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OF THE .

FEDERAL RESERVE SYSTEM

Office Correspondence Date_August 11, 1911
To IReftlos Subject:

Mr. Coe

From

rw/lP'C. :

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below, be-
cause of their possible confidential character, were taken from Vol-
ume 243 of Mr. Hamlin's scrap book and placed in the Board's files:

VOLUME 243

Page 3 - Letter to Senator Glass from Secretary of Treasury re his
bill.

Page 5 — Memo to Mr. Goldenweiser from Mr. Hamlin re H.R. 3835.

Page 11 - Memo to Board from Mr. Smead re classification of deposits
by size of accounts.

Page 13 - Letter to Mr. Morrill from Mr. James Simpson of Marshall
Field's re two Gov. bond transactions.

Page 15 - Draft of executive order.

Page 17 — Memo to Mr. Hamlin from Mr. Goldenweiser re devaluation of
gold dollar.

Page 19 - Memo to Mr. Hamlin from Mr. Goldenweiser re effect of prices
on the issuance of $3,000,000,000 of irredeemable paper currency.

Page 23 - Memo to Mr. Goldenweiser from Mr. Longstreet re the reduction
in gold content of currencies.

Page 25 - Earnings and Expenses of Federal Reserve Banks, May 1933.

Page 27 - Memo to Mr. Hamlin from Mr., Goldenweiser re speech of
Senator Thomas, as of April 24, 1933.

Pages L2 & L3 - Resolutions of Open Market Committee.

Page L8 - Federal Advisory Council minutes.

Page 51 - Memo to Mr. Hamlin from Mr. Goldenweiser re gold content and
exchange stabilization.

Page 53 - Preliminary Memo for the Executive Committee of the Open
Market Policy Conference, May 23, 1933.

Page 57 - Memo to Mr. Hamlin from Mr. Rhodes re balancing of the French
Budget in 1926.

Page 71 - Memo to Board from Mr. Smead re classification of deposits
by size of accounts.

Page 99 - Memo to Board from Mr. Vest re views of Federal Reserve
Banks regarding eligibility of paper of finance companies for
rediscount.

Page 101 - Confidential - Memo to Mr. Morrill from Mr. Van Fossen re
Direct Loans to Individuals, etc.
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(e R7=2 2 Bast 67th Street
gy New York, April 9, 1933
My dear Senator:

I have been over the bill you were kind enough to hand me, and
pending an opportunity to talk with you I should like the privilegs of
indicating a few ma jor suggestions as to a few sections of the bill which
seem to me important. I shall not refer to any technical details, assuming
that on them you are arranging to get the suggestions of the Federal Reserve
Board,

The point I feel most stromgly sbout is getting prompt and decisive

m of the Federal Reserve System. That has been its greatest weakmess.
I think this difficulty would be made worse instead of better by removing
the Secretary from the Board, and I am opposed to that change.

I believe the power of the System to aet promptly and effectively
would also be weakened by the adoption of the proposal for the Open Market l
Committee in Section 8., This would make mandatory a cumbersome piece of -
machinery, I believe that om this point the suggestion made last spring by
the Federal klum Board is preferable,

It also seems to me that Bo‘ction JO sets up too much red tape.

I should think that adequate supervision over tonig Eﬂml would be
asgured if the section were terminated in the middle of line 22 on page 36
of the bill,

Turning to the mbluotmﬁumsnthg security
operations of banks, I am in complete sympathy with the proposal that these
operations should be subjeeted to proper eontrol. In imposing this control
there seem to me two dangers to avoid., One is that we should go so far as
to destroy the machinery of the market for new securities at a time when we
need that machinery as part of the program of business recovery. I do mot ‘M)
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beliew, it would be wise to remove, as would Sectioms 5 and 10, the power ME
of mewper banks to underwtite issues of investment securities. I question
also whether Sections 30 and 31 would not be too damaging to the new secur-
ity market, :

The second danger upon this point is that restriective measures Slan
might be earried so far as to eonstitute a high degree of patermalism and 3 “7
really place on the Reserve System the responsibility for the detailed )‘
operations of member banks. I think the bill goes too far in this direc-
tion in Sections 3 and 7.

The plan for the insurance of bank deposits does not seem to me [ !
satisfactory in its present form, It does not seem to me to provide emough /e
money for 100 per cent guaramty, amd such a proposal would ruin the non
member banks which could mot qualify for mtp.- I think I understand
something of your difficulties with this problem but have as yet no definite
alternative to suggest.

I am dowbtful sbout prohibiting payment of interest on demand  Juliud!
Saatte by ot 3% SOMA s e A reaiene o the: s depeets, SIS
laws, and I em afreid would disturb the banking system at a time when it is
rather delicate.

These sugzestions are offered im the same friendly spirit whieh I
know has led you to invite them. Ve have made so fine a start in dealing
with our problems, thanks in mo small measure to your splendid help, that I
am especially enxious that nothing may be done which would possibly retard
the proeess of recovery.

Sineerely yours, .

Hon. Carter Glass, Secretary of the Treasury.
United States Semate, _ (\ﬂ]
Washington, D. C. Q)
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: Office Correspon&ence Date_ipril 11, 183,

T'o ___Dre Goldenmeiser Subject: .

From My, Hamlin

Dear Dr. Goldenwéiser:

I an enclosing a copy of a report, dated April 5, 1933,
made by Senator Smith to accompany HeRe 3835. At the end of this
report, Senator Smith makes the following statements. Will you be

good enough to check them wp, and give the answers very briefly:

1. The policy of deflation of sommodity prices and
fam values inaugurated in 1920 still persistse

2. With the ending of the bank holiday, the thousands
of closed banks have resulted in the temporary,
if not permanent, destruction of additional
billions of vhat we call and use for moneye.

