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Board Statements on Basy Money, 1929 - 1940

(largely from Annual Reports)
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"eesAt the end of October the drop in security prices
was accompanied by a subsidence in the demand for credit from the
stook exchange; a drastic liguidation of security loans; outflow
of gold; and an easing oredit policy by the Federal reserve
system... In the latter part of the year large purchases of
acceptances by the Federal reserve banks, followed in tho last
two months by purchases of Government securities, enabled member
banks to reduce their borrowings, and by the end of the year
discounts werc in the smallest amount for noarly two years; this
low level of indebtodness of member banks was an important factor
in the casior condition of the money markcte..

"During the last three months of the year the net liquida-
tion of loans on securities, by banks and by other lenders, may
be estimated in the aggregate at $3,900,000,000.., This liqui-

dation was accompanied by a reversal of the credit policy of the
Federal reserve system. Over a period of about two years in-

creese in the volume of credit utilized in the security market
had been the principal consideration determining the firm money
policy of the system; and the diminution in the demand for such
credit was followed by a reversal of the system's policy. Dur-
ing the first week of liquidation, when the member banks were
taking over in large volume loans previously carried by nonbank-
ing lenders, the roserve banks bought $150,000,000 of United
States Government securities, thereby reducing for member banks
the necessity of borrowing at the reserve banks. The reserve
banks continued this policy of open-market purchases throughout
Novomber and tho largor part of December, with the oconsequence
that member banks were able to meet the seasonal demand for
currency, as well as considerable withdrawals of gold for export,
and at the same time to decrease their indebtedness to the re-
serve bankse... Roserve system policy, therefore, during the last
two months of the year, in contrast to the two preceding years,
was oxerted in the dircotion of easier monoy conditions.

"This roversal of policy, made possible by diminution in
the domand for credit in the security markets, appearcd dosire
able also in view of the sharp reduction in business activity.
Industry, which had boen operating in record volume up to June,
and notwithstanding some reccssion had remained at an excoption-
ally high lovel in the following four months, declined abruptly
in November and still furthor in Decembor... Liquidation of
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bank credit in tho last two months of 1929 and the easing
policy of the resorve systom were reflecoted in a doeocline
of money rates in tho Unitod States, and particularly of
open-markot rates on call and short-time money."

(Annual Report for 1929, pp. 1, 10-12.)

1930

"The year 1930 was markod by reduced demand for bank cred-
it from trade and industry and by deoreasing commodity pricocs
and money rates, all characteristic of a period of declining
activity in business. In these circumstances the Federal re-
sorve systom pursued a policy of monetary case. This policy
was expressed through the purchase at intervals of additional
United States Government securitics and in progrossive reduc-
tions of roserve bank discount and accoptance ratoses.

"While discounts for all member banks wore at a low levol
throughout the year, banks in the finanoial centers wore prac-
tically out of dobt during a considerable part of the year,
This low lovel of indebtednoss at the resorve banks was an in-
fluonce in tho direction of casier moncy conditions, whioh
wore reflocted in lower rates both on open-markot paper and
on loans made by banks to their customers.®

(Annuol Roport for 1930, pp. 1, 3.)

1931

"During the first nine months of the year the Federal
reserve system pursued a polioy of further easing credit
conditions through reductions of rates and through open-
market operations. In the autumn of the year, when, following
upon the suspension of gold payments in England, the system
wa.s subjected to heavy withdrawals of gold from abroad and of
currency for hoarding in this country, it met these demands
freely by discounting paper for member banks end by the pur-
chase of acceptances in the open market."

(Annual Report for 1931, p. l.)

1932
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"During 1932 the Federal Reserve System continued to
pursue the policy of monetary ease which it had followed sinoe
the boginning of the depression. This policy wes expressed
through the purchase of United States Government securities
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in the open markct ond through the roduction of rates charged
for discounts and for accoptances... After tho passage of tho
Glass~Stoagall Act on Fobruary 27, 1932, the Federal Reserve

Systom pursuod a policy of large-scalo open-market purchascs

of Unitoed States Government obligations, which carried their

total to $1,850,000,000 on August 10, a lovel that was main-

tained throughout the rost of the yeares.

