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PREFACE 

IN these days wider interest is being taken in finan­
cial and monetary questions and a larger body of 
persons is attempting to understand the working of 
the elaborate mechanism of the modem economic 
world. The author of this work. when holding a Stu­
dentship of the University of Wales. was attracted 
to the field of finance as a result of a study of the 
financial reconstruction of Austria by the League of 
Nations. Elected to a Fellowship of the same Uni­
versity. the writer spent one year in the University 
of London collecting material under the direction of 
Mr. N. F. Hall. M.A .• University College of London. 
The work should have been presented for the Ph.D. 
degree. but before this was possible an appointment 
as assistant lecturer was taken up in the Depan­
ment of Economics. University College of North 
Wales. Bangor. The study was continued and is 
now presented in book form. 

He who is interested in the financial relationships 
of countries to-day is fortunate. for they offer some 
of the most fascinating problems to be found in any 
sphere. But he is less fortunate. possibly. than stu­
dents in other departments of economic study 
because the data are not so easily available. That is 
true even of the United States. a paradise for those 
who love statistical material. But happily the U.S. 
DepartIDent of Commerce provides a statement of 
the .balaIice of international payments which is of 
considerable service. and officials of that Depart­
ment deal most courteously with inquiries. Further-
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more, the monumental work undertaken by Messrs. 
Beckhart, Smith (and others) on the organization of 
the New York Money Market proves invaluable. 

Even if our evidence were complete, there would 
inevitably be much controversy as to the causes and 
effects of capital movements. This present work 
does not pretend to finality, but presents a summary 
of the available evidence and draws conclusions 
which can be proved correct only in course of time. 
For the sake of completeness, a sketch is given of the 
extraordinary events which took place in 1933 in the 
United States, but it must be remembered that that 
year was abnormal. From the point of view of this 
study, however, it is interesting to observe certain 
tendencies of both a satisfactory and unsatisfactory 
character. One of the most hopeful of President 
Rqosevelt's policies has been the large additions to 
the purchasing power of the farmers and industrial 
workers. Redistribution of income is an obvious 
economic necessity for the solution of America's in­
ternal problems. But internationally the President 
has not been so successful. It is true that the latest 
figures issued from the Department of Commerce 
show a considerable increase in United States ex­
ports for the year ended June 30th 1934. Although 
in the short period that may seem a fortunate 
development, jf a longer view be taken it must be 
emphasized that large increases in capital exports 
from the United States and large increases in goods 
imports into the United States from other tQuntries 
would have been of greater value in the restoration 
of international balances. Possibly wiser counsel 
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will prevail, and we expect much from a President 
who has acted more boldly than any other living 
statesman. 

The writer owes a debt of gratitude for the oppor­
tunities afforded for study in the British Museum, 
to members of the staff of the Library of the London 
School of Economics, to the very efficient Librarian 
of the Institute of Bankers, to Mr. N. F. Hall, and 
to Mr. J. Morgan Rees, University College of North 
Wales, Bangor. 
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CHAPTER I 

THE ECONOMIC AND FINANCIAL 
IMPORTANCE OF THE UNITED STATES 

THE United States owes her prominence as a 
financial centre to a combination of extraordinary 
circumstances. 

In the first place, she has vast productive re­
sources. The area of the country is approximately 
three million square miles, and within the contin­
ent there are valuable deposits of coal, petroleum, 
iron, and other essential minerals and an extensive 
territory of fertile land which make it possible, as 
recent estimates indicate, for her to contribute 
'more than a fourth of the world's material pro­
duction, including nearly a fifth of the foods, more 
than a fourth of the non-metallic raw materi~, 
over two-fifths of the fuels and other sources of 
power and the metals and altogether nearly a fourth 
of all primary products as contrasted with more 
than a fourth of all the manufacturing values '.1 

Industry has been highly rationalized, and the 
use of power and labour-saving machinery have 
made possible a large increase in production with 
a smaller number of workers in employment. For 
example, between 1919 and 1929 production rose 
by 42 per cent., whereas the number of wage­
eamers was reduced by 6 per cent. 

The United States has further been assisted by 
an extensive home market-a market which is not 
only gr~ater in extent but whose purchasing power 
of recent ;years has been far in extent of that of 
any European home market. Moreover, the Ameri­
can home market can be successfully exploited 

B 
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because there are no barriers of language or of 
customs. 

Accompanying the improvements in industrial 
technique, there has proceeded an unprovement in 
banking organization. At the beginning of the 
century the banking system was inefficient in 
many respects. Most of the banks were simply 
independent units, and their reserves were scat­
tered and immobile. In 1908 a National Monetary 
Commission was appointed to make investigation 
of the banking and currency systems throughout 
the world, and it was hoped it would be possible 
to devise a system which would be better fitted to 
meet the particular needs of the United States. In 
1914 the Federal Reserve System came into opera­
hon, and the new banking structure succeeded to 
some extent in makmg credit more elastic and 
cq-operation more possible over the entire country. 

Fmally, the economic and financial strength of 
the United States was substantially increased as 
a result of the last European War. Before the 
War, she was a debtor country to the tune of about 
3,000 million dollars, but it was not long before 
she was called upon to be the chief foreign supplier 
of the combatants. European governments began 
to offer bonds to purchase supplies of food, &c. 
The French, German, Canadian, and Italian govern­
ments issued bonds in 1915, and there was an 
Anglo-French credit bond issue of 500 million 
dollars. Europe also obtained capital by dISposing 
on American markets of large blocks of .runerican 
securitIes previously held as investme~ts, and 
neutral governments also borrowed from the 
United States In 1916 and the early part of 1917 
borrowing continued but on a much larger scale, 
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for European countries and also for Latin American 
governments and corporations. For a couple of 
years from that date the volume of foreign lending 
declined, but the net result of her war activities 
was to transform the United States into a creditor 
nation on long-term account by the end of 191B. 
She maintained that position from that time on­
wards. Thus in four years a revolution had taken 
place-a revolution which was not only to affect 
the entire world and to transform debtor-creditor 
relationships-but which was to affect profoundly 
the banking structure of the United States and to 
subject the Federal Reserve System to a severe 
test in banking capacity. 

In 1932 American net private long-term foreign 
investments were estimated at about 12,000 
million dollars, and outstanding obligations of 
foreign governments held by the American Gove~­
ment at the end of 1932 amounted to about II,Boo 
million dollars. These are substantial totals with 
vital consequences both for the United States 
and for the outside world. What are especially 
interesting, however, are the annual movements of 
long- and short-term capital to and from the 
country, which indicate for each year the long- and 
short-term investment position of the United 
States, the annual changes in the receipts on ac­
count of war debts payments, interest and divi­
dends on loans abroad, tourist movements and 
immigrant remittances, shipping and freight pay­
ments and governmental transactions, gold and 
currency movements and the trade in commodities. 
All these items in the balance of international pay­
ments reflect the financial and credit conditions 
and policy of the United States itself and also 
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external financial. monetary. and economic con· 
ditions.2 

In the following pages these movements will be 
analysed each year from 1919 to 1933. A summary 
of the mstitutions of the American money market 
and a brief explanation of the balance of inter· 
national payments precedes the analysis. This 
survey and explanation is given shortly in the two 
succeeding chapters. 



CHAPTER II 

THE MONEY MARKET AND ITS 
RELATIONS WITH THE FEDERAL RE­

SERVE SYSTEM 

A brief explanation of the post-war money 
market in New York 

'THE money market in any country includes all 
the funds available for productive, commercial or 
speculative purposes together with the mechanism 
by which all the funds are gathered together from 
holders not requiring their use and distributed in 
answer to the needs of various classes of borrowers. ' I 

In the United States the real financial centre 
became New York because its geographical posi­
tion was suitable for import and export trade and 
for domestic trade, although the intention of the 
Act which brought the Federal Reserve System 
into being was to co-ordinate the banks by the 
Federal Reserve System at Washington. Bank 
balances accumulated in NE'w York naturally for 
exchange purposes, and with the growth of the 
stock market money flowed easily to the city. A 
further advantage was enjoyed. The market for 
bank acceptances and U.S. government securities 
was centred there, and since it was found desirable 
to centralize the purchase of these by the twelve 
Federal Reserve Banks, naturally its authority 
has be«!n greatly increased.' It grew Il\ore im­
portant year by year, especially after 1914, when 
European and other countries found it necessary 
to borrow heavily in the United States, and it was 
able to rival older money markets successfully. 
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Thus New York became for different reasons the 
most important money centre in the United States, 
and in that city funds are collected in markets 
which can be placed under two heads: 

I. The Long-term Money Market in which the 
principal borrowers are governments and com­
panies and for which the sources of funds are many 
and varied. Successful issues of stocks and bonds 
are of course dependent upon the amount of con­
fidence inspired by them and upon the volume of 
funds available for lending in this market. 

Domestic capital issues can be classified as 
corporate, state, country and municipal, farm­
loan banks, and war-finance corporations. Of thes~, 
corporate issues predominate, forming usually 
two-thirds of the total. State, country, and munI­
cipal come next in importance and farm-loan banks 
laq far behind. War-finance corporation issues 
ceased to be made after 1919. 

It has been noted that bonds usually decline in 
popularity with a rising stock market, and vice 
versa. That was specially marked in the abnormal 
situation which arose from 1928. In that year, 
stock issues constituted about one-half of the total 
of domestic corporate issues, and in the following 
year common stocks held the field and bonds fell 
almost completely out of favour. After the stock 
market crash, however, those who had boosted 
stocks were discredited, and stock issues in 1932 
formed only about 7 per cent. of the domestic 
corporate issues. . 

Foreign capital issues are either governmental, 
state, or provincial and municipal issues including 
governmentally guaranteed or controlled corporate 
issues or private corporations. In post-war years 
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the tendency has been more and more for the new 
capital obtained by foreign capital issues to be for 
corporate issues and not for purely governmental 
finance. All of the governmental guaranteed or 
controlled issues (with some minor exceptions) 
consisted of bonds and notes. while in the case of 
new capital for private corporations. although 
bonds and stocks have predominated. preferred 
and common stocks have also been prominent and 
there have been a few issues of preferred and 
common stocks. 

This business is comparatively new because be­
fore 1896 there were practically no public offerings 
of foreign securities in the American market. :More 
typical was the flotation of American securities in 
European markets. From 1900 to 1913. however. 
issues of foreign securities increased in the United 
States. The amounts varied from 175 milliondollirs 
in 1905 to 19 million dollars in 1910. Most of the 
foreign issues were governmental. but a substantial 
amount was underwritten for foreign corporations 
and for American corporations with their principal 
business abroad. Particular interest was expressed 
in issues for Latin American countries. but the 
Far East (especially Japan) took a fair share. 
European financing was third on the list and 
Canada last. 

2. The Short-term Money Market which includes 
loans made on the Stock Exchange. in the Com­
mercial Paper Market. in the Acceptance Market, 
and the' Government Security Market. The rates 
and atn?unts of these loans. hke those in the long­
term capital market, are dependent upon the 
confidence inspired by the borrowers and upon 
the supply of funds available, Certain of these 
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submarkets exert a strong pull upon money market 
funds, and other sections of the money market 
have suffered in the past from scarcity. That is 
why, so far as the short-term money market is 
concerned, rates for different kinds of loans are at 
different levels at the same period. The time factor 
is also an important consideration. Some borrowers 
may desire to borrow for a short period only and 
will be called upon to pay at a different rate from 
those who borrow to finance operations that may 
take months for completion.z It will be found that 
the several sub-markets have developed in such a 
way as to meet variations in needs and serve very 
definite purposes. 

The Call Loan Market. The most important 
open market in the United States to-day is the 
Call Loan Market. Under the old banking system 
tqis market in New York was a great convenience 
to bankers all over the country who were in need 
of some liquid form of investment in which they 
could place funds which could be relied upon as 
secondary reserves, and the loans in this market 
could be terminated at any time and were of great 
service in this respect.' Bankers' balances were 
concentrated in the city therefore, and the demand 
loan secured by stocks and bonds became a distinc­
tive feature of the American monetary system. 
At the present time it is not only sensitive to 
national financial and economic developments 
reflecting Federal Reserve Bank and member bank 
activities and the general condition of business 
within the United States, but records international 
movements since the growing interdependence of 
countries has resulted in a situation in which money 
acknowledges no national barriers but flows easily 
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to the place at which the return on it is greatest 
and surest. 

There are two kinds of loan, but both are secured 
by Stock Exchange collateral. 

I. Call or demand loans which are made (theo­
retically) for a day according to the rules of the 
New York Stock Exchange. Sales of securities have 
to be paid for on the following full business day, so 
that there is a daily demand for funds. The supply 
of and demand or call loans are very varied and 
depend upon factors of international strength and 
weakness. 

2. Time loans which are secured against Stock 
Exchange collateral for a period of from thirty to 
ninety days. These loans are not negotiated on 
the floor of the Stock Exchange, but are made 
either directly between the borrowing broker and 
the lender or through a money-lender. They in­
crease in popularity when the popularity of demand 
loans declines, and vice versa. For example, the 
total of time loans declined considerably from 
August 1928 to October 1929, when the demand 
for call loans was most pronounced, and increased 
afterwards when the demand for call loans grew 
less. 

There are three different call money markets in 
New York City .• Brokers may obtain funds from 
a m~mey-broker or from the banks, or they can 
make use of the New York Stock Exchange, where 
the dealings are more impersonal and where the 
rates for money are published daily. Data for 
totals o( brokers' loanss can be obtained from the 
Stock Exchange reports or from the reports of 
the New York member banks. The former in­
clude borrowings from New York banks and trust 

c 
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companies, private banks, brokers and foreign 
lending agencies, whilst the latter are divided 
(since 1926) into three groups: 

(a) loans for own account; 
(b) loans for account of out-of-town banks; 
(c) loans for account of others, which include 

domestic and foreign corporations, invest­
ment trusts, individuals, and foreign banks. 

Before 1926 no distinction was made between loans 
for account of out-of-town banks and loans for the 
account of others, but both were grouped under the 
heading of loans for account of correspondents. 

Each day in the call loan market two call money 
rates are registered. 

I. The market rate, which is the rate for new 
loans. 

2. The renewal rate, which is the rate at which 
old call loans are renewed. This rate applies 
to the greater part of the total loans out­
standing and is the representative rate agreed 
upon by the lending institutions. 

The Acceptance Market. 'An acceptance is a bill 
drawn by the seller of goods upon the purchaser or 
upon his bank and accepted through endorsement 
either by the purchaser or on his behalf by his 
bank.'6 Thus the acceptance market is bound up 
intimately with foreign and domestic trade in 
goods. But before 1914 the major proportion of 
American trade was financed in sterling and other 
foreign currencies. In that year, however, the 
Federal Reserve Act instituted the dollar accept­
ance. National Banks and trust companies were 
authorized to accept drafts drawn on them for the 
purpose of financing international commerce, and 
certain kinds of business within the United States, 
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and America became an acceptance banker. In 
later amendments to the Act extended provisions 
were made for acceptance banking. Through an 
amendment on December 24th, 1919, authority 
was given for the organization of corporations for 
the purpose of engaging in international or foreign 
banking, and these organizations were also author­
ized to accept bills or drafts drawn upon them 
subject to the limitations of the Act and the regula­
tions of the Federal Reserve Board.' 

The purpose of this legislation was to create a 
need rather than to supply one, because previously 
the demand had not been great owing to the pull 
exerted by other sections of the money market. 
But it was hoped that the establishment of an 
official acceptance market would correct these 
tendencies and would furthermore be of service to 
the Federal Reserve System in carrying throqgh 
its discount policy. Thus 'it was to deprive the 
call loan market of its prestige'. Further, 'the bill 
market was to serve as an equalizer of interest 
rates between nations. With a rise in discount 
rates, it would 'draw in' funds from abroad which 
formerly had been accomplished through sterling 
finance bills, absurdly high call loan rates, the sale 
of securities at panic prices and currency premiums. 
It was to serve as the equalizer of the 'cash' and 
reserve position of domestic banks, both those 
within and without New York City. It was to 
provide reasonable facilities for the financing of 
America·s foreign trade, especially for the increasing 
exports of manufactures and for the increasing 
volume ·of raw materials." 

When the Federal Reserve Act was passed, the 
only types of acceptance credits provided for were 
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those involving the importation and exportation 
of goods, but it was not long before the Act was 
amended to allow the banks,.. to accept drafts 
growing out of the domestic shipment of goods, 
whilst later amendments provided for acceptances 
against goods stored in domestic warehouses and 
for the creation of dollar exchange in certain 
countries as trade required. Acceptances growing 
out of transactions inVOlving the storage in or 
shipment between foreign countries were then 
recognized by regulations of the Federal Reserve 
Board, so that now there are the following five 
transactions provided for by acceptance credIts: 

I. Acceptance credits provided for the importa­
tion and exportation of goods. 

2. Acceptance credits provided for the domestic 
shipment of goods. 

,3. Acceptances against goods stored in domestic 
warehouses. 

4. Acceptances for the creation of dollar ex­
changes in connexion with which trade is 
conducted. 

5. Acceptances growing out of transactions 
involving storage in or shipment between 
foreign countries. 

The organization of the acceptance market has 
had be be built up by degrees. At first there was 
little or none (strictly speaking), and the machinery 
for buying and selling acceptances had to be 
developed as interest grew. This was sedulously 
fostered by the Reserve Banks, which had been 
given power both to discount acceptances for 
member banks and to purchase them in the open 
market, and in addition to use them with gold 
reserves as collateral for the issuing of currency. 
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By 1919 the situation was greatly improved. The 
first substantial bill market corporation with 
adequate capital ,was organized. Other houses 
followed. Several large banks opened acceptance 
departments for the purchase and sale of accep­
tances or created dollar subsidiaries. 

Member banks of the Federal Reserve System, 
trust companies, foreign banking corporations, 
acceptance institutions, and private banking finns 
make purchases of acceptances, but bill brokers 
have usually found their chief source of funds in 
the Federal Reserve Banks which buy on their own 
account and for foreign account, and the Federal 
Reserve System's fate has been closely linked up 
with the development of the acceptance market 
through the use made of these funds, as will be 
seen. It was not intended, however, that the 
Federal Reserve System should be the sole sup~rt 
of the acceptance market, and it was hoped tttat 
American and foreign investors would be induced 
to invest in dollar acceptances. But for years the 
total holdings of the accepting banks in the United 
States of purchased bills did not average more than 
one-twentieth of the total outstanding.1I 

The rates at which brokers are willing to pur­
chase bills have been largely determined by the 
Federal Reserve buying rates for own account and 
the Reserve Banks' lending rate. 

The Commercial Paper Market. For a number of 
transactions in which the bankers' acceptances 
cannot be used, commercial paper is of service. 
As the Acceptance Bulletin puts it: 'One of the 
striking differences in the characteristics of com­
mercial paper and bankers' acceptances is that the 
fonner may be availed for general financing, while 



I4 THE MONEY MARKET AND ITS RELATIONS 

the bankers' bill is specifically identmed with 
\ individual self liquidating transactions in com­

modities either in transit or in storage.'lo 
Commercial paper is the evidence of credit with 

or without security suited generally for a short­
term transaction in ordinary mercantile business. 
For such purposes it was formerly extensively used 
by the best known and rated business concerns in 
the United States. The dealers or brokers special­
izing in this type of business conducted a large 
and profitable trade. They were always able to 
gauge accurately the state of business by the state­
ments of their clients and the volume of paper 
seasonally offered. General business found it to 
its advantage, economically, to go to the outside 
investment market through brokers when in need 
of funds to purchase merchandise of raw matenals 
for manufacture. The names of such borrowers 
w&e well known throughout the country, their 
paper bought the best rate, and their banks were 
relieved of the necessity of tying up their own 
resources. In some years, in fact, the amount of 
commercial paper outstanding was often as high as 
I,800 million dollars. The usual maturity of com­
mercial paper handled is from four to six months, 
and the typical rate usually considered is that on 
prime paper of this length of maturity, although 
there may be many other rates prevailing based 
upon the credit position of the borrower. The 
notes issued are sold to commercial paper houses 
and these sell them to the banks, so that the parties 
to the market are the borrowers, the commercial 
paper houses, and the banks. The borrowers of 
recent years have been firms of medium size, as 
large firms have made use of stock and bond 
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flotations to finance themselves. The number of 
commercial paper houses is not large. Their 
principal offices are in New York, Chicago, and 
Boston, but they operate in districts far afield by 
means of branches, circularization, and salesmen. 
Banks which regularly purchase commercial paper 
are principally the country banks which find in 
the commercial paper market a ready outlet for 
seasonal surpluses, but city banks also buy com­
mercial paper to serve as secondary reserves, for 
it has a useful quality in that it can be quickly 
liquidated. It is, further, a safe investment because 
of the wide range of firms borrowing by this 
method. 

The commercial paper rate is usually higher in 
March, April, May, September, October, Novem­
ber. and December because the demand owing 
to seasonal needs is keener at these times than in 
slacker months. The rate is basic for interest rates 
on brokers' loans. and both call and time loans 
fluctuate with reference to it. In fact the rate is 
indicative of changes in the money market as a 
whole. II 

The Federal Reserve System and the Money Market. 
The Federal Reserve System supplies funds to 

the money market in various ways-through direct 
loans to member banks on the basis of discounted 
or rediscounted paper. through the purchase of 
acceptances and U.S. and other securities. through 
loans on gold made to foreign central banks. 
through the deposit of funds in foreign banks. All 
these place funds at the disposal of the member 
banks-to be used by them either to reduce their 
indebtedness at the Reserve Banks. to meet a 
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demand for currency, or an export demand for 
gold, or to build up their reserve balances. It is 
only in the latter case that an increase in Reserve 
Bank credit provides a basis for the growth in 
member-bank credit.JZ By the terms of the Federal 
Reserve Act the Reserve Banks are not allowed 
to make loans direct to the Stock Exchange market. 
Thus they have direct connexions with the money 
market through the bill market and the govern­
ment security market, and indirect connexions 
through the operations of the member banks. The 
amount of credit granted is shown in their balance­
sheet in the item 'total bills and securities', which 
can be divided into (a) total bills discounted, (b) 
bills bought in the open market, (c) total U.S. 
government securities. 

The credit policy of the Reserve Banks can be 
mt\de effective in three ways. 

I. By changes in discount rates. 
2. By changes in open market operations. 
3. By public and private appeals and admoni­

tions addressed to the institutions functioning 
in the money market'4-

I. The first method was considered at one time 
to be the most effective weapon for the control of 
credit at the disposal of the Reserve Banks. What 
does it involve? It means that member banks are 
allowed to obtain additional funds for the disposal 
of borrowers in the money market by borrowing 
at a certain rate on eligible collateral from the 
Reserve Banks, and generally speaking {hat dis­
count rate determines the range between which 
other money market rates may be expected to 
move. ,For example, when the call rate is above 
the discount rate, a bank may borrow in order to 
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lend money on the caU loan market. Again, should 
the rates in the open market for time loans fall 
below discount rates, the banks would not be 
inclined to tie up surplus funds in this type of 
loan. 13 

A discount rate policy can be generally successful 
given three sets of circumstances: 

(a) A centralized discount policy control. 
(b) Changes in discount rates which precede 

changes of money market rates. --
(c) Control by the discount rates authority over 

all the funds coming into the market. I" 
That these three sets of circumstances have not 
existed to make effective the policy of the Reserve 
Banks is seen in the fact that it has been found 
necessary by them to influence the money market 
in other ways. 

2. The open market operations of the Reserve 
Banks are becoming each year of greater impor­
tance. The Tenth Annual Report of the Federal 
Reserve Board observes that 'the system has not 
relied upon changes in discount rates as the only 
means of influencing the general credit situation'. 
In fact, the open market weapon is now considered 
more reliable in controlling credit than the dis­
count rate because the Reserve Banks can take the 
initiative. When. for example, the Reserve Banks 
sell government securities the funds of the com­
mercial banks are depleted. To make good the 
deficiency they usually have to borrow from the 
Reserve Banks. which can then make use of their 
first weapon-the discount rate. When the Reserve 
Banks buy. the funds at the disposal of the com-
mercial banks are increased. I 

3. If. however. the Reserve Banks consider that 
D 
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the member banks are not restrained from borrow­
ing unduly or from promoting unwise policies in 
the money market, then they can make use of their 
third weapon-that of appealing directly or in­
directly to the member banks to adopt a different 
course of action. This kind of moral persuasion is 
not always successful, for a course of action is often 
considered desirable by the member banks which 
may run counter to wider financial interests. It 
has often proved short-sighted, but none the less 
desirable. 