Such holiday resulted in the further withdrawel from
circulation of all gold and gold certificates.

During the past three weeks, the Federal Reserve
System has disposed of bhills and Upited States
Government sccurities in the total sum of over
1 billion dollars.

During the same period Federal recserve credit has
been contracted in 2 sum of 956 millions and
the money in circvlation has been deflated in
the total sum of 1185 million dollars.

No relief is possible for apgriculture until the
policy of deflation is not only checked but
reversed, and a substantial sum of actual
money is admitted, and if need be, foreced into
circulatione

It 1s not sufficient to have an ample supply of
currency in the vaults of the Federal reserve
banks, nor in the vamlts of the national banks,
state, and private banks of the countrye
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With 25 millions of bank credit -~ deposit money -
canceled and destroyed, and with the remainder
frozen and unobtainable, with much of the actual
currency outside the Treasury hoaxied and inactive,
with over 40 nations of the world enjoying a lower
production cost than the United States by reason
of their depreciated currencies, the people,
without either money or credit, aro stopped,
business is at a standstill, and deflation not
only continues but is accentuated.

The Federal Reserve System has failed. Some 10 other
Federal agencies have been created to assist in
malkting Federal credit available to those needing
and demanding assistance.

report that with our present restricted volume of
bank credit and with a like restriction of actual
money in practical circulation « owing to hoarding -
we recommend that existing policies of selling
bills, United States socurities, and deflating

the currenay and credit be reversed, and that a
sufficient volume of money be placed in circulation
to replace the currency hoarded and to supplement
the bank credit o deposit money now frogzen in the
banks of the countrye

Agricul ture does not demand a BO=cent dollar or an
wsound dollar, but does protest the retention of
a8 200-cent dollar. A dollar which fluctuates in
purchasing power from 50¢ in 1920 to 200¢ in
1933 is neither a sound nor an honest dollars

Agricultvre demands that the famer should have a
100-cent dollar; that the purchasing power of the
dollar should be fixed and established at that
pointes«s.. and that when such value is once fixed
it should be stabilized at such values

Sincerely yours,




COPLEY AMORY
. | 1811 QUE STREET

Calendar N 0 1 7WASHINGTON-. D. C.

78p CoNaGrEss SENATE { Rerort
No. 16

18t Session

RELIEVE THE EXISTING NATIONAL ECONOMIC EMER-
GENCY BY INCREASING AGRICULTURAL PURCHASING
POWER

Marcr 13 (calendar day, APriL 5), 1933.—Ordered to be printed

Mr. Smirs, from the Committee on Agriculture and Foresty,
submitted the following

REPORT

[To accompany H, R. 3835]

The bill as reported is practically the same as the bill that came
from the House with, perhaps, the important amendment eliminat-
ing sheep and cattle from the enumerated farm commodities that are
so enumerated in the House text.

This bill, with the exception of part 1, title 1, was drafted by the
Department of Agriculture and is practically unchanged from the
bill as presented to Congress. Considerable hearings were had by
the Senate committee, but on account of the desire of the adminis-
tration that no change be made the bill is presented to the Senate
in practically an unchanged form except that there is added to it
title 3 which gives an alternative to what is known as title 2. Both
title 2 and titﬁa 3 attempt to lay down a principle by which the price
of farm products may be raised,

Title 4 is the fann—mortgage plan which has been attached to this
bill, as it pertains to farm relief. I think it well to set forth here the
message of the President that accompanied the presentation of the
bill to Congress:

At the same time that you and I are joining in emergency action to bring order
to our banks, and to make our regular Federal expenditures balance our income,
I deem it of equal importance to take other and simultaneous steps without wait.
ing for a later meeting of the Congress.

One of these is of definite, constructive importance to our economic recovery.

It relates to agriculture and secks to increase the purchasing power of our
farmers and the consumption of articles manufactured in our industrial com-
munities; and at the same time greatly to relieve the pressure of farm mortgages
and to increase the asset value of farm loans made by our banking institutions.

Deep study and the joint counsel of many points of view have produced a
measure which offers great Fromise of good results. I tell you frankly that it is a
new and untrod path, but I tell you with equal frankness that an unprecedented
condition calls for the trial of new means to rescue agriculture.
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If a fair administrative trial of it is made and it does not produce the hoped-for
results I shall be the first to acknowledge it and advise you. '

The proposed legislation is necessary now for the simple reason that the spring
crops will sgon be planted and if we wait for another month or 6 weeks, the effect
on the prices of this year’s erops will be wholly lost. ) ’

Furthermore, by acfion at this time the United States will be in a better
position to discuss problems affecting world erop surpluses at the proposed world
econpmic conference.

Part 1, title 1 of the bill is that which was passed at the last session
of Congress and was not signed by President Hoover, This part
provides that cotton financed wholly or in part by the Government
and now under control of the Federal Government shall be sold to
the Secretary of Agriculture who is directed to sell on time this
cotton to cotton farmers at the present market price in lieu of their
producing a like amount in 1933. This cotton thus sold to the farmers
and held by the Secretary of Agriculture in trust for themis to be dis-
posed of by Mareh 1, 1935. After deducing costs to the Government,
the profits, if any, are to be given to the farmer who has contracted
to receive this cotton and reduce production. The purpose of the
plan is to reduce the surplus and at the same time and under the
same contract to reduce production, the inducement to the farmer
being that he gets, below the cost of production, what cotton he takes
from the Government, and by reducing his production to a like
extent he stands a chance of getting an advanced price on what he
does produce and what he takes from the Government.

Part 2 is complex. This title, as said before, was prepared by the
Department of Agriculture and was introduced as pr_(j‘pare_d for con-
sideration of the House of Representatives and the Senate. There
are two principles involved in part 2, namely, the leasing of land by
the Government to reduce production, and the other the so-called
allotment plan to increase prices by taxing the processer of the raw
material. ; .

