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5 Governor Eccles Subject:

From_ Mr. Currie
e o

Attached is a draft of a letter to the President of the
Young Men's Board of Trade of New York. I have had so much
work on hand of a more important nature that I had my assistant
prepare some comments on their report. I think they are all
right. The report, by the way, is so atrociously bad that it
is difficult to treat it reasonably and rationally.
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March 16, 1935,

Mr. Harrison D. Blair,

President, Young Men's Board of Trade,
41 Park Row,

New Im‘ New !Grko

By dear Mr. Blair:

I have read the report of your Benking and Investment
Committee on the Banking Bill of 1955 with interest and care.
I regret that the pressure of many duties does not allow me
time to make & detailed comment on the msmy fundamentsl
issues raised by the report. I am, however, enclosing soae
conments prepered by & member of the Research Division, which
I have read and in which I concur.

I am alsc enclosing & copy of my address on the bill
before the Ohio State Benkers' Associstion, wherein I think
I have answered soms of the objections to the bill reised by
your committee.

In my testimony before the House Banking and Currency
Conmittee I suggested certain changes in the bill, I am
enclosing a summsry list of such changes.

Yours very sincerely,

Marriner S. Eccles
Goveranor
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Barch 14, 1985,

COMMERT: ON A REPORT ON THE FIDEHAL RECIRVE SYSTHM
HADE BY THE YOUNG MPR'E BOARD OF TRADE OF NI¥ YORK

The ropert begiane with the results of a surﬁy of forein csntrsl
banks, On the relations between Governments and Centrsl Benks, the
study hes apparently been confined to stetutory provislons, no account
being teken of the imformal relations shich sre sometlses go ilmporteant
and of the adtual behavior of Ceatral Bsnks in periods of erisis in
artionsl finence, The proviaslon of ths Bank of Canads Aot that the
Bank's holdings of government securitles not msturisg within two yesrs
should not oxoeed three times the smount of the Bank's psideup capitel
is recommsnded for introduction into the Federsl Scasrve Aet %o sot
at reot fears of cwrrency or credit inflatlon.® Such & provision
would effeetively humper the ce:rrying on of open-merket operstions,

If 1t iz considersd desireble to substitute rigid and sutometic rulsse |
of=thnmb for conselous coatrol in tie operation of the meanctary system,
such limitations should relate directly to the volume of currstoy and
tc membar benk reserves rather than to the volume of emy perileuler
tyve of central bank asset,

The conclusions drewn froa the study are thet there should be
oaly one sgemcy suthorized to issus currsmcy, thet this sgency should
be as free from politiesl Iinterforence as possible, and thet central
bank credit should reflect the volums of buslnese setivity and be
compored of short-term iteme, These conclusions ignore, as does the

rest of the report, the centrsl beaking funetion of holding and
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influencing thw volume of member bank rescrves. The objection
to politicsl interference i¢ sccomp: nled by no discussion of
what the Meuéas of Cenitrs]l Benke are or should be, what the
objectives of monetery policy should be and who should determine
them, eand why the democrstic method of meking decisions on
fmportant publiec isswes 1. insppropriete here, The report stotes
that central bank eredit should reflect the volume of busicess
prevailing in the country but the volume of central bsnk credit
is nvcesserily alfected by inflows or outflows of gold andeash
shich may be in & dirveetion counter to thet of business. Acsuming,
therefore, that they mesn mot centirel bunk credit but central
bank liabilities in the form of mumber bunk reserve balances,
the unestion becomes,:"Should the volume of such balances reflect
the volume of bmeiness prminng in the country?¥

Such a policy would meen addition:l stlmalation to business
in times of increscing sotivity snd restrictlve messures in tines
of depression, thur intensifying the violence of cyeliesl move-
mente, rather then modereting thelr fores, It may be that intens-
ifying the severity of the business cyele 1s cousldered desirsble
by th ¢ group on gemersl coonomle grounds, but in the absence of
an explicit stotemsnt to that offect 1t i: ssouned that they shere
in the general consensus thet the primescy zim of monetary policy
should be the stsbilizetion of business setivity., If central banks
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§lsh to pursue this objective they must try to lnoresse the volume
of spending in periods of deeclining business sctivity, Their only
means of accompliching this is thru increasing the volume of money
and lowering interest rates and their oaly means of doing thise,
directly or indirectly, 1o by scquiring assets of some sort. Im
periods of declining business setivity, the kiands of short-term
assets ususlly held by central beanks are likely to be scarce. Morew
over, for reasons peculisr to ihe Americen wmoney market, en increase
in the Resurve banks' holdlngs of bills discounted 1s an indication
of tighter, rether then easier, monsy, In these circumstences, if
& ocentral bank wishes to do saything at all to stop the progress of
deflation, it must lncrease 1ts holdings of Covernment securitics
and the supply of such shortedsted securitles msy be too amell to
enable it to sccomplish ,“‘5 gurpoges without acquiring & considerable
volume of longereterm oblizotions.

