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MEMBER BANK RESERVES
by
E. A, Goldenweiser

Volume of excess reserves

Excess reserves of member banks are about $2,000,000,000 and are
likely to be about $2,200,000,000 before the end of the month., Further
increases of excess reserves are likely to be relatively small so long
ag the Treasury continues in effect its policy of absorbing reserves
arising from gold imports and production. The only two sources from which
additional reserves could come are the issuance of silver certificates by
the Treasury and return of currency from hoards. In the long run the amounts
involved may be substantial, but it is probable that the increase will not
be rapids On the other hand, there is not likely to be a considerable de-
crease in reserves, except for seasonal fluctuations, unless the recent
increase in the demand for currency continues. There is no reason to ex-
pect large gold exports in the near future.

Changes in situation since last summer

In considering the desirability of a further reduction ;n member bank
reserves at this time, it should be recognized that the situation-is not
the same as it was last summer. A substantial reduction in reserves at
this time would be more of a positive action and less of a merely precau-
tionary step than was the move in August. One difference is that the total
volume of excess reserves in prospect now is $2,200,000,000, while at that
time, with allowance for the abnormal volume of Treasury balances, it was
$3,500,000,000, While excess reserves are still large and widely distributed,

there would be somewhat more banks now that would not be in a position to
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meet an increase without some liguidation or borrowing. Action now
would, therefore, probably have some effect on short-time money rates
and might exert a retarding influence on the growth of bank credit,

Consideration bearing on desirability of action

In view of the difference in the situation, the question is: what
are the considerations that make further action at this time desirable
in the public interest?

Business conditions and prospects are not the same as last summer.
Recovery has proceeded farther and its momentum appears to be great.
Industrial production has increased rapidly, but has not kept pace with
th; demand for goods, with the consequence that a substantial volume of
unfilled orders has accumulated. Shortages of equipment and skilled labor
are appearing in certain lines, although there is still a large number of
unemployed. There has been & rapid rise in prices for two months and a
half, not only in farm products but also in industrial materials, which
had shown little change in price for three years. Increased buying accom~
panying greater industrial activity has been supplemented by buying of a
speculative nature and by foreign and domestic buying for armement purposes,
with the purchasers more concerned about promptness of delivery than about
price. The most important factor in the situation that may interrupt the
progress of recovery is in-the field of labor relations, with the possibility
of extended strikes in some leading industries. In general, developments
in production and prices indicate that some restraint in the rate of advance-
ment may be desirable for the purpose of having a sustained recovery.

Mr. Parry's opinion that the probable effect of en increase in regerve
requirements on stock market speculation would be in the public interest is

given in an attached memorandum,
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In the banking field there has been a definite and sustained increase
in commercial loans. This increase in itself.is to be welcomed, provided
the proceeds are not used for speculation, but it is not desirable to have
the banks malke unsound loans or investments or to have a further increase
in bank depositse. The volume of bank deposits is now as large as it has
ever been and the volume of demand deposits is larger by $3,000,000,000
than it was in 1929. A large volume of idle deposits is awaiting invest-
ment or other use and is adequate for financing a much larger volume of
business than is being done at the present time. It is clear that further
expansion of credit will carry a danger of inflation. A memorandum by
Mr. Longstreet on banking developments is attached,

The situation requires careful weighing of the evidence, It is not
likely that action would retard legitimate recovery, which has gained a
strong momentum, The principal point to be decided is whether by inaction
at this time the Board would incur the risk of a boom getting a sufficient
start to make control at a later time more difficult and less effective,

Time for action

Experience shows that monetary measures for maintaining business
stability are most effective when applied in the early stages of expansion,
Timeliness of action is the essence of the matter. When speculative boom
psychology prevails monetary restraints lose their effectiveness, and there
is no evidence that monetary methods alone can arrest a deflation when it
is under way, certainly not without support from Government activity. It
is, therefore, possible that this is the one time when by proper action
the Board may prevent the recurrence of a dangerous expansion with its con~

sequent collapse, In acting at this time the Board can do so with the
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definite assurance that it will not arrest recovery which is still far
from completes The upward surge of business is such at the present time
that there is little danger that it will be stopped or materially retarded
by the kind of action that the Board may wish to consider at this time,

What method should be adopted?

It would seem, therefore, that action to absorb member bank reserves
should be taken in the course of this month or early next month. The prob-
lem arises next whether this action should be in the nature of raising re-
serve requirements further, or of disposing of some of the securities in
the System'’s portfolio. It would seem that in the end both instruménts of
control will have to be used, With excess reserves of $2,200,000,000, and
a portfolio of $2,400,000,000 the System would have to sell all of its se-
curities before there would be any considerable amount of member bank in-
debtedness, and even if it denuded itself of all its holdings with a con-
gsequent complete loss of earnings the banks would still be essentially in-
dependent of the System, since the total volume of indebtedness would be
very small, Since both instruments will probably have to be used, and
certainly should be kept in readiness, it is merely a question of which

ingtrument should be used firste.

Advantages of reserve action first

The advantages of raising reserve requirements first have been dis-
cussed quite fully before. Briefly restated they are that adjustment of
reserve requirements should be made while it is still possible to do so
without putting too many banks into debt. As was said in the press state-
ment in August: "It is far better to sterilize a part of these superfluous

reserves while they are still unused than to permit a credit structure to
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be erected upon them and then to withdraw the foundation of the structure,"
It will be increasingly difficult from now on to raise reserve requirements,
if the present course of business continues.,, because banks would greatly
resent being placed in debt by what would seem to them to be an arbitrary
action of the Board in raising their requirements. Open~market operations
are much better adapted to such a situation, because their effects are in-
direct and are at first concentrated on the money market banks which under-
stand this practice and are in a better position to adjust their operations
to declining reserves, An additional reason why action on reserves is de-
sirable is that it reduces the ratio of expansion on the basis of existing
reserves. Prior to last summer'!s action every dollar of reserves could
support $12 of deposits. By this action the ratio was reduced to 1 to 8.
A further increase in requirements would reduce the ratio to 1 to 6., 4
smaller ratio of expansion simplifies the problem of credit control in a
period of upswing.

It would seem desirable to have the action taken at this time be of
a character that would not as yet constitute a definite reversal of policy
calculated soriously to tighten credit conditions, If reserve requirements
were raised, one could still say, as was said in July, that the action
"does not constitute a reversal of the casy money policy which has been
pursued by the System since the beginning of the depression, Rather, it
is an adjustment to a changed reserve situation brought about through the
extraordinary inflow of gold from abroad.® There has since that time been
a further inflow of $600,000,000 of gold and it seems desirable at this time
still to maintain that the System's easy money policy is not being reversed.

It would be much more difficult to meke that claim in case open-market sales
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were undertaken, It secms useful to maintain the distinction between
adjustment to & new reserve position and affirmative credit control,
This distinction was strongly emphasized last summer and ought not to
be abandoned.

Is flexibility of portfolio desirable?

