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THE GItEAT CONTRA(:TIQN

to 1931, China was hardly affected internally by the holocaust that wa.
s%eeping the gold-standard world,T just as in l920-21, Germans' had
been insulated by her hvperinfiation and associated floating rxchan
rate."

The first major country to Cut the link was Britain, when she left tL
gold standard in 1931. The trough of the depression in Britain and in
other countries that accompanied Britain in leaving gold was reached
in the third quarter of 1932. In the countries that remained on tile gold
standard or, like Canada, that went only part way with Britain, the
depression dragged on. In China, whose currency appreciated relative to
the pound as a result of the sharp depreciation of tile pound relative to
gold. the depression set in for die first time in 1931.

Of course, the country in tile vanguard of such an international move-
rnent need not stay there. France, which had accumulatec, s laree stock of
gold as a result of returning to the gold standard in 1928 at .' exchange
rate that undervalued the franc, and therefore had much leeway, at some
point passed the United States and not only began to add to its gold stock
but also, after late 1931, to drain gold from the United States The linkbetween the franc and the dollar was cut when the United States sus-
pended gold pa)ments in March 1933, which proved to be the business
cycle trough for the United States and countries closely linked to it InFrance. which stayed on gold for a further interval, the contractioi1
(Iragged on still longer. Although there was an upturn from July 1932 toJuly 1933, the low point of the interwar years was not reached until April1935.

5. Development of Monetary Policy
The course of monetary policy in the difficult and critical s'ears of thecontraction was greatly influenced by the struggle for power within tileFederal Reserve S'.tem, the beginnings of which were described in thepreceding chapter. At the time of the stock market crash, the New YorkReserve Bank acted in the tradition of its earlier dominance r11ovifl"rapidly, decisively, and on its own. The adverse reaction of the Boardgreatly inhibited further independent measures b. New York

In 1930. New York strongly favored expansio!sarV open markct opria.tions, but after the middle of the 'car was unable to persuade either ti:'other Bank governors_all of whom by thi5 time had become members ofthe reorganizyd Open Market Policy Conference which replaced dieearlier Open Market Investment Committee..or the Board in Wash-ington. The same was true in 1931, except that New York was less'Arthur Salter, China and Silver, New York, Economic Forum 1934 pp 3-615-1?.
Frank D. Graham, Exchange Prices, and Prdu.-' in n /i psr:?,'i,Gerrr.any, 1920-23. Princeton Univcrsjr. Precs, 1931, 2873g
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THE GREAT CONTRACTION

vigorous ill 1)iesstng for expansionary action, though it was now supported

by the new governor (Eugene Meyer) of the Federal Reserve Board.
The reaction to Britain's departure- from gold did not provoke a flare-up

of those conflicts. The measures adopted at that time were favored by

almost all affiliated with the System. The agreement reflected the

dominant importance then attached to the preservation of the gold

standard and the greater signiuicance attached to external than to
internal stability, by both the System and the community at large. Not

long after, the differences within the System that had been submcred
in the fall of 1931 rc-emered, New York generally pressing for ex-
palisiOnalY open market operations, supported by the governor and
some other members of the Board and by a few Bank governors, and
opposed by most of the Bank governors.

'Ihe open market operation of 1932 was acceded to largely under Con-

gressiona1 pressure and with the new Glass-Steagall Act ostensibly
1ermittg release of the System's expansionary powers. The operation

was terminated in August. shortly after Congress adjourned, because so

many Bank governors remained unenthusiastic about the policy and
reluctant or unwilling to pursue it. Tue deadlock persisted through the

rest of the contraction.

THE STOCK MARKET CP.ASH OCTOBER 1929

At the time of the stock market crash, the Open Market Investment
Committee consisted of five Bank governors with the New York governor

as chairman. It was operating under its recommendation to the Board,
September 4, which had been approved by the Board on October 1. to

purchase "not to exceed $25,000,000 a week" of short-term government

securities if needed to supplement purchases of acceptances, "for the

purpose of avoiding any increase and, if possible, facilitating some further

reduction in the total volume of member bank discounts ......Up to
the week ending October 23, the Committee had not made any govern-

inent security purchases because bills had been available. The Ssstem's
holdings had declined by $16 million, while itS bill holdings had increased

by $115 million.16
When the crash came, the New York Bank had no doubt about what

steps should be taken and proceeded to take them. It purchased $160
million of government securities in addition to encouraging New York

banks to discount freely. The amount purchased was far iii excess of the

amount that the Open Market Investment Committee was authorized

to purchase, but the New York Bank did not claim to be operating for the

Committee. It contended it had the right to purchase government secu-

Harrison. Open Market. Vol. I, nhLnute5, Sept. 24, 1929, and letter, dated

Oct. 1, 1929, Young to Harrison.
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rities for its own account, as a matter of general credit policy, without the
Board's approval.lt Harrison informed Governor Young of the Federal
Reserve Board that his directors had atithori;ed him to purchase govern.
rnent Securities without limitation as to amount, and that on October 29,
before the call loan rate was announced, a purchase had been arranged

Members of the Board regarded the New York Bank's fai!ure to seek
the authorization of the Board before taking action as smacking of in-
subordination though some regarded the ation itself as desirable As
a legal matter, the Nw York Bank seemed clearly within its rights Underthe 1923 agreement setting up the Open Market Investment Coniiriittc'e,each Reserve Bank retained the right to purchase and hold government
securities for its own account, Young and most Board members acknow!-edged the legal right vet felt that the challenge to the Board's authority
was Insupportable After much discussion the Board finally authorizedYoung to tell Harrison that, if New York should request approval of areduction of its rate to 5 per cent, the Board would consent on conditionthat no further purchases of government securities be made except withapproval of the Board On November i, the discount rate at the Nework Bank was so reduced To the New York directors it was clear thatthe Svstep-i ought to proceed immediately with further purchases for"unless this is done, after the events of the past weeks, therc ma' becreator danger of a recession in busmess with consequent depression andlinemplosment which we should do all in our power to prevent" as theydeclared in a resolution they adopted on November 7,75 Under theleadership of Harrison, the Open Market Investment Conimirtee mPetingNosemnber 12, recommended that "the present limit of $?5,0000ftO perweek on the purchase of os'ernmen( securities be removed and that theCommittee be authorized in lieu thereof to purchase not to exceedS200,00o 000 of government securities for account of such banks as careto participate ..," having in mind also the fact "that present condi-tions may possibly develop to the point where, as an ernergenc measure,in the interest of maimstaininrr hankine and business stability it may ben°cessarv quickly to purchase large amounts of Government seclirities inorder to avoid any undue stringency in credit, "'

"Of the $160 t1!jon Cocrnment securitje purchased be Ntv Vorl, in the weekendin Oct 30, S5 million was transferd to Sssmt'rn account During the follow.me t5o eeks the New ork Bank liouwbi an addiffllnJi $25 auth00 diretl forSystem arcounm
"HamIsa, Diary, Vol t 6. Oct.29 01 1929 pp 1t17 196 Miller did rot ('On.sider the purchase desirable lie siCeested a reioiutio0 to the effect that the Boardwouid not hate approsed the purchase had it hen Consulted that Ness Yorkusas more concerned about the stock market than mh general credit situation thatforcing the banks to cot-ne to the discount window would Fat' been the prs-)erresponse

For the rosol t1ofl se-c ii arriso ,.\ sc e I an'.,,05 '01
1Open Market Vol. 1. minutes of nuretd Not- 2 l9Q
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The next day, Lli Bc,aïd notified the Committee that "the general
situation was not sufficiently clarified for the System to formulate and
adopt a permanent open market policy at that time," but conceded that if

"an emergency should arise with such suddenness and be so acute that it

is not practicable to confer with the Governor, the Board will interpose

no objection to a purchase operation being undertaken, with the under-
standing, however, that prompt advice of such purchase be furnished the

Board."'
On November 15, Governor Young of the Federal Reserve Board was in

New York, and Harrison had an exchange of views with him: "1 told

him," Harrison wrote in recording the interview, "that I wanted a very

frank and complete conversation with him regarding our present dif-

ferences in the matter of the purchase of government securities that

it had become obvious that the Federal Reserve Board and the directors

of the Federal Reserve Bank of New York were reaching a point in their

views regarding their respective powers where it mieht have very serious

consequences unless we could come to some sort of a workable under-

standing or agreement - I told him that more and more the Board

had taken to itself not supervisory powers but the equivalent of operating

functions and the responsibility for the detailed transactions of the various

Federal reserve banks..." Harrison then reviewed the Board's veto,

earlier in 1929 for a period of four months, of the increase in the discount

rate the directors of the New York Bank had repeatedly voted: the Board's

decision that year to fix the spread above the nsirsimum buying rate for

acceptances within which the Bank might operate, although it had never

done so earlier, and, during the fall of the year, its actual determination

of the minimum rate, which had always been the Bank's prerogative; and

finally, its stand

that we should go to the Federal Reserve Board in advance for a prior

approval of any transaction-S in government securities I told him that she

logical consequence of his point of view, which was that the Federal Reserve

Board should approve of all these things in advance, was that the Federal

Reserve Board would beconsr a central bank operating in Washington - -

His only comment was that the Federal Reserve Board had been gi'en most

extraordinarily svide powers. that as long as the Board had those powers. they

would feel free to exercise them and Congress could determine sshether they

objected to having a central bank operating in Washington-a

Neither side was prepared to make any concessions until Governor

Young had a meeting with Owen D. Young, deputy chairman of the

board of directors of the New York Bank, in the office of Secretary of the

Treasury Mellon. the ex-officio chairtnan of the Resere Board, on

November 22 to discuss the Board's power over transactions in goveri5

Ibid., letter, dated Nov. 13, 1929, Young to l-larnson.