The first principle, the leasing of the lands, is a proposal that the
Government is to pay the owner for the land thus leased. It is not
clearly defined in the bill what shall be the character of the land thus
leased but it is to be assumed that the Secretary of Agriculture in
leasing these lands shall lease such land of such a productive nature
as would by removal from production decrease properly the produc-
tion of the commodities sought to be reduced. In order to obtain
funds to pay the farmer for lands thus leased, it is proposed under the
leasing provision of this part to levy and collect what is known as a
processing tax from the processer of farm products which tax shall
be regulated by the Secretary of Agriculture to such amounts as shall
be necessary to pay for lands thus leased.

The owner of the land is to be allowed to plant on these leased
lands such crops as do not enter into market competition with other
staple agricultural crops. The owner, however, can plant such crops
if they are for his individual or farm use. The amount of the land
estimated to be under cultivation in America is 350,000,000 acres.
It has been suggested that the amount necessary to be leased or taken
out of cultivation in order to bring about the proper reduction in

production would be 50 or 60 million acres. Therefore, the aggre-
gate amount of taxes to be levied and collected from the processer
would be an amount sufficient to pay rent on this amount of land.
Just what amount would be the rental per acre is not specified in the

bill.

'.
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The second principle is what is known as the allotment plan. This
plan provides that there should be a tax levied and collected on the
processor sufficient to bring the price of the farm products domestically
consumed up to a parity that existed between farm prices and the
price of the commodities that the farmer has to buy, between 1909 and
1914. This tax levied and collected from the processor shall be added
to the price that the farmer is now receiving for his products, thus
giving him for that part of his products domestically consumed a price
representing the parity that existed between what he sold and what
he bought between 1909 and 1914. To illustrate, if cotton during the
period selected for parity would bring him 12% cents per pound, a tax
would be levied upon the processor which, when levied and collected
and added to the present current price of cotton, would bring the price
on cotton domestically consumed up to 12% cents per pound, the ex-
portable surplus, of course, to be disposed of at the world’s price for
cotton. The present price of cotton is around 6 cents per pound,
therefore, the ultimate tax upon the processor would be around
6 cents per pound, or $30 per bale for cotton that is domestically
consumed.

In the case of wheat the same principle is applied and also to all
the commodities enumerated and contained in this bill. This is the
purpose of this proposed legislation as it pertains to the allotment
plan. This plan, however, provides that in levying and collecting
this tax to attain the parity price, due regard shall be given to the
effect that such a tax and such a rise in price will have upon the
consumption of the product. The Secretary of Agriculture is given
the power to alter such tax from time to time as he may deem proper
to meet the effect that the tax may have upon the consumption of the
commodity. He is to take into consideration the effect that such a
tax upon the given commodity may have in increasing the consump-
tion of competing commodities as well. To effectuate the principles
of the allotment plan the Secretary of Agriculture is empowered to
enter into market agreements with processers and associations of
producers and other agencies engaged in the handling in the current
of interstate and foreign commerce of any agricultural commodity or
product thereof after due notice and opportunity for hearing to inter-
ested parties. He is also authorized at his discretion:

(3) To issue licenses permitting proeessors, associations of producers, and other
agencies to engage in the handling, in the current of interstate or foreign commeree,
of any basie agricultural commodity, or product thereof, or any competing agri-
cultural ecommodity or product thereof. Such licenses shall be subject to such
terms and conditions, not in conflict with existing acts of Congress or regulations
pursuant thereto, as may be necessary to eliminate unfair practices or charges
that prevent or tend to prevent the effectuation of the declared poliey and the
restoration of normal economiec conditions in the marketing of sueh commodities
or produects and the financing thereof. The Secretary of Agriculture may sus-
pend or revoke any such license, after due notice and opportunity for hearing, for
violations of the terms or conditions thereof, Any agency engaged in such han-
dling without a license as required by the Secretary under this section shall be
subject to a fine of not more than $1,000 for each day during which the violation
continues,

(4) To require any licensee under this section to furnish such reports as to
quantities of agricultural commodities or products thereof bought and sold and
the prices thereof, and as to trade practices and charges, and to keep such systems
of accounts, as may be necessary for the purpose of this act. i

The Secretary of Agriculture is authorized, with the approval of the President,
to make such regulations with the force and effect of law as may be necessary to
carry out the powers vested in him by this act.
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Still further quoting:

The Secretary of the Treasury Is authorized to make such regulations as may
be necessary to carry out the powers vested in him by this act, including regula-
tlons, with the force and effect of law establishing conversion, factors for any
commodity and article processed therefrom to derermine the amount of tax
imposed with respect thereto, and defining processing with respect to any coms-
modity.

The action of any officer, employee, or agent in determining the amount of and
in making any rental or benefit payment shall not be subject to review by an
officer of the Government other than the Secretary of Agriculture and the Secre-
tary of the Treasury.

The bill provides that the Secretary of Agriculture may appoint
such officers and employees subject to the provisions of the C?assifi-
cation Act of 1923 and acts amendatory thereof and such experts as
are necessary to execute the functions vested in him by this act, and
that the Secretary may make such appointments without regard to
the civil service law or regulations.

Thus will be seen the broad and drastic powers given to the Secre-
tary of Agriculture and the Secretary of the Treasury to administer
this act. The allotment plan also provides that in order to protect the
farmer and the processor there shall be placed in addition to the tariffs
then existing on that product an increase in such tariff equal to the
tax imposed upon the processor. To illustrate, if the tariff on wheat
1s 42 cents per bushel and the tax imposed on the processor in order
to raise the price of wheat to the parity is 48 cents per bushel, then
the tariff on imported wheat becomes 90 cents per bushel. Where
there is no tariff on an article the tariff shall be raised equal to such
tax. To illustrate, there is no tariff on upland cotton, and if the tax
should be 4 or 5 cents per pound, then the tariff on such cotton
imported would be 4 or 5 cents per pound or $20 to $25 per bale.