In these ways, therefore, the credit policy of the 
Reserve Banks is expressed in the money market, 
and it was hoped that the establIshment of the 
Federal Reserve System would provide stabilIty 
and certainty in the distribution of credit. IS That 
it has not done so is due mainly to the fact that 
It~ has been faced with abnormal situations for 
which the organization was not adequately' pre­
pared by the terms of the Federal Reserve Act. 
The Reserve Banks have been confronted with the 
problem of attempting to control the volume of 
credit when the member banks have been enabled 
to make themselves largely independent of borrow­
ing because of an extraordinary flow of gold to the 
United States since 1914. Then the Reserve 
System has been unable to control the use to which 
credit is put. The Tenth Annual Report stated 
that 'the economic use of credit is to facilitate the 
production and orderly marketing of goods and 
not to finance the speculative holdings of excessive 
stocks of material and merchandise'. Since, how­
ever, the Reserve Banks were not generally in a 
position to make that prohibition effective, funds 
obtained from them were used in speculative 
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activities, and the System could do little more than 
comment on the misuse of borrowed funds. A 
further extension of credit has been made possible 
by means of a more intensive use of member bank 
reserves. The member banks are required under 
the Federal Reserve Act to maintain average 
reserves equal to 13 per cent. of their average dally 
net demand deposits plus 3 per cent. of their 
average daily time depositsSf' An undue increase in 
time deposits permits a vast expansion of credit. 
The Federal Reserve Board report for 1926 pointed 
out that whereas in March 1922 the ratio of reserve 
balances at the Reserve Banks to total net demand 
plus time deposits was 8'1 per cent., at the end 
of 1926 this ratio had declmed to 7'3 per cent. 
This decline in ratio means that member banks 
were able to comply with legal reserve require­
ments with a considerably smaller amount. tof 
reserves than would have been necessary had tne 
proportion of time to demand deposits remained 
unchanged-that is, to add a large amount to their 1 
loans and investments without a corresponding 
increase in their reserves. The table on p. 20 
sho .... 'S demand deposits and time deposits of 
reporting member banks from the end of 1923 to 
the end of 1932. 

It will be seen from the table that the growth 
in time deposits was almost continuous from 1923 
to 1930 and was greater in that period than the 
growth in demand deposits by over 2,500 million 
dollars .• 

Another important reason for the failure of the 
Federal Reserve System has been the lack of unity .­
in the organism. Uniformity of action is almost 
impossible over the wide area served by the banks. 
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The same difficulty was encountered by the ad­
ministration in enforcing Prohibition, The twelve 
separate Federal Reserve Banks form twelve 
separate independent centres of twelve separate 
independent districts, and each Federal Reserve 
Bank decides its own cremt polIcy, Such a system 
was considered necessary because of the diverse 
economic conditions of the United States, But it 
has been extremely difficult to persuade the 
separate Reserve Banks to take joint action,I6 
Moreover, all banks in the United States are not 
members of the system, 

TABLE I DEMAND DEPOSITS AND TIME 
DEPOSITS OF REPORTING MEMBER BANKS 

1923-32 

In mslhons of dollars 

Increase Of' decrease 
(-) from the prevt-

Percent-ousyear 
age of 

Year Demand Ttme Demand Ttme Ttme 
(end of) depossts depostts depossts depossts depossts 

1923 16,376 8,651 " .. 34'5 
1924 18,468 9,805 2.092 1.154 34'7 
1925 19.260 10.653 792 848 35 6 
1926 18.922 II.44° -338 787 37'7 
1927 20. 105 n.765 1.183 1.325 388 
1928 19.944 13.453 -161 688 40'3 
1929 19.112 13.070 -832 -383 406 
1930 18.660 13.654 -452 584 42'4 
1931 15.985 II .... 53 -2.675 -2,201 41,8 
1932 14.965 10.527 -1,020 -926 41'3 

Then the Reserve Banks have been prevented 
at different times from making the necessary re­
strictions of credit by action of the Treasury or 
by pressure of public opinion, to which they are 
very sensitive,17 Finally the Federal Reserve 
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System can be blamed for not taking correct action 
swiftly as occasion demanded. To some extent its 
failure has been due to incapacity to make adjust­
ments because of its unawareness of the real mean­
ing of money market movements. 

Within these limits, therefore, the Reserve Banks 
have been able to manipulate the volume of funds 
within the New York money market. 



CHAPTER III 

THE BALANCE OF INTERNATIONAL 
PAYMENTS OF THE UNITED STATES 

A n explanation 
ONE cannot properly estimate a country's economic 
and financial strength, the nature of its dealings 
with the outside world and the effect of these on 
the domestic money market, without reference to 
its balance of international payments. Such a 
record is especially important from the point of 
view of international movements of capital, but 
in the case of many countries is not forthcoming. 

In the United States, however, from 1922 on­
wards the Department of Commerce issued state­
tI\Cnts for the balance of international payments of 
that country which have served a useful purpose, 
particularly in clarifying the international move­
ments of capital. Many of the figures contained 
therein, as those responsible for their presentation 
take care to emphasize, are necessarily estimates 
and the results therefore cannot attain to any 
official standard of accuracy. That is so because 
'whoever wishes to study the international move­
ment of capital finds himself face to face with 
difficulties which do not exist or at least exist to a 
much smaller degree in the sphere of international 
movements of merchandise. In the latter case he 
finds definite foreign trade statistics covering all 
categories of merchandise, for every transition of 
the frontier is registered on both sides with an 
accuracy and a detail of classification whose effi­
ciency increases in proportion to the raising of the 
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customs barriers hindering their movement. It is 
otherwise with the movement of capital, for no 
customs officer is in a position to follow its volume 
and value. In many cases, statistics of public 
issues can only be referred to with considerable 
prudence, and comprise at the present time a much 
smaller part of the total movement of capital than 
was the case before the war. To attempt to form 
an idea of this movement necessitates recourse to 
private statistical information and to estimates, and 
to pursue a full and detailed inquiry into this sub­
ject, such as that undertaken by the International 
Chamber of Commerce concerning the movement of 
merchandise between Europe and the United States 
of America, is impossible owing to lack of data.'1 

The difficulties in drawing up a statement of the 
balance of international payments for the United 
States are very apparent. It is pointed out, for 
example, that statistics of exact totals of inves't­
ments held in the United States by investors of tlte 
different foreign lending countries are not easy to 
obtain. In some cases, substantial holdings of 
foreign dollar securities by foreigners have been 
reported as American dollar issues to avoid pay­
ment of taxation in their own countries or to avoid 
extraordinary penalties proposed to check the 
flight of capital. In others, holdings of American 
shares have been held in custody by American 
banks. All one can say with safety is that investors 
of Great Britain, France, Germany, Holland, 
Switzerland, Italy, Belgium, Greece, and Japan 
hold large investments in the United States and 
that it is probably safe to assume that British 
holdings constitute the most important fraction of 
the total. 
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Not only are the geographical sources of funds 
unascertainable for the most part, but also the 
amounts are difficult to calculate with accuracy 
during the course of a year. It is common know­
ledge that from I922 on, foreign funds played a 
large part in the New York money market. They 
accumulated in the following ways. Long-term 
securities floated in America to pay for exports 
of goods were often greater in amount than was 
needed at the moment and the funds were kept in 
the country as bank balances to be drawn upon 
for later use. Further long-term borrowers were 
in the habit of building up by degrees the large 
sums of dollar exchange required to meet dividend 
payments, sinking fund requirements, and bond 
redemption maturities. This money was put out 
in Wall Street when opportunity offered. New 
York became, moreover, a favourite market for 
the deposit of funds from all the world for many 
reasons. The city increased in importance as a 
clearing house for international trade, the bill 
market developed, and further, since the United 
States was for some years one of the few countries 
with a stable currency, the dollar became inter­
national in character and central banks adjudged 
that country to be the safest gold standard market 
in which to keep their foreign exchange holdings. 
Then capital took flight to take a share of America's 
prosperity from countries with depreciating cur­
rencies or from countries in which capital levies or 
other drastic measures were proposed. But al­
though it was believed that large volumes of foreign 
purchases and sales of securities were made in the 
United States, for some years correct totals of these 
were not obtainable, as large brokerage houses 
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usually do not separate foreign orders from 
domestic ones. The Finance and Investment 
Division of the Department of Commerce on Stocks 
and Bonds tried. however. to arrive at these 
from questionnaires issued annually from 1925. 
In 1928 it was ascertained that foreigners (includ­
ing Canadians) dealt more heavily in American 
securities than Americans dealt in foreign securities. 
that America acquired a rather important portfolio 
of foreign securities. but that foreigners acquired on 
balance a portfolio of American securities about 
four times as great. Filling up the questionnaires. 
however. was optional. and in 1929 about a dozen 
important houses that reported for 1928 refused. 
and consequently the official totals arrived at were 
smaller. despite universal opinion that foreign 
activity in security markets in that year had rarely 
or never been exceeded. Particularly during t;pe 
first three-quarters of 1929 the Wall Street Boom 
produced a steady influx of foreign funds. and there 
was a sustained movement in those months from 
London to New York. which explains the weakness 
of sterling against the dollar. The following quota­
tions from the American press in that year are of 
interest: 

New York Times. August 29th. 1929. 'Brokers 
with foreign connexions report a particularly 
heavy volume of foreign purchases of American 
railway shares.' 

lVhal~-Eaton Service. September 7th. 1929. • It 
is indicated that the Bank of England has ar­
ranged with British private financial institutions 
to check the flow of investment funds to the 
United States .•. to avoid an increase in the 
bank rate.' 

E 
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Washington Star. October 27th. 1929. 'The 
stock market crash of last week was primarily 
precipitated by foreign liquidation of American 
securitIes .• 

Wall Street Journal. November 1st. 1929. 
'Foreign orders of American securities are said 
to be corning from every important European 
country.' 

By the middle of 1929 a considerable volume of 
foreign funds had been put out into American 
acceptances. into brokers' loans. into Treasury 
certificates, and other short-term loans. The Com­
mercial and Financial Chronicle reported on August 
31st, 1929. that 'high money rates in this country 
in all branches of the money market are acting as 
a magnet to draw funds from all parts of the world'. 
But by October 27th, 1929. the New York Times 
rtQlorted that European money was rushing home, 
fleeing from the easing money market and deflated 
stock prices. and on October 29th it stated that 
, dollar exchange continues to dechne owing to the 
large withdrawals of European balances from 
America. Estimates of this recall of European 
capital from Wall Street range from 50 million 
dollars up to 100 million dollars.' There was. how­
ever. a considerable return of funds to New York 
within a short period. as call money rates were 
still sufficiently high to warrant placing foreign 
funds on call. Later. they left again. These extra­
ordinary movements during 1929 to and from New 
York are scarcely if at all reflected in the Depart­
ment of Commerce figures for that year. since the 
account closes on December 31st, but they can be 
checked from the graphZ (on p. 29). 

Again. the balance of trade is only a rough 
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estimate. 'No country's recorded commodity 
export values are an exact measure of the total 
cash claims which result from shipmenJs abroad. 
Nor do official import statistics indicate the exact 
value of the cash claims which must be met abroad. 
These differences are due to numerous factors 
very seldom attributable in any way to improper \ 
practices or errors by traders or customs officials. 
Certain commodity transactions, such as transfers 
of ships or sales and purchases of bunker fuel, are 
not reported in the official statistics, silver trans­
actions are separately recorded by the Customs 
Bureau, while certain goods enter the country by 
illegal means.'3 
. Furthermore, the value of certain items cannot 
be determined absolutely exactly and the compiled 
statement usually shows an item representing 
transactions unaccounted for. The Economist 
(July 1st, 1933) points out that the actual bala~ce 
as published by the Department of Commerce COll­

tains 31 items, of which several are merely totals 
and are further divided elsewhere: • The long-term 
capital account, for example, which provides 3 items 
in the final balance is the resultant of no less than 
24 distinct items. The item of miscellaneous 
current items is a composite of 13 separate items, 
including such minutiae as ship chandling, sales 
and purchases of newspapers, cablegrams, &c. 
There is of course a danger, perhaps insufficiently 
realized by the compilers, that such close attention 
to detail may give the final result an appearance 
of accuracy which it hardly deserves and to the 
cynic the appearance of hundreds of entries of 
several million dollars under the heading 'errors, 
omissions, &c.· is sufficient commentary upon pain-
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staking estimates of items which are measured in 
hundreds of thousands.' 

Keeping these difficulties and drawbacks in mind, 
let us make a closer examination of the meaning 
and content of the balance of international pay­
ments. A table for reference is given at the end of 
this chapter. 

According to the definition given in the text of 
the report of the Department of Commerce, 'a 
balance of international payments is a statement 
of the compiled or estimated amounts of all the 
invisible and visible exports and imports of a 
country during a given period so arranged as to 
show their comparative size, their total (the inter­
national turnover), their influence upon the inter­
national gold movement, the 'detractive' and 
promotive relationships between them and the 
v~ume and character of the nation's foreign ex­
change transactions.'4 Thus it may be looked upon 
as a kind of income statement showing a nation's 
income and outgo-from what sources the nation 
derives its income abroad and how that income is 
spent or invested; for what purposes payments 
are made abroad and by what means claims held 
by foreigners are met. All cash claims by Americans 
against foreigners are classified as 'credits', while 
the debit column contains the corresponding cash 
claims by foreigners against Americans. For ex­
ample, when an American sells goods to a foreigner, 
the American holds a claim which requires a trans­
fer of funds to the United States. The American 
wishes to be paid in dollars, but the foreigner pays 
in pounds sterling, francs, &c. The banks assist in 
making the settlement. They buy the claim on 
the foreigners and sell it through the exchange 
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market to Americans who need foreign currencies 
to pay tourist bills abroad, to send remittances to 
relatives or friends in foreign countries, or perhaps 
to purchase foreign securities. If the claims which 
Americans hold against foreigners are in excess of 
the claims held by foreigners against people in the 
United States, the balance may be settled by the 
foreign debtor by shipments of gold into the United 
States, by foreign bank deposits, or by the purchase 
of securities, &c.5 

The credit column shows the extent to which 
the American dealings with foreigners increase 
the purchasing power of the United States; the 
debit side shows the extent to which the United 
States added to the purchasing power of foreign 
countries. 

The visible items of American foreign trade are 
Igerchandise, silver, and gold, but the invisible 
items are more numerous. The Trade Information 
Bulletin No. 698 defines an invisible export as 
'whatever thing or I< satisfaction" a country parts 
with or whatever service it renders in any inter­
national transaction which tends to move an 
equivalent amount of money into the country with­
in a given period but which is not recorded in the 
customs statistics of the country'. An invisible 
import can be defined in similar terms. The 
invisible items of the balance sheet include freight 
payments, expenditures by American tourists 
abroad, expenditures by foreign tourists in the 
United States, interest on American private funds 
abroad (long and short term), interest on foreign 
funds in the United States (long and short term), 
war-debts receipts (principal and interest) and 
other governmental transactions, immigrant re-
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mittances, charitable and missionary contributions, 
&c. These are the invisible items on current ac­
count and they represent the export and import 
services. For example, American tourist expendi­
tures abroad are invisible imports, because Ameri­
can residents abroad who have their sources of 
income in the United States make purchases of 
foreign goods, and although these goods are not 
entered in the import statistics, their purchase 
affects the balance of payments in exactly the 
same way as the consumption of goods in the 
United States. Similarly remittances made by 
immigrants in the United States to their families 
at home are invisible imports because the immi­
grants pay for goods and services which are con­
sumed abroad. On capital account, private 
long-term capital movements can be classified 
thus: Credit items include bond redemption a~d 
sinking fund payments received from foreigners, 
resale to foreigners of direct investments, foreign 
stocks and bonds resold to foreigners, new direct 
investments in the United States, and American 
stocks and bonds sold to foreigners. The debit 
items include new foreign issues offered in the 
United States (less refunding to American under­
writers' commissions and deductions for bonds 
issued below par), new direct investments abroad 
by Americans, foreign stocks and bonds bought 
back from foreigners, redemption and sinking fund 
payments to foreigners, and purchase of American 
properties. Short-term unfunded items can be 
placed under the following heads: 

Inward or credit movement (Invisible exports). 
t. Short-term c:onunercial paper (promi<l!SOry 
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notes, acceptances, finance bills, and other com· 
mercial paper) transferred by Americans to 
foreigners. 

2. Increases in accounts payable to foreigners 
or open book credits (open claims against Ameri· ; 
cans) arising when American importers buy from 
foreigners on credit. 

3. Increases in bank accounts with American 
banks in favour of foreigners (export of open claims 
against foreigners). 

Outward or debit movement (Invisible imports). 
I. Short-term commercial paper (see above) 

transferred to Americans by foreigners. 
2. Increases in accounts receivable by American 

exporters (open claims against foreigners arising 
when foreign importers buy from Americans on 
dedit). 

3. Increases in bank accounts with foreign banks 
in favour of Americans (import of open claims 
against foreigners). 

The balance of international payments of the 
United States is divided into current account, 
capital account, and gold and currency shipments. 
There is no clear demarcation between the current 
account and the capital account. ' The current ac­
count shows the value of goods and services ex· 
changed for cash with foreigners; the capital ac­
count shows the value of securities transferred and 
of short term credits granted or received. Gold 
and currency shipments are considered in an inde­
pendent category. Gold shipments may at times 
be used to settle current balances, while again they 
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may be the result of changing conditions in the 
world's capital markets.'6 

The detractive and promotive relationships re­
ferred to in the definition of the balance of inter­
national payments may operate directly through 
the exports and imports of short-term capital or 
through changes in purchasing power (for example, 
foreign borrowers obtaining more purchasing power 
are able to make additional purchases of American 
goods, services, and securities) , or indirectly through 
changed interest rates and price levels or through 
immediately altered foreign exchange rates, &c. 
These relationships are explained in the Depart­
ment's report by the following statements and 
illustrations. 

I. When the outside world takes more of a parti­
cular export (visible or invisible) it can acquire the 
foreign exchange with which to make settleme,pt 
only by importing less of some other visible or 
invisible and/or by inducing the exporting area to 
import more of some visible or invisible. 

2. The increasing of a particular item of export 
(visible or invisible) tends to reduce all other items 
of export and to increase all imports; the increasing 
of a particular item of import tends to reduce all 
other imports (visible or invisible) and increase all 
exports; the reducing of a particular item of export 
tends to increase all other items of export and to 
reduce all imports; and the reducing of a particular 
item of import tends to increase all other imports 
and reduce all exports. 

The report illustrates this 'law of detractions' 
and' promotions' by reference to war debt receipts 
which, as it indicates, are (or rather involve) an 
invisible export. It points out that if this invisible 

F 
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export reduces the purchasing power of the tax­
payers of the debtor nations and thereby reduces 
the American export of merchandise, there is a 
detractive influence by one export item upon a 
second export item (merchandise). If, however, 
the large savings to American taxpayers resulting 
from these Treasury receipts be devoted either 
to increasing American merchandise imports or 
invisible imports (loans to foreigners, tourist ex­
penditures, immigrant remittances, foreign chari­
ties, &c.), there is a promotive influence by one 
export item upon several import items. The report 
pomts out that the effect of tariffs (or of other 
restrictions of international trade, travel, or loans) 
can be expressed as follows: • Whatever tends to 
dlmmish an item in one column of the balance of 
payments tends to promote every other item in 
tpat column and to detract from every item in the 
other column', e.g. restrictions on the import 01 
goods into the United States tends to increase the 
import of gold. 

It can be shown that to some extent trade follows 
the loan. Undoubtedly loans and investments 
playa part in encouraging the export trade. That 
is to be expected because, • in the absence of very 
special circumstances orders for machinery. equip­
ment, construction material and the like tend 
strongly to go to the country providing the develop­
ment funds, while the loan negotiations stimulate 
general enterprise in the lending country and 
widen the contact between its producers of otheI 
classes of goods and the consumer in the borrowing 
country'.7 In the interests of the United States i1 
is of course important that these loans continut 
since production in a number of industries is at 
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present directed towards the export trade. The 
following table shows the percentage of the annual 
production of each of the designated commodities 
shipped abroad in I929.8 

TABLE II. PERCENTAGE OF ANNUAL PRO­
DUCTION OF CERTAIN COMMODITIES SHIPPED 
ABROAD FROM THE UNITED STATES IN 1929 

Per Per 
Commodlly cent Commoddy cent 

Cotton · S4·8 Gasolene . . . 13 S. 
Tobacco. · 412 Typewnters • 40'1 
LaId 333 Pnntmg machinery 29'2 
Wheat · 17'9 SeWIng maclunes 280 
Copper • 36'0 Agricultural machinery 23'3 
Kerosene 34'7 Locomotlves 20·8 
Lubrlcatmg Oils 31 0 Passenger automobiles 14 0 

Other items are of course needed sometimes to 
support the trade balance. The table follo~g 
shows the extent to which the balance of trade was 
supported from 1922 to 1933 by loans and invest­
ments and/or by expenditures of American tourists 
in foreign countries and gold imports.9 It will be 
noted that in I924. 1929. 193I. and I932 the 
favourable balance of trade was larger than the 
estimated new nominal capital obtained from the 
flotation of foreign securities (publicly offered) in 
the United States. whereas in other years the 
reverse was the case. In 1923 and I928 the favour­
able balances of trade were 375 million dollars and 
1.037 million dollars respectively. whereas foreign 
securities publicly offered were 831 millions greater 
in 1928 than in 1923. 

It is our purpose next to review the changes in 
the balance of international payments of the United 
States by periods from 1919 to 1932. and to note 



TABLE lIt COMPARISON OF EXCESS GOODS EXPORTS, NEW FOREIGN SECURITY ISSUES, 
AMERICAN TOURIST EXPENDITURES ABROAD, AND EXCESS OF IMPORTS OF GOLD 
OVER EXPORTS 1922-33 

I I9Z31 I933 I I9z4 I I9Z5 I9Z6 I9z7 I928 I I929 I930 I I93I I93z I933 ------ --.--
Debits 

New foreign 
security Issues 

TOUrIst 
76i i 20 969 1,076 1,125 1,336 1,251 671 906 229 29 J2 

expenditures 
Excess of Im-

360 500 600 660 6io 68J 715 821 762 568 446 221 

ports of gold 
over exports 235 295 2J6 .. 72 .. .. 120 278 I .. II . . 

CredIts. 
Excess of 
goods exports 719 375 981 683 378 681 J,037 Si l 782 334 289 225 

Excess of e>t-

27 2 1 

I ports of gold 
over Imports " .. " J02 .. lSi 1 176 " 173 
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the causes and effects of these. A detailed account 
of Federal Reserve Board policy will not be given, 
but only a broad outline to show the repercussions 
of the changes in the balance-sheet upon the 
internal crewt position of the country. Nor is it 
possible to indicate exactly in each year the com­
pensating elements in the balance, since space does 
not permIt; but reference will be made to items 
in the balance which have obviously increased in 
certain years in response to decreases in other 
items. The table above gives a fairly clear pIcture 
of the way in which certain payments' made up' 
for other movements in the eleven-year period. 