Harrison, Conversations, Vol. I, Nov. 15. 1929-
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inent securities. Secretary Mellon said he was willing to give the Ni'st York
directors the stidest discretion, but he realized that the Board had rights
and duties in liii- matter. Oweo I). Young said lit saw no rCasofl--apart
from sudden critical emergencies about which there was no disputehis
directors could not obtain the consent of the Board to all major trans-
actions. Governor Young replied that was just what the Board wanted.t

The next day, November 23, Governor Young and Secretary Mellon
met with Harrison. who stated that "we in New York s crc willing and
prepared to operate any policy agreed upon either for our own account
or for the Sstens account" Young answered that he was prepared to
approve without reservation the Open Market Investment Committee's
reLotninendation of Novetnlwr 12, but first wanted to know

st-here this swould leave the debated question of the York batiksoperating for its ott ii account. I ilarrison told hini that I felt that this ins'nlv,'da matter of proccdur and jurisdiction which I would like to !"avt' for de-
terriljti,ition s000'timne later on when we were through this critit-al period ,sndohm is e could stork out some mutually satisfacto proc"dure 'then condi-tions and peoples' emotions were in a quieter and more normal state I th"nmade this proposition That if the Federal Reserve Board would apProveth Open \farket Investment Committee's report without qualification, leasingit to the committee to execute, I would recommend to Our directors on next
Wednesday [November 271 that the Federal Reserve Banic of New Yorkfraiii, until such time as it and the Federal Reserve Board niight forntiij,ite
sonie mutually satisfactoiv procedure, from purchasing got omiment securitiesfor its ossn account as a matter of general credit policy ivithout the Boaid'sapproval,

As a result of tltis understanding, the Board reconsidered November 25,arid toted to approve the Committee's recommendation and the policy
oudirsed in the resolution of the directors of the New York Bank Al-thoueh authorized to purchase $200 million, the Committee purchasedonly S155 rnilhon hetiteen November 27, 1929. and January 1. 1930.In response to inquiries from other Banks about the New York
purchases during the week of the stock snarket crash, Harrison wrote aiong letter to all goeerno5 on November 27, describing the situation isNew York at the time. exp1ainin the reasons for die measures the Banktook, and ds'ietsding them. Sonìe governors ssipported the action and cx-

Itaridjo. D:am VoL . No;. 1?. 13, 22. 1929, pp 13. 1. 20-22. 31-321 he motions to approve was passed 5 to 3, the Secretary of tije Trrsui' andthe Comr,troller toting with Governor Young. Vice-Governor Plait, and FlanslinMiller objected on the ground that "monet was now cheap and would be madecheaper by the purchase of Government seCurities" and that ii would bt badFederal Reserve policy_"abdjcatton in favor of the Federal Reser'.e Bank of NewYork." The two other negative votes were caat by Board members Edward Cun-ningham. an Iowa farmer, and George James, a Memphis ninrehant see sectien7, below), Harrison, Miscellaneous, Vol. 1, letter, dated Nov. 25. 1929, Young toIlarrisc.n; Otce, Vol. 11, memorandum of Nov. 25, 1929; Hajnljn Diary, Vol17, Nov. 24, 25, 1929, pp. 35-36, 38-40.

TI)
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presseti wdliriirvss to l)arttcipats' in the ihws. Others criticiied tl;e
action on the ground that it niciely delayed "natural liquidation' and
fierce recovefy.

The situation which confronted the New York Bank during the first
few weeks alter the crash was to recur during the succeeding years of
the contraction: it had a policy, which the Board or the other Banks
would not approve, or would approve only reluctantly after protracted
discussion. At the time of the crash, New York svcnt ahead on its own.
Though the Bank then yielded to the Board in November 1929, later on
it again considerc'd but, as wi' shall we, did not adopt, the alternative of
iinoring the System account arid purchasing for its own account, as it
had in October 1929.

FROM TILE STOCK MARKET CRASH TO 1IRITAIN'S

OEPAKTCRE FROM 001.0, 1929 3!

From the time of the crash on, the New York Bank favored the reduction
of discount rates and purchtaw of 1)1115 arid secsiritii's in suflicieritiv larc'e
amounts to offset reductions in discounts. "1 he do cctoi of the New York
Bank apparently voted to reduce the discount rate from 5 per cent to
44 per cent for the first time on November 11, 1929, and the Board gave
its approval. On January 30, 1930, the directors voted to reduce the rate
to 4 per cent; the Board disapproved by a tic vote. On Febniary 7, the
reduction was again voted by the directors and on the first vote by the
Board acain lost on a tie soit'. One niemniu'r then changed his vote to
affirmative, not because he approved the rate reduction, but because he
disapproved defeat of a motion net a tie vole: co the reduction was ap-
proved. The reduction of the rate to 3 per cent ott March it was ap-
parently approved by the Board tIn' first tulle the directors voted it. On
April 2+, the directors voted to reduce tile hiccotirit rate to 3 per cent ; the
reduction was disapproved b' the Board. It was voted again on May 1,
with the directors this time even considering hut iis'tidint against a public
statement if the Board should again disapprove. I lowevu'r. the Board ap-
proved it. Siesmilar repeated delas sscrc' encountered in gettIng Board
approval of reductions in buying rates liii hmlls."

Harrison, Miscellaneous, Vol. I. Nov. 2 1929; for (ril!uonu, see Notes. Vol.
1. sneering of executive cotnunlittee june ¶i, 19 I'J

- For time before Apr. 17, I 9:to, she first date of tiutuiro of dirrct"rs' nneCt
ir,gs of the New York Reserve Ikink in tfu,- I larrison I " w" luacs rrlied mainly
on ilanulin's Diar for statements about delays in Board approval of New York
requests for re(lucilons in discount rates. I larnisri sirnpiv rinSes tlue Boards approval
on Nov. 14, 1929, without indicating whether the snorion to reduce wa before the

Board for the first Simile, lie does not reter to the riductrim in she rate. elfccttvc
Mar. 14, 1930. (See flanilin, l)isry, Vol. 17, Nov. 14. 199: Jan. 30. Feb. 6,
Apr. 24, May 1, 1930. pp. 23, 87, 97, 1391 11, 145-146; aho harrison, Miscel-
laneous, Vol. 1, letier, dated Feb. 5, 1930, Harrison Lu all governors; another letter,

7,
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New York had even less success in winning approval of its recoin-
niendations for open market purchases. After the purchases in the final
months of 1929, which were in accord with the usual seasonal pattern of
increase in Federal Reserve credit outstanding, the Open Market Invest-
ment Committee was most reluctant to engage in further purchases
Some members were iii favor of selling government securities in the usual
pattern of the post-Christmas season. The final recommendation of the
January meeting of the Committee was that "no open market operations
in Government securities fwerej necessary at this time either to halt or to
expedite the present trend of credit."8

In early March, concerned about the worsening of the economic situa-
tion and the inability of the New York Bank to maintain its bill portfolio.
the directors of the Bank voted to authorize purchase of $50 million of
government securities. The purchases were carried out after approval by
the Board and a circular letter to all Bank Covernors asking whether the'
wanted to participate. When the Open Market Committee met formallyat the end of March, it concluded that "at present there is no occasionfor further purchases of Government securjtjes'ct

That was the final meeting of the Open Market Investment Committee.It was replaced by the Open Market Policy Conference of all twelve Bankgovernr5, with an executive
committee consisting initially of the samefive governors who had constituted the Committee (New York, Boston,Chicago, Cleveland, Philadelphia) But the executive committee was in adifferent position from the former Committee. It was entru5ted withexecuting policy decisions of the Conference: it did not, like the earlierCommittee, both initiate and execute policy. The Conference itself re-mained a voluntary organization of equals. Each Bank was free to decidewhether it would or would not participate in a purchase or sale recom-mended by the Conference, though dissenters were required to acquaintthe Federal Reserve Board and the chairman of the executive conlmitteewith the reasons for not participating. Each Bank also reserved theoption to withdraw from the Conference New York was not at all happyabout the change and consented to it reluctantly and only w itEm the ex-plicit proviso that the Conference had no authoritt' over transactions in

dated Mar. 17. 1930, Case to Governor Young and a letter dated Apr 29h'arrjon to Platt: Notes Vol. 1. Apr. 24. May 1. 1930At the Open Market Policy Conference meeting on Mat' 21-22 1930, (osemorHarrison reported that 'In a number of recent weeks the Federal Resere Boardhad failed to approe without delay applications of the Federal
Reserve Bar.lc ofNew York for a lower minimum buying rate on hills, and that for considerablepenods the New York bank

had therefore been without any downward Hexihilitin its bill buying rate as was the case at that very time" (Open Market Vol 1Ibid., minute, of meeting. Jan. 28-29, 1930.Miscellaneous Vol. 1. letter, dated Mar 7, 1930, Case to all goorIsr,: OpenMarket, Vol. 1, mtnutm of meeting, Mar. 24-25, 1930
7?
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bankers' acCeptaflceS. As in 1929, New York hoped to be able to accom-
plish through the purchase of bils what it might not be able to persuade
the rest of the System to do through transactions in governissent securities.
Unfortunately, New York was not successful with its alternative.

At its first meeting in May 1930. the Open Market Policy Conference
made no recommendation but left limited authority in the hands of the
executive comnhitee. Early in June, Harrison recommended that the
System undertake the purchase of $25 million a week for a two-week
trial period, arguing that "small purchases of Government securities at
this time could do no harm . . and might be desirable" and, as in
earlier years, suggesting that security purchases be resorted to only if
easing through the acceptance market failed. The recommendation to
purchase was much milder than the statements at the meetings of the
New York directors, and the amount recommended was much smaller
than they thought desirable. Indeed, "there was some reluctance" on the
part of the New York directors "to accept this program on the grounds
that our difficulties of credit administration have grown largely out of our
disposition to postpone action and to administer remedies in homeopathic
doses." Apparently, however. Harrison felt that a bold program was cer-
taut to be rejected and preferred agreement on a small program to rejec-
tion of a large one. A majority of the executive committee and of gov-
ernors agreed (after being consulted by telephone or telegram), the Board
approved, and the purchase was made. A decline in the System's bill
holdings during the two weeks largely offset the effect of the purchase of

government securities, so, on June 23, Harrison suggested that pur-
chases Continue in the amount of about $25 million a week. This time, the
executive committee rejected the recommendation by a vote of 4 to 1.°

Faced with a clear rejection of its leadership, the New York Bank
considered three alternatives: (1) simply to accede without further action
in the hope that its views would eventually prevail (2 to "withdraw

from the . . . Conference and, assuming that the approval of the Federal
Reserve Board either can he or need not be secured, purchase Govern-
ment securities for the account of this bank": 3 to conduct a campaign
of persuasion. The Bank adopted the third alternative, perhaps partly
because Harrison had lingering doubts about the validity of New York's

Commenting the following year on the change, Harrison was recorded by
Hamlin as saving that "he had always elt it was a mistake to put alt the Governors
on the Open Market Policy Conference, that the Governors came instructed by
their directors: that under the former System the Executive Committee were ne er
so instructed" (Hamlin, Diary, Vol. 19,Aug 193!. p. 123). See also Harrison,

Open Market, Vol. E, minut of meeting. Mar. 24-2, l930 Notes. VoL 1, May I,
l930 Open Market, Vol. 1, letter, dated May 5. 1930. Case to Young.