In relation to the allotment provision as to cotton, it might be
well to indicate what would be the result of the application of this
principle at the present time on the average prices of cotton. About
50 percent of the cotton produced in America is consumed domesti-
cally and 50 percent exported. The price then for that domestically
consumed would be about $60 per bale and $30 per bale for that
exported, which would be an average of $45 per bale or 9 cents per
pound to the farmer,

Part 3 is a proposition to obtain the cost of production and has no
reference to any parity, but empowers the Secretary of Agriculture at
his discretion to estimate as nearly as practicable the cost of produc-
tion and to fix this price on the commodities herein enumerated for
the percentage of that commodity which is used in domestic consump-
tion and also to protect this price, thus fixed on the part of the com-
modity domestically consumed as against competing articles as is
provided for under the provisions of part 2.

Title 2, part 1, is known as Agricultural Credits, and is an amend-
ment to the Farm Loan Act. An analysis is hereto attached explana-
tory of this, which analysis was prepared and given to the committee
by the department that drafted this provision.

(The analysis referred to is as follows:)

1‘.
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[Analysis of 8. 1110]
TrrLe I

L.. For 2 years authorize Federal land banks to issue bonds at interest rate not
to exceed 4 percent, the interest of which is guaranteed by the United States,
Maximum amount to be $2,000,000,000. Proceeds to be used to make new
mortgages or refinance existing mortgages (sec. 1).

2. In order to reduce and refinance existing farm mortgages, Federal land
banks are authorized to exchange bonds for or to buy outstanding farm mort-
gages on best terms possible, passing savings in principal and interest on to
farmer borrowers (sec. 2).

3. Maximum interest rate to borrowers on old and new Federal land-bank
mortgages not to exceed 4)¢ percent for 5-year period. Appropriation of $15,-
000,000 to be used to compensate the Federal land banks for loss in interest
during first vear (sec. 4).

4. Neither old nor new borrowers from Federal land banks required to pay
installments on prineipal of mortgages for 5-vear period (sec. 4).

5. For 5 vears authorize Federal land banks to grant necessary extensions of
payments to deserving old and new borrowers. Such extensions to be financed
by loans from the United States. An appropriation of $50,000,000 authorized
for this purpose for ensuing fiscal year (sec. 3).

6. Raise maximum limit of Federal land bank mortgage loans from $25,000
to 50,000 on approval of Farm Loan Commissioner (sec. 5).

7. Authorize Federal land banks to make direct loans to farmer-borrowers
where no local farm loan associations are available on conditions that farmer
agrees to join such association when there are enough borrowers in the com-
munity to establish one. Interest rate on direct loans to be one half percent
higher than on loans through local associations but rate to be reduced when
borrower joins local (sec. 6).

8. Authorizes receivers for joint-stock land banks to borrow from Reconstrie-
tion Finance Corporation on security of receivers’ certificates in order to pay
faxes on real estate (sec. 7). y

Trrie II

1. Prohibits joint-stock land banks from issuing tax exempt bonds or making
new farm loans except in connection with refinancing of existing loans (see. 201).

2. Authorizes Reconstruction Finance Corporation to loan up to $100,000,000
to joint-stock land banks at 4 percent on security of first mortgages, provided

(Ju) Joint-stock land bank reduces interest rate on mortgages to 5 percent per
annum.

(b) Agrees not to foreclose on mortgage for 2-year period except in unavoidable
circumstances.

These provisions will make it possible for joint-stock land banks to liquidate
their affairs in an orderly manner giving consideration to farmer-borrowers and
to security-holders (see. 202).

Trrre 111

Allocates $200,000,000 of Reconstruction Finance Corporation funds for loans
through the Farm Loan Commissioner for the following purposes:

1. To enable farmer to redeem and/or repurchase farm property lost through
foreclosures.

2. To reduce and refinance junior obligations.

3. To provide working capital.

These loans to be under supervision of Farm Loan Commissioner uging ma-
chinery of the Federal land banks. Loans to be made direct to farmers. No
loan in excess of $5,000. Total of first and second mortgage, if any, not to exceed
75 percent of normal yalue of farm and farm property. Repayment in 10 equal
annual installments plus interest at 5 percent, but no payment on prineipal
required for first 3 vears.

Principal purpose of these loans to enable farmers to buy back foreclosed farms
and to make small, reasonably safe, second mortgages to refinance junior liens
and unsecured debts on a scale-down sufficiently drastic to permit good farmers
to pay out (sec. 301).

TirLe IV
Authorizes Reconstruction Finance Corporation to make loans not to exceed

$50,000,000 to drainage, levee, irrigation, and similar distriets to reduce and
refinance indebtedness. Loans for period not to exceed 40 years to be secured
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by bonds issued by borrower which are lien on real property or on the assessment
oiy benefits. Such loans to be made only on condition that the borrower shall
reduce the indebtedness of the users of such project in amounts corresponding
to reduction of its debt. No loan to be made untli after appraisal has been made
of the property, taking into consideration average market price of- bonds over
6-month period ending March 1, 1933, and the economic soundness of the pro-

ject (sec. 401).

The committee also directed that there be placed in this report a
statement as to the necesstiy of an expansion of the currency and the
absolute necessity for an increase in commodity prices. The state-
ment as prepared and adopted by the committee is attached hereto,

as follows:
DEFLATION MUBT BE CHECEED

The policy of deflation of commodity prices and farm values inaugurated in
1920 still persists. The first groups to feel the effects of this policy were farmers
and stockmen. Thereafter in turn merchants, factories, wage earners, and now
railroads; life insurance companies and banks are tottering, and unless the
foundation of prosperity—agriculture—is repaired all must fall.