"The increase in excess reserves of member banks after
February 1932 was accompanied by further easing of the money
markét... Money rates usually tend to decline during a depres=-
sion, because the low level of business activity results in
diminished demands on the commercial banks for current finan-
cing and in an increase in their reserves through the return of
currency from circulation. During the depression that began in
1929, however, member banks werc under the necessity of meeting
foreign demands for gold and domestic demands for currency,
both developments which would have tended toward the tighten-
ing of donditions in thoe moncy market, had it not been for the
fact that the Federal Reserve System through purchases of
United States Governmont seccurities enabled member banks to
moet these demands and at the samo time to reduce their in-
debtedness to the Reserve banks and to build up a considerable
volume of reserves in oxcess of legal roquiromonts. At the
ond of 1932 short-term money rates wore at record low levels,
but low rates did not oxtend to the long-term markets, whereo
yiclds on long-torm issues, oxcopt those of the Unitod States
Governmont; continuod high and flotations of new capital issues
wore small.”

(Annual Roport for 1932, pp. 10-11, 15-16,)

1933
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"Throughout tho poriod of tho depression the Fedoral Ro-
sorve Systom lont its support to efforts to countoract defla-
tionary forccs emd to facilitate oxpansion of business activity.
With this ocnd in view the System pursued a policy of reducing
its discount and opep-markot rates and of purchasing United
States Government securities in the opon market, thereby plac-
ing a large volume of reserve funds at tho disposal of mcembor
banks...

"Open-market operations in 1933 may be deseribed as having
been conducted primarily for the direot purpose of building up
excoss rosorves of tho member banks with a view to further
casing conditions in the money market and encouraging the banks
to adopt more liberal lending and investing policios and so to
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facilitate the roecovory of businesse.ss It is diffiocult to

say what the course of the deprcssion would have been had

the Federal Reserve System not pursuod a policy of liberal
open-market purchases, which at first helped the banks to
meot cextraordinary demands upon them and later to build up
excess roservos to an unprecedented level. This policy,
togethor with the concurrent roduction in discount rates,

wes an important factor in the goneral decline of money rates
to extreme low levels. Commorcial paper, which at the open-
ing of 1930 was at a 5 porcont level, had declined by the end
of 1933 to 1-1/2 per cent. Bankers! accoptances declined
from 4 porcent to five cighths of a perconte The call monoy
rate doolined from 6 to 1 percont, Ths ratec on Treasury
certificates doclined from 3-1/% to one fourth porcent, and
average rates charged by barks in leading citios to thoir
commercial customers deeclined from about 6 to 4-L/2 percontes.

" roview of open-market operations by the Federal Re-
sorve Systom during the 4 yoars indicates, therefore, that the
placing of reserve funds in tho market through the purchase
of Unitod States Govornmont sccuritics has been an effoctive
moans of prevonting exceptional demands upon the member banks
from tightoning the credit situation and that these funds
have been a poworful mecons toward the establishment and main-
tonance of oase in the short-term monoy markete. Although the
abundant credit providod was not effoctively employsd by buse-
incss, it would appear that the maintonance continuously of
a substantial volume of excess reserves through open-market
purchases helped to arrost a powerful deflationary movement
and croated conditions propitious to business rocovery."

(Annual Roport for 1933, pp. 17.18, 20-21.)

1934

"Dovolopments in 1934 wore all in tho direction of casier
credit conditions. The expansion in oxcess reserves during
the year, which was caused chiefly by gold imports, was not
accompanied by an increase in bill or security holdings of the
Foederal Reserve banks that could be sold for the purpose of ab-
sorbing the excess reserves, if that should become desirable.
With this limitation on the System's power to reduce member
bank reserves by the sale of assets in the open market, the
System's ability to restrict credit expansion, if it should
bocome excessive, rests chiefly on new powers conferred upon
it by rocent legislation. Among these are the power in an
emergency end with approval of tho Preosident to raisc rsserve
roquiroments of member banks, provided in tho act of May 12,
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1933; authority to rostrain speculativo activities of member
banks under difforent provisions of tho Banking Act of 1933;
and control of margin requiremonts on scourity loans by
brokers and by banks, granted by the Sccurities Exchange
Act of 1934,"

(Annual Roport for 1934, pp. 1-2.)

1935
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"Podoral Reserve policy during 1935 continuod to be
dirccteod toward monetary easee...

"In viow of tho largo and growing volume of oxcoss rosorvos,
no further action dircotod toward obtaining casior monoy con-
ditions was noccssary during 1935, On the contrary, the con-
tinucd growth of oxcoss roesorvos raisod the quostion of taking
measurcs to roduco thom...

