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iw Rassars:

Reserve requirements at present are at a level of 175 per cent

of the statutory ratio*. The Board has authority under the law to raise

then by the remaining 25 per oent# or by about one-seventh of the present

level• Such action would establish requirements for demand deposits at

lU#20, and 26 p^r oent for the three classes of bank? and for tine deposits

at 6 per cent for all banks* It would reduce excess reserves by 1*2 billion

dollars from 5 to apprcnriaately 3*8 billion dollars* This aaount of excess

reserves could become the basis of a large further expansion of the already

huge volume of bank oredlt*

The Board realises that an increase of requirements by the rela-

tively small amount permissible under the law would have relatively l i t t l e

effect on credit expansion, but the action would indicate that the Board

considers that the tine Is ripe for exerting whatever restraining Influence

i t can in the monetary field* It would also greatly strengthen the Board's

position in asking; for additional power over reserves*

Conditions have radioally ohanged In the past few months* ?A*t

autuan and even early this year prioes were not rising so fast and there

was s t i l l a large ejsottat of unused man T>*w9r and plant capacity* At that

tine the Board could well ask for additional power over reserves and at the

ssxte tine state that, while i t had a Halted authority that was s t i l l unused,

there was for th© accent no oooacion to use it* Furtheraore, when the

occasion did arise the authority would certainly be inadequate*

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Jfcnr the situation la different* The defence effort has been

greatly intensified, Government outlays are on an enornous scale. The

rational income i s at the highest level on record and It rapidly ri*in£.

With an ever-growing part of production bein& devoted to defense goods,

with capacity production reached in mny line* and shortages of mny

r-atorials and olasaea of skilled labor developing the rising incone of

the ;>e.oj.-le is bidding up price* of consuttera1 jjooda, the »upi ly of wliioh

is incr^usin^ at a much tlower rut© thun ependin^ • ower. €onaoqu«*rtly,

«0«ao4ity prieo« haim advanced aharply La the la at few motttha and indiea-

tione ar« th&tf as the program pro£re*8e», they will continue to advance

and at an aocelerat&d rate*

In Ui*«o ciroum«tance89 the growth of seven billioae In d«po«itc

and curreuoj' in tho pa«t y9*r and the ability of bank* to expand th«s e t i l l

further beconoa gi^oificant. It point* clenrly to the n«e4 of prompt action

by the Board, fir at, to use euch authority over ro«erre» at i t poa oi««8,

and then to ask emphatically for nortj authority*

Tbe Board is aware of the fact that inflation oannot be averted

by Btoaetary action alone. It believes, in fact, that adequate taxation,

iaereasftd savings, aiid ^oater Industrial efficionay are tore important than

monetary action in controlling inflation* At the same tine, a restraint on

credit expansion would do i t s share to help prevent the developtwni of a run-

anay situation* wino© the re|wlfcttion of the rawiey supply i* the j>artioular

responsibility of the Federal Besenre Kyetot;, the Board would be r«tnis8 in

perfornanoe of i t s duties i f i t failed to urge on the

adoption at this time of adequate restraints on credit growth*
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The Board has beer, in accord with the Treasury in devising

for ohannelling past &n<Z current savings into Soverniasat bonds and in

avoiding as far as possible further sales of Government obligations to the

banks, •which rorult in the or oat ion of new deposits* At the same tiae

the fact is that in the p&st twelve nonthe eo&Reroial banks have purchased

four billions of 3overament securities, constituting about two-thirds of

the growth in the publicly offered oovernaent debt* It is not consistent

to discourage bank purchases of Government securities and at the saae tiao

to do nothing to diminish the pressure for investment exerted on banks by

the presence of huge excess reserves*

With the great abundance of funds held by corporations and in-

dividual » and the constant stress of new aoney made available for Invest*

went by Goveranent disbursements, there is no reason to believe that a

reduction in excess reserves would reaalt in a rise of aoney rates, except

possibly In the excessively low rates on short-tens money*

At the same tine, the Board reoocnisos the fact that in the

present e&«r&eney i t should not act on bank r&9WV9* without consultation

and agreement with the Treasury• It also recognises that, if i t raises

raservo requirements It oust be prepared to offset by open-market operations

any unforeseen unfavorable developments in the Government security xa&rket*

That there is no reason to expect any important effects on the

Oovarnaent security xarket from an inoease of a billion and a quarter In

required reserves i s clear froa the fact that by this action central re-

serve city banks would lose only |600 Billions of their $2*1*50 ai l lions of

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



exees* reserves; reserve city barks would lose £350 i&illions out of

H#65O all!lima and country banks - 1200 millions out of 1900 millions*

For no group of banks would th» reduction abtorb &9 r*uoh »e ona-fo»jrth

of excess reserves*

survey 1« being rude of t.he rnserve position of all Individual

meber bankc end the remits of thle survey idll shovr how ranjr banks will

not be able to jpjeet the proposed Increase ©onfort&bly out of their existing

reserves and balances with correspondent*. There 1* no renson 1» believe

that the ntsnber of sueh banks tdl l bo Isrge or the ewount* of poselble

shortages considerable.
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