(38) 
TABLE IV. BALANCE OF INTERNATIONAL 

PAYMENTS OF THE UNITED STATES BY 
PERIODS 1919-33. (Yearly averages) 

In nlllhons of dollars 

_____ I_tB_m ______ I_9I_9-_Z_I _I_9Z_z_-_4 _I_9Z_5_-_9 _I_9J_o-_J 

MerchandISe trade as re-
ported. . • 

Slupplng and freight ser-
VICes • • 

TourISt expenditures 
Immigrant remIttances 
Interest and diVIdends • 
War debts receipts • 
Government transactIons 
Miscellaneous current 

+66 
-133 
-600 

+60 
+128 
-335 

+2 
-400 

-372 
+260 
+199 
-13 

-56 
-555 
- 284 
+488 
+200 

-45 

-58 
-414 
-178 
+484 
+118 
-76 

Items· +61 +75 -28 -2 

Balance on current account +22281 +443 I +4;41 +282 

Net gold movement • ---=-;;s -2481+67 ~ 
Net currency movement +30 I - -42 -40 

Balance, gold and currency ~I -248 I~i--=;S ,. --------,------
Movement of private I 

long-term fundst • -706 -399 -517 +52 
Government capital ac- ' 
~~ . . . -~ I 

Net short-term capital 
accountt • • • - +198 ! +184 -488 

Balance on capital account -1408 -201 1-333[ -436 

Net Investment Items, ----------------
errors, and omissIons -692 +6 I - 136 I + 179 

Source Trade InformatIon Bulletins Nos 814 and 819 
• Note that current account mcludes several items which are, 

stnctly speakmg, of a capital rather than current nature 
t Tlus Item takes account of all secunty movements between 

the Uruted States and foreign countnes and 10eludes Inter­
national sales and purchases of long-term ISSues, new under­
wntIng, sales and purchases of propertIes not represented 
by secunty ISSues, and secunty transfers resulting from 
redemptIon and slnkmg fund operatIOns. 

t This Item measures the net change 10 the country's short­
term posItIon dunng the year For an explanatIOn of other 
Items, see notes to Chapter III 10 



CHAPTER IV 

THE AMERICAN MONEY MARKET 
1919 to 1924 

WE have stated that by 1918 the United States 
was a strong creditor nation. During the War, the 
country's export trade expanded considerably and 
payment for the goods was made in part by foreign 
buyers by gold shipments (which amounted to over 
1,000 million dollars), by the many billions ()f 
dollars in credits in favour of foreigners established 
by the U.S. Treasury, by the resale to the United 
States of American securities, and by private loans 
long and short term, including large book credits 
by industrial and commercial houses. In the im­
mediate post-war years, the abnormal export sur­
pluses continued and the creditor position of tlte 
United States was maintained. 

The table on p. 40 gives a summary account Gf 
the balance of international payments (year-end 
totals) of the United States from 1919 to 1924. 

The table indicates clearly the great financial 
strength of the United States in the immediate post­
war years. Most prominent is the item showing 
the favourable balance of trade. which amounted 
to an impressive total in every year except 1923. 
The annual average surplus of goods exports was 
estimated at 1,836 million dollars. The favourable 
balances of trade were of course a familiar pre-war 
feature. What is a new phenomenon. however. as 
we have pointed out earlier. is the considerable 
lending power of the country in the war and post­
war period. From 1919 to 1924 new net investment 
of private long-term funds amounted to 3,314 
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million dollars. The outward movement was 
smaller m the last three years of the period, amount­
ing to I,200 million dollars. From 1919 to 1921 
Americans largely bought foreign securities and 
repatriated American securities. On the other 
hand, from 1922 to 1924 foreigners bought securi· 
ties offered in New York in large quantIties. 

TABLE V BALANCE OF INTERNATIONAL PAY-
MENTS OF THE UNITED STATES 1911)-24 

In m:lllons of doiloys 

1919 :1920 :l9ZI , I9zZ I 192) , 1924 --------. -

DebUs. I 
Movement of pnvate 
long-term capital . 455 874 789 669 I 545 

Short-term capital ac· I 

count (net). • .. . , .. . . .. I .. I 
Tounst expenditures 50 150 200 300 400 500 
Imrmgrant rermttances 600 700 500 400 

3
6

0 I 355 
Gold and paper cur-

786 266 r<.ncy. • • .. .. 235 2!~ I Miscellaneous Items· 2,618 358 148 16 S 
Unestlmated Items, I errors and OIWSSIOns 1,083t 1,240t .. " 117 

----
1,0;-;1 ~8i 4,806 3,322 2,423 1,620 __ I ___ 

C,edUs. 
Movement of pnvate 

18 long-term capital • .. .. .. . . 
Short-term capital ac-

216 count .. " 375 3 
Commochty trade 
balance . 4,016 2,950 1,976 719 375 981 

Gold and pap~r cur: 
rency. • 254 150 " .. .. .. 

War debts receipts 243 53 87 157 258 182 
Interest and dlvtdends 50 50 80 :225 250 305 
MIScellaneous Items- 243 119 33 65 71 104 
Unestunated Items, 
errors and OmISSIOns .. .. 247 79 57 .. 

f----
1,620 I 1,032 

- -
4,806 3,322 2,423 1,788 

• Includes government transactions and caPital account, sluppmg 
and freIght sennces, and JIDSCellaneous current Items. 

t These figures would be considerably reduced If Items of short-term 
credIts for these years could be shown. 
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In the six-year period the estimated amount of 

new foreign issues (less commissions, discounts, and 
refunding) was 3,402 million dollars. 

The total amount received in retirement of 
matured loans was I,341 million dollars from 1919 
to 1921, but it declined to 146 million dollars in the 
next three years. 

Tourist expenditures and immigrant remittances 
averaged 750 million dollars annually from 1919 
to 1924. 

War debts instalments approximated 163 million 
dollars annually in the same period. 

Income from American investments abroad 
averaged annually 160 million dollars a year. 

Gold imports for the whole period amounted to 
1,128 million dollars. Short-tenn capital move­
ments in the first three years can only be guessed 
at-probably large amounts of short-tenn cre~ 
were made by the United States. But there was 
an inflow during the next three years of 594 million 
dollars. 

It will be noted that in 1919 the year-end totals 
show that the credit side of the balance-sheet con­
sisted mainly of a very large balance of trade. 
There was a net outflow of gold, and receipts were 
registered on account of war debts, interest and 
wvidends on loans, shipping and freight services. 
About 44 per cent. of the favourable trade balance 
was supported by government credits. Tourist 
expenditures were small in amount. but immigrant 
remittances were an important invisible import. 
Accurate estimates for short-tenn credits are not 
aVailable, and it can only be surmised that the 
to~als were large. The outward movement of 
pnvate long-tenn capital was estimated at 455 

G 
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million dollars-an amount rather smaller than 
that given for immigrant remittances. Immedi­
ately after the War, of course, American under­
writing of foreign securities was at a standstill 
since there was general financial and economic 
chaos, but from the last six months of 1919 a 
number of European governments floated issues 
successfully. Latin American financing also re­
covered and Canadian issues were more prominenq 

Within the United States the first half of 1919 
was characterized by a slowing down of financial 
activity owing to depression in business and high 
interest rates, but in the latter half of the year a 
boom got under way in which the flotation of 
foreign issues participated as we have seen. Federal 
Reserve Bank credit expanded, and by the end of 
the year the total of btlls discounted and bought 
bZT the Federal Reserve Banks had risen from 2,120 
million dollars at the beginning of the year to 2,780 
million dollars. Capital issues increased, and the 
total for the year amounted to 4,286 million dollars, 
of which 3,726 million dollars were domestic issues. 
Stock prices rose and stood at a high level at the 
end of the year, but bond prices declined through­
out 1919. Brokers' loans made by reporting mem­
ber banks in New York City moved from 826 
million dollars in March to 1,305 millions in Decem­
ber, in which month nearly one-half were made on 
account of correspondents. Call-loan rates moved 
from 3.98 per cent. (average) in the first quarter to 
8·65 per cent. (average) in the last quarter. Other 
rates also showed an upward tendency. The total 
volume of acceptances outstanding was I,OOC 
million dollars and was large enough to give thf 
impression that the dollar acceptance would takE 
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the place of the sterling bill. The volume of com­
mercial paper was placed at 1,186 million dollars. 

Thus at the end of 1919 it seemed that the stage 
was set for a boom. Meanwhile, however, the gold 
reserves of the Federal Reserve Banks had shrunk, 
partly owing to the continued export of gold, and 
in January 1920 the discount rates on commercial 
and industrial paper maturing within ninety days 
were raised from 4! per cent. to 6 per cent. The 
advance, however, had little effect because the rise 
in prices promised profits sufficient to cover the 
increased cost of money.l In the middle of 1920, 
however, commodity prices collapsed and a severe 
period of deflation followed. Discount rates 
were raised further to 7 per cent. in June, but 
Federal Reserve Bank loans continued to increase 
for some time to cover the crisis period. Stock 
prices declined continuously, but bond prices beg6tn 
to rise in the last quarter of the year. Brokers' 
loans made by reporting member banks in New 
York City fell from the high level of December 
1919 to 833 million dollars in December 1920. Call­
loan renewal rates moved slightly down to 7·52 
per cent. (average) in the last quarter of the year. 
The volume of commercial paper and of acceptances 
declined. 

The international balance-sheet of year-end 
totals for 1920 in some items reveals the same 
course of boom and depression. 

There was again a large favourable balance of 
trade, but it was smaller than that of the previous 
year because imports were heavy in volume owing 
to rising prices, to speculation in commodities, and 
a brief period of prosperity in Europe. The trade 
balance was supported by short-term credits to a 
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large extent and by outward movements of private 
long-term capital., The boom in foreign financing 
lasted until May 1920, but foreign security under­
writing was handicapped from that time onwards 
to the end of the year by the prevailing slump. 
But, taking the difficulties into consideration, an 
astonishing volume of foreign securities publicly 
offered was recorded. Foreign countries were of 
course in dire need of capital and were willing to 
pay a high price for it. Moreover, they were in 
debt to the United States for current purchases 
and were forced to borrow. 

The depression continued into 1921, but even in 
that year, as the international balance-sheet shows, 
the favourable balance of trade of the United 
States amounted to 2,000 million dollars, which 
meant that foreign countries were still going heavily 
illto debt. Other items remained at about the 
same figure, but a net inflow of gold amounting to 
786 million dollars was recorded, which reduced 
foreign indebtedness to some extent. There was 
general liquidation within the States. Loans and 
investments of reporting member banks declined 
and there was a large reduction in Federal Reserve 
Bank loans as compared with the previous year. 
The incoming gold was turned over by the member 
banks to the Federal Reserve Banks in reduction 
of their own indebtedness. Federal Reserve Bank 
credit averaged 2,198 million dollars for the year, 
of which 1,797 millions represented bills discounted, 
91 millions bills bought, and 264 millions U.S. 
government securities purchased (as compared 
with 1919, when the total Reserve Bank credit 
averaged 2,623 million dollars, of which 1,904 
millions represented bills discounted, 323 millions 
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bills bought, and 254 millions U.S. government 
securities purchased). Discount rates moved down­
wards towards the end of the year. 

A decline took place in the total of capital issues 
in 1921 affecting foreign capital issues since 
domestic capital issues increased slightly. Stock 
prices declined to the third quarter of the year, 
but bond prices rose. Brokers' loans made by 
reporting member banks in New York City were 
reduced to 723 million dollars in September 1921, 
but rose in the last quarter and stood at 879 million 
dollars in December. Call-loan renewal rates stood 
at 5'11 per cent. (average) in the last quarter of 
the year. Other rates in the money market were 
also lower. The volume of acceptances and of 
commercial paper registered a decline. 

From 1922 various attempts were made in 
Europe to relieve depression and to restore mO{e 
normal conditions, and these attempts had note­
worthy effects upon the balance of international 
payments (year-end totals) of the United States 
and the American money market. 

In a sense the year 1922 marks a year of stock­
taking so far as the inter-relations of Americans 
and foreigners are concerned. 

The favourable commodity trade balance of the 
country declined to 719 million dollars. Increased 
payments were made on account of war debts and 
interest and dividends on loans, and a large inflow 
of 375 million dollars of short-term funds was re­
corded. Private long-term capital funds moved 
outward at a smaller rate than in 192I because of 
prevailing unstable conditions throughout the 
World. Tourist expenditures increased and reached 
a total of 300 million dollars as compared with 50 
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million- dollars in 1:919. Gold imports were fairly 
large in amount. • 

The incomin~old rapidly exerted an influence 
on financial conditions within the United States. 
A liberal credit policy was followed by the member 
banks. Although their borrowings at the Federal 
Reserve Banks declined in 1:922, the total of loans and 
investments of reporting member banks increased. 
The discount rate in New York moved down to 
4 per cent. in June. But the total of Reserve Bank 
credIt was less than in the previous year. A large 
volume of transactions on the Stock Exchange was 
reported, and the returns of reporting member 
banks from March 1922 onwards show a continuous 
increase to the end of the year in loans secured by 
stocks and bonds. Loans for account of corre­
spondents started an increase and helped to swell 
tJte volume of brokers' loans throughout the year. 
Call-loan renewal rates moved to 3'76 per cent. 
fcLverage) for the last quarter. Favourable money 
conditions and encouraging signs of a revival of 
business led to a substantial increase in total 
capital issues in 1:922, particularly in domestic 
issues. The renewed interest in stocks is illustrated 
by the declining percentage of domestic corporate 
issues in the form of bonds. A slight increase took 
place in the volume of commercial paper, but the 
total of bankers' acceptances declined. 

In 1:923 a large increase in imports was recorded 
which outstripped the increase in exports and 
reduced the favourable balance of trade to 375 
million dollars for the year. Payments on account 
of war debts and interest and dividends on loans 
increased. For the first time in this six-year period 
foreign purchases of American securities and their 
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own dollar securities, together with about 23 million 
dollad representing' payment of matured loans. 
exceeded the volume of American investment 
abroad.! On the debits side of the balance-sheet, 
tourist expenditures again showed an increase. A 
further inflow of gold was recorded which enabled 
the member banks in the United States to meet 
credit requirements without recourse to the Reserve 
Banks, in spite of the fact that business was im­
proving and there was an increasing demand for 
currency. \ The principal demand for member bank 
loans in l'923 was, however, for commercial, in­
dustrial, and agricultural purposes, and the volume 
of transactions on the Stock Exchange declined. 
The total of brokers' loans fell from 1,535 million 
dollars in the last period of 1922 to 1,183 million 
dollars in the same period of 1923. From April to 
November 1923 reporting member banks' loans fQr 
own account and for correspondents were reducea. 
Call-loan renewal rates stood at 3.8 per cent. (aver­
age) in the last quarter of the year. The total volume 
of capital issues declined somewhat, but domestic 
capital issues increased slightly. Private corporate 
financing was very large in amount. Stock prices 
declined to the third quarter of 1923 and rose in 
the last quarter, but bond prices declined through­
out. The volume of acceptances and of commercial 
paper increased. 

From the international balance-sheet (year-end 
totals) it will be seen that the favourable balance 
of trade of the United States increased in 1924. 
reaching a total of 981 million dollars. A consider­
able inflow of short-term funds was registered, con­
tinuing the movement which commenced in 1922 
and reflecting the flight of capital from foreign 
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countries in some of which capital levies were 
threatened, and in part renewed long-term borrow­
ing, the proceeds of which Were often deposited 
temporarily in the United States. An increase took 
place in the payments for interest and dividends 
on loans. The large capital funds available were 
used in the American money market for the flota­
tion of foreign capItal issues, in which greater 
interest was being taken since business was taking 
an upward turn and the yields were higher than 
cquId yet be obtained domestically. Gold imports 
were again large in amount and tourist expendi­
tures totals rose. It is interesting to note that 
from 1922 to 1924 these expenditures coupled with 
immigrant remittances (including charitable and 
relief expenditures abroad) totalled over 2,300 
million dollars-about 200 million dollars more 
t?-.an the favourable balance of trade for those 
years. 
, At the end of 1924 the amount of Reserve Bank 

credit outstanding was no larger than at the end 
of the previous year, but the total fluctuated 
during the course of the year in response to gold 
and currency movements. Wisely or not, an easier 
credit policy was considered necessary by the 
Reserve authorities to assist Europe's return to 
the gold standard. Purchases of U.S. government 
securities increased steadily and holdings of these 
securities by the Reserve Banks moved from 133 
million dollars at the end of 1923 to over 505 
million dollars in July 1924. The funds thus placed 
in the money market were used by the member 
banks to repay their borrowings, and total holdings 
of discounted and purchased bills which at the 
beginning of the year totalled 1,<>78 million dollars 



THE AMERICAN MONEY MARKET, 1919-1924 49 

declined almost continuously to 318 millions at the 
end of July. • Accordingly in the summer of 1924 
with the member banks repaying their borrowings 
from the Federal banks it was considered advisable 
to get back more quickly into the open market and 
in order to accomplish this, the Federal Reserve 
rates were lowered. The New York rediscount rate, 
which had been 41 per cent. since February 1923, 
was reduced to 4 per cent. on May 1st, 1924, on 
June 12th to 31 per cent., and on August 8th to 
3 per cent., but it was the concurrent lowering "f 
the open market rates which was the more signi­
ficant action. The New York average rate charged 
on bills bought in the open market was gradually 
reduced from 4'10 per cent. in January 1924 to 
2'20 per cent. in August; the minimum authorized 
rate on acceptances bought in the open market, 
which was 21 per cent. for bankers and 3 per cent. 
for trade in January, was brought down to 2 and 
21 per cent. respectively in June.'z . 

The abundance of credit cheapened money at 
first and promoted an increase in the activities in 
the money market. Altogether the year 1924 
showed a rise of 1'5 milliard dollars in domestic 
capital issues over 1923. Foreign capital issues 
shared in this increase as we have stated. Stock 
prices stood at a high level at the end of the year 
and bond prices improved. From the beginning 
of the year the volume of transactions registered 
on the Stock Exchange began to rise and reporting 
member banks'loans on securities showed a similar 
upward movement. 

Of particular interest in the table for brokers' 
loans made by reporting member banks in New 
York City are the amounts for account of 

H 
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correspondents. It will be noted that the increase 
from March 1919 to December 1924 was greater 
than the amounts reported for own account of the 
member banks. 
TABLE VI. BROKERS' LOANS MADE BY REPORTING 

MEMBER BANKS IN NEW YORK CITY 191<)-24' 

In mJlhons of dalla,s. 

For own For account of 
Peytod Total account cO'l'espondenls 

1~1I9 March 826 535 29t 
June 1,230 760 470 
September 1,299 715 584 
December 1,305 633 672 

1920 March 1,080 449 631 
June 943 425 518 
September 868 341 527 
December 833 358 475 

1921 March 788 320 468 
June 773 338 43.5 

r September 723 3.50 373 
December 879 483 396 

1922 March 1,028 538 490 
June 1,404 823 S8t 
September 1,474 824 650 
December I,473 770 703 

1923 March 1,636 816 820 
June 1,480 752 728 
September 1,21 3 560 653 
December 1,203 571 632 

I924 March 1,416 696 720 
June 1,448 796 652 
September 1,688 1,014 674 
December 1,863 1,074 789 

The volume of acceptances and of commercia 
paper rose. A growth in the volume of acceptance' 
was, however, inevitable from this time forward:, 
for apart from the support given to the market bY) 
the Federal Reserve Banks, dollar acceptanceS 
came to be normally used more and more for the­
finance of foreign storage and shipment of goods 
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and also because at times the acceptance rates were 
lower in New York than in foreign countries, 

The table below gives a picture of American 
financial conditions by quarterly periods from 
I9I9 to 1924. and reference must be made also to 
relevant tables in the Appendix, With the use of 
these we are able to summarize the main ten­
dencies in the period. 

TABLE VII, INDEXES OF AMERICAN FINANCIAL 
CONDITIONS. 1919-24, (YEARLY AVERAGES) , 

I9 I 9 I9Z0 I9ZI I922 I923 I9Z4 

Securlly PrlCes:-
I, Stock Prices 7°'7 64'2 55'2 67"7 690 72 ,8 

(421 Btocks) 
2, Bond Pnces 69'07 59'7° 60'15 74'11 71'72 74'32 

(40 High Grade 
Bonds) ------------

1nler151 Rates per , 
Clnl, 

3. Bond Yields 5'25 5.88 5'79 4'94 4'98 4,85 
(60 High-Grade 
Bonds) 

4 Call-Loan Re- 8,65 7'52 5'11 3'76 3,80 2'74 
newal Ratet 

5 60- to 90-Day 
Bankers Ac- 4'0 6'21 4'33 3'91 4'13 2'39 
ceptance Ratet 

• Standard Statistics Index Number of Security Prices 
t Last quarter of the year, 

We have noted that each year there was a large 
balance of trade in favour of the United States 
even after 1922. when world affairs were becoming 
more normal. Moreover. substantial sums were 
received on account of interest and dividends on 
I~ans and war debts repayments. and there was a 
SIgnificant inflow of short-term capital from 1922 
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onwards. The commodity trade balance was at 
first supported by government credits, and when 
these were withdrawn, by short-term credits. The 
debit side of the balance also showed large outward 
movements of private long-term capital with the 
exception of one year, I923, when foreign invest­
ments in the United States exceeded those made 
from America abroad. There was a large inflow of 
gold each year from 1921 onwards and immigrant 
remittances and tourist expenditures were con­
siderable in amount. 

We have seen these movements reflected in the 
American money market in the six-year period. 
We have marked the fluctuations in the totals of 
capital issues, domestic and foreign, of commercial 
paper and bankers' acceptance volumes, and have 
observed their general response to trade and finan­
cjal changes. In particular we have noted the main 
e~cts of inward movements of gold and foreign 
oapital. We have shown that from time to time 
the member banks were able to repay their borrow· 
ings at the Reserve Banks and also were able to 
dispense with Reserve Bank credit because of the 
gold inflow. Reporting member banks in New Y orl< 
City increased brokers' loans from a total of 8zl 
million dollars in March 1919 to 1,863 milliol1 
dollars in December 1924. Loans for own accounl 
in the same period rose from 535 million dollan 
to 1,074 million dollars and those for account 01 
correspondents more than doubled. It appear! 
unfortunate therefore that by 1924 the Federa 
Reserve Banks saw fit to reduce the price of credi1 
since from many sides there was evidence tha1 
money was plentiful and cheap. In fact the in­
coming gold was creating a situation in which it 
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would be impossible for Federal Reserve authority 
to be asserted quickly and effectively. 

The year 1924 then witnessed a speeding up of 
forces in the American money market which were 
to spend their strength in the following five years. 3 



CHAPTER V 

THE AMERICAN MONEY MARKET 
1925 to 1929 

FROM 1925 Europe achieved comparative pros­
perity and international trade and the inter­
national movement of investment funds grew 
apace. The progress of events in so far as they 
affected the United States is illustrated in Table 
VIII, which summarizes her balance of inter­
national payments (year-end totals) from 1925 
to 1929. 

It will be observed that as in the period 1919 to 
1924, from 1925 to 1929 the United States had 
large favourable balances of trade except 1926, and 
the annual average surplus of merchandise exports 
,¥3.S estimated at 724 million dollars. The total 
was very large in 1928, when exports exceeded 
imports by more than 1,000 million dollars. Foreigr 
countries went also into debt to the United State! 
on account of private long-term capital. In thi! 
period the United States reached the peak poin! 
as an exporter of long-term investment funds. Ir 
each year with the exception of 1929 there was c 
large outward movement of capital on long-term 
account. Great interest was taken in foreign in­
vesting. For four years, 1925 to 1928, there was a 
foreign security underwriting boom which smashed 
all previous records, stimulated by the comparativ{ 
stability achieved in monetary and economic affair! 
internationally and the abundance of investmen1 
funds in the United States. From 1925 to 192~ 
exclusive of refunding, commissions, &c., Ameri 
can new underwriting averaged about 970 millior 
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TABLE VIII. BALANCE OF INTERNATIONAL PAY­
MENTS OF THE UNITED STATES 1925-9 

In mllltons of dolla.-s 

Debits 
Movement of private 

long-term capital • 
Short-term capital ac-

count. • • 
Touf18t expenditures • 
Immigrant remittances 
Gold and paper cur-

rency. • 
MIScellaneous items • 
Unestlmated Items. 

errors, and omissions 

C.-edals 
Movement of private 

long-term capital • 
Short-term capital ac-

count • • 
Commodity trade 

balance. • • 
Cold and paper cur-

rency. • 
War debt receipts • 
Interest and dividends 
Miscellaneous Items • 
Unestlmated Items, 

errors and omissions 

459 605 705 675 14 1 

61 188 80 
560 498 528 552 638 
360 264 255 276 265 

1I2 135 
13 122 IJ6 225 263 

801e 94 91 

" 350 900 

683 378 681 1,037 841 

42 99 232 
187 195 206 207 20 7 
355 467 519 534 565 
94 
92 2II 

1,453 1,601 2,405 2,010 1,613 

• Large item probably due to lDcorrect estunates of capital 
movements. 