In reporting this bill favorably we feel that we should advise the Senate that,
in our opinion, the bill will not alone afford the relief which the farmer must have
to enable him to survive economically.

If we concede that the bill reported will bring about all the benefits claimed—
agricultural price parity with other commodities—yet we are forced to the con-
clusion that such limited relief will not enable the farmers to meet their fixed
charges such as taxes, interest, debts, and NEeCcessarTy expenses.

Experts, students of the trend of developments and influences, are practieally
agreed that the deflation process is resumed after the recent bank holiday.

Prior to the bank holiday some 12,000 banks failed, resulting in the destrue-
tion of some 20 billions of bank credit or deposit money. With the ending of the
holiday, additional thousands of banks failed to open, resulting in the temporary
if not permanent destruction of additional billions of what we eall and use for
money.

Such holiday resulted in the further withdrawal from circulation of all gold
and gold certificates.

During the past three weeks, the Federal Reserve System has disposed of bills
and United States Government securities in the total sum of over $1,000,000,000;
reserve bank credit has been contracted in a sum of $956,000,000 and the money
in circulation has been deflated in the total sum of $1,185,000,000.

We report these facts and state that no substantial relief is possible for agri-
culture until the policy of deflation is aot only cheeked but reversed and a sub-
stantial sum of actual money is admitted and, if need be, forced into circulation.

We report that it is not sufficient to have an ample supply of currency in the
vaults of the Federal reserve banks, and that it is not even sufficient to have an
ample supply of currency in the vaults of the national, State, and private banks
of the country.

With some 25 billions of bank credit-—deposit money——canceled and destroyed,
and with the remainder frozen and unobtainable; with much of the actual cur
rency outside the Treasury hoarded and inactive, with over 40 nations of the
world enjoying a lower production cost than the United States by reason of their

| depreciated currencies, the people, without either money or credit, are stopped,
{ business is at a standstill, and deflation not only continues but is accentuated.

ONE HUNDRED CENT DOLLAR DEMAND

The Federal Reserve System, ereated to serve and promote the best interests
of the people, commerce and industry, while pretending to be trying to keep
sufficient money and credit available, has failed. Some 10 other Federal agen-
cies have been created to assist in making Federal credit available to those needing
and demanding assistance.

We report that with our present restricted volume of bank credit and with a
like restriction of actual money in practical circulation—owing to hoarding—we
recommend that existing policies of selling bills, United States securities and de-
flating the currency and credit be reversed and that a sufficient volume of money
be placed in circulation to replace the currency hoarded and to supplement the
bank credit or deposit money now frozen in the banks of the country.

RELIEVE EXISTING NA'I‘ION.&CONOMIC EMERGENCY

DOLLAR MUST BE BTABILIZED

Agriculture demands an adequate supply of honest and sound money and

reports that at this time we haI\'e n_f:;jither£
i not demand a 50-cent ¢ 1 1 ! doe
rcﬁ%eg!tmiflli:u;gtgﬁffm; of a 200-cent dollar.. A dollar which fluctuates in _pun,lmo-
ipng power from 50 cents in 1920 to 200 cents in 1933 is neither a sound :".?I:; an‘
honest dollar. Dollars so scarce as to be obsnlzurc, thereby forcing into existence

: barter, trade, and serip, are not adequate. :
Sysi;?;{fi:;iu;:rd[erinands that the farmer ﬁh(-s;!d;mveda lé]()l-f:_elintddolén;},l;im!tmtig?
rchasi ver of the dollar should be fixed and established at that

{){llrgll'?(allﬁléni;::st interests of the people, trade, commerce, and industry, and

that when such value is once fixed it should be stabilized at such value. A
We report further that no just, substantial, reliable, or permanent re ief can
be provided agriculture or any other industry until the money question is con-

sidered and adjusted.
@)

ollar or an unsound dollar, but does
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FEDERAL RESERVE

Office Correspondence = = Date__pril 15, 1953

To [r. Goldenweiser Su[ﬂcct;(kanEﬁta on Report of April 5

a ol

From _ Miss Joy . made by Senator Smith accompanying H.I

1., There has been no deliberate policy of deflation of commodity
prices and farm values,  Commodity prices had risen sharply in world
markets during the war, as a result of war-time demands, decreased pro-
duction in some of the belligerent countries, and inflation through
credit based on government securities in meny nations. The decline in
comnodity prices after the post-war boom of 1920 was an inevitable sequel
to this over-expansion, as war demands ceased, war financing was over,
and production facilities were turned to peace-time uses.

Farm leand velues declined drastically after 1220 with the decline
in agricultural prices and in agricultural income following a period of
war-time expansion. That decline is still going on, in consequence of
recent declines in agricultural prices and farm incomes, and will prob-
ably persist, since there is ordinarily a two-year lag of farm land
values behind agricultural prices.