"In the latter part of the year the Board gave frequent
consideration to probable future changes in the volume of ex-
cess reserves, to possibilities of excessive credit expansion
on the basis of these reserves, to methods of reducing the
reserves and controlling credit expansion, and to the proper
timing of such action. After a moeting of the Board of Governors
with the Pederal Opon Market Committee on December 17 and 18,
at which these matters were considored, the Board and tho Come
mittoe issued the following statemeént:

The Board of Governors of tho Fedoral Reserve System
and the Fodoral Open Markot Committec have givon extended
considoration to the genoral business and credit situation
ond to the recommendation of the Foderal Advisory Council
and are of the opinion:

l. Thot continuod improvemont has boon made in
businoss and financial conditions ‘but that tho country
is still short of a full rocovory.

2. That the primary objoctive of the System at tho
prosont time is still to lond its efforts to a furtherance
of rocovery.

3¢ That thorc is at tho present timec no ovidence
of ovorexpansion of busincss activity or of tho usec of
businoss oredit,
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4, Thot the present volums of member bank reserves,
which have been greatly increased by imports of gold
from abroad, continues to be excessive, far beyond the
present or prospective reguirements of credit for sound
business expansion,

Therefore, the special problem created by the
continuing excess of reserves has had and will continue to
have the unremitting study and attention of those charged
with the responsibility for credit policy in order that
appropriate action may be taken as soon as it appoears to
be in the public intercst."

(Annual Report for 1935, ppe 2-3.)

1936
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"In order to chenge a part of the excess reserves into
required reserves snd thus to eliminate the possibility of this
part of the reserves becoming the basis of an injurious credit
expansion, the Board on July 14 decided to cxsreise its power
under the Banking iAct of 1935 to raise membor bank reserve
roquirements..s *These excoss roservos have resulted almost
entirely from the inflow of zold from abroad and not from the
System's policy of cncouraging full recovery through the crea-
tion and maintenance of casy monoy conditions., This easy moncy
policy romains unchan~ed and will be continued...

"tThe present is an opportunc time for the adoption of
such o measure., While thero is now no oxcessive credit ex-
pansion, since the oxeess resorves have not boen utilized,
lator action when some member banks may have expanded thoir
loans and invoestments and utilizod their excess roserves
might involve the risk of bringing about a severc liquidation
and of starting a doflationary eyecle. It is far better to
Btorilize a part of those superfluous resorves while they arc
§till unused than to permit a credit structure to be erccted
upon them and thon to withdraw the foundation of the structure...

"#In the lizht of recont oxperiocnce and in view of the fact
that aftor the increase in requirements goes into effoct member
banks will still have approximately $1,900,000,000 of excess
resorves, the Board is convinced that this action will not af=-
fect easy monoy coxditions now prevailing. It does not consti-
tute a roversal of tho ensy monoy policy which has been pursued
by the System since the beginning of the deprossion. Rather
it is an adjustment to a changod rcserve situation brought-
about through the oxtraordinary inflow of gold from abroad.
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"¥Tho prevoiling level of long-time intorest rates, which
has beon an important factor in the revival of the capital mar-
kot, has boon duc principally to the large accumulations of idle
funds in the hands of individual and institutional invostors.
The supply of irvestment funds is in oxcoss of the demand. The
increasoc in resorve requircments of momber banks will not dinin-
ish tho volume of deposits held by these banks for thoir custome
ers and will, thorefore, not diminish the volume of funds esvail-
ablo for investmont. Tho maintonance of an adequato supply of
funds at favorable ratos for capital purposes, including mort-
gages, is an important factor in bringing about and sustaining
o lasting rocovory.'"

(August 1936 Bulletin, pp. 613-614.)

"During 1936 the Federal Reserve System, as reconstituted,
continued to pursue the policy of monetary ease which had been
in effect since the begimning of the depression, and money
wos available in abundance at the lowest rates of interest the
country has knowne.. In July 1936 and agein in January 1937
the Board of Governmors took action to increase reserve requirce
moents and thercby to eliminato a large part of tho oxcess re-
sorves that had accumulated. The combined effect of thesc two
actions of the Board was to double the reserve rcquirements
of momber banks. Thus the power conferrod upon the Board
by tho Banking Act of 1985 to incroase reserve requircments
for tho purpose of provonting injurious crodit expansion was
fully utilized.

