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Authorizing the destruction of Federal Reserve Notes of the series of
1928, and their replacement by Federal Reserve Notes of the series of
1934, or a later series, at the expense of the United States.

Wednesday, July 14, 1937

HOUSE OF REPRESENTATIVES,

Committee on Banking and
Currency,

Washington, D. C.

The Committee met at 10:30 o'clock ae.ms, for the further considera-
tion of House Joint Resolution 377, Honorable Henry B, Steagall (Chairman)
presiding.

The Chairman. The Committee will be in order.

Governor Eccles, the Committee would like to have you discuss House
Joint Resolution 377, with which you are familiar, and which provides
a method for reimbursing Federal Reserve Banks for money expended by
them for Federal Keserve notes which they have not used.

I do not know whether you have read the statements in the hearings
that have been held prior to this time. If you have, you probably
would know better just what line you should direct your statement to,
but, in any event, we would like to have your views on this resolution.

STATEMENT OF HON. MARRINER S. ECCLES,

Chairman of the Board of Governors of the Federal
Reserve System.

Governor Eccles, Mr. Chairman, I do not know that I can add
very much to what has already been said upon this subject. The state-
ment which was prepared and presented here by the representative of the
Treasury, giving the reasons for the proposed legislation, seemed to be
quite complete. I read your own statement, which to me sums up the
situation in about as short, direect and terse a manner as it can be
summed up, and I will just quote fram it:

"The Government has sold notes to the banks which they have paid
for, and as the banks now can not use them, does the Government want
to take this money for the sale of something which has not been delivered
and for which no benefit has been received by the banks, or does it wish
to substitute something that the banks can use?"
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As you know, the banks are provided with Federal Rescrve notes
which are supplied by the Treasury, and the notes in question, some of
them completed and others in the process of campletion, have been paid
for by the various Reserve banks. They were asked to discontinue the
circulation of the series of 1928 notes, for the reason that they were
redeemable in gold or lawful money, and it was folt, in view of the
Gold Reserve fict, that the statement should be changed to make them
no longer redeecmable in gold, which of course was a fiction or a lie
on the face of the notess They arc not now rodeemable in gold, and it
was of course only proper that the circulation of them should be dis-
continucd under the circumstances as soon as that could reasonably be
donee Thc banks discontinued putting out thesc notes as rapidly as thoy
wore provided with notes of the scrics of 1934, and of course thoy
simply have an inventory or a stock of thosec notes which the Treasury
said thecy would be willing to rcplace with notes of the series of 1934
if Congress would authorize them to do so, using such portion of the
gold profit that they had for that purpose.

Now, it would secm that in view of thc fact that theso notes of
the 1928 scories were mado unusable as ths result of an act to discontinue
the gold redemption provision, and because at the same timoc a large gold
profit accrued to the Trecasury, something over two billion eight hundred
million, the banks should have theso notes which were made ob solote as
the result of this action replaced by the Treasury.

Now, I know that some will say that tho Reserve System should

not rocecive a reimbursemont, that they do not pay enything for their
right to issuc these notes, and that they arc privatcly owned institutions,
It should be pointed out, however, that thc stockholders of the itgserve
Bunks ere limited to a fixed amount, to 6 per cent dividcnds, upon their
stock in ‘the Rescrve Banks, and that ony carnings accruing to the

Reserve Banks in excess of that amount at any time can be appropriated

by Congress for such purposo as it sees fit, The surplus of the

Reserve Banks has been greatly reduced, was cut practically in half as
the result of an appropriation to the fedoral Deposit Insurance Corpora-
tion from that surplus. The surplus today is not excessivec, bused upon
what would seecm to be the reasonable conservative nceds of the Keserve
System, and if thc Roservo Systam should earn funds in the future, thoso
carnings would mecrely be added to the surplus, and the Congress, at any
time that it saw fit, could provide that such carnings as the Reserve
System made above such cmount as the Congress thought was a proper and

an adequate surplus could be diverted to the Treasury of the United States.

The Chairman, Governor Eccles, let me ask you a question right
thores I reckon thet it is a subject that might be discussed now with
morec frecdom than would have beun permissible at other times in our
roecent past. As a matter of fact, whatever might be the showing on
paper, either of tho member bank or of the Fedoral Reoserve Bank itself,
the condition of the membor bank would ncecessarily bo re¢flected in the
actual condition of the Ruserve Bank, and what I want to ask you is if
it is not true that at one time our Federal Rfeserve Banks had inherent
difficultios and problems as the result of the condition of thouir member
banks, which tho public would not nccessarily get from a paper statcment
of the condition of thc Federsl Reserve Bank? In other words, the
Federnl Reserve Bunks have not had all of the surplus all the time that
they wero supposed to have, as would have beon shown if they had had to
cash tho chips and get out of tho gamo, had they?
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Governor Eccles. The Reserve banks, of course, in a senso, are
like any other institutions They have their assets and their liabilities,
The liabilitics of coursc aro the deposits of the member banks, and their
notecs in circulation, and their eapital and surpluse. Their assets rcpre-
sent gold certificates today very largely, and government bonds,

The Chairman., But at one time they had large amounts in loans.

Governor Eccles, That is right. Especially was that true in 1920
and 1921,

The Choirman. 4#And we all know that thousands of them were not in
position to pay their loens to the Federal Rescrve,

Governor Eccles.s They cen of course sustain losses like any other
institution. The Reserve Banks, in times of decpression, in my view,
should be much more lenient in their credit cextensions to member banks
than they would be under times of more business activitye.

The Chairman. Let me call your attention to one things There was
never enything much said about it at the time, and it should not have
been discussed at that time, though some mombers of the House thought
otherwises When we were asked to pass the Reconstruction Finance
Corporation Act, we were told in the conferences by some men from
New York and elsewhere who were in a position to know, and I do not
doubt thaot their stoatoments were correct, that 800 banks in the
Now York district, with capital and surplus of 600 millions of dollars,
wore obligated at that time in the amount ef $475,000,000s I havo not
the exact figures in minds Of course, those banks had large leens with
the Federal Reserve Bank in New York, and any man can draw the conclusion
in a minute as to what that moant as to tho actual condition of the
Foderal Reserve Bank of New York, and I am speaking of that because
that was the particular case that was enlled to eur attentions I do not
mean that those conditions did not exist elsewhere, Wut that is what we
were told about the New York Federal Reserve districte So that I have
never been very much disturbed on account of any fear that the Federal
Reserve Banks wore permitted to accumulate any larger surplus than good
common sense would suggest.

But excuse mo for intruding upon your discussion,

Mr. Gifford. I want to clear up the gold gertificate matter. How
did you acquire the gold certificates?

Governor Eccles, Do yeu mean the Reserve Banks?
Mr, Gifforde Yos.

Governor Ecclese They acquired them in exchange for the actual
gold the Reserve System iturned over to the Treasury.

Mr. Gifforde So the gold eertificates mean shat you have a call on
tho gold?

Governor Bccless It means what?

Mre. Gifferde Doos it mean that you have a cell em the gold that we
have on hand, if and when gold may be freed?



Y. L-514

Governor Eccles. Well, I do not suppose, of course, that they
would have a right to turn the gold certificates over to the Treasury
and ask for golds Under theo law, theo Treasury, of cpurse, has thc right
to issue licensos to rolcase golde The Reserve System has no right to
release gold for any purposo,

Mr, Giffords The point that I want to moke, that I want to clcar
up, is this: Would it be a proper thing to use that gold to psy the
public debt? You must hear that discussed and argued.

Governor Eccles. You say, would it be a proper thing?

Mr. Gifford. Is that gold idle? The gold certificate is not idle,
but dees the gold certificate represent the gold itsclf, and should it
bc held thero to meet those gold certificates, or could it be used to
pay the public debt?

Governor Fccless I think that it should be hold there to redecem tho
gold certificates, just as silver is held in lieu of silver certificatoes.
Of course, there is the gold held in the stabilization fund, which is a
gold profit, and therc is also tho gold in the sterilization fund, which
is gold in addition to the gold necessary to redcem the gold certificates
held by the Reserve Banks,

Mr, Gifford. Then you would say that that gold, perhaps seven
billions, should not be used to retirc a part of the public dobt?

Governor Eccles. No, sir, it should not. It should be held just
whore it is, back of the gold certificates which have been issued to
tho Rescrvo Banks and of credits to the Reserve banks payable in gold
certificatos,

Mr. Gifford. Mr. Chairman, I wonted to bring that out.

Mr. Patman., What about the idle gold? Why should it not be usod
to reduce the public debt?

Governor Eccles, To use that to reduce the public debt, of courso,
would immediately bring it back as oxcess reserves, and if you do that,
that would be mercly desterilizations If you used the gold in the
stabilization and sterilization funds, it would increase the excess
roeserves of the banks by something over three billion dollars, and the
Roserve System would have no power with which to control credit inflation,
without getting further power to incroase rcserves,

Mr. Gifforde How much idle gold is there?
Governor bcclos. Just what do you moan by idle gold?
Mr. Gifforde. Thoso certificates ropresent gold, I supposc.

Governor Eccles. Yes, but do you mecn gold outsido of what the
gold certificatcs cover?

Mr. Giffords Yos. We hoar so much about this idle gold.



Governor Ecclose I do not know. It seams to me that you would
have to get those figures from the Treasury,

Mr. Giffords How much in gold certificates has the Federal Reserve?
Governor Eccles, What is the question?

Mr., Gifford. How many gold certificates have you?

Governor Eccles, Has the Reservc System?

Mr, Forde Don't you mean the sterilized gold, Mr. Gifford?

Mr. Gifford. I think Father Coughlin waxed rather angrily when he
found that tho gold certificates were issued to the Federal Reservo, and
ho said that that was a call on that particular gold. I think #%hat it is
a good thing at this moment to find out if we do have idle gold.

Mr, Patman, Didn't the Governor answer that when he said that the
only gold certificates outstanding werec the gold certificates in the hands
of tho Foderal Reserve Banks, aggregating seven billion? We have about
twelve billion four hundred millions in gold, but therc is only about
seven billion outstanding in ccrtificates hold by Foderal Reserve Banks.

Governor kccles. About oight billions cight hundred million in
gold certificates and credits payable in gold certificates,

Mr, Patman., There¢ must be two or threc billion dollars of idle
gold at least, and the Treasury statoment overy morning shows that
there is over a billion dollars in active gold.

Mr. Giffords I want that answerod very much, how much idlec gold
there is; but you agree that those gold certificates are a csll on
that amount of gold?

Mr, Patman. It is a rather fictitious procecding that they are going
through. Of course, the Troasurg has bcen turning these gold certificates
all over to the Federal Reserve Panks, to got credit. You cannot got
gold for those certificates,

Mr, Giffords When gold is freed, those ccrtificates would bec
honored.

Mr. Patman. I bog your pardon?

Mr, Giffords If and whon that gold is freed, thosc gold certifi-
cates would have a call on it,

Mr, Patmon. Bocausoc of the way they cbtained those certificates, I
do not know that they have any moral right to dcmand tho gold, because the
Fedoral Govermment favored the Federal Reserve Banks in that over every
one clses

The Chairman, Have not the Federal Reserve Banks turned over the
actunl gold when tho legislation was passed, and I want to ask in that
connoction how much gold the Foderal Reservo Banks have surrendered as
compared to thc smount of gold ccrtificates outstanding.



Govcrnor Lcclcose Wo 1, as I understand it, tho Yoderel Rescrve
Benks heve gold cortificetes, or o call on gold coertificites, of
cpproximctcely cight billion c¢ight hundred millione Thoy turned that
much gold overs,

The Choirman. How is that?
Mr, Patman.e You aro bound to be mistaken about that,
Governor bcecles, About what?

Mr, Patman, Do you mean to say that you sctually delivered that
much gold, oight billions eight hundred million?

Governor Ecclos., Yos, That is the amount of gold certificates the
Federal Roscrveo Banks report as "On hand and due from United Stetes
Treasury."

Mr. Patmon. How much have you cver had in your possession, in the
vaults of tho Federal Rcscrve Bonks?

Governor Ecclose. Wcll, I would have to go Back to answer that,
I do not know what amount of gold was had at the time tho Gold Rescrve
fct wos passed, but whatever it was it was turned over to the Treasury,
and thoy got gold certificateses Since that timo--

Mr, Potman, Is it not a fact--

Governor Eccles, Since that timo tho gold that has come into the
country, of courso, has gono to the Treasury. All gold that has gone

out of circulation has gone to the Treasury.

Mre. Potman, If tho law compels turning in the gold, and I turn it
in, doos tho Federcl Reserve Bank cloim any credit to that gold?

Governor Ecclos. The Fodoral Resorve Bank turns that gold ever
to the Treasury immediately. If you go to a bank and deposit gold,
or it comes from any source and it goes through a bank, you will get
credit at the wank for that deposit, but that Pank immedioately turns it
ovor to the Resorve Systam, and the Reserve System turns it over to the
Troasury.

Mr, Patman, But supposo that it is a gold certificate; what do you
do with that?

Govornor #cclos. One of the old gold certificates?

Mr., Patmon. Yos.

Governor Eccloss That would be turned into the Treasury.

Mr. Patman. You moan that you would turn it in to the Treasury?
Governor Eccles, That is right,

Mr. Patmon. 4nd the Troasury turns it right back to you for credit
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oftentimes, and isn't that the way that you acquired most of the
certificates?

Governor Eccles. That is right,

Mr. Patman. So that you did not get the gold, but the gold
certificates,

Governor Eccles. I do not know the exact figures, but whatever
gold the Reserve Systom had, they delivered to the Troeasury,

Mr. Patmen., Those figures are &vailable, and I think that it
would be rather intercesting to this committee to know just eoxactly how
much gold the Federal Reserve Banks had in their physical posscssion,
Will you furnish the committee with that information?

Governor Eccles, That information, I em sure, could be easily
gotten, The gold was turned over at $20.67 an ouncec, the same as gold
held by anybody elsce. 4nybody holding gold turned it over at the old
price of gold, and the difforonce betweon that and the increased prico
of gold, of course, becomes a gold profit to the Treasury.

Gold turned ever to the Treasury by the Federal Kescrve banks on
January 30, 1934, in accordance with the provisions of the Gold Rescrve
of 1934 was as follows:

Gold coin $ 707,067,000
Gold bullion 99,235,000
Gold on decposit with Treasurer

of the United States for

account of Federal Ressrve

banks and agents 1,761,469,000

Total $2,567,771,000

Gold certificates held by the Fecderal Rescrve banks on January
30, 1934, approximately $1,000,000,000, were all turned over to the
Troasury on varieus dates in exchange for creldits on the books of the
Treasury payable in the new form gold ccrtificatos,

Since January 30, 1934, gold coin withdrawn from circulation,
domestically produced gold, and imported gold has all gonc to the United
States Treasury., On the basis of these gold holdings the Treasury be-
twoon January 31, 1934, and July 14, 1937, gave thce Federal Reserve banks
credits payable in gold certificates in the amount of about $5,300,000,000
in exchange for deposit credits on the books of the Federal Rescrve banks,
which crodits have been used by the Treasury to meet its curront obliga-
tions. The procedure differs in no essential respect, so far as the
Reserve banks are concerned, from that followed in connection with the
silver purchase progrom, in which silver is purchased by the Treasury
and silver certificates turnced ovor to tho Roserve banks for deposit
credite In the case of silver cortificates, however, unlike gold
certificates the Ruscerve banks con and do pay out the certificates into
circulation, whereas they must themsclves continue to hold the gold
certificatese
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Mr. Patmane You stated awhile ago that these gold certificates
wore turned ovetr to tho Treasury, They aro turned in there for the
purposo of obteining difforont kinds of certificatess Supposing that
you had $100,000 worth; would you turn that in and get onc gold certi-
ficato for .$100,000?