There are some who believe that it is desirable to make some sales
out of the portfolio for the purpose of indicating that it is not a fixed
and unalterable amount. This argument seems to me to be entirely inconclu~-
sives I can see no advantage in abandoning the additional psychological
effect that would support open-market operations if they were understood to
signalize a change in policye Changes in the open-market portfolio just for
flexibility would seem to me to indicate a policy of ﬁot knowing one's own
minde The advocates of this policy, as a matter of fact, in most cases are
persons who would like to see large-scale action through the portfolio and
who advance the flexibility argument in an attempt to achieve their objective
gradually. It would seem to me that open-market action should not be under—
taken until the System is definitely prepared to reverse its .easy money policy,
to announce such a reversal, and to proceed with vigorous open-market opera- ‘
tions on & large scales At the present time, in view of the incompleteness
of recovery, the slow progress in the construction industry, and the continu-
ance of a large volume of unemployment, it does not seem that the time for
such a policy has yet arrived.,

Extent of desirable action

It is clear from the foregoing discussion that in my judgment an in-
crease in reserve requirements at this time is dedirable., The next question

is the extent of such actions In my opinion the increase should be by the
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full 50 percent of the original requirements, or by 33 1/3 percent of
the existing level, It does not seem desirable to have a smaller in=-
crease in reserves and leave a portion.of the power unused, The Board
announced last summer that "frequent changes in reserve requirements of
member banks should be avoided because they affect all bénks regardless
of their reserve position.” It would help a great deal if the present
action were accompanied by a statement that, since no further increase
in reserves through gold imports is now anticipated, there is no present
intention of asking Congress for additional powers to raise reserve re-
quirements and that, therefore, this particular uncertainty is removed
from the banking situations I am certain that the banks would prefer
such an action rather than have a part-way advance now with the possibility
of further action in the future hanging over them,

An increase in reserve requirements to the limits permissible under
existing law would still leave perhaps $700,000,000 of excess reserves,
or nearly as large an amount as was in existence in the autumn of 1933
when the System'!s open-market operations for the purpose of creating re-
serves were discontinued, There seems to be good logic in raising require-
ments to the point whore excess reserves would be at the level at which
open-market operations were dropped, so that a reversal of open-market policy
could begin at the point where the easing policy by that method was dis-
continued,

Effects on individual member banks

The effects of the action on individual member banks is summarized in the
following table and given in more detail by districts in the table at the ezid:z
of this memorandum, A discussion of the effects of the action on the position
of individual member banks by Mr, Piser and Mr., Thomas is attached,
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BANKS HAVING INSUFFICIENT FUNDS TO MEET INCREASE
OF 33 1/3 PERCENT IN RESERVE REQUIREMENTS
(Based on daily average figures for first half of November 1936)

Number of banks unable to meet

increage from

Amount by which increase for these
banks would exceed

Reserve Reserve Reserve Reserve
Class of bank Reserve balances balances |Reserve balances balances -
balances|plus one-half|plus total |balances|plus one~half{plus total

alone bankers! banl®rs! alone bankers! bankers?

balances balances | balances | balances

. , (In thousands of dollars)
All member banks 2,616 165 61 354,647 121,679 90, 760
Central reserve city banks:

New York City 22 18 11 122,240 103,871 89,459
Chicago 5 — - 2,642 — _—
Reserve city banks - total 181 17 4 163,218 15,452 566
Country banks - total 2,408 130 46 66,547 2,356 735
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Effect on money rates

An increase of 33 percent in reserve requirements at this time would
probably result in some advance in short-time open-market money rates.
These rates are at too low a level to be maintained in a period of active
business. Continued availability of a considerable volume of reserve funds
at banks, however, particularly at country banks, and of idle deposits in
the hands of corporations and individuals places definite limits to the
probable advance in rates, as is discussed in some detail in an attached
memorandum by Mr. Woodlief Thomas.

Effect on membership in the System

The most important hazard involved in raising reserve requirements by

33 percent is the possible effect of this action on membership in the Fed-
eral Reserve System. Such an increase in requiremcnts would raise the ques-
tion of differential betwoen reserve requirements for member banks and non=-
member banks., Information on this matter has been compilesd by the Counsel's
office and is being analyzed. If this consideration is given much weight,

a concession could be made by excluding from the action member banks outside
of reserve and central reserve cities. Differentials in reserves between
member and nonmomber banks exist for city banks as well as for country banks,
but city banks are less likely to leave the System because they are more
aware of other advantages of membership in the Systems On general grounds

of credit policy there is no reason for making an exception for country banks,
Their reserve position is stronger than that of city banks, and in addition
they hold exceptionally large balances with correspondents, so that they are

in effect the owners of a large part of existing excess reserves.
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In case, however, as a matter of tactics, or strategy, a concession
in favor of country banks is contemplated, it could be made directly by
limiting the increase in requirements to reserve cities, or indirectly by
excluding from the increase in requirements all time deposits. In the
following table a comparison is made of the effects of a flat increase of
33 percent, of an increase excluding country banks, and of an {ﬁcrease ex-

cluding time depositse
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EFFECT OF INCREASES IN RESERVE REQUIREMENTS
(In millions of dollars)

Amount that Amount that Percent excess over
would be would be required reserves that
Present absorbed Db left after would be left after
excess Full |Increase|Increase| Full |[IncreasejIncreasel Full |Increase|Increase
reserves |increase| outside in increase| outside in increase| outside in
(Nov,av.) of of demand of of demand of of demand
33 1/3 country |deposits| 33 1 /3 country |deposits| 33 1 /3 country [deposits
percent | banks alone |percent banks alone | percent | banks alone
‘A1l member banks 2,219 1,522 1,278 1,359 697 940 860 11.L4 16,1 1k4.5
Central reserve
city banks:
New York 751 648 648 638 103 103 11‘.2 k.0 4.0 PR
Chicago 221 143 143 137 78 78 13,6 13.6 14,8
Reserve city
banks 724 Lg7 437 421 237 237 303 12.2 12,2 16.1
Country banks 523 2l - 163 279 523 360 28,6 71.5 40.3
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Bxclusion of country banks or of time deposits

It will be seen from the table that the exclusion of country banks
would save them $240,000,000 of resefves, while an cxclusion of time de-
posits would save the country banks about $80.000,000 of reserves, and
would save another $80,000,000 of reserves chiefly to banks in reserve
citicse Mr. Qurrie is in favor of excluding timec deposits; both because,
on goneral monctary grounds, he believes that reserves on time deposits
should be as small as possible, and because he beclieves that it would be
easier at a future time to raise requirements on time deposits alone
rather than to raise reserves for country banks alone. Mr. Currie’s memo-
randum on the subject is attached. My own view is that an increase in the
spread between time and demand deposits -- whatever may be its desirability
from the point of view of monetary theory -- is highly undesirable from the
administrative point of view, because it increases the inducement for
classifying active deposits as time deposits. A wide spread between the
two types of deposits would result in numerous attempts &t circumvention.
The actual spread has been increased by the inerease in requirements and
would be further widened by another advance in requirements. A4 still
greater widening of the spread by excluding time deposits from the advance
would certainly be hazardous.

I believe that an increase in the difference between country banks
and city banks is also undesirable, because it results in changes in re-
serve conditions as a consequence of shifts of deposits from one group of
banks to the other, particularly since such shifts are likely to occur at
the wrong time from the point of view of Federal Reserve policy., Without
elaborating this point, I believe that on the whole exclusion of country

banks is the lesser of two evils and that, if a concession to the sentiment
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of country banks is to be made, it should be made by that method. For

one thing, the exclusion of time deposits would save the country banks

in the aggregate only $80,000,000, whereas an exclusion from the increase
altogether would save them $240,000,000. It would seem that if a concession
is to be made it should be substantial.

