
November 5, 1935

REASONS K M RAISING RESERVE REQUIREMENTS AT THIS TIME

Arguments for immediate action

1. Member bank reserves at the present time are $2,000,000,000 in

excess of legal requirements. Further increases in excess reserves through

gold imports, silver purchases, and through the ultimate use of the gold

in the Stabilization Fund may be expected. Demand deposits of member banks

are now higher than they ever were and they can be more than doubled on the

basis of existing reserves. This would be injurious credit expansion. It

will be necessarv at some time to use the Board1s powers for absorbing excess

reserves. It is, therefore, not a question of whether or not, the Federal

Reserve System will have to act, but merely a question of the best timing of

the action.

2. It would seem best to take measures for absorbing at least a por-

tion of existing excess reserves before the banks have had an opportunity

to expand their activities on the basis of these reserves. The banks are

being urged by the Government actively to seek opportunities for extending

additional credit and thereby to facilitate recovery. To let them proceed

and later, when many of them may no longer have excess reserves, to put

them in debt by increasing requirements or selling securities may lay the

System open to the charge of inconsistency. Action at such a time, further-

more, might cause banks to liquidate loans or investments and might start a

deflationary movement. Early action would avoid these difficulties.

3. Gradual advances in reserve requirements started at this time when

reserves are ample would be less likely to result in losing members from the

Federal Reserve System than would drastic action at a later date.
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