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CQBlDEmriAL. Apr i l 37, 1931. 

C. S. MITCHELL 

Review* (By C. S. Hamlin). 

- I -

Banking Condi t ions a t Time of S ta tement , March 36, 1939. 

There was a near approach to a pan ic on the New York Stock Exchange 

on Tuesday, March 36, 1939. The break was one of t h e sha rpes t in s tock 

exchange h i s t o r y . Cal l loan r a t e s reached 30$, the h i g h e s t f i g u r e s i nce 

1930. 

The s o - c a l l e d d i r e c t p r e s s u r e to reduce t o t a l borrowings of t h e banks 

had been in f o r c e s i n c e February 7, 1939, the da te of t h e B o a r d ' s warning. 

There was a f e e l i n g abroad, t h a t t h e banks had f i n a l l y determined to 

adopt the most d r a s t i c methods, and would r e f u s e even to ex tend c r e d i t 

f a c i l i t i e s which, under o r d i n a r y circumstances» they would have g ran ted 

a s a ma t t e r of course , such as to meet temporary withdrawal of funds by 

c o r p o r a t i o n s f o r q u a r t e r l y i n t e r e s t and d iv idend payments, o r wi thdrawals 

from New York to i n t e r i o r p a r t s of the count ry . 

Brokers loans bo th f o r t h e New York banks ' own account , and " f o r 

o t h e r s " had been d e c l i n i n g du r ing the week ending March 87, 1939. 

The c a l l l oan renewal r a t e s were a s fo l lows : 

Undoubtedly one cause of the c r i s i s which a ro se on t h a t day, March 26 th , 
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was the acu te c r e d i t s t r i ngency ' in Chicago, W i s i n g from t h e heavy l i q u i d a -

t i o n on t h e Chicago Stock Exchange "beginning on March 2 1 s t , which r e s u l t e d 

in l a r g e wi thdrawals of funds from New York. 

F r igh tened t r a d e r s a l l over the country were s e l l i n g s tocks b l i n d l y 

on t h a t day* By 1:30 p.m. the volume of t r a d i n g on the New York Stock 

Exchange had reached over 5^ m i l l i o n sha re s , and the t i c k e r t ape was 

58 minutes behind the market . 

Under t he se c i rcumstances , Mr. M i t c h e l l , on Tuesday, March 26 th , 

came to the r e l i e f of the money market , advancing s i x m i l l i o n s of d o l l a r s 

on c a l l l o a n s . 

- I I -

Mr. M i t c h e l l ' s Sta tement . 

In the a f t e r n o o n of Tuesday, March 26 th , Mr. Mi tche l l gave ou t t h e 

f o l l owing i n t e r v i e w , as taken from the New York Hera ld-Tr ibune of Wed-

nesday, March 27 th : 

"So f a r a s t h i s i n s t i t u t i o n i s concerned, we f e e l 
t h a t we have an o b l i g a t i o n which i s paramount to any 
Fede ra l r e s e r v e warning, o r any th ing e l s e , to a v e r t , 
so f a r a s l i e s w i t h i n our power, any dangerous c r i s i s 
i n t h e money market . 

"While we a r e ave r s e to r e s o r t i n g to r e d i s c o u n t i n g 
f o r t h e purpose of making a p r o f i t in t h e c a l l market , 
we c e r t a i n l y would no t s t and by and see a s i t u a t i o n a r i s e 
where money became imposs ib le to secure a t any -or ice ." 

Mr. M i t c h e l l i s quoted by the New York Times of March 29, 1929, 

F r i d a y , as saying t h a t h i s Bank was p r epa red to make a v a i l a b l e 5 m i l -

l i o n s f o r the c a l l loan market a t 16$, and a l i k e amount f o r each ga in 

of 1$ up to 20$. 
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He a l s o made i t c l e a r t h a t hiA a c t i o n Was baaed not so much on 

concern over the movement of the r a t e s , hu t to k i l l t he i dea t h a t 

money could no t be had no ma t t e r what was o f f e r e d f o r i t . From the 

t ime t h e o f f e r was made, the c a l l money r a t e s d id no t go above the 

minimum r a t e , b u t d id go down, c l o s i n g a t 8%. 

(190-1) 

The New York World of March 30, 1929, quotes Mr. Mi t che l l a s 

f o l l o w s ; 

"Should another c r i s i s develop, w i l l you s t and by 
again?" was t h e next ques t ion . Mr. M i t c h e l l answered, 
" I t can be s a f e l y assumed t h a t we w i l l endeavor a t a l l 
t imes to p reven t a c r i t i c a l s i t u a t i o n going out of bounds. 
We won ' t be a lone . Other banks w i l l subsc r ibe as s t r o n g -
l y a s we to t h a t d o c t r i n e . " 

- I l l -

Senator Glass on Mr. M i t c h e l l . 

The Few York Times e d i t i o n of F r iday , March 29, p u b l i s h e s an 

a t t a c k on Mr. Mi t che l l by Senator Glass , who was quoted a s f o l l o w s : 

"The Federa l 3ese rve Board has adopted the adminis -
t r a t i v e p o l i c y of having Federal r e s e r v e banks r emons t r a t e 
wi th member banks a g a i n s t p e r m i t t i n g the f a c i l i t i e s of the 
Federa l Reserve System to be used f o r s tock s p e c u l a t i v e 
pu rposes . 