It is probable that if reserve requirements for country banks are not
increased now it will be difficult to raise them in the future. This dif=-
ficulty would apply to both methods because in both cases the country banks
would be the chief sufferers and it would be difficult to raise requirements
for country banks without corresponding'action for city bankse I say it would
be difficult, but it would not be necessarily impossible. 4n increase in
country bank requirements could, for example, be accompanied by a substantial
sale of Government securities in the open market which would affect principally
city banks, If a situation developed where positive credit control was
necessary, these two actions could be taken and explained to the public as
being action on country banks through reserve requirements and on e¢ity banks
through the open market,

Reduction in bill rates

It may be worth considering the desirability of accompanying action on
reserve requirements at this time by a reduction of bill rates and discount
rates at the Reserve banks, This is discussed in Mr, Thomas! mermorandum on
the effect on rates, The rates now are completely out of touch with the mar-
ket, and since it is not desirable at this time to have the banks go in debt,
they should be offered an opportunity to sell acceptances to the Reserve banks
at a rate that is not out of line with market rates, A reduction in discount
rates would be more in the nature of a gesture, but a useful one and one that
might have some significance in relation to a possible small volume of bore

rowing that night result,
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It may be desirable also to couple the action with assurance to the
merber banks that the Federal Reserve Systen is prepared to take off their
hands any Government securities that they may need to sell in order to rneet
the increase in requirements, Such an offer need not necessarily mean an
increase in the System portfolio, because a corresponding amount of bills
rey be allowed to run off, It would indicate clearly that, while the System
is placing itself in a position to exert an affirmative tightening policy,

it is not at this time departing from its long-continued easy roney policy,
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EFFECT OF INCREASE IN RESERVE IREMENTS
ON STOCK MARKET SPECULATION

by
Carl E, Parry

An increase in the reserve requirements at this time would affect
speculation in securities in two principal ways, In the first place, be~
cause of 1ts general implications, 1t would weaken the conviction and impair
the influence of such brokers and other financlal advisers as have long been
advertising aggressively the view that inflation is absolutely inevitable
and that investors and speculators should govern their policies accordingly.
In the second place, because of its tightening effect on the very lowest of
short~term money rates and its stiffening effect on long-term rates, it would
curtall some of that demand for securities which arises from the widespread
belief that prices of income~bearing securities have not yet risen far
enough to bring them into line with the current level, or in any event with
the prospective level, of long-term interest rates,

With the volume of stock speculation as large as it has now become,
both of these effects would be in the public interest at the presant time,
There can be 1little doubt that the broad underlying trend of the stock
market is still upwards, notwithstanding the fact that a very substantial
advance has already occurred, The factors accounting for this trend are
quite sufficiently strong without the reinforcement they have been receiv-
ing from belief in the inevitability of inflation or from expectation that

money rates are destined to go even lower than they have already gone,
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DEPOSITS AND LOANS AND INVESTMENTS OF BANKS

by

Victor M. Longstreet

Since the raising of reserve requirements of member banks in the
middle of August there has been a marked growth in loans to customers of
weekly reporting member banks in 101 leading cities. As a consegquence
total loans and investuents of these banks have continued to expand,
notwithstanding sore reduction in their holdings of Government securities,
There appears also to have been a continued growth in loans and invest-
ments of other member banks, Bank deposits have also increased further,
reflecting the increases in total bank loans and investments, as well
as gold imports and a reduction in Treasury balances with the Reserve
benks. The amount of money in circulation has also increased and by
more than the usual seasonal amount. As a consequence, the total amount
of bank deposits and currency held by the general public was abou $2,~
300,000,000 larger at the end of 1936 than in the middle of the year and
about $1,300,000,000 larger than at the end of 1929,

Increase in bank loans

The following table shows for the central reserve cities of New York
and Chicago and for each Federal Reservo district the increase in so-called
Tother" loans to customers of reporting nenber banks since August 12, 193‘6’
just before the raising of reserve requirements, and for the year 1936 as”

a whole,
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"OTHER" LOANS OF REPORTING MEMBER BANKS

Decenber Change sinces
30, 1936 |__August 12, 1936 | December 31, 1935
(Million | Million P 4| Million | . &
do;;grs) dollars ercen dollars ercen
TOt8Llevecsacoccscsccnsnnns 14,290 +607 +16 +889 +26
New York Oity. senganeae 1,256 ""318 +26 +395 +3)+
0ity of ChicagOeeessse 5 +57 +16 +148 +58
Federal Reserve districte
Boston“........u.... 307 Eadad bdnd ""33 +12
New York 1/eeescesenes 157 +8 +5 +19 +1k4
PhiladelphiGeceseesces 191 +i +2 +21 +12
ClevelanGesesescscsoos 239 +31 +14 +61 +34
RicHIIONAe e et oeacssrene 119 +19 +19 +10 +9
Atlant@e.e.eeeececeoces 176 Ul +3 +31 +21
Ghicago __/ eecennsseecse 162 +20 +1 +62 +62
Ste LOUiSeseacerncocns 1Lk +26 +22 +29 +25
MinneapoliS.eeecescees 123 +15 +14 -l 45
Kansas Cit¥eeeoovscoos 151 +9 +6 +19 +1
DallaSeeecsvescsannses 159 +23 +17 +26 +20
San Franc:".sco. sevesetae l‘l‘Ol +33 +9 +39 +11

1/Bxcludes central reserve city banks,

These loans include all loans other than loans on securities, loans to
banks, loans on real estate, and acceptances and cormercial paper bought.
They cover, therefore, loans for agricultural, cormercial, and industrial
purposes, as well as instalment loans, personal loans, etce 4s shown by
the table, these loans at reporting nember banks increased by nearly $900,-
000,060, or by 25 percent, during 1936 and the increases occurred in all
Federal Reserve districts outside Minneapolis, where there was & slight
decline. Increases have been especially rarked since the raising of reserve
requirements last August, and since that time the Minneapolis district has
shared in the general increase. A part of the recent increases is undoubtedly

attributable to some seasonal demand for credit in the late surmer, but during
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Decenber there was further marked growth, contrary to the usual seasonal
rovenent, Some of the growth in these loans as compared with a year ago

is also a result of special transactions, such as the purchase last July

of Cormodity Credit Corporation notes, chiefly by banks in the city of
Chicago, and the granting of loans to receivers of closed banks, which was
inportant in Detroit last spring. It is believed, however, that perhaps

the bulk of the increase reflects a demand for additional funds by producers
and distributors of goods,

No statement of condition for all member banks is available since June
30, 1936, The above figures for weekly reporting member banks, however,
are fairly indicative of what has taken place at central reserve and reserve
city nember banks. Latest figures for country meriber banks, set forth in
the table below, show that there was also an increase of about $100,000,000
in "other" loans at these banks between March 4 and June 30, 1936, Again,
increases were in each Reserve district outgélde Minneapolis. It is likely
that as rmuch as one-half of the growth in Wother" loans of country banks
during this period night have been of a seasonal character, A4s explained
later, there appears to have been a further substantial increase in total
loans and investments of country member banks in the last half of the year,
although there is no way of telling what part of this might have been in
%other" loans,

