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MIMBLR BANKS
June 50, 1988 March 4, 1936
(In billions)

Increase in demand deposits $6,800
Increase in time deposits
. Total N 8,

Thia increase was attributable to an incresse
in the holdings of Government and
Government-guaranteed securities of 5,687

Incresse in other securities of 704
An inflow of gold and silver of .
9
Legg Decline in banks' other losns 1
Other factors B34
Required reserves held by member banks
on June ”, 1888 1,780
Excess held by member banks on
June 30, 1953 445
Required ressrves held by member banks
on March 4, 1938 2,780
Excess held by member banks on
March 4, 1936 5,004
The growth of deposite incresced requirements by nesrly §1 dilliem,
yot reserves increased over $2§ billion in the ssme period. This
was to the inflow of gold and silver of approximetely $8.4 billion,
Total supply of depoeit currency plus cash outside banksy
June ”; 1929 8.4
h‘ Iﬂ. 1985 18,9
June 30,

1936 $0.0 {a)prox)
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Excese reserves are beyond all present and prospective needs of
business.

The excess has been created by gold imports end not by System
policies which created easy money prior to the inflow of pgold.

It would remove the danger of inflation from this quarter and
show that the Board appointed by the President is on guard to
prevent inflation.

The very existence of this surplusage of reserves is disquieting;
removal of the surplusage should be reascuring and tend to en-
courage investmpnt in the long term market,

A more than adequate base for legitimate credit expansion would
still remain.

Action would vindicate the Banking Act of 1935 which contemplated
the exercise of just such comntrol of credit by & public body.

The action would in fact place the reserves under the control of
the Open Market Committee; this is 2 flexible instrument whereas
reserve requirements are not.

The longer action is delayed the more difficult it will be to act
because banks will get 1n deeper, use up their excess reserves and
action then would require liquidation with consequent deflationary
effect. At present practically all baunks have excess reserves.

Deposits are now back to 1820 levels so that no such leeway as is
represented by the abnormal excess of reserves iz needed to replenish
deposita.

The reserves have recently dropped by & billion dollurs without
causing a ripple.

The time is opportune to act as Congress is out of session, Tre.sury
financing is out of the way and the stock market is quiet, so that
ection would not be misconstrued as aimed in that direction.
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Arguments against actioms

1. It is still uncertain how much wore gold may come in or how
mach may leave the country.

2. The continued existence of the vast excess of reserves has done
ne harm,

3. Action may be misinterpreted as putting the brekes on recovery
just as the capital msrket is reviving for new investment and
construction is getting well under way.

4., Banking opinion is mixed with an apparent preponderance now
opposed to actionj those who have been most eympathetic toward
Administration policy, includiag the Morgan partners, have been
against sction -~ go 48 David Stern.

5. The Lemke~Coughlin group might be expected to attack the action
as restrictive, deflationsry and typlical of the "money dhangers")

6. The actiom contemplated will not satisfy those groups which have
been clamoring for sction im the hope that it would stiffen interest
retes. If there were any serious danger of such a result, I should
“wppose action,

I would not favor action under any circumstances unless
assured of asuthority through the Open Market Executive Committee to
counteract any recession of a point or more in the price of govermments,
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