transacticns
involving the dcwestic shipment of goods, provided shipping
documents conveying or securing title are attached at the time
cf acceptance.

v

(b) Tc accept drafts cr bills of exchange which are secured at the
time of acceptance by warehcuse receipts ®F other such documents
c.nveying or securing title covering readily marketable staples.

A1l drafts accepted in domestic transactiins must be secured at
the tiwe of acceptance. If the aggregate amcunt cf drafts accepted fcr one
person, firm ¢r corperaticn exceeds a sum equal to ten per cent of the
capital and surplus of the accepting bank, such drafts must remain secured
throughout the life of the draft since the Act provides that -

» "No wember bank shall accept, whether in a foreign or dowmestic
transaction, for any one person, **" * * * to an amount equal at
any tiwe in the aggregate to wore than ten per centum of its paid-
up and unimpaired capital stock gnd surplus, unless the bank is
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To give this language any meaning it must be assumed that the
accepting bank way release the security in any case in which the total
amount accepted for any one customer does not exceed ten per cent. of
its capital stock and surplus, but umst not release it if tne awount
accepted exceeds this sum. :

Unless this interpretation is placed upon the statute, the provision
just quoted would have no weaning ian so far as it relales to domestic
transactions since all drafis accepted in domestic transactions wust be
secured at the tiwme of accepiance.

Member banks should be cautioned, however, that when Congress granted
the power to ancept drafts in domestic traunsactions, it clearly intended
to facilitate domestic commerce and did not intend this power to be
exercised for the purpose of extending unreasonable lines of credit to
individual borrowers. If Congress had intended to give greater latitude
to banks under its jurisdiction in the matter -of loans to individual
borrowers a wuch wmore direct method would have been to remove or broaden

. the limitations of Section 5200 Revised Statutes.

ELIGIBILITY FOR REDISCOUNT OF MEMBER
BANK ACCEPTANCES.

Any draft or bill of exchange which a member bank has the power to
accept is technically eligible for rediscount with a Federal reserve
bank. This does not wean, however, tnat Federal reserve banks are required
by law to rediscount any such acceptance tendered to it. In developing a
warket for acceptances the Federal reserve banks are called upon to carry
a large amount of this class of paper. It is, of course, desi.cable that
this market should be developed in order to give greater elasticity to the
credit facilities of the wember banks. It is important, however, that the
Federal "Reserve Board and the Federal reserve banks should take all
necessary steps to insure conservatism in the exercise of the acceptance
power of wember banks. The policy of the Board, thsrefore, as reflected
in its various rulings, has been to caution Federal reserve banks that in
rediscounting drafts accepted in dowestic transactions they should consider,
and in wany cases investigate, the circumstances under which the draft was
accepted in order to determine whether the spirit as well as the letter
of the statute has been complied with.

The Board has recognized the fact that in the ordinary course of
business, shipping documents securing drafts accepted must be released in
order that the customer for whom the draft was accepted way procure the
goods represented by such documents. It also recognizes the fact that where
such drafts are secured by warehouse receipts it is probable that at some
period during the life of the draft it will be necessary for the receipt
to be surrendered to the customwer for whom the draft is accepted in order
that the transaction involved may be consutuzzted.
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In the case of shipping documents, however, it is ordinarily
necessary to release the dotuwents at an earlier period than in the
case of warehouse receipts.

In either case, the security should not be surrendered by the
bank wuntil this becomes necessary in order for the transaction to
be consurmmated, and when surrendered, the bank should protect itself
by requiring either a trust receipt or a definite agreement on the
part of the customer to whom the security is surrendered that the
proceeds derived fror the sale of the goods represented by the
shipping documents or warshouse receipts will be deposited with
the accepting bank when available to pay the draft at waturity and
will not be used by the customer for other rurposes.

Respectfully,

(signed) M.C. ELLIOTT.

General Counsel.
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