"This should have been done long ago, b e f o r e t h e 
s i t u a t i o n got out of hand. Fow t h a t i t has been done, 
a Class A d i r e c t o r of a Federa l Reserve Bank, h imse l f 
P r e s i d e n t of a g r e a t banking i n s t i t u t i o n , v igo rous ly 
s l a p s t h e Board, square ly in the f a c e and t r e a t s i t s 
p o l i c y w i th contempt and contumely. He avows h i s 
s u p e r i o r o b l i g a t i o n to a f r a n t i c s tock market over a -
g a i n s t t h e o b l i g a t i o n of h i s oa th as a d i r e c t o r of the 
New York Federa l Eeserve Bank, under t h e supe rv i so ry 
a u t h o r i t y of the Federa l Reserve Board. 

"Mr, M i t c h e l l ' s p roc lamat ion i s a cha l l enge to the 
a u t h o r i t y and t h e announced p o l i c y of the Federa l Reserve 
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"Board. The cha l l enge M be promptly met and courageous-
l y d e a l t w i th . 

"The Board should ask f o r the immedia t e . r e s igna t ion 
of Mr. Mi t che l l as a Class A D i r e c t o r of the Hew York Fed-
e r a l He se rve Bank. 

" I f t h e Na t iona l Ci ty Bank in Few York, or any o t h e r 
member bank of t h e System anywhere, imagines i t i s g r e a t e r 
than t h e Federa l Reserve System and may de fy and r e j e c t 
t h e cons ide red p o l i c y of the f e d e r a l Reserve Board, i t 
should a t l e a s t be given to unders tand t h a t the P r e s i d e n t 
of such a bank w i l l no t be p e r m i t t e d to have an o f f i c i a l 

i p a r t in t h e management of the Federa l Reserve System. 

" I do not know what t h e Federal "Reserve Board w i l l 
do about i t , bu t I have a very decided conv ic t ion a s to 
what i t should do, and t h a t s w i f t l y . 

"The whole count ry has been aghas t f o r months and 
months a t t h e menacing s p e c t a c l e of excess ive s t o c k gambl-
ing , and when the Federa l Reserve Board mi ld ly seeks to 
a b a t e t h e danger by an a d m i n i s t r a t i v e p o l i c y , f u l l y sanc-
t i o n e d by law, r a t h e r than by a p r o h i b i t i v e advance i n 
r e d i s c o u n t r a t e s , which might p e n a l i z e the l e g i t i m a t e 
b u s i n e s s of t h e e n t i r e count ry , an o f f i c e r of the System 
i s s u e s a d e f i a n c e and engages in an a t tempt to v i t i a t e 
the p o l i c y of the Federa l Reserve Board. 

"Whatever h i s a b i l i t i e s a s a banker may b e , o r how-
ever h igh h i s c h a r a c t e r , the s p i r i t man i fes t ed by Mr. 
M i t c h e l l t o t a l l y u n f i t s him f o r the o o s i t i o n of d i r e c t o r 
of a g r e a t Federa l Reserve Bank. This i s not an age f o r 
t h e m a n i f e s t a t i o n s of a Nicholas B idd le . " 

Senator Glass , in the New York Times of Apr i l 2 , 1929, in reply-

to the a t t a c k of Ex-Senator Owen who had defended Mr. M i t c h e l l , de-

c l a r e d t h a t t h e Reserve Board had the power to remove Mr. M i t c h e l l 

and to compel r e s e r v e banks to r e f u s e the r ed i scoun t p r i v i l e g e to 

those engaged in s p e c u l a t i o n . Senator Glass f u r t h e r s t a t e d : 

"Whether or not the Federal Reserve Board should 
have removed Charles E. Mi tche l l f o r h i s open d e f i a n c e 
of t h e B o a r d ' s a u t h o r i t y and h i s avowed a t tempt to 
f r u s t r a t e i t s a d m i n i s t r a t i v e p o l i c y , i s , of course , a 
ma t t e r of op in ion . I t was my conv ic t i on , and s t i l l i s , 
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" that the Soaird should hat# taken exactly that d-btidtit 

"This should have been done prompt ly , not so much, 
pe rhaps , f o r the o f f e r by Mr. M i t c h e l l ' s Bank of 25 m i l -
l i o n s to a dangerously extended s p e c u l a t i v e s tock market 
which t h e Board was c o n s e r v a t i v e l y t r y i n g to curb , a s 
f o r h i s dramat ic a s s e r t i o n of a supe r io r o b l i g a t i o n to 
t h e s tock s p e c u l a t o r s over a g a i n s t h i s o b l i g a t i o n to 
t h e Federa l Reserve System, of which Mr. Mi t che l l i s a 
sworn d i r e c t o r . 

"He was well aware of the p o l i c y be ing pursued by 
' t h e Federa l Reserve Board; n e v e r t h e l e s s he s e t out w i th 

appa ren t d e l i b e r a t i o n to thwar t i t and to b r i n g the 
a u t h o r i t y of the Board i n t o contempt. In t h i s he succeed-
ed. 

