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REVIEW OF THE MONTH

On November 21 Chairman Eccles issued
the following statement:

"The Board of Governors of the Federal
Reserve System met during the week with

the Federal Advisory Coun-
Statement by c i l a n ( j l a t e r w i t h t h e p r e s i .
Chairman Eccles , « , , - . , ^ -r̂

dents of the Federal Reserve
banks. In addition, there was a meeting of
the Federal Open Market Committee.

"In the course of these meetings, the busi-
ness and credit situation was fully reviewed.
Particular attention was given to the fact
that since the Board's action last July in rais-
ing reserve requirements, there has been a
continued and substantial increase of mem-
ber bank reserves, resulting principally from
a further large inflow of gold from abroad, so
that member bank reserves are once more far
in excess of legal requirements and of present
or prospective needs of commerce, industry
and agriculture.

"Those charged with responsibility for
credit and reserve policy are now giving care-
ful consideration to the various problems
raised by the effects of these reserves with a
view to taking such action at such time as ap-
pears to be necessary in the public interest/'

On July 14, when the decision to increase
reserve requirements of member banks by 50
percent was made, excess reserves were $2,-
900,000,000; on August 15, after the increase
in reserve requirements had come into effect,
excess reserves were reduced to $1,800,000,-
000. After that date total reserves of mem-
ber banks increased by $600,000,000, and ex-
cess reserves on November 25 were $2,200,-
000,000, notwithstanding a considerable
growth in required reserves caused by an in-
crease in member bank deposits.

The most important influence in this ex-
pansion of reserve funds was the addition of
approximately $500,000,000 to the monetary
gold stock. The movement of gold to the
United States has continued during the past
two months while the new currency arrange-
ment has been in operation.

Considerable light is thrown upon inter-
national movements of gold in the past two

years by the information
Publication of data on foreign exchange trans-
on international actions and international
capital position ot
United States capital movements for the

period January 2, 1935, to
September 30, 1936, which was released by
the Treasury on November 27. The data re-
garding capital movements are reported to
the Federal Reserve banks by banks and
security brokers on a weekly basis and
cover short-term foreign assets and liabilities
and the movement of funds into and out of
the country in security transactions. The
data are classified according to type and to
the foreign country or area to which they
pertain. Data regarding spot and forward
foreign exchange transactions, also classified
according to country and area, are reported
by banks. It is intended to publish similar
data by weeks once a quarter.

The transfers of gold to the United States
since the end of September reflect in part the

usual seasonal influences, but
Foreign chiefly the heavy movement

of capital from abroad into
American securities. Although

the volume of this movement was unusually
large during the six weeks following the in-
auguration of the new currency arrange-
ment, the chart shows that it had been pro-
ceeding almost without interruption since
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April 1935. From that date to the end of
September 1936 foreigners put $640,000,000
on balance into American securities, most of
the orders coming from England and the
gold-bloc countries. If this be combined with
subsequent acquisitions and allowance be
made for rising security prices, the invest-
ments of foreigners in this country since
April 1935 may now have a market value of
$1,000,000,000.

SECURITY PURCHASES BY FOREIGNERS-NET

IILL1ONS OF DOLLARS

800

American S e c u r i t i e s ^ ^ " ^ ^

^ ^ ^ ^
Foreign Securities....****

,

1935 1936

Net purchases of securities from Americans by foreigners as
reported by banks and brokers in United States, cumulated
weekly from Jan . 2, 1935.

The greater part of what foreigners now
hold here, however, was acquired before the
depression. The Department of Commerce,
largely on the basis of a census of foreign
holdings, estimated foreign investments in
this country at the end of 1935 as follows:

FOREIGN LONG-TERM INVESTMENTS IN THE UNITED
STATES, DECEMBER 31, 1935

[In millions of dollars]

Common stocks (market value) 2,015
Preferred stocks (par value) 329
Bonds (par value) 607
Direct investments x (book value) 1,045
Other investments (various bases of value) .. 1,039

Total 5,035
*Data relate to 1934.

Allowing for subsequent investments and
broadly estimating the value of all stocks and
bonds at current market value, it appears
that foreigners may now have a long-term in-
vestment here of between $6,000,000,000 and
$6,500,000,000, of which readily marketable
stocks and bonds comprise perhaps two-
thirds.

