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CONFIDENTIAL 
Notes on meeting May XI, 193& 

GENERAL CREDIT CONDITIONS 

C r e d i t c o n d i t i o n s i n t h i s count ry s i n ce 1933 ^ e e n cha r -

a c t e r i z e d by ( l ) a l a r g e growth i n monetary g o l d s t o c k and i n excess 

rese rves o f member banks, (2) ex tens i ve Government bor rowing and spend-

i ng , (3) r a p i d i n c rease i n volume o f bank depos i t s , and (h) l i m i t e d 

use o f the a v a i l a b l e supp ly o f fundis. 

Summary o f developments p r i o r t o 191^ 

The c o l l a p s e o f the s pe cu l a t i v e boom i n the f a l l o f 1929 

ushered i n a p e r i o d o f monetary ease tha t l a s t e d u n t i l t he i n t e r n a t i o n a l 

f i n a n c i a l c r i s i s o f September 1931« Dur ing t h i s p e r i o d monetary deve lop-

ments, i . e . , those developments a f f e c t i n g member bank reserves and 

bor rowings , were i n no way r e s t r i c t i v e and may be cons i de red as r e l a t i v e -

l y unimportant among the f a c t o r s caus i ng con t i nued bus iness r e c e s s i on . 

Bank l oans t o customers de c l i n ed , bu t the t o t a l o f bank l oans and i n -

vestments and bank depos i t s showed l i t t l e d e c l i n e u n t i l the end o f 1930* 

The volume of bus iness a c t i v i t y was sha rp l y reduced, and w i t h the 

c o n t r a c t i o n i n p a y r o l l s and r e t a i l t r ade , money r e tu rned from c i r c u l a r 

t'ion* Monetary g o l d s t o c k a l s o i n c r eased and t h e Fede ra l Reserve banks 

purchased s e c u r i t i e s i n the open market. Funds ob ta i ned by banks 

through g o l d imports , through r e t u r n o f cur rency f rom c i r c u l a t i o n , and 

through open-market purchases were used to repay indebtedness to the 

F ede r a l Reserve banks• Dur ing t h i s p e r i o d , member bank reserve ba lances 

showed l i t t l e change. 
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In September 1933 > w i t h England1s departure from the go l d 

standard and the accompanying i n t e r na t i o na l f i n a n c i a l c r i s i s , monetary 

f a c t o r s assumed a new importance, Fore igners withdrew l a rge amounts o f 

t h e i r funds from New York and the prev ious i n f l ow of go l d was reversed 

i n to an out f l ow. At the same time the weakness o f i n d i v i d u a l bank 

s i t u a t i o n s and the reduc t i on i n the va lue of bank assets r e su l t ed i n runs 

upon b a r i s and l a rge currency hoard ing. Member banks drew upon t h e i r 

reserve balances and borrowings at the Federa l Reserve banks rose almost 

t o the 1929 l e v e l . Depos i ts and loans and investments of member banks 

dec l i ned sharp ly dur ing t h i s pe r i od . 

A f t e r the passage of the G lass -S teaga l l Act on February 27. 

1932, the Federa l Reserve System bought a l a r ge volume 3f s e c u r i t i e s , 

indebtedness at the Reserve banks was sharp ly reduced, and member bank 

reserve balances were r e s to red by the end of 1932 t o the 1928-1930 l e v e l . 

Gold a l so began to move in to t h i s country. I t was dur ing t h i s p e r i o d that 

excess reserves f i r s t appeared. A l though the genera l reserve p o s i t i o n o f 

banks ras improved by open-market purchases and go l d i n f l ow , currency 

cont inued i n hoards, bank loans and ho ld ings of corporate s e c u r i t i e s 

cont inued to be l i q u i d a t ed , and the cond i t i on o f many banks remained 

weak. Numerous bank f a i l u r e s a t the tu rn of the year brought whole-

sa l e runs upon banks, cu lminat ing i n March 1933 w i t h the c l o s i n g of 

a l l banks i n the country. 

Developments s iAco lQ^n 

The year 1933 was one of t r a n s i t i o n . Wi th the reopening of 

banks on a sound ba s i s , monetary f a c t o r s aga in became r e l a t i v e l y unim-

po r tan t . Return of currency from hoards and heavy open-market purchases 
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by the Reserve banks enabled member banks to reduce borrowings and 

accumulate excess reserves. The decline in loans of banks was checked 

and, toward the close of 1933» their investments began to increase 

sharply, as banks continued to purchase Government securities in even 

larger volume than in 193I and 1932 and as the decline i n bank hold-

ings of corporate securities was halted. 

Heavy gold imports following revaluation of gold on January 

31. 193̂ » further bui l t up excess reserves of member banks and per-

mitted them to repay a l l of their indebtedness to the Reserve banks. 

Banks bought more heavily of Government obligations in 193̂  and 1935 

and also increased somewhat their holdings of other securities. 

Government spending of the proceeds from the sale of securities to 

banks, together with gold imports, caused a sharp increase in bank 

deposits. 

3y the end of 1935 > total volume of deposits and currency 

held by the public had increased to $51 #800,000,000 as compared with 

$U0,700,000,000 in June 1933 and $5^00,000,000 at the end of 1929. 

Most of the increase occurred in demand deposits, which have recovered 

to about the 1929 level, as shown by the following table: 

TOTAL CURRENCY AND DEPOSITS AT ALL BANKS HELD BY THE GENERAL PUBLIC 
(In mill ions of dollars) 

Dec. 31, 
i q 2 q 

June 30» 
i < m 

Dec. 31, 

Demand deposits 1/ 22,400 14,300 22,000 

fime deposits 28,500 21,500 24,300 

Mutual savings 8,900 9 . 7 0 0 10.CC0 
Postal savings 200 1,200 1 , 1 0 0 
Other i<J„4oo 10,700 1 1 . t o o . 

Total deposits 50,900 3 5 , 9 0 0 4 6 , s o o 
Currency outside banks 3,600 M o o 5.000 
Total deposits and currency 5 ^ . 5 0 0 40,700 51 ,800 

17 Adjusted to exclude interbank and United States Government deposits 
and certain col lect ion items. Digitized for FRASER 
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Although the volume of bank depos i ts and currency he l d by 

the pub l i c i s on ly about 5 percent l e s s than i n 1929» business a c t i v i t y 

has not yet returned t o s"> h igh a l e v e l and the volume of payments 

has cont inued r e l a t i v e l y smal l , r e f l e c t i n g the hes i tancy of ho lders 

o f funds to spend or invest them, A cons iderab le amount of currency 

cont inues i n hoards and the ra te of turnover of bank depos i ts has 

rega ined near the low l e v e l reached i n 1932. The t o t a l volume of 

check payments has inc reased a b u t i n accordance w i t h the growth i n 

depos i t s , but the ra te of turnover of depos i ts i n a l l banks exc lud ing 

mutual savings banks, was about 15 times per annum i n the years 1933-

1935 • a s compared w i t h 20 times per annum i n the years 1921-1526, and 

a peak of 27 times a year i n 1929 > r e f l e c t i n g p r i n c i p a l l y s tock market 
as 

a c t i v i t y . At New York C i t y banks, where depos i ts are now almost as l a rge | 

i n the pre-depress ion per iod , the ra te of turnover i s much sma l l e r— 

26 t i ne s a year i n 1935 compared w i t h 57 i n 1926; whereas at other 

banks, where depos i t s are s t i l l much smal ler , the r a te of turnover 

has shown a r e l a t i v e l y smal l dec l i ne—f rom 13 to 11. 
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