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FEDERAL RESERVE BOARD WASHINGTON w. M. M L A Y , F I S C A L ABEHT 

December 17,1919 » 
x-1758 

Subject; Construction of Term "non-essential". 

Dear Sir 

There i s enclosed for your information a 
copy of a c ircular which, has been sent to a l l banks 
and trust companies in Federal Reserve D i s t r i c t 
Number 9 hy the Governor of the Federal Reserve Bank, 
of Minneapolis. The, Board f e e l s that th is i s a t imely 
circular and that i t i s a good plan to explain net only 
to the member banks but to the non-member banks the 
p o l i c i e s of the Federal Reserve System. 

The Board would not, however, go go far as to 
say that ""borrowing for non-essent ia ls should be v igor-
ously discouraged," The term "non-essential" does not 
have the same s igni f icance now as i t did during the war. 
Were the Federal Reserve Banks to undertake to pass 
judgment upoti the e s s e n t i a l need for a given cred i t 
regardless of the e l i g i b i l i t y of the paper of fered, they 
would f ind i t necessary, i f they wish to avoid the charge 
of being unduly censorious and d i c t a t o r i a l , to exercise 
a very de l i ca te d i scret ion in their construction of the 
term "non-essential". 

Very tru ly yours, : 

Enclosure. 

Governor 

Letter to Chairmen of a l l F.R. Banks exce-pf I/P.nneapoii? 
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FEDERAL RESERVE BANK OF MINNEAPOLIS X-1758 a 

TO ALL BANKS & TRUST COMPANIES 
IN FEDERAL RESERVE DISTRICT NO. 9 : -

The advance in the discount rates of the Federal Reserve Bank of Minneapolis 
i s another warning to bankers and the general public that the resources of the 
Federal Reserve System are not unlimited. I t i s my sincere hope that the s i g -
n i f icance of this act ion w i l l be understood and that i t w i l l not be necessary 
to again advance the rates at a later date. 

The f i r s t warning was issued in October, l915» and has bean repeated at 
various intervals s ince that date, but the action taken by the Federal Reserve 
Bank has not been given s u f f i c i e n t attent ion or poss ib ly i t has not been properly 
understood. 

The resources of the Federal Reserve System were intended f o r the bene f i t 
of commerce and industry*. I t was not the purpose that they be used to stimulate 
the investment market or to encourage and support speculative movements* To 
th i s date commerce and industry hare received extensive b e n e f i t s , both d irect 
and ind irec t , from the Federal Reserve Banks, which w i l l , of course, continue 
their establ ished p o l i c y and take care of a l l the leg i t imate and re&s.onable re-
quirements of business, including agriculture. 

I t i s quite evident, that through the extravagances of individuals and the 
indiscriminate extension of credits by cer ta in banks for investments and specula-
t ive purposes, the reserves held by the Federal Reserve Bancs have been used 
through an indirect process for purposes other than those intended and authorized 
by law. The extension of credi t for speculative purposes i s not confined to 
stocks and bonds alone, but substantial advances have been made to encourage the 
movement of land, and for speculation in commodities. The Federal Reserve Bank 
of Minneapolis, in common with other Reserve Banks, has used every precaution to 
eliminate such use of i t s f a c i l i t i e s , but ind irec t ly these cred i t s have been ex-
tended, with the r e s u l t than an unwarranted over-extension of credi t e x i s t s at 
this time over the country as a whole. If this condition i s permitted to continue 
i t w i l l in time work a severe hardship upon everyone* 

Experienced bankers are cognizant of the rea l s i tua t ion and are confining 
their advances in accordance with sound and prudent banking judgment. Certain 
banks have not exercised proper discrimination and are accumulating loans that 
do not help the general s i tuat ion . Su;h banks are depending on sources other 
than the Federal Reserve Bank for ass istance in the event of an emergency. Such 
assistance i s , of course, secured i n d i r e c t l y through the Federal Reserve Bank 
and th i s warning i s issued part icular ly t o banks that are fol lowing t h i s course 
as a reminder to them of the unwisdom of depending upon the Federal Reserve Bank 
for indirect support that i t would not be permitted by law to extend d i r e c t l y to 
i t s own members. 
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The Federal Reserve Bank w i l l thoroughly inves t igate a l l appl icat ions from 
member banks. If the proceeds of such rediscounts are to be used, e i ther 
d i r e c t l y or i n d i r e c t l y , for purposes other than those intended by law, such 
applications w i l l not receive favorable act ion. 

The Federal Reserve Bank i s compelled to consider not alone whether paper 
offered for rediscount i s e l i g i b l e , but whether the purposes behind the applies*, 

m t i on for rediscount are in conformity with the law and with i t s publ ic ly 
^ announced p o l i c y . I t i s very desirable that a l l banks, both member and nonmember* 

care fu l ly analyze their loans and discriminate in the extension of c r e d i t , d i s -
couraging borrowing f o r non-essent ia ls and requesting the ir customers po clean 
up their old indebtedness before incurring new obl igat ions . Many loans which 
are not in themselves objectionable w i l l be found upon analys is to be unnecessary 
at th i s time, and while the s t ra in upon credit continues, borrowing for such 
non-essent ia l s should be vigorously discouraged* 

A f a i l u r e to f o l l o w t h i s p o l i c y i s ve ry l i k e l y to r e s u l t i n p l a c i n g the 
bank involved i n the embarrassing p o s i t i o n of being compelled t o exp la in t o 
borrowers who d e s i r e funds f o r necessa ry commercial and i n d u s t r i a l purposes t ha t 

- i t i s unable to a f f o r d them reasonable support because of the f a c t t h a t i t s 
depos i t s have been loaned i n too la rge a measure f or specu la t ive purposes . 

The r i g i d r e s t r i c t i o n of loans to those which are ac tua l ly necessary in 
order to properly support commercial business , industry aid agriculture of the ' 

< Ninth D i s t r i c t , can i n no wise harm any except those who by reckless expenditure 
of both their funds and their c r e d i t , have encouraged i n f l a t i o n . Such a po l i cy 
i s e s s e n t i a l and necessary i f the present strain on credi t i s to be checked before 
i t re su l t s in wide-spread injury to a l l business and to individuals . 

The Federal Reserve Bank, i s convinced of the absolute n e c e s s i t y of prudence* 
Caution and wise discrimination in both the extension and the use of cred i t . 

Yours re spec t fu l ly , 

(signed) R.A. YOUNG. 

Governor* 

J December 13,1919* 
Circular No. 189 
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