Morcover, the holding of such obligations, as thls group be-
lieve, doss not “prewent the contraction of central bank credit
when desired” snd does mot "add to the inflexibility of the currency®.
Such securitics msy be sold on the open merket whenever the centrel
bank administration conciders it advisable to do so, It might even
be sald that such securities arc more sasily disposed of than bills
discounted, since the latter must msture before they can leave the
portfolio of the central bunk, vhile & Governmeat security cen be

merketsd &t any time, The writer: of the report seem to believe that
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a central benk, whether by choite or neceseity, keeps outstanding a
volums of currency equel to its earning assets snd thet the currency
does not or cemnot contract until the earning sseets contract,

Under modern conditions, mothing could be further from the truth,
Money in elrculation declines whenewsr the public prefers to hold
bank depocits rather then the cash it has in its pockets or tills
and never for any othar reason,

A review of regent developmenis follows, This contains numer-
ous errors of interpretation, Mo:st of these are brought out in the
following summery and coaments on the report's conclusioanss

1. Federsl Reserve ben: credit should graduslly come to reflset
the requirements of business instead of represcnting Govornment secur-
ities, The major part of Gwermsﬁt obligetions held should meture
within 90 days. Covernment securitics of longer maturities should
not exceed & definite ratlo to Regerve benk capital snd/or Federal
revenue, This proposal would probably prevent any effective use of
open morket operstions, It 1z commentsd on ia detail sbove,

£, The decline in holdings of Bills Bought end Bills Discounted
by the Pedersl Reserve banks hes for exceeded the degline in the
comtryts business. The comsent mey be mede that the only way the
Reserve System could have maintained or increesed its holdings of
bille éiscounted would have been to mainteln a constent deflationary

preseure on the monsy markst, The supply of acceptences 1. now
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and has been for a long period so small reletively to the demand
for them that ylelds approsch the venilshing point. Extensive
investment by the Reserve Bsnks in this type of ssset would Vprob-
ably have serlously disturbed customery relstionships snd threate
ened the future existence of the scceptence merket, which the
Reserve Bystem hee been lorgely responsible for creating in the
United States.

B. The Reserve System should hecome ths exclusive agency
of issue in the Unlted Btates,

4, The desirability of selling to the public the ecapitel
stock of the Reserve banks ghould be investigated, The commont
mey bo made thet thers is an sxtensive network of relationshipe
betwoen membar h&nkﬁ and rescrve banks quite unliks the relotions
ships between ecentral banics and commercial bauks in othsr countrie.,
These relationships center eround snd facilitats the performonce
of eertaln techniesl fusetions such &s the clesrance of checks,
the »rovislon of coin and currency, cxamination and supervision,
the colleetion end provisios of business information, snd so on,
It would probably be difficult to conduct these operations as
efficiently through Ilnstitutions in the menagement of which member
banks hed no direct voiee or imtersst. If the chenges proposed
in the Banking Act of 1935 were made, the question of stock omer-
shi> would not be of primery importasnce in the selection of the
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higher ex-cutires of thoe asystom, or in decleion: on matter: of
peldey.

B, The Banking Act of 1985 is in everr respect an undeslne
eble mossure, It wo dd completely deprive the Syostem of independ-
ence and Purther endenger the liquidlty of the psople¥s money,

The one proposed chenge in the law thet could bs uged to
support ths politiesl domination argument was the provision thst
vhen & Governor i: no longasr designsted ss swch his tera of office
&8 & member of the Boerd should be sspuaed 1o have onded, This
morely recognissd the actusl realitice of the sltueilon, However,
sines Covernor Keoles has Ladicated that he is prepersd to modify
this propessal we noed not argue Lts merdte, It 1s now marely
sufficiznt to poini out that the Bunking Bill of 1988 jsroposss
to change ia no respuet the present relsticns bLetwesn the Admine
istrstion of the day end the Foderel Ressrve Bourd, It iz true
that the Faderel Roserve Bosrd ie ssking for the power of approwvel
of the appointacnt of Federsl Rescrve Governors bt iy exchange
for this 44 1 groposed to surrender the power of sppointacnt of
Pedernl Rogerve Chalrmen,

It 15 hard to guess Just whet s meent by ®liquldity of the
people®s money,® The cosmonest meening of lijuldity Le convirte
1bility into cesh, In this sense TLiquidity of money® mesns
nothiugs Or perhsps ligudddty iv used here to mesn convertibility
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into gold, But te Binking Aot leaves the present situstion unchenged
in thet respect,

On the assumption that the phrase was iantended to convey sonme
significent meaning, it 1: most probable that it wes intended to
stand for "velue of money in terms of goode snd services®, It is
not negessary to discups the gemersl question of whether the Benking
Act of 1935 inereases the denger of an inflationsry rise in prices,
since there 1z every indleation that the writers of this report share
the anclent fellasey that the value of money (the general price level)
is determined by the metur: and quasntity of the reserves and collstersl
behind it, The value of money is detormined by its quantity snd the
use made of it in relation to the volume end meture of the transe
actions in which money is used, The colletersl and reserves behind
money iafluesnce its value by determining the maximum smount of monsy
which can be cutstanding snd in no other way., This 1s true whether
the collasterel and reserves consist of gold, commercisl pupur,
Qovernment bouds, real cstste, or pebbles,

6+ 4 study should be mede of the sdvisabllity of ereating a
system of mortgege baanks,

7. The program proposed would mot be inconszletent with the
providion of unsmployment relief, which should be continued under

all circumstances. Howewer, the liquidity of the curremey should be
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preserved at all cost. It mey be comm nted that men generous enough
to see the nweessity for meintaining the unemployed &t subsistence
levels should mot find it too difficult to proceed & little further

to consideration of the question whether the govermament should not

“teke setlon to restore these unfortunate people to permaneat jobs,
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and to prevent & return of the conditions which threw them out of
work. They might then consider whether monetery policy would not
congtitute an importent snd neceussry part of such & program. Vhen
they have reached this point in thelr thinking, doubis msy oeccur to
them &s to the relative lmportance of mintahging & normel level of
caployment snd preservisg the curremcy agsinst potentiel damage to
its liguidity, whetever that mey mean,
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