Changes in wholesale prices in the United Staetes are showvm below:

(1926 = 100)
| | | | Percent changes
Aug.|May 1/|July 2/|Feb.|Aug, 1914] lay 1920 |July 1929

1914|1920 |1929 1933 to | to to
| Mey 1920|July 1929 [Feb. 1933

All commodities 70 167 97 60 +140 - 42 38
Farm products 1o - ST0 108 4] +134 - 37 62
Foods 69 147 103 54 +114 - 30 48
All other

commodities 66 171 92 66 +159 - 46 28

l/ Post-war peak.
2/ Peek of prices in 1929,
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Mr., Hamlin
June 12, 1933,

So Lo

Clagsification of deposits

TO: Federal Reserve Board

FROM: Mr, Smead by size of accounts,

CONFIDENTIAL

Under date of June 2iwe gave the Board a memorandum with respect to the

classification of deposits on May 13, of licensed state bank members, by size of

accounts,

Corresponding figures for licensed national banks have now been fur-

ibllo

nished by the Comptroller of the Currency for the Board's confidential use, and

following are sumaries of these data covering (a) all licensed member banks, (b)

licensed national banks, and (c) licensed state bank members as of May 13:

Size Group

Namber
of
ac-

counts

Per cent
of total
nunber of
accounts

Amount
of
de=

posits

Percent

Average
of size

total of
deposits

accounts

5500 LICENSED MEMBER
BANKS -~ TOTAL

Deposit accounts of-
$2,500 or less
$2,501 to $5,000
$5,001 to $10,000
$10,001 to $50,000
Over $50,000

4836 LICENSED NATIONAL
BANKS -~ TOTAL

Deposit accounts of-
$2,500 or less
$2,501 to 85,000
$5,001 to $10,000
$10,001 to 450,000
Over $50,000

664 LICENSED STATE BANZ
MEMBERS - TOTAL

Depogit accounts of-
$2,500 or less
§2,501 to $5,000
$5,001 to $10,000
$10,001 to $50, 000
Over $50,000

30,556,103

100,0

$23,527, 390,000

100,0 $770

29,482, 384
569,833
269,903
187,115

46,868

22,476,727

96.5
1.9
)
6
1

15

100,0

54580, 327,000
1,912,132,000
1,840, 791,000
3,720,403,000
10,473, 737,000

14,909, 352,000

189
3,356
6,820

19,883
223,473

663

21, 748, 754

399,014

180,575
120,028

28,356

8,079,376

96
1

34983, 711,000
1,324, 300,000
1,228,618,000
2,366,331,000
6,006, 392,000

8,618,038,000

183
3,31
6,8
19,715
211,821

1,067

7,733,630
170,819
89,328
67,087
18,512

1,596,616,000
587 4832,000
612,173,000
1,354,072,000
4, 467, 345,000

206
3,441
6,853

20, 184
241, 321

Aggregate deposits of the 5500 licensed member banks on May 13, as

shown above, represent a reduction of about $2,500,000,000, or 10 per cent, from,

agegregate deposits held b

VOLUME 2,3
PAGE . 11

y the same banks on December 31, 1932,
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April 8, 19335

Memorandum re purchsse at par of
§500,000 U, 8, Treasury 5-1/8f
Bonds due June 15, 1949 (optiomal

Farly in June, 1951, when at a Federsl Reserve Bank meoting,
this fortheoming issue was mentioned and you told Mr, C. R, MeEay
to enter a subseription for #3,000,000, At the time you were under
the impression that it was to be entirely tax exempt, as everything
that had dbeen issuwed for some time previously had been entirely tax

exempt.

¥r, Meiny, on his own initiative, knowing thet your family
investments were in several agecounts, put in & subseriptions for
$8500,000 each, sgainst which were sllotted §$50,000 each, or $300,000,
fad one subseription for §3,000,000 been put in, the allotment would

Agcount Date Sold Jur Sold  loss Nealiszed
James Simpeon 11/s/31 250 $15,590,.62

) . 11/9/31 -ﬂ 1:-:5.00
James Simpson,Jr.Trust 11/12/51 5,000 262,50
John Mel. Simpson " 11/12/81 5,000 262,50
William Simpson - * 11/18/31 5,000 262,50
¥rs, Jemes Simpsom 1/13/52 5,000 725.00
Jemes Simpson, Jr. 1/13/38 :.: 725,00
John Mel. Simpsen 1/13/32 v nﬁ

Federal Reserve Bank of St. Louis
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EXECUTIVE ORDER

Relating to Foreign Exchange and the Farmarking
and Export of Gold Coin or

Bullion or Currency

By virtue of the authority vested in me by Section 5(b) of the Act
of October 6, 1917, as amended by Section 2 of the Act of March 9, 1933,
entitled "An Act to provide relief in the existing national emergency in
banking, and for other purposes," in which amendatory Act Congress de—
clared that a serious emergency exists, I, Franklin D. Roosevelt, President
of the United States of America, do declare that said national emergency
still continues to exist and pursuant to said section and by virtue of all
other authority vested in me, do hereby issue the following executive order:

1, Until further order, the earmarking for foreign account and the
export of gold coin, gold bullion or gold certificates from the United States
or any place subject to the jurisdiction thereof are hereby prohibited, ex-
EEBt that the Secretary of the Treasury, in his discretion and subject to
such rezulations as he may prescribe, may issue licenses authorizing the ex-
port of zold coin and bullion (a) earmarked or held in trust for-a recognized
foreizn government or foreizn central bank or the Bank for International
Settlements, (b) imported for reexport or gold in reasonable amounts for
usval trade requirements of refiners importing gold bearing materials under

agroement to export zold, (c) acturlly required for the fulfilment of any

contract entered into prior to the date of this order, by an applicant who

in obedience to the BExecutive Order of April 5, 1933 has delivered gold coin,

gold bullion or gold certificates, and (d) with the approval of the President,
|

1

for transactions which he may deem necessary to promote the public interests J

VOLUME 243
PAGE 15
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2, Until further order, the Secretary of the Treasury is authorized,
through any agency that he may designate, to investigate, rezulate, or pro-
hibit, under such rules and regulations as he may prescribe, by means of
licenses or otherwise, any transactions in foreign exchange, transfers of
credit from any banking institution within the United States or any place
subject to the jurisdiction thereof to any foreign branch or office of such

banking institution or to any foreign bank or banker, and the export or

withdrawal of currency from the United States or any place subject to the

Jurisdiction of the United States, by any individual, partnership, associa-
tion, or corporation within the United States or any place subject to the
Jurisdiction thereof; and the Secretary of the Treasury may require any
individuval, partnership, association, or corporation engaged in any
transaction referred to herein to furnish under oath, complete information
relative thereto, including the production of any books of account, con-
tracts, letters or other papers, in connection therewith in the custody or
control of such individuwal, partnership, association, or corporation either
before or after such transaction is completed.