Governor Eccles, As a matter of fact, for the bi:gest part of that
gold, gold certificates havo not even heen issued.s It is morely an
account,s Over six billions of gold certificates have not boen issucd,

Mr, Patman, I am anxious for you to describe one of these new
kinds of gold certificates that they have gotton up for the purposc of
being used by the Foderal Roserve Banks, What doos it look like?

Governor Eccleos. I have a form here of tho gold certificate.
Mr, Patman, The new form?

Governor Eccles. Yes, tho form of 1934,

Mr, Patman, Do;cribe it, pleasoc,

Governor Eccles (Reading)e "This is to certify that therec is on
deposit in tho Treasury of the United Statos of America, (blank) dollars
in gold, payable to tho bearer on demand as authorized by law. This
cortificate is a legal tender in the amount theroof in paymont of all
debts and dues, public and private,

"(Signed) Treasurer ef tho United States.
' and
Secretary ¢f tho Treasury,"

Mr, Patman. I thought it was supposed to be restricted in use so
that only the Foderal Rescrve Banks ceuld use it, Is that right?

Governor Eccles, The Federal Resorve Banks do not use them. Thoy
merely hold tham as they would a receipt in lieu of the gold that thoy
have,

Mr, Patman. That is what I thought, but that indicates that anyono
getting possession of it would have a right to take it to the Treasury
and get gold on it.,

Governor fccles. It says, "On domand, as authorized by law,"

Mr, Patman. Suppose that he wanted the gold for export; he would
have to get permission to export it.

Governor Eccles., If thoy wantod gold for any purpose, the law
has given to the Secrctary of tho Treasurer tho discrotion on that,

Mr, Patmon, But that certificate, so far as bcing a claim on gold
is concerned, is rostricted to the provisions of the law, and
domostically you cannot demand gold, and you cannot get gold on that
certificate.,
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Govornor Eccles. That is right,

Mr, Patman., For domostic purposes. So it is merely a fiction so
far as it relaotes to domestic business,

Mr. Gifford, The other question is, Suppose that the gold cerbvifi-
cato is presented for money by you, and you receive United States bills
or paper, cnd you accept that; can you after that demand gold? If you
can, then I claim that the gold is not idle, that it is working through
the gold certificate,

Governor Eccless I do not get the point. Just what is your
question?

Mr., Gifforde If I have a receipt, it means that I can demand gold
that is freed, and I give up that receipt and take money that is being
issued nowe That gold receipt is a certificate for gold in the hande
of the Treasury, but you have been paid the money and accepted it.

Governor Eccles. Whom are you spoaking of, the Reserve System?

Mr, Gifforde Yes, and I want to ask if you do not jeopardize
your privilege of a demand for gold when you accept paper money?

Governor Eccleses I still do not get your pointe The law, of
course, as you all know, required the Reserve System and everybody olse
holding gold or gold certificates to turn them in to the Treasury, at
$20.67 an ownce, That was done. The Reserve System, in lieu of the
gold, was given these gold certifieates. The law requires that the
Federal Reserve notes must be oovered by not less than 48 per cent of
gold-=and in this case it would be gold ccrtificates--so the gold
cortifionte serves the same use under the law that the gold did serve,
and the balance is to be covered by either United States Government
w»onds or poper, commercial paper, eligible paper which the Reserve
System has taken from the member danks,.

Mr., Gifforde I do not think my qwestion should be so difficult.
I think I see the moral side of ite If you bring in that gold certi-
ficate, and you take money, bills, you lose the right to demand gold,
don't you? The Treasury accepts gold eertificates for the money
handed over the counter, end haven't you'lost it thon so far as its being
a demand for actual gold is concerned, or is it simply a bookkeeping
arrangement?

Governor Eccless Tho Federal Reserve Banks do not turn gold
cortificates over to the Treasury in exehange for other kinds of
currencys

Mr, Gifforde Don't you have to give up the gold certificates?

Governor Eccles. They have to turn all of the old series gold
certificates over to the Treasury but not the new series certificates
which are issued only to the federal Reserve Banks.

Mr. Gifforde You don't give them up?

Governor Eccles. Not the new ones.

Mr. Patmen., I want to ask a question on this bill.
5
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Tho Chairman. Lot mo sce if I understand what he is talking about.
You have eight billion eight hundred million of Federal Reserve notes
now outstanding--is that right?

Governor Eccles., How many did you say?

The Chairman, Eight billion eight hundred million.

Governor Eccless That is in gold certificotes. You have less
than thet of Federal Resorve notes outstanding., The Federal Reserve

notecs in circulation amount to four billion two hundred fifty-two million,

The Chairman. And you have eight billion eight hundroed million of
gold certificates?

Governor Ecclese Gold certificates and crodits payable in gold
cortificatcse.

The Chairmans Whore are the gold certificates?
Governor Ecclese. Where arc they, did you say?

Tho Chairman, Yes.

Governor Eccless Thoy are in the various Reserve Banksse
The Chairman. They have than now?

Governor Ecclese. Yos or a cull on them.

The Chairman. No matter how they have them, they arec under their
control?

Govornor Eccles., That is right.s Here is whore they are--
.
The Chairman. That does not matter; I understand that part of it.

Mr. Hancocke You have not actually got two billion dollars in gold
certificates, have you, in the Systam?

Governor Eccles, %hat was the question?

Mr, Hancocke You have not actually got two billion dollars in gold
certificatos in tho Systam?

Governor Eccloss Theoy have eight billion eight hundred and thirty-
five million, but there has only been two billion eight hundred million
sctually delivered to the bankse The banks could get the balence at any
time they wanted it.,

The Chairmen. I want to ask you this, Governor: They have four
billion, plus any Federal Reserve notese What is the cover for those
notos now?

Governor Eccles, It varics. Gold certificates on hand and due from
the Treasury, $4,6563,632,000; eligible paper, $12,844,000; and United
States Govermment bonds, $20,000,000; or a total of $4,596,476,000, is what
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is held by the Federal Reserve agents covering the Federnl Reserve netes
which they have issued or are eutstanding,

The Chairman, Of course, those notes are protected by all the
assets of the Federal Reserve Banks, and they have only 12,000,000 in
commercial paper?

Governor Eccles, And the rest in gold certificatos and governmend
bonds.,

The Chairman, The rest is in gold certificates, which are theérc¥i-
cally redeemoble in gold?

Governor fccless That is right,

The Chairman, And then they have in audition to that how much
idle gold?

Governor Eccles. They have a total of eight billion eight
hundred thirty-five million, so that they would have the difference be=
tween four billion five hundred and sixty=threc million and eight billion
eight hundred thirty-five million not pledged against Fedoral Reserve
notose

The Chairman. Over four billions more of gold to their crecit which,
so far as tho Federcl Reserve Systam is concerned, is now idle?

Governor Ecclese It is not idle, because that is to be used to
cover depositss Tho law provides that they must hold a 40 per cent
coverage on Fedoral Reserve notos and 35 per cort on doposits, so it is
not idle, and it is not wholly frec,

Mr, Goldsboroughe Isn't this the situation, that the idle gold
boing discussod horo is represented by two billion dollars in the stabi-
lization fund and the so=calleod frozen gold which has boon recently pure-
chased by tho Treasury? Isn't that the total amount thot constitutes the
idlo gold, so=called? It amounts to about threc billion dollars?

Governor ¥cclos. I would say so, as far as-=

The Chairmane I have undortaken to show the amount of gold that
tho Fodoral Reserve Banks now hold and the smount of notes that thoy
havo outstanding ond in circulation, and the notes that thoy have out-
standing and in circulation are covored by nearly 100 per cent golde Then
thoy have in excess of the gold required to be covored by doposit abeut
ono or two billion moro,.

Governor #cclese I think about one billion seven hundred million
dollars moro,

The Chairman. And the highost requircment we ovor had as a gold
protection agoinst Federal Rescrve notes was 40 per cent, wasn't it?

Governor Eccles., 40 per cent, of course, is the legal requircmont,
Tho Chairmane I say, tho highost that we ever had?

Governor Eccles. The differonce has to bo made up by Govermnmont
bondsa
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The Chairmans I em not talking about that., I mean that tho only
requirement, and the highest requircment, was 40 per cont,

Governor Eccles, That is right,

The Chairman, That being the case, we have how many millions of
dollars of golc that could be uscd as o base for Federal Reservo notes,
1f wo only used the amount actually rcquired?

Governor Eccles, You would have tho excess, which is about one
billion seven hundred million dollars, plus the diffcrence between the
presont gold coverago and the ro.uired coverage. In other words--

The Chairmane It would be something like five billion of dollars,
would it not?

Governor fcclose It would be close to thate About four billion
ninc hundrod million,

Tho Chairmane Above what it would takc to cover your notes. with
40 per cent of gold?

Governor Eccloss In other words, if you covered your notes with
40 per cent and your deposits with 35 per cent, you would have about
four billion nine hundred million of gold in excoss of that minimum
covoragos

The Chairmane, That is what the Federal Reserve now has?
Governor Lcclese That is right,

Tho Chairmane And which they could use with a 40 per cent coverage
for additional Federal Reserve notcs?

Governor Ecclose That is right,

Mr. Hancocke That would serve as a credit baso for someothing like
fifty billion dellars, would it not?

Governer Eccless If issued by the Reserve banks and redcposited by
member bonks, it could sorve as a basis of multiplo expension by member
banks, but the Resorve banks could issuc it only if they purchased that
amount of sccurities in tho opon market, which it would bo impossible to
doe

The Choirman, How much of a further currcncy base would it servo,
assuning that you mado up tho other coverage by bonds or commercial
papor?

Govornor Eccles, Assuming that 60 per cent was made up of bonds
and commercial paper, and the gold was only used to the extont of 40
per cont coverago on notcs and 35 per cent on deposits, that would leave
about four billion ninc hundrod million of gold in excoss of that
minimum requircment,

The Chairman, Then how much additional issuo of Federal Reserve
notes would that cover on the basis of 40 per cent, asswiing 60 per cont
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is made up of bonds and commorcial paper? What I am trying to get at
is this: How many notos could the Federal Resorve Banks put out and
still protect them by the 40 per cent provision?

Governor Becclos: Twelve billion two hundred fifty million,

The Chairman, And still we have lots of people lying awake at
night for fear wo are going to oxpand our currency too much and have
inflation,.

That is what I wanted to b ring eut.
Now, how much credit would your twelve billions mako possiblec?

Governor Eccles, The thing that detormincs the possible crodit
oxpansion of the banking systom is the amount of oxcess reserves of
the momber banks.,

Now, those reserves are increased or decreased through two methods:
through open market opeorations or through the actual increase or tho
decrease of reserve rcquiremontse Prior to tho anction of the Board in
increasing the resorve requircments last summer and this spring, and
assuming there had beon no incroasc in rescrve requircments last summer
and this spring, there would bc¢ approximately thrce billion cdollars
noro oxcess reservos held by the member banks than arc held today.
Today therc is about 900 million in excoss roservose IThe member banks
would hold very closoc to four billion dollars of excess rescerves had
Congress not given the Board power to increase the roserve requiraments,
and had the Board not used that powoer,

You add to excess reserves to the extent that you buy securities
in tho markect. As seocuritics may be sold in the market or are permitted
to run off, it diminishes the amount of the excoss rescrvo.

That is tho mechanism availablo in the Resorve Systoen for tho control
of tho cxpansion or thc contraction of crodit, and thc amount of gold
hold by tho Reserve Systom influences it only to the extent that it is
not sufficient to cover the 40 pour cent and the 35 per cont. If the gold
roservo was getting cleso to the limit, thon, as was thc case in 1932,
it may be impossiblc for tho Resorve Systam to carry out an opon market
operation in attompting to easc tho monoy situction, but with the largo
cmount of gold available, it is not a factor today in either the ox-
pansion or tho rostriction of credit by tho banks,

Mr, Wolcotts Following tlet thought furthor, you have expressed an
opinion based upon the Cheirman's question, to this effect, that it
appears that you can, upon the gold basis, issuo upon your gold oxcesses
about twelve billion five hundred million of currency. Now, is it your
contontion that if the Federal fosorvo issuod twelvo billion five hundred
million in new currency, under tho quantitative theory of currency, that
would not create inflation?

Governor Eccles. What would the fesorve Systom do with the currency
if it issued it?

Mr, Wolcotte. Would it not find its way back into the ocxcess reserves
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of the banks, and therefore be usod as a basis for credit inflation?

Governor Ecclose In the first placo, thore is no way that that
curroncy could bo gotten out,

Mr, Wolcotte As I understand it, thc thoory bohind tho issuanco
of monoy is to meet curront domends for currency, and you do not issuo
any moro currency than is nceded.

Govornor Eccles,s Theo Reserve Systom doos not detormino the wmount
of curroncy issuod; the depogitors dotormine that.

Mr, Wolcott. And that is influonced by the nceds of business for
curroncy?

Govornor ficclose In fact, the greatest amount of curroncy wo had
in circulation was at the timo of tho bank holidey, when business was
at the lowcst obb, so that we canmot say that the volumec of currency
is doterminod sololy by the oxpansion and the contraction of businosss

Mr, Wolcotte What detcrmines, thorofore, tho amount of currency
which is outstanding?

Governor Eccless I would say normally that businoss expansion and
contraction-=-and tho price level, which is a factor of coursc in detorme
ining tho volume of money noceded to do a cortain amount of busincsse=-
would determine the volunc of curroncy outstandinges If currency is
hoarded, as it was at ono poriod, it is a factor in dotormining tho
anount of curroncy outstanding, but under a normal condition, where
poople do not withdraw curroncy and hoard it then tho mount of busi=
ness activity largely detorminos the amount of curroncy in circulation,

Mr., Wolcott, It is contonded by a great many members of Congross
that whore there is a contraction of orodit facilities, either duc to
the tightoning up by the banks or theo foiluro of borrowors tc demand
credit, it is desiruble to issuc currency to balancc up the withdrawals
of credit, What would nornally happen to that increaso in curroncy, if
that was done under thoso conditions?

Governor Ecclose It would come right back into theo Reserve Banks
and would be added to the oxcows roserves of momber bankse

Mr, Welcotte #And tho banks would bo requirod to invest those
oxcoss roserves in federal bonds?

Governor Ecclosse Woll, tho manber banks would have the excess ro-
serves, and I suppose that thoy could invest them wherever thorc was o
danond .

Mr, Wolcott, And when tho excoss roserves got up to a point where
you thought it wns dangerous and might coause inflation, thon you again
would have to reise tho resurve roquirencnt to offset it?