Harrison, Open Market, Vol. 1, minutes of rneetLrig, May 21-22, 1930;

Miscellaneous, Vol. 1, telegram dated June 3, 1930, Harrison to \ oung; Notes,
Vol. I, June 5, 1930: Open Market, \'Ot 1, June 23, 1930.

7.1
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position. As the report on the relevant directors' meeting has it. the di'r.
ston to adopt the third alternative was influenced by the existence of a

'real difference of opinion among those deemed capable of forming a
judgment, as to the power of cheap and abundant credit, alone, to bring
about improvement in business and in conirnoditv prices.'''1

In Jul' 1930. Harrison accordingly scrore a long letter to all governors,
telling them his directors ''felt so earnestly the need of continuing pur-
chases of government securities that they have suggested that I write to
you outlining some of the reasons why the Federal Reserve Bank of New
York has for so many months favored having the Federal Reserve Svstens
do es erything possible and within its power to facilitate a recover\ of
business." There followed a clos&'lv reasoned, informed, arid well docu-
mented analysis of the economic situation and the problem of monetary
policy. Harrison stressed the seriousneSS of the recession, indicated that
ss hilt' there were many other causes of the recession, tight money of tite
preceding two years had contributed to it, and placed greatest importance
on the depressed state of the bond market and the limited availabihtv of
funds for long-term financing. "In previous business depressions.' lie
wrote, "recovery has never taken place until there has been a stron bond
market." Harrison acknowledged that there was little demand for short-
term funds, and that "when the System buys securities, short-time mnones'
becomes more plentiful and cheaper." However, "it has been denionstratt'd
in the past that in such circumstances, through a further increase in the
reserves of member banks money will be made available for the bond
market or shifted to the bond market from-n the short dine market or from
other investments less profitable than bonds," He pointed out that Federal
Reserve credit had declined and that banks were sensitive to borrowing.
"fAin even small amount of borrowing under present conditions is aseffective a restraint as substantiahls' a greater amount was a year ago." He
concluded that "while there may be no definite assurance that openmarket operations in government securities will of themselves Promoteany immediate recovery, we cannot foresee any appreciable harm that canrc'sut froiri such a policy arid believe that the seriousness of the presentd pression is so great as to justify taking every possible step to facilitate
ini()rovrmfl9''

Ons' no:able omission from Harrison's letter was reference to the stockof money, as such. Like almost every other document on monetary policy
flarrisc.z, Notes \'ol. 1, June 26, 1930. On set eral occasions tiarrisor,re'.ealed doubts (Notes. Vol. 1. July 17, Sept. 17, 1930). rt is clear from internaldocuments of the Bank that the technical personnel, r,otahlv W. P.. Burgess andCarl Snyder, were the most conSistent Supporters of expanijonan. measures on alarge scale. Perhaps because of shete doubts, perhaps because of his overridn¼'desire to Set tire consensus harrison continued to ir"s"nt to the rest of the St .tnrpurchase pcoposals scaled down well below hit' let l that sornC of the direcwrsand Sec !nnnraI personnel of the Bank renrirned ot desirable
Miscellaneous, Vol. 1. letter dated Juiv 3. 19.10. Harrison to all go; emnor;.
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within the System until the 1950's, the emphasis was exclusively on
credit conditions rather titan the stock of money Flowevir 1110

did riot affect the pchcy conclusion it only altered the line of areurnent
through which it was reached. Consideration of the behavior of the stock
of money would have lcd to precisely the sZIrnI' C(tflClUsto!i: that the Sys'
tern should act so as to prevent a reduction itt the amount of hii-
powered money available and indeed so as to inCrease it. Moreover, as
we saw in section 3. there was a particularly close Connection at the time
between the bond market :intl the nioney stock. Iniprovement in the hood
market wottld have done much to avert the stibseqitent bank failures.
And though this cottni'r'tion was not explictt it) tire lcttr'r, it was ilflj)liCit.53
Uarrisons letter and the replies to it 1)rovide an extraordinarily ihilitninat-
ing and comprehensive picture of attitudes toward monetary matters
within tire Svstetrt. Univ two er'vernnrs--Euyrene Black of Atlanta arid
George Sea' of Ricltrnond clearly and uriamlsi"tiotis!s' o'reed with
Harrison's analysis and supported Ins polnv r"cnnttr,endations, l'he rest
disagreed, most of them sharply.

James McDouical of Chicago wrote that it sertncd to him titco' was
"ats abundance of funds in the nianket, and tinder these circttrnstancr's as
a matter of prudence t should he ilit' ohicv of the Federal Reserve
System to ritaintam a position of strength, in readiness to meet future
demands, as and when they arise, rather than to put reserve funds into
the market when not needed.'' lie went on to Stress the datiger that
'speculation might easily arise itt come other direction" than rn the stock
marker. Mr'Douga! had all along been the rOust outspoken opponent of the
New York policy and was to rernait for the rest of the contraction a con-
sisterit proponent of selling government securities on almost any occasion.
The demands for which the System shotild husband its resources rertsained
in the future. McI.)o'iszal's outlook was pdrticltiarly influential because
Chicago was next only to New York in Importance OS a tiniancial center,
and because he had been with the Svstetii o long. \lcflorieal haul been
appointed governor ot the Chricago Ratik at its founding in 1911. at the
same time Strong was appointed covet nor in New York. hi had had
disagreements with New York on "art icr orrasnoris

' One Important arlsantaze of explicit attention to the stork of money. hr'th on
that ccc s ion art Cl later, would Ii ave horn provision in a c natty dr' fin ,'d in in 11Cr
by whi.h to judge in qirarititatise rerun tfv' n"ents arid ef,'crn of roilcv the out-
rider is itrurk, iii reading the reports of dscrissinnc svntlnir din' Sutn'rir. Ins' the
r',teuenicst and In' t!CC dim of he er icr a isC':! For ,'xam no, w ih tire ''iiy''ds of
buuin,'ss'' undefined, one tart nratrt n"ntard'd 'credit.'' akin rruid,'fiumrd. as 'ru'-
dundant,'' another sc ''sight.'' tin if n crmnmnimrl uimvrne of lis,oursi' am1 in-
abiiitv to ri',lni,,' nlifF,r,'n,''s ii , t'mnn''rn tn ,1',.ttittt.'ntrs '' vrrrns ss',rn' proi,rFlv
important far trims emmailirig ,lntferenrccs to nvrsst for so long dcliii cnn aprrn'snh tin a
roiling of trniit'ls

" Itarrison, \lisellanu'orrs, Vol I liter, datenl Jtiiv Ii), I 'lIlt, McDn'rriar to
tarn ssrr I,rsl 'c V. art nfl' r. lIen a To in SIr on ('en r il lien em Brook rigs, I 9

Pp. 79, 4c
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John U. Calkins of San Francisco was no less explicit than Mcl)ougal
was. In an earlier letter to Governor Young explaining why San Francisco
had not participated in the June open market purchases, he had statedthat "with credit cheap and redundant we do not believe that business
recovery will be accelerated by making credit cheaper and more re-dundant." In his reply to Harrison's letter, he repeated the sentiment,expressed the view that "the creation, promotion, or encouragement of abond market" is not "within the province of the Federal Reserve System,"and that "no encouragemfl of the market for foreign bonds can counter-
balance the destructive effect upon our foreign trade of the tariff billrecently approved" He went on to say, "We believe that the volume ofcredit forcibly fed to the market up to this time has had no considerablegood effect, certainly no discernible effect in the last few months. We alsobelieve that every time we inject further credit without appreciable effort,we diminish the probable advantage of feedin more to time market at art

opportune nionlert which may come
Lynn P. Tallev of Dallas wrote that his directors were not 'incijnd tocountenance much interference with economic trends through artificialmethods to compose Situations that in thernselvm,'s crow out of eventsrecognized at the time as being fallacious_a reference to the stockmarket speculation of 1928-29, Talley's letter, like some others revealsresentment at New York's failure to cart-v the day in 1929 and the feelinethat existing difficulties were the proper punishment for the System'spast misdeeds in not checking the hull market. "If a physician," wroteTalley, "either neglects a patient, or even though he does all he can forthe patient within the limits of his professional skill according to his bestjudgment, and the patient dies, it is conceded to be quite impossible tobring the patient back to life through the use of artificial respiration orInjections of adrenaiin,"s

W. B. Geery of Minneapolis wrote that "there is danger of stimulatinfinancjn which will lead to still more overproduction while attemptineto make it easy to do financing which will increase Consumption's'George W. Norris of Philadelphia replied that discussions with aninsurance company executive and with a private banker in Philadelphiahad confirmed him in his own ew "of the fruitlessness and ursjsdoni ofattempting to depress still further the abnorniall low interest rates nowpresailmn." Later in the year. at a meeting of the Open Market PoikConference mrs September Norris, in strong disagreensej1 with what heregarded as the current policy of the System, read a lengthy memorandumsummarizing the Philadelphia view The Philadelphia Batik objected toMiscellaneous Vol. I, letter, dated June 16, 1930 Ca1k105 to Young letterdated Juty 10, 1930. Calkini to Harrison
- Miscellaneous Vol. 1. letter, dated July 15. 1930, Talky to HarrisonIbid., letter, dated July 7, 1930, Geerv to Harrison



THE CREAT CONTRACTION

"the pieserit abnormally loss ran's for mont's'' as an intt'rference ''with
the ol,eratiofl of the natural law 01 supply and demand 115 the turnips'
market .....and concluded, ''this is a coitiplt'te anti literal reversal
the policy stated in the Board's Tenth Annual Report ... We have been
putting out credit in a period of depression, when it WaS flOt wanted and
could not be used, and will have to withdraw credit when it is wanted
and carl be usetI.'