Loans on real estate, loans to banks, acceptances and commercial paper
bought, and loans on securities to customers have shown no significant change
at weekly reporting member banks for some time. Loans to brokers and dealers,
although they have fluctuated widely, have exhibited no definite tendency to

increase or decrease during 1936,
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YOTHER" LOANS OF COUNTRY MEMBER BANKS

Ju?e 30, 1936| _Change since March 14,1936

Million Million

dollars) dollars Percent

TOtal.........O'.'.........O.C.O 1’893 +101 +6

Federal Reserve districts
BostoNeecivesscsescnsnsscen 195 +15 +8
New YorkKe.oeesensssocsssoes 346 +11 +3
Philadelphia.............., 238 +3 +1
clevel&nd..ooooaeo-o-o.ooooo 15’" +13 +9
RiChmMONde ceeeessoserossones 160 +12 +8
Atlantlee.csecececccasnsene 105 +5 +6
OhiCag0eesessacsssoscannsss 140 +10 +8
Stl Louis.-yo--t.ooaotooo'a 88 +5 +6
Minneapolis..............‘.. 88 "1 "1
Kansas CitYeesesoeocsssccas 130 +6 +5
Dallas.....-......--...n.. 130 +8 +7
San FrancisCOeevecssecccsas 119 +12 +12

Holdings of United States Government obligations

In the last half of 1936 United States Government direct and fully
guaranteed obligations, which had theretofore been the principal factor
accounting for the growth in member bank credit, declined from $10,800,000,~-
000 to $10,500,000,000 at reporting member banks, reflecting a reduction of
$500,000,000 in holdings of New York City banks and an increase of $200,~
000,000 at reporting banks in other leading cities. In the first half of
1936 Government direct and fully guaranteed securities held by reporting
member banks had increased by $1,200,000,000. The recent reduction in
holdings of Government securities at New York City banks appears to have
been due in part to the fact tHat the Treasury has been issuing fewer short-
term obligations, of which New York banks usually take s large share, and
in part &0 the desire to maintain large reserve balances in anticipation

of a further increase in reserve requirements. An additional consideration
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might be the expectation that an increase in reserve requirements may
possibly result in a rise in short-term money rates and a fall in the
prices of shorter-term Government issues.

Securities other than Government obligations held by reporting member
banks, after increasing by about $300,000,000 in the first four months of
1936, declined somewhat in the last quarter., At the end of the year they
amounted to $3.250.000.000. representing an increase of about $200,000,000
during the year,. ‘

Increase in total loans and investments

Total loans and investments of all member banks probably increased
during the last half of the year by roughly $500,000,000, as compared with
an increase of $2.300.000,000 in the first half, Total loans and invest.
ments of reporting member banks, which are representative of central resecrve
and reserve clty banks, increased by about $350,000.000 in the last half of ~
1936. and loans and investments of country zpember banks are estimated to
have increased by about half of that amount., Although figures on loans
and investments of country banks are not available since June 30 last, a
rough indication of the increase in their total is afforded by the difference
between the increase in deposits of country banks and the increase in the
total of their reserve balances and estimated due from banks, The greater
increase in loans and investments of member banks during the first half
of the year was due principally to acquisition of United States Government
obligations by weekly reporting member banks in leading cities,

Increase in member bgnk deposits
Expansion in loans of banks, further gold imports, and expenditures by

the Treasury from balances previously accumulated have resulted in contimued
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growth of bank deposits during the last half of 1936, notwithstanding the
flow of additional currency into circulation,.

It is estimated that deposits of banks in central reserve and reserve
cities are now $3,700,000,000 greater than they were at the end of 1929,
an increase of 21 percent. As shown by the following table, doposits
at country banks, however, are somewhat smaller than in 1929, This is due
partly to the fact that failures among country banks were relatively more
rmumerous than among city banks, so that losses to depositors were also
greater, There has also been a greater increase in Postal Savings deposits
in smaller cities, where country banks are located, than in the larger cities.
Another important factor has been the movement of idle funds, especially in
the early stages of depression, to the money markets of the financial centers
in order to seek profitable employment., Since the middle of the year the
Percentage increase in deposits has been half again as large at country
banks as at city banks and deposits at banks in New York City and Chicago
have shown much smaller increases than in other parts of the country,
There is evidence, therefore, that a redistribution of deposits more in
accordance with the pre~depression pattern is under way.

DEPOSITS OF MEMBER BANKS
(In millions of dollars)

Dec. 31, June 30, Junego, Decs 31,

1929 1933 19% 1936 (este)
Central reserve city banks:
New York City 5,900 5,000 7,400 7,600
Chicago 1,400 1,300 2,000 2,000
Reserve city banks 10,000 6,900 10,800 11,400
- Gountry banks 12,200 7,000 10,600 11,300
All member banks 29,500 20,200 30,800 32,300

Note: Deposits, other than United States Government deposits, interbank
deposits, and Postal Savings redeposited in banks, and less cash items
Digitized for FRASER ~ 1n process of collection,
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The estimated volume of deposits and currency in the hands of the
general public at the end of 1936 is compared in the following table with
the volume at the end of June 1933, the low point of recent years, and at
the end of 1929, before the decline of the early 30!s. The figures are
estimates covering total deposits in all banks, except private banks for
which comparable data are not available, and they are adjusted to exclude
items in process of collection, interbank deposits, and United States
Government depositse Deposits in the Postal Savings System, whether or
not thgy are redeposited in banks, are included in the figures for time de-
posits, Vault cash of banks has been excluded in obtaining the amount of

currency held outside banks,

DEPOSITS AND CURRENCY HELD BY PUBLIC
(In millions of dollars)
Partly esi;imated

Dece3l, | June 30, | June 30,| Decs3l,

1929 1933 193 1936

Demand deposits--adjusted 22,400 14,100 23,600 25,300
Time deposits 28,500 21,600 24,700 25,100
Mutual savings banks 8,900 9, 700 10,100 10,200
Postal Savings System 200 1,200 1,200 1,300
Commercial banks 19,400 10,700 13,400 13,600
Currency outside banks 3,600 1,800 5,200 5,400
Total deposits and currency 54,500 40,500 53,500 55,800

Note: Total includes currency in circulation outside banks, deposits at
all banks in the United States, and deposits with the Postal Savings
Systems Demand deposits are adjusted to exclude interbank and United
States Government deposits and cash items in process of collection,
Private banks are excludeds

By the middle of 1936, prior to the raising of reserve requirements,

total deposits and currency held by the public had increased to $53,500,000,000,
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which was about $1,000,000,000 below the 1929 figure, In the last half of
1936 further increases brought the total to $55,800,000,000, about $1,300,-
000,000 or over 2 percent more than in 1929, The recent increase, as well
as the increase since the low point of 1933, has been largely in demand
deposits, which are now at an all-time peak of $25.300,000,000 and are
about 13 percent larger than in 1929,

