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Gentlemen:

November 15, 1935

At a meeting of the executive committee of this bank today, the
appended statement was adopted and ordered spread on the records, and the
Chairman of the Board was requested to forward a copy thereof to the Board
of Governors at Washington. This statement has been concurred in by every
member of our board of directors excepting one member, whose opinion is
definitely that action should be taken toward a decrease in the amount of
holdings of Government securities by the Federal Reserve banks, either by
sale or by maturity without replacement, rather than an -action providing
for an increase in the reserve requirements of member banks.

In accordance with the instructions of our committee, therefore,
I am quoting the statement which has been adopted as an expression of the
opinion of the board of directors of this bank, as follows:

"After a careful review of the report of the meeting of the
Federal Open Market Committee held in Washington, D. C , October 22
to October 24, 1935, inclusive, and presented to us by our member
of that committee, the Board of Directors of the Federal Reserve Bank
of Chicago expresses concurrence in the conclusions reached at said
meeting and especially as set out in the resolution prepared and
delivered to the Board of Governors.

"This Board fully realises that the application of any of the
methods of credit control suggested lie within the power of the
Treasury Department and the Board of Governors, to be used when, in
their judgment, it is necessary. However, in a spirit of cooperation
with both of these agencies we desire to call their attention to a

feeling of growing uneasiness in the minds of the public as to possible
credit inflation, caused by repeated reference to this danger by our
press and public speakers.

"We cannot help but feel that for the moment our greatest
potential danger is from our excessively large bank reserves, caused
by a rapid rise in bank deposits, through gold imports and governmental
financing, the control of which might well be considered our first

objective.
"We, therefore, as a Board, desire to respectfully suggest
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"for earnest consideration by the Board of Governors of the
Federal Reserve System, an increase in required reserves against
bank deposits in Central Reserve and Reserve City banks to possibly
twenty-five per cent of the increase now permitted by law, thereby
not only fortifying our banking structure to this extent, but giving
assurance to business and the public that the levers of control are
operative and in the hands of authorities who are ready to use them.
We believe that such action accompanied by a proper statement of its
objectives would be favorably interpreted by the financial and business
interests rather than otherwise,

"We recognize that in addition to the measure referred to, that
of an increase in required reserves, consideration may properly be
given to another effective power in the control of inflationary ten-
dencies, under which credit may be withdrawn from the market either by
the sale or by the maturity without replacement of Government securities
held in the Federal Reserve System. However, because it is considered
that the application of such a measure might be reflected in the market
for Government bonds at this particular time, we are disposed to
suggest the primary consideration of an increase in reserve require-
ments."

Very truly yours,

EMS HH
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