3+« The provisions relating to foreign exchange transactions contained
in the Executive Order of March 10, 1933, shall remain in full force and
effect except as nded or supplemented by this order and by regulations
issued hereunder,

4, Appiicants who have zold coin, gold bullion or gold certificates
in their possessicn, or who in obedience to the Executive Order of April 5,
1933 have delivered gold coin, gold bullion or gold certificates
entitled to licenses as provided in Section 8 of said Execcutive Order for
amounts not exceeding the equivalent of such coin, bullion or certificates
held or delivered. The Secretary may in his discretion issue or decline
to issue any other licenses under said Executive Order, which shall in all

other respects remain in full force and effect,




@ % &
5s TWhoever willfully violates any provision of this Executive Order
or of any rule, regulation or license issued thereunder may be fined not
more than $10,000, or, if a natural person, may be imprisoned for not more
than ten years, or toth; amd any officer, director, or agent of any corpora-
tion who knowingly participaties in any such violation may be punished by a

like fine, imprisonment, or both.

This order may be modified or revoked at any time.

FRANKLIN D. ROOSEVELT,.

THE WHITE HOHSE

1
April 20, 1933,
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April 6, 1933
Mr, Hemlin Devaluation of the gold dollar

Mr, Goldenweiser

If the United Stetes had no outside trede or business, a reduc-
tion in gold content of the dollar would have these effects: first,
it would benefit the gold producers who could get twice as meny
dollars for their gold; and second, it would increase the excess

reserves of the Federal reserve benke. It would have no direct or

" immediate effects on prices. But since we do have foreign trade,

foreign exchange would rise in value. Americans would have to pay
more for france and pounds than they do now. Foreigners would acquire
dollars for fewer units of their own currencies. This would make it
profitable for foreigners to buy things in Americe and diffioult for
Americans to buy goods abroad., As a consequence there might be a
tendency for a while for prices to rise. There would be no oppor-
tunity, however, to adjust prices as between reaw materials and
finished goods snd hence difficult adjustments would have to be
made as between weges and the cost of living. Furthermore, protective
measures by foreign countries, in the form of exchange restrictions,
quotas, eto., would inevitable result. There would ensue a world-
wide competition in devaluation with disastrous consequences to trade.
When an adjustment was ultimately reached, debtors whose debts do
not call for payments in gold dollerx of present weight and fineness
would benefit to the extent that prices have advanced, while debtors

whose obligations carried a gold clause would suffer,

Federal Reserve Bank of St. Louis
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Office Correspondence = » Date_April

To M Goldenweiger

From Mr, Longstreet

table lists the principal countries that have reduced

war?®*
WLl o

Reduction in
Country 20ld content Date of reduction
__(percent)

Jamuiary 3, 1923
April 28, 1925
October 25, 1926
Jamiary 11, 1926
June 25, 1928
October 11, 1924
May 14, 1928
December 22, 1927

b=t
L - .

=
1 W O~TomOO

MBIOWoOmOO

OO oo OO

the old currencies were
from 10,000 3 1 in
of Germany.
ther countries shown in the table kept their existinz currencies
20ld content of the standard unit.
countries reduced the gold content of their currencies,
this applies in generzal to all countries
thelr currencies had already depreciated in relation to
the existing reduced market value of their currencies
gold that these countries.adopted as the leg I I In this way
these currencies were stabilized to conform with conditions existing at

ime, and their value in terms of gold was not actuzlly reduced,

action did not result in an increase in prices in any country, as
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were a large number
the war, including Creat

dominions, Denmarlk, Japan, Norway,

have not as yet determined the basis on which

and Switzerland and Netherlands, which are on the gzold ba d

parity,
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EARNINGS AND EXPENSES 07 "‘E\ERA‘L RESERVE BANKS, MAY 1933

Month of May 1933 Jan, =-— - May 1933
Earnings from - S kert~aRnerisas Current net Current net earnings
5 S earnings Less accrued
Dis— B U.S.Gov't. Exglusive Ratz:.o to Re‘zti? to divid:ends and
counted chased secu- Other e cog Total Total P‘?'ld_ 0t palc'l—ln pe= Cagraes
= 11 {43 of F.R, in capital |(current) to
ke Nt Ennes SousRe currency capital profit and loss

Per cent Per cent

Boston $32,609 $38,563  $168,007 $3,522 $2k2,701! $150,928 $157,031 $85, 670 $280, 400 6.3 $7,317
New York 176,445 o4, 552 1,361,99% 36,199 1,599,190 541,080 559,327 | 1,039,863 4,632,950 19,1 3,210,723
Philadelphia g1, 346 4,360 2l5,996 3,82 335,527 17u,9sE 181,882 153,645 935,486 14,2 522,502
Cleveland 206, Ll 5,836 316, 308 11,5 540,132 21k, 70 221,356 318,776 969,755 16.8 585,785

Richmond 35,011 2,297 86,L4L2 3,361  127,111| 120,659 121,662 5, 449 TE Sy K- -125,776

tlanta 71,082 4,757 87,729 12,526  176,094| 105,495 108,797 67,297 243,439 12, 123,987
Chicago 50,577 o, 250 439,193 20,363  534,383| 290,817 316,846 217,537 902,831 13, 500, 543
St. Louis 7.377 4,083 119,104 5,290 135,854 102,587 103,755 32,099 -12,552 —— ~144,320

n =
1 = O\W
e o & =

O =0 &

L]

=
O o=l
[ ]

n
O O\ O
.