Velocity of bank deposits

The volume of checks drawn against banic deposits is currently below the
volume of pre-depression years, and accordingly the rate of turnover of de-
posits is also smaller, reflecting the fact that although the volume of bank
deposits and currency held by the public is above the pre~depression level,
there is a large amount of idle funds awaitj,i.ng investment or other use, The
rate of turnover of deposits in all banks, excluding mtual savings banks, _
as measured by the ratio of check payments to deposits, has been at about 15
times per anmum since 1933, as compared with about 20 times per anmum in the
period 1922-1926, prior to the speculative boom that culminated in 1929,

In view of the increase in population and the consequent likelihood of
an increase in the volume of business —-~ when prosperity is restored -~ the
volume of funds in the hands of the public does not appear to be excessive,
The volume, however, is sufficiently large so that an increase in turnover
to the level of 1922-1926 would carry total transactions to a level where
inflationary tendencies might develope It is clear that no.further increase

in deposits should be encouraged by the Federal Reserve System,
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VOLUME AND DISTRIBUTION OF EXCESS RESERVES

by
L. M. Piser and Woodlief Thomas

Excess reserves in November and the early part of December averaged
about $2,200,000,000. 4s a result of a seasonal increase in currency in
circulation and additions to Treasury balances in the second and third
weeks of December, excess reserves‘ declined to about $1,900,000,000, but
with the return flow of currency and disbursements by the Treasury from
accumlated balances member banks in February will probably have excess
reserves of $2,200,000,000, about the same as in November,

Distribution by classes of banks

It is difficult to estimate what shifts may take place by February
in the distribution of excess reserves among the individual banks and
classes of banks, The likelihood of withdrawals of bankers' balances in
case of an increase in reserve requireﬂients makes such estimates even more
difficult, Assuming that the distribution will be approximately the same
as in November, the following table shows probable excess reserves of the
various classes of member banks after an increase of 33 1/3 percent in

reserve requirements.
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DISTRIBUTION OF EXCESS RESERVES

(Amounts in millions of dollars)

Probable .| Percent
Actual Feb,193%7 excess
Nov.16-30, | After increase | over
1936 of 33 1/3% in | required
requirements (Feb,)

Central reserve city banks

New York City 768 110 4,2
Chicago 225 80 13,7
Reserve city banks 728 240 12,1
Country banks 516 270 27.2
All member banks 2,237 700 11.3

It is expected that after an increase in requirements all member banks
in the aggregate would have about $ 700,000,000 of excess reserves —- approxi-
mately 11 percent over the enlarged requirements., Total reserves of country
banks would be about one-fourth larger than requirements and their excess
reserves in dollars would be about the same as in the early part of 1931!».
Reserves of banks in Chicago and in reserve cities would be in excess of
requirements by about one-eighth, while those of central resexrve city banks
in New York would be only 4 percent in excess of requirements.

While no allowance has been made in estimating these figures for shifts
in bankers! balances, which might involve withdrawals of some $200,000,000.
from New York City and Chicago banks, it is likely that a number of banks in
those cities would contimue to have excess reserves, and that the aggregates

of these holdings would be little if any less than the amounts given in the
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table, As shown later 15 New York City banks, on the basis of thelir November
reserve position, would continue to have excess reserves of $200,000,000 after
the increase in requirements. Some of the withdrawals of bankerst balances
would come from these banks and, moreover, banks deficient in reserves would
make up their shortages by borrowing or by selling assets to banks with ex-
cess reserves both in New York and outsides
Distribution by districts

Detailed tables attached show the effect of an increase in reserve re-
quirements upon the various classes of banks in different districts. It
would appear that in November reserve city banks as a whole in the New York,
Atlanta, Dallas, and San Francisco districts did not have quite sufficient
reserves to meet a one-~-third increase in requirements, The largest ratios
of remaining excess reserves to increased requirements among reserve city
banks would be held by those in Boston and Philadelphia, Country banks in
the aggregate in all districts would still possess substantial amounts of
excess reserves, with the smallest excess over requirements in the San Fran-
cisco district and the largest in the Chicago, Kansas City, and Dellas dis-
tricts.
Distribution by individual banks

The survey, recently completed by the Division of Bank Operations, of
the reserve pogition of individual member banks in the first half of November
indicates that there was a substantial number of banks, 2,600 out of 6,400,
which did not have reserves sufficient to meet an increase of 33 1/3 percent
in requirementss The amount by which the reserves of these 2,600 banks fell

short of the requisite volume was $350.000.000. All but 165 of these, however,
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could meet the increase by drawing upon not more than half of their balances
with correspondents, These 165 banks would still have lacked $120,000,000
of having sufficient reserves. The following table shows the nmumber of

banks of each class that would have had insufficient reserves to meet the

increase.
Number of banks
With With shortage
Classes of banks Total | insufficient afggrbusinfal‘./a
reserves balances
Central reserve city banks
New York City 37 22 18
Chicago 17 5 -
Reserve city banks 336 181 17
Country banks 5,998 2,408 130
Total 6,388 2,616 165

That banks can dispense with one~half of the balances they now hold
with correspondents 1s a reasonable assumption, since balances now carried
by banks outside of New York City with correspondents are about twice as large
as those carried prior to the last few years, when excess reserves have be-
come abundant and widespread, The amounts formerly carried are no doubt
sufficient to cover needs for secondary reserves and for clearing purposess
On June 30, 1936, all member banks held demand balances with other domestic
banks amounting to $3,800,000,000, whereas from 1922 to 1929 they held an
average of $1.900,000.000, which may be considered as more nearly normal

working levels, From June to November there was a further increase of fully
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$200,000,000 in bankers! balances. It may be said, therefore, that about
one-half of outstanding bankerst balances represent excess secondary
reserves,

The following table summarizes the amount of the shortage by classes

of banks, with and without using their excess bankerst balances,

Additional reserves required to meet
1/3% increase in requirements

Classes of banks Obtainable from Required after
Total bankers! use of 1/2 of
balances __ | bankers! balances

(In millions of dollars)
Central reserve city banks 4

New York City 122 18 104
Chicago 3 3 -
Reserve city banks 163 147 16
Country banks 67 65 2
Total 355 233 122

Of the 163 banks that would have been short after using half of their
bankers! balances about 130 were country banks, but the amount of the de-
ficlency for country banks would have been very small, only $2, 350,000,
Reserve clty banks would have been able to supply all but $15,500,000 of
thelr needs from excess bankesrs! balances; over half of this remaining
shortage would have been at two banks in the San Francisco district., Most
of the deficiency would have been in New York City, where 22 banks, holding
about two-fifths of the deposits at all banks in the city, would have been
short by $122,000,000, For these ba.nks» no allowance can be made for the

use of balances due from banks since New York City banks hold only: small
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working balances with other banls which have not been increased in recent
years, New York City banks would lose additional reserves through withdraw-
als from them of balances held for country banks and reserve city banks,

A similar study made prior to the time reserve requirements were in-
creased last August indicated that 2,100 member banks would have needed
$215,000,000 of additional reserves to meet an increase of 50 percent in
reserve requirements, but that by using one-half of their bankers! balances
they would have reduced their needs by $133,000,000, leaving only $82,000,-
000, mostly at New York City banks, to be obtained by the sale of open-—
market material and by borrowing,