Governor Ecclose The Board has no furthor authority undor the low
to increase resorve requiraaonts,

Mr, Hancooke Is it not a fact that undor our monetary systom, the
more prosperous and stable business is, tho less currenoy wc use?
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Governor, Eccless I should say that that is not an accurate
statamonte It is true, however, that business may be prosperous and
stable, and wo would usc loss currency than we would in a time of crisis,
when people hoarded currencys

Mr. Honcocke As long as people have confidence in banks, they do
not usc currency, do they?

Governor Ecclose The greator the business activity, tho greater
tho amount of cash needed to transact it, and that incroases tho amount
of curroncy in circulations The amount of currency in circulation now
is substantially more thon it wes a yoar agoe There was more a year
ago than two yoears agoe Tho amount of currency in circulation has in=-
croasod substantially, due to two factors, first tho large incrcase in
the physical volumc of business and secondly some increase in the price

leveole

Mre. Haoncocke Governor, thoro was more currency outstanding in
Fobruary, 1933, thon at any other time in the history of this nation.

Governor Ecclese That is right. That was duo to tho fact that
curroncy was carried in licu of bank deposits, and it was carried idlo;

it is what we call hoardod moneys

Mr, Wolcotte And there was less in circulation during tho peak
year of 1929 than before that,.

Governor Eccloss That is correct,

Mr, Fish, I think that it would sorve a useful purpose to put
into tho record the amount of curroncy ho refers to as boeing outstanding
in 1933, and the dato, becauso I am undor the improssion that we have

today almost as much outstanding as ot any other time in our historye I
may be in error thore, but isn't a fact that we have more outstanding

now than we have had for a groat many years?
Governor lccless Ve had more in 1933,
Mr, Fish, How nuch more in 1933 than ot the prescnt timo?

Governor Eccless The maximum amount of monay in circulation was
scven billion twe hundred ninoty-~four million on lfarch 13, 1933.

Mr, Hancocke For about two weeks it ran protty close to sovon and
o half billion dollarse

Mr, Giffords The Fronch peoplc are hoarding our currency.

Mr, Patnan, I would likc to ask a fow questions about the bille
Mr, Fishe %o had bottor answor my question firste

Governor Ecclose At the prusent time (July 7) there is a total

amount in circulation of six billion five hundred twonty=-four million.
That includes all kinds of circulation, Of that amount, about four
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billion two hundred and fifty million is in Foderal notes. Then thoro
are the silver certificatos, and the old Unitod States notese

Mre Fishe Isn't that tho largost amount, cxcept for that one
oxception in 1933 whon wo had seven oand a holf billion outstanding?

Governor Ecclose Yese

Mr, Fish, One other question. Will you statc to tho committee
whethor you arc in favor of theo sterilization of gold?

Govornor Ecclese You are asking mo that question?
Mr, Fishe Yos.

Governor Ecclos, Whether I an in favor of it?

Mr, Fish, Yose

Governor Ecclose Yose

Mr., Fishe And whother, in vicw of the fact that wo took over 250
million dollars last month in gcld ond storilized it, and placed it in
the inactive account, you are in favor of continuing that policy indefi-
nitoly, of holding those hugo sums of money?

Governor Ecclos. You havo one of two altornativese You can either
sterilize gold in that way, or -find some other way to do it, or permit
it to become excess roservos in the banking system, in which case tho
credit control which now can bo exercisod by the Reserve Banks could no
longer be exercisode

Mr, Fishs I wont to hear from you whether you consider it possible
for this Govermont--not this administration, but tho Treasury Departmont.
to continue this policy to which I havo rcferrod indefinitely in conncc-
tion with ony attempt to balaenco tho budget, becausc I understand that
you want to balance the budgote

Govornor Ecclos, Of course, you got into a very large and involved
subject when you discuss the gold question, ond it is one that I do not
feel ot liberty to discusse I feel that inasmuch as Congress has givon
to tho Treasury tho rosponsibility for dealing with this subject, that
I would profor not to discuss it, or to cxpress porsonal opinions with
roforence to ite

Tho Chairnane Gontlamon, the Members are aware of tho state of
nmind of tho Membors of the Houso today on account of tho shocking doath
of Sonator Robinson, ond I om sure that all tho Members here would like
to be on the floor whon tho Houso mootse For thot rcason I am going
to suggest that tho committoo recess until 10:30 tomorrow morninge
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You can be back with us tomorrow morning, can you not?
Governor Ecclos,

The Chairman. I hopo that wo may bo ablo to finish with you
tomorrow morning,

Without objoction, the cormittee will meet tomorrow morning at
102 300

(Thercupon, at 11:50 o'clock a.me, the committoe recessed until
Thursdey morning, July 15, 1937, at 10:30 o'clock nens)
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H. R. RES., 377

Authorizing the destruction of Federal Reserve notes of the se-
ries of 1928, and their replacement by Federal Reserve notes of
the series of 1934, or a later series, at the expense of the
United States,

Thursday, July 15, 1937

HOUSE OF REPRESENTATIVES,
Committee on Banking and
Currency,

Washington, D. C.

The Committee met at 10:30 o'clock a. m., for the further con-
sideration of House Joint Resolution 377, Honorable Henry B.
Steagall (Chairmen) presiding.

The Chairmen. Gentlemen, we have Governor Eccles with us
again this morning. He will resume his statement on House Joint
Resolution 377.

Mr. Ford. Mr. Chairman, might I make the comment there that
I hope that the discussion will be confined to the bill this morn-
ing.

(Thereupon there was a brief informal discussion, off of the
record. )

The Chairman. You may proceed, Govecrnor Eccles.
FURTHER STATEMENT OF HON. MARRINER S. ECCLES,
Chairmen of the Board of Governors of the Federal Rescrve
Systmo
Mr. Patman. I would like to ask tho Governor some questions,

Tho Chairman. Cortainly.

Mr. Patmen. The 1928 certificates are the ones involved hore,
aro they not?

Governor Ecclos. Yos, that is right.
Mr. Patmen. They aro tho oncs that stato on their face that
thoy aro payablo in gold at tho United Statos Treoasury, or in

gold or lawful money at any of tho Fodoral Rosorvo Banks?

Govornor Ecclos. That is corroct.
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Mr. Patman, I believe that you statod yesterday that the
now form of gold certificato that is uscd botween the Fedoral
Rosorve Banks only usos tho phrasc "as authorized by law." In
other words, tho statoment is on the cortificato that thoy arc
rodoomablo in gold, but tho additional phraso is used, "as author-
ized by law.” That is tho only difforonco, is it?

Govornor Eccles. Well, to bo surc that thoro was any greator
diffcrenco, I would have to oxamine thom, but, as I rocall it,
that is tho difforence.

Mr, Patman. Thet being true, why couldn't you just add that
samc phraso to thcso bills, "as authorized by law," and mako thom
just tho samc as the othor bills now being uscd?

Govornor Ecclos. Of course, tho bills now being used arc not
in ecirculation, I moan tho bills that the Treasury now givos to
tho Rosorve System for the gold which thoy took from the System.

Mr. Patman. I did not got that.

Govornor Ecclos. I say, tho gold certificates which the Trea-
sury has givon to the Resorve Banks in paymont of gold which tho
Resorvo Systom has turncd over to tho Treoasury, as I understand
it, arc differont cortificates than thesc Federal Resorve notes
payable in gold.

Mr. Patman. Yos, sir, thoy arc diffcront cortificates, usod
for different purposos.

Govornor Ecclos. But thoy aro not in circulation.

Mr. Paotman. I think that you misunderstood me. I om not talk-
ing about thoso at all. Whon you stopped paying out on thoseo
1928 notos, you hed about thrco billion dollars worth of thom on
hand, did you not? I moen tho aggrognto amount in notos in tho
cages ovor there at the Buroau of Printing and Engraving,

Govarnor Ecclos. Tho totzl amount involved would bo loss than
three billion at tho Buroau. Tho Fedoral Rosorvo agents also hold
about a billion and a half.

Mr. Patmen. But you had in circulation notos just liko that,
amounting to about two or thrco billions dollars, or morc?

Governor Ecolos. Woll, therc wore notces in circulotion st
that timo, but thero wos no way, of coursec, of rocalling thosc
notos roadily, bocauseo=-

Mr. Patman., How much did thoy aggrogato? Two or threcc bil-
lion dollars?
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Governor Ecclos. Whot did they aggregate, Mr. Smcad?
Mr. Smead. Probably o little morc than that.
Ifr. Patman. About four billion dollars.

Now, thoy rcmaincd in circulation, cxceopt those that havo been
roplaced bocauso theoy werc injurcd or damaged?

Governor Eccles. Thoy arc being roplacod constantly, of coursc,
as mutilated curroncy is.

Mr. Patman. Thercforo tho System is rocognizing the policy of
paying thosc out and continuing them in circulation, although they
do oxpross a lio, as you stated ycstorday, on their foce?

Governor Ecclos. I think that that is possibly corrcct.

Mr. Patman. You lot thom be paid out cvery day, didn't you,
thosc thet worce paid out?

Governor Eccles. Prior to the time when weo were askod to dise-
continuo their circulation by tho Ireosury.

Mr. Potmon.  You could withdraw tham or capture them as thoy
ceme over the counter, os you always capturo tho gold certificates?

Govornor Ecclos. It would be with great difficulty that that
could bo donc.

Mr. Patman. But it could bo dono?

Govornor Eccles. I supposc that it could bo by & lot of oxtra
oxponse and work, but you would havo to oxamine cvery Fodoral Re-
sorve noto carcfully.

Mr. Patman. Tho point that I wes cndoavoring to mako is this,
that thore cannot be so very much harm dono in paying theso out
end using them, becauso we havo billions of notes out overy day

and being prid out by Fodorcl Rescrve Bonks.

Governor Leclos. That of coursc is a quostion for the Troa-
sury to doecido. The Resorvo Systom did not discontinuce--

Mr., Potmon. The Troasury discontinuod thom?
Govornor Ecclos. Yos, tho Troasury worc thc onos that askcde-
Mr. Petmun. When wrs thet roquost mede?

Governor Ecclos., When was it, Mr. Smcad?
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Mr. Smcad. Dccamber, 1935,

Governor Ecclos. And it wos token up with the bank prosidonts,
ot o conforenco=-

Mr. Patman. I wonder why the question was not submitted to
Congross ot that timc. Do you know?

Governor Eccles. Tho Treasury agrced at tho time thet thoy
would submit it to Congress, but thoy did not do it at onco.

Mr. Potman., It just has not bocon dono? And it has boon two
yoers?

Governor Eccles. No, that wns in the fall of 1935, and this
is tho socond sossion. Thoy worc going to do it, but just did
not got to it, and tho mattor como up to mo from thoso various
banks. You sco, the banks have funds investod in this account.

Mr. Potman. I understand thet.

Govornor Eccles. And it is shown as on investment in currency,
a currcncy invontory. What wo worc trying to do was to get tho
thing clocrod out.

Mr. Potmoan. How many of tho govornmont bonds have on thoir
faco, "paycblo in gold"?

Governor Eccles. I could not toll you.
Mr. Patmon. A groat porcontoago of thom, I presumc?

Governor Eccleos., Well, I supposo thet all of those thet wero
ept prior to tho Gold Rosorvo Act.

Mr., Potman. Thoy hovoe tho samo kind of o lic on their faco,
do thoy not?

Govornor Ecclecs. I think that is truo.

Tho Chairman. Lot mo inteorrupt you ono minuto, just so tho
rocord should show tho fnet about thet. Tho fact is, Govornor
Ecclos, that in tho logislction of 1934, wo providod for the ox-
chongo of all bonds with tho gold clausc for bonds simply poyablo
in lawful monoy of the United Statos, tho cxchnnge to bo mado
without oxponsc to tho bondholder, did we not?

Governor Lcclos. I could not toll you. Of course, tho Rosorve
Bankgee

Mr. Patman. I wont to ask you=--
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Governor Ecclos. == or o holder of the present notes rcdecom=-
&blo in gold could exchange thosc for tho 1934 scerics; that is,
tho holdors of the sorios of 1928 could oxchange their notes for
tho scrics of 1934,

Mr. Petmon. Without cxponsc to them?

Govornor Eccles. Yes.

Mr. Patman. Do you mean notos or bonds?

Governor Ecclos. Notes.

Mr. Patmon. Theot is when thoy aro dofaced in some way?

Governor Ecclos. No. What I moan is that if a porson owns
somo Foderal Resorve notes rodcemable in gold or lawful moncy,
thoy con naturally oxchengo thoso notcs for a noto not rodeem-
able in gold, in the scme manner that--

Mr. Potmon. I wont to ask you about this $139,000,000 takon
from tho rescrve funds of tho Fodoral Rescrve Bank., It is my
under standing thet whon the FDIC Bill was passod, the Goveormment
cppropriated $150,000,000 from the Troasury to meke up tho initial
fund, and $139,000,000 from the Fodoral Rescrvo Banks' surplus
fund, ond the ramainder was made up by assossmonts on the banks,
«nd aftoer thot thore was a low passed to burn that $139,000,000
over to tho Federal Resorvo Banks. Is thet right or not, and I
want to know what kind of a string wes ticd to that $139,000,0007?

Govornor Ecclos. I would have to check on the dotail of thot.

The monoy has not boen roturnocd to tho Fodoral Rescrve Brnks,
and thoro is no wny in which tho prosont Fedoral Rosorve Banks
con got that.

Mr. Patman. I thought thut for Industrial loans they could.

Govornor Eccles. No. The Troasury put up ono=hclf of tho
tmount for industrial loans, and tho Rosorvo Systom put up onoc=-
half, cnd tho total amount rocoived from tho Troasury by the Fode-
cral Rosorve Banks undor soction 13-b is $27,421,000. Thgt is
tho total cmount thnt wo got and upon thet wo have to poy intore-
cst at 2 per camt.

Mr, Patmoan. To whom?
Governor Eccles. To the Troasury if it is earncd.

Mr. Patman. Do you moan to say that you will havo to poy back
tho monoy to the Troasury?

Governor Ecclos. Wo do not pay it back, but wo pay intorcst on
it.
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Mr. Potman. It is my understanding that therc is no string
at all pttoched to thet monoy, thot the low was so worded that
the Trocsury connot forco the Federal Resorve Banks to pay it
back to the Troasury.

Govornor Eccles. I think thot is Sorroct, but wo pay 2 per
cont,

Mr. Potman. Which law roquiros you to poy 2 per cont if you
erc not required to pay back the principol?

Governor Ecclos. It was an arrengomount with tho Scerotary of
tho Troasury by Governor Black prior to my timec, and I do not
now the circumstances undor which the arrangomont was made, but
I connot imegine thet the Roserve Systom would assume an intor-
¢st obligation if it had not boon roquirod to do sc.

Mr., Patmon., Thet is what I connot undorstoand, that if
thoy aro not roquired to poy the moncy beck, why they havo to
pay intorest on it.

Governor Eccles. Tho law requircs thet wo pay the 2 por cont.

Mr. Patmen. Tho law rcquires that you pay the 2 por cent for
how long?

Govornor Ecclos. As long as we havo the moncy.