These views, which seem to us confused and misguided, were by no
means restricted to the Reserve Sstein. Tilt' Federal Advisory Council,
whose members were leading bankers throughout the country, consistently
adopted recommendations expressing the same point of view, using
phrases such as, "the present situation will be best served if the natural
flow of credit is unhampered by openmarket. opt'ranors." However, even
in the financial community, the New York Reserve Baisk was not alone
in its view of the situation. The Jul 1930 monthly lettet of the Royal

Harrison. Miscellaneous, Vol. I, letter, dated July 8, Norris to Harrison;
Open Market, \'ol. 1, memorandum read by Norris at Sept. 25, 1930, meeting.
The memorandum is such a remarkably clear statement of the reai hills doctrine
that was so widely accepted at the time and earlier that it is worth qioting at
greater length. The policy which had

created artihicially low interest ratet, and artificially high prices ¶or government
securities . - . is an ifljuttiCC to our member banks It had resulted in making
open market operations usurp the discc.urst funs uon, and tends so foster the
regrettable impression that there is some element of impropriety in borrowing
by member banks . - . [A]s the result of injecting a large amount of unasked
and unneeded Federal Reserve credit into an already glutted money market, we
find ourselves with over 600 rnilIion of gosernments on hand, the hulk of which
must ultimately be disposed of . . - We do not undertake to civ how much
Federal Reserve credit should be in use today, but we do hold to the belief that
a substantial part of it should be the result of a demand expressed in borrowing
by member banks, and used in cooperatiots with those banks Less than one-
sixth of it is of this character today.

In addition to the letters quoted, and the two 1rons Black and Seav, a brief
letter was sent to Harrison by 0. sl Attcherv, deputy eovernor at St. Louis, on
behalf of Governor Martin. on vacation. expressing doubts and siat:ng that condi'
lions in the Eighth District prosided no justification for turth"r open market pur-
chases IMiscellaneous. \'ol. I, letter. dated July 9 l950 . Frederic H. Curtiss,
chairman of the Boston Bank, sent a lengthy letter dated July 9 the Boston Bank
at the time had no governor, Harding has ing died in April. and Young. still
governor of the Board, not yet having been appointed to fill the Boston Bank
vacancy. Coytiss' letter expressed strung opposit:on to further purchases on the
ground that they were likely to feed the stock market rather than the bond market.

Only she Federal Reserve Bank of Cleseland did not reply, but its gosemor
acknowledged the letscr by telephone. In a letter to Governor \oiing.H.srrison
summarized the views expressed by Governor Fancher of Cleveland on his own
behalf and as spokesman for a majority of his directors. "that continued purchases
of government securities would riot contribute substantially to . - recovery and
that, therefore, they would not . . . favor further purchases' Miscellaneous, Vol.
I. letter, dated July 23. 1 930. Harrison to \oung

Quoted front recommendation, dated Nov. 13, 1930 Federal Reserve Board,

Annual Report for 1930, p. 228.
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Bank of Canada uiicluiled th,tt 'iit.iz.ei e arid dicisivc' action on tle
parr of the Federal Reserve Banks rn viittrtig new funds into the ns. ket
in large volume is what is necessary to arrest the present serious anti
protracted price decline and to change the present psvcl lo of business

One cannot read the correspondence with Harrison Just rtvieued, the
minutes of open market meetings, and similar Reserve System docuinc-nts
without being impressed with the extraordinary dilfercnces between New
York and most of tire other Banks in the level of sophistication and
understanding about monetary matters. Years of primary anti direct
responsibility for the conduct of monetatv policy in the central money
market of the country and of cooperation vitlt men simiiar! placed in
the other leadrng money markets of the world had developed in the
technical personnel, officers, and directors of thi' New York Bank a
profound awareness of monetary relations and a w!tsiti'.'C recognition of
ttie efiects of monetary policy actions. Those t1ualities were clearly absent
at roost other Rescryc Barik. which had of nccesitv hetni concerned
pi manly with hero and regional matters, or at the Federal Rcser
Board, which had played only a minor role in the general conduct ofpolrcv and had had no iltiportant operating functions.

lire largely negative response evoked by Harrison's letter induced NewYork on ses eral occasions during July to consider again engaging ri
open marKet purchases on its own but with the approval of the Board and
Hatrjson sounded out the sentiment of the Board about such action Tie
jesuits were stnfflcicntl' unfavorable to deter any attempt.'5°

B' September. 1930, some of the Banks were even opposed to seasonal
easing. As Harrison told his directors.

Some of the other Federal Reserve Banks, including perhaps a majority of th.'banks whose governors form the executive comnrittec of the Svcteni OpenMarket Policy Conference advocate a policy of correction rather than o in.ticipanmon. They could allow tightening of thc money niariset and hardcnii:gof rates of interest to develop, and then would move to correct the dtuarienrhrouth the purchase of Gos'errmient securities.

A few days later, when Carl Snyder, at a meeting of the officers' councilof the \ew \ ork Bank, suggested that 'this deflation should now beaggres5j clv conthaited be add itional purchases of Government securitie
Harrison replied that "from a System standpoint it is a practicalImpossibility to embark on such a program at the present timeto dowould mean an active division of System policy "°

Despite the decline in Federal Rcsere credit outstanding the Boarddescribed its policy for the year 1930 as one of "mnoneta ease . . . ex-pressed through tme purchase at intervais of additional United Stales
Harrison Notes Vol. 1, July tO, 24, 1930 and Office \'e[ 1!, June 3. 19Not, \ 01. 1, Sept. ii, 17, 1930,
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Gc1vcrnnent C( tirittes and in progressive reciur horn, of reserve bank dis-
count and acceptance ratcs."iOi This is a striking illustration of the
ambistuit of the ternis iTlonetarv ease'' and "ttghtness" and of the need
stressed above n. 272 to Interpret Federal Reserve actions in the light
of all the forces afiecting the stork of iisotiev arid credit conditions It
seems ixiradoxical to describe as "monetary ease a policy ss hich permitted
the stock of money to decline in fourteen months isv a percentage ex-
ceeded only four times in the preceding bUy-four \cars and then only
during extremely ces crc htisinpss_cvcie contractions And those words
seem especially paradoxteal when other factors were tending to expand
thifl money stock, so that a potential expansion was con';erted into an
actual eontsaction entirely liv the decline in Federal Rseive credit out-
standing.

In tile context of the ci no then o curring in the economy and in the
money markets tin. pislic'; fol!ow.d should he regarded as one of monetary
"tightness" not 'ease.' During a period if severe economic eontract:oit
extending over more titan a ar. die S stein was Content to let its dis-
counts decline b near lv twice its net purchases of governirient securities.
and to let its total credit outstanding decline by almost three times the
increase in the gold stock. Through earls' l932. the most striking feature
of the Sstenis portfolio of governirlerit secs:rities and hills bought is the
usual seasonal pattern of consi .lCtinn (hiring the btst half of the ear and
expansion during the second From Atigrist I 929 to October I 93Q the
whole increase in overnmcnt securities plus bills hotght Caine in the
second half of 1929. The Svsterns holdings of gnvernment securities plus
hills bought were nearly 2OO million lower at the end of July 1 9l) than
they were at the end of December 1929. Even a mechanical continuation
of the Systems earlier cold steriii'ation program, by which it had quite
explicitly recognized the need to detennine Its tions in light of other
factors outside its control. otilr1 have called for iltore s'ieoro'ls expan-
sionary acron front August 1929 to Octohet 1910. Such action would
have linsited the decline in Federal Reserve credit osittanding to 5211)
million, the mnaeiiitude of the rise in the gold stock. instead of allowing
the actual seasonally adjusted decline cf 5590 million. As we read the
earlier policy statements of the Board. they called for going besond
mechanical gold sterilization its tew of contetnpoi dry economic condo
dons. Since tile hull market in sor ks had coll.tpsec! and there were no
signs of anvthin apl)roacl1in speculatton in corttrnoditic. :lnv expansion
in credit would be likc!y to lie. itt the- words of the T nt/i Annual Report
for 1923 - "restricted to productive uses.' 1s

Federal Reo'r'e- Board .1 -otu'ti R,'r,'rt 1w t 9O.
It should he rioted. h OWC Cr. hat the hi! iv that raw mmmv cord rim s

rnihr Stiflhltldt speculative mx esses rn tlis stock marker was a recurrent theme in
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The stalemate withtn the System continued, with on!s minor variationsthrouehout the next sear. Harrison was pressed on the one side by hitofficers and directors__though less consistently by the directors thafl inthe preceding vear-to work for greater easing and larger purchases Othe other side, he felt strongly his responsibilities, as chairman of tli OpenMarket Policy Conference, to earn out loyally the polity adopted by sheConference Th one major difference in the situation was the rejdace.
ment of Roy Young by Eugene \Iever as gos's'rrsor of the Federal Rcrr'Board. Young became governor of tlit' Boston Bank in September 103(1and, a's such was a member of the executive Cottlnsjttep of the Coitferetice
where he joined Mcfloiigal in consistently opposing purchases and fasor.tng sales.14 Meyer ssas eenerally ras's'rable toward piirchas ansi, nothaving cone throti"h Harrison's

iriistratjnr experience of 193 injindto press strongly for them.
The January 193! rneetirsg of the Open sfarket Pnl Cozitrenrehroug out clearli the changes in the situation. From October to mid.December 1930, there had been virtually no change in the Svsteyp'sholdings of pos'ernnlent securities The hkjnc difficuht5 in New Yorkfollowing the failure of the Bank of United States in the second seek ofDecember necessitated purchase of $45 million of government 5Cctjritjb' the New York Re5t't ye Rank for its own account Th were bü0s1from tsso banks undergoin heavy withdrawals of currency in otdcr toenable thenmi to avoid borrowing In addition $80 million of governmentsecunties were purchased for System account, as Harrison explained "inorder to avoid too great ttghtenin of credit due to an untssttal amount of'windoss' dressing'" The purchases were made in accordance with theauthorization by the Conference meeting on September 25. 193 as acompromtse betssepn the advocates oi "anticipa(ion

and "correction " ofpurchases up to .S 100 million for seasonal ease At its January I9i
the deliheranons of the period. e g., Harrison \IisccIl100115, Vol 1 It':ter datedMar ii, 1935) J, ft. Case !chajmjan of the Nrw York Bank i to Governor \'ouidOts oLJ Apr 24, 930: Miscellaneous 'el I letr dated Apr 29 Uarr.scnto Plati; ibid., letter dated July 5), 930 J. B McDnuai '0 1 l,trriso'sAccording to Hanilin Young was eased oust of his ositlon on the Bsard be'
cause of me administration's

disappoininent with hi5 leadersiup jf so the resultcould hardly hase been the one tntenctt.d As ROcriior of the Boston Bark arud amember of the eerutis e ion:rt tice of the
Conference he rnas' s.r'll Fi u' bcen i'sposition to exercise a stronger Inl! on open market