Actually, $110,000,000 of bankers! balances were withdrawn from New
York City banks in the week in which the previous increase in requirements
became effective, Outside of New York City $100,000,000 of bankers! bal-
ances were withdrawn from reporting banks, but these banks apparently ad-
Justed their position in the aggregate by withdrawing balances from other
banks, so that as a group they showed no net change in their position,
Only a few scattered banks borrowed from the Reserve banks, and the total
amount of borrowing was negligible, amounting to about $2,000,000, There
was apparently no interbank borrowing or trading in Federal funds, Shifts
of earning assets among banks apparently were small, After all of the ad-
Justments were completed reserves were still ample and widely distributed
among all classes of banks in all parts of the country and among individual
member banks, The increase in reserve requirements consequently had no

perceptible effect upon the money market,
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By comparing the actual results of last August with those indicated
in the previous study, it may be possible to estimate the effect of a further
increase in requirements, Member banks outside of New York City would need
to raise about $230,000,000 of additional reserve funds, as compared with
about $125,000,000 last summer, Most of this amount would probably be ob-
tained, as before, by withdrawals from bankers! balances, Less than half of
these balances are held with New York City banks, and some of the withdrawals
will be absorbed by reserve city banks with adequate excess reserves, but a
substantial portion of the withdrawals from reserve city banks will be met in
turn by withdrawals from New York, As a consequence a large part of the ad-
ditlonal reserve funds obtained from bankers' balances will in the end come
from New York, These withdrawals may be as mach as $200,000,000, Outside
of New York City, borrowings should be negligible and sales of assets unim-
portant in amount,.

¥ew York City banks would bé subjected not only to an increase of one~
third in their present reserve requirements but also to a further loss of
perhaps $200,000,000 of reserves through the withdrawal of bankers! balances.
Probably half of the withdrawals would come from the 15 New York City banks
which, after the increase in requirements, would still have excess reserves
of more than $200,000,000, Excess reserves of New York City banks would
probably not be entirely absorbeds Individual New York City banks that would
be short of reserves could adjust their position temporarily by purchasing
Pederal funds from banks that still had an excess or more permenently by the
sale of assets to such banks, In view of the public discussion of the pos-
s8ibility of an increase in requirements, it is 1likely that many of the banks
that would have been deficient in November will by February have taken steps
to build up their reserves. These adjustments would probably have some effect
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EFFECT OF SPECIFIED INCREASES IN RESERVE REQUIREMENTS

(In millions of dollars)
Amount that Amount that Percent excess over
would be would be required reserves that
: Present absorbed by left after would be left after
excess Full IncreasejIncrease| Full Increase|Increase| Full Increase{Increase
reserves |increase|outside in |increase|outside in increase| outsids in
(Noveave)] of of - | demand of of demand of of demand
33 1/3 |country |deposits| 33 1/3 |country |deposits| 33 1/3 |country |deposits
percent | banks alone percent | banks alone | percent| banks | alone
A1l member banks 2,219 1,522 1,278 1,359 697 9o 860 114 16.1 k.5
Ggiltrgl reserve
(] anks:
ew York City 51 648 eug 638 103 103 11 4,0 4,0 L.y
Chicagoe..... 221 143 143 137 78 78 g 13.6 13.6 14,8
Reserve city banks:
Boston..?.... 106 ug ug 46 58 58 60 3042 30.2 31.6
New YorKesese 2 11 11 9 -9 -9 -7 -zo.g -20.3 -17.1
Philadelphia. 111 52 52 4g 53 59 63 28, 8. 30.9
Clevelang.... 120 70 70 59 50 50 61 17.9 17.9 22.%
Richmondesse. 59 28 28 25 31 3 34 27.3 27. 31.5
Atlanta...... 12 ol ol 22 -12 -12 -0 -12. -12. -10.5
ChicagOeceess 91 4g 4g Th] ug ué 50 22.2 22, 27.2
St. Louis.... 38 30 30 27 11 . 5. 9.3
Minneapolis.. 15 i6 16 1 -1 -1 - -1.6 -1.6 -
Kansas City.. 43 6 6 3§ 12 15 14 g. g. 9.9
Dallaso-.ono- 2 2 2 hasand - — 02
San Francisco. 93 103 102 %h ) ol aﬁ -1,0 -1.0 5.3
Totale... 724 ug7 yg7 " 421 237 237 303 12.2 12.2 16.1
Country banks:
Bostone.ess.. 50 30 — 21 20 50 29 16.8 26.2 26.4
New YorKeeess 36 53 - 3 43 6 63 20.3 0.4 32.8
Philadelphia. 6 28 — 1 18 6 32 16.1 4.8 2.7
Cleveland.... ug 2 -— 14 25 ug 1y 27.5 0.6 1.5
Richmondes... 27 1 — 11 11 27 6 17.5 6.2 27.1
Atlanta...... 2; 1 — 10 0 2 1 19. 0.5 27.1
Chicagoe..... 8 2 — 18 2 g J( 59.6  112.8 72.9
Ste Louises.. 22 11 — g 11 22 1k 25,6 68.7 5.0
Minneapolis.. 31 11 — 7 20 31 2l 45.5 93,9 .0
Kansas City.. 37 11 — 9 26 37 28 g .8 108,8 5.1
DallaSesessss g 11 —-— 10 27 g 28 1.4 115, Gg.
San Francisco 7 12 - g 5 7 9 10,6 hg.g 20.9
Totale... 523 2lily - 163 279 523 360 28,6 71.5 4o, 3
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BANKS HAVING INSUFFICIENT FUNDS TO MEET INCREASE
OF 33 1/3 PERCENT IN RESERVE REQUIREMENTS
(Based on daily average figures for first half of November 1936)

Number of banks unable to meet [Amount by which increase for these
increase from banks would exceed
Reserve - Reserve | . Reserve . Reserve
Class of bank Reserve balances balances |Reserve balances balances
balances [plus one-half [plus total |{balances|plus one-half|plus total
alone bankers! bankers!? alone bankers! bankers?
balances _ | balances balances balances
Central reserve city banks: (In thousands of dollars)
New York City........ 22 18 11 122,240 103,871 89,459
chicago.....--oooo.-.-o. 5 htand - 2,6"’2 —— ——
Reserve city banks:
BOStONeeessencsennne L 1 1 5,21;2 26 202
New Yorkooooooo.oooco-o. E 5 1 8,2 1'68 ].‘.5
Philadelphiao s e e a 1 3 S 6, )"‘6 256 e
clevelandoooooonuotno-oo 13 1 - 20,3”’5 3,322 ——
Ridhmndo-o.oooonoo.--cb 11 o ——— 7,968 ——-ana [—
Atlanta. S0 0B OBREL OO . 16 ——— — 1"",8789 L alend -
chicago....-...-..-..... 30 1 —— 1?, 33 1 —o—
Ste LOUiSeeeveavscacsone 13 2 1 4,131 170 66
Minneapolis.o..o...oo..v —o—s —r— 8,926 ——— ——
Kansas Cit¥eecesscecnsee 29 2 1 10, 230 1,349 . 253
Dallas.Oo S0 s e 8 v e s 20 3 18 e —— 6,12% ——— o— —
sa-n. Fra.nCiSCO........-o. @ 2 ——— 55!75 8;“‘07 -
Totaloeeeeennssnns . 181 17 ) 163,218 15,452 566
Country banks:
BostOonNeecossvesccncsacns 155 17 6 2,0’4‘1 )'l‘22 3“
New YOTKeeeewoeoeoasonne 290 yg 25 14,256 1,290 530
Philadelphia. soosesoesveoe 327 19 e Z,{SG 209 B
Clevelande...... I . 2 2é 13 4 ,151 87 3‘}
Richmonde cseesccescssascs 1 3 2 2.310 42
Atlanta.OOOOOJOODOIOOOOU 132 g — )".'106 3 ———
Chicago....".'.'l....'. 186 1 ’791 Z 1
Ste LOULSeceevsareesesss 160 12 6 2,882 14 T4
Minneapolis.oooooooncooo 185 u —— 2,519 9 ——
Kansas Cityco.ooocnoooo. 2 7 2 o 1,889 3 ——
DallaS.......- oooooooo e 1 1 —— —— 2,1)"'3 L nd mne
San FranciscOeesessseses )112; 3 ug 62.131 7% 61
Totalesscocosconsess 2, 130 ,5 7 2,35 735
All member banks...c.o..... 2,616 165 61 354,647 121,679 . 90, 760
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PROBABLE EFFECT OF AN INCREASE IN RESERVE °
REQUIREMENTS ON MONFY RATES