Mr. Patmon. As long as you have tho industrial loans? Is
that right? Whon the industrial lomas ore colleceted, you kocp
tho monoy and coaso to pay interost?

Govornor Ecclcs. Mr. Smoad says that thoro is no such limita-
tion. It has no relation to whethor tho industrisl loan is paid.

Mr. Potman., But you will continuc to kcop the monoy and to
pay intorest?

Governor Eoclose I cannot say thet.
Mr. Smoad. If oarnod.

Govornor Eccles. In other words, thore is no opportunity of
carning any moncy on thot kind of a loon. It is in the naturc
of a loan at 2 por comt. Thero is o vory gront differonco between
that monoy and tho monoy which was in the surplus of tho Rescrve
Systom which they turnod over to tho FDIC.

Mr. Patmon. In rogerd to thise=

Govornor Eccles. Tho Roscrve Systom connot make 2 por cont
on tho averago ovor a period of timo. Tho averago yicld on thoir
presont holdings of govermmont bonds is around 1-1/2 per cont, and
tho highost discount ratc is 2 per cent today, and the lowest is
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1—1/2 por cent, so that the gross rcburn on any Federal Rosorvo
locn or invostmont would nccosscrily be less thon tho 2 per cont
which we arc required to pay, oxcept on industrial lozns, where
tho ratec rocoived is from 4 to 6 por cont. Most of thc loans, I
would scy, would possibly averago § por cent. However, thore is
not much profit on thosc loons, beecausc of the type of loon. Thoy
roquiro a groat deal of invostigotion and a grect deal of timo and
attention in meonaging and looking after thaom.

Mr. Poatmen. I am not claiming thot you meoke any profit on
them., That is roally a differont point.

Governor Ecclos. I thought you worc making the point that wo
got our surplus of $139,000,000 back.

Mr. Potmen., I am making tho point, and I still bolicvo that I
om right about it, although I am not positive, that that $139, 000,000
is gono from tho Troasury without ony strings on it at all, and
that the Troasury cannot make you pay thoet monoy back to the Trooa-
sury.

Govornor Ecclos. In the first placo=-

Mr, Potman. I hopo that I am wrong about it, and I hopo thet
you cro right, but I am still not convincod.

Mr. Willioms. Lot mo ask a quostion right in thrt conncection.
This is my undorstonding of it, that the original investment was
$139,000,000 in FDIC stock.

Govornor Ecclcs. Thot is right.

Mr, Willioms. Thet weos token from tho Fedorel Rescorve surplus.

Govornor Eccles., Thot is right.

Mr. Williums. Whon tho pormenent FDIC low wns passcd, that
$139,000,000 wos turncd back to the Troasury, was it not'

Govornor Ecclos. No.

Mr. Williams. And the monoy which roprosonted it is not cor-
ricd as o surplus now by tho Federcl Rosorvo?

Governor Ecclos. It is ontiroly out of tho Fedoral Rosorvos
it is nonoxistont as far ns thoy arc concerncd,

Mr. Willioms. Woll, tho monoy to thst oxtont is in the Troa-
surye.
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Governor Eccles. The money is in the Fedoral Deposit Insur=-
tnce Corporation.

Mr. Hancock. Is it not o fact that tho records of the FDIC
show that the Foderal Reserve Systom still owvms $139,000,000 of
stoelk?

Govornor Eccles. I could not say what their records show.

Mr. Willioms. Isn't this furthor the situation-=and I would
like to have this undorstood mysclf-=-thot as thosc industrial
loans aro mado by tho Foderal Rosorve Banks, thc moncy with which
thoy arc mrde comes from the Troasury?

Governor Becles. Ono=half of it.

Mr., Williems. And to that cxtont thoy appropriated to the
Foderal Rosorvo Bonks cpproximntely $27,000,000¢

Govornor Ecclos. Thrnt is right, and that has practically
roached its pook, too.

Mr. Willioms. As a mattoer of fact, tho Foderel Resorve Banks
heve not any of this surplus, oxcopt the amount thot thoy havo
invested in industricl loans?

Governor Eccles. Except the $27,000,000 which wos turncd
over to thom for tho purposc of making industrial loans, and
upon which they aro roquirod to pay 2 por cent, if oarnod.

Mr. Willioms. That is tho only amount of thot surplus that
the Foderal Roscrve Banks hevo now, and they have to pay 2 per
cont on that amount?

Govornor Ecclos. If oarnod.

Mr. Williams. If oarnocd?

Govornor Ecclos. That is right.

Mr. Willioms. Tho point thot I am trying to meke is that you
do not have this $139,000,000. Thot wes toakon awoy originally
undor tho FDIC,.

Governor Ecclos. No. Wo havo had $27,000,000 roturncd from
tho Troasury in tho form of an intcrost-bonring obligation.

Mr. Willioms. And thoat is for tho purposc of moking industrial
loens, and upon thoso you pay 2 por cont intorest?

Govornor Ecclus. That is right, and thoro is no wey of got=-
ting moro than that, boccusc tho industrial loans arc doclining
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rather thon ineronsing. Tho aggrogoto industricl loans aro not
inereogsing. Yo have rcached tho poak,

Mr. Willioms. That $27,000,000 is ccrricd as part of tho
surplus of the Federcl Rosorvo Banks on their books?

Governor Eecclese. Yos, it is carricd undor o scparate sur-
plus. Tho capitel ¥ $132,000,000. Then you havo o surplus of
£145, 000,000, ond tho surplus under scetion 13=b of $27,000, 000,

Mr, Willinms. It is carricd as o surplus undor a scparate
provision?

Govcrnor Ecclese Thot is right.

Mr. Willioms. Moking your total surplus now $175,000,0007
Governor Ecclose. That is right, $172,000,000.

Mr. Williems. Thet is the situation now?

Govornor LEcclos. Thot is corroct.

Mr, Potmen. It is my undorstonding from on investigation thot
I modo somo time cgo == I hovo not gono into it recently=- that
this $139,000,000 was authorized for industrial loen purpoecs,
ond os tho Federal Rosorve Banks used it for thot purposo and tho
locns were collected, thero is no way that the Treosury con ccusc
th:t monoy to bec paid back into tho Trersury.

Governor Ecclos. That is corroct, but the Trecsury mainteined
o string on it thrt rcquired tho Resorvo Banks to pay intcrost.

Mr., Potmen. Hovo you cetuclly peid intorest?

Govornor Lsoclos. I do noqknow how much intcrost has bcon
p&idc

Mr. Smcod. A number of Fodorrl Resorve Bonks have; whencver
it hoas boon oarncd,.

Govornor Ecclose Wo havo sot up a formula thet was agreed
upon with tho Troansury, that thoy fclt compliod with tho law,
cnd whenover it shows an oarning on theosc loonse--

Mr. Potmone Charging oll oxpenscs of supcrvision to the locns,
ond so forth?

Governor Eccluse Thoy do not chergo oll thrt oxpensc against
tho Troasury, becousc the Trocsury suppliod only half of the
nonoy. In other words, part of the monoy loaned is their own
fund, end poart the Trocsury's, ond oxponsos arc chergod in tho



2T L-514

stmec proportions,

Mr. Patmon.  Chopter 16 of the Federcl Roserve Act soys thet
whon Federel Rescrvo notos arc issucd to o Fedorel Rescrve Bonk,
the Fedoral Reserve Boord, under the original law, should couso
that Foderal Resorve Bank to poy the intercst ratc thet was fixed
by tho Federal Resorve Borrd, cnd I understand thet ot thet time
the Board met ond said, "Well, all the excess carnings go into
tho Trocsury, onywoy, and wo will just fix tho zoro rate of inter-
cst." Then in 1917 tho law was emonded, on Juno 21, 1917, so as
to provide thot tho Fodorel Rescrve Banks would only pay intorost
on tho notes rcprosonting the differcnce between the gold cortifi-
catos thet were usod as colleterel sceurity or gold and the amount
of the notes issucd, and I have chocked thet up since 1917, ond
ny invostigotion discloscs, from infornmation that w s obtaincd
from your officc that over sinco thot timo some of thesc banks
h-ve obtainod notos in violation of that law.

If thet is true, I would liko to kmow why the Borrd has not
cerricd out thet provision whih roquires an intorost charge to
bo loviod.

Govornor Ecclos. Woll, as a matta of fact, it would scom
thet you orc of tho opinion, Mr. Patman, that private ownership
of thoso rosorve banks is o dotorront, that some ono gots a porticu=
lar advontoge=-

Mr. Potmen. Thot is not tho question ot all. I om just aske
ing about thnt spocific point.

Governor Eccles. I could not onswor thet. The question has
not como up since I havo boon comnooted with tho Boord. It is a
question thnt has never been reiscd, and the Reserve System has
boon operating for tho last throo years with pacticelly no profit
whatevor,.

Mro. Patmane. Woll, of coursc, thoir incomec hos boon princi=-
pally from Govorrmont bonds.

Govornor Ecclos. Entiroly so, cnd it could not bo frum any
othor sourcc.

Mr. Potmen. Don't you boliove thet thet low should have
becon complicd with, Governor, and that thoso banks owc that
monoy, that they still owe it, and should poy it now?

Governor Eccles. I do net know what rote you would fix upon
the uso of that curroncy, ~ndif you fixod o rotc on it, the Gove
ormmont would turn cround nnd appropricte funds to tho Resorvo
System to koop thet going.

Mr., Patman. But thore is o difforonco. If tho Govormment
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appropriates tho funds, they will have some control of the woy
thosc oernings aro oxponded. Now thoy have no control.

Governor Ecclese Thoy have 2ll the control that Congress
wonts tc onact.

Mr. Potman. Affirmatively, yos, but we do not have tho quos=
tion coming up whore wo can toke action, but if we hed to appro=
pricto monoy for tho continucnco of the Federal Roservo Systom,
wo would have an opportunity to say how it should be oxponded.
"To would probably stop the-$30,000 and $50,000 saleriecs.

Governor Eccles. You mean I 1l the cornings should go to
the Government ond in turn zll appropriations should bo made?

Mr. Potman. That is right.
Governor Eccles. Thot is up to Congress.

Mr. Petmon., Yostorday, in reply to Mr. Hancock, you stated
that you hed botwoon four and five billion dollars in gold upon
which curroncv could bo issuod, that is, Foderal Resorve notos,
oqual to 2-1/2 to 1, or cbout 12 billion 500 hundred million.

Governor Ecclos. Approximctely.
saild
Mro. Patmon. And thero wes samothing/about tho anount of ox=
pansion that could be made of tho curroncy. Is it not a fact
that undor tho prosont Rosorve roquiraments, that you could havo
on expansion oqual to about 75 billion dollars of that moncy?

Governor Ecclos. Tho § billion approximatoly of gold or gold
cortificatos now hold by tho Rosorvo System in czcoss of tho gold
resorveo roquiromont to bo hold against doposits and note liabilitics
would bo sufficiont to furnish 14 billion dollars approximately
on a 35 por cent rescrvo ratio of credit to tho maabor banks. In
othor words, if the membor banks wore loanod 14 billion by the
Rosorvo Bank, that would moen that their doposits would inercaso
with tho Roservo with tho Rescrvo Banks.

Mr, Potmon. In oxcoss rosorvos?

Governor Ecclos. Yos, by 14 billion, and that 14 billions would
roquiro noarly 5 billions of gold to bo hold against it, but tho
benks undor thosc circumstances would heve 14 billions of addi-
tionel axcoss roservo upon which thoy could oxpand with tho
prosont rosorve roquiremonts, which is botwoon § and 6 for 1;
thoy could oxpand botweon fivo ond six timos tho mmount of crcdit
that thrt would give thom, or botwoen 70 and 84 billion dollers.

Mr. Poatmon. Govornor, in viow of your stotoment, o mombor
benk could soll to tho Foderal Rescrve Benk a $100,000 bond, and
havo to its credit in the Fodoral Reserve Bank $100,000 in oxcoss
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reserve, cnd then if it wonted to buy $600,000 in goverment
bonds, it would bo privileged to do so upon that reservo, would
it not? In fact, moro than that?

Govornor Eccles. Noe The individual bank, of courso, would
only bo able to buy bonds to the oxtent of its cxcoss reserves
but tho banking system as o whole could do this: The fact is,
that this bank with $100,000 of oxccss roserve would only havo
$100,000 availablo with which to cxpend credit or mako invest-
montse Howover, whon the bank mado the loanar made tho investe
nent, tho institution or tho individual getting the prococds
of that loon would doposit thot loan in anothor bank-e

Mro Poatmon., I know, but we arc presuniing that you will not
do thrt, and that tho rural esrriers, tho postmasters, and all
of tho Fodornl omployocos in that partiocular town would collcct
that much moncy.

Goveornor Eccles. Tho amount of expansion would depend upon
whether it was a contral rescrve city boank=e

Mr, Patman. But I am talking cbout tho avorege.

Gove mor Eccles. Tho average would bo botween five and six
to ono.,

Mr, Patman. Governor, the Fedoral Intormodiato Credit Bank
is to cgriculturoc about the samo as tho Rosorvo System is to in-
dustry genorally, is it not?

Govornor Ecclos. No, thero is a vory groat differencoc.
Mr, Patman. I understand that it is o go=botwecen.

Governor Ecclose There is no rolation to it at 2ll, bocouse
tho Intormedinte Crodit Bank of course is not o bank of issuoe.

Mr, Patman. It solls bonds to tho publice.

Goveornor Ecclos. That is right; it solls dobonburocs. It
solls its threc, six and nino months dcbonturos.

Mr. Patiman. But tho point thot I want to ask you about is
this: Whon an Intormodinto Credit Bank has accumulated o surplus
oqual to its subscribed capital stock, ono=half of tho rcmainder
shall go into tho Troasury of tho United Statos as a franchiso
tax, eand that is tho law today, cnd of coursc tho low has boon
changed as to tho Fodoral Rosorvo so as to provide that nono of
the profits cre required to go into tho Troasury as a franchiso
tax, and sinco tho law has boon changod and all of this moncy has
accunulated, some two or throo hundrod million dollers as o sur=-
plus fund--I 3o not rocall the oxact anounte-
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Govornor Ecclos. Whore? With thoe Fedorcl Resorvo?
Mr, Patman. Yes,

Governor Ecclos. $145,000,000 is the only iton outsido
of this $27,000,000 that they have to py intorest on.

Mr. Patmon. Sinco as a mattor of right that money belongs to
tho Govermmont, bocause the Federal Rosorvo Board feiled to carry
out the law in making an intorest charpgo==and the law is plainly
Writtone=

Govornor Eccles. I would not agroc at all to that.

Mr. Patnone And sinco tho Board has failed and rofused to
comply with the law, and which if it had boon complied with theot
moncy weuld hevo gone to the Treasury, it just occurrod to mo
that wo should not pay out any $3,000,000 to the Foderal Roserve
Benks on curroncy.