" eedMonoy ratos declined almost continuously from 1929
to 1935, with briof intorruptions in tho autum of 1931, whon
England and a number of othur countries suspendod specio pay-
ments and gold was leoaving this country in large volume, and
again during the banking crisis én 1933, From the middle of
1934 to the end of 1936 rates in the open market on short-
term paper were extremely low and showed little change, and
rates charged customers by banks in leading cities and bond
yields continued to decline in 1935 and 1936,

"Rates on bankers' and Treasury bills were generally
below L/4 of 1 percent from the middle of 1934 through 1936.
The lowest level reached by bankers' acceptances before 1930
was 2 percent in 1924, The rate on call loans with stock
exchange collateral, until recent years the most important
open-morket rate, declined to 1/@ of 1 porcent in 1935, but
was fixed in May 1936 at 1 porcent. Thore were only six scate
tered yoars in the period from 1890 to 1930 when this rate
averaged below 2 percent and in only ono month did it average
loss than 1 percent. Opon-market commeraial paper, which
for more than half a century has boen o popular medium for
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investmont of short-term funds by country banks, was at a
ratec of -3/4 of 1 porcent from oarly in 1935 until early
in 1937. The lowost quoted commercial paper rate prior to
1930 was 3 percont in 1924,

"Pricos of bonds continued to rise in 1936, and yields on
high-grade long~-term bonds, which woere at the lowost lovels
sinco tho ocarly years of this century, declined further.
Long~term United States Government bonds sold in the latter
half of 1936 on a yield basis of less than 2-1/2 percent.

The lowest level reached by these bonds in the twenties was
3-1/4 per cent, Pre-war rates are not comparable because
most United States Government bonds then bore the ciremlation
privilege, which was at that time of considerable value. The
highest-grade corporate bonds sold in 1936 on a yield basis of
3 to 3-1/4 percent, compared with a low level for the twenties
of 4 to 4-1/2 porcent and with 3-1/4 to 3-1/2 porcent in the
years around the turn of the contury.

"Low money rates proevailing in rccent years werc the rosult
of the large supply of funds sccking profitable use and the
small demand from accoptablo borrowerse Excess reservos of banks
wero tho principal factor of supply in tho short-term market end
woro also an important influcnce in tho deeline in long-term
ratos. Tho abundant supply of available funds, togothor with
tho small demand for loans, encouraged banks to buy large
amounts of socuritios, particularly United Statos Government
oblizations, and bank holdings of sccuritios worc the largost
on record not only in total amount but also in proportion to total
bank assets,

"The abundant supply of invostmont funds held by others than
bonks was also a factor in the low yiclds on long-term obliga-
tions. Insurence companics, othor institutional investors,
corporations, and individuals have in rocont years held a
large volume of idlo doposits awaiting investment. Continued
business rocovery and improved corpornte earnings to some
extent cencouragod active investmont of those funds. Many
investors, holding idlo funds aweiting the roturn of what they
would consider as normal interest rates, gradually began to
put funds to use at prevailing rates,"

(Annual Report for 1936, pp. 1, 29-30.)

1937
"During 1937 thc principal objectives of Federal Rosorve
policy wore to assurc tho continued availability of bank crodit
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at low rates for curront requiromonts of busincss and at the
same time so to rogulatc tho available volume of mombor
bank rcesorves a&s to avoid the likelihood of injurious credit
oxpansion in the futuro."

(Annual Roport for 1937, pe 1)

Incroaso in rsservo roquircmints

"On January 30 tho Board ammouncod o further ineroasc in
the resorve rcquiromonts of mombor banks... 'This action com-
plotos thz use of tho Board's powor undor tho law to raise
rescrve roquircments to not moro than twice the amount prescribed
for momber banks in scetion 19 of the Fedoral Reserve dct,

¥1By its presont action tho Board eliminates as a basis of
possiblc credit cxpansion an cstimated $1,500,000,000 of oxcoss
rosorvas which &ro superfluous for tho presont or prospoetivo
noeds of commorco, industry, and agriculturo and which, in tho
Board's judgmont, would rosult in an injurious credit oxpansion
if permittod to bocomo the basis of o multiple oxpansion of
bank crodit. The Bsard costimetos that, aftor the full inceronso
has gonc into offoct, mombor banks will heve oxcess roserves
of approximetely $500,000,000, an amount cmple to finence fur-
ther rocovery and to maintain eaxsy monoy c:nditions. At tho
somc timc tho Foderal Roservo Systom will bo placod in a posi-
tion whore such reduction or oxpansion of mombor bank resorves
as mey be deomed in the public intorost may bo effected through
open-narkct operations, a moro floxiblo instrumont, botter
adaptod for lzseping tho reserve position of member banks
currently in closo adjustmont to credit ncedss..