"The a u t h o r i t y of t h e Board to suspend or remove 
Mr. M i t c h e l l or any o t h e r o f f i c e r or d i r e c t o r of t h e 
Hew York Federa l Reserve Bank i s not a ma t t e r of op in -
ion . I t i s so p l a i n t h a t den ia l of i t "betrays i g n o r -
ance of t h e law. 

"There i s no implied l i m i t a t i o n on the p rocedure 
thus sanc t ioned . I f t h e r e were any, i t i s inconce iv -
a b l e t h a t i t would r e l a t e to an o f f e n s e involv ing a 
v i t i a t i o n of t h e Board ' s v i t a l a d m i n i s t r a t i v e p o l i c i e s . 

"V 

" In sco res of ways the Act lodges wi th the c e n t r a l 
Board a t Washington supremacy of c o n t r o l . I f t he P r e s i -
dent of t h e Na t iona l Ci ty Bank, who i s a l s o a Class A 
D i r e c t o r of t h e Hew York Federa l Reserve Bank, can be 

j persuaded to b e l i e v e t h a t the Federa l Reserve Act a u t h o r -
i z e s , r e s e r v e banks to r ed i scoun t paper f o r s tock spec-
u l a t i v e purposes he i s too simple to h o l d e i t h e r p o s i -
t i o n . Of course , Mr. Mi tche l l knows b e t t e r ; o the rwise 
t h e r e Was no p o i n t in h i s p u b l i c d e f i a n c e of the Fede r -
a l Reserve Board. He would have thrown h i s Bank 's 
$25,000,000 i n the s p e c u l a t i v e swi r l a s a customary 
t r a n s a c t i o n . 

"This s tock s p e c u l a t i n g wi th funds of Federa l r e -
se rve banks i s by law p rec luded , as i t was d i s t i n c t l y 
in tended to be . To say Federa l r e s e r v e banks a r e n o t 
s u b j e c t to the a u t h o r i t y of the Federa l Reserve Board 
in making loans i s to b e t r a y ignorance of the law." 

The Hew York Times of October 25, 1929, a l s o con ta ins t h e fo l lowing 

i n t e rv i ew by Sena tor Glass : 
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"The present t r o u b l e i s due l a r g e l y to Charles Bi 
M i t c h e l l ' s a c t i v i t i e s , t h a t man more than 40 o t h e r s i s 
more r e s p o n s i b l e f o r t h e ^ r e s e n t s i t u a t i o n . Had t h e 
Federa l r e s e r v e ac t ed and d ismissed him, the t r o u b l e 
might be l o s s . The c r a s h has shown t h a t s tock gambl-
ing has reached i t s l i m i t ; " 

(196-151) 

-IV-

Comment, - E d i t o r i a l and Otherwise . 

R e p r e s e n t a t i v e Hamilton F i s h in the Hew York Times of Apr i l 2 , 

1929, a t t a c k e d Senator Glass and defended Mr. M i t c h e l l , s t a t i n g t h a t 

he had a v e r t e d a pan ic . He a l s o endorsed the recommendation of Mr. 

M i t c h e l l ' s Bank f o r an i n c r e a s e in r ed i scoun t r a t e s to 6$, express ing 

the b e l i e f t h a t such a s tep would be s u f f i c i e n t to end excesses in 

the s tock market . He f u r t h e r s t a t e d t h a t Mr. M i t c h e l l ' s quick t h i n k -

ing and a c t i n g should have been commended i n s t e a d of condemned by 

Senator Glass . 

The New York Journa l of Commerce, March 28, 1929, speaks of Mr. 

M i t c h e l l ' s announcement: 

"Reserve o f f i c i a l s c la im t h a t every a t tempt has been 
made by the Federa l Reserve Bank of Eew York, wi th t h e 
h e a r t y suppor t of i t s d i r e c t o r s , to c u t down the p r a c t i c e 
of r e s o r t i n g to r e s e r v e banks f o r r e d i s c o u n t s . " 

I t p o i n t s out t h a t : 

"At t h e end of 1928 l o c a l bankers r ed i s coun ted h e a v i e r 
in o rde r to ease the s t r a i n in the money market , and now 
they propose to do so aga in . On t h e b a s i s of such f a c t s 
a s t h e s e , the market and the p u b l i c a t l a r g e has g r a d u a l l y 
come to t h e conclus ion t h a t t h e appea l s of r e s e r v e banks 
and t h e i r d i r e c t o r s a r e not in tended to be t aken very 
l i t e r a l l y , and t h a t they a r e r e a l l y in the n a t u r e of ex-
h o r t a t i o n s r a t h e r than in the n a t u r e of f i n a n c i a l p r e c e p t 
o r adv ice . There has been a g r ea t dea l in the whole con-
duct of t h e Reserve System to s u s t a i n t h i s p o i n t of view, 
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" i n c l u d i n g , of dduTse, t he W^lt«kriown s ta tement of 
Governor Young to a dongress ional Committee to thd 
e f f e c t t h a t a l l was w e l l , fo l lowed "by speeches of 
"bankers to the same p u r p o r t , and then f i n a l l y by 
h i s u rgen t r eques t of l a s t February not to l oan f o r 
s p e c u l a t i o n and not to encourage s p e c u l a t i v e a c t i v i t i e s . " 

I t a l s o speaks of t h e l a c k of conf idence which has 
been g r a d u a l l y engendered through the b e l i e f t h a t l e a d e r s 
of f i n a n c i a l op in ion do not mean e x a c t l y what they say . 
S t a t e s t h a t i t would he lp immensely i f we could ge t to 
some d e f i n i t e accepted b a s i s of unde r s t and ing on the 
whole ques t i on which would be j u s t as sound and f o r c e -
f u l when one man's s tocks a r e going down a s when those 
of ano the r have been s u b j e c t e d to p r e s s u r e . 