by
Woodlief Thomas

Analysis of the reserve position of individual member banks indicates
that an increase of 33 1/3 percent in reserve requirements will necessitate
the sale of a not inconsiderable amount of marketable assets as well as
probably some bor:lowing on the part of & number of New York City banks.
There will also be some readjustment by banks outside of New York but, ex~
cept for withdrawals of balances carried with correspondents, which in the
end will be drawn mostly from New York banks, the amounts will not be large.

The adjustment of the reserve positions of New York City banks may be
large enough to be reflected at least temporarily in an advance in short-
term open~market money rates, In view of the remalning excess reserves,
however, and the large volume of idle funds held by corporations and others
awaiting profitable use, it is not likely that the rise in money rates will
be considerable. Some open-market rates, which have been exceptionally low,
may become established at a slightly higher level than at present. Rates
on customers! loans and long-time rates are not likely to be much affected,

There appear to be definite limits on the probable rise in money rates.
These 1limits are set by two entirely different considerations -~ (1) the
level of rates at which idle funds would be attracted from banks outside
of New York and from non-banking lenders, and (2) the bill-buying rate of

the Federal Reserve Bank of New York,
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Rates most likely to be affected are those on readily saleable open~
market paper, The following table shows the level of the principal money
rates and Reserve bank rates in New York during December, together with
corresponding rates in January 193’-!-. After a further increase in require-
ments excess reserves would be no larger than in January 193’-!-. It does not
follow that money rates should return to or above the level then prevailing,
but that level may indicate an approximate maximum, At that time complete
adjustment had not been made in some of the rates to the comparatively new
easy money situation. This was especially true of Treasury bonds and notes

and rates on customers! loans, which are slower in reflecting changed

conditions,
MONEY RATES IN NEW YORK CITY
' December Jamary
1936 1934

Bills, 90-day unendorsed 3/16 1/2
Prime commercial paper, 46 months 3/4 11/4-11/2
Stock exchange call loans 1 1
Federal Reserve funds (interbank loans) 1/8 1/8
Ues Se Government obligations - ylelds

Treasury bills 0.21 0.67

Treasury notes, 35 years 1 , 3ell

Treasury bonds, long-term 2.27 . 3450
Customers! loans 243 3458
Federal Reserve bank

Rediscount rate 11/2 2

Buying rate for 90-day endorsed bankerst

bills 1/e 1/e

Banks and bill dealers might take advantage of the opportunity, as

they did last summer, to ralse rates on bankers! acceptances another fraction,
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The rate is now 3/16 of one percent on 90-day bills, The present ceiling
on this rate is 1/2 of one percent, which is the buying rate of the Federal
Reserve bank, Rates cannot advance beyond that 1limit so long as the Reserve
banks stand ready to purchase all eligible bills offered.

The rate on open~market commercial paper ~- now 3/’-!» of one percent -
might rise to ono percent or 11/4 percent, which is almost back to the
level of late 1933, In view of the fact that such paper is largely pur-
chagsed by country banks, which will continue to have substantial excess
reserves, a greater rise in this rate is not likely,

The call money rate is now fixed by New York City banks at one percent
and they charge correspondents 1/2 of one percent for making loans for them,
which effectively keeps outside banks from this market, The ceiling on
this rate 1s the level at which outside banks would come into the market;
this 1s probably not over 1 1/2 percent, which would glve the banks a net
return of one percent, The inflow of money from the interior would keep the
rate from rising above that level,

Treasury blills, which now provide the most important medium for liquid
investment in the money market, are largely held by New York City banks, The
rate on these bllls might be expected to rise above the recent extremely low
level; in fact there has been a slight increase in recent weeks, reflecting
in part increased offerings by the Treasury, but perhaps in part adjustment
of reserve pc_:s:lt:lon of New York banks in ant:lc:l;;at:lon of increased reserve
requirements, Since, however, several New York City banks would still have
substantial excess reserves, and since these bills are also popular invest-

ments for institutions and others seeking short-term uses for funds, much
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8f a rise would bring a substantial amount of funds into this market, It

is to be doubted that Treasury bills would rlse above 3/)+ of one percent,
especially in view of the fact that bankers! bills cannot go above 1/2 of

one percent, Treasury bills have a maturity of nine months, while the rate
quoted on bankers! bills is for 90-day paper, which might justify a difference
in rates.

Some increase in yields on Treasury notes has already occurred in re-
cent weeks, partly because of the likelihood that exchange rights on future
issues will be smaller in coming years than they have been in the past and
perhaps partly because of adjustments of reserve positions, The shorter-
term Treasury bonds, which have been selling on a yleld basls of about one
porcent, have also been affected somewhat, but in view of the large amount
of 1liquid funds that would still be held by banks outside of New York and
by others than banks, no substantial rise in these rates would be anticlipated.

The long-term bond market might be somewhat affected by the readjuste
ment of the reserve position of a few banks, but this effect would probably
be temporarys, A change in reserve requirements by itself should not have a
lasting effect upbn the bond market, since the large supply of available in-
vestment funds outslde banks is an important factor in this market,

Rates charged customers by banks should not be in the least affected by
increased reserve requirements, These rates have been slow in coming down
and may contimie to shqw a downward tendency, notwithstanding increased

borrowing by customers,
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Regerve System action to check increase in rates
Tederal Reserve authorities could limit the effect of the increase in

reserve requirements on money rates, if the maintenance of present extremely
low short-term rates should be desired, Since the bill-buying rate of the