"It is the Board's oxpoctation that, with approximotoly
$500,000,000 of oxcess resorves romaining with the banks,
ecrodit conditions will c-ntinuc to »o casy... The Board's
action doos not roduce the largo volumo of oxisting funds avail-
able for investment by depositors, and should not, therofore,
occasion an advence in long-torm intorest rotos or a rostric-
tive policy on the part of institutional and other invostors
in meoting tho noods for sound busincss, industrial and agri-
cultural oredit.'" .

(February 1937 Bulletin, pp. 95-97.)

Autumn ocasing

“Barly in August, total oxcess roscrves of member banks
worc in the noighborhood of §700,000,000, but, owing to sub-
stantial withdrawals of balances by country banks, cxcoss
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rosorves at New York City banks had declined to below
$50,000,000 as comparad with $200,000,000 in May. It ap-
poarod, thoroforo, th~t the New York banks night c¢xperience somo
pressure in mooting the autumm demands for currcncy ond for
credite.

"To avoid tho dovelopmont of such pressurc, oasing action
in tho rwney mearkot wos undortakon. Tho Board of Governors
in Soptembor roquested the Scerotary of the Treasury to roloaso
$300,000,000 from tho inactive gold account, and at the same
time tho Resorvo Systom announcod that it would stand reoady to
buy additional Govermnoent socuritios in order to meet tho ox-
pected soasonsl domands-on the banks for currency and credit
during the coming wcoks. The Board stated that the purposc of
this action was to maintain at mombor banks on aggrogate volune
of oxcess rosorves adoquato for tho continuation of the System's
policy of nonotary case for tho furthoerance of cconomic rocoverye
Tho action was in conformity with tho usuel poliey of
tho Systor: to facilitato thi: Fironeing of orderly
markoting of crops and of autunn trado, and together with the
roduction of discount rates at sovoral Federal Resorve benks
it placed tho membor banks in o position to moot readily any
incroased scasonal denands for credit and curroncy and contri-
buted to the continuation of oasy crodit conditionseee

"1Tho Board's approvel §of reduction in discount ratosd
was basod upon the viow that tho roduction of disc:unt rates
at this timc would assist in carrying out the Systen's policy
of monctary oeso and moke Foderal Reservo bank crodit roadily
available to member banks for the accommodation of cormmerce,
businoss and agriculturo, without encouraging momber banks
to borrow outside of thoir districts or to liquidato thoir
portfolios in order to be in a position to mest the nceds of
prosont or prospective borrsworsees

"tIt is the Board's view, theroforc, that at this timo
tho Foderal Resorvo Systom can bost discharge its public ro-
sponsibility and pronote theo eontinuance of recovery by making
it possiblo for mombor banks to obtain accormodation fronm
Federal Roserve banks at rates which will oncourage thon to
omploy their funds to mect the noods of agriculture, industry
ana cormorco.’

"1The Federal Open Market Committoc mot in Washington on
Scptembor 11 and 12 and reviowod the business and credit situ-
ation. In viow of the expected soasonal demands on tho banks
for currcncy and credit during the coming weoks the Comnittoe
authorized its Exccutive Coimittee to purchase in the opon
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market from time to timo sufficient amounts of short torm

U, S+ Governmont obligntions to provide funds to meot secasonal
withdrawals of curroncy fron tho banks and othor seasonal
roquiroments. Roduction of tho additional holdings in the opon
market portfolio is contemplated when tho soasonal influonces
are roversod or other circumstances mako their rotontion un=~
necessary.

"tThe purpose of this action is to maintain at member
banks an aggregate volume of excess reserves adequate for the
continuation of the System's policy of monetary ease for the
furtherance of economic recovery.

"1As a further means of making this polioy effective, the
Open Market Committee recommended that the Board of Governors
of the Federal Reserve System request the Seoretary of the
Treasury to release approximately $300,000,000 of gold from the
Troasury's inactive account. The Board of Governors acted upon
this recommendation and the Secrotary of the Treasury agreed
to release at.once the desired amount of golds This will place
an equivalent amount of funds at tho disposal of the banks and
corrospondingly increase thoir available reserves.

"1This action is in conformity with the usual policy of
the Systom to facilitate tho finanoing of orderly marketing of
crops and of autumn trade. Togethor with the reocent reductions
of discount rates at the sevoral Federal Resorvc banks, it will
onable tho banks to meet readily any incrcasod seasonal demands
for credit and currency and contribute to the continuation of
casy crodit conditions.!