Mr. David Lawrence in t h e Washington S ta r of F r iday , March 29, 

1929, s t a t e s t h a t t h e Board has been d i s t u r b e d not so much by t h e a c t i o n 

taken by Mr. M i t c h e l l as by h i s s t a tement , which Mr. Lawrence quotes . 

Mr. Lawrence adds t h a t : 

" H a t u r a l l y Mr. Mi tche l l had to borrow the 25 
m i l l i o n d o l l a r s a t t he Federa l Heserve Bank of Few 
York, and by agree ing to loan t h i s money the Few 
York i n s t i t u t i o n , by i n f e r e n c e , acquiesced in h i s 
a c t i o n , f o r the Federa l Reserve Board was only i n -
t e r e s t e d in b reak ing down specu la t i on and not i n 
f o r c i n g a s i t u a t i o n in which money could not be had 
by anybody a t any p r i c e . To the ex ten t t h a t t h e . 
New York Board of d i r e c t o r s a r e presumed to have 
been a c t i n g i n harmony wi th the Federa l "Reserve 

, Board, t h e s ta tement of Mr. Mi tche l l i s r ecorded as 
u n f o r t u n a t e , i n t h a t i t may be cons t rued by the banking 
world as a c r i t i c i s m on h i s p a r t of the famous Federa l 
Reserve Board warning of February 14 th . " 

" I t was not what Mr. Mi tche l l d id , but what he 
s a i d , t h a t caused d i s c u s s i o n in o f f i c i a l q u a r t e r s h e r e , 
and f o r t h a t reason the Board i t s e l f i s not l i k e l y to 
r a i s e an i s s u e a t t h i s t ime; in f a c t , Mr. M i t c h e l l ' s 
p o i n t of view was o u t l i n e d a t Thursday ' s meet ing of 
t h e d i r e c t o r s of the Federa l Reserve Bank of Hew York 
which was a t t ended by r e p r e s e n t a t i v e s o f the Federal "Re-
se rve Board a t Washington." , 

"The Federa l Reserve Board i s determined to go to 
t h e l i m i t of i t s powers ." 
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Ho f i n s t l l y added t h a t ! 

"The r a i s i n g of tho r ed i s coun t r a t e i s t he normal weapdn 
u s e d , bu t i n a s i t u a t i o n l i k e t he p r e s e n t , which i s abnormal, 
something more d r a s t i c than a mere r a i s i n g of the r e d i s c o u n t 
r a t e i s t a l k e d about . I t i s , i n a n u t s h e l l , t h e o r d e r i n g of 
t h e Fede ra l r e s e r v e banks and branches to r e f u s e to r e d i s c o u n t 
a t a l l t he paper of member banks when p r e s e n t e d to g e t f unds 
to a i d specu la t ion* i t i s d i f f i c u l t to draw the l i n e between 
a s p e c u l a t i v e and a commercial c r e d i t , bu t t h e burden of 
p roof would be on t he banking i n s t i t u t i o n , and t h e mere 
announcement of t he o rde r or r e g u l a t i o n , i t i s f e l t h e r e , 
would be s u f f i c i e n t to t e l l the s p e c u l a t i v e element t h a t 
t h e Fede ra l Reserve Board i s i n e a r n e s t , and w i l l no t be 
d e f i e d . " 

The Hew York Times, in an e d i t o r i a l in t he e d i t i o n of March 30, 

1929, s t a t e d in p a r t a s f o l l o w s : 

"Yet i t appears t h a t the g r e a t emphasis and p o s i t i v e n e s s 
w i th which he (Senator Glass ) has denounced t h e a c t i o n of t he 
N a t i o n a l C i ty Bank, and some o t h e r banks in ITew York, in 
s t r i v i n g to a v e r t a money pan ic t h i s p a s t week were some-' 
what misp laced . 

"Sena to r Glass seems to have confused a temporary 
emergency wi th a permanent p o l i c y . 

HThe banks d id not come forward wi th funds t o promote 
s p e c u l a t i o n bu t to p reven t what t h r e a t e n e d to be a s e r i o u s 
c r i s i s in t h e money market 

"The endeavor was to surmount a t h r e a t e n i n g c r i s i s . 
I t was obv ious ly s u c c e s s f u l , and t he presumption was t h a t 
t h e s e p a r t i c u l a r bank funds were thereupon withdrawn from 
t h e money market . 