Not, MIscellaneous Items include government transactions; 
shlppmg and freight services and IDlscelianeous current 
Items 

dollars 'a year. Direct investments abroad ranged 
from 90 to 335 million dollars a year. . 

I t must be noted too that foreigners had extenSIve 
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influence in the American money market in the 
five years under review. The net result of inter­
national 'old' security transactions was a net 
inflow of long-term funds of over 2,000 million 
dollars. Not only were repatriations of foreign 
dollar issues high, but foreign purchases of Ameri­
can stocks and bonds reached in 1928-<) a total 
estimated at approximately 3,000 million dollars. 
In every year of the period these foreign purchases 
exceeded American repurchases of similar securi­
ties held abroad. 

Net earnings on long- and short-term private 
investments abroad ranged from 355 million dollars 
in 1925 to 565 million dollars in 1929. 

War debt mstalments approximated 200 million 
dollars annually. 

Claims against the United States represented by 
t~rist expenditures and immigrant remittances, 
charities, &c., totalled over 4,000 million dollars. 
Tourist expendItures averaged about 550 million 
dollars a year with a high level of 638 million 
dollars in 1929. 

From 1925 to 1929 there was a net export of 
gold estimated at 336 million dollars. In the period 
there was a large inflow of short-term funds but, 
as we have indIcated, year-end data do not accur­
ately reflect the movement since short-term funds 
were liable to flow outwards in large volumes duro 
ing course of the year. In 1929 it was estimated that 
3,000 million dollars of foreign short-term funm 
were held in the United States. 

The general improvement in economic and finan 
cial conditions is reflected in the American mone) 
market. From 1925 the United States itself experi 
enced an industrial and trade recovery which con 
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tinued until the fall of 1927. with but a slight 
deflation at the end of 1927 and the beginning of 
1928. During the same period it also experienced 
a run of speculative and financial activity without 
parallel in financial annals. 1 In this chapter an 
outline is given of gold and capital movements 
1925 to 1929. and an attempt will be made to show 
the extraordinary combination of forces which 
inevitably produced the climax in 1929. 

In 1925 the credit side of America's international 
balance sheet (year-end totals) showed a smaller 
favourable balance of trade. rather larger pay­
ments on account of war debts and interest and 
dividends than in 1924 and a net outflow of gold. 
Balancing these items. as against 1924 there was 
a smaller outward movement of private long-term 
capital. a smaller outflow of short-term funds. and 
rather larger tourist expenditures and immigra~t 
remittances. 

Internally the export demand for gold prompted 
an increase in Reserve Bank credit outstanding in 
1925 which was further added to by a growth in 
domestic current requirements and increased re­
serve requirements of member banks. From March 
onwards the open market policy of the Reserve 
Banks was to maintain holdings of government 
securities at a practically constant level. with the 
consequence that the seasonal growth in the de­
mand for Reserve Bank credit was met through 
increased discounting and through larger sales of 
bankers' acceptances to the Reserve Banks. Mem­
~er bank credit rose to higher levels and of that 
IDcrease loans on securities took the greater part. 
In 1925 shares on the Stock Exchange totalled 
25 per cent. more than in 1919. which was a record 

I 
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year. Brokers' loans for account of correspondents 
made by reporting member banks in New York 
City increased rapidly after 1923, until at the 
end of I925 a total of I,648 million dollars was 
registered (as compared with 291 dollars in 1919). 
Call loan renewal rates began to rise from the 
beginning of the year and stood at 4.98 per cent. 
(average) in the last quarter. Total capital issues 
expanded by 1,000 millIOn dollars, the increase 
taking place mainly in domestic capital issues. The 
volume of acceptances began to rise, but on the 
other hand the commercial paper volume started 
to decline. 

In the following year, 1926, the favourable trade 
balance of the United States as shown by the year­
end totals of the international balance sheet was 
only about one-half of that of I925. War debts 
rfpayments and interest and dIvidends repayments 
on loans increased, however, and there was a large 
inflow of short-term capital. The boom in foreign 
investment continued, and new foreign security! 
underwriting (net) exceeded 1,000 million dollars./ 
As shown in the table the outward movement of 
private long-term capital was estimated at 605: 
million dollars. As compared with 1925 tourist) 
expenditures and immigrant remittances were less 
in amount, but there was a net inflow of gold of 
II2 million dollars. 

For the year the average annual total of Reserve 
Bank credit was slightly larger than in 1925. At 
the end of the year, however, the total of Reserve, 
Bank credit outstanding was about 50 millions lower, 
than the year before owing to the influence of gold 
imports. Member bank credit showed a slight! 
increase in 1926 and was utilized mainly in loans: 
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other than security loans, in striking contrast to 
previous years, for from 1922 to 1925 the largest 
growth in member bank credit is due to security 
loans which represented to a considerable extent an 
increased volume of credit used in financing trans­
actions in securities at the New York Stock Ex­
change (indicated by the rapid growth during that 
period of loans to brokers and dealers in securities 
in the New York market). The total of brokers' 
loans in the first quarter of 1926 was 3,015 million 
dollars, but throughout the year there was slightiy 
less activity on the Stock Exchange. The decline 
in reporting member banks loans for own account 
was followed by a reduction in loans of out-of­
town banks, but loans for the account of others 
showed little change. The call-loan renewal rates 
moved downwards in the middle of the year, but, 
beginning to rise after that date, stood at 4.82 rer 
cent. (average) in the last quarter-a lower level 
than that of the same period in the previous year. 
Total capital issues showed an increase in which 
domestic and foreign capital issues shared. Bonds 
increased slightly in popularity as compared with 
1925, but stock prices began a substantial rise in 
the second half of the year. The total volume of 
commercial paper continued to decline. It is inter­
esting to observe that whereas previous to 1924 
the volume of commercial paper exceeded bankers' 
acceptances, for 1925 and most of 1926 the average 
volume of commercial paper and acceptances was 
very closely balanced. 

The favourable trade balance recovered in 1927, 
as Table VIII giving year-end totals of the inter­
national balance sheet shows. Receipts on account 
of war debts and interest and dividends on loans 
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were larger in amount. There was a net outflow of 
gold and a considerable inflow of short-term capital. 
On the debits side, the volume of new foreign 
security underwriting was again very large, and 
the outward movement of private long-term capital 
was estimated at 705 million dollars. Tourist 
expenditures were shghtly larger, but immigrant 
remittances fell by a small amount. 

The total of Reserve Bank credit was influenced 
in 1927 chiefly by the effects of international gold 
movements. There were large imports throughout 
the early part of the year, which were used by the 
member banks to reduce their indebtedness at the 
Reserve Banks. From May to the end of the year, 
however, gold exported and ear-marked for foreigI1 
account exceedl!d gold imports, with the resul1 
that there was an increased demand for Reserv( 
Bpnk credit and at the end of the year' total bill, 
and securities' of the Reserve Banks were in largel 
volume than at any time in the previous six years 
This increased demand was met by the Reserve 
Banks largely through the purchase of securities in 
the open market. 

The volume of member bank credit increased­
the growth taking place largely in investments and 
in loans on secunties. 'All other loans' (which 
comprised loans for commercial, agricultural, and 
industrial purposes as well as real estate loans) 
actually decreased during the year, as is indicated 
by Table IX. 

The year 1927 was a 'bull' year on the Stock 
Exchange in New York. Stocks transferred num­
bered 13'7 per cent. more than in 1925, which was 
a record year. Brokers' loans rose during every 
month of the year and in the third quarter had 
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passed the total recorded for the first quarter of 
1926. Credit was easier, since in that year, as in 
1924, external conditions forced themselves upon 
the attention of the Federal Reserve Authorities. 
It was considered that the weakness of European 
countries revealed by the state of the exchanges 
was likely to be aggravated by a firming policy on 
the part of the Federal Reserve Board. Accordmgly 
the New York Federal Reserve discount rate was 
reduced in August from 4 per cent. to 31 per cent. 
and the Reserve Banks made the supply of credit 
more plentiful as we have seen through open market 
operations-a move which would, it was hoped, 
assist not only Europe but would have beneficial 
results for the United States ultimately. Now loans 
and investments of all member banks had already 
risen considerably from June I922 onwards, and 
some impression of the extent to which the increase 
in bank credit was used by the New York stock 
market can be gained when it is stated that the 
total increase in brokers' loans during I927 was 
1,140 million dollars and the total increase in the 
same year of total loans and discounts of all member 
banks was only I,4II million dollars. 

TABLE IX. LOANS AND INVESTMENTS OF REPORT­
ING MEMBER BANKS 1926-7. (MONTHLY AVERAGES 
OF WEEKLY FIGURES). 

1,. ,ntillons of dollars. 

1 "crease 01' 

December December decrease (-) 
I936 I937 per cenl. 

Loans and Investments 20,055 21.728 84 
Loans on secuntles • S.694 6.594 IS 8 
All other loans . 8.176 8,739 -0'4 
Investments • . S.S8S 6,396 14'S 
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An extension of credit was possible without the 
assistance of Federal Reserve policy, through gold 
imports. From June 1922 to June 1927 the mone­
tary gold stock of the United States was increased 
by 803 million dollars. I An additional hundred 
dollars of credit Can be extended by any member 
bank that receives a time deposit in gold of three 
dollars, or a demand deposit of 13 dollars, 10 
dollars or 7 dollars accordmg to whether the bank 
is in a central reserve, reserve or other city. It is 
nbt difficult to appreciate that an increase in gold 
holdings of 803 million dollars might easily, by 
itself, support an increased extension of credit of 
13,70 million dollars without any need to have 
recourse to Federal Reserve credit, even after al­
lowing for the fact that some of the imported gold 
may have been impounded in the Treasury. More­
Ul'er there had been a quite disproportionate 
increase in the time deposits of member banks as 
c.ompared with their demand deposits.'z 

I December 3Ist, December 3I st, I Pe~c;nt-
All member banks I9I9 I927 Increase 

(million (mIllIon 
dollars) dollars) 

Net demand deposits 16,559 20,083 21 
Time deposits 5,305 12,765 120 

Such an increase of time deposits was bound to 
lead to a large increase of credit, as we have shown 
earlier in the analysis. 

The plentiful supply of credit had again the 
effect of lowering at first its price. Call-loan renewal 
rates moved downwards and stood at 3'96 per 
cent, (average) in the last quarter of 1927. The 
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total volume of capital issues increased and the 
growth was particularly large in the volume of 
domestic capital issues, which showed an increase 
of 2 milliard dollars from I926 to I927. Stock 
prices rose but bonds remained popular through­
out the year. The total volume of acceptances 
began to forge ahead of that of commercial paper 
from I927 onwards. 

By I928, the abundance of investment funds 
obtainable from various quarters was making its 
effect felt in different sections of the money market 
and already some forces were getting out of hand. 
The • bullish' tendency is expressed both in the 
balance of international accounts and in the rising 
stock market in New York. 

An examination of the balance of international 
payments figures (year-end totals) shows that in 
I928 the favourable balance of trade was very lar€{e. 
Exports of goods exceeded imports by more than 
I,ooo million dollars. There was a fairly large out­
flow of gold, and repayments of war debts and 
interest and dividend items increased. On the 
debits side there was again a boom in new foreign 
security underwriting (net), which exceeded I,OOO 
million dollars. On balance there was a fairly large 
outflow of short-tenn capital, and an increase 
took place in tourist expenditures and immigrant 
remittances. 

Early in I928 the Reserve Banks tried to re­
strain the boom by an advance in rediscount rates 
in February from 31 per cent. to 4 per cent., from 
4 per cent. to 41 per cent. in May to 5 per cent. in 
July. They also reversed their policy with regard 
to the purchase of securities in order to bring 
about firmer money conditions. The gold outflow 
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continued to the middle ofthe year, and the mem ber 
banks were forced to borrow from the Reserve 
Banks. 

Credit extended by member banks, however, 
expanded considerably in the year, reflecting both 
increasing business activity and a growth In the 
demand for credit to finance the trade in securities. 
Loans on securitles of reporting member banks 
increased by 7.8 per cent. The restrictive policy 
of the Reserve Banks was not over-successful there­
f('lre, although it is true that that percentage would 
have been higher but for the increased member 
bank indebtedness. The upward movement on the 
Stock Exchange continued, and the total of brokers' 
loans outstanding at the end of 1928 was 45 per 
cent. greater than in 1927 and almost double the 
1927 year-end figure, and the number of shares 
w}lich changed hands showed an increase of 60 
per cent. over the previous year. In the increased 
total of brokers' loans, the rapid growth of loans 
by corporations, individuals, non-member banks, 
and foreign lenders, made through the banks was 
conspicuous. At the end of 1928 more than hali 
of the total borrowings of brokers on the New York 
Stock Exchange consisted of loans from non­
banking sources. The call-loan renewal rate moved 
steadily upwards from 4'40 per cent. (average) in 
the first quarter of the year to 7.62 per cent. 
(average) in the last quarter of 1928. Thus al­
though slight increases in discount rates had been 
made and the member banks had reduced their 
loans to the Stock Exchange, speculative forces 
could not be checked and had risen to dangerous 
heights. 

For the year, there was a slight increase in the 
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total of capital issues. The volume of acceptances 
continued to rise and that of commercial paper 
proceeded downwards. 

The year-end data given in the balance of inter­
national payments for 1929 do not indicate fully 
the spectacular course of events in that year. It 
will be noted that there was still a large favourable 
balance of trade but one rather smaller than that 
of the previous year. War debts receipts and 
interest and dividend on loan remained about the 
same in amount. Balancing these three items oh 
the credit side, on the debits side there were net 
imports of gold, a small outflow of short-term 
credit (net), a fairly small outward movement of 
private long-term capital (the smallest total from 
1919 onwards), larger tourist expenditures, and 
smaller immigrant remittances. The most inter­
esting item on the debits side is that showing tIre 
movement of private long-term capital. In a later 
chapter the history of underwriting of foreign 
securities will be given in detail, but it must be 
noted here that in 1929 there was a spectacular 
collapse when the volume was less than half that 
for 1927 and I928 and only slightly greater than 
the annual average for 1919 to 1923. The reasons 
are many. The rising stock market (which will 
be presently discussed) made American investors 
greedy for speculative securities. Only securities 
of the strongest and best known of foreign corpora­
tions stood a chance in the maelstrom, and the 
investing public'S knowledge of foreign investing 
was small at the best of times. Foreign corporations 
were faced with the necessity of offering higher 
interest yields than in the previous years, and this 
fact was discouraging to many issues. Then there 

K 
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were unfavourable polItical and economic condi­
tions in many countries. Particularly had Latin 
America been hit by a declining export trade. So 
that the stock market boom and collapse affected 
not only domestic but foreign issues as well. 

For the year 1929 Reserve Bank credit declined. 
An important factor in the decrease was the inflow 
of gold from abroad, but the policy of the Federal 
Reserve Board was now expressly designed to 
restrict security speculation. In the first six months 
of 1928 the Reserve Banks reduced their holdings 
of U.S. government securities by 230 million dollars 
and their holdings were still further reduced by 
70 million dollars in the following fifteen months. 
The Board opposed rediscounting of loans on 
securities for the member banks. The New York 
Federal Reserve Bank rediscount rate was raised 
bam 5 per cent. on July 13th, 1928, to 6 per cent. 
on August 9th, 1929. The member banks were 
thereby caused to reduce their own holdings of 
U.S. government and other securities by over one 
billion dollars. But the mischief had been done 
and the action of the Board was too late. In 1929 
the growth of loans on securities reached its peak, 
and two-thirds of the increase of member bank 
loans from September 1928 to the same month in 
the following year consisted of loans on securities. 
There was a rapid extension of brokers' loans in the 
first eight months of 1929 and they totalled 8,549 
million dollars in September (which was 55 per 
cent. more than in September 1928). Agam, the 
rapid growth of loans by corporations and indivi­
duals made through banks was a notable feature, 
and it was estimated that in that month two-thirds 
of borrowings of brokers on the New York Stock 
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Exchange consisted of loans from non-banking 
sources. The call-loan renewal rate moved from 
7'74 per cent. (average) in the first part of the year 
to 8·65 per cent. (average) in the third quarter of 
the year. There was a rapid turnover of all shares 
negotiated on the Stock Exchange and new shares 
were issued in large quantities. From September 
IIth began the biggest rise, and the inflow of gold 
into the United States increased to such a degree 
that the Bank of England found itself obhged to 
raise its rate from 51 per cent. to 61 per cent. bwt 
since 10 per cent. to II per cent. was paid without 
hesitation in New York, this gesture would not 
have been successful had not other forces been 
moving in the direction of liquidation. By October 
there was a general feeling that the boom was too 
good to last. Non-banking lenders had begun to with­
draw funds and a general collapse of the securij:y 
market followed. At the end of 1929 brokers' loans 
showed a 38 per cent. decline from the 1928 
year-end figure. The bulk of this decline was repre­
sented by the withdrawal of funds from non­
banking sources. The call-loan renewal rate moved 
to 5'58 per cent. (average) in the last quarter. 

Table X illustrates the changes in the character 
of brokers' loans made by reporting member 
banks in New York City from 1925 to 1929 and 
shows the rise and collapse of totals in the year 
1929. 

The position of reporting member banks in New 
York City from October to November 1929 can 
be gauged from the figures in Table XI. 

There was a very large increase in capital issues 
in 1929 (despite the slump at the end of the year), 
which took place of course in domestic capital 
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TABLE X BROKERS' LOANS MADE BY REPORTING 
MEMBER BANKS IN NEW YORK CITY 1925-9 

In mJllJons of dollars 

FM accounl I I I FOHwn of oul-of- FM accounl 
PerJod Tolal accounl lown banks of olhers 

1925 March 2,1l8 1,005 I,U3-
June 2,239 1,039 1,200· 
September 2,369 987 1,382-
December 2,800 1,152 1,648-

1926 March 2,800 1,051 1,173 
I 

576 
~ June 2,517 973 944 600 

September 2,784 914 1,128 I 682 
December 2,698 887 1,045 766 

1927 March 2,816 901 1,091 824 
June 3,045 1,007 1,180 8S8 
September 3,262 1,061 1,285 9 16 
December 3,621 1,282 1,354 98S 

1928 March 3,761 1,064 1.450 1,247 
June 4,360 1,048 1,568 1,744 
September 4,418 887 1,607 1,92 4 
December 5,193 1,ll4 1,760 2,]19 

1929 March 5,679 1,°71 1,729 2,879 
June 5,383 895 1,548 2,940 
September 6,540 1,048 1,850 3,642 
December 3,391 888 713 1,790 

* For 1925, total gIven for account of correspondents. 

issues, as foreign capital issues declined sharply. 
Domestic capltal issues were 2'5 milliard dollars 
(approximately) in excess of the I927 and I928 
totals and 4'5 milliards greater than in 1926. The 
increase in the total of new capital flotations by 
corporations was primarily due to the activities of 
investment trusts, security trading, and holding 
companies. Throughout 1928 and 1929 common 
stocks held the public's attention. Stock prices 
continued to rise until September 1929, when the 
average price of twenty-five leading industrial 
stocks was 58 per cent. higher than in the same 
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month in 1928 and almost three times as high as 
the average for September 1925. Bond prices rose 
gradually until 1929. when they declined partly as 
a result of the reduction of U.S. government securi­
ties by the Federal Reserve Banks and the member 
banks. 

TABLE XI. CHANGES IN THE POSITION OF RE­
PORTING MEMBER BANKS IN NEW YORK CITY. 
OCTOBER TO NOVEMBER 1929. 

In ""1110ns of dollars 

Loans and investments 
Loans on secunbes 

To brokers. 
To others • 

All other loans 
Investments. • 
Reserves With Federal 

Reserve Banks • 
Borrowings from 

Federal Reserve 
Banks • • 

Ocl. 23"010 
Ocl 30lh 

+1,391 
+1,200 

+992 
+208 
+92 
+98 

+243 

Ocl. 30th 10 
Nov. 271h 

-823 
-1,128 
-1,138 

+uo 
+106 
+199 

-201 

-137 

Ocl. 231'd 10 
Nov. 27th 

+568 
+72 

-246 
+318 
+198 
+297 

-8 

The total volume of acceptances outstanding in­
creased from 774 million dollars in I925 to I,732 
million dollars in 1929. In 1925, of the total, 374 
millions was held by Federal Reserve Banks for 
own account. That position is illustrative of the 
support given to the acceptance market for some 
years by the Federal Reserve System. The total 
of bills purchased by the accepting banks was quite 
small. Part of the blame can be attributed to the 
willingness of the Reserve Banks to come to the 
assistance of the acceptance market. Unfortun­
ately that willingness set Reserve Bank credit ob­
tained by sales of acceptances to the Reserve Banks 
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free for speculative enterprise in other places which 
the Federal Reserve Board was attempting to 
restrict by warnmgs and by direct curtailment of 
credit facdities. Until 1929. the Reserve Banks 
held 50 to 40 per cent. of the total volume of 
acceptances outstanding. But after the beginning 
of 1929. the outside market took an interest. 
Foreign banks with large surplus balances in the 
United States also operated in the acceptance 
market. They found in acceptances a useful type 
of security. and substantial purchases for thetr 
accounts were made by the Reserve Banks for 
several years. From 1927 the total was well over 
200 million dollars and was 400 million dollars 
during the second half of 1929. 

We have stated that a decline took place in the 
volume of commercial paper after 1924. From 
I[)27 acceptance totals advanced beyond com­
mercial paper totals until at the end of 1929 
acceptances totalled over 1.700 million dollars and 
commercial paper only 334 million dollars. The 
disappearance of commercial paper as an important 
means of business financing at the same time that 
bankers' acceptances were coming into greater 
popularity was simply an indication of general 
changes in American banking and business methods. 
It did not reflect a sudden transfer of a great 
volume from one form of borrowing to the other. 
A large part of the increase in bankers' acceptance 
volume from 1927 was due to business in and be­
tween foreign countries. This was not commercial 
paper business, and the bankers' acceptance will 
continue to serve as a means of financing the ship­
ment and storage of the goods of manufacturers, 
who may have used, wholly or in part, the services 
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of the commercial paper market in the manu­
facturing period. 

TABLE XII, INDEXES OF AMERICAN FINANCIAL 
CONDITIONS, 1925-9 (YEARLY AVERAGES) 

-
z925 z926 I I927 I I9 28 I~!~_ 

Securdy PrIces· 
1 Stock Prices 89'7 100'0 II8'3 149'9 190'3 

(4Zl stocks) 
:I Bond Pnces 77'04 80'28 83'19 84'06 79'21 

(40 High-Grade • Bonds) 
--------

l"teresl Rates per 
ce,,/ 

3, Bond Yields 
(60 High-Grade 

4'72 4 60 4'47 4'49 470 

Bonds) 
4, Call Loan Re-

newal Ratet 4'98 4 82 396 7'62 5'58 
S' 60- to 90-Day • Bankers Ac-

ceptance Ratet 3'50 3,83 3'25 4'50 4'34 

• Standard Statistics Indell: Number of Secunty Pnces 
t Last quarter of the year, 

The above Table XII gives indexes of Ameri­
can financial conditions from 1925 to 1929, Refer­
ence should be made also to tables in the Appendix, 
particularly to Tables XXXIII and XXXV, 
showing brokers' loans reported by the New 
York Stock Exchange and short-term inter­
national capital movement 1927 to 1929 respec­
tively, We have seen from year-end totals shown 
in the balance of payments of the United States 
for 1925 to 1929 that the course of events was 
slightly different from that in the period 1919 to 
1924. There were of course the usual favourable 



72 THE AMERICAN MONEY MARKET, 1925-1929 

balance:; of trade supported to some extent by out­
ward movements of private long- and short-term 
capital. What is of particular interest is the activity 
of foreigners in the American money market. We 
have stated that there was an inflow of long-term 
funds, and we must stress also the inflow of short­
term funds. From Table XXXV in the Appendix, 
it will be noted that there was an increase in foreign 
funds invested in American acceptances of 485 
million dollars from 1927 to 1929, and that the 
figure of foreign deposits with American banks was 
much greater than the total of American deposits 
abroad in the same period. We have seen the 
influence of funds from non-banking lenders on the 
New York Stock Exchange up to 1929, how they 
helped to promote the boom and were primarily 
responsible for the collapse towards the end of the 
y~ar. 