As has been noted, most of this great for-
eign investment was acquired before the de-
pression—a substantial portion of it before
the war. Dutch investments in American
railroad bonds and British investments in in-
surance subsidiaries are examples of the older
type of investment. In the intervening years
foreign buying and selling transactions have
resulted in shifts of ownership and changes
in the securities held. During the war period
foreign holdings in this country were reduced,
but during the last decade the movement of
foreign funds has been prevailingly into,
rather than out of, American securities.
There appear to have been no sustained
foreign withdrawals from the American
security markets even during the early years
of the depression when confidence was at a
low ebb and prices were declining sharply.
While many foreigners were selling during
these years of world-wide unsettlement, they
could do so only at prices that would induce
potential purchasers to buy. At these low
prices foreigners as a group invested as much
in American securities as they withdrew.

Changes in private long-term foreign in-
vestment in the United States and American
investment abroad during the past decade are
shown in the table at the top of the next page.

American investments abroad have been
far more variable during the last decade than
foreign investments in this country. This
reflects the rise and fall of the market for new
foreign issues. In 1927 and 1928 new foreign
issues were floated in the United States at a
rate of well over $1,000,000,000 a year. By
1932 the new issue market had almost dis-
appeared. Americans had already begun to
sell back to foreigners large amounts of for-
eign dollar bonds floated in earlier years.
The chart above shows foreign buying of for-
eign securities in the United States during
the period for which the Treasury figures are
available.
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INWARD AND OUTWARD MOVEMENT OF INVESTMENT CAPITAL *

[In millions of dollars]

Year

1926 _
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936 (9 months)

Net
move-
ment
to or

from (—)
United
States

- 6 0 2
—723
—662
— 137
—267

219
217
2 49

2 202
462
464

Movement of foreign capital to or
from (—) United States

Total

93
139
526
374

61
53

- 5 6
137

- 1 3
344
317

Amer-
ican

stocks
and

bonds

126
181
526
435
119
94

—5
180

0
335

3 317

Direct
invest-
ments

32
28
70
16
19
9

- 1
7

12
24

(4)

Redemp-
tion and
sinking

fund
account

- 6 5
- 7 0
- 7 0
- 7 7
- 7 7
- 5 0
- 5 0
- 5 0
- 2 5
- 1 5

(3)

Movement of American capital to or
from (—) foreign countries

Total

695
862

1,188
511
328

- 1 6 6
- 2 7 3

48
- 1 8 5
- 1 1 8
- 1 4 7

Foreign stocks
and bonds

New
issues

999
1,201
1,111

631
822
212

27
10
0

44
9

Other

- 1 7 1
- 2 4 1

110
- 1 2 1
- 4 4 6
—312
- 1 6 0

120
- 1 0 5

50
3 - 1 5 6

Direct
invest-
ments

189
206
328
277
202
191
32
41
34

- 2 7
(4)

Redemp-
tion and
sinking

fund
account

- 3 2 2
- 3 0 4
- 3 6 1
- 2 7 6
- 2 5 0
- 2 5 7
- 1 7 2
- 1 2 3
- 1 1 4
- 1 8 5

(3)

1 Excluding payments on intergovernmental debts. Department of Commerce figures 1926-1935.
2 Including arbitrage transactions not shown in following columns.
3 Transactions on redemption and sinking fund account included with net security purchases.
4 Figures not available.

As a result of the maintenance of the for-
eign investment position in this country and
the withdrawal of Americans from invest-
ments abroad the United States shifted in
1931 from a lender of private long-term cap-
ital on balance to the world—a position it had
occupied almost without interruption since
the war—to a net importer of such capital.
The first column of the above table shows that
this change in the country's international
capital position has been accentuated in the
last two years.

The international shifts of bank deposits
and other short-term funds since 1929 have

been in general far greater
International than the movements of long-
balances111 term capital. Annual figures

for the period 1930 to Sep-
tember 1936 covering the movement of for-
eign and American balances are given in
the table in the next column. The yearly fig-
ures are taken from Department of Com-
merce reports; those for the first nine months
of 1936 are from the records compiled by the
Federal Reserve banks for the Treasury.