"There has been some i d l e t a l k t h a t t h e r e was an a g r e e -
ment to "peg" the c a l l money r a t e a t 15$. The mere s t a t e -
ment of t h i s shows how r i d i c u l o u s i t i s to suppose t h a t t he 
movement was one to b o l s t e r wi ld specu la t ion" Paying 15$ 
f o r money to s p e c u l a t e w i t h ceases to be s p e c u l a t i o n and 
becomes i n s a n i t y . 

"Sena to r Glass does wel l to ho ld up the hands of t h e 
Fede ra l Reserve Board in t h e e f f o r t s which i t has made to 
keep t h e v.'hole c r e d i t system of the n a t i o n from be ing u p e e t . 
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" I n t h i s n o s i t i o n i t i s p robab le t h a t t he g r e a t m a j o r i t y 
of c a u t i o u s and r e s p o n s i b l e bankers agree wi th him." 

(190-2) 

-V-

ffurther Comment. 

Approval of Mr, M i t c h e l l ' s course . 

A n n a l i s t 
D. W. E l l swor th . 

Mar. 29, 1929. 190 - 17. 

"Brooklyn Dai ly Eagle . 190 - 58. 

Ba l t imore Sun 
Apparent ly aooroves what he d id bu t c r i t i c i s e s what he s a id . 

190 - 58. 

F i n a n c i a l News. 
Apr i l 2 , 1929. 190 - 145 (2) 

F i s h , Hamilton, Gong. 
Apr i l 3, 1929, 190 - 33. 

F i s h e r , P r o f . I r v ing . 
A p r i l 1 , 1929. 190 - 24. 

H a r t f o r d Courant. 190 - 58. 

New York Evening P o s t . 190 - 58. 

Hew York Herald-Tr ibune. 
March 29, 1929. 1 9 0 - 3. 

How York Times. 
March 30, 1929. 190 - 2 

New York ^ o r l d . 
Mar. 28, 1929. 1 8 9 - 1 4 2 . 
Mar. 30, 1929. 190 - 16. 

Owen, Ex-Senator 
Mar. 31, 1929. 190 - 14. 

Spokane Sookesman-Beview. 
Apparent ly approves what ho d id bu t c r i t i c i e o s what he s a id . 

190 - 58. 
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S p r i n g f i e l d Sejmbl ica iu 
Approves what he d id . 
C r i t i c i s e s what he s a id , 

190 - 58. 

Approval of Senator g l a s s ' s c r i t i c i s m of Mr. M i t c h e l l . 

San Franc i sco Chronica l . 190 - 58. 

Lawrence, David. 190 - 5, 

Ra l e igh Hews and Observer . 190 - 58. 
Neu t ra l 

Chicago Dai ly Brews. 190 - 58. 

Kansas Ci ty J o u r n a l - P o s t . 190 - 58. 
Ambiguous 

Hew York Jou rna l of Commerce. 189 - 138. 

He sumo 

The above q u o t a t i o n s seem to show t h a t a s a r u l e the p r e s s of the 

count ry approved, or a t l e a s t d id not o b j e c t t o , what Mr. Mi t che l l d id 

to r e l i e v e t h e money market and to a v e r t a t h r ea t ened p a n i c . 

Many of t h e p a p e r s , however, whi le approving what he d i d , c r i t i c i s e d 

him s e v e r e l y f o r what he s a i d . 

—VI— 

Proceedings in the Federal Reserve Board. 

March 28, 1929; 

Dr. M i l l e r te lephoned from New York t h a t t h e bankers a r e very angry 

because of Mr. M i t c h e l l 1 s in t e rv iew; t h a t they d id not o b j e c t to h i s r e -

l i e v i n g t h e market to avoid panicky c o n d i t i o n s , bu t t h a t h i s i n t e rv i ew 

over th rew banking con t ro l of t h e s i t u a t i o n and s t a r t e d up s p e c u l a t i v e 

a c t i v i t y anew. 

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



X-6873 

, n . 442 
Goverhdf touAg was asked by the Board to c a l l up Mr. Mi t che l l and 

a s k him to inform the Board in w r i t i n g j u s t what he s a i d i n h i s in te rv iew. 

March 29, 1929s 

Dr. M i l l e r s t a t e d t h a t he met Mr. Mi tche l l a t a meet ing of t h e 

New York d i r e c t o r s ; t h a t Mr; Mi tche l l was very i r r i t a b l e and p e t u l a n t ; 

t h a t he ( M i t c h e l l ) t o l d him he was in a b e l l i g e r e n t mood, and t h a t the 

Fede ra l Reserve Act mast be changed to t a k e away t h e power of the Board, 

Dr. M i l l e r s t a t e d t h a t t he sent iment in New York was a g a i n s t Mr. 

M i t c h e l l a s hav ing given h i s i n t e rv i ew f o r the s e l f i s h p r e s t i g e of h i s 

Bank a t t h e expense of h i s banking compet i to r s ; t h a t o t h e r New York banks 

had done as much a s , or more than , Mr. Mi t che l l to r e l i e v e f i n a n c i a l 

s t r e s s . 