Undoubtedly these were exceptional circum­
stances in which the Federal Reserve Board authori­
ties had to function. There was an abundance of 
funds for speculative purposes. As we pointed out 
in the last chapter, the money market was set for 
a rise from 1924 and that rise was actually inspired 
in part by the cheapening of credit by the Federal 
Reserve Banks. Again, in the second period, 
European needs called for action on the part of 
the Federal Reserve Board, and in 1927 steps were 
taken to make credit easier. The result was 
disastrous in its effects upon the United States, 
and speculation grew apace. A considerable inflow 
of funds from abroad assisted the upward move­
ment, and the speculative forces exhausted them­
selves almost without resistance from the Federal 
Reserve authorities. It is not our purpose to 
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apportion blame in this chapter but merely to note 
the changes in movements and policies. But we 
must in passing point to the different operators in 
the money market. The member banks of course 
played a considerable part and foreign lenders too 
can partly be held responsible for the events of 
1929. But behind them were the Federal Reserve 
authorities assisting either by increasing the supply 
of credit through open market operations, through 
purchases of acceptances, through reductions in 
the discount rate or by failing to restrict the supply 
of credit at the proper time.3 

L 



CHAPTER VI 

THE AMERICAN MONEY MARKET 
1930 to 1932 

THE year 1930 ushered in declining activity. The 
United States suffered, along with the other 
countries, a severe depression which reflected itself 
in all the items of the international balance 
sheet, as is shown by the year-end totals in Table 
XIII. 

The total volume of foreign trade of the United 
States fell from 9,641 millIOn dollars in 1929 to 
6,904 million dollars in 1930. In 1931 it moved 
down to 4,514 million dollars, and in 1932 it was 
only 2,935 million dollars. The surplus of exports 
over imports declined progressively from 841 
million dollars to 782 millions in 1930 to 289 million 
.dollars in 1932. The annual average surplus of 
goods exports was estimated at 468 million dollars 
from 1930 to 1932, as compared with a total of 
724 million dollars in the period 1925-9. 

For the first time since the War (with the excep­
tion of 1923, when the estimated net import was 
small) the United States became net importers of 
long-term investment funds in 1931 and 1932. 
Flotation of new issues declined to negligible 
figures. Foreign bonds were more and more sus­
pect as the world economic crisis deepened. Sales 
of American stocks and bonds to foreigners and 
the repatriation of securities and bond redemptions 
by foreigners exceeded in volume the repurchases 
of American stocks and bonds from foreigners and 
other foreign long-term investments by Americans. 
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Owing to the Hoover moratorium in 1931 and 
to defaults in 1932. war debts receipts were less 
in amount and averaged 151 million dollars 
annually. 

Earnings on private long- and short-term invest­
ments abroad decreased from 616 million dollars in 
1930 to 393 million dollars in 1932. 

The totals on the debit side of the balance sheet 
showed a similar decline. Tourist expenditures 
were less in amount and in 1932 were only about 
three-fifths of what they were in 1930. Immigrant 
remittances were smaller. falling to 163 million 
dollars in 1932. 

In the three-year period the United States was 
a net importer of gold on an average of about 38 
million dollars per annum. 

The outflow of short-term funds which was 
recorded on a small scale in 1928 and 1929 assum~ 
large proportions from 1930 to 1932 and was 
estimated at 1.565 million dollars. The with· 
drawals in 1931 were specially heavy and were 
estimated at 709 million dollars. 

Table XIII gives a summary of the above 
year-end totals. 

In 1930 of course the depression had not had 
time to make its full effect felt. The balance of 
international payments (year-end total) indicates 
that the favourable balance of trade had begun to 
shrink. but war debts receipts and interest and 
dividends on loans abroad were slightly in advance 
of the 1929 totals. The other side of the balance 
sheet shows an increase in the outward movement 
(net) of private long-term capital. The total of 
new foreign issues exceeded that of the previous 
year by more than 380 million dollars. but investors 
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TABLE XIII BALANCE OF INTERNATIONAL PAY­
MENTS OF THE UNITED STATES 1930-2 

In mIllIOns of dollal's. 

I9JD I I9JI I I9JZ 
-------D-e-b-II$------+~2~7-8 1----: ---
Movement of pnvate long-term capital 
Short-term capital account (net) 485 70 9 37' 
Tounst expenditures • 602 4.56 375 
Imnugrant renuttances • 215 202 163 
Gold and paper currency 258 91 
1\L1scellaneous Items· • • • 193 172, lIS 
Unesbmated items, errors and omis-

SIOns • •• •• I .. 

~ 1.532...l lIIi 
Credds 

Movement of private long-term capital 
Short-term capital account (net) 
Commodity trade balance 
Gold and paper currency 
"'ar debts receipts. • 
Interest and dividends. . • 
MIscellaneous Items. . • • 
Unesbmated Items, errors and omIS-

sions • 

241 
010 

334 
166 
1I3 
536 

7 

99 
393 

3 

392t 165 II4 
t---=--=--' -----

2031 1539 1115 

• Includes government transactions. sluppmg and freight 
servtces and lIUSCellaneous current Items 
t Large total probably due to incorrect or incomplete returns 

on capital movements. 

were showing a good deal of caution and had 
smaller funds in hand for investment. Foreign 
governments, moreover, hesitated in taking up 
new debt burdens because of decreased revenues, 
and the service charges on the outstanding debt 
took a proportionately large part of the govern­
mental income. Furthermore, the decline in com­
modity prices proved an additional burden and 
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Latin American countries were particularly af­
fected. Generally, political and economic conditions 
were very unfavourable for the negotiation of loans 
during the year. As compared with I929 tourist 
expenditures and immigrant remittances were 
smaller, but there was a larger import of gold and 
a large outflow of short-term funds. 

Within the United States throughout 1930 there 
was a reduced demand for bank credit from trade 
and industry as industrial production began to 
decline, and in these circumstances the Federal 
Reserve System pursued a policy of easy money 
conditions. In addition to purchases of U.S. 
securities by the Reserve Banks, discount rates 
were lowered in order to stimulate business. The 
New York Federal Reserve discount rate stood at 
2 per cent. in December. The average annual total 
of Reserve Bank credit declined. however-reflel;t­
ing an increase in the country's monetary stock of 
gold, an inflow of currency from circulation (owing 
to the decline in the volume of retail trade and 
retail prices). and the considerably larger holdings 
of U.S. government securities by the Reserve 
Banks. Member bank loans declined in 1930 owing 
to diminished demands from trade and industry. 
Loans on securities increased in volume for a short 
time as the member banks took over street loans 
withdrawn by non-banking lenders. and afterwards 
declined. From October 1929 to the end of 1:930 
the totals decreased by 1,050 million dollars. From 
I930 onwards there was a steady decline of brokers' 
loans. In September 1929 they had totalled 8,549 
million dollars. By the end of 1930 they had fallen 
to I,894 millions, and the downward movement 
continued from that date. The call-loan renewal 
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rate moved from 5'58 per cent. (average) in the 
last quarter of 1929 to 2'08 per cent. (average) in 
the last quarter of 1930. The volume of capital 
issues steadily declined after 1929 owing to the 
depression in trade and industry and lack of con­
fidence. Bond issues were once more popular, and 
bond prices rose in 1930. 

The acceptance market suffered the same de­
pressed conditions as all the other markets, but 
there was a slight increase in the volume of com­
mercial paper outstanding in 1930 as compared 
with 1929. 

In 1931 the depression became more pronounced, 
and the table showing the balance of international 
payments illustrates this clearly. The year-end 
totals show marked declines in all the items. Parti­
cularly, the favourable balance-of-trade item 
rQgistered a large decrease to over one-half the 
total for 1930. The business depression deepened 
and commodity prices declined to new levels. All 
over the world countries suffered decreases in public 
revenues and increases in public expenditures. Un­
balanced budgets resulted, and in some cases 
governments defaulted on foreign debts. This was 
no time to obtain capital or goods from the United 
States. New foreign issues were practically im­
pOSSIble there and the prices of those already in 
the market were depressea. The total of foreign 
securities publicly offered in the United States was 
about 285 million dollars, which was over Boo 
million dollars below that of 1930 and was the 
lowest yearly total since 1918. The net import of 
private long-term investment funds was estimated 
at 218 million dollars in 1931 as compared with a 
net export in 1930 of 278 million dollars. Receipts 
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on account of war debts registered a decline of one­
half the total of the previous year, and those on 
account of interest and dividends on investments 
abroad were also smaller. There was an export of 
gold for the year. The debit side of the balance 
sheet showed a very heavy outflow of short-term 
funds and smaller totals for tourist expenditures 
and immigrant remittances. 

The decrease in the stock of monetary gold ac­
counts partly for the growth in Reserve Bank 
credit in 1931. Other factors responsible were qn 
increase of money in circulation, an increase of 
foreign bank deposits, and a reduction in member 
bank reserve balances. Member bank credit de­
clined throughout the year. Loans on securities 
declined considerably, and in the last month of 
1931 brokers' loans totalled less than 7 per cent. 
of the record volume outstanding in September 
1929. Loans made for the account of non-bankmg 
interests-corporations and individuals-were al­
most entirely liquidated. In November 1931 the 
New York Clearing Association adopted a regula­
tion prohibiting member banks from placibg 
brokers' loans for the account of non-banking 
interests, and to this regulation is due to some 
extent the restricted activity of these interests. 
The call-loan renewal rate stood at 2·43 per cent. 
(average) in the last quarter of 1931. 

The volume of capital issues continued to decline 
in 1931. Stocks remained unpopular and the public 
continued to be sceptical of speculative lines. The 
acceptance market was still depressed, and the 
total volume of acceptances outstanding was nearly 
one half of that for 1929. The commercial paper 
market also showed less activity. 
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In the last year of the period, 1932, the United 
States improved her position somewhat. There 
was, however, a smaller favourable balance of trade. 
War debt receipts and interest and dividend pay­
ments on foreign loans declined still further from 
the totals for the previous year. The country was 
again a net importer of long-term investment funds 
estimated at 217 million dollars. The unfavourable 
conditions of preceding years were aggravated by 
increasing defaults on outstanding Issues, rigid 
eychange controls, and deflationary movements 
which reduced intemationallong-term lending al­
most to vanishing point. New foreign issues pub­
licly offered in the United States aggregated 88 
million dollars, of which 59 millions represented 
refunding issues-an astonishingly small total when 
one remembers that from 1924 to 1928 the annual 
average approximated 1,360 million dollars. Other 
cl~ims against the United States in tourist expendi­
t,ures and immigrant remittances were smaller; 
there was an inflow of gold, and although the out­
flow of short-term capital was large, it was con­
siaerably smaller than that of 1931. 

In the first seven months of 1932 gold was ex­
ported. The Federal Reserve Banks purchased 
U.S. government securities and enabled the mem­
ber banks to meet the demand for gold from abroad 
and also to reduce their indebtedness at the Re­
serve Banks. Federal Reserve discount rates in 
New York were reduced from 3! to 3 per cent. 
early in the year. But to the end of the year the 
gold movements were reversed and member banks 
obtained funds from the gold inflow. The holdings 
of U.S. government securities by the Reserve 
Banks remained at a constant level. For the year 
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as a whole purchases of U.S. government securities 
by the Reserve Banks were large in amount and 
the total of bills discounted was in advance of the 
1931 total. The average annual total of Reserve 
Bank credit for 1932 amounted to 2,076 million 
dollars (as against 1,274 million dollars in 1931). 
Member bank credit, which had declined rapidly 
from the autumn of 1930 to the middle of 1932, 
continued to decline during the latter part of the 
year, but at a slower rate. The largest decrease 
took place in loans on securities, although' all other 
loans' also declined, but member bank investments 
increased in volume. At the close of 1932 brokers' 
loans made by reporting member banks in New 
York City amounted to 393 million dollars as com­
pared with 1,305 million dollars in December 1919. 
Table XIV illustrates the decline from March 1930 
to December 1932. 

In the open market conditions were easy, and in 
the latter part of 1932 money rates declined to ex-" 
ceptionally low levels. The call-loan renewal rate 
stood at I per cent. in the last quarter of the yeaJi. 

The volume of capital issues in 1932 was only 
one-quarter (approximately) of that in 1931. It is 
of interest to note that the total of domestic capital 
issues rose from 3,726 million dollars in 1919 to a 
grand total of 10,813 millions in 1929, and declined 
to 1,080 millions in 1932. Investment trusts, &c., 
which had played such a prominent part were 
almost negligible from 1930 onwards. There was 
considerable liquidation of stocks owing to un­
favourable foreign news, uncertain financial and 
economic conditions, bank failures, &c., within the 
United States, and stock prices declined. Bond 
prices moved downwards from 1931. 

M 
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TABLE XIV BROKERS' LOANS MADE BY REPORT­
ING MEMBER BANKS IN NEW YORK CITY. 193(>-2 

In mIllions of dollars 

For account I I For own of out of For account 
Total account town banks of others 

1930 March 3.740 1.210 1.100 1.430 
June 3.826 1.831 917 1.078 
September 3.174 1.676 750 748 
December 2.012 1.266 339 40 7 

1.931 March 1.878 1.355 264 259 
June 1.464 1,110 181 173 
September 1.268 943 174 : 15 1 
December 655 554 88 13-

1932 March 531 432 94 5 
June 377 342 29 6 
September 

I 
409 385 19 5 

December 393 I 377 12 I .. 
* Note that after the action taken by the New York Cleanng 
~ouse ASSOCiation brokers' loans for' account of others' em­
Drace only 

(a) those made by weekly reporting banks that are not 
members of the clearmg house and do not clear through 
others. and 

(b) loans made by cleanng house banks for account of non 
member banks located In New York City and agencies 
of foreign banks 
Cf. Federal Reserve Bulletin. December 1931. p 657. 

From I929 onwards, as we have seen, there was 
a large reduction in the total volume of acceptances 
outstanding. In 1932 the total was estimated at 
7IO million dollars as compared with 1,732 millions 
in I929. But it will be seen from Table XV that 
after 1929 the outSIde market supported the accep­
tance market to a greater extent than httherto. By 
the end of I930 the Reserve Banks held only 327 
millions of a total 1,556 millions. At the end of 1932 
acceptances held by accepting banks amounted to 
over two-thirds of the total and the Reserve Banks' 
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own share of the total outstanding volume was 
qUlte msignificant. The total held for foreign corre­
spondents by the Reserve Banks amounted only to 
40 million dollars. 

19'28 1929 J9lQ 11i))1 I\B2 

'O~~II~JII~lllmlll~II~II~~·.~I.~' ~l~'~'~I'~,I~I~"~J 
IIIIIII IIIIII I 

CHART III SHORT TERM INTEREST RATES IN 
NEW YORK, LONDON, PARIS AND BERLIN 

TABLE XV. ACCEPTANCES ISSUED, HELD IN PORT-
o FOLIO OR PURCHASED ALL ACCEPTING BANKS, 

FEDERAL RESERVE BANKS AND OTHERS. 

In mtlltotls of dollars 

Held by Held by 
Federal Re- Federal Re- Held by 

Tolal SenJeBa.nu swue Baftln aeupI"', Held by all 
Year ot4/sland, .. , I"' ..... f'" fo",1I" baltks, DrDtI oIlwn_ 

end ... , vol"_ -'" '''''''~ lind oilier. dealn. 

1925 774 374 70 67 262 
1926 755 380 59 60 255 
1927 1,081 390 228 105 356 
1928 1,284 487 324 76 396 
1929 1,732 390 547 191 603 
1930 1,556 327 439 371 4'7 
1931 974 30 5 250 263 156 
1932 710 4 40 604 62 

The commercial paper market showed a similar 
decline, but for different reasons. We have already 
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indicated the use of the bankers' acceptance as 
taking the place of commercial paper. An impor­
tant reason is to be found in many reforms in busi­
ness management in the United States in recent 
years. Briefly, stock issues and short-term securi­
ties, new methods of merchandising, producer to 
consumer sales, the passing of the wholesaler and 
jobber, chain stores and instalment selling, have all 
had a part in putting business on a more self-sup­
porting basis, making it less dependent on the 
commercial paper market. Furthermore, like tl>.e 
acceptance market, the commercial paper market 
suffered from the pull exerted by the Stock Ex­
change for money market funds. 
TABLE XVI. VOLUME OF COMMERCIAL PAPER OUT­

STANDING 1919-32. 
In mJllJons of dolla~s. 

Tota/llolume of Tota/llolume oj' 
Yea,. comm"Clal pap" Yea,. COmm"C1al paper 

,ndmg outstandmg end1ng outstandmg 

1919 1,186 1926 525 
1920 947 1927 555 
192I 663 1928 383 
1922 721 1929 334 
1923 763 1930 357 
1924 797 1931 Jl8 
1925 621 1932 81 

Thus the history of America after 1929 is in 
curious contrast to that of the previous five years. 
Severe depression prevailed on all sides. Pessimism 
in the United States was nation-wide. According 
to one cynical observer, the only institutions ex­
periencing a boom were the churches, which were 
well filled, and that fact in itself was sufficient 
evidence of the plight in which the American 
economy found itself. 
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We have noted the evidence showing the collapse 
in America's international and national financial 
relationshIps. So far as the latter are concerned, it 
is of interest to observe that whereas before 1930 
the member banks were to a large extent indepen­
dent of the Reserve Banks, after that year they 
were compelled to seek support to tide them over 
a very difficult period. In February 1932 the Glass­
Steagall Act was passed which authorized the 
Federal Reserve Board until March 1933 (the 
pfriod was extended later to March 1934) to permit 
the use of U.S. government obligations as collateral 
security for Federal Reserve notes. Having re­
ceived this authority, the Federal Reserve Banks 
were in a position through the purchase of U.s. 
government securities to relieve the member banks. 
The Act also permitted advances to member banks 
even although no assets were available which were 
p:eviously eligible. 
. Certain other relief measures were also instituted 
in the course of 1932. The liquidation of member 
bank credit was partly offset by the creation of the 
R'econstruction Finance Corporation in January, 
for the purpose of financing industry, agriculture, 
and commerce. The corporation had a capital of 
500 million dollars subscribed by the U.S. treasury, 
and was also authorized to obtain other funds up 
to 1,500 million dollars by issue of its own obliga­
tions. It was empowered to make loans to banks, 
insurance companies, certain classes of agricultural 
credit institutions, and other financial institutions, 
railroads, &c. Its borrowing and lending powers 
were added to by the Emergency, Relief, and Con­
struction Act of July' 1932 • 

The sharp decline in the volume of exports had 
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serious effects upon business activity within the 
United States. Right to the middle of 1932 de­
pression persisted. Unemployment increased and 
purchasing power was further curtailed by salary 
reductions and wage-cuts. Falling pnces and re­
duced markets added to the burden of the farmer 
and industrialist. The national income shrunk and 
income-tax receipts declined. A general lack of 
confidence in business and in bankmg institutions 
added to the weight of the depression .. 

By the end of 1932 it was clear that extra­
ordinary measures were necessary to improve this 
desperate state of affairs. 

The following table indicates the decline in the 
national income from 1929 to 1932: 

TABLE XVII. NATIONAL INCOME OF THE UNITED 
STATES, PAID OUT AND PRODUCED 1929-32 

I" n"ll,ons of dollars. 

.193 9 .1930 .193.1 • .1933 • 

Income paid out 81,136 75.410 63.2 47 48.894 
BuslDess losses or 

savings • 1.896 -5.065 -8.604 -9.~9 
Income produced 83.0 32 70.345 54.6 43 39.36 5 

Note that the difference between 'Income produced' and 
income paid out IS described as busIDess losses or savings 
Cf. Monthly Bulletm of National City Bank of New York. 
August 1934. p. 125. Quotes Bulletin of Natlonal Bureau of 
Economic Research Inc. 



CHAPTER VII 

THE AMERICAN MONEY MARKET IN 1933 

THE following table shows the balance of inter­
national payments (year-end totals) for the United 
States in 1933 (with that of 1932 for purposes of 
comparison) . 

TABLE XVIII BALANCE OF INTERNATIONAL PAY­
.MENTS OF THE UNITED STATES IN 1933 

In ,mlhons of dollars 

DebJts 
Movement of pnvate long-term capItal 
Short-term capItal account (net) • 
Tourist expendItures • 
Immlgrant remlttances 
Gdd and paper currency 
Miscellaneous Items·. • • . 
Vneshmated Items, errors and omlSSlOns 

Credds 
M!Nement of pnvate long-term capItal 
Short-term capItal account (net) 
CommodIty trade balance 
Gold and paper currency 
War debts receIpts • 
Interest and dIvIdends 
Miscellaneous Items". • • • 
Uneshmated Items, errors and Oln1SSlons 

385 371 

221 375 
132 163 

91 
71 IIS 

809 J,IIS 

49 21 7 

225 289 
83 
20 99 

389 393 
3 

43 JJ4 ------
80g J,US 

• Includes government transactions, shlppmg and freIght 
services, and mlSCeIlaneous current Items. 

It will be noted that in 1933 the United States 
was again a creditor on account of private long­
term capital, but on a smaller scale than in 1932. 
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The totals for the favourable balance of trade, war 
debts receipts, and interest and dividends on 
American loans abroad were also smaller, but 
the decline in these totals was more than offset 
on the debits side of the account by the fall in the 
claims against the United States represented by 
tourist expenditures and immigrant remittances. 
A smaller number of tourists left the United States, 
and the smaller total of immigrant remittances 
was due probably to the decline in the income of 
the working-class population, to a decline in im, 
migration and an increase in the number of workers 
leaving the United States. 

In the first quarter of the year there was a very 
heavy outflow of short-term funds. Foreign-owned 
bank deposits were rapidly withdrawn and con­
verted into gold which was either exported or 
placed under ear-mark for foreign account. BE(; 
tween January 18th and March 3rd, 1933, the 
country's monetary gold stocks declined by 324. 
million dollars. For the year as a whole there was 
a net outflow of gold amounting to 173 million 
dollars, and the outflow of short-term funds wn 
estimated at 385 million dollars. 

At the beginning of 1933 the United States was 
faced with a severe depression. A large percentage 
of the population was unemployed. the national 
income was declining. the Federal Budget was un­
balanced. the financial and credit system was in 
grave danger of collapse. the country was carrying 
a heavy burden of debt. and foreign trade was 
shrinking. To some extent the year-end totals of 
the balance of international payments reflect this 
situation. particularly in the smaller favourable 
balance of trade. the declining tourist expenditures 

N 
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and immigrant remittances, and in the outflow of 
short-tenn funds. 