Governor Ecolese. As o mattor of fact, the $132,000,000 is the
eapital, ond if tho Reoservo Systam had no surplus whatover, of
courso it would not bo in a position to oporcte very satisfactorily.
It is truc that it could call upon its member banks for tho pay=
ment of 2ll of tho stock which thoy subscribed. They ncver called
for morc then ono=half of tho paymont. Now thoy could havo called
for all of it, and if tho Troasury took tho surplus thet they hed,
then they might havo to call upon the banks for $132,000,000 upon
which theoy would havo to pay 6 per cont. Thoy have called upon
the banks for only onc=hclf of tho subscription to Fodeoral Reosorve
bank stock, and only on that emount which hos boon called for and
paid in, do thoy pay any roturn. Tho total bonofits to tho mombor
banks by way of an income out of Foderal Reosorve carnings, i.0.,
the total amount thot thoy got, is 6 por cont on $132,000,000,
which is about $8,000,000. Sc if the ownorship of tho Rosorvo
Banks woro clsowhore, if it was in tho Governmont, and tho avorago
rote of intorost which tho Govarmment pays upon its kongsterm
obligation, which you would have to figurc in this casc, is between
2=3/4 and 3 por cont, tho total saving in the picturc would amount
to about $4,000,000; so thet the total amount that would bo saved
to tho Govermment if they ovmed tho Roscrve Systom as tho banks
now own tho Rosorve Systom, would bo about $4,000,000.

Mr. Patman. That is in dollars cnd oconts, Govornor, but I
think thet thore is another view that should bo considored thero,
tho nain view from my standpoinf, and that is divorecing privato
banks from the Fodorol Rosorvo/oﬁglﬁgly, so that they will not
in any way have oany stock or interest in the Foderal Resorvo
Systom, the bank of issuo, and I boliove that that is of groeator
importance than tho quostion of tho saving of $4,000,000.



Governor Eccles. I think the question of the 4,000,000 is a
small factor in the picture. The ~ banks could continue to own the
stock without having the voice that they have in the individual re-
serve banks. That voice, however, is not very important, because
the monetary powers are largely in the Board.

The Open Market Committee used tec be composed of the twelve bank
governors or presidents. These pooplec, before tho Banking Act of
1935, were scloctod entirely by the directors of the Rescrve Banks,
and two=thirds of the diroctors of the Reseorve Banks wore selectod
by the bankse Thorcfore it did indircctly give to the banks cortain
poweors over menetary control through that moans. But cvon then all
their dccisions had tc be approved by the Federal Roscrvo Board boforo
action could be takcn.

Today tho powor to incrcasc or decreasc reserve roquircments is
solely in thc Board. Tho membors of the Board, as you know, arc all
appointod by the Presidont, with the consont of the Scnatce Tho power
to ineroaso margins on collateral loans madc by both banks and brokers
is entiroly in tho Boarde The powor to fix discount ratecs is ultimatoly
in tho Board and intecrost rates on time funds aro regulated by tho
Board,.

The Opon Market Committoo is a divided powore I did all that I
could to got that powor cxclusively in tho Board, but, as you all
know==-

Mre. Goldsboroughe I think that you will agrec that thc Houso
conforoos tricd to do tho same thinge

Govornor Ecclose As far as tho Housc was concorncd on that
issuo, I havo no complainte.

Mr, Patmon. You havo statcde=

Governor FEcclose So that whon you got to this picturc, bank
ownership today is not an important factor when it comes to the quos-
tion of tho oxcrciso of monctary controls Tho Govornment, through
its powor to approprictc tho carnings of tho Fedoral Rosorve System
from timo to timo, is in a position to got tho bonefits that may bo
dorived from the oporation of the Resorve Systom should carnings be
in oxcoss of tho cmount that moy bo roquired for an adequatc surplus.
It scoms to mo that tho bill that providod that whon the surplus was
built up to a certain amount, any carnings theroafter wore to rovert
to tho Governmont automatically, was not an undesirable situation.
Personally, I would soo no objcction to that sort of provision, bccauso
thoro is nothing to bo gainod by piling up an amount in oxccss of tho
nced of tho Systom.

Tho Resorvo Systom is ontiroly a difforent institution than any
privato financial or banking institution, in that it doos not operatoe
for profites Tho policy that it pursucs should not be in any way moti-
vated by whothor or not this or that oporation will bring to it a profit
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or a losse Whon it carries out an opon markct operation, as it has
dono in times past for tho purpose of giving rescrves to the banking
systom, it might woll tako a loss whon it revorses that policy, but--

Mre Patmane You have statcd—-

Govornor Eccles. But when it carries out tho policy, thc only
factor to bo considercd is, what is in the public intcrest, and
whethor or not an casy moncy policy is advisable at thc timce Whon
discount ratos arc raisod, and you recversc your policy and cxtinguish
tho oxcoss rescrves, what that moy cost tho Rescervo Systom or what
the System might meko out of such a policy is, I am surc, ncver &
factor,

Mr, Hancocke May I ask him a question right thore?

Mr. Patmon, Will you let mo ask two or three quostions, and I
will bo through?

Mr. Hancocke I was going to interrupt here just to got this in=-
formatione

Mr, Patmone I just have two or thrce morc quostions, but go ahoad.
Mr. Honcocke. Whore is tho opon market?
Governor Ecclose What is that?

Mr., Hancocke Wherc is therc an open markot in tho United Statos,
or whoro is the opon market?

Governor Ecclos. On tho quostion of buying government sccuritics,
I supposc anywhorc oxcept buying them dircctly from tho Treasurye

Mre Hancooke. Do wo havo any opon merket other than tho Now York
markot, in actual practico?

Governor Ecclose In actual praoctico, not on o large scalc.

Mr. Hancocke I was wondering if in tho Stato of North Carolina
we could not havo an opon market ostablished, so that wc would not havo
to sond to Now York to got our bondse

Govornor Ecclos. The difficulty is with the bankse Thoy would
liko to buy low and soll high, and thoy would like the Rosorve Systom
undor thoso circumstancos to oporato as an accommodation for tho bankse
Wo can hardly operato by going into a state and buying government bonds
whon tho banks do not want to soll thome

Mre Hancocke Is that the reoal roason for the sentiment in Now
York thet is oithor very pessimistic or vory optimistic, and you have
noever & modium, in betwcon?

Govornor Eccles. Well, I do not knowe. I think that thorc may bo
o lot of roasons for thate I do not think that the Government bond
markot is tho solo roasons
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Mr. Patman. I just want to ask you ono or two moro questions,
and I am through.

0f coursc, you gave tho rcasons usually given why the Government
should not own tho Federal Resorve Bank System,

Governcr Ecclose I did not say that they should nct own it
Don't got mo wronge

Mre. Patmane Would you find it cbjectionablo if tho Goverhment
woro to provide for govornment ownership? Would that be objectionuble
to you?

Govornor Ecclese. Thero is no nocod, there is no nccessity of
thore being any stock, as a mattor of fact.

Mr. Patmane I agroo with you.

Governor Ecclose Thoro docs not nccessarily nced to bo any
stock in tho Resorve Systome

Mr, Patmane Whatever stock is owned, I think that tho Govern-
mont should owa ite Do you think that that would be objecctionable,
or not?

Gevernor Ecclose I do not think that it would be important onc
way or the othere Tho importance is, what arc the powors that tho
Roscrve System has?

Mre, Patmane That is it

Govornor Ecclose It is not so much the cwnorshipe. Tho Govorn=-
rmient could woll own tho stock, and tho Govornmont could well permit
o mombor bank, without the ownorship of stock, if it choso to, to
oloct somo of the dircctorse In other words, tho momber banks would
not necessarily havo to hold stock to occupy cxactly tho same position
that theoy do.

Mr, Patmone Don't you think, in viow of tho power of tho banks
now on tho Open Markot Committoo and tho Federal Advisory Commnittco,
which ovidontly must havo somec hidden powors somewhoro, if net other
powors, bocauso I think cortainly thoy hoavo cxorted some influonco,
that in spito of ovory argumont that wo can logically mako, tho dis=
position of the banks is to say, "Now that wo own the stock in this
systom, we fcol that you should do like we want you to"? I just havo
a fcoling that wo would be better off from tho public standpoint if
tho Governmont ownod that stock outright and tho banks did not havo
any interest in it at all, ond wo had no Federal Advisory Council,
oand would you opposc o bill pouding in Congress thet provides that
tho Govormmont should own that stock?
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Governor Ecclese It would dopond upon what tho other condie
tions wero,.

Mre Patman, I an tallzing about the cenditions that I just
cnumoratod.

Govornor Ecclese If it involved nct moro than just o mere
question of ownership, I do not know that it would make vory ruch
difference one way or the other,

Mre Patmane You weuld not oppose it, thon? You would not
fight it, in othor words?

Governor Ecclese You moan, just that onc provision?
Mr. Patman. Ycs, sir,

Governor Eccles. In other words, if tho Governmont proposod
that thoy would furnish the capital?

Mre Patmane That is right, and divorco it from tho bank control.

Govornor Ecclese Whon you talk about control, do you mean if it
vias o quostion cf moking tho Fodoral Rosorve so that it did nct have o
certain amount of indopendonco? If it did not have thet independence,
I would bo oppcscd to it

Mr, Patmane It is all right to bo independent. I do not want o
Prosidont to appoint all the nembors of tho Board; I would like to havo
it staggorod so that no onc presidont wculd appoint them all,

Governor Eccloss And the Board itsclf should not be, nor tho
staff, subjoet to what wo ney torm o political influcncce It should
bo an indopondont, continuing public body,

Mr. Patmone And you wculd not objoct to that, if the stock woro
ovnod by tho Governnent?

Govornor Eccloss I would profor tc olininato the stock, under
thoso circumstances to have no stoclk, and havo nercly--

Mro. Potnan, Now--

Govornor Ecclos. It is o question that I have not given very nuch
thought tos I have nover beon asked to testify on thet subjecet in cone
noction with any bill, and it nmight bo that circumstances would oxist
with rolation to tho legislation whoroby I night find it nccessary to
oppcsc a change in tho ovmorship, sc that I would nct want to be undore
stood as saying at this tire that I an in favor of the Govornmont owne-
ing the stock cf tho Federal Rosorve Banks without roscrvations.

Mre Potmane Or against it?



Govornor feclose Yos, or against it; thet is right.

Mr. Patmane After Mre Goldsborough finishes with his bill,
thoy arc going to havo o hoaring on o bill sponsorcd by 160 membors
of this Housc propesing gowvernnont ownership of Foderal Resorve Banks,
end I an going to ask the chairman of the cormittec tec invito you to
tostify on that bill,

Governor Eccless All right, sir,
Mro Patmane. Ono cthor quostion, and I will be throughe

This Federol Advisory Council, I fcol, has influonced the Board
to some cxtente I do not know thot thoy have, but I havo that feolw
ing, ospeccially with regard to commodity prices, and I have a fcoling
now that tho Board should have ndopted o policy that would havo caused
commodity prices tc¢ have incroased, and it cccurs to me that the ac-
tions of tho Board have boon deflaticnary, unduly deflationary, and
that they unduly hindered the advance in cormodity pricese.

Don't you think that cemnmodity prices should inecrcasc morec, raw
naterial prices, Govornor?

Mre Ford. Enunerate thom.

Mr. Patman, Cottcen, corn, wheat, and othor things,
Mre TFord, Cotton?

Mr, Patmon. Yese

Governor Ecclose. You say that tho Board has adopted a rostrice
tivoe peclicy. I say that that is not tho casc at all,

Mr. Patniane I did not say rostrictive. I said that the policy
adoptod occcurred to mo to bo deflationary.

Governor Ecclese All right, thon, deflationary. What policy
do you rofor to? At what timo in tho past?

Mr, Patmene. All right; tho time whon you incrcascd the resorve
requironent 50 per cont I considorod it was wholly unneccssary, bccause
thore was no ovidenco in tho world of inflation; and also when it was
incroased 50 per cont more--I refor particularly to cottones I think
cotton is cntircly too lows.

Govornor Ecclos, That is right, but tho excess roscrves of tho
Lanking systom would have made no differonco whatovor, on tho pricc of
cithor wheat or cotbton. Had tho Board not in any woy incrcascd rosorves
or dono absolutely nothing, in my opinion you would havo scon no difforent
pricc lcvol than you scvo today, for this rocason=-

Mr, Patrione Now=-
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Govorncr Eccless If tho Board's action had brought about such
a restriction in a londing policy c¢f the mombor banks as to force
liquidetion, or as to make it impossible to got credit for purposcs
cf production and alsc for marketing purpeses, then you could say
that the action of tho Board was deflationary,

As o mattor of fact, tho intercst rates today aro as low as
thoy havo over bocn. Just last wook on lMonday tho Govornmont opcned
bids for $100,000,000 of govornmont hills, $50,000,000 duc in nino
nonths and $50,000,000 duc in Decembor. Tho ratc on thosc bills,
on thosc ninc montls bills, was 514, which is slightly over one=half
of onc por conte

Tho debonturcs of tho Intermediate Credit Bank, which financo
the cotton and the whoat farmors, orc sclling on tho market at loss
than onc per cent, so that you caunnot say that the ccticn of tho
Roscervo Systom has in any way rostrictod crodit, and thereforo if
thoro is a slump in certain commoditics, it is not duo to a credit
shortage or a rostriction of crecdit,

Tho Resorve System did not roversec policy when they increascd
rosorvese Thoy wore nerely adjusting the roscrve roquirenents in
tho Systom tc¢ tho new gold position of tho country, causcd by a not
inflow of forecign cepitals The foreign capital ceme in horo, and tho
vay it is trensforred is, of courso, through tho shipment of gold,
This gave to tho Resorve System the huge sunply of gold that wo have
boon discussing, and it gave cxcess rosorves to nonbor banks, and it
was fclt that the rescrve roquirenents of the membor banks should bo
adjustod to alisorb scio of tho cxcess roscerves croatod by the gold
inflow. In other werds, & part of that geld import was lockod up,
bocausc it was not nocossary to uso it as a basis of credit, but had
it beon uscd it would of courso havo croatod a very scrious inflo-
tionary condition,

Now, the timo t¢ lock it up is whon tho bunking syston has cox-
coss resorvos, ponorally speakings. Thoro wes just a fraction of
thon that did not havo sufficiont cxcess reserves to neet tho requirc-
nontse Evon aftor putting into effoct the increoascd resorve roquirc=-
nonts, thoro is still approximately $900,000,000 of oxcoss roscrves in
tho banking systen teday. If wo hed vmitod until any substantial amount
of oxcoss rosorves had boon utilized by maybo only a fow banks, it
would havo boen that much more difficult tc make this adjustmonte

This was not a reversal of tho monotary policy, but it was meroly
an adjustueont of the banking systom on a new basis of rosorves, and
as wo announcod at the timo, wo will uso a moro floxiblce instrument,
tho open merkot oporation, which doos not have an ovorall offcet such
e.s an inercasc in tho rosorve requiroments doose.

So that when the reserves wore inercased in March and May, thoro
was o billion cnd a half of tho oxcoss rosorvos locked upe Tho Rosorvo
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Systom, in order to facilitatc the acdjustmont of the banking system
to that incrcascd roquirement, carricd out an open irrket operation
of approximately $100,000,000, This left the not amount of tho in-
creasc & billion four hundred nillion. Wo anticipated at tho timo
that we ordored the increasc in rescrveo requircments that wo might
have to carry out an open market operatien, and wo stated that wo had
the instrumont with which tc ceal with tho situation in tho public
intorost. The opon norket oporation that tho System carricd out along
in April was in no way a reversal cf the policy of incrcasing tho re-
scrve accounts.