Dr. M i l l e r s a i d a l l was going well u n t i l Mr. Mi t che l l gave out h i s 

i n t e rv i ew; t h a t we could not ye t say whether t h a t i n t e rv i ew had blocked 

d i r e c t p r e s s u r e o r no t ( p r ev ious ly he had t o l d C. S. H. he f e a r e d i t had . ) 

The Board f i n a l l y agreed on a l e t t e r to Mr. M i t c h e l l , and ordered 

i t s e n t . Governor Young a t f i r s t o b j e c t e d , saying t h a t Mr. Mi t che l l 

might p u t t h e .Board i n a h o l e , l a t e r , however, he d i c t a t e d a l e t t e r 

couched more modera te ly , and a l l agreed to i t , 

Mr. James s a i d t h a t t he Board should remove Mr. M i t c h e l l , a s de-

manded by Senator Glass in y e s t e r d a y ' s p a p e r s . 

Most of the Board f e l t t h a t we should send the l e t t e r and l a t e r 

dec ide what f u r t h e r to do. 

There was l i t t l e , i f any, c r i t i c i s m made in the Board a s to what 

Mr. Mi t che l l d i d , bu t severe c r i t i c i s m as to what he s a i d . 
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Ho a c t i o n was taken by the Board and the mat ter s t i l l remains on 

the docket as " u n f i n i s h e d "business"! 

- V I I -

Correspondence Between Federal Reserve Board and Mr. Mi t che l l , 

On March 29, 1929, Governor Young sent the fo l lowing l e t t e r : 

"The New York Herald-Tribune of Wednesday, March 
27, pub l i shed the fo l lowing statement a t t r i b u t e d to you: 

'So f a r as t h i s i n s t i t u t i o n i s concerned, we 
f e e l t h a t we have an o b l i g a t i o n which i s paramount 
to any Federal r e s e r v e warning, or anything e l s e , 
to a v e r t , so f a r as l i e s wi th in our power, any 
dangerous c r i s i s in the money market . 

•While we a r e averse to r e s o r t i n g to r e d i s -
count ing f o r the purpose of making a p r o f i t i n the 
c a l l market , we c e r t a i n l y would not s tand by and 
see a s i t u a t i o n a r i s e where money became impossible 
to secure a t any p r i c e . ' 

"At t h e reques t of the Federal Reserve Board anf f o r i t s 
i n fo rma t ion , I would a p p r e c i a t e i t very much i f you would l e t 
me know whether you were c o r r e c t l y quoted." 

On Apri l 1 , 1929, Mr. Mi tche l l r e p l i d d as fo l lows ; 

" I acknowledge r e c e i p t of your l e t t e r of March 29th asking 
on the 7)art of the Federal Eeserve Board, i f , i n a s ta tement 
a c c r e d i t e d to me in the Hew York Herald Tribune of Wednesday, 
March 27th , I was c o r r e c t l y quoted. You w i l l r e a l i z e t h a t I 
d id not w r i t e or give out any s ta tement , but as the r e s u l t of 
t a l k i n g wi th a r e p o r t e r f o r perhaps two or t h r e e minutes I was 
quoted in the a r t i c l e in ques t ion . General ly speaking, I 
t h i n k the r e p o r t e r c o r r e c t l y expressed my view. 

"That a c r e d i t c r i s i s was not only th rea tened bu t . d id 
e x i s t on Tuesday, March 26th , i s a f a c t tha t has genera l 
acknowledgment. 

" I f t he re can be o b j e c t i o n on the p a r t of your Board 
to the s ta tement , I assume i t must have r e f e r e n c e to the 
fo l l owing words, ' so f a r as t h i s i n s t i t u t i o n i s concerned 
we f e e l t h a t we have an o b l i g a t i o n which i s paramount to 
any Federal r e s e rve warning, or anything e l s e . 1 
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"One of the a c t u a t i n g reasons f o r the fo rmat ion of 
the Federa l Reserve System was to avoid c r e d i t and cur rency 
c r i s e s and though in the format ion of the System t h a t "be-
came a Federa l r e s e r v e r e s p o n s i b i l i t y , n e v e r t h e l e s s I do 
n o t b e l i e v e , and I do not conceive t h e p u b l i c a s b e l i e v i n g , 
t h a t such banks a s ours were thereby r e l i e v e d of a l i k e 
r e s p o n s i b i l i t y , and I conclude t h a t t he o b l i g a t i o n f o r the 
f u l f i l l m e n t of t h a t i n s t i t u t i o n a l r e s p o n s i b i l i t y a t any 
c r i t i c a l moment i s paramount to the maintenance of a Fed-
e r a l Reserve Board genera l p o l i c y . I t was our assumed 
o b l i g a t i o n in t h a t c r i t i c a l moment t h a t i s r e f e r r e d to 
i n the a r t i c l e in ques t ion . 

"Our p o s i t i o n r ega rd ing the n e c e s s i t y of cu rb ing 
s p e c u l a t i o n and of r e s t r a i n i n g t h e unhea l thy growth of 
t h e c r e d i t s t r u c t u r e has so o f t e n been p u b l i c l y s t a t e d 
and so wel l known everywhere t h a t I assume t h e r e i s no 
need f o r e l a b o r a t i o n thereon to your Board." 

What Mr. Mi t che l l Did, as d i s t i n g u i s h e d from what he Sa id . 