Otuerations the key area 's
whim policy had been and continued to he ur,satisfacto. than he could i,seexercised as gosernor of the Federal Reserse Board ser, ITainlin Diars Vol 5
Sept 4, 6, 24: Oct. 3, tO; Nov. 21, 193ft pp. 67 70 84, 59 91-91, I IS-I 19See Haiso15 Open Market, VoL 1, minutes of meeting, Jan. 21 193!. in
which Harrison resieed changes iii the nlon,'v inaiket sln1 e the ,S"st 25 193
meeting See also a

meissuranduns prepared for Harrison Its' %5' R Burgess diedDec 19 193u referring to the absence of change in the System account betssee'sSept 2a. 1910, and the nate of the
nienloranduso Th purchases be New York up

Ml I
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ting, the Open Market Policy Conference recostinsendeci that "it
would be desirable to dispose of some of the System holdirws of govern-

ment securities as and when opportunity atlords itself to do this without
disturbance or any tiehtening of the money posttio,'t' When the mern-

hers of the Resers c Board met subsequently with tiw stovernors, both
Adolph Miller and Eugene Meyer objected. Harrison. in isis capacity as

chairman of the Conference, defended the reconunendation 011 the rostnd

that it 'represcilled a compromise since some of those present were in

favor of consideral)le sales of securities, white others were only in favor

of such moderate sates as might he necessary to take up the slack:' Mr'ver.

sensitive to political reperCuSsiOns, stated that

a reduction of bills and discounts of the System did tint involve tb.

launching of ai'tiiaJor polu'v, whereas the sale of governments s crnrnnnls
interpreted as a msj'r rnoe in Federal reserve policy. The Reserve Svstsnt

has bern accused ii a tiiinhrr of quarters of pursuing a ds'fiatioi ,jt-' policy in
the past year. and a sale of government securities at this tune is likely to drass

fire In this sitUati°ti ii would appear Iliost desirable to avnid a sons's' sshjcii ap-

pears to pr('seflC a ili.ijOr change in poi icy ss hen th crc is no n'c,-s:i ' for

doing it.

Despite Meyers reservations, the Board approved the Conference's recom-

mendation and, by February 1931. seCurity holdings had fallen by $130

million. hliough there was concern about the associated tightening of

the bond market.15

to that date were only $10 million from one large batik The purchases for System
account after Dec 20 were made liv New York at its (IWO dsrre!inn. the executive
committee at a meeting on that day in Vashington wth (;mernor Mover and
several Board members having aerceC ' to leave it to the jsidrrnc-nt of the F,'deral

Resete Bank of New York whether sonic additional aniouct cf gos ernrtierit

securities should be pucehased within she $1 P0.000OliO aurhoritv with tie nznder-

star.dirig that the New York bank would keep in close cottsmunicatiois ss itli she

members of the committee" ibid., minutes of executive comniittce ttieeting. Dcc,

1930).
The original resolution as passed had the word "unItsi' "'I,swi deleted he-

Icro tightening."
Harrison. Open Market. \'ol. Ii. s-tunutes of itii'ettnC. Jan. 2!. 1931. and

letter, dated Jan 29 9.11. McClelland for Board in llarrsun. appros ing she

recommendation'. Notes, Vol. 1. Jan. 15, 19. 22. 19:11.

A memorandum on die Open Market Policy Conference meeting of Jan. 2

193!. written be E A C;oldenweisrr. the Federal Reserse Systems directot ol

research, stated:

Meyer strongly onposes sales of securities beyond thi- amount bought in Decern-

ber tor seasonal and special purposes ....The rest F
he soser:cors did noi

change their minds. toil were impressed by Meyers on -rits sod force. It ap-

pears in base been his first bout with the intrenched hard-tt:oiics crossd of the

Federal reserve system

The memorandum is part of the Goldenwemser Papers in the Manaseript Disision

cf the Library of Congress Container I. folder of Contidefltm3i Memoranda

"1
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in April 1931, hat rison, as chairman if the Oieri M:irket Pohy
Conference, presented a report to the Governors Conference, lie cx-
pressed great concern about the poki infiow and the lancet s to the world
of continued oid su'rtlization by the United States.1 As to the domestic
situation, he noted:

While t s commonly stated that mmcv condit,'rs hate b'n t'.sc,'i (iifl:!R'
easy ri recent mc'nr hs, and '.v ii Ic just ed rn tnev r,i t es ha'. 5'''tI .11 very
levels there has not bitt os't'r a period ci tntuiths ant Cfl',Ist.'flt mrplus if
Federal reserve funds pressIt g for uist' upt Lu tilt mark'' I ur t h , 'riot,-
apart loin the rt'lat!st'lv easy position of the boriC iii tbi !ar'r Iii'S. credit
cannot In' s,s!i to he t,'ry 'bu':tp or vi'rs sl'ntifsu1 L'''II''u,iIls' thr''iighrsiit th-
coii It rv.

Harrison's report was discuscd at the Open sIauhi't Policy Conferenc,',
which approved, at his ureinsc, a three-part Pt oraits to niake i!d imports
more effective :tnd credit more active: nlatntt-nancs' ii ilit' roll portfolio.
if possible: reduction of buying rates on hills arid, less detintelv. of dis-
count rates; andas a last resort, if bills purchased did not enable earn-
ing ast- ts to he maintainedauthority for the ex1'cIitIs C colnitiittee to
purchase up to $100 million of uos'rrnmr'nt sectirittu's. TI:t' resolution in-
cluding the final part of this mild proscramthe only part within the
Conference's exclustve jurisdictionwas adopted with four rt'itic;ant
supporters, three of the four, ntetnhers of the exccutive comniitteu 11'

No purchases were made under that recommendation until after a June
22 meeting of the executive coninhittee. at which I-harrison u reed psir-
chases of S50 million. \Eevi-r, who was present at thr'na''tin-' stronok
stipported I-harrison. saviroc that "the Federal Rcser Board wotiki
have sonic preference fir a larger program of pttrciilsio The
authoriyation was granted with only one neeattvc vote Y,oun'' ui
because Norris of Philadelphia abstairted and Mefloical of (:hica
voted against his convlctiofls out of deference to Pt ,'sidertj lions it's
proposal. anuiou riced two slays earlier, of a rnoratuarnitn c,n in It nero-
nientai debts ("purchases of overnmc-nts would be received b the puiulic
as Supporting the President's annouinct'rnr'rit'' . On July 9, the cx"cutis"

1923-33. Ot the ',-'.erI cardtotrd letter flies di'r i','rf as cont,sine-rs in 115' i,'. -

sum's records on Is- sit a ri c en to readers : the set '- ci h mt re our,,' 3
19fl5 only UPO wr:tr,n pennss:zi: fr,smn Mrs. (''ldenw,'jsSr (53v sr,alt Ira'
of the open Collectin eJflt,IIns s'iizrt'rlt Ol1.iivS,'S of F':dsral Ru'cr' çolirv cc
1919 -45. the period of (3oirjr,iwi'ser's se,' ie ss :th the Board 'l't:c (,:':,ecine'sr
Papers are meacce r sc.. erape rssrm cared to b. liarrisor Pa:e,'rs ansi t'res sic a far
less coniprettc:scise '. ate uioni w:m}c:ui the Federal Resec-.e Settee: thai' tIe ii '" ''i
Diary does. CnnscqutIv, we has a n:ade' only iii or rise of

Sec qu'auioa from his report in sect. -1 abcs-c
' Open Market. 'ol. ii. Apr. 27, 1931.

Norris of Philadelphia, Voting of Boston. and \kDol of Chika:o 'Isa'
fourth was Calkins of San Francisco bz,i , tninutes of tnr'etiir \ir 9 1° I

S
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committee agreed to a further purchase of $'iO million to complete the
$100 million authorized in April. hut buying W5S stopped on July 16 at

$30 rililion bccau;e of I{arrisun' CuI,LrUI over foreign developments
arid despite the rensonstrancs of Meyer

By early August, Harrison and Meyer aCairu 1)ressed for purchases In
discussing the situation with the execusuvi' coinuusitree of directors of the
New York Bank, Meyer preser.tt'd figures showing that between Novem-
ber 1, 1930, and Augtst 5, 1931, there had been "a total increase of
s421.000.00() in the gold stock of the United States that currency circu-
lation had increased $350,000,000 instead of showing a normal seasonal
decline of at least $100.000,000: and that the Bank of France had with-
drawn about $ 125,000.000 from the market" (presumably the acceptance
market) - He then pointed out that "while there had been no intentional
contraction of the base on which credit could be extended, the steriliza-
tion of an amount larger than the gain of told had been passively per.
mined." He said that. ''if we had been asked last November whether we
would favor, or even permit, the sterilization of $400,000,000 of gold.
undoubtedi we would have answered in the negative.''uhz

When a majority of the executive committee of the Open Market Policy
Conference proved to be unwilling to support further purchases. a meet-
ing of the full Conference was called for August II. Harrison proposed a
program. to be put into effect when desirable, authorizing the executive
committee to buy up to $300 million of government securities, Other
governors, except Black of Atlanta who joined Harrison in favor of it,
were entirely negative in their reaction, and the Conference voted instead
an authorization for the executive committee to bus' or sell $120 million.513

So far as we can discover, that was the first Conference meeting at
which there was explicit reference to a problem later to be cited as a
major reason for the Reserve System's failure to make any extensive
security purchasesthe problem of free gold. However, the free gold
problem, to be discussed in the next section, played no role in the
outcome.