Ur., Goldsboroughe Governor Eccles=—=

Mr, Potmenes Just this ono obsorvation, and I guarantoc that I
am throughe I appreciate tho paticnec of the committee, but you have
noticed that Govornor Eccles has tokeon up most of tho timo, and I an
gldd thot he has, bocauso what ho hos prosénted has been very interost-
ing.

Of coursec, the purchases of government socuritics nade by tho
Foderal Resorve Banks wore ccnsidorod inflationary, because they put
moro noncy in circulation, but tc mo it was deflationary and unncccs=-
sary to make the inercaso in rescrve requirements which was medce As
to whether I an right, you have your opinion and I have minec, and I
have been hopeful that tho Board would adopt o policy that would not
preovent cormodity »rices from going to tho lovel that I think they
should bo incroascd to.

Mr, Luco. Is thero ony oppertunity for this side tc ask qucs=-
tions?

Mr. Goldsborough (tomporarily presiding). By all moans. Govornor
Ecclos, thore soon o he in thoe country two opinions regarding the in-
flationary effcoet of tho pelicy c¢f tho Foderal Roscrve Boards Ono is
that thore is no ovidence of inflation in so far as the business of tho
country is ccncorncd, hut that there was ovidence of inflation in stock
prices, and that thorefore the policy of tho Board should havo boon to
incroaso tho narginel roquiromeuts rather than to inercasc the rosorvo
roquircricnts,

Ancthor opinicn sooms to bo that the policy of the Beard in in-
creasing tho reserve rcquireoments under indicated circumstances, and
tho policy of the Troasury in froozing gold, have crcated a doubt in
tho business werld as to what tho permancnt policy will bo, and that
thoat has soriously interfored with rccovory.

New, T think that theso opinions have beon broadcast, and that it
would bo irtoresting teo the committec and to the country for you to
givo us your views about that.
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Governor Ecclcse Answoring the first onc, and cxpressing ny
views about it, namely, that if there was inflation, it was in tho
stock market, and the Rescrve Systom should have dealt with that
problom not by increasing the reserve roquiromonts but by incroas-
ing tho rmerginal requiremonts, tho Resorve System, contrary to tho
viows of some poople, did net inercase tho rescrve requirenents in
ordor to have a deflationary cffect or to make for tight moncy. I
personally geve o statement along in March to try to clarify at
least ny point of view on that subjects We did not do it as a ro-
versal of policy, as I havo cxplaincds

Now, so far as tho increcasc of nmargin requircements is concorned,
the stoock market was not oxpanding as the result of credit, There
was practically no increasc in crodit going into tho stock markot,.
Thercfore an increasc in margin roquircments would not nocossarily
havo beon cffcctive to any approciable oxtent, in my opinion, bececause
the stock markot was very largoly o cash operations. Tho total amount
of bank crodit on brokors'! loans, loans by banks to brokers, was only
slightly ovor onc billion dollars, as against an cight and a half
billion dallar credit in 1929, Thoreforo tho situcticn did not call
for an incroaso in the margin roquiremonts to deal with o spcculative
inflation in stocke Somo peceple thought that that was what to doe I
say that that was duc to cash purcheses, and in no small measurc to
foroign capital coming over hore and buying for cashe.

Now, with rofecronce to those pcople who say that thorc was no
inflationary developnent—-

Mr, Goldsboroughe In sc far as goneral business was concorncd,
I saide

Govornor Ecclese Thot is truocs Wo had a groat army of unome
ployod , and wo had somec idlo facilitics, but on the other hand we
did haveo somo very definito cvidonces of an inflationary trend out-
side of the stock narkote The building costs and ronts worc advancing
vory rapidly, so far that thoy had tondod to retard the home construc-
tion activity. The wages, particularly in industrial and building
fields, had advanced vory, vory rapidly, rapidly throwing out of
balance our ocononys

Wo know what happencd to steocl pricese Thoy arc substantially
highor today than in 1929, Tho total production figurcs arc vory
closo to those of 1929 at tho present timo, yot in tho building in-
dustry, lumber production and conment, brick, tilo, plumbing cquipmont
and all the itoms that onter into the comstruction fiocld arc still at
o dopression lovol,

Last yocer in this country we built something like, as I rceall,
300,000 housing unitse In 1925 wo built over 900,000 housing units,
with, of course, a population vory much loss thon the prosent popula-
tion. It is estimatod thet the nermal annual requircment for home
construction today is nearly 600,000 housing units, to takc carc of
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dorolitions, destruction by firo, flood and cyclone, and to tako

carc of tho inecrecasing populaticne Wo have beon getting behind cvery
ycer sinco 1934, Wo had an oxccss in 1929 of somecthing clesc to onc-
half million housing unitse Construction foll off wvery rapidly, and
wo had practically caught up with tho cxcoss thot wo had by 1934,
Sinco that timo wo havo built far less than wo roquirod, until today
wo poasibly  havo a doficioncy of around 500,000 or 600,000 housing
unitse

So, in crdor to nako up for tho Lacklog or tho doficioncy, and
to take carc of the normal rcquiromonts, wo should not build loss than
800,000 housing units for the noxt four or five ycars, on an avorago,
and yot last yoar wc had about 300,000, as I rocall, and this yoar it
is too oarly, of courso, to say, but at the prosent timo therc is a
falling off in homeo constructicn, duo in vory largo mecasurc to ine
croasod cost of building materials and labor,

Mre Goldsboroughe Now=-~

Govornor Ecclos, Now, that is tho inflationary olcmont in that
fiocld, and that is tho bottlenecck, in my opinion, in your roecoverye

Mre Golisboroughe I understood you to stato a fow momomts ogo,
in answor to ono of Mre Patman's quostions, that the incroaso in ro=
sorvo rcquircnents still loft ovor $900,000,000 in cxcoss rosorves,
end that thoroforo logitimate bhorrowing was not intorforod with by
that procosse jiiNow, if that is truo, how would that procoss tond to
lowor tho prico of tho raw product and incroaso tho ability of tho
buildor to construct honos?

Govornor Ecclose That is a good quostions X did not do ite
Mre Goldsboroughe I understood you to say that it did do ite

Govornor Ecclese I say that it had no offcet on ite In other
words, I suppcso thot tho sizo of tho whoat crop in relation to the
world supply nmey havo somothing to do with tho prico of whoat, and
I think also that thattmay bo truo with tho cotton crope

Mr, Goldsboroughe My quostion is a practical onc, I hope, and
it is for tho purposo of trying to got to tho country the viow of tho
hoad of tho Federal Resorvo System, boccouso so far as I know tho
country is confuscd about it

Now, if tho incroasc in rosorveos could have nc offoct, why was
tho regulation for an incroaso in rosorvos promulgated?

Govornor Eccles, Bocauso wo woro gotting an incroasing supply
of gold that was going into tho banking systome Wo knew that at no
timo, so far as wo could soc, in thoe futuro, would thorec by any uso
for such oxcoss rosorvoes as woro boing accunulated, and the timo was
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hero to lock up those roscrves. Bofcre the Rosorvo Board could
move into position to oxoreisc control, it had to ot thoirosorvos
down to a point whore its action would have influcnce, and we felt
it wos timoe to at least movo into pesition so that through an open
narket oporation we could oxercise an influonce over the rioncy
narkots I am surc that incroasing roscrves of the banks throughout
tho systom, to tho extent that wo have in tho last yoar, at o tiro
whon there was a very great ovidonco of an inflation and thoro wes
& hugo crodit oxpansion undor way would havo causced such roporcussions
as to practically paralyze tho countrye I do not think any Roscrvo
Board could possibly havo facod a situation of that sort,

Mre Goldsborough. Is this your answor, that it was dono partly
s0 that tho psychological offoct would bo tc incroaso intercst rates
to a sufficicnt oxtent to provont a disastrous inflation? Docs thot
oxpross anything at all to you?

Governor Ecclese Yos; I say that intorest rates duc to tho hugo
oxcoss rosorvos had gotton dovm to such o low rato that thoy could
not bo oxpoctod to be sustained thoro for any oxtondod peoriod of
timo, that thoy hnd reached 2 point whoro your insurance companics,
your ruutual savings banks, your trustocs and others were unwilling
to buy your long-torm sccuritics from the Govornmont dewn to a 2.2
averago-=that is tho low point that they got to--and thot was aftor
wo had ineroasod resorves last summor by a billion and a half, and
othor long-tern securitics were solling on a 3 por cont or slightly
ovor 3, basise. Tho dengor of investing funds in long-torn sccuri=-
tics at oxcessivoly low rates is that if rates go up through a res-
trictivo policy, thore would bo terrific losscs and depreciation on
thosc sccuritics. Tho Rosorve System has sone responsibility, and
I think that whon you tako into account tho public interest, you
have to.look at tho rwutual savings bank dopositors and tho holdors
of insuranco policics, as woll as your fiduciary institutions genorally.
It is truc that dobtors would liko to soo intercst rates vanish to a
point whore you would have no intorcst.

Mr. Goldsboroughe Do you moan to say that you folt it was tho
rosponsibility of tho Fedoral Rosorve Board to hold up tho prico of
socuritios, for tho boncfit of tho croditors?

Govornor Ecclos. No, I do not moan to say thate As I undor=
stanc tho rosponsibility of tho Board, wo crc concerncd primarily
with crodit nocods of cormereco, agriculturc, and industry. Now, of
courso, you can oxpand undor that provision to tako into account, it
would soom to mo, tho public interest gonorally. Whon you have tho
noods of cormorco, agriculturc and industry as an objoctivo, as prices
continuo teo advance--

Mire Goldsboroughe May I intorrupt you thoro to say that I havo
persenally boon opposod to having these words in tho lawe I always
thought that it shculd bo tho public interost, rather than to have
any spocific dosipnetion,
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Govornor Ecclose But I am saying that that is the lawe
Mre Goldsboroughe Yos, that is tho law,

Govornor Eccloss Wo recognize that, and it soems to me to
toke that litorally would mean tlat whon an inflation starts, you
would continue tc pour out credit continually, because cormerce,
agriculture and industry would need more credit the further ex-
ponsion wents Therefore it would seem we noy be required to help
the process of inflation through an interpretation that some may
give to that requirement, and as credit contracted and deflation
started, oand as commorce, agriculturc and industry would not need

2

crodit, wo should adopt a contracting pclicy.

As a matter of fact, wo roally ought to do the reverse, if you
aro going to got stability and balance. As cxponsion goes boyond a
cortain point, and as it falls helow, thore has to boe an cffort,
on the part of the Reserve Systom, if wo arc going to keep tho
balance, to reverso tho policye

Mre McKooughe May I ask the Governor a quostion in comnection
with tho hearing on this House Joint Resolution?

Mre Goldsboroughe Surecly.

Just a momonte Mre Luco asked a question, and I am not suro
that I understood him, but I think ho wanted to know whon ho might
ask quostions,

Mr. Luco. Ycse. I wos asking if this sido would havo an opportunity.
Mre Goldsborough. Cortainly,

Mr. McKeoughe I will be glad to yiold. I did not know that you
wore dividing tho timo between tho sidos,

Mre Goldsborough. Lot mo mako this statoment, becausc I wns
in tho chair at tho timee I did not rocognizo ono man eny moro than
tho othore Tho first follow that started questioning was rocognizode

The Chairmane Wo cortainly want Mr. Luco to bo givon tho
privilogo of asking whatovor quostions ho has, but tho timo is about
up nowe I had hoped that we would finish this merning, and that wo
would devote tomewrow morning ontirely to an oxocutive sossion. But
it is ovidont that wo cannot do it, ond if it mcots with tho approval
of tho cormittoo, I would sugiest that wo adjourn now and ask Govornor
Ecclos to come back tomorrow, so that ovorybody may have an opportunity
to quostion him,.
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Mre Fords May we have tho discussion tomorrow on the bill?

Tho Chairmane The cormittee will stand adjourned until 10:30
c'clock tomorrow ncrning.

(Thercupon, at 12:05 ofelock Pe e, the Committoo adjourned
until Friday morning, July 16, 1937, at 10:30 o'clock ae Ile)
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H. J. RES., 377

» Authorizing the destruction of Federal Reserve notes of the
Series of 1928, and their replacement by Federal Reserve notes
of the Series of 1934, or a later series, at the expense of
the United States.

Fridey, July 23, 1937.

HOTISE OF REPRESENTATIVES,

Committee on Banking and
Currency,

Weshington, D. C.

The Committee resumed hearings on House Joint Resolution 377
at 10:30 o'clock a., m., Honorable Honry B. Stecagall (Chairman)
presiding.

The Cheirman. The Committee will be in order.

We have Governor Eccles with us again this morning, and,
Governor, you may proceed. I have forgotten now where we were
at the time of the last hearing.

Mr. Luce. I was about to ask some questions.

The Chairman. You may proceecd.

STATEMENT OF HOW. MARRINER S. ECCLES (Resumed)
Chairman of the Board of Govornors, Federal Reservc System.

Mr. Luce. Governor Eecles, will you be good enough to tell us
who will be advantaged by the passage of this bill?

Governor Eccles. The Reserve Benks.
Mr. Lucc. Tho Federal Reserve Banks?
Governor Eccles. Yos, sir.

Mre. Luce. And, should they rcceive up to $3,000,000, will
thet be added to their surplus?

Governor Eccles. It won't amount to $3,000,000. It will
be less than $2,000,00C. They will merely have replacecd notes,
which due to no fault of theirs, have been made obsolote, end it
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has been desired that those notes be not used.
Mr. Luce. Would this amount be¢ added to their surplus?

Governor Eccles. It would indirectly be added to their sur-
plus or reduce their deficit, depcnding upon their operations
for the year. To the eatent that they would not be required to
pay out as current expenses these funds for notes, it would
reduce their expenses--that is what it would do, rather than to
add dircctly to their surplus.

Mr. Luce. After the war, this Committee learnecd that tho
earnings of the Federol Reserve Banks were felling off--

Governor Ecclcs. Were what?

Mr. Luce. The etrnings of the Federnl Roserve System were
falling off by reason of the lessening of demand for the redis-
counting of commercinl papor, as times grew better. What is the
condition of the System ct the moment? 1Is there danger that they
cannot muke enough money to pay their cxpenses”?

Governor Eccles. Tho Reserve System for severnl years hus
had practically no paper discounted with them, or no acceptances
sold to them. That is always the condition of a centrsl bank
when they have substantial cxcess reserves carried with them by
the member banks. In other words, if momber banks heve excess
reserves, naturally there is no occasion for those banks to use
the credit facilities of the Rcserve System. Excess rcserves
tend to create an easy credit condition, which is 2 desirable
condition to have for the purpose of helping to finance, on a low
interest basis, business activity and recovery.