The fo l l owing t a b l e shows borrowings f r o n the Federa l r e s e r v e 

banks and c a l l l o a n s made (1) 3y the Nat iona l Ci ty Bank, (2) By 22 

banks in Hew York Ci ty , from Fr iday , March 22nd, through Sa turday , 

March 30th : 

VIII-

( In m i l l i o n s of d o l l a r s ) 
: NATIONAL CITY BANK 22 banks in Few York City 

Date : Borrowings : 
• from Fede ra l : Cal l loans 
: r e s e r v e bank: _____ 

Borrowings from 
Federa l 

r e s e r v e banks 
Call loans 

F r i . Mar.22 14 
Sa t . * 23 0 
Won. " 25 25 
Tues. " 26 24 
Wed. " 27 35 
Thur s . " 28 -
F r i d . » 29 
Sa t . " 30 

137 
138 
144 
150 
141 
135 
135 
135 

114 
157 
191 
177 
190 
154 
137 
154 

812 
833 
842 
809 
802 
785 
826 
848 

(208 - 116.) 
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I t i s i n t e r e s t i n g a l so to no t e t h a t t he Nat iona l Ci ty Bank in the 

f o l l owing 12 weeks, borrowed only on 11 days. 

I t seems to me t h a t t h e above f i g u r e s could h a r d l y se rve as a con-

c l u s i v e demonst ra t ion of borrowing from the Federa l r e s e r v e bank in order 

to i n c r e a s e c a l l l o a n s . 

Between F r i d a y , March 22nd, and Saturday , March 23rd , borrowings 

decreased to n o t h i n g , whi le c a l l l oans i nc reased s l i g h t l y . 

From Monday, March 25th , to Tuesday, March 26 th , borrowings de-

c reased 1 m i l l i o n , whi le c a l l l oans inc reased 6 m i l l i o n s . 

From Tuesday, March 26th , to Wednesday, March 27 th , borrowings 

i nc r ea sed 11 m i l l i o n s , whi le c a l l l oans decreased 9 m i l l i o n s . 

From Wednesday, March 27th , through the r e s t of t h e week, the 

borrowings were a l l p a i d o f f , whi le the c a l l loans were reduced on 

Thursday to 135 m i l l i o n s and remained a t t h a t f i g u r e through Thursday, 

F r iday , and Saturday . 

Such a r e c o r d would of i t s e l f h a r d l y have j u s t i f i e d t h e Board in 

removing Mr. M i t c h e l l on the ground of having borrowed s p e c i f i c a l l y in 

o rde r to o b t a i n Federa l r e s e r v e c r e d i t f o r s p e c u l a t i v e u s e s , even though 

such u s e s , in unreasonable amounts, would undoubtedly have been in 

v i o l a t i o n of the Federa l Reserve Act and of the p o l i c i e s of the Board 

a s announced, by Regu la t ions or o the rwise , the reunder . 

- I X -

Discuss ion as to what Mr. Mi t che l l a c t u a l l y s a id in h i s I n t e rv i ews . 

The ques t ion l e f t f o r c o n s i d e r a t i o n would seem to be whether t h e 

Board would have been j u s t i f i e d in removing Mr. Mi tche l l f rom o f f i c e 
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as a Glass A D i r e c t o r , because of what he s a i d in the above quoted i n t e r -

views. 

The p u r p o r t of what he s a i d was t h a t he cons idered t h a t h i s Bank 

had an o b l i g a t i o n * paramount to any Federal r e s e r v e warning or anything 

e l s e , to a v e r t , a s f a r a s i t l a y in h i s power, any dangerous c r i s e s in 

t h e money market , wi th an i n t i m a t i o n , very C l e a r l y expressed , t h a t he 

would not h e s i t a t e to r e d i s c o u n t a t the Federa l r e s e r v e bank f o r t h i s 

purpose . 

This was c l e a r l y , and was in tended to be , a d e l i b e r a t e d e f i a n c e of 

t h e a u t h o r i t y of the Federa l Reserve Board, and an a t t a c k on i t s p o l i c i e s 

as he a p p a r e n t l y conceived them. 

This d e f i a n c e and a t t a c k was made by a Class A D i r e c t o r of t h e 

Federa l Reserve Bank of Few York who had taken oa th t h a t he would not 

knowingly v i o l a t e , or w i l l i n g l y permi t to be v i o l a t e d , any of t h e 

p r o v i s i o n s of t h e Federa l Reserve Act. 

This i n t e r v i e w , moreover, c o n s t i t u t e d a d i r e c t i n c e n t i v e to specu-

l a t o r s to proceed in t h e i r orgy under the b e l i e f t h a t the s p e c u l a t i v e 

market would be suppor ted by the banks by the use of Federa l r e s e r v e 

c r e d i t . 

In my op in ion , t h i s s t a tement of Mr. Mi t che l l would have j u s t i f i e d 

t h e Board in removing him, even on the assumption, as to which I express 

no op in ion , t h a t h i s a c t i o n in r e l i e v i n g the money market may have been 

j u s t i f i a b l e , and even though, in f a c t , he d id not secure any a d d i t i o n a l 

r e d i s c o u n t s to p r o v i d e the funds he p l a c e d , or proposed to p l a c e , on the 

c a l l loan market . 
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-x-

F i n a l Conclusion. 