When the Conference met the same day with members of the Board,
Harrison was again in the position of having to present and defend a
recommendation he did not favor. He explained that the Conference
opposed immediate purchases of large amounts of government securities,
because banks would not employ excess reserves. The banks' reason:

Harrison, Open Market, Vol. Il. minutes of executive meeting. June 22, 1931;
Mircellaneou, Vol. I, letter, dated July 9, 1931, Harrison to Seay; Notes, Vol. I,
July 16, 23, 1931.

"Notci, \'nl. 11. Aug. 10. 1931.
Open Market, Vol. 11, minutes of executive committee meeting, Aug. 4, 1931;

minutes of meeting. Aug. 11, 1931. The $120 million iracluded the usual $100
million plus the $20 million authorized in April but not used.
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"flu icr prinie nvectn'nts ur.' s.'l irit nit I very k'tc ic!d basis,
ondary bonds consist largely of railroad ISS&iCS, of which t Considerable
proportion TrIIy ifl a short time become tnelityihle foi investment by sat.
ings banks, insurance companies, and trust funds, dsi to the Provisions
of various state laws. in addition the bond market has been incert.sirs
hec.iuse of pressure on the market, due to forced liquidation of bo1
portfolios of closed banks" Governor MeYer and other inenibers of the
Board expressed disappoininsetit at the action taken by the Conference
"in that it limited possible purchases to an ineffective ansostrit:' However
the only consequence of their disappointment as a chani.e in the timing
of the Board's session with the Conference. Thereafter, the two bodies
discussed policy actions before rather than after the Conference adopted
its recornnsendation. Later, when the Board formally considered the
recommendation, it did not approve it outright hut delegated to Goverme
Meyer the authority to approve purchases bitt not sales.u14 In the event,
not even the $120 million authorization was carried out.

BRITAIN'S DEP.'RTt2RE FROM GOt.i). SEPTEMBER 1931

Britain's departure from gold and the resulting gold outflow from the
United States changed the focus of policy-making from the Open Market
Policy Conference back to the New York Bank. New York had always
had, and continued to have, primary responsibility for international
monetary relations. The Bank of England, the Bank of France, and other
central banks had always treated the New York Bank as their counterpart
and had conducted negotiations and consultations with it. The Board had
been kept informed, consulted in the process, and its approval obtained

Hairison, Open Market, Vol. II, minutes of meetings. Aug. 11, Nov. 30, l93l.
and letter, dated Aug. 18. 1931, Meyer to Harrisor,.

Though Harrison was in agreement with Meyer on the substance of the policy
issue, he was disturbed by the Boards response to the Conference recommendation.
and complained to Meyer that it was contrary to the rules adopted when the
Conference was established. To hit own board of directors Harrison stated:

. . the whole situation emphasized the inherent difficulties of existing open
market procedure. Direction of system policies by a conference of twelve teen
who roust also consult the Federal Reserve Board means . . . that ....c run
a real risk of having no policy at all. Some of the Federal reserve bank go\ernors

aitended the Conference with preconceived ideas which would not admit
of argument, and others in spite of, or perhaps because of, the fact that their
banks would not be able to participate in further purchases of goernment
securities, looked at the whole question front the narrow standpoint of their
individual position (Notes, Vol. II, Aug. 20, 1931).

Commenting on the results of that meeting of the Conference, Coy' rnor Meyer
said, according to Hamlin, that "Governor Harrison could present a matter very
gracefully, but could not sell it: that if the Board had taken part in the conference.
he believed the Governors would have followed the Board and the New York
bank' (Haenlin, Diary, Vol. 19, Aug. II, 1931, p. 129). He may have been right
on this occasion, but later experience suggests that he was unduly sanguine.
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before final action, hut it had never had a major voice in foc'mi policy.
The other Resene Banks had for the part imp1y bcp kept in-
formed. That had been the practice while Strong was alive and had re-
mained the practice. The most recent instance during the contraction
had been the negotiations in the summer of 1931 in COflUection with
loans to foreign banks.

New York had little doubt about what action to take. At its October
8 meeting, the board of directors voted to raise the discount rate from
11,4 to 2'4 per cent. The arguments given at the meeting were, first, the
gold oi.itflow itself, and second, "advices from France, where foreign
fears concerning the dollar appear to have concentrated, which indicated
that an increase in the rate would be interpreted there more favorably
than otherwise." Some fear was expressed that the rise in rates night
have adverse domestic effects. particularly by interfering with Hoover's
efforts to organize a National Credit Corporation, but that fear was
belittled. Harrison noted that any unfavorable effect on the bond market
could be offset b' security purchases, since the executive committee of
the Open Market Policy Conference still had authority, under the recom-
mendation of the August 11 meeting, to buy up to $120 million of go--
emment securities."5 The only discordant note was a cablegram from
Burgess, who was in Europe on a mission for the Bank, recommending
no action that would bring about higher money rates in the United
States.116 The cablegram was read at the meeting, then disregarded. The
Reserve Board promptly approved the rise in discount rates, several of
its members having been strongly in favor of a rise ever since the be-
ginning of the gold drain.ls?

A week later, Eugene Meyer attended the directors' meeting at the
New York Bank. Harrison proposed a further increase in the discount
rate to 3% per cent, giving as the technical reason the continued gold
outflow. One director, Charles E. Mitchell, expressed serious doubts about
the domestic effects. Meyer replied that "an advance in the rate was called

However, three days earlier, at a meeting of the executive committee of the
hoard of directors, Harrison said that "he considered the gold position of the
System paramount at this time and on that account would not be inclined to
purchase Government securities" (Harriscn. Notes, Vol. 11, Oct. 5, 1931).

Burgess had arrived in Europe ocs Oct. 9 to attend a regular monthly meeting
at flas1 of th flank for international Settlements. It was the first time a Federal
Reserve official had formally participated in discussions of European central
bankert at the world bank. The New York Bank was not a member, because it had
been forbidden by the State Deparinsent so subscribe to shares of the 815 when
the latter was formed in 1930. However, there were unofficial ties between the two
institutions, strengthened by the fact that Gates \V. McGarrah, president of the
BuS, had formerly been chairman of the New York Bank.

Hamliri and Miller, at least, strongly favored an increase in discount rates
arid considered a possible effect on the bond market as no valid reason for delay
(Hamlin, Diary, Vol. 19, Oct. 1. 1931, p. l'tB).
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for by every known rule, and that ...forei-ncrs would tearcl it
lack of courage if the rate were not advanec(l.' I It' cxnrcsecj the Opiflio0
th4t ''the bond market was already adjListed lit a lIiLhet k'vd of iitteret
rates, and therefore it would he but little afiecteti.''" A month later,
Owen D. Young pressed the desirability of purchasing go Cl liflient SCCI1rI.
ties to offset unfavorable domestic effects. Harrison was
hesitant to accede.°°

The sharp rises in discount rates were widely supported not only within
the System but also outside.° The maintenance of the cold standard scat
accepted as an objective in support of which mcii of a broad range of
views were ready to rally. The drain of gold was a dramatic event
for which there were many precedents.'2' Thus both the problem and i1s
solution seemed clear and straightforward. Indeed, one gets the impres-
sion that alter grappl;ng with unfamiliar, elusive. and subtle problems,
the System greeted with almost a sense of relief the etnereence ci a
problem that could be put in black-and-white terms.

Less than two weeks after the second rise in discount rates, the execu-
tive committee of the Open Market Policy Conference met. The prelimi-
nary memorandum for the meeting outlined the drastic change that had
occurred in currency in circulation, pointed out that internal develop-
ments had been more important than time gold outflows in their effects
on domestic business, and noted that the decline in deposits "constitutes
by far the most rapid shrinkage in member hank deposits during the life
of the System." Nevertheless, McDougaf continued to recommend that
the System should reduce its security holdings, although-_in addition to
the unprecedented pressure on commercial banks at the timeit was the
beginning of the season when the System typically expanded its securityholdings. The final outcome was a vote against sales bitt in favor of re-
questing the Federal Reserve Board to give the committee the sameleeway for sales that the Board had given it for purchases under the
Conference recommendation of August 122

Harrison, Notes, Vol. II, Oct. 15, 1931.
Ibid., Nov. 25, 1931.

' "We think the really constructive event of site week has becn .. the actionof the New York Federal Reserve Bank in raising its rediscount rate Thisstep should have brett taken long ago, and, indeed, it was a sad error of judgmentto put such a fantastically low rate as that at f"iew York in force.....(Con-rnerc,al and Financial Chron1! Oct. 10. 1931, p. 2305). ". - [TIhe FederalReserve Bank of New York has been driven into making another advance of afull 1% irs its rediscount rate . . , a decidedt WISe move.....(ibid, Oct 17.1931, p 3-160). The New York Time1 reported that the rise was "wclrcsi,ed b"almost all bar.keri" (Oct. II, 1931) that the rise was "hailed with enthusissmin banking circlet" (Oct. 16. 193;).
See, however, further discussion in sect. 6, below.
Harrison. Open Market. Vol. 11. memorandum and minutes of executive conimiuce meeting, Oct. 26, 1931. in the coar5e of the meeting. Harrison noted that"the free gold position ....as not a con.sideratjon at this time

I
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The preliminary memorandum for a meeting of the full
Conference at

the end of November noted with satisfaction that the 'foreign
and do-

mestic drains upon bank reserves were met in the classic way bs' rrcasc-
in discount rates conihined with a policy of free lending." It recorded
that "one result" of tl rise in discount rates and the associated rise in
other market rates sas certamly to make bankers and others more timid
and reluctant in contemplating new uses of funds or new enterprises"
It stressed the sharp decline in bond prices and the resulting

worsening
of the position of the banks. It discussed the year-end seasonal problem,
suggesting that purchases "similar to those made last year" should be
provided for, and proposed deferring the longer-term policy decisions
until after the first of the Year. The Conference adopted a resolution giv.
ing the executive committee authority to purchase up to $200 million of
governments for seasonal needs.'23 Only part of that authority was in fact
exercised. Government security holdings were raised by $75 million to the
end of December 1931 and then lowered by $50 million in January 1932.