With the oxcess reserves which preveil at the present time,
and have prevailed, in varying amounts, ever since shortly oafter
the bonking holidny, the earnings of the Reserve System have been
derived cntirely from their holdings of government securities.
Those securitics, which now amount to %2,526,000,000, were largely
acquired by the Rescrve System prior to the banking holiday as an
open markct operstion. They wore purchased by the Reserve System
in order to hclp member banks got out of debt end to place them
in an easy reserve position; in other words, it was an oven-markot
operation for the purpose of making ensicr money conditions. About
700 million of the 2 billinn 526 million was purchesed after the
banking holidey, and all but 96 million of these 700 millions was
vurchased within six months after the bnanking hnliday.

Now, those securities Held by the Reserve Banks, purchesed
for tho purpose at that time of crocting an essy money condition,
or relicving the money situation that existed, were the source
of the revenue of the Reserve Banks. The purchase of those secur-
ities wus not designed for tho purpose of providing income to the
Reserve Banks, however, any more then the decision to scll them
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must opcrate, os I said the other day, not with regard to its
profit. There are timcs when it will make money, but there are
rightly »other times when it will lose money; the earnings that
it makes at times above expenses place it in a position to lore
money under other coditinns. Its monetary volicy is never de-
termined by its desire or its necd for earnings.

The Chairmen. May I ask a questinn right there?

Mr. Luce. Certeinly,

The Chairmen. As a matter of fact, Governnr Eccles, it was
never contemplatod by the fremers of the Federel Reserve Act, and
it was never any port »f the philosaphy of thet legislation, that
tho Federal Reserve Banks should be money-making iastitutioans, or
that they sh~uld be opersted for the vurpnses of profit. Isn't
that right?

Governor Eccles. Well, I do nnt know what the view nf tho
designers of the Act may hrve been in thet regerd. I only know
that no central bank esn serve tho public interest that has profits
as an nbjective.

Tho Chairmen. That is absolutely true, and, as a matter of
fact, it hos never been o money-meking system, in practical results,
for thoso who owned the stock, has it?

Governor Ecclos. That is correct. The smount of its dividends,
of course, has been limited to the 6 per cent that is paid upsn its
stock, and that stock might just as well be a preferred stock s» far
as thot limitation is concorned.

The Cheirman. As o matter of fact, a great many momber banks
~wning this stock have held the view that the ownership »f the
stock wns really a burden, and that the merbership wes a burden to
the benks, rather then a profit,

Governor Eccles. Woll, I think that that fect has been true
in the ceso of some of the banks, poyssibly of smaller banks.

Tho Chairman. Isn't it also true that thousands of state
banks which have nover jnined the Fedorcl Rescrve System, and
which htve remeined out voluntarily, have been frec to act as
their own interests and the matter of profit might be involved, and
that they have regarded it to their best interests nnt to jnin?

Governor Ecclos. A large proportim of them.

Mr. Luce. Mr. Chairman, I understand that mntter precisely
as y»u da,

T would like to state that, if my recollection servos me
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right, ten or twelve years ago the question whether the. banks
should be paid their running expenses began to 1osm on the
horizon, and there was discussion as to whothcr or not it might
become necessary for the Government to wppropriste the money to
kecp the System grhing. Fortunately that did not come up, but

it brought out rather sherply the fact that the Federal Reserve
System is perhaps the one institution in the countrv thst suffers
when times are g~-nd, and it gains when timos are bad.

Now, let me give you, Governor Eccles, a homely illustration
of what I nm driving at. We will supposc that Smith finds that
Jones owes him some money, and Jones goes around to Smith and says
"See herc, Smith; you think that I owe you some money. Perhaps I
do, and perhaps I don't, but, snyhow, I am a little hard up just n
Do you need that money?"

What I want to find out is whether tho Federal Reserve System
needs two million dollars of money at a timeé when we are supposed
to be trying, though not greatly succeeding, in cutting down ex-
pensces to balance the budget.

Governor Eccles. This does not come out of the reovenues of
the Government. All that is being asked in the casc »f this bill
is to permit the use ~f 2 very smnll portinon of the gnld profit,
which in no way would affect the budget situation.

Mr. Luce. Why, my decr sir, when o man pays two million
dollars to snother, ho is twn million dnllars shy.

Governor Eccles. But the $2,000,000 came into being as the
result of the revaluation.

Mr. Luce. That does not affect the fact,

Mr. Goldsbornugh. S8ocicty either owes tris money tn the Fed-
eral Reserve Banks or it does not owe it. If it does ~we it, it
ought to be paid. If it does not owe it, it should nnt be paid.
If it pays it, it has to come out of the Treasury, either directly
or indirectly. It scems to me that the question of whether or not
this will come out of the revenues »f the Government is not the
primary question. The primery question is, dnes society owe this
money tn the Federal Reserve Banks,

Governor Eccles. That is the primery question, and there is
no question but what the Treasury, at least, seems to think that
it is so oblirated, for it hes recognized the obligation; otherwise
they would not have askod for the authority of-.Congress to replace
these notes. They recognize the obligation, and they have asked
for the authority from Congress to replace these notes which they
havo, throurh their action, kept from being put in circulation,
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Mre Goldsboroughe You did not undertake to say to Mr. Luce
that it makes any difference whother it comes out of onc pocket
or another? The United States has that money to pay, one way or
another,

Govornor Eccloss It is not a question, however, of collect-
ing that much morc money out of taxcs, or borrowing that much
money with which to paye. It would bo a question of taking thesc
funds out of some of the gold profit that is lying unused,

Now, it makos possibly a small differenco, from purcly an
accounting standpoint, whate-

Mre Hancocke May I ask a question right there, Mr, Chairmen?

Governor Eccless As a matter of good business procedurc, tho
Treasury recognizos that they should replace thosc notos to tho
Reservo Banks, and thus not mako it nocessary for tho Resorve Banks
to duplicatc the cxpers ¢ of buying from the Treoasury the currency
they nocede In other words, tho c¢cxpenso of the Rosorve Banks by
roason of this action has becon incrcascd--the oxpense’ of providing
curroncye They provido the curroncy at thoir oxponso, they distribe
uto' it to tho member banks, and from the membor banks it gocs to
tho public.

Now, this action has greatly incroascd the oxpenso of the Ro-
scrve Bonks, or will increasc the expensc by this amount, beyond
what it othorwiso would bo, and it sooms to me that it s an expense
that should be borno by tho Treasury. Tho Troasury rocognizes it,
and they are willing to boar tho oxponsc,

If tho Rosorve Systom should make carnings, which is another
mattor asido from this, and should not be taken into account, it sccms
to mo, Congress at any timo can make such di sposition of the ocarnings
of tho Roscrve Systom as thoy think is in the public intorcste If
Congross doos not soo fit to authorizo tho Treasury to do what thoy
aro porfoctly willing and want to do, then the mattor will have to bo
disposcd of by theofibsorption of this oxponso by the Roesorve System, or
by tho circulation of thosc notos.

What I am particularly anxious about is to got tho matter
sottlod ono way or tho othore It has boon ponding for two yoars,
and cortainly wo would oithor like to got tho notes roplaced, get the
itom off tho books and absorb tho exponsc, or put in circulation tho
notes which wo havo hold out of circulation. Wo havo to do ono of
threc things, and it is up to you gentlomen, it sooms to mo, to detor-
mine which ono of those thrce things we should do.

My purposo, of coursc, is to do tho business thing, and that is
to havo tho notes roplaced by notes which we can uso. It sooms to mo
to be a porfoctly propor and logitimate businoss transaction betweon tho
Troasury and tho Rosorve System,
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Mre Lucos Frankly, Mr, Ecclos, you do not convinco me thet
anybody would savo any moncy by buming up scvoral tons of papcr.,
Thet, howover, is not what I Wwas driving at at all, I want to find
out, if I can, why thorc is instant bencfit to anybody from this
bookkooping transaction which will add two million dollars to the
oxponso of tho Govornmont of the Unitod Statcs,

Lot us go back to my original question and the illustration
that I gavo about Smith and Jones, where Joncs says to- Smith, "Porhaps
I owe tHis moncy, and porhaps I do not, but I am hard up; can you
wait o whilo? It is up to Smith to give somo wnlid and sorious
roason why that transaction ought to be immediately closod up, and
it struck mo from tho first, as you have seid, that it is largoly o
bookkooping quostion, oxcopt for the fact of that $2,000,000 of
outgo from tho United States Treasury.

Mr, Go ldshoroughe When it doos involve an outgc of noarly
#2,000,000 to the Unitod Statos Troasury, docs not that immediatcly
take it out of a bookkooping transaction and moke it o transaction
whoro the Troamury of tho United Statos bocomos a dobtor?

Mre Lucoe I guoss that I wont too for in that concessions

Mre Goldsboroughes I do not undorstand what is neant by ¢ bookw
kooping transactions Whon the Govornment advances $2,000,000 it
costs $2,000,000,

Mre Lucoe It is duo to the fact that it will ultinmately corno
back again from tho surplus,

Govornor Ecclese Tho Troasury does not take tho 2,000,000 and
turn it ovor to the Reserve Banks at alle What tho Troasury doos is
to pay for the notes that thoy print for tho Roserve Systeme That
will sproad over a poriod of a yoar, so that it roally, in fact, is
not a quostion of a transfor of $2,000,000 to tho Rosorvo Systome It
is moroly tumning ovor to the Rosorve Syston, notos as thoy arc nocded
in tho curront business of tho Resoryo Systom, without tho Rosorve
Systom boing roquirod to again chargo up to oxponsc tho cost of thoso
notos which thoy have alroady paid for. That is what it really
amounts to.

Mre Goldsboroughe -Irrospoctive of the terminology, it is a fact
that if this bill is not passod, tho Troasury would be nearly
$2,000,000 bottor off, would it not?

Govermor Ecclose They will have $2,000,000 more of tho storil-
izod or unusod gold profit than thoy otherwisc would have.

Mre Lucoe But, Mre. Ecclos, tho last paragreph of this bill soys:

"Thoro is horoby authorizod to be appropriated cut of tho miscole
lancous rocoipts covered into tho Troasury"-- and so forth ==
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"not excooding $3,000,000,"

When wo got to the floor of tho Housc, our jeb is to tell tho
House why wo want tho Troasury to be up to $3,000,000 shye

Govornor Ecclose It is loss than $2,000,000. Cortainly the
appropriation would only bo whatover tho oxact amount is, which
is loss than $2,000,000, This is merely an authorizations

Mre Lucos Why was tho bill written for $3,000,000?

Governor Ecclose I do not knowe You would have to ask tho
Treasury.

Thoy can only uso whatever the cost may be to roeplaco tho
notos, and unless the cost has incroased very, vory much, tho cost
would bo undor tho $2,000,000.

Mre Lucoe Now, Mre Ecclos, one of tho arguments prosontod in
favor of this transaction is that thoro aro in existonco certain
comploted or partially comploted piocos of papor, which roprosont
that thoy will bo payablo in gold,

Govornor Ecclose That is right,

Mre Lucoe And it is said that that is a decoption, and that tho
Govornment ought to got away from any such decoption,

Now, tho preosent cortificato says:

"This is to cortify thet thero is on doposit in the Troasury
of the Unitod Statos of Amorica, (blank), dollars in gold, payablo
to khe boaror on demand as authorized by law,"

That is just as much of a decoption and a fraud for tho avorago
man as you havo urgod tho prescont cortificatos to boe Thoro &8 not
ono mon in a thousand in this country who would not- tako that to bo o
statomont that ho can got gold with tho cortificato, bocause only tho
olito, so to speak, undorstand what "authorized by law" roans. Would
it not bo woll, if wo are going to got rid of one froud, to got rid
of anothor fraud?

Govornor Ecclose That is a question of opinion as to whothor
tho other is a frauds That may bo your opinion,

Mre Lucoe It cortainly is mine,

Governor Ecclose Tho gold is hold in tho Troasury back of that
cortificato, in accord with that statement.,

Mre Smoad tolls mo that tho cortificato that you aro roading is
tho cortificato which tho Troasury has given to the Rosorvo Systom and
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1s meroly a cortificate hold only by tho Resorve Benks, md doos not
in any way got to tho public, and it is ontircly out of circulation.
Thoroforo, of course, tho only holdors of thet ¢ crtificate would bo
the Rosor¥o Benks, who undorstond very thoroughly the clausc which
you havo just road, and for that reason would not have causo to
expoet that upon domand thoy could got the actual gold, unless tho
Secrotary of tho Troasury doomed it in tho public intorcst to lot
thon havo it for cxport purposos,

Mre Luce. Then I have been misled, sir, becausc I copied this
out of your t estimony when, unfortunately, I was unable to be horo,
for I was out of towne. So I toolk the pains to read your testimony,
and I copied this out of it, and I got from ik the impression that
this was tho roal wording of the prosent gold coertificatcs

Governor Eccles. That is the wording of tho gold certificato,
of the gold cortificato, howover, not in circulation, The Roserve
banks aro prohibited from paying out gold cortificatoss. The prosent
gold certificate, and tho only gold cortificate now issued, was
issuod for tho gold hold by tho Rosorvo Banks. Tho public is not
pormitted to hold gold cortificates, and privato holders worc roquircd
to turn in their old gold cortificatos. Thoreforo, that tostimony was
correct, and tho gokd cortificates roforrod to aro hold only by tho
Rosorvoe Banks,

I do not boliovo that in my testimony I stated that thoy woro in
goneral circulation,

Mre Lucce No, I do not boliove that you dide I am moroly pointing
to tho fact that if a decoption oxistod in ono, it oxists in tho othor,
Whothor wo may assume that a misloading wtatement will do no harm boe
couso it finds its way only into the hands of financial organizations

or mon acquaintod with thoso things, is anothor problom. I should
think, though, that & happior wording might havo boon used,

Govornor Ecclose I do not know who is responsible for that clausc,
Mre Hancocks Mre Chairmon, may I ask a quostion?
Tho Chairman, °~ Yose

Mr. Hancock. Havo you given any spocial concern to the procedent
that this logislation might ostablish?

Govornor Ecclos. Tho proccdont?
Mre Hancocke In othor words, if you uscd a part of tho gold profit
to pay the Fodoral Roserve dobt, could we not by tho samc token usc it

for any othor govornmontal dcbt?

Governor Ecclos. Woll, thore is a very closc relationship hore to
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tho gold profit of this partiecular transaction, and that is by
roason of tho fact that tho Fodoral Roservo noto which the Roservo
Systom has boon roquostod not to circulate has tho clausc "Rcdcome
ablo in gold" upon it

Mr. Hancocke I am not roforring to tho dosirability of meking
thoso notos speak the truthes My question is dirceted toward tho
prcecodent that might bo croatod,

Govornor Ecclose I undorstand that, but thoreo is a vory closc
rclationship, it sooms to mo, horo,

Mr. Hancocks How much of tho unused gold profit remains in
the Troasury now, that is not particularly designated or allocatod?

Govornor Ecclose Woll, of coursc, tho stabilization fund is
designatod or allocatods The gold profit outsido of that is, I
think, ono hundred forty oio millions. Somo of the gold profit, as
I undorstand it, is not boing usod, but I am adviscd that thero is
very littlo of it that has not beon allocated, and that the unused
part largoly ropresonts gold that will bo used to Fetiro the national
bonk notos which wore called, as you will romembor, somc time ago,
but which aro only taken up, of course, as tho notes come through for
destructions

Mre Honcocke Do you know whothor any portion of this fund has
boon usod to pay the interest on tho cortificatcs that are issued
against tho now gold purchasos, tho storilized gold?

