COPY FOR CHAIRMAN ECCLES

\J)S}d\ April 25, 1936
p)

Secretary Morgenthau
Mr. Goldenweiser

In accordance with your request, I am transmitting here-
wifh a brief memorandum on why it would not be harmful to the

United States to lose a considerable amount of gold
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BHY 4 CONSIDERABLE LOSS OF GOLL FOULD NOT BE
HARMFUL IO IHE UMITED SIAIES

Total stock of gold in the United States at present 1s $10,200,000,-
000. Of this amount §7,675,000,000 is held by the Treasury against gold
certificates and gold eredits of the Federal Reserve banks, which have
reserves of §4,200,000,000 in excess of their legal requirements. Of the
remsinder, the largest part, nearly §2,000,000,000, i in the Stabilise~
tion Fund.

Conditions in the momey market are extremely easy and money rates
are low., HMember banks have reserves about §3,000,000,000 in excess of
legal requirements (disregarding temperary fluctustions due to changes
in Treasury cash and deposits with the Reserve banks). On the basis of
these reserves the member banks, if propitious circumstances developed,
could more then double the volume of bank credit in this country. Such
cMoth-ouldbofuiu_mcuef&oau“othod\hyhui-
ness expsnsion sad would constitute a grave danger of haréful inflstion.

¥hile the Federal Reserve System hss instruments at its disposal
for the absorption of the excess reserves, these instruments may not be
sufficient and the timing of their use presents many difficult problems.
An outflow of gold would reduce excess reserves, would help solve the
problem of controlling an expansion of credit, snd wonld not cause say
loss whatsoever to either the Covernment, the banks, or the public. At
the same time, an outflow of gold from this country might stremgtbhen the
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financial position of other coumtries, and thereby inoresse their
ebility to purchase our goods.

To be more s ecific, the power of the Federal Reserve System to
abgord excess reserves 1s limited to reising reserve reguirements by
100 per cent, whick would absord $2,800,000,000; snd selling its port-
folio of United States Covernment securities, which would sbsordb §2,-
400,000,000, The total power of ebsorption is, therefore, §5,200,000,000.

For the moment, this is sufficlent, ss excess reserves are far be-
low that figure, being about §3,000,000,000, But to this amouat should
be added the §2,000,000,000 in the Stabilizstion Fund which may be spent
some time and would them increase excess reserves by a corresponding
amount, and such issues of silver certificates aand purchases of domestic
gold as may be mede from time to time.

Existing and prospective excess reserves, therefore, are fully as
large as the toisl of the Federal Reserve Systea's powers of absorp-
tion. The exercise of these powers to the full would involves (1)
raising reserve requirements by 100 per ceat, and (2) selling out the
eatire portfolio of Govermnment securities of the Reserve banks. The
first would make it necessary for msny individual banks to sell
securities or to borrow, and tiis might result in a stiffeaing of
money rates and might chill recovery. The seconéd would net only dee
prive the Reserve baaks of all earnings with which to pay expenses,
but would also meke 1t impossible for them to cope with any further
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expansion that might occur from any ceuse.

An outflow of gold, therefors, would facilitate the problem of
credit administration by absorbing & part of the excess reserves with-
out using up the powersg of the Systea, It would also have the advan~
tage of absorbing them at the money centers, where gold shipments ere
made, and where any temporary undesirzble tightening of money coundi-
tions cen be most resdily overcome by opean-market operations by the
Federal Reserve Systen.

In view of all these considerations, it would appear that a loss
of gold, even in considersble volume, would be a distinet gain to the
United States.
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