During those months, it is not clear that Harrison was as unhappy with
the policy followed as he had been before and was to be again. His con-
cern about gold inhibited his desire to expand Federal Reserve credit.
New York still had control over the buying rate on bills, subject only to
the approval of the Board. As we have seen, New York had repeatedly
tried to use bill purchases to enable it to accomplish on its own what it
could not accomplish through the System open market account. Yet the
bill buying rate, which had been raised from l4 per cent to 3V8 per
cent in October along with the discount rate, was reduced only slowly
and moderately, to 3 per rent on November 20, and to 2 per cent on
January 12. 1932. Both reductions left the rate above the market rate
and therefore did not lead to an increase in bill holdings.

Early in January 1932, partly under pressure from his staff and directors,
Harrison resumed his advocacy of a program of further substantial pur-
chases as part of a broader national program which he ourhined to the
meeting of the Open Market Policy Conference that month. The main
features of the program were: passage of an act establishing the Recon-
struction Finance Corporation, then under consideration by Congress;
organized support of the bond market, predicated on an agreement be-
tsveen the railroads and the unions to cut wage rates; cooperation of
Federal Reserve Banks and member banks with the Treasury in its financ-
ing program; purchase of bills by the Reserve System when possible; re-
ductions in discount rates; and, as a final step, "buying of Governments,
if necessary, facilitated by an alleviation of the free gold position," the

WGovernor McDougal asked assurance 1t the meeting that no purchases would
be made immediately. Governors Norrh and F'ancher said 'they were not duposed
to approve of the purchase of govei-nrnent securities solely for the purpose of en-
ablir.g the Ncw York and Chicago banks to keep out of debt at the end of the year"
(thid., memorandum and minutes of meeting. Nov. 30, 1931).
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linal phrase being a refes ence to proposals then undor consideraijeat
whjch

were finafl embodied ii the C ucSit'.tgall Act. Tue Conference author-
ized the executive committee to purchase up to $200 million, 'if
sarv," over three negative votes. ' That authorization was not cxercjscd
at all. Between the anuaty 11 and Februar 24. 19i2, meetings 03 the
Conference, government security hoidini's declined h- $1 jflj11 l)jl!
holdings by $80 million, while discounts rose $20 niiUksn. Federal Reserve
credit outstanding fell by $100 million over the six-wok period

The February meeting of the Open Market Policy Confetence seas
largely a repetition of the Januaiv meeting, although the pending paac
of the Glass-Steagall Act removed the problem of free-gold. At the joint
meeting with the Board preceding the formal business session, Meyer, who
continued as governor of the Board though lie had by then been named
chairman of the RFC as svell, asserted that ''it seemed uiilieccssary for
the banking position to he subjected to severe strain because of the funds
withdrawn for hoarding. Miller stated that ''lie believed them-c was never
a safer time to operate boldly than at present.' He indicated th ...he
would approve purchases on an even larger scale than the amounts hio
discussed." McDougal continued to argue that 'on general principles he
preferred to see the banks borrowing to secure funds." The upshot was
a mild expansion in the authority of the executive coumntittee. it was au-
thorized to buy up to $250 million at the approximate rate of .S25 million
a week. McDougal and Young voting in the negative. immediately
after the general meeting, the executive committee voted 3 to 2 to start the
program.

OPEN MARKET PURCHASE PROGRAM or 1932

That modest program would very likely never have been expanded into a
major one, or perhaps even carried out, if it had not been for direct and
indirect pressure from Congress. Harrison told the executive cornnlittce
of his directors on April 4 that apparently "the only way to forestall
some sort of radical financial legislation by Congress. is to co further
and faster sith our own program." When Harrison reported to a IoU
meeting of his directors on April 7 that the executive conimnittec of the
Open Market Policy Conference was deeply divided about the wisdom
of accelerating the purchase program, arid had voted to continue the
existinr program, one of the directors asked 'if a more vigorous progratri

Itarrooii. Open Market, 'oI. II. minutes of meeting Jan II. 1932 McDoucalof Chicago. Scay of Richmond. and Deputy Governor Day, representing GovernorCalkins 01 San Francisco were the three who voed in the negative NeitherGos ernor '10mg nor any other representat c of the Boston Bank attended themeeting. Th Kansas City Bank was represented by a director who was not presentat the session sshcn the resolution was adopted.
I&id., minuies of niectimie. Feb. 24. t932
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on the part of the Federal Reserve System would not hi' hs'ipfu! in do.
featinsy tie Thomas Lonus bil) atici other sinilar leCislation (o5'ernor
Hrb'1 'cJ that Senator Thomac had ir.dicated to
be satisfied not to l)rt'ss for Corteressiona! action if the Systtsi would pro.
ceed more vigorously.' The Bank directors aecordingl. voted to have the
Bank. is;b3ect to the approval of the Board, buy for its own account up to

o million of uvn'rnnietst securities, outside the System account and
before niet'tjng of the Conference, which was set for April 1 2.'

In opening the joint meeting of the Conference and the Reserve
Board precedin the business meeting of the Conference, Governor Meer
'called attention, merely as a matter of information, to the fact that a
resolution had been ntTt't'il in the Sensate asking the Federal Reserve
Board to state its program.....Consideration of this resoiution had
been postponed. He stated that the Reserve System could now undertake
to do more toward aiding in the recovery than it had vet done, and that
he believed the time had come when tite Svsterri might h expected to use
its powers tnore fully in an effort to stop the credit decline." Other triem-
bers of tile Board supported Meyer. Oedr'n L. Mills, since February 13.
1932. Secretary of tile Treasury, who had all alonty been in favor of more
extensive action, stated: "For a great central banking system to stand b'
with a 70 gold reserve without taking active steps in such a situation
was almost inconceivahie and almost unforgivable. The resources of the
System should be put to svork on a scale cotnmnensurate with the existing
emercenC\'.

After the Board left. the Conference voted 10 to I to approve a reso-
lotion offered hr Harrison authori7ing the executive committee to purchase
up to $500 million of government securities in addition to the unexpired
authority granted at the February 24 meeting. The purchases were to be
made as rapidly as practicable and, if possible, to be no less than $100
million in the current statement week ending next day, April 13.' The

NNotes, Vol. U, Apr. 4, 7, 1932.
The lone distenter was Governor Young of the Boston Bank, who had said

at the joint session with the Board that he

questioned whether purchases of goserisments which piled up reserves in the
renters would result in the distrihuttons of these funds to other parts of the
ccssntrv. Hr was skeptical of setting the cooperation of the banks without which
success appeared difficult, and was apprehensive that a program of this sort
would develop she animosity of manse hankers, and was apprehensive alto that an
extensive program of purchases of government securities wouid impair the con-
fidence of the public in the Reserve banks. He cited the experience of 1931 as
an indication of the futility of government purchases.

Governor McDeugal of Chicago asked whether the Reserve System "could retain
the confidesce of the public after inaugurating a policy of this sort, which was in
sonic measure inflationary, particularly since it involved the use of government
securities as collateral for Federal reserve notes" I Harrison, Open Market, Vol. II.
minutes of meeting, .'\pr. 12, 1932).

S9
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Onal proviso w erted after Harrison had informed the Conference he
was scheduled ufy the next u'tv before a subcommittee of the House
on a bill that in i.ect would have directed the Reserve System to purchase
in the open market until wholesale prices had risen to their 1926 level. He
said that "it would probably be necessary for lism to make some reference
to the program at that time."

After the initial program ssas voted on April 12, the System bought
$100 million of government securities per week for live weeks. At the
May 17 meeting, the Conference again voted another $50() million open
market purchase, McDougal joining Young in dissenting. At the sugeest ion
of Meyer, the weekly rate of Purchases after that meeting was reduced
Harrison deplored the reduction: "The temper of Congress is not im-
proving, and the danger of unsound credit proposals is still great. It
might, therefore, be unwise to give unnecessary substance to the argument
now being used, that the Federal Reserve System intends Soon to aban-
don its open market program." Yet in June. partly no doubt in the hope
of conciliating McDougal and Young, he suggested to the executive com-
mittee of the Conference that the purchases each week be geared to the
maintenance of member bank excess reserves at a figure somewhere be-
tween $250 and $300 million, the purchases to be as small as possible to
preserve the desired level, but with some increase from week to week in the
System's holdings, "to avoid the creation of a feeling that the policy of the
system had been changed."t9

By the end of June, as Burgess summarized the results of the program
for the New York directors, total purchases of $1 billion had offset a
loss of $500 million in gold and a reduction of $400 million in discounts
and bills bought, leaving a net increase of $100 million in Federal Re.
serve credit outstanding. To Owen D. Young, this meant that 'most of
our efforts had, in reality, served to check a contraction of credit rather
than to stimulate an expansion of credit. We have been clearing the way
for action, rather than taking action------A week later, jr. discussing the
pressure from Chicago and Boston to stop the program, he said,

As it is. we are asked to stop when we are just half way through our prorarn,when we are iust at the point where further purchases of Government securities
The hearings, which threatened to develop into a lull-scale investigation ofthe System, were held by the House Subcommittee on Banking and Currency onHR. 10517 (a bill to stabilize commodity prices, introduced by Rep. T A!anGoldsboough). Governor Harrison testified that the Federal Reserve "began soreally utilize the" Glas5-Steagall Act only two days before he appeared before thecommittee (Congressional Record, House. June 8, 1932, p. t2354, remarks ofMr. Goldsborough). See also Stabilization of Commodity Prices, Hearines beforethe House Subcommittee on Banking and Currency, 72d Cong., lit sets., part 2pp. 477-478, 500-501.
Harrison, Open Market, Vol. 11. Meyer was referring to the series of bills1932; Not, Vol. 11, May 26, 1932.
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attempt to persuade the directors of the Chicago Bank. But all to no

avail.'33
In an attempt to decidi' the issue, the full Open sIarket Policy Con-

ference met on July 11. At the Joint meeting with the Board, Governor
Meyer suggested that "in determining fssture policy it was important to
consider that the public effect of any discontinuance of the policy which
had bc-en pursued would be unfortunate, and also that in future policy
every effort should be made to secure an effective united system policy."
He pointed out that "there existed a trend in Congress toward giving the
System more centralization, and that the open market program offered a
test of the capacity of the System to function effectively in its present
form:'134 The Conference voted that excess reserves should be maintained