Govornor Ecclose I do not think sos I do not bolieve any of
that fund is usod for that at all,

Mr, Honcocke Whore doos tho Troasury got its monoy for that
purposo?

Govornor Ecclose Out of tho general fund,
Mr. Hancocke Is that authorizod by law?
Govornor Ecclose I suppose it is, or thoey would not be doing it

Mr, Honcock. You do not happen to know what particular soction
authorizes tho issuanco of thosc cortificatos?

Govornor Ecclese Woll, those cortificates arc not cearmarkode The
Troasury borrows such moncy as it ncods from timo to time, I supposc
undor its genoral authority, and tho funds that arc usod to storilizo
gold imports aro, as I undorstand it, just tcken out of a general fund,
and tho gold is shown in the Treasury statoment, so at all times it is
known how much of the funds arc used for that purposc.

Mre Hancock. In tho faco of your prosent problom, financial
problom, I assumo you considor it highly dosirablo not to lot any of
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this money get into circulation? In othor words, you would not
think that it would bo wisc for us to authorize the uso of any
of this unused profit in the paymont of rogular dobts of tho
Government, or tho salarices of Governmont ompleyces, at this pare
ticular time, would you?

Governor Ecclose Not unless there was some moans given
to tho Resorvo System for dealing with the offects of tho increase
in rosorvos that such action would croatee A very small amount,
of course, would not bo a vory important factor, but a large
amount of funds, sucha s tho amount of gold hhat has boon storilized,
added to the excoss rosorves, or tho gold in the stabilization fund
added to tho oxcess reserves, would of course create an uneontrollablo
credit situation, and cortainly tho Resorve Systom would be unable to
oxercisc the responsibility for any credit control undor those condi-
tions, unless Congross saw fit to givo thom somo additional powers
to doal with that situation,

Mre Crawforde May I ask a quostion?
The Chairmane Procced,

Mre Crawforde Governor Ecclos, I think that tho rocord will show
that tho inactivo gold account was created around Decomber 1st last,
and tho Secretary announced at that time that that fund with which the
gold was to bo purchased for the inactive account would be obtained
through the issuance of government bonds or Troasury certificates, ond
sold to the public,

Governor Ecclose That is righte

Mre Crawfords That was made vory cloar to tho pooploe. So that
thoy would bo forewarned as to how the money would be raised,

Governor Ecclese, That is correct,

Mre Sponces Governor, the question that sooms to disturb mo is
that tho loss sustained by tho Fedoral Rosorvo System in this mattor
resultod from the onactment of a public law that was allogedly in the
intorest of oll the pooplos Froquontly wo cnact laws that cause
lossos to various industries and to various activiticse The railroads
may sustain a loss by reason of legislation, Insurance companics may
sustain such a loss, and distillorios and broworics frequently have to
chonge their mothods of advertising, and their labols,

Cortainly it would be a dangorous procedent to say that tho private
individual can rocover for damagos by reason of a chango in public law,
and don' you think that it would bo a dangorous precedent to say that
tho Fodoral Rosorvo could rocovor tho lossos that it sustained by
reason of a law ocnactod in behalf of all of the pooplo?

Governor Eccles. Of course, you could say that the Fedoral Reserve
System sustained a loss ropresenting tho difforence betwoon the old price
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of tho gold and the rovaluod pricec of the golde The action in
changing tho price of gold rosulted, of coursc, in a profit to

the Govornmont of two billion eight hundrod and somo=odd million
dollarse Individuals, many of thom, who complaimod about having
to surrondor thoir gold and thoir gold cortificatos may cleim that
they sustained a loss as a result of it. Of coursc thoy would
have no claim upon the Govornmont any moro than the Rosorve System
should as tho rcsult of tho action of tho Govornmont in rovaluing
the dollar,

But this situation is a littlo difforont, it scoms to mos A
govornment might pass logislation that would interfore with or
would roduco profit during an oporation of an institution. It
might tond to put thom out of business through somo legislative
actiones But horo is a caso whore tho Troasury furnishos the notcs
in the first instencoe that tho Rosorvo Systom usos, and +thoy ro-
quiro that tho Rosorvo Systom pay thom for those notos as thoy arc
delivorodes Horo is a situation whero tho Rosorvo Systom owns thoso
notos now on hand, and thoy should oithor know that thc loss has got
to be tnkon, and bo proparod to tako it, for wo havo twolve Reserve
Banks, or thoso banks would like to havo somo instruction as to
what disposition to moke of this itome Until wo know whother or not
it is a loss that tho banks must tako in proportion to tho notcs
printed for thoir bonofit, it is impossiblo to moko o disposition
of tho mattor, and, as I say, I think that it is only right and fair
that the notos should be roplacod by the Troasurye

Howoter, tho itom involved, in relation to tho sizo of tho
oporation, is not what may bo tormod a vory important item in total
amount, but it is dosirablo, it sooms to mo, that tho mattor bo dis-
posod ofe Evon if thoso nobos wors pormittod to be usod, thorc would
not bo vory much differonco in putting out tho now notos that had boon
printod until they woro out, and in koeping out notos that wero alroady
oute I folt at tho time that inasmuch 6s we had gono on for a year
using thoso nobtos, and thatw had a substantial amount of notos still
outstanding, that thoro was no particular roason to not continue to use
tho invontory of notes that wo had on hande Howovor, that is not up
to mo to docido that mattor, but if thoso notes arc not going to bo
used, thon wo should chargo thom off and forgot thom, provided tho
Troasury is not to bo authorized to roplaco thom,

Mr, Sponcos Would thore be any differcnce betwoon a casc whorein
wo had ordored tho distillers to change thoir labols in a certain
fashion and this situation? The distillors had a groat amount of
labels on hoand, probably hundreds of thousands of dollars worth, that
thoy had to change to conform to tho national roquircmonts, and do you
think that they could come back and say, "Wo sustainod o loss by
roason of this law which you should compcnsato us for?"

Your institution is privatoly ownodg

Govornor Ecclose .Not privatoly ownod in the seonso that they
havo any bonofit whatevor from profits boyond a fixod emounte In
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profit, or no profit, is not a matter of much concorn to mambor banks,
Mre Sponcoe This would not affoct your stockholders at all?
Governor Ecclose Not at all,

Mre Sponcoe Your original stock wes on the basis of 6 por
cont of tho surplus and capital of tho bank, was it not?

Govornor Ecclose Fif'ty per cent of the full amount.

Mre Spence. I mean that tho earnings were 6 por conte

Govornor Hoclose Yos, of paid in capital,

Mr, Sponcos Havo you ovor defaultod in tho paymont of intorost?

Govornor Ecclose Dividonds wore not paid immediatoly aftor tho
orgonization of tho Rosorve Banks, but the dividonds aro cumulative
ond all back dividonds wore paid by the end of June, 1918,

Mre Sponcos That is 6 por cont cunulative intorost?

Govornor Ecclose It is a dividend on tho stockse

Mres Spencos And the stockholders would novor know whother this
has boon paid or not?

Govornor Ecclose I think that that may bo trus,

During and following tho war poriod, whon thoro was a tromondous
demand for crodit, and whon tho discounts of tho Rosorvo Systom woro
Yory, vory largo, tho Reservo Systom mado vory largo profits and paid
o largo fraonchiso tax to the Govormment. Vory shortly aftor tho time
whon tho Rosorvo System was orgonizod, we got tho inflationary offoct
of a World War, and it roquired a groat doal of credit for tho purposo
of doing business on the increasod basis of pricos, and particularly
was thot truo aftor tho war was ovor, So that while it might havo takon
a groat many yoars to build up a surplus in tho Roservo Systom, tho surw
plus was built up very, vory rapidly as tho result of tho unoxpectod
condition which dovolopode

Tho Chairmane Aro thoro any moro mombers that have questions?

Mre Transuce Mre Chairman, I havo a question, which is vory shorte
Mre McKooughe I havo a quostion,

Tho Chairmone Could you come Back another day, Governor?

Govornor Ecclose Yos, I could,
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Tho Chairmane If we roport on somo othor bills that wo have
boforo us, wo will not hgvo time to hoar you further, and what I
had in mind was that wo would rosumc this somo othor tine, and go
into oxocutive scssion to consider theso othor natters.. But if we
can finish with the Governor shortly, I would bo gled to do it

How many mombers hero want to ask quostions?

Mre McKooughe My question will not take me long.

Mre .Crawford, May I ask tho Governor a question?

The Chairmane Go right ahend,

Mr, Crawfcrde Govornor, irmodiatoly following the depression,
commorcial banks bogan to liquidate all of the discount paper with
the Reserve Banks, and tho Reserve Bank carnings began to fall off,
did thoy not?

Govornor Ecclos, Thot is corr@cte

Mre Crawford, And we have boon going through that period now for
yoars, whore tho ocarnings havo almost wvanishod?

Govornor Ecclose Excopt from the source of government bondse

Mre Crawforde The .earnings havo vanished, so far as discount papor
is concerned?

Govornor Ecclose That is rightse

Mre Whitoe As I understand the provious statements of tho reproscne-
tatives of your dopartmont, tho passago of this bill will not in any
woy oaffoct tho volumo of crodit?

Govornor Ecclose Not at alle It has no rolation to ite

Mr, Whitoe WNow, thon, how much moncy did tho Govornment rocoivo
as gold profit from tho Fodoral Rosorvo Banks?

Govornor Eccloss Two billicn oight huidrod and somo-odd millions;
I do not romembor tho oxact amount,

Mre Whites In a way, that is what wo mighte-

Mre Patman (intorposing). That statement should not go in that
waye That is ovidontly a mistako, Governore. Tho Govornment hos made
o gold profit of that amount, but I do not think that the Fedoral Ro-
sorve Systori is cntitled to say that by roason of tho geld that it has
turnod in to the Govornmont, tho Federal Resorvo Systom caused tho
profit of two billion oight hundrod million., If I undorstond it corroctly,
tho Fodoral Rosorve had loss than threo billion in gold and gold cortif-
icates, only claimed that muche
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Govornor Ecclose Most of tho gold, of coursc, was held by tho
Roservo Banks, outside of the gold cortificatose I think that
Congrossman Patmen is righte I did not understand your question,
Mre Whitoe Theo Rosorvo Banks hold $3,557,000,000 of gold ond
gold cortificatos on January 31, 1934,

Mre Whito, What I had in mind was this: As a rosult of
that move, how much gold cid the Govornmont rocoivo from tho Fode
oral Resorvo that was previously to tho crodit of the Fedoral
Rosorvo Banks?

Govornor Ecclose Of courso, tho profit on the geld held by
tho Fedoral Reserve Banks at the time of devaluation could bo
definiteoly dotorminode A large part of the gold wes held by tho
Roserve Banks, but it is truc that somo of it was in circulation
or in hoarding at tho timo, that is some of it was gold held out-
side or tho System at tho timo of dovaluctions

Mre Whitce You moan that thorc was an cmount of two billions
oight hundred nillions--

Governor Ecclose That was the total gold profite

Mre Whitoe That was in the oxchoquer of the Fodoral Rosorvo,
which was turncd ovor to tho oxchequer of tho Fodoral Govornmont?

Governor Ecclos. Nos Tho total gold stock was four billions,
out of which tho Fodoral Resorve had over threoe ond o half billions,
so that you can figurc that over 80 por cont of tho gold profit was
profit on the gold hold by tho Resorve Systom, approximatoly.

Mre Whito. Can you toll me, in figuros, how mach menoy in the
Federal Rosorvo wes turnod ovor to tho Troasury as o result of that
novo?

Govornor Ecclose Somcthing around throc and & half billion
dollarse Twc billion cight hundrod niilion was tho profit cn the
total gold taken by the Troasury, from all sourcos.

Mre Whito. Now, that was sort of o dividond, in a way, was it
not, frem tho Govormmont's oporation of tho Fodoral Rosorve Banks?

Govornor Ecclose No, I would not figurc that,
Mr. Whito. And its gold policy?
Govornor Ecclose. Its gold pclicy mado possiblo the profit.

Mr. Whitoe Horc is tho thing that I an gotting at: Tho Govorn-
nont rocoived throo billion dollars benofit thoro fron tho Fodoral
Rosorvo Systome If it was a dividond, or o splitting up of monoys
thet acerucd to tho Fodoral Rosorvo Banks, and thon turncd over to
tho Govornment, and this bill doecs not pass, is it not oxactly tho
saric thing? In othor words, do ycu not givertho Governmont tho bonefit
of $2,000,000 on oxactly tho samc basis?
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Governor Ecclese The Foderal Govermmont would, of coursc,
have $2,000,000 nore for scrio cther purposo than it would havo if
tho bill did not passe

Mro, Whitce That is what I moane Tho Foderol Gevernmont ro-
ccived those funds from tho Fodoral Resorvee If this bill doos not
pass, in offoct tho Government has reccived $2,000,000 roro, and if
tho Foderal Govornmont had tho right and it was proper for it to re=-
coive the original funds, why is it not proper also for it to reccoive
tho bonofit of this $2,000,000? That is the point that I am makinge.
This would sinply rcquiro tho necessity of the Fodoral Rosorve assuning
tho burden of tho exponse, and charging it off and getting rid of it,
but, novortholoss, on purposo lotting tho thing stand to the Fodoral
Troasurye It is tho same thing, is it not?

Mro, Forde Mre Choirman, I will havo to lecave, and if we arc going
to go into oxccutivo sossion-=

Mre Whitoe Just ono othor quostion,

If this thing docs go through, in viow of tho fact that you say
that tho Fedoral Govornmont is buying gold at tho prosont timo out of
its rogular funds, would it nct noan that tho Troasury would thorofore
havo $2,000,000 loss to carry out its policy in that rospoct, and would
that nct bo o good thing?

Governor Ecclose No, this would have nothing to do with that,
bocausce tho gold profit is not boing usod in any way for the purpcso
of buying golde Tho gold that is coming into this country, that tho
Governnont is storilizing, is boing purchased out of tho gonoral fund,
and tho goneral fund is boing replonishod out of borrowod ncnoy or
taxos or whntovor sourco of rovonuc the Govornmont hase

re Whitoe Mre Chairman, I know thot you aro anxious to got
away, so I won'tt ask any rnorc qucstionse I will just say that if the
Fodoral Treasury had.tho right to take tho monoy in tho first placo,
they also havo the right and should ask the Fodoral Reservo Banks to
boar tho oxponsc of this $2,000,000,

Tho Chairmane Gontlemon, it is covidont that wo cre not going to
bo able tc finish with Govornor Ecclos, and on some day noxt weok,
satisfactory to the committee, wo will resumo with Govornor Ecclos
end try to finishe Wo cannot do it todaye I will havoe to loavo in
o fow ninutes, and so will Mre Forde Wo will havo to go into oxocu-
tivo session for o foew ninutes, to sco what we will do about thovso
othor billse

Wo will ask you to come back anothor 4oy, Governor Ecclose

(Thoroupon, at 11:50 o'clock ae ma, tho Committoc wont into
exocutivo scssione)