New York Reserve Bank establishes an effective celling on the open~market

rate for bankers! bills and probably also on that for Treasury bills, increases
in these rates could be checked by a reduction in the New York Bank'!'s buying
rate from 1/2 of one percent on bills maturing in 90 days or less to 3/8

orl /‘-I- of one percent, with corresponding reductions for the longer maturi-
tiess Reduction in the New Yorlz Bankts rate on Government securities bought
under repurchase agreement and of its discount rate from 1 1/2 percenf to

one percent or 1/2 of one percent might also assist in keeping money rates
down. Although banks might not borrow from the Reserve banks, theré would
probably be an increase in interbank borrowing, and the rate charged by

banks on interbank 1oa;18 ~~ now 1/8 of one percent among New York City banks —
would not rise above the Reserve bank rediscount rate, Other Reserve banks
might reduce discount rates to one percent, although in most cases such

action would be merely a gesture,

The effect of the adjustment upon the money market might be further re-
duced if the Open Market Committee should authorize any Federal Reserve bank
to purchase Government securities from member banks needing to sell them in
order to obtain sufficient funds to meet the increase in requirements., Such
secu.r:j.ties might also be bought from banks or dealers under repurchase agree-
mentses The System’s holdings can, of course, be readjusted, if it is not

desired to increase the total,
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PROPOSAL TO EXEMPT TIME DEPOSITS FROM INCREASE
IN RESFRVE REQUI )

by
Lauchlin Currie

The main argument against a uniform 33 1/3 percent rise at this time
is that it wil]. lessen the attractiveness of membership in the Federal
Reserve Systems This would probably not apply in the case of city banks
but might be a serious factor in the case of country bvanks,

If it is desired to absorb the bulk of excess reserves while at the
same time not lessen appreciably the attractiveness of membership in the
System, consideration might be given to the proposal to confine the rise
in reserve requirements to demand deposits, The following arguments can be
urged .’g.n support of this proposal:

l, On the basis of the November 1-15 figures, when the excess reserves
of member banks amounted to $2,2 billion, this proposal would reduce excess
reserves by $1,360 million, or only $160 million less than the reduction if
reserve requirements were raised to the full amount against both types of .

deposlts,

2+ Since over 80 percent of net demand deposits is in central reserve
and reserve city banks while nearly 50 percent of time deposits is in country
banks, this proposal permits the two main classes of banks to be treated
differently in substance though not in form, This is brought out in the
followipg table which contrasts the effect of the two proposals under dis~
cussion, Another table showing the different effects by classes of banks by
districts is appended.
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Amount that would |Percent that would
be absorbed by be absorbed by

Excess 331/3 . 33 1/3
reserves Flat percent Flat percent
Classes of banks (first half| 33 1/3 | increase| 33 1/3 | increase

of Nove) | percent|on demand| percent |[on demand
increase| deposits|increase | deposits

alone _alone
Central reserve city banks
New York City T34 646 636 8341 86.8
Chicago 216 143 137 66,1 6342
Reserve city banks 720 ug7 Lol 677 5845
Country banks 529 2l 163 46,1 30,8
All member banks 2,199 1,521 1,357 69.1 6le7

3. The exclusion of reserves against time deposits from the flat 33 1/3
percent increase in requirements would aid various reserve city banks whose time
deposits are large relatively to their volume of excess reserves. In the
San Francisco district, for example, a flat 33 1/3 percent increase in the
requirements of reserve city banks against all deposits would absorb 107
percent of their excess, whereas 1f the reserve requirements against the
time deposits were left unchanged only 78 percent of their excess reserves

would 'pe absorbed.

4, A uniform increase would absorb nearly half of country bank excess
reserves, whereas the adoption of the present proposal would result in an
absorption of about one~third, There would, therefore, be a considerably
smaller diminution in the attractiveness of membership in the System in the
Places where the competition with nonmember banks is keenest, An actual

example is appended which indicates that in the case of one country banker-
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who has written the Board, aluniform rise in reserve requirements would raise
his requirements above those of competing nonmember banks, whereas if re-
quirements against time deposits are left unchanged, his reserve requirements
will be on a par with nonmember banks,

5s There would be less resistance to raising reserve requirements in
the future against 2ll time deposits as compared with raising reserve require-
ments for all deposits for a particular class of bank, The occasion for such
& rise could be the firming of interest rates,

6. On general monetary grounds it is desirable that reserve require-
ments against time. deposits be as low as possible, The argument for raising
requirements is one of expediency as an indirect means of absorbing reserves
otherwise available for expansion of demand deposits, The situation is not

as yet sufficiently serious to warrant the resort to expediency.
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COMPARISON OF THE EFFECT OF RAISING RESERVE REQUIREMENTS BY 33 1/3 PERCENT
AGAINST (a) ALL DEPOSITS, (b) DEMAND DEPOSITS
(In millions of dollars)

Amount that would |Percent that would
| _be absorbed by be_absgorbed b
Excess 33 1/3 33 133

Classes of banks reserves Flat percent Flat percent

(first half| 33 1/3 | increase| 33 1/3 | increase
of Nov.) | percent|on demend| percent|on demand

increase| deposits|increase| deposits

alone alone
Central reserve city banks:
New York City 732,352 6U6,126 636,383. 8%.1 8648
Chicago 216,455 143,182 136,752 66,1 63%_
Total 950,007 789,308 773,135 83,1 81,
Reserve city banks:
Boston 104,655 48,248 46,410 k46,1 lm.a
New York 3,0 10,855 g8, 48  356.6 287,
Philadelphia 115,326 52,107 48,501 5e2 42,1
Cleveland 120,612 69,431 58,679 7.6 48,7
Richmond 57,428 28,602 25,621 98 44,6
Atlanta 11,723 24,304 21,963 207.8 187.3
Chicago 90,341 47,196 40,397 52.2 4y, 7
St. Louis 33,510 30,222 27,779 8544 78.2
Minneapolis 14,040 15,696 14,282 111.8 101.7
Kansas City 49,457 35,544 33,11 719 67.0
Dallas 22,186 22,756 21,106 102.6 95.1
San Francisco 95,%5 192,300 74,488  107.1 18,0
Total 719,80 87,421  U21,087 67.7 58,5
Countyy banks
Boston 52,415 29,900 21,361 57.0 40,8
New York 8,451 53,047 32.337 539 3345
Fhiladelphia 6,711 25,046 15,495  60.0 3302
Cleveland h7,h9g 22,599 13,642 47,6 28,7
Richmond 30,36 15,867 11,000  52.3 6a2
Atlanta 23,396 12,756 9,796  54.5 1¢9
Chicago 86,479 25,864 17,530 299 2043
Ste Louis 22,335 10,856 7, 760 hs.g M, 7
Minneapolis 30,525 11,099 7,10 364 2343
Kansas City 36,508 11,203 8,8 3067 24e3
Dallas 3%,059 10,983 9,630  28.9 253
San Francisco 16,472 11,575 7,898 7043 47.9
Total 529,258 243,301 163,026  ub,1 3048

Total all member banks 2,199,069 1,520,530 1,357,248 69,1 1.7
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COMPARISON OF RESERVE REQUIRMTS UNDER STATE LAW AND THE FEDERAL RESERVE
FOR THE TOBACCO EXCHANGE BANK OF EDGERTON, WISCONSIN

FPederal Reserve (assuming
State |Federal Reserve (assuming|33 1/3 percent increase
Reserve reserve uniform 33 1/3 percent |in requirements for demand
period require- |increase in requirements)| deposits alone) plus due
1936 ments plus due from banks, cash|from banks, cash items and
item a4 t cash 1 vault cash 1
August 16-31 105,000 115,100 107,921
September 104,000 105,000 97,822
104,000 114,600 : 107,509
October 104,000 111,100 104,050
102, 700 112,300 105,182
November 102,000 107,600 100,365
100,000 107,900 100,773
December 99, 700 107,600 100, 322

1/ Vault cash of $10,000 used for these computationse
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