By March the banking situation had become 
very acute. Withdrawals of deposits in the fonn 
of currency from banks, which had commenced 
earlier in the year, assumed large proportions. 
Considerable amounts of gold were included in the 
withdrawals for domestic hoarding and for export 
abroad. Finally, some banks were compelled to 
close down, and in order to protect the banking 
institutions of the country, on March 6th, bank 
holidays were declared for the country as a whole. 
The export and ear-marking of gold was prohibited 
except for transactions licensed by the Secretary 
of the Treasury. On March 9th Congress was con­
vened to deal with the banking crisis, and a number 
of drastic measures were taken . 
• 0 First the Emergency Banking Act was passed 
which confinned the action already taken by the 

. President and empowered him to investigate, regu­
late, or prohibit transactions in gold or foreign 
exchange. Further, it provided the Treasury with 
tne power of sanctioning the reopening of banks 
and authorized the Comptroller of the Currency to 
appoint conservators for National Banks, the con­
dition of whose assets did not pennit them to open. 
Member banks were given wider access to the 
Federal Reserve Banks for the emergency period, 
and the Federal Reserve Banks were authonzed to 
issue Federal Reserve Bank notes secured by U.S. 
government bonds or commercial paper (in the 
latter case up to 90 per cent. of the estimated 
value). The Reconstruction Finance Corporation 
was given the power to purchase preferred shares in 
order to facilitate the reorganization of weak banks. 
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Later, the powers of the Federal Reserve Banks 

and the Reconstruction Finance Corporation were 
extended for the assistance of non-member banks. 

The banks gradually opened in the second half 
of March, and from that time to July general busi­
ness in the United States recovered. 

The attempt to revive prosperity by the expan­
sion of credit and the increasing of purchasing 
power was carried further by other methods. 
Briefly, the farming population benefited from the 
creation of the Agricultural Adjustment Adminis. 
tration and the Farm Credit Administration. The 
Civil Works Administration created work for 4 
million unemployed, and a movement was set on 
foot to establish minimum wages and maximum 
hours throughout industry. 

The import and export trade in goods was stimu­
lated by the depx~cia!!~n of the dollar, particular~r 
from May to August, and the changes in the gold 
value of the dollar were also reflected in the. 
fluctuations of security prices. Stock prices were 
very low in the first quarter of the year, but ro~~ 
rapidly to the middle of the year and declined from 
that date. Bond prices similarly rose and declined. 
For the year as a whole, however, common stocks 
rose approximately 50 per cent. In the autumn 
steps were taken to establish a government market, 
for gold as a means towards raising the price level. 
The Reconstruction Finance Corporation began 
purchases of newly mined domestic gold at 31'36 
dollars per oz., and the quotations were later 
raised until they reached 34'01 dollars per oz. by 
December. 

Congress also tried to restore confidence in the 
securities market by approving on May 27th an 
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Act which provides for 'full and fair disclosure of 
the character of securities sold in interstate and 
foreign commerce' The Act requrres registration 
with the Federal Trade Commission, by the issuer, 
of a statement regarding the financial position of 
the issuer, the purpose of the issue, &c., and places 
on the issuer and underwriters legal responsibility 
for the statements made to investors in the dis­
tribution of security issues. 

The vigour displayed by the authorities in the 
Ynited States certainly had salutary effects upon 
business and banking, for in spite of the recession 
towards the end of the year, definite recovery in 
some directions was registered, and conditions at 
the begmning of 1934 were certainly better than 
those at the beginning of 1933. But statistics for 
1933 as a whole indicate that the work of restoring 
Dt"osperity was only in its earliest stages. Total 
capital issues declined to the very small total of 
.710 million dollars. Money rates in the second half 
of the year fell to record low levels. Call-loan 
renewal rates stood at less than I per cent. The 
lOW rates of interest reflected the large amounts of 
capital seeking temporary and profitable invest­
ment in safe and liquid forms. Whereas the total 
of Federal Reserve Bank credit outstanding in­
creased during the year from 2,145 million dollars 
to 2,688 million dollars (represented mainly by an 
increase in U.S. government security holdings), 
member bank credit showed a decline-the decline 
taking place mainly in I all other loans' but loans 
on securities also showed a decrease. Brokers' 
loans made by reporting member banks in New 
York City, however, registered an increase as com­
pared with the previous year. 
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TABLE XIX BROKERS' LOANS MADE BY REPORT­

ING MEMBER BANKS IN NEW YORK CITY 1932-3 

In millions of dollars 

I 
For account I I For own of out-of- For account 

Total account town banks I of others 

1932 March 
I 

531 432 94 
i 5 

June 377 342 29 6 
September 409 385 19 I 5 
December 393 377 12 

I 4 

1933 March 380 365 II 

I 4 
lune 755 712 36 7 

eptember 877 747 122 I 8 
December 759 631 122 I 6 

Note that brokers' loans reported by the New York Stock 
Exchange also showed an Increase See Table XXXIII In 
AppendIX. 

TABLE XX. COMMERCIAL PAPER OUTSTANDING 
AND ACCEPTANCES ISSUED, HELD IN PORTFOLIO 
OR PURCHASED, 1933. 

In mIllIons of dollars . 
T"""""'_o/~_""'~&'_~_ 

11 ;:0 l~ l~i. Il j 
i '\I" 

11- I kOil kOi~i 'i1 &"" &""~ &1 &,! bi !I dl dh 3.l1j h :ilh ---
In 

March 7'1 9Il 36 335 377 163 
June 73 747 36 98 518 96 
September 123 683 2 43 573 64 
December 109 710 4 40 604 62 

Average I~ I~ for whole 79 26 149 509 
year 

• Note the decrease in the volume held by Federal Reserve 
Banks for account of fOrelgn correspondents from March to 
December 1933. 
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The volume of commercial paper showed a small 
decline for 1933 as a whole as compared with 1932, 
whereas the volume of acceptances outstandmg 
moved upwards slightly. The share of the total 
of acceptances outstanding held by the Reserve 
Banks both for own account and for account of 
foreign correspondents was rather larger than in 
1932 .1 

TABLE XXI. INDEXES OF AMERICAN FINANCIAL 
CONDITIONS 1930-3 (YEARLY AVERAGES)_ 

• 
I930 I93I I93z I933 ---

Securdy Pnces* 
I Stock Pnces. . 149 8 94'2 48 4 63'5 
2 Bond Prices. . 81'25 74-95 4997 83-6f 

Interest Rates 
3 Bond Yields. 4'52 4.68 5 87 5-62 
4 Call-Loan Renewal Rate t 2'08 2-43 1'00 08 
5 "'60_ to 9o-Day Bankers. 1'97 3 0'37 0-25 

Acceptance Ratet 

* Standard StatistIcs Index Number of Secunty Pnces 
t Last quarter of the year. 



CHAPTER VIII 

CONCLUSIONS ON THE UNDERWRITING 
OF FOREIGN SECURITIES IN THE UNITED 

STATES 

THE table at the end of the chapter gives a sum­
mary survey of the underwriting of foreign securi­
ties in the United States. It shows total par values, 
estimated funding amounts to Americans, and 
the estimated new nominal capital obtained QY 
foreigners. The number of issues including refund­
ing issues is also recorded by years. We are inter­
ested chiefly in the post-war period, but the years 
1914 to 1918 are included to give a clear picture of 
the extraordinary change which took place in the 
country's outlook as a result of the demands made 
upon her by the European belligerents. 

It will be noted that in 1914 the number "of 
foreign issues was twenty-six and the new nominql 
capital obtained on behalf of foreign countries was 
estimated at 44 million dollars. The total rose in 
the first two years of the War, but declined after 
1917. In the first post-war year, however, the 
number of issues was recorded at sixty-five, and 
the new nominal capital totalled 392 million dollars 
From that time onwards with one exception (1923) 
each year showed a gradual increase in ~ew nominal 
capital to 1927, when it was estimated at 1,336 
million dollars. After that time l interest in foreign 
issues declined until in 1933 the number of issues 
amounted to seven and the total new nominal 
capital was estimated at 12 million dollars. 

The result of the last European war, as we have '" 
stated, was to transform the United States into a 
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creditor nation. Exports of goods increased and 
instead of the total excess of exports over imports 
being paid off in gold, it was settled to some extent 
by the use of credit. The sale of securities took the 
place of a transfer of gold. The United States was 
in the position to buy back her own securities held 
In Europe and Americans also purchased European 
and other securities. 

The table indicates, however, that there were 
wide fluctuations in the totals of new foreign capital 
i~ues during the period. Now it has been stated 
that' the fundamental economlC force which drives 
capital from one place to another is the natural 
attraction of addltional return, which generally 
takes the form of greater yield from the invest­
ments themselves such as higher interest rates on 
foreign bonds or better dividends on overseas 
stocks '.z That is normally the case, but the Ameri­
can did not generally prove true to the investing 
~ype. In fact, he took into account numerous other 
considerations. Even if the yield on foreign bonds 
was higher than on American bonds the former 
wo'\Ild not find a ready market in the United States 
unless they seemed absolutely safe. The American 
investor rapidly took fright at any sign of instability 
in the countries which sought American money. 
He was inclined to prove conservative and un­
reliable in investing outside the United States. 
Foreign political, social, and economic movements 
were taken into account. Even if these seemed 
favourable, before he ventured to interest himself 
actively abroad, he satisfied himself, usually, that 
conditions were better than within his own country 
and the slightest indication of an internal boom 
kept American funds at home to earn safe divi-
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dends. In older investing countries a sustained 
efflux of capital is more usual, but the history of 
underwriting of foreign securities in the United 
States since the War is characterized by disturbing 
irregularity in the outflow of funds. In short, the 
American investor's attitude towards foreign in­
vestment has often been provincial. 

Admittedly the United States investor stepped 
into the breach at times when the investor in 
London, for example, was unable to supply the 
necessary funds, and countries in finanCIal difli.­
culties were often assisted by being able to find a 
ready sale for their securities in the American 
money market. But unfortunately the timidity 
and cupidity of the American investor were often 
a considerable hindrance and would-be borrowing 
countries were embarrassed by the retention of 
American funds in New York for safer and mo~e 
profitable use in American business and in stock­
market speculation. 

Foreign countries were in great need of American 
capital. They welcomed American exports, and 
since it was not possible to make repayment"m 
goods or in gold, went farther into debt to secure 
them. The United States could have taken a com­
promise of two courses. She could have allowed 
her imports of goods to increase to balance the in­
crease of her exports, and she could have main­
tained a steady outflow of capital. President 
McKinley once said that • a system which provides 
a mutual exchange of commodities is manifestly 
essential to the continued and healthy growth of 
our export trade. 'Ve must not repose in fancied 
security that we can forever sell everything and 
buy little or nothing.' What was true in his day 

o 
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was equally true after the World War. Increased 
-imports of goods would have removed the neces­
sIty of imports of gold which had such deva­
stating effects both upon the economy of the 
United States and upon that of foreign countries. 
The tariff could have been modified by degrees, 
and at the same time the country could have in­
creased her foreign investments to take care of 
her exports. 

Her failure to adopt some such compromise has 
pot only affected the United States adversely but 
has made her in part responsible for the world 
depression, and that depression will not lift com­
pletely until her attitude is changed. To quote 
Mr. J. M. Keynes: 'The whole course of inter­
national trade depends upon the steady flow of 
lending to the debtors equal to the surplus re­
sources of the credItors. ' 
• That is, loans from the United States must be 

.made on a much larger scale. Even so, it must 
be kept in mind that sooner or later loans have to be 
r~aid and some modification of the commercial 
polIcy of the country is clearly indicated. To date, 
the fluctuations in the totals of foreign capital issues 
have had serious consequences, and it is evident 
that the American investor needs to take this 
business seriously both because the United States 
cannot afford to be faced with a plethora of lending 
capital and because foreign countries suffer from a 
dearth of capital. 

It is of interest to compare the net nominal 
value of foreign capital offerings in certain lead­
iQ,g countries by means of Table XXII. It will 
be seen that the three countries showed a similar 
drop in foreign capital issues from 1929 to 1931. 
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In the case of the Netherlands, the 1931 total 
of foreign issues was only about one-sixth of 
the 1930 total. In the United States and Great 
Britain, foreign issues were only one-fourth and 
two-fifths respectively of those in 1930. In all 
cases they were very much below any other year 
of the period from 1926 to 1931. All three countries 
were affected alike by international financial dis­
turbances, by political conditions, and economic 
depressions. 

TABLE XXII. NET NOMINAL VALUE OF FOREIGN 
CAPITAL OFFERINGS IN THREE LEADING COUN· 
TRIES 1926-31. 

111 mllliolilS of dollars. 

Y,ar Unded States Great BritaIn Netherlands 

1926 1,094.6 593'1 JI3'2 
1927 1,319'7 743'5 13S'9 
1925 I, IS79 767'5 120'7 
1929 660'2 541'4 55'4 
1930 862'3 557'5 959 
1931 223'4 224'3 159 

Note; Sillce the British figures are based on pnce of Is~e, 
the net discount at which the Amencan ofienngs were sold 
has been deducted in order to make the bsts comparable, The 
1930 total for Great Bnta!D does not !Delude £12 millions of 
German Government Intemabonalloan (sterlmg), 

But the importance of the United States as a 
centre for foreign security offerings is readily ap­
parent, and there is no need to reiterate the advan­
tages of economic and financial resources which 
will allow her to take precedence of other important 
centres. To the present, however, the percentage 
of new capital issues in that country has been 
smaller than in Great Britain, as the table follow­
ing roughly illustrates.3 



roo CONCLUSIONS ON THE UNDERWRITING OF 

TABLE XXIII PERCENTAGE OF NEW CAPITAL 
ISSUES IN GREAT BRITAIN AND IN THE UNITED 
STATES FOR EXTERNAL PURPOSES 1919-32 

Per cent of caPdal ISSueS 

Year Great Brdam Un,ted States 

1919 21'0 99 
1920 15'5 II '0 
1921 53 6 15'5 
1922 574 15'7 
1923 668 61 
1924 600 18'0 
1925 399 17'6 
1926 444 182 
1927 HI 202 
1928 395 16'3 
1929 37 2 15 
1930 46'1 145 
1931 520 82 

1932 25'9 23 

• It can be said that American insularity is gradu­
ally breaking down and European countries im­
poverished by war, and backward countries in need 
of capital for development purposes, have benefited 
accordingly. What is important of course is that 
countries dependent on American capital shall not 
be disappointed. It is understandable of course 
that in a world fundamentally shaken by the events 
from 1914 to 1918, the United States should have 
found it difficult to live up to her novel position of 
a creditor nation. Foreign investment on a large 
scale is a fairly new phenomenon in that country, 
and post-war conditions throughout the world 
after 19I8 were not such as to inspire ready con­
fidence. Furthermore, considerable criticism of the 
flotation of foreign issues has been made within the 
United States. Senator Carter Glass made the fol­
lowing indictment of the Hoover administration: 
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I With insatiable avarice the great banking institu­
tions in the United States through their affiliates 
with their high pressure salesmanship, brought 
over and unloaded on the investing public of 
America, billions of dollars of foreign securities 
now practically worthless. The total amount has 
been computed as high as 16,000 million dollars, 
equal to the total national indebtedness of the 
United States up to 1929, and twice as great as the 
credit facilities of our Federal Reserve banking 
system. The record warrants the assertion that the 
Republican administration at Washington. through 
its Department of State was consequently respon­
sible for the flotation of these worthless foreign 
securities. The State Department. without sanc­
tion of law, constitutional or statutory, and in 
utter disregard of all precedent, assumed the func­
tion of passing on these loans. It required t~e 
great international bankers and their affiliates to 
submit to the Government every one of these pro"; 
jetted foreign flotations for approval or objection. 
Individual investors and bankers imputed moral 
responsibility to the Government and unscrupu­
lous expert salesmen were enabled to sell these high 
interest-bearing but now worthless foreign securi­
ties in competition with our State, municipal. in­
dustrial, and commercial securities. Undeniably 
they filled the portfolio of interior banks, some­
times by coercion, with this immobile junk so that 
when the crash came these banks were in a state 
of paralysis and utterly unable to respond to the 
legitimate requirements of their respective com­
munities. There resulted an era of bank failures, 
unprecedented since the foundation of the Republic 
and unapproached by financial collapse in any other 
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nation on the globe.' The Hoover administration 
met the charge by pointing out that approval had 
been glven to foreign bond issues only as being in 
lme with the Government foreign policy, and that 

. no opinion had ever been expressed on their invest­
Jment value. Previous administrations had, how­
ever, not hesitated in placing vetoes on undesirable 
loans, and it is difficult to see why this course was 
not followed under President Hoover. Be that as 
it may, although it can be doubted whether some 
of the Issues were altogether wise, at the same time 
it can be safely said that a large percentage repre­
sents safe returns and that America has on balance 
gained and not lost from the post-war flotation of 
foreign issues. But it is interesting to observe that 
while Great Britain has probably over-invested 
abroad, the United States has been unduly cautious . 
• Attention must obviously be paid to the prob-

lem of restoring confidence both to the American 
,investor and to the countries in need of assistance 
from him. An attempt will be made to deal with 
that problem in the concluding chapter. 

We must now glance at the geographical distri­
bution of issues. Tables XXIV and XXV show the 
total publicly offered foreign securities, by classes 
and by geographical divisions, from 1914 to 1931. 

In the period 1914 to 1931 the net nommal 
capital obtained by Europe was greatest in amount. 
But in certain years the totals obtained by Latin 
American countries and by Canada exceeded that 
obtained by Europe. The relative importance of 
the actual new capital borrowing of different areas 
is brought out by the percentage distribution of 
the new nominal capital obtained in each year 1914 
to 1931. 
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TABLE XXIV. TOTAL PUBLICLY OFFERED FOREIGN 
SECURITIES (GOVERNMENTAL AND CORPORATE) 
PURCHASED IN THE UNITED STATES 1914-31 BY 
CLASSES AND GEOGRAPHICAL DIVISIONS. 

To neares' mliliOtl dollars. 

Est.mated 
Total re/undlng Net 

Class 0/ secUNty and No. 0/ nomInal to ",munal 
geograph.c grand d." ... on usues capital AmerlCans caPItal 

1914 to 1931 
GOllernmlntal and govern-
menl guaranteed .. sues.· 

Europe • • • 1I611 5. IS7 492 4.665 
Canada and Newfound-

land 566 2.389 599 1.790 
LatlR America us 2,202 457 1.745 
Far East 

Tern: United States 
34 733 87 646 

tones and possesstons 78 IU - III ------
Total 1.1'5 10.592 1.635 8.957 -------

Corporat, Issues: • International 5 180 50 130 
Europe 243 1.509 108 1.401 
Canada 445 ~.381 IS8 1.223 
Latin America 

Tern: 
182 1.096 179 917 

Uruted States 
torles and PossessIons 42 96 20 ~i~ Far East 18 272 34 --- ---

Total ~ 4.534 549 3.985 

Total/SSM,.: 
Europe • • • 
Canada and Newfound-

50S 6.666 600 6.066 

land I.on 3.770 757 3.013 
Internation"aJ 05 180 So 130 
LaUn Amenca 397 3.298 636 2.662 
Far East 

St~tes 
. 
Terri: 

52 1.005 lal 884 
Umted 

tones and Possesstons ~ 207 20 187 

Total 2.090 Ils.la6 2.184 u.9411 

Includes Central Government. provincial and municipal 
ISSUes. and corporate ISSUes offiCIally guaranteed or con· 
trolled. 
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TABLE XXV PERCENTAGE DISTRIBUTION BY GEO­
GRAPHIC AREAS, OF THE NEW NET NOMINAL 
CAPITAL OBTAINED THROUGH FOREIGN CAPITAL 
ISSUES PUBLICLY OFFERED IN THE UNITED 
STATES 1914-31, 

Non-
conttguous 
Amerlean 
IerYtlortes 

Latm Far and 
Year Total Europe Canada AmerJea East possesstons 
--
1914 100 25 0 30 '5 393 " 52 
1915 745 194 58 .. 01 
1916 72'4 14 0 12 5 07 0'4 
1917 579 310 10 4 02 05 
1918 .. 79 8 110 .. 9 2 
1919 582 29'3 8,6 0'2 3'7 
1920 497 37'0 9'9 .. 3'4 
1921 25 I 31'0 36,8 2'5 4 6 
1922 .. 27'7 22'0 29'3 14'7 63 
1923 25'7 28,S 27'2 168 18 
I~24 54'3 15'7 193 99 08 
1925 58'5 12'7 14'7 13'7 0'9 

1926 43 0 20'1 32 7 28 1'4 
1927 43'2 177 254 11'3 24 
1928 r78 ~ 14

8 26'4 10 5 05 
1929 _ 21'1 43 I 26 I 7'7 20 
1930 .. 218 306 23'3 66 08 
1931 .. 27'3 62'4 1'0 66 19 

While Europe obtained most in the period 1914 
to 1931, Canada's total is impressive, Third on the 
list comes Latin American countries, followed by 
the Far East. United States territories and posses­
sions and international loans make up the remain­
der but in comparatively insignificant amounts. 

Of European borrowing countries, Great Britain, 
France, Germany, and Italy were the most heavily 
indebted, Great Britain and France borrowed 
heavily from 1914 to 1918, but the debt of Italy 
and Germany has been added to largely since the 
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end of the War. Belgium, Norway, Denmark, 
Sweden, Poland, Switzerland, and the Netherlands 
also borrowed during the period to 1931, but with 
the exception of Denmark and Sweden, the bulk of 
the securities offered for these countries was for the 
purpose of facilitating the return to a gold monetary 
standard. 

It is interesting to find that Canadian issues in the 
United States have been substantial in nearly every 
year since 1914. It has become more usual nowa­
days for them to be placed domestically and in tile 
United States, whereas hitherto they were offered in 
London. Latin American issues have been chiefly 
for the Argentine, Cuba. Chile. Brazil, and Colombia. 

TABLE XXVI. FOREIGN SECURITIES PLJ3UCLY 
OFFERED IN THE UNITED STATES 1932 A..."iD 1933-. 

To ~ares' "..1l.0JI dollars. 

, Par lIalue 0/ I Est.",GkI 
I jloIlJI.lYII ''''M Ire/urul ... : 10 

I $stuS arul class 0/ s«1lf"tly ,U ... Ied SIGks A IIIn1C4IJIS • 

COII""mnaI ... d Govnwmnal 
Cuar ... lu4 COI'j>orGk. 

Canada • 
Germany. • • • 
UIllOD of SoVlet Socialist Re-

pubhcs. • • • 
Ulllted States territones and 

possessions 

COI'j>or..u 
Germany. 
Canada • 
Argentma. 

( 193:1 I 1933 

173 60 
I 6 i -

9 
J 0'7 
I 

I s 
I I 

Cuba • I 

193:1 I 1933 

44 ! 54 

6 I 
I 

9 I 
6 

• SOW": Trade Informabon Bulletins No. 814 and No. 81g. 

Of the Far East, Japanese issues have predomi­
nated. For example, in 1931. the offerings of 

p 
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Japanese securities made up the total for the Far 
East. But offenngs have also been made in the 
period on behalf of Australia, the Netherland East 
Indies, and a small amount has been placed for 
China. 

TABLE XXVII TOTAL PUBLICLY OFFERED 
FOREIGN SECURITIES (GOVERNMENTAL AND 
CORPORATE) PURCHASED IN THE UNITED STATES 

In mtlllons of dollars 

• Total Esttmated Est,mated 
Number of nomtnal refundtng to newnomtnal 

Year Issues capital· Amertcansf capltalt 

1914 26 44 6 06 44 
1915 80 81'7 1'3 80 4 
1916 102 1,159,6 5'7 1,1549 
1917 65 7202 37 6 6826 
1918 28 234 26 208 
1919 65 771 379 392 
~I920 104 6029 105'4 497'5 
1921 II6 692 69 623 
1922 152 863 99 764 
1923 76 497'5 77 4195 
1924 120 1,21 7 247'9 969 I 
1925 164 1,316 2397 1,076 3 
lC)26 230 1,288 163 1,125 
1927 265 1,577 240.6 1,336'4 
1928 221 1,489 238 1,2S1 
1929 148 705 34 671 
1930 121 1,087'5 182'2 90S'S 
1931 41 2 85 56 229 
1932 7 88 59 29 
1933 7 72 60 12 

• Nommal capital refers to secuntles actually sold In the 
Umted States 

t Estimated refundmg to Amencans covers the amount of a 
given ISSue assignable to the redemption of eXlStmg bonds 
and notes of the borrower, not preVIously retired through 
slnlong fund operations, held by Investors In the United 
States. 

t Estimated net nominal capital IS the nominal (face) value 
less the estimated refundmg. 
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In 1932 foreign securities publicly offered aggre­
gated 88 million dollars, of which 59 millions 
represented funding issues. Canada obtained the 
major portion of that total, and, again, in 1933, 
Canada figured prominently in the lists, but a 
number of other countries including the Union of 
Soviet Socialist Republics offered securities in the 
United States. But for that year the total foreign 
lending in that country was once more very small.4 



CHAPTER IX 

THE BALANCE OF INTERNATIONAL 
PAYMENTS OF THE UNITED STATES 

REVIEWED 

THE creditor position of the United States has 
become increasingly important since the end of the 
War, as we have seen. At the end of this chapter 
summary tables are given of the balance by periods 
1"919 to 1933 and of the movement of private long­
term investment funds in the same years. 