The net outflow of short-term funds in the
period 1930 to 1933 amounted to $2,000,000,-
000 compared with a net inflow of American
and foreign long-term capital of $200,000,-

000. Foreign balances in the United States,
which exceeded $3,000,000,000 in 1929, were
reduced by $2,500,000,000 in the next four

MOVEMENT OF INTERNATIONAL SHORT-TERM
BANKING FUNDS

[In millions of dollars]

Year

1930
1931
1932_
1933
1934
1935
1936 (9 months )

Net
inflow
or net
outflow

- 4 8 5
- 7 0 9
- 4 0 9
- 4 1 2

192
970
390

Inflow or
outflow

(-)of
foreign

balances

- 3 0 0
- 1 , 2 7 2

- 5 9 5
- 3 8 3

86
606
296

Inflow or
outflow

(-)ot
American
balances

-185
563
186
-29
106
364
94

years. This reduction, however, did not re-
sult in any substantial export of gold over the
period as a whole. Part of the foreign short-
term balances were utilized to pay for new
foreign investments at long term in the
United States and for the repurchase from
Americans of long-term investments abroad,
and another part went to repay American
short-term claims on foreign countries, which
were reduced by $500,000,000 during the
period. The balance of foreign funds held in
the United States was largely required to pay
for a continuing surplus of merchandise ex-
ports from the United States and the service
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on American investments in foreign coun-
tries—items that were only partially covered
by expenditures of American tourists, im-
migrant remittances, and other international
revenues. The major items in the inter-

NET BALANCE OF INTERNATIONAL PAYMENTS OF THE
UNITED STATES

[In millions of dollars]

Items

Merchandise and service items..
Long-term capital
Short-term capital.
Silver*
Gold

Miscellaneous items and residual..

Net receipts (+)
or payments (—)

1930-33

+1,135
+218

-1,988

+60

+575

1934-
Sept. 30,

1936

P +650
+1,128
+1, 657

-569
-3,644

+778

p Preliminary
i Included with merchandise and service items in 1930-1933.

national balance of payments of the United
States for the periods 1930-1933, and 1934 to
the end of September 1936, are shown in the
above table, largely drawn from Department
of Commerce data.

CAPITAL MOVEMENT TO UNITED STATES-NET
MILLIONS OF DOLLARS
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Figures cumulated weekly from Jan. 2, 1935. Movement in
balances represents net transfer of American and foreign short-
term funds to United States from abroad as reported by banks in
United States. Movement in security transactions, in which
allowance has been made for changes in brokerage balances, rep-
resents net purchases of securities from Americans by foreigners
as reported by banks and brokers in United States.

Since 1933 the short-term capital move-
ment has been sharply reversed, and the con-
tinued inflow of long-term capital has been
supplemented by an even larger transfer of
balances from abroad. The chart shows this
movement for the period during which the
Treasury figures are available. Some of these
short-term funds have come to the United
States in a comparatively steady flow since
revaluation, but a far larger part has been re-
ceived at intervals in sharp movements, usu-
ally associated with a financial or a political
crisis in the former gold-bloc countries—
France, Switzerland, and the Netherlands.
Great Britain and other European countries
have been affected by these developments as
well as by international uncertainties in
Europe.

At the end of September 1936 short-term
balances held by foreigners in the United

States amounted to $1,460,-
000,000, an increase of nearly
$1,000,000,000 since the end
of 1933. The movement of

total balances and balances by countries for
the period for which the figures have been
made public is shown in the charts on the
next page. French Dutch, and Swiss balances
on September 30, 1936, totaled $390,000,000,
the bulk of which was acquired since the
end of 1933. This inward movement of funds
was associated to an important degree with
financial crises in the gold-bloc countries,
though also influenced to some extent by the
unsettled international situation in Europe.
While readjustment of the currencies of the
gold-bloc countries has been followed by some
return of hoarded funds and capital from
London, uncertainties abroad continue and
gold-bloc balances in the United States have
been little reduced since September.

