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B O A R D O F G O V E R N O R S 

o r T H E 

F E D E R A L R E S E R V E S Y S T E M 

Office Correspondence pate October is, 1941 
To Chairman Ecc les Subjec t : Arguments aga ins t t he 

^ o m E. A> Goldenweiser c e i l i n g p l a n . 

I a t t a c h a statement o f the s i x p r i n c i p a l o b j e c t i o n s t h a t 

I can t h i n k o f aga ins t t he c e i l i n g p l a n . I should app rec ia te i t i f 

you would read them and t e l l me o f any o the rs t h a t may occur t o you. 

I have a l s o w r i t t e n p o s s i b l e answers t o these o b j e c t i o n s . My own 

c o n v i c t i o n i n the mat ter i s t h a t we need a d d i t i o n a l powers and should 

get them i n any form we can. 

Attachment 
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October 15, 1941 

ARGUMENTS AGAINST THE CEILING PLAN 

The Plan. The c e i l i n g p l a n proposes t h a t t he Board be g i ven 

a u t h o r i t y t o r e q u i r e a h igher reserve r a t i o f o r demand depos i t s i n 

excess o f t he p resent amount. The a u t h o r i t y might be l i m i t e d t o a 

r a t i o o f 50, 6 6 - 2 / 5 , or 75 per cen t . 

Arguments aga ins t the p l a n . 

1 . I t would pena l i ze g rowth , and consequent ly i n t e r f e r e 

w i t h compe t i t i on and thus remove i n c e n t i v e f o r good management. 

Even though t he r a t i o on new depos i t s be l i m i t e d t o between 

50 and 75 per cen t , so l o n g as i t i s h igher t han the r a t i o on e x i s t i n g 

d e p o s i t s , a bank has l e s s i n c e n t i v e t o compete f o r new depos i t s and 

gets l e s s reward i n the way o f inc rease i n a v a i l a b l e funds th rough 

good management. 

2 . The c e i l i n g p l a n would be u n i n t e n t i o n a l l y d e f l a t i o n a r y , 

i n a d d i t i o n t o t h e i n t e n t i o n a l r e s t r a i n t , because i f a bank on the 20 

per cent reserve r a t i o l o s t , f o r example, #100 i n d e p o s i t s v ( a n d r e -

serves) t he banking system would have t o l i q u i d a t e #500, un less i t 

borrowed, w h i l e the r e c e i p t o f $100 by another bank would make p o s s i b l e 

an expansion o f o n l y #200, or $150, depending on whether the requi rement 

on new depos i t s were 50 per cent or 66 -2 /5 per cen t . Such a d e f l a t i o n a r y 

i n f l u e n c e might a t t imes be u n d e s i r a b l e . 
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3 . The p l a n i n o p e r a t i o n would be ve ry m i l d a t f i r s t so l ong 

as t he banks have a l a r g e amount o f excess r e s e r v e s . Each I n d i v i d u a l 

bank would have as l a r g e a volume o f i d l e funds t o i n v e s t as i t now has. 

But i t would become h i g h l y r e s t r i c t i v e as the l i m i t o f expansion was 

approached. For example a 66-2 /5 per cent requi rement on new depos i t s 

would mean t h a t the banks cou ld expand by about 6 b i l l i o n s on the bas i s 

o f p resen t r e s e r v e s . I t would no t meet the need f o r immediate r e s t r a i n t 

bu t might be t o o r e s t r i c t i v e l a t e r when expansion has progressed f a r t h e r . 

4 . Under t h e c e i l i n g p l a n t he r a t i o o f r e q u i r e d reserves t o 

depos i t s would v a r y f rom bank t o bank and t h i s might make banks f e e l t h a t 

i t i s u n f a i r . 

5 . The p l a n i s new and, t h e r e f o r e , r a i s e s many ques t i ons . I t 

would be eas ie r t o o b t a i n powers a long f a m i l i a r l i n e s . Opening up a new 

approach might de lay l e g i s l a t i o n and o f f e r o p p o r t u n i t i e s f o r t h e i n t r o -

d u c t i o n o f a l l k i nds o f amendments - such, f o r example, as the 100 per 

cent reserve p l a n . 

6 . The p l a n i s c o n t r a r y t o the Board 's commitment o f t he l a s t 

yea r -end . I t s i n t r o d u c t i o n would be hard t o r e c o n c i l e w i t h the Board 's 

e a r l i e r p o s i t i o n and would a l i e n a t e banking suppo r t , and p a r t i c u l a r l y t h a t 

o f t he Federa l Adv iso ry Counc i l and p o s s i b l y o f t he P res iden ts o f t he 

Fede ra l Reserve Banks. 

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



- 3 -

Answers t o these arguments may be s t a t e d as f o l l o w s : 

1 . Any c o n t r o l o f expansion pena l i zes growth ; t h a t i s i t s 

purpose and expansion would be r e s t r a i n e d a t t he ve ry bank where i t 

i s i n evidence* The argument i s much more v a l i d aga ins t a 100 per 

cent requi rement on new d e p o s i t s , which would make such d e p o s i t s en-

t i r e l y unusable by t he bank t h a t r ece i ves them, t han aga ins t a 50 t o 

75 per cent requ i remen t , which would d i m i n i s h but no t e l i m i n a t e t he 

a t t r a c t i v e n e s s o f d e p o s i t s . I t would consequent ly no t e l i m i n a t e t h e 

i n c e n t i v e f o r a t t r a c t i n g depos i t s by good management or o the rw ise . 

