October 51, 1856,

Chairman Eccles The effect of an increase in
Loauchlin Currie bank loans on holdings of Government
securities,

Enclosed 4s a brief listing of the main factors bearing on the
future movements of bank loans and holdings of Government securities.
On balance the probabllities appear to be that the demand for accommoda-
tion by customers will not entail much liquidation of Govermments,
espaclally 4f the Treasury does not fund very much of the short-term
debt, The most important consideration thet points In the opposite
direction 1s the expansion of MAll otber loans® of reporting member
banks that has ocourred in the past year. I am wondering whether you
think it worthwhile to try to get more information on this expansion,
¥ithout making an elsborate statistical study you could pick up some
information by asking reserve bunks in those districts in which the
ma Jor expansion ocecurred to inquire of & few large member banks what,
in general, had been the nature of the increasej how far it arosge from
refinancing operations and the taking over of existing debt; and how
far from financing an actual increasge in production and inventories,
end how far from financing installment sales. The examiners might
also be directed to keep their eyes open and to mske inquirles along
the same linea,

It would be helpful if in the call reports we could get more
information on the classification of losns by purpose rather than by

fora,.
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The expansion in ®A11 Other Loans® of member benks which has
teken place in the pest yesr raises the guestion whether incressing
demande {or accommodaticn by customens may not resnlt im ligquidetion
of Governzent zecurities end pressurs on the Governmment bond merket
from this source.

At present excess reserves sre lurge encugh to permit dempnds
for losns to be mat without entailing the nceessity of liquidating
other sssets. It 1s to be expected, however, that we will eventually
return to what wos the normsl situatlon of no excess ressrves that
prevailed up to 1932, In this case incressed accommodetion of custom-
grs will entail either & totel expension of essets or a liguidation
of Government obligations. If it is thought insdvisable to permit
an expansion of circulating deposits it would s8til1l be possitle for
totsl bank aszets to incresse through an inecresse in ssavings deposits
end the capital end surplus of benks. Whether such expameion will
be sufficlent to supply the requirementa of locel borrowsrs depends
upon the magnitude of such requiremsnts, W®hile & definite answer
cannot be given, the followlng cbservations are pertinent to this
questions

1. The cash regsurves of American busine:ss &as & whole are prob-
ably in excess of 19:8,

2. The repugnance of the larger znd finsncially etrong corpora-

tiona to bank indebtedness noticeable in the *20%s was probably
intensified by the deprsssion.
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8. Higher morgin requirements will act as a check on the
expansion of securlty loans,

4. While resl estate loans will increase 1t 1s to be expected
that the bulk of this business will, &s heretofore, be handled by
non~bank lenders,

5. With a lower level of call loans than in the *20%s it is
to be expected that banks will rely more heavily on Governments to
satisfy their reguirements for liquidity.

6. If "A11 Other Loans® of member banks regein the level of
1929 this woulc mean an expansion of $6,268 million over the present
level,

T. Previous experience 1n this country. From June 1821 to
Juns 1928 the index of production rose from 65 to 106. In theosame
period national bank loans other than on sscurities and real estute
declined $607 million, &nd holdings of Government bonds increased
§570 million,

From June 1928 to June 1828 the Index of Production rose from
108 to 186, %A1l Othor Lotns" of reporting member besnks increcsed
by $1,40) million. Member bank holdings of United Stetes Governuent
securiiics inoressed by $320 million, In the ssme periocd the
Government debt outstanding decreszsed by $5,569 million.

In the past year "All Other Locns® of rejorting member banks
have shown & net increuse of $701 million,

8, Experience 1n other countries,

Holdings of Lozns snd Investments by Comiercisl
s oreis ountries

1929 JesL 1985
Dec.3] Dec. S1 Dec, 51

aneda

millicns of dollars)
Loans 2,288 1,660
Investments 448 €94

England

nmilliony of pounda)
Loans 982 908
Investments 267 297

weden

Enilliona of kronor)
Loans 5,208 5,598 2,762
Investments 395 411 6848
ﬂ Suly
2/ August
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8, Other factors besring upon the future movements of bank
holdings of Goveranments inciude the pollcy of the Government in retiring
the debt and in funding the short-term issues, In generzl the larger
the proportion of ghort-term lesues the larger will be the proportion
of the total debt held by commercial banks.
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