We have noted that in each year there has been 
a favourable balance of trade, and in the period 
1922 to 1933 (leaving out the abnormal totals of 
the immediate post-war years) the average annual 
favourable balance of trade was 610 million dollars. 
m the same period the estimated net return from 
private investments (long- and short-term) averaged 
430 million dollars and war debts (principal and 
interest) averaged 173 million dollars annually. 
Tqe net average annual income from these three 
items was approximately 1,213 million dollars. 

On the other hand, claims against the United 
States through other current items, tourist ex­
penditures, immigrant remittances, charity, &c., 
have averaged approximately 739 million dollars 
a year. Other current invisible items such as ship­
ping and freight costs and governmental trans­
actions swelled this annual average to 822 million 
dollars. 

That is, the average annual credit balance on 
international current account was approximately 
391 million dollars from 1922 to 1933. 

The net movement of gold and currency in the 
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same period was an annual average import (that 
is, a debit) of 60 million dollars. 

The average annual net export of long-term 
investment funds or the net import of securi­
ties (a debit item) was estimated at 298 million 
dollars. The estimates of the net inward and 
outward movements of short-term funds over 
the twelve-year period are within an average of 
37 million dollars (debit) a year of offsetting each 
other. 

From 1922 to 1933 approximate annual averages 
of the balance of payments are as follows: 

Balance on current account • 391 nulhon dollars (credit) 
Net gold and currency movements 60 uullJon dollars (debit) 
Net movement of pnvate long-

term investment funds. • 298 millIOn dollars (debit) 
Net movement of short-term funds 37 nullion dollars (debit) 
Net unestimated Items, errors and 

omtsslons 4 uullJon dollars (cred~) 

In prosperous years, the United States increased 
her long-term investments abroad by amounts 
equal to or larger than her current account s~lus 
-covering her excess long-term lendmg by going 
into debt on short-term account or selling gold. 
Even in 1929 and 1930 she continued to lend 
abroad at long term. reinforcing the process by 
lending short as well. In 1931. 1932, and 1933 she 
actually withdrew long-term loans in the sense 
that while her new investments abroad were small. 
foreigners acquired large quantities of their own 
issues in America and of American securities proper. 
This weakening of her creditor position was offset 
along with the current account surplus by short 
lending. The following table illustrates her posi­
tion: 
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TABLE XXVIII SUMMARY OF BALANCE OF INTER­
NATIONAL PAYMENTS OF THE UNITED STATES 
1922-33 (YEARLY AVERAGES) 

In mIll,ons of dollars 

_________ +I-=-9_22-----'-4II925-9II93o-3'I933(atlual) 

Balanceoncurrentaccount +443 +444 +282 i +:Z10 
Balance, gold and currency -248 + 25 - 25 + 83 
Net short-term capItal ac-

count . . . +198 +184 -488 -385 
Movement of private long-

term capItal -399 -517 + 52 + 49 

~et lDvestment Items, 
errors and omISSIons. + 6 -136 +179 + 43 

In this way, the credit balance on current account 
has been met. From the table it will be noted that 
there was little difference in the balance on current 
account between the periods 1922 to 1924 and 1925 
t~ 1929, but that the balance dropped in the third 
period 1930 to 1933. But the final balance was 
.achieved by wide fluctuations in the capital move­
ments. In the last period the small amount of 
foreign lending from the Umted States reduced 
by· a conSIderable amount foreign balances in the 
United States. In 1933, the net outflow of short­
term capital was almost twice as large as the 
balance on current account. 

Although the United States is a strong creditor 
on account of long-term capital, the experience of 
1931 to 1933 is illustrative of the fact that she did 
not increase her creditor position after the War as 
much as is commonly supposed. For while she lent 
large sums abroad, part of these loans was bought 
back from foreigners while foreigners invested on a 
large scale in American securities, as can be seen 
from Table XXXII at the end of this chapter. 
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From 1926 foreign activities in the American 
money market became more extensive until in 
1931 the United States was borrowing more on 
long-term account from abroad than she was lend­
ing abroad. So that the figures which seem to 
indicate enormous new issues floated in America 
for foreign countries are not a completely true 
picture of a corresponding outflow of American 
money. To some extent the United States bor­
rowed money (especially from Europe) and lent it 
out again. As Dr. Virgil Jordan, chief economist ot 
the National Industrial Conference Board stated: 
I At present. the United States is merely coming of 
age as a creditor nation. We are by no means fully 
developed industrially and financially. Despite 
our rapid and sudden alteration from a debtor to a 
creditor nation. we still stand in this respect mid­
way between the older and more highly industrial­
ised nations of Europe and the undeveloped nationS 
like Canada and of South America destined for 
long to withdraw capital from the former for our 
own development and to lend capital to the latter 
for theirs.' Attention must be paid also to sholt­
term lending and borrowing in the United States. 
Table XXIX shows movements of short-term 
capital from I925 to I933.· It will be noted 
that there was a big increase in foreign balances 
held in the United States. From I925 to I929. 
net short-term indebtedness of the United States 
to foreigners increased by I.483 million dollars. 
There was an especially large increase in foreign 
funds invested in American acceptances, par. 
ticularly from I927 to I929. when they increased 

• A more detailed study is given in Table XXXV of the 
Appendix. 
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from 406 million dollars to 891 millions. In the 
same penod the figure of foreign deposits WIth 
American banks was on an average about nine 
times as great as the total of American deposits 
abroad. 

TABLE XXIX SHORT-TERM INTERNATIONAL 
CAPITAL MOVEMENTS TO AND FROM THE UNITED 
STATES (SUMMARY) 1925-33. 

In millIons of dollars 

• 1925 1926 I 1927 1928 1929 1930 I 1931 193' I 1933 '-'--;------
Due to 
foreIgners 1.674 2,041 3.099 _.893 3.639 2,737 1,465 913/4

8
7 Due from 

foreIgners 951 990 1,235 1,305 ~ 1,802 1,239 1,058 1,082 

Net short· 

-,J~595 term m· 
debte<lness 
to forelgllers 723 1,051 1.864 1.588 2,156 935 226 

In I930 American short-term indebtedness to 
foreigners began to decline. The years 1931 and 
1932 witnessed exceptionally heavy withdrawals of 

. foreign-short-term funds which shrunk from 2,737 
million dollars in 1930 to 913 million dollars in 
I132. American short-term funds abroad moved 
from 1,802 million dollars to 1,058 millIOns in the 
same period. For the first time, the United States 
was a creditor in 1932 to a small net amount in 
respect of short-term funds. A further shrinkage 
of foreign balances held in the United States fol­
lowed in 1933, and the total due to foreigners was 
only 487 million dollars as compared with a total 
of 3,639 millions in 1929. American short-term 
funds held abroad moved downwards to 1,082 
million dollars from a total of I,483 millions, in the 
same period. This change in the debtor position of 
the United States on short-term capital after 1929 
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is due to a number of causes. Money flowed out­
wards because of a decline in speculative activities 
in the United States and falling interest rates 
made investments less profitable. Then, as bank­
ing crises developed in central Europe, certain 
countries withdrew funds. When gold payments 
were suspended in England, European creditor 
banks shifted their demands from London to New 
York. The large withdrawals from the United 
States culminated in the heavy outflow from 
February to March 1933, driven from the country 
by rumours of an impending financial, monetary, 
budgetary, and economic crisis. 

It will be noted from the table that America's 
position at the end of 1933 was the reverse of that 
at the end of 1929. 

Thus, although the importance of the United 
States as a creditor increased. it was offset to some 
extent by long-term investments made in t':e 
United States by foreign lending countries and by. 
other capital movements. 

Importance should be attached. therefore, to the 
great potentialities of the'United States as a bor­
rowing and lending country. The world financial 
situation can be vitally affected by American 
events-by the economic expansion of the country. 
by the credit policy. by the use or misuse of funds 
placed in the New York money market. Bankers 
all over the world depend upon America for work­
ing funds. and to countries like Germany. foreign 
capital has been indispensable for economic con­
struction and restoration. But the United States 
must also be taken into account as a borrowing 
country. In the past she has been able to attract 
funds because she has seemed to have fewer political 

{,} 
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and social upheavals than countries elsewhere 
and her pollcy has not been such that it dis­
couraged an inflow of capital. On the contrary, a 
credit policy which operated in such a way that a 
stock market boom was promoted and held for 
some years, is a distinct encouragement. By 1929, 
as we have seen, from different causes, high interest 
rates prevailed in New York, and foreign countries 
were obliged to raise their discount rates to check 
the movement in New York. The following table is 
jpstructive. 
TABLE xxx ALTERATIONS IN DISCOUNT RATES IN 

THE COURSE OF 1929 

To October I9z9 In November I9Z9 

England 41 to 61 per cent. 61 to 51 per cent 
Netherlands. 4i .. Sf .. 51 .. 5 .. 
BelglUm 4 .. 5 .. 5 .. 41 .. 
Ausma 61 .. 8f .. 81 .. 8 .. 
Ifungary 7 .. 8 .. 8 .. 71 .. 
Norway 51 .. 6 .. 6 .. 51 .. 
Poland . 8 .. 9 .. 9 .. 81 .. 
Peru 6 .. 8 .. 8 .. 7 .. 
Rumama 6 .. 91 .. 91 .. 9 .. 

• 
When the New York money market became less 

attractive, foreign funds were withdrawn. But 
given a renewed boom in finance and industry, the 
United States will prove a very strong magnet to 
investors in other countries. Thus the country is 
a source both of weakness and strength to the out­
side world. I 
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TABLE XXXI. BALANCE OF INTERNATIONAL PAY· 
MENTS OF THE UNITED STATES BY PERIODS 
1919-33 (yEARLY AVERAGES) 

111 millIons of dollars 

Item I9I 9-U I9:1:1-4II9:15-9~I93tr-3'I9:1:1-33 --,-------
DebIts I Movement of private 
long-term capital 706 399 511 .. 298 

Short-term capital ac-
488 count (net). • .. .. .. 31 

TourISt expenditures 133 400 555 414 469 
Immigrant remittances 600 312 284 118 27°' 
Gold and paper cur-

128 248 rency • . .. 2S 60 
Miscellaneous in-
vISIble Items· 1,031 13 129 136 83 

Unestunated Items, 
errors and omISSIons 692 .. 136 .. .. -- -----

3,296 1,432 1,621 1,241 ~ 
Credits 
Movement of ~rivate 
long-term capital • .. .. .. S2 .. 

Short-term capital ac-
198 184 count (net) .. .. .. 

Commodity trade 
balance. 2,981 692 1z4 408 610 

Gold and paper cur-
rency. • • .. .. 25 .. .. 

Wardebtsreceillts • u8 199 200 u8 43° 
Interest and dlVldends 60 260 488 484 113 
Miscellaneous m-

VISIble Items· 127 77 .. .. .. 
Unesbmated items, 
errors and omiSSIons .. 6 " ~ __ 4--

3,z96 1.432 1,621 1,241 1,21 7 

• Includes government traIlSac:tions; shipping and freight 
IteJDS; and mISCellaneous current Items. 
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TABLE XXXII MOVEMENT OF PRIVATE LONG­
TERM INVESTMENT FUNDS 1919-33 

1922 
Balance 

1923 
Balance 

1924 
Balance 

192 5 
Balance 

1926 
Balance, 

.927 
Balance 

1928 
Balance 
• 1929 
Balance 

1930 
Balance 
I~I 

Balance 
1932 

Balance 
1933 

Balance 

-637 ~ 

-363 ~ 

-795 ~ 

-920 ~ 

In mzllzons of dollars 

-326 

-54 

-114 

-90 

+216 

+4" 

+319 

+4II 

-1,002 -157 -us -509 +.86 +635 

-1,183 -178 -154 -650 +395 +831 

-1,"4 -'58 -559 -1,135 +449 +1,661 

-635 -.61 -353 -1,054 +474 +1,489 

-833 -183 -360 -916 +806 +1,035 

-213 -182 -347 -495 +659 +589 

-27 -33 -225 -305 +385 +300 

-10 -33 -685 -580 +565 +760 

+78 -669 

+23 +18 

+45 -545 

+140 -459 

+257 -605 

+234 -105 

+291 -675 

+199 -141 

+113 -278 

+201 +218 

+122 +217 

+73 I +94 

* Excludes underwnters' COmIll1SS1ons, dlscounts, and re­
fundmg 

t Included m figures for purchases of Amencan and foreign 
stocks and bonds wluch are net figures. 

: Not estnnated. 



CHAPTER X 

CONCLUSION 

WE have examined the American money market 
and have attempted to indicate from developments 
in the sub-markets: 

(I) the relations established with the outside 
world and their effects; 

(2) their repercussions upon national economic 
welfare. 

We have found that these have at times been 
helpful-at others harmful, and it is our purpose 
now to summarize possible causes and possible 
remedial measures. We must also examine briefly 
the attempts which have already been made in the 
United States to deal with certain of the more 
obvious evils. . 

We have indicated the creditor position of tIre 
United States and have noted that in the post-war 
era the country was faced with a novel situation: 
She was suddenly transformed in a world funda­
mentally shaken by the events of 1914 to 1~18 
into an important creditor nation. The new rela­
tionships involved were unexpected, and her atti­
tude, as we have seen, has often been provincial. 
We have pointed out the need for a modification 
of the tariff. Fortunately, within the United States 
recognition of that need is growing. The U.S. 
Secretary for Agriculture, for example, has lately 
issued a pamphlet, America muse choose, in 
which he shows that America 'has more industrial) 
as well as more agricultural capacity than it needs 
for home consumption '. The surpluses, he says. 
must be 'swapped for something that we want', 
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and there is reason to hope that the new policy will 
aim at simplIfying the foreign trade problem 'by 
blunting the objection to accepting imports in pay­
ment '. That is a notable step forward and a re­
vision of the tariff would be acceptable to foreign 
countries. Moreover, it would be of service to the 
United States. It would assist American industries, 
some of which as we have seen are dependent upon 
the export trade. A recent bulletin of the Guaranty 
Trust Company urges American business men to 
face up to the reahties of the situation in the fol­
lowing words: 'Whether we like it or not, the fact 
remains that our economic structure has been de­
veloped and our productive capacity adjusted to 
a type of output that is dependent upon foreign 
markets and those markets depend absolutely on 
our willingness to accept foreign goods and services 
ill,exthange for our own.' It proceeds to state that 
in 1932 exports from Amenca provided at least 
~ million workmen with employment, while in 
addition there were about 11 million persons en­
ga~ed in activities supplying the direct needs of 
those directly employed. Furthermore, it shows 
that America's links with other countries are now 
so close that every one within the United States 
feels the effects of a world-wide depression. So 
that a policy which makes it easier for foreign 
countries to sell goods to America will do much to 
relieve the United States itself. The Tariff Act 
which empowers the reduction of Customs Duties 
by 50 per cent. is a move in the right direction. 
Too much emphasis, of course, must not be placed 
upon America's dependence upon foreign markets 
for her goods, because obviously there is a large 
market within the United States to be exploited. 
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Moreover, the country is not dependent upon im­
ports of goods to anything like the extent that 
other industrialized countries are, and probably 
exports of goods from the United States will have 
to be balanced by increasing invisible imports such 
as increased expenditures of American tourists 
abroad, and immigrant remittances. Foreign coun­
tries may find themselves obtaining more and more 
goods from the United States by selling scenery 
and labour to that country-which would be as 
possible a solution of the problem as any. • 

The Recovery programme has attempted also 
to secure a recovery in investment. The distrust 
which characterized the foreign security market iii 
the past five years of the period under review ex­
pressed itself also in the domestic security market 
from 1930. By 1933 the total volume of capital 
issues was very small indeed, and again in 1931. 
although presumably the United States was set on 
the road to recovery, the total for the first six 
months was only about as large as that for the' 
same period of 1932, when the country was deep 
in depression. Critics of the Roosevelt Administta­
tion have held the Securities Act responsible for 
this depression in the capital market. and it cannot 
be denied that its provisions are at any rate not 
encouraging to the flotation of new issues. Some 
slight mochfi.cations of the Act have been made 
since it was passed, but the general character of 
the measure remains unaltered. The real reason. 
however, for the low level of capital issues is to 
be found probably in the depressed conditions 
of business generally. and if recovery is brought 
about. the capital market will respond accordingly. 
But the movement might be helped if the United 
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States proceeded next to setting up a national 
investment corporation-both for domestic and 
foreign financing-an organization which would be 
like Caesar's wife and which would be administered 
in such a way as to give reliable advice to the lender 
as to the nature of the proposed issues. Investment 
could then be directed to legitimate ends and the 
interests of both borrower and lender could be safe­
guarded. Foreign countries could assist by setting up 
similar bodies to supervise investment within thelI" 
40rders and to provide the necessary safeguards. 

The United States has also to deal with the prob­
lem of the inflow and outflow of foreign funds for, 
as we have observed, these have been contributory 
factors to financial crises. In this matter again, 
foreign countries have to share responsibility by 
attempting to control the flow of money and by 
c~-operating closely with the Federal Reserve Sys­
tem in its banking and credit policy. The United 
,States itself would be justified in placing an em­
bargo upon the influx or efflux of such funds when 
crises threaten, but the authority responsible would 
need very much more control than is now possible 
over the different sections of the money market. 
It may well be that extraordinary measures will be 
required because the abundance of mobile short­
term capital will continue to be a disturbing factor 
until the different currencies have achieved stabil­
ity and until international finance, trade, and com­
merce operate more normally.! 

Next, inquiry must be made into the working 
of the Federal Reserve System. 

The gold imports of the United States were not 
wholly sterilized as is generally believed, but were 
permitted to create a vast expansion of credit. For 
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one reason or another, the Federal Reserve System 
assisted in that expansion. On occasion, the accep­
tance market had to be supported by the System. 
Then, at times, a cheap money policy was deemed 
necessary for the encouragement of business-or 
to help Europe. The two purposes were on more 
than one occasion in conflict. 

While other forces can also be held responsible 
for the crash on Wall Street in 1929 which created 
universal havoc (e.g. imports of gold, the policy of 
business corporations, unwarranted extensions 9f 
credit by the member banks, foreign lending activi­
ties, &c.) the Federal Reserve System is in part to 
blame. Its policy was unstable and erratic. 'In-. 
stead of permitting the automatic expansion and 
contraction of credit to accommodate itself to 
increasing or diminishing demands of business, 
limited only by changes in reserve; or, on the bth~r 
hand, applying gradually increasing pressure as 
credit needs and issues expand in prosperous times. 
in order to prevent undue expansion and sub­
sequent collapse, and then discouraging decreases 
in times of depression in order to turn the tide 
upward again, the Federal Reserve System has ex­
panded credit only a little when business was active 
and needed it, and expanded it a great deal when 
business was dull and did not need it.'a The result 
has been that activities have increased in direc­
tions for which the Federal Reserve System, oddly 
enough, did not consider itself responsible. These 
activities will be repeated in the future unless the 
system manages its credit policy better. It should 
make up its mind once for all that the best way to 
help Europe is by being successful in maintaining/ 
stability within the United States. 

R 
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The Federal Reserve Board has always taken up 
the position that its business was not to set itself 
up as an arbiter of security speculation or values, 
and that there was no ready method in reserve 
banking by which the use of reserve facilities could 
be withheld from uses in undesirable lines of 
activity without being withheld from use in desir­
able ones.3 An attempt was, however, made in the 
banking reforms of 1933 to supply such a method 
when the Federal Reserve Banks were given power 
t@! supervise the lending activities of member banks 
in order to prevent undue use of bank credit for 
speculatIon in stocks or commodities, and the 
Federal Reserve Board was authorized to fix for 
each reserve district the maximum percentage of a 
bank's capital and surplus which might be repre­
sented by loans on stocks and bonds. The same 
N:t also provided for the divorce of security 
affiliates from member banks within a year, 
prohibited interlocking directorates with security 
firms or stock-broking houses, and forbade personal 
loaps from member banks to their executive 
officials. 

Whether these reforms achieve their purpose 
remains to be seen, but other adjustments need to 
be made. 

We have seen that at times changes have been 
effected in discount rates in order to stimulate 
business, but at other times the system has seemed 
to act without reference to the needs of trade and 
industry. The fault has been that there has been 
no consistent discount policy. 'The Reserve Sys­
tem has neither developed a clear-cut and uniform 
philosophy of discount rates nor a technique which 
will permit of the prompt application of any given 
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change at a time that will result in making it effec­
tive throughout the nation.'. 

The Federal Reserve System fails both because 
of lack of co-operation within and without, and 
because of political5 and international complica­
tions. There is general agreement that banking 
organization needs thorough overhauling, so that 
it might be better fitted to serve a world which has 
grown increasingly interdependent. The United 
States must first be considered as an economic unit 
and interdistrict difficulties solved so that the R;­
serve System can operate successfully through the 
entire continent. The predominant position of New 
York as a financial centre must be conceded, but 
at the same time arrangements must be made so 
that the rest of the country need not lose by that 
pre-eminence. Representation on the Federal Re­
serve Board could be made more varied so that it 
might reflect more than political and legal interes'ts 
and could include finance experts, business and 
labour interests. International claims could besatis~ 
fied by making wider use of the practice of seeking 
the co-operation of experts of foreign countries~ 

While the Federal Reserve System can do much 
to control credit6 and speculation within limits, " 
the remedy for excessive speculation lies with the 
Stock Exchange itself. 

Considerable pUblicity has been given to the 
malpractices of speculation in the United States 
because of the spectacular collapse in security 
values after I929, and the mandate given to Presi­
dent Roosevelt by his supporters included the 
punishment of Wall Street and the regulation of 
the Stock Exchange. There is every reason, of 
course, why speculation should have been popular 
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in the country. As Walter Lippman pointed out 
in the Chicago Daily News (July 25th, 1933): • Our 
love of speculation has its roots deep in our history. 
A nation which has expanded as we have expanded 
upon the richest natural resources in the world is 
naturally and inevitably bullish ... on the whole 
and in the long run speculation for a rise has always 
seemed to justify itself: Now normal speculation 
is obviously of use to the business community . 
• Such speculation which was defined by Justice 
H;plmes as the" self-adjustment of society to the 
probable" gives the producers the benefit of higher 
prices before a shortage in their product develops 
and gives the start to business before it could 
otherwise occur. '7 But the difficulty is that up­
ward movements cannot easily be controlled and 
abnormal speculation is exceedingly injurious. It 
le~ds 'inevitably to a reaction and consequent de­
pression in which, as things are to-day, the whole 
world shares. Business is adversely affected, and 
while it can be denied that industry is deprived of 
cap'ital, it can be asserted that untoward happen­
ingS on the Stock Exchange attract funds which 
enter industry only by a very indirect route. 
Furthermore, the banking system is itself affected, 
as the recent collapse of some thousands of banks 
in the United States testifies. 