Assuming a l l of the above to be t r u e , however, i t was neces sa ry 

f o r the Board to cons ider p o s s i b l e consequences which might a r i s e fro® 

t h e e x e r c i s e of i t s power of removal in t h i s case . 

I t should be remembered t h a t the banking s i t u a t i o n a t t h a t t ime 

was i n a s t a t e of h igh t e n s i o n , and t h a t the b reak was one of t h e 

s h a r p e s t in Stock Exchange h i s t o r y . 

I t should be f u r t h e r remembered, t h a t even a t t he lowes t p r i c e s 

of Tuesday, March 26, 1929, the i n d u s t r i a l averages were l e f t h ighe r 

than a t t he peak of the boom in November, 1928, so t h a t t h e r e was 

ample room f o r a f u r t h e r d i s a s t r o u s b reak should the tension con t inue , 

o r should some new source of apprehension a r i s e . 

Looking backward, I f e a r t h a t the removal o f Mr. Mi t che l l a t 

t h a t t ime might have brought about the very c o l l a p s e which f i n a l l y 

came i n October - s i x months l a t e r . I f such had been the r e s u l t of 

the Boa rd ' s a c t i o n , I am sure i t would have f e l t t h a t t he p r i c e p a i d 

was too h igh f o r e x p e l l i n g Mr. M i t c h e l l . 

The Federa l Reserve Board, as i t s t a t e d in i t s warning of Feb-

r u a r y 7 , 1929, n e i t h e r p lanned nor d e s i r e d a c rash i n the New York 

s tock market . On the c o n t r a r y , I b e l i e v e i t saved the coun t ry from 

such a c r a sh by i t s r e f u s a l to adopt the a f f i r m a t i v e r a t e i n c r e a s e 

p o l i c y of the Federa l Reserve Bank of Hew York. 

The Board, by i t s p o l i c y of d i r e c t p r e s s u r e under t h e 5$ r a t e , 
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simply sought to p r o t e c t k ^ l d u l t u r e and commerce by g r a d u a l l y wi th -

drawing Federa l r e s e r v e c r e d i t from the s p e c u l a t i v e channels i n to 

which i t had seeped, and I f e l t a t the time t h e r e was a t l e a s t some 

hope t h a t t h i s could "be done without b r i n g i n g on a c r i s i s in the s tock 

market . 

The f i n a l c r a s h of October , 1929, in my op in ion , came not from 

t h e withdrawal of Federa l r e s e r v e c r e d i t from s p e c u l a t i v e channe l s , 

b u t from the i n c r e a s e of s p e c u l a t i v e c r e d i t in those channels brought 

about by t h e ava lanche of "boot legging" c r e d i t c o n s i s t i n g of l oans 
11 f o r o the r s " over which the Federa l Reserve System had no c o n t r o l , -

, which avalanche made the s p e c u l a t i v e c r e d i t s t r u c t u r e so top-heavy t h a t 

i t f i n a l l y broke of i t s own weight . 

I t would c e r t a i n l y have been most u n f o r t u n a t e i f the Board, 

having saved the coun t ry from a c o l l a p s e i n the s tock market by b lock-

ing the p o l i c y of the Federa l Heserve Bank of New York in e n t e r i n g 

upon i n c i s i v e , r e p e a t e d i n c r e a s e s in d i scount r a t e s , had found t h a t 

by the expuls ion of Mr. M i t c h e l l , under the t e n s e banking c o n d i t i o n s 

a t t he t ime, i t had brought on the very c r i s i s i t hoped i t could avoid 

through the o p e r a t i o n of d i r e c t p r e s s u r e upon banks to reduce t h e i r 

borrowings, and I am of the opin ion t h a t the Board showed good judg-

ment in f a i l i n g to v i s i t t h i s p e n a l t y upon him, however r i c h l y i t may 

have been deserved . 

In t h i s connec t ion , a t t e n t i o n should be c a l l e d to Mr. M i t c h e l l ' s 

g ro tesque m i s i n t e r p r e t a t i o n of c r e d i t c o n d i t i o n s between t h e time of 

t h e above i n t e r v i e w s and t h e f i n a l c rash in October . For example, on 
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September 23, 1929, he s t a t e d in an in t e rv i ew t h a t t h e r e was no occasion 

f o r worrying about "brokera l o a n s or c r e d i t c o n d i t i o n s ; on October 22, 

1929, r e t u r n i n g from Europe, he s t a t e d t h a t cond i t i ons were sound, 

and t h a t many s e c u r i t i e s were s e l l i n g a t p r i c e s below t h e i r r e a l va lue; 

on t h e same day, he announced, wi th almost sa rdonic humor, t h a t t he 

p u b l i c was s u f f e r i n g from b roke r s l o a n i t i s ! 

As above s t a t e d , t h i s m a t t e r i s now on the docket of t h e Board 

a s u n f i n i s h e d b u s i n e s s , and can be brought up a t any time f o r f i n a l 

de t e rmina t ion by any member. 

In my op in ion , however, i t would be b e t t e r f o r t h e Board to l e a v e 

Mr. Mi t che l l in the morass in which he has p l aced h i m s e l f , and not 

incur the r i s k of making a martyr of him by any f u r t h e r p roceed ings . 
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