The inflow of British balances from the
end of 1933 through September 1936 was
$230,000,000, or nearly a quarter of the total
increase in foreign liabilities. The gold-bloc
difficulties, through their influence upon the

Increase in
foreign balances
since 1933
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forward exchange market, were an important
factor in this movement, since the transfer of
French and other funds to London raised
the spot rate for sterling to a higher level

SHORT-TERM FOREIGN ASSETS AND LIABILITIES
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Weekly figures representing banks' own accounts and accounts
handled on behalf of customers.

than operators in the forward market were
willing to accept as permanent. In anticipa-
tion of a subsequent decline, the rate on ster-
ling for future delivery was quoted substanti-
ally below the spot rate. This permitted Brit-
ish and other holders of sterling to transfer
their funds to New York at a profit, inasmuch
as sterling sold at the spot rate could be re-
purchased for future delivery at a rate so
much lower that the loss of interest in Lon-
don was more than offset. Funds also were
transferred from London to New York in
substantial volume during the international
tension over the Italian-Ethiopian hostilities.

At the end of September British balances in
the United States totaled $295,000,000. Re-
cently there has been a return movement of
British balances. This has accompanied a re-
duction in the discount on forward sterling
and some firming of interest rates in London.

Other European and non-European coun-
tries have increased their balances in the
United States by $420,000,000 since 1933, of
which about three-quarters was for account
of non-Europeans. For the most part the in-
crease in these balances has been steady, in
contrast to the series of sharp inward move-
ments from Great Britain and the gold-bloc
countries followed by periods of moderate
withdrawal. The regular manner in which
the balances of other European and non-Euro-
pean countries have been built up suggests
that these funds, which aggregated $780,-
000,000 at the end of September, represent
to a large extent an accumulation of working
balances customarily employed on foreign
money markets. The special factors which,
in recent years, have rendered other money
centers unattractive to such funds, have re-
sulted in their concentration in New York.
While the return of more stable monetary
conditions may stimulate some redistribution
of these funds among the leading money mar-
kets, an expansion of world trade should in-
crease the working balance requirements of
other countries which, in recent years, have
increased their funds in the United States
for other reasons.

The reduction in American balances abroad
since 1933 amounts to $625,000,000, if tem-
porary loans on gold in transit are eliminated.

Of this total, $180,000,000
Return of was withdrawn from the
finTerilC9?3balanCeS London market and $65,-

000,000 from the gold-bloc
countries, largely in response to influences
already discussed. An amount in excess of
$250,000,000 represents the gradual liquida-
tion of frozen American claims on European
and Latin American countries where ex-
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change restrictions exist. The steady reduc-
tion in American balances abroad, except for
temporary loans on gold at periods of heavy
gold movements from Europe, is shown in
the first chart on the preceding page. This
inward movement of American funds has ac-
centuated the effect upon the exchange mar-
ket and upon member bank reserves of the
great flow of foreign capital to the United
States in recent years.

Appointment of First Vice President of the Federal
Reserve Bank of Minneapolis

Effective November 19, 1936, Mr. 0. S.
Powell, who was serving as Vice President,
was appointed First Vice President of the
Federal Reserve Bank of Minneapolis.

Erratum in Federal Reserve Bulletin for November

On page 852 of the BULLETIN for Novem-
ber 1936, first paragraph of the second col-
umn, seventh line, the new parity of the
Italian lira should be $0.05263 instead of
$0.5263.

INCLUSION OF ADDITIONAL COUNTRIES IN THE
INTERNATIONAL CURRENCY ARRANGEMENT

On November 24 the following statement
was issued by the Treasury:

"By authority of the President the Secre-
tary of the Treasury announces that as a
further step in the direction of international
monetary equilibrium arrangements have
been made to give effect to the desire of the
Governments of Belgium, The Netherlands
and Switzerland to cooperate with the Gov-
ernments of the United States, Great Britain
and France in accordance with the principles
of the tripartite declaration of September
25, 1936.

"The Belgian Government notified the
United States of its adherence to these prin-
ciples on September 26. Similar declarations
of adherence have now been received from
the Governments of The Netherlands and
Switzerland.

"The Governments of the United States,
Great Britain, and France welcome the dec-
larations of the Governments of Belgium,
Switzerland and The Netherlands expressing

their adherence to the principles stated in
the tripartite declaration of September 25.