Extensive investigations of activities on the 
Stock Exchange have been made' and drastic 
action has been taken to prevent a repetition of the 
abuses of recent years. Speculative buying and 
selling of securities on small margins is to be 
checked. A minimum cash margin for all pur­
chases is laid down, which can be raised whenever 
speculation gets out of hand. By this means it 
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is hoped to limit the volume of credit entering 
speculation. Brokers' loans are to be limited in a 
variety of ways. A Stock Exchange Commission 
has been appointed with considerable powers to 
regulate short sales and stop loss orders, &c., to for­
bid dissemination of false or misleading informa­
tion with regard to security movements, to ensure 
that the public is provided with adequate informa­
tion on the affairs of listed companies and to 
discourage the unfair use of insiders of knowledge 
which is not available to stockholders generally. • 

From what we have said above, it is obvious that 
there is a case for the professional speculator who 
performs an economic function, but it is exceed­
ingly difficult to distinguish between the professional 
speculator and the gambler. It is claimed that the 
new measure has failed in this respect, and, more­
over, that it has not succeeded in suppressing tq,e 
anti-social activities of the gambler. It would be I 

a pity to throw out the baby with the bath water,,! 
and it is probable that other methods of suppress­
ing illegitimate speculation would be more effi­
cacious. It has been suggested that a technical 
alteration might be of service. In New York it is 
customary to settle all transactions daily. which 
makes it difficult for the flow and rate of credit 
to be regulated by the banking authorities. To 
quote the President of the First National Bank of 
Chicago: • With a call money market daily making 
the rate for funds. it is impossible for any banking 
agency to influence the flow of money more than 
nominally.' If the English system of fortnightly 
settlements could be adopted. it is claimed that cer­
tain advantages would be gained. Smaller amounts 
of money would be tied up on the Stock Exchange. 
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for the funds required at the end of each fortnight 
are relatively small when the total trading on the 
Exchanges is considered and can be largely pro­
vided for by the banks without disturbing the 
money market enough to hinder it from maintain­
ing Its functions. Thus the other markets which 
are now subjected to the competition of the call 
loan would have the chance of funds placed at 
their disposal. Rates in the money market would 
thus be regularized, and the development of other 
rgarkets could be more healthy. Further, it is 
claimed that irresponsible speculation could be 
checked because the broker would have to take a 
bigger risk He would have to be more careful in 
selecting clients. Interest would have to be paid 
for a longer period, and this would have a deterrent 
effect upon an unwarranted boom in speculation.9 

Q.n the other hand, as the Economist (February 17th, 
1934) points out, the London method of fortnightly 
.settlements 'is equivalent for many transactions to 
dealing on no cash margin at all', that 'in many 
way's speculation is far easier in London than New 
York', and 'the fact that the New York Stock 
Exchange has always been a gamblers' casino as 
much as an investor's market-place can be ex­
plained only by the different popular attitude 
towards investment and by the whole structure of 
the financial system of the United States '. A more 
effective method of putting an end to illegitimate 
speculation, it is suggested, would be the abolition 
of the system of touting securities through the 
length and breadth of the land. Matters mIght be 
improved also if every gap which permits non­
banking funds to be used on the Stock Exchange 
were closed.1o 
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We have seen that other sub-markets of the New 
York money market have been penalized by the 
popularity of the call loan, but the slow develop­
ment of the commercial paper and acceptance 
markets is not due entirely to this cause. We have 
indicated some of the reasons for the decline of the 
former market, and it is probable that it is likely 
to grow less important if the present system of 
banking in the United States gives place to another. 
That is, • whether the commercial paper market 
will prove a lasting institution or not depends QJl 

the continued existence of the unit type of banking 
system. If this should be superseded by a branch 
type of banking system with the branch system 
covering wide economic areas, there would be little 
need for the commercial paper houses, since their 
function would be assumed by the branch systems 
which would bring about a high degree of mobilif;f 
of funds and credit. With a unit independent type 
of banking system, the commercial paper loan still. 
has an important economic function to perform.'11 
The serious break-down in the American system 
of banking latterly has brought the whole question 
of banking reform into the limelight. Under the 
Glass-Steagall Banking Act, branch banking has 
been allowed in states where it is permitted by state 
law. The ban on branch banking has already been 
removed in several states, and it is believed that it 
may be generally withdrawn. In that case, as the 
quotation indicates, the services of the commercial 
paper loan would no longer be of value in the 
financial structure. 

Consideration of the acceptance market is more 
necessary because the continued development of 
the acceptance market is of great importance to 
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the United States. It is indispensable for the proper 
functioning of the Federal Reserve System, for in 
this market the Reserve Banks have some means 
of controlling the supply of credit. Further, not 
only are the movements of raw materials and food­
stuffs to and from and within the country facili­
tated, but the bill market also permits a closer 
relationship between the New York money market 
and foreign money centres, as foreign banks use 
foreign balances in the United States and United 
~ates' banks buy bills in foreign centres. n Until 
quite recently, however, the development of the 
acceptance market has not been a natural one. We 
have seen that the Federal Reserve System has 
helped the acceptance market as a means of fur­
thering its own credit policy, but unfortunately the 
readiness shown by the Reserve Banks to purchase 
a&ceptances has not only relieved the member 
banks of their responsibility in supporting the 
.market but has allowed them on occasIOn to avail 
themselves of Reserve Bank credit by sales of 
acceptance to Reserve Banks. The funds which 
have been put at their disposal by these means and 
those which were already at their disposal by their 
policy of withholding support from the accep­
tance market have naturally found their way into 
markets on which the return is more remunerative. 
Thus the efforts of the Federal Reserve System to 
restrict credit have been rendered useless. From 
1929 to 1932 a change took place in the purchases 
of acceptances by the Reserve Banks. These years 
were periods of unusual conditions in the money 
market. Many large banks with surplus funds and 
no acceptances turned to acceptances, notwith­
standing the very low yield. It is possible that 
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they will not normally carry such a large volume 
of bills, but it is probable that the experience which 
they have had with bankers' acceptances as a 
secondary reserve will encourage them to continue 
the practice to some extent at all times.u It is sug­
gested that if the Federal Reserve Banks would 
allow bill rates to seek their own competitive levels, 
then the responsibility for the acceptance market 
would be shouldered by the money market as a 
whole. I. 

Further, the efficiency of the present economi.; 
system in the United States would be increased if 
it were kept in mind that prosperity depends upon 
a proper balance between production and con­
sumption. We have suggested that it would be 
wiser if the spirit of I give-and-take' permeated 
America's international, financial, and economic 
relationships, but also it is necessary to point: o~ 
that any policy which still leaves huge surpluses in 
the hands of a minority in the United States is • 
doomed to failure. President Roosevelt is justified 
in insisting that work and not speculation must be 
the basis of real recovery. Now, although it is true 
that persons in the country with comparatively 
low incomes were not backward in speculating, it 
is obvious that persons and corporations with large 
balances to spare led the way and contributed most 
to the disastrous upward movement on the Stock 
Exchange. It is imperative that general purchasing 
power should be increased, and it can be doubted 
whether the policy of forcing maximum hours and 
minimum wages goes far enough. It is not much 
use indicting investment bankers or the banking 
system if the whole social organization is faulty. 

s 
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accuse the Amencan lender of fickleness but to place the blame 
for the fluctuations on the foreIgn borrowers' mablhty to supply 
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Cant .... ,., Of' 
Ezcess of exports (+) Of' .mports (-) '" mJlllMU o/4oJJM. 

T'fjUMea 1910-I4 192E-5 1926-30 1928 1929 1930 ~ I I93Z , I93J -----
Total +477 +947 +744 +r,037 ~ +78'+334 +289 +22, -------- ..,. + ... +,~+{ .. I ~:. North 

Amenca 
Northern +.01 +'31 +350 
Southern -47 -70 -57 -64 -33 +1 -53 -371 -I 
South 

-89 -100 -961-148 -104 -88 Amenca -86 -124 -98 
Europe + 514 + 1,268 + 1,02S +1, .. 61+1,0081+9301+5471+395 +388 
ASia -137 -444 -619 -5'4 -637 -409 -188' -70,-134 
Ocearua +30 +87 +124 +1271 +135 +751 +2Z! +'91 +2. 
Afnca +. -2 +18 +.71 +··1 + 251 +27, +12) +1, Latm 

-IS' -134 [ -95!-2011-1411 -89 Amenca -133 
- 194

1 
-155 

Far Ea.t -96 -343, -474 -358 -48',-3211-153, -37,- 104 

m~~~th:'~~~j.,,=~esra~:'~:!r.7u~.;~~= 
declllles Ul purchaslDg power and their purchases of Umted States manulactured 
goods were severely curtaIled "In some of thesecountnes, tbenatwnalec:onomy a. 
based largely on the marketlDg abroad of a smgle basIC c:ommodlty A cledme in 
the pnce of such a commo(llty-except perhaps III the uousual case 01 a product 
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wbJcb 10reJgD curroncl .. can be accumulated for reaprocal purchases Tho ac­
cumulation In Ibe Intematwna1 money markets of Ibe funds mvolved m Ib .... 
muluallnterchangeo of commodtbea teoda nonually to lJIftuence the trend of pnce 
\evel. and oecunty pnceo .1 well .. lb. meano and methods of 6nanC1D& wier. 
national trade ,1 .. 11 ' 

All uporW from lb. United Slalel &bow a UBlI prlco declme of '3 per cenl m 
1931 and 15 per ...,1. In 193-, and th .... wao a declme of approximately •• per 
coni In the urut value of imports w each year. 

CI. Trade Information BuIletm No 8'4, pp. 5-6. . 

CHAPTER X 
I. Cf Th, NUltleen/h Century, May 1934, 'Mr Roosevelt's 

Dilemma', by Kalman de Buday, p. 523, where It IS suggested 
that the InJunous effects of international capital movements 
Ill1ght be counteracted by Equahzatlon Funds, but this' pre­
supposes a close co-operation between these funds and Centnl 
Banks There IS no tOpIC more discussed and less clear In 
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2. See Amllncan EconomIC RevIew, June 1930, Noyes, C R, 
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4. See CommerCial and Financial Ch,onlCle, Decembe~ 12th, 
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centre of American pohtlcs and they have not necessarIly 
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6. Some of the suggestions made for improvmg the Federal 
Reserve System are as follows' It IS cl&lmed that r.usmg the 
rediscount rates above the call loan rates would be of value 
Slnce that would discourage borroWIng to lend on the Stock 
Exchange. But objections might be raised SInce It would be 
pOSSible to argue that bUSIness was bemg penalIzed. Again. 
the Federal Reserve Banks could be gIven the nght to extend 
open market operations to commercIal paper and to make 
loans agmnst stock exchange collateral wluch would help to 
equalIze the tates on ddlerent classes of paper. 

7. See Nahonal City Bania of New YorA (Build".). JUDe 1933. 
'.Economic Conditions': and Skand",aVlsAa K,edJ/al"ebolagei. 
Apnl 1929. Cassel. G, 'Does the Stock Exchange absorb 
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Capital', and AmeYlcan EconomIc RevIew, March 193z, Elte­
man, W J , 'The Economics of Brokers' Loans ' 

8 See Stock Exchange PractIces: Heartngs before Ihe Com­
mIttee on BankIng and Cu"ency, U.S Senate 

9 See Dice, PP 212-17 
10. Other recommendatIons of lDterest are lISted lD a 14-

pOint programme drawn up by the Secuntles Markets Survey 
Staff of the Twentieth Century Fund, Inc See Stock Markel 
Control, edIted by Evans, Clark, and others, 1934, pp 162-209 

II. See New York Money Market, vol. III, P 249 
12 Cf Burgess, W R, The Reserve Banks and the Malley 

Market, 1927, PP 143-9, and Acceptance Bulle/tn, November 
30th, 1930, which POints to the usefulness of acceptance credits 
In.financlng the heavy seasonal movements of crops to market 

13. See Facts and FIgures relattng 10 the AmeYlcan lIfoney 
Market, p 19 

14 See New York Money Markel, vol III, p 462 
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TABLE XXXIII. BROKERS'LOANS. REPORTED BY 

THE NEW YORK STOCK EXCHANGE. 

rolal 

5,000 
2,926 
3,319 
3,'93 

3.'90 
3.569 
3.915 
•• 433 

4.640 
4.899 
5,5'3 
6,440 

6.,.,. 
7.069 
8.547 
3.990 

4.657 
3,7.8 
3,48. 
1,893 I_ 
J,l9J 
1.044 

,81 

533 
10 
380 
347 

311 
780 
897 
845 

Net borrowings on demand and on time 

I" mIllIons of dollars 

F"""Ntw York :'~r:. t:;=. "" ...... """"., Jorn, .. "" ... , .. , y,.., 
&om/HIflleS a,...".. 

'9.6 
March '.553 447 
~ne '.log 417 

ptember '.745 

I 
474 

December 2,8o.t 489 

19'7 I 
March 2,'90 I 500 
~e 3.065 5.,. 

lember 3.340 575 
December 3.812 6 .. 

19·8 
March 3.947 693 

~e 4.169 7YJ 
lomber 4,647 806 

December $,4°1 1,039 

1929 
March 5.713 l,ogl 

~. 5.797 1,272 
ptember 7,077 1.470 

December 3.370 620 

1930 
March •• 026 631 

~e 3,201 '27 
Iomber 3,oS? .25 

December 1.694 199 

1931 
March 1,69> 217 
~un. .,321 170 

ptember 93' 11% 
December .5' 13' 

1932 
March 391 14' 

~tember 194 4<> 
29' 83 

December '79 63 

1933 
64 March 24' 

~tember 694 86 
806 91 

December T]6 69 

T 
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TABLE XXXIV WEIGHTED AVERAGE YIELD IN. 
DEXES OF AMERICAN CORPORATE BONDS AND 
NEW FOREIGN BONDS FLOATED IN THE UNITED 
STATES, 1919-31. 

60 htgh· 
grade New 

Amen· All New New LatIn New 
can cor· new Euro- Cana· Amerl· Far 
porate foreIgn pean d,an can Eastern 

Year bonds bonds bonds bonds bonds bonds -------------------
1919 5 25 5'97 593 5'92 681 5 U9 
1920 5 88 7.69 814 7'03 747 693 
1921 5'79 754 7 84 671 800 649 
1922 4'94 663 7 16 5"48 748 6'15 
192 3 498 642 7 03 553 663 666 
1924 4 85 656 7'18 4.82 7 83 7 06 
1925 4'72 651 7'25 4 87 6'44 61 5 
1926 4 60 651 7'16 5 29 6'71 

I 
666 

1927 447 614 6'53 497 6'55 5"54 
1928 449 6'09 621 5'08 629 616 
1929 4 69 5 81 6'25 5'31 650 7 05 
~3° 452 5'49 6'47 4'57 571 616 
1931 470 4'67 5'50 4'19 .. 590 

• Note that the Yield on 'all foreIgn bonds' IS hIgher than the 
prevailing rate of Yield on domestic bonds 

S~urce Trade InformatIon BulletJn No. 802, p 14, whIch 
states that the mdex for all new foreign bonds dropped steadily 
from 1920 as a result of better world credit conditions and a 
greater famtlanty Wlth foreign bonds on the part of American 
mvestors. In 1931, however. there was a declme whIch can 
not be ascnbed to the above reasons Rather It resulted. 

(1) from the large proportion of the total made up by the 
Canadian ISSUes , 

(2) from the very small amount of New Latm Amencan 
ISSUes, the Yield on which IS usually high, 

(3) from the fact that the two ISSues compnsmg the Euro­
pean and Far Eastern mdex were sold at relatively low 
Yields. 

The factors tending to lower the Canadian mdex were 
(1) a relatively large volume of short·term low Yield munI· 

clpal and provmclal ISSues 
(2) the large proportIon of raIlway and pubbc utrbty ISSues 

m the corporate total. 
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TABLE XXXV. SHORT TERM INTERNATIONAL 
CAPITAL MOVEMENTS 19z7-33 (Year-end lolals) 

In mIll,ons of dollars 

1_ 119.7 I 192 '_1 19'9 I~~ ~ !'J31_ 193' 1933 

DIU 10 Forng"", : r j I 1 ' 

I Foreign depollto in U S I 1,938, 1,,80 I 1,6"11,640 1,0', 734 I 389 
2 ~~hwdaPUIOUlm, ,,' 

(a) into Amencan accep- 1 I II I 

lances 406 ,64 891 I 702 298 113} 
(6) into broken' 1oans, I 

.lie 101 33' 070 II 168 I " 0, 6) 
(t) into Trea.ury corWi· I I 

s. U":':""1ed fore"" «4 166

1 

618
1 

86 i 41 2 

drawn acceptances liS I 99 1041 90 00 8 II, 
4. MJacelIanoous° ~ ~ ~ _~1~~6 '~ I~ 

Total due to abroad : 3,0991 0,893 3,639 I ',737 I 1,46, I 91)' 487 
I~------------- --

Dw!""" For .. _ I' I I 
I. American deposito I I I 
~~ rn ~ ~I ~ ~, -I -I. l.JabWlJeS OIl WllllaIUred 
bill. •• 401'09 769 879 «9 I 366 1 371 

S OvenInfh by foreign"'" 18, 2" - o..} ,.. 3831 330 
4 Other short-tenD 10ans 383 319 a85 323 I. 

5 !:'::ut out in fore"" 33 '4 37 94 1561 159 t29 
Total due from abroad I,'" 1--;';; lAS) I,Boa 11"39 I I,O,S 11,08. 

Net short-term in- 1-'1-1--1- 1-' 
debledness to f_t 1,864 I 1,588 .,156 935 .. 6) 145t '95t 

.. ° Includes American dnwn bills dIscounled abroad, overdrafts by Aofencan 
bank. and other short-term borrowmgs 

t Except ID 1932 and 1933 when !he totals due from fomcnen exceeded u.­
duetofo_n. 

T2 
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TABLE XXXVI GOLD HOLDINGS OF CENTRAL 
BANKS AND GOVERNMENTS By years, end-of-year 
figures 1913-33 

In mIlliOns of dol/aI'S, converted al pa,. of exchange 

Year Umled Slales England I France Germany 

1913 1,290 170 678 278 
1914 1,206 428 802 498 
1915 1.706 389 967 582 
1916 2.202 402 652 600 
1917 2.523 422 639 573 
~918 2,657 523 664 538 
1919 2,517 583 , 694 259 
192 0 2.451 762 i 685 260 
1921 3.221 763 6go 237 
1922 3.50 5 751 7 08 239 
1923 3.833 754 709 III 

1924 4.0 9 0 757 710 180 

1925 3,985 70 3 7 10 287 
.1926 4.083 735 711 436 
1927 3.977 741 954 444 
1928 3.746 749 1.253 650 

1929 3.900 710 1.633 543 
1930 4.225 722 2,100 528 
1931 4.0 51 581 2.699 234 
I!132 4.0 44 582 3,254 192 
1933 4.012 928 3.02Z 92 
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TABLE XXXVII. RESERVE BANK CREDIT AND 
FACTORS IN CHANGES Annual average 1919-32 

Ra".. BMI~ Cf'e411 Fad",. of 
__ r-_r-ouI_II_Mt4,.--._"'=-r_-, __ + __ tkn __ ..... Fad." 0/' __ 

'1 ~ too. :i 
) J 1i It ~ il !iljlll! 

_!_~~~_~~~r~~~1+~~1~~~~~~12I_:~1~fJLl!i ~lll 
3,"9 J.252 5,015 J,118 I u5 ~56 
',86g J.404 5,418 J,83$ 61 28o 
3,291 1,301 4,Q~O .,671 28 341 

3.3 .54 
385 3'4 
9J -64 

'59 .55 
2.7 186 
J12 402 
287 359 
28, 350 
263 4J7 
3.8 297 
24r 208 
213 564 
'45 66g 
70 1.459 

J.2 2,623 
J58 3,390 
46 2.r98 
41 1,226 
56 J.205 
50 996 
68 J.195 
59 J,258 
53 J.J75 
40 1.505 
59 J •• '9 
38 '.087 
3. J.274 
2. 2.076 

3,802 1,604 4.535 1,781 30 286 
4,061 1,736 ",822 1.873 21 280 
4,439 J,157 4,819 •• 023 ., 263 
4,38J J,755 4.86g .,167 31 264 
4,452 1,743 4,932 2,209 28 284 
4.564 1,774 4.892 2 .. 90 31 300 
4.206 J,783 4.18~ '.355 29 32' 
••• 83 1.185 4.163 '.358 • 30 J16 
4,460 J.181 4.532 2.319 28 ~89 
4.104 J."4 4.959 2.3'3 91 313 
•• 156 1.8'3 5,6'3 •• 104 55 356 

--~--~-~-~-~-~---~--~-~-----~-~ 
• Includes aovernment overdrafts to J9'0, 
t The DlO1letary gold .tock 10 the DlOIt important factor 01 decrease iD the 

demand lor Reserve Bank Cftldit. • 
l Money In circulation I. the moot important oeasonaI factor m the demaud 

lor Reserve Bonk cm.t. 
f Member bank rmerve balanceslluetuate J~Jy WIth changes in member bank 

deposit IIablUu ... wblch relIect eblOfty chanseo m member banks loans and mvest­
anent!. 

II Non-member bank deposits. ole • include all deposits "Iuch the Resene Banks 
hold for dOpollton. such as oon-_ber benks.1omgn central banks and govern­
ments. 



APPENDIX 

TABLE XXXVIII PRINCIPAL ASSETS AND LIABILI· 
TIES OF REPORTING MEMBER BANKS IN LEAD· 
ING CITIES. 

In mJlhons of dollars. 

Loans and tnvestments 

Loans Bo"owlJlgs 
allhe 

On F~deral 
Yea, and secu,· All Invesl· Reserve 

monlh Tolal Tolal ttles olher men/s Banks 
------I------

September 
'1921 14.902 1I.672 3.667 8.009 3.229 906 
1922 15.446 1I.066 3.908 7.158 4.379 145 
1923 16.305 1I.930 4.028 7.903 4.375 545 
1924 17.757 12.725 4.675 8.049 5.032 83 
1925 18.978 13.797 5.447 8.349 5.181 403 
]926 ]9.775 14.498 5.847 8.652 5.277 428 
]927 20.653 15.066 6.298 8.768 5.587 267 
]928 2I.87I 15.898 6.840 9.059 5.973 822 
]929 22.646 17.197 7.654 9.543 5.449 706 

~I93.t 23.220 ]6.8;9 8.383 8.476 6.361 44 
1931 22.078 14.283 6.4]3 7.870 7.795 U7 
]932 ]8.739 1I.753 4.524 6.229 7.986 128 
]933 , ]6.529 8.540 3.687 4.853 7.989 22 



APPENDIX I43 
TABLE XXXIX. CAPITAL FLOTATIONS IN THE 

UNITED STATES 1919-33. 

In millions of dollars 

ClaSSification of domes/lc ISsues Percentage of 
domestIc UWpOI'­
ate ISsues In the 

fOl'm of State. I 
country War 

and Fal'm finance I Bonds 
A II COI'- mUnJ- loan I COl'POl'- and 

Yea,. issues pOl'ate "pal banks I alJon Stocks I notes 

1919 4.286 2.713 ~ ~I--;;;- -;:;--:;] 
1920 4.010 2.926 699 ' 36 64 
1921 4.204 2.376 1.236 122 I2 88 
1922 5.245 2.922 1.148 386 . . 20 80 
1923 4.986 3.237 1.040 393 23 77 
1924 6.327 3.520 1.380 129 ! 24 76 
1925 7.u8 4.222 1.401 188 I 30 70 
1926 7.430 4.574 1.375 131 .. 27 73 
1927 9.934 6.507 1.523 180 27 73 
1928 9.992 6.930 1.421 64 . . 50 50 
1929 II.592 9.377 1.436 .. 72 .28 
1930 7.677 4.957 1.498 87 . . 31 I 6g' 
1931 4.023 2.371 1.258 126 . . 14 86 
1932 1.165 3251 755 .. .. 7 93 
1933 716 160 484 . . . . 17 83 

TABLE XL ANNUAL INDEX OF THE AMERICAN 
SECURITIES MARKET NEW YORK STOCK EX­
CHANGE TRANSACTIONS 

Shares sold on the New York Stock Exchange 

In millions 

1919 
1920 
19ZI 
1923 
1923 
1924 
1925 

313 
224 
171 
261 
237 
282 

452 

1926 
1927 
1928 
1929 
1930 

1931 

1932 

449 
577 
921 

1.125 
811 
577 
425 
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