"Tho Committoo had given full consideration to genoral
business and credit conditions and it was tho genoral feeoling
that tho oxisting volume of execss rosorves was abundant for the
continuance of casy crodit conditions and for mocting the oredit
requirements of commercce, busincss and agriculture, that in the
light of oxisting business and credit conditions offcetive
action to mcot ard ovorcome the presont business reccssion should
be taken outsido tho field of the System's various monctary
powors, and that tho System could best contribute to the further-
anoc of economic recovory by boing propared in case of any change
in conditions to act promptly in pursuance of the genoral objec-
tivos sot forth in tho resolution."

(Annual Report for 1937, pp. 9, 203-206,219-220)
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"In considering tho problem.of reserves at this timo tho
Board wishes to omphasize that the long-viow problom created
by the oxisting largo volumo of bunk doposits end bank roservos
is distinet from the immediato problom of making ample bank
crodit available for the expansion of business from current
lovels,

"In rocent years it has been the policy of tho Govormmont
and of ‘tho Fodoral Roserve Systom to oncourage the cxponsion of
crodite This has constituted thoe so~called policy of monetary
easc, which has becn diroctod at kcoping banks supplied with an

abundant volume of roservos, so as to oncourage them to oxpand
their loans and investmonts. This policy has been ono of the
footors in the creation of tho existing large volumo of doposits
in tho hands of businoss ontorprisos and of individual and cor-
poratoc investors, and has resulted in reducing interest rates

to the lowest lovols in history. It has beon roflocted in a
decline in the ecarryins chargos on mortgage debt for farmors
and urbon housoholders, has cneblod many corporations to rofund
their dobt at lower rates, ond has lightonod tho cost of cur-
rent financing to commerce, industry, and agriculturc.

"Nor is thorec any immodiate reason for considering a ro-
versal of this pelieye. Thero is nothing in the prosont monctapy
or banking situation that would point to a proximate danger of
injurious crodit oxpansion. It is in such o poriod as this,
howover, whon thero is npo coll for quick action to meet omorgoncy
situations, that probleoms that mey arise in the future should be
analyzod and the cfficicncy of existing machinoery appraiscd.

"It is from this point of viow that tho Systom's oxisting
powars to absorb excoss rcesorvoes should bo considorcds Mombor
barks at presont have oxcess roserves of $3,600,000,000, and
this total may be doubled in tho futurce To absorb these re-
sorves the System has tho power to raise roserve requircments
by $800,000,000 and to make sales out of its portfolio of
United States Government obligations, which amounts to 52,560,-
000,000, Tho uso of these availablo moans of absorbing rosorves,
to the cxtent that it may be in the public intorost to do so,
would still leave thc banks with a volume of oxcoss reserves
upon which ‘it would be possiblc for an injurious credit cxpansion
to dovelop.

"The ability of thc banks groatly to oxpand the volume of
their crodit without resort to the Federal Reserve banks would
make it possible for o spceculative situation to zot undor woy
that would be beyond the powor of the System to check or control.
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Tho Rosorvo Systom would, thoreforec, be umable to dischargo
tho responsibility placod upon it by Congress or to porfornm
tho sorvice that the country rightly oxpecets from ite.

"In view of this situation thc Board has doemod it its
duty to point out to Congross tho prosont and prospectivo
rosorvo position of our banking systom and tho limitations
on the powers of tho Systom to rogulato ita...

"This action ¢ roduotion in roserve requiremonts in

April 1938) had been agreed upon by the mombers of tho Board
as o part of the program anmnounced by thoe President of the
United States on April 14, 1938, for the oncouragomoent of busi-
ness rocoverys - £lthough thero had boon excess reserves in
amounts oonsidored ample to moot all probable noceds of agri-
culturoc, commerce and business, tho volumc of businoss activity
had declined with such repidity as to produce injurious defla-
tionary offocts upon commodity prices, tho capital market, and
industry gonor:lly. In those circumstances and in viow of the
other stops proposed to be taken in tho Governmont's progrom for
encouraging businoss rocovory, tho Board decided that a roduction
in reserve roquiroments of momber banks might be helpful, as a
part of a concorted effort by tho Govermmont to carry out the
purposces of this program, by assuring the continued availability
of ample funds for mooting busincss requircmonts and thereby
proventing injurious eredit contraction."

(Annual Roport for 1938, pp. 21-22, 73=74.)
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