" Notes. Vol. 11, July 7, 14, 1932 Office. Vol. III. letter, dated July 8. 1932,

Harrison to Owen D. Young.
Harrison, Open Market. Vol II. Meyer was referring to the series of bills

introduced by Senator Glass (see footnote 29, shoveL the most recent or, Mar 17,
1932, predeccssor5 of the Banking Art 0! 1933. The latest bill was the occasion
for a hitter exchange of letters between Glass and Harrison. With the approval of
the New York Bank's directors, Harrison wrote to Senator Peter Norbeck, chair.
man of the Senate Banking and Currency Committee, enclosing a letter he had
sent Glass. Feb. 6, about an earlier draft of the bill, which read itt part as follows:

Many provisions of this bill ate designed further to limit the autonomy of iht
individual Federal reserve banks and to concentrate more arid more power is
the Federal Reserve Board ........Ihe provisions of your bill relating to the
open market committee which is given jurisdiction over operations in bills as
sye!l as government tecuritiec are so cumbersome as to be inimical to the best
interest of Federal reserve operation . - . . The bill requires approval not only
of the Federal Reserve Board but of a committee of 12 representatives of the
several Federal reserve banks . . . . Under the proposed bill no operations its
securities or bankers bills, even the day to day transactions, can be effected,
even in cases of emergency, without approval of the Committee .
To the extent that your bill 1urthr shiftt power and authority from the Federal
reserve banks to the Federal Reserve Board, to that extent, I believe it aims
towards centralized operation and control through a politically constituted body
in Washington.

On Apr. 9. Glass answered Harrison's letter to Norheck, writing:

In my considered view it conStitutes a challenge to statutory authority and an
unyielding antagonism to any restraining influence whatsoever.

you and your board have thus stated in unequivocal terms the misconcep-
tion of the Federal Reserve banking act which so long has been reflected in the
extraordinary policies pursued by the New York bank with respect to both
domestic and foreign transactions.

The "extraordinary policies" referred to by Glass, who was an undeviating follower
of the real bills doctrine, included the use of open market operations in govern-
ment securiti and the failure to restrict loans to real bills only. In his eyes, the
failure was responsible for both the boom and the bust.

Harrison's reply of Apr. 18 concluded the exchange:

The officers and directors of this bank have been just as desirous to do their
part in checking the use of bank credit for excessive speculation as you or anyone
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at approximaty $200 million by purchases limited in total to th amount
vlousIy authorized by the Conference but not executed $207 jisifliort.

For the giaidance of the executive committee, the Conference recorn.
mended purchases not to cx. eed $15 million a week-__except in unusual
or unforeseen circumstancesbut not less than $5 million a week for the
next four weeks. McDougaL Young, and Sea of Richmond voted against
even this resolution.135

Freed from Congressional pressureCongress adjourned on July
the Conference lapsed into its earlier pattern.'36 The program adopted
was a roinimufli face-saving program, and was carried out at nearly the
minimum level cOnsiStent with the letter of the recommendation Mc-
Dougal and Young refused to participate in further purchases. Flarnison
was unwilling to proceed on his own. As a consequence, in the four weeks
after the Conference met, total purchases amounted to $30 million $15
million the first week, then $5 million a week). From August 10 until the
close of the year. the System's holdings remained almost precisely constant

tt1E nANKING PANIC or 1933

The preliminary memorandum for the January 4, 1933, meeting of the
0pen Market Policy Conierence said of the existing Situation, "that a
good start was made toward recovery, that this movement has been inter-
rupted. and is now hesitant and uncertain." At the meeting, both Gover-
nor Meyer and Secretary of the Treasury Mills stressed that any slack-
ening in Federal Reserve open market policy might provide an excuse for
the adoption of inflationary measures by Congress. Governor Flarrison
listed the Congressional sittiation as one of three reasons for holding the
System portfolio of government securities intact; the second was that a
reduction might operate as a check to the bond market thus retarding
business recovery and further injuring bond portfolios of banks;" the third

else. From their practica! experience in operating a bank in this money center,
they feel that in the long run there is only one really effective method of bring-
ing about this result, arid that is the traditional method of the vigorous use of
discount rate and open market operations - . - The tragedy of the experience
of 1928 and 1929 lay, in our opinion, in the failure of the Resere System
promptly and vigorously to use the instruments for credit control which decades
of experience have proved to he powerful and eflective (Mi5ce!laneous. Vol. II.

Open Market. VoL II, minutes of meeting. July 14, 1932.
' lo the executive committee of the New York Bank's board of directors

Harrison reported on July 11, 1932. a discussion he had had with Meyer in which
"Governor Meyer agreed as to desirability of going ahead with the System open
market program taying that, if for no other reason, is is politically impossibie (or
us to stop at this particular time. The program was begun at about the time the
Go!dsborough Bill was introduced in Coner,-ss and if it were terminated Just as
Congress ad)ourned we would he ursicifted next winter" (Notes. Vol. II, July II,
1932 (.
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was that larger excess reserves might lead to the elimination of interest
on deposits in principal centers, thus distributing "the pressure for
putting money to work more widely.' Against those three reasons Hat.
rison listed three others in favor of some reduction of the portfolio: first,
the "System open market policy had not been one to accumulate any
definite amount of securities but rather to check deflation through the re-

duction of bank debt and the creation of substantial excess reserves,
which had been accomplished ;" second, any further substantial increase
in excess reserves might not increase pressure on she banks to lend and
invest but would serve only to minimize control when necessary; third,
the open market purchases had enabled the Treasury to borrow cheaply
and "so in some measure has encouraged the continuance of an unbal-
anced budget."

The sentiment of most governors was clearly in favor of reducing the
portfolio, and the final motion reflected that sentiment, it gave the
executive committee authority to reduce the System's holdings of Treasury
bills, the reduction in January not to exceed $125 million and not to
bring excess reserves below $500 million. The committee was authorized
to purchase securities if necessary to prevent excess reserves from falling
below the existing level, but not if such purchases would do more than
make up for declines in holdings. Before any increase in security holdings
above the existing level was made, a new meeting of the Conference was
to be convened.15'

The policy recommendation was followed, and security holdings re-
duced by $90 million in January, despite the concern of Burgess and
Treasury officials about the weakness of the bond market, and despite re-
newed banking difficulties. By February 1, 1933, excess reserves had
fallen below $500 million, and the purchases made were not enough to
restore that level. From the last week in January to February 15, the Svs'.
tern increased its security holdings by $45 million, and permitted total
Reserve credit to rise by $70 million. Yet, in those three weeks alone,
member bank reserve balances at Federal Reserve Banks declined b'
$280 million.

The state to which open market operationsthe roost potent mone-
tary tool of the Systemhad fallen was graphically revealed when, as the
banking difficulties mounted in February, Harrison ruled out a meeting of
the Conference on grounds that it would be "difficult, if not impossible,
to hold a meeting of the system Open Market Policy Conference at this
time." Instead, New York turned to bills as an alternative. On February
16, New York requested, and the Board approved, a reduction in its mini-
mum buying rates on bills to % of 1 per cent. It acquired $350 million in

Harrison, Open Market, Vol. II preliminary memorandum, dated Dcc. 3!,
1932, and minutes of meeting Jan. 4S 1933.
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bills the following two weeks, though at tire end of the second the Bank
the bill rate twice, to I per cent on February 2?, and to 31/i

per cent on March 1, in consonance with rises in the discount rate.
It also acquirer! $25 million of government securities in the first of the two
weeks and $2 million in the second, primarily to enable banks to liqui.
date by selling government securities instead of borrowing on them.1

Jo the final two months prior to the banking holiday, there was nothing

that could be called a System policy. The System was demoralized. Each
Bank was operating on its own. All participated in tire general atmos-
phere of panic that was spreading in the financial community and the
community at large. The leadership which an independent central bank-

ing system was supposed to give the market and the ability to withstand
the pressures of politics arid of profit alike and to act counter to the mar-

ket as a whole, thesethe justification for establishing a quasi-govern.
mental institution with broad powersWere conspicuous by their absence.

6. Alternative Policies

It is clear that the monetary policies followed from 1929 to 1933 were

not the inevitable result of external pressure. At all times, alternative
policies were available and were being seriously proposed for adoption
by leading figures in the Sstem. At all times, the System was tech-
nically in a position to adopt the alternative policies.

To give a clearer idea of the consequences of the policies actually
followed, we consider explicitly the alternatives available at three critical
periods and what their effects might have been. The periods are:
)l) the first ten months of 1930; (2) the first eight months of 1931;
(3) the four months following Britain's departure from gold in September
1931. This is followed by an evaluation of the chief justification that has
been offered by writers on Federal Reserve history for the policy actually
pursued in late 1931 and early 1932, namely. that a shortage of "free
gold" greatly inhibited use of the policy alternatives available to the System

until the passage of the Glass-Steagall Act at the end of February 1932.

The successive banking crises which followed the first period and
occurred during the other two were, as we saw in section 2, each more

severe than the preceding. Measures that might have been adequate to
cope with the earlier ones would have been inadequate for the later ones.
On the other hand, as we shall s"e. the bond purchases actually made in

the spring and summer of 1932, which did halt the decline in the stock of

money but ssere inadequate to prevent a subsequent relapse some months

after, would have beers more than adequate to cope with the earlier
crises. As so often in human affairs, a stitch in time saves nine.

Noter, Vol. 111, Jan. 16: Feb. 2. 6. 16. 27. 1933: Conversations, Vol. 11.
Jan. 18, 1933. Quotation from Noses. jI. III. Feb. 16, 1933.