2 . Th i s argument was much more v a l i d when a 100 per cent 

reserve f o r new depos i t s was proposed t o cont inue more or l e s s i n d e f -

i n a t e l y . I t was t hen in tended t o meet t h i s s i t u a t i o n by r e a l l o t t i n g 

c e i l i n g s . The argument a l so a p p l i e s on l y t o banks t h a t have no excess 

reserves o f wh ich t h e r e are a t p resent ve ry few. W i t h l e s s than 100 

per cent reserves on new depos i t s t h e r e i s no t much i n the argument, 

e s p e c i a l l y i f t he p l a n i s t o be i n e f f e c t on l y d u r i n g t he emergency, 

when r e s t r a i n t o f expansion i s what i s d e s i r e d . A recen t survey shows 

t h a t i n t he past t h r e e years on l y 500 banks out o f 6,000 l o s t demand 

depos i t s and t he l osses aggregated on ly $50,000,000, as aga ins t a t o t a l 

i nc rease o f f l 2 , 0 0 0 , 0 0 0 , 0 0 0 . I n a p e r i o d o f expansion t h e r e i s no t 

much i n t h i s argument, and i n a p e r i o d o f c o n t r a c t i o n the h igher r e -

qui rements would be resc inded . 

5 . I t i s t r u e t h a t t he p l a n would become p r o g r e s s i v e l y more 

r e s t r i c t i v e as expansion proceeded f a r t h e r and t he u l t i m a t e l i m i t came 

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



- 4 -

n e a r e r . But i s t h a t no t what we want? I s i t no t best t o l e t banks 

know t h a t they have a leeway bu t t h a t t h e r e i s an u l t i m a t e l i m i t on 

t o t a l expansion? I s n ' t t h i s t r u e o f any p l a n , except t h a t t h i s p l a n 

b r i n g s t he l i m i t n e a r e r , and, t h e r e f o r e , i s more e f f e c t i v e aga ins t 

i n f l a t i o n ? 

4 . The survey r e f e r r e d t o above shows t h a t i n t he pas t t h ree 

years t he r a t e o f growth o f depos i t s a t d i f f e r e n t banks has no t v a r i e d 

a g rea t d e a l . I n such c i rcumstances the average r a t i o f o r the d i f f e r -

en t banks would no t va ry e i t h e r . I n any case the o v e r - a l l r a t i o i s an 

academic concept . A l l banks w i l l be s u b j e c t t o the same reserve r e -

qui rements up t o t h e c e i l i n g and t o the same reserve requ i rements above 

the c e i l i n g . The t o t a l r a t i o need no t and p robab ly would no t be com-

puted . 

5 . Aga ins t the n o v e l t y argument no th i ng can be s a i d , except 

t h a t many new t h i n g s have t o be done under new c o n d i t i o n s . Crank amend-

ments can be a t tached t o any banking l e g i s l a t i o n . 

I t i s a q u e s t i o n whether powers a long t he o l d f a m i l i a r l i n e s 

can be ob ta ined more e a s i l y . There seems t o be ve ry s t rong o p p o s i t i o n 

t o them i n the Treasury on* the ground t h a t t hey would immedia te ly absorb 

e x i s t i n g excess reserves which the Treasury v iews as i t s cush ion aga ins t 

p o s s i b l e d i f f i c u l t y i n p l a c i n g issues w i t h non-banking i n v e s t o r s . What 

t he a t t i t u d e o f Congress w i l l be i s hard t o say. 

6 . The Board 's commitment i s a p o l i c y mat te r f o r t he Board 

t o cons i de r . I t may f e e l t h a t i t i s under o b l i g a t i o n t o repeat i t s 

p rev ious reques t f o r power and i n the same fo rm. I f i t should f i n d i t 

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



- 5 -

p o s s i b l e t o o b t a i n A d m i n i s t r a t i o n suppor t f o r such a u t h o r i t y , i t may 

be best t o do t h a t . But i f t h a t i s no t p o s s i b l e , t he Board might 

f e e l f r e e t o ask f o r powers i n a m o d i f i e d fo rm, f o r t h a t i s a l l t he 

c e i l i n g p l a n r ep resen t s . 

I n a d d i t i o n t o these answers t o the arguments aga ins t t he 

c e i l i n g p l a n t h i s a d d i t i o n a l p o i n t should be made: a f t e r t he powers 

have been ob ta ined i t w i l l be much eas ie r t o get prompt a c t i o n and 

acquiescence o f t he Treasury i f the use o f the powers w i l l p lace no 

bank under the n e c e s s i t y o f l i q u i d a t i n g i t s assets or bor rowing . 

I f prompt a c t i o n i s wanted i t i s much more l i k e l y t o be taken under 

t he c e i l i n g p l a n t han under t he r a t i o p l a n . 
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