"Arrangements have been made by the
United States Treasury for gold transactions
on a reciprocal basis with these three coun-
tries. These arrangements are given effect
by public statements of the Secretary of the
Treasury which are annexed hereto:

"(1) A statement supplementing the
statement of the Secretary of the Treasury
dated October 13, 1936, with respect to recip-
rocal transactions in gold with certain coun-
tries, and withdrawing the statement of
January 31, 1934, relating to the sale of gold
for export;

"(2) A statement naming the countries
of Belgium, The Netherlands and Switzer-
land as complying with the conditions of the
statement of October 13 as supplemented by
the above statement.

"In addition to the statements to which
reference is made above, copies of communi-
cations from the Governments of The Nether-
lands and Switzerland are made public here-
with.

FIRST STATEMENT

"Supplementing the announcement made
by him on October 13, 1936,1 relating to the
sale of gold for export, the Secretary of the
Treasury states that (hereafter, and until,
on twenty-four hours' notice, this statement
of intention may be revoked or altered) the
United States, in addition to sales of gold to
the exchange equalization or stabilization
funds of foreign countries, will also sell gold
for immediate export to, or earmark for the
account of, the treasuries, or any fiscal agen-
cies acting for or whose acts in this connec-
tion are guaranteed by the treasuries, of
those countries whose treasuries or fiscal
agencies so acting or guaranteed are likewise
offering to sell gold to the United States, pro-
vided such offerings of gold are at such rates
and upon such terms and conditions as the
Secretary may deem most advantageous to
the public interest. The Secretary announces
herewith, and will hereafter announce daily,
the names of the foreign countries complying
with the foregoing conditions. All such sales
of gold by the United States will be made
through the Federal Reserve Bank of New
York, as fiscal agent of the United States,
upon the following terms and conditions
which the Secretary of the Treasury deems

1 See BULLETIN for November, 1936, p. 852.
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most advantageous to the public interest:
"Sales of gold will be made at $35 per fine

ounce, plus one-quarter per cent handling
charge, and sales and earmarking will be
governed by the Regulations issued under the
Gold Reserve Act of 1934.

"The Secretary further announces that
his statement of January 31, 1934,2 relating
to the sale of gold for export, is accordingly
withdrawn.

SECOND STATEMENT

"The Secretary of the Treasury today
named the following additional countries:

Belgium
The Netherlands
Switzerland

as complying with the conditions specified in
his press release of October 13, 1936, as sup-
plemented by his press release of November
24, 1936, for the purchase of gold from the
United States for immediate export or ear-
mark.

NETHERLANDS COMMUNICATION

"Royal Netherland Legation
Washington, D. C.
November 21, 1936.

No. 3775
"Sir:

"Acting upon instructions of the Minister
of Foreign Affairs of the Netherlands I have
the honor to inform Your Excellency of the
following declaration made by my Govern-
ment:

" 'The Government of The Netherlands has
cognizance of the declarations by which the

2 See BULLETIN for February, 1934, p. 69.

Governments of France, Great Britain and
the United States have seen fit to express
their intention with regard to their monetary
policy and adheres to the general principles
stated in their tripartite declaration of
September 25, 1936.'

"I avail myself of this opportunity "to re-
new to you, Sir, the assurances of my highest
consideration.

(Signed) C.VAN BREUGEL DOUGLAS,
Charge d} Affaires a. i.

of the Netherlands.
"The Honorable R. Walton Moore,
Acting Secretary of State,
Washington, D. C"

Swiss COMMUNICATION

"Legation de Suisse,
Washington, D. C.

'Sir:
November 21, 1936.

"I have the honor to inform you that I have
been instructed by my Government to convey
to you the following:

" 'The Government of Switzerland has
cognizance of the declarations by which the
Governments of France, Great Britain and
the United States of America have seen fit
to express their intentions with regard to
their monetary policy and adheres to the
general principles stated in their tripartite
declaration of September 25/

"Accept, Sir, the assurances of my highest
consideration.

(Signed) MARC PETER,
Minister of Switzerland.

"The Honorable R. Walton Moore,
Acting Secretary of State,
Washington."
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