154,003 13,0 76,905

9,613 6 -93,962
-16,885 ~114,650
740, 138 451,562

Minneapolis 23,054 5,053 107,536 2,028 137,671 87,270 87,517 50, 154
Zansas City 26,257 1,775 102,914 19,825 150,771 138,426 139,005 11,766
las 18,541 1,515 87, 407 3,629 111,092 89,408 89,719 21,373
San Francisco 162,190 15,018 224,162 6,359 407,729 221,477 222,679 185,050
TOTAL
May 1933 890,933 132,059 3,346,792 128,471 Y4,498,255| 2,237,836 2,309,576| 2,188,679
April 1933 1,069,407 275,769 2,927,102 129,910 Y4,%02,188| 2,432,861*2,790,071| 1,612,117
May 1932 1,417,181 169,045 2, lb56,046 190,282 4,232,553 | 2,040,235 2,109,588| 2,122,965
Jan.-May 1933 6,224,479 1,067,57% 13,593,656 669,168 21,554,877(11,276,297 12673,032| 8,881,515 8,881,845 : 5,000,616
1932 10,052,165 1,864,119 8,901,904 1,144,477 21,962,665 10,326,152 1G775,351 11,187,314 11,187,314 7,314,773

FEDERAL RESERVE BOARD *Revised,
DIVISION OF BANK OPERATIONS
JUNE 13, 1933
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Form No. 131

FEDERAL RESERVE

Office Correspon’ence Date_ Amril 26, 1988

To Mr. Hamlin Sy ! . Subject: Speech of Senator Thomss, &8s

From _Mr. Goldenweisey), \/) of April 24, 1933

The figures in Senator Thomes' speech relating to money in circulation
are taken directly from the weekly statement ufqundition of the Federzal re-
serve banks. The figures quoted on deposits are incorrect. At one place,
Senator Thomas says there are now only $12,000,000,000 on deposit in the
open banks of the nation. This is about equal to the present volume of net

demand deposits at member banks alone and excludes completely time deposits

e

at thesé banks as well as both demand and time deposits at nonmember banks
and savings deposits of savings banks. Tn another place, Senator Thomas
states that total deposits have diminished from $60,000,000,000 to possibly
$50,000,000,000. This also is incorrect. Total deposits of all banks, ac-
cording to the Rand-McNally compilation, were around $60,000,000,000 in 1928
and 1929, but this compilation which is arrived at by adding up published
statements has several features of exaggeration due to window dressing in
these statements. The highest figure in our own compilations of deposits,
exclusive of interbank deposits, was {56,766,000,000 on December 31, 1928.
By last December this figure had declined to y4l1,643,000,000. We do not yet
have figures for any date since the banking holiday, but it is clear that
the reduction due to that holiday has not reduced the figure to $30,000,000-
000.

The major error in Senator Thomas' speech, however, does not lie in his
facts but in his interpretation of these facts. He continuelly refers to a
decrease in the discounts of member banks as & sale of bills by the Federal

reserve banks instead of as a voluntary repayment of a loan by a member bank.

VOLUME 243
PAGE 27
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Thus he considers a decrease of bills discounted, emounting in all to $8186,-
000,000 between March 8 end April 19, as voluntary sales of bills by the re-
serve banks to pull currency out of the market. More important than this,
however, is the confusion regarding changes in the volume of money in circula-
tion. Senetor Thomas considers each increase in money in circulation as ;n
addition to the funds available to the community and each decrease in money in
circulation as a deflating force. In reality, the exact opposite is true.
When an individual draws his money out of a bank, his deposit account is deb-
ited correspondingly, but his ability to spend is unchanged. The only differ-
ence is that if he makes a purchase, he must pay for it in currency rather than
with a check. The bank, however, has lost reserves and is under pressure, and
may have to borrow at the reserve bank. If he redeposits his currency in a
bank, his total spending power is again unchanged, but the bank has gained re-
serves and is relieved of pressure. Thus, the increase in money in circulation
prior to the bank holiday, while it added nothing to the purchasing power of
those who withdrew their funds, did place the banks under pressure and caused
them to borrow heavily at the reserve banks. The decline of $1,470,000,000 of
money in eirculation after the holiday reflected a redeposit of this currency
in the banks. It subtracted nothing from the purchesing power of those who
again built up their bank deposits, but relieved the banks from pressure and
gave them funds with which to repay their borrowings at the reserve banks and
in sddition to build up considerable reserves in excess of requirements and
available for use as a basis of expanding their operations. In existing eir-
cumstances, expansion of currency has been a deflationary influence of the
first importance, and contraction of currency has worked toward inflation or

reflation.
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Resolution

It is the sense of the Open Market Policy
Conference that, subjeet to the approval of the Federal
Reserve Board, the executive committee be authorized to
arrange with the Secretary of the Treasury from time to
time %o purchase up to §1,000,000,000 of Government
securities to meet Treasury requirements.

(Unanimous, with Deputy Governor McKay mot voting)

VOLUME 243 ;
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The Federsl Heserve Hoard has glven careful. consideration
to the resclutions adopted at the mtingmml 28, 1965, of
the Open liarket Poliecy Conference, and ai iis peeiing. today, the
uested me to advise

mthtitmtmtl}-m“,tmuhom
ﬁm-mm‘mmwmmmw
securities up to an aggregate of §1,000,000,000. In granting this
authority the Moard will expect to be kept informed currently by
the executive committee of its program of purchases and as tO eny
developments in the situation which may affect the applieation

of the program. The Board will have the whole matter of open
market policy under eonstant review, and will advise the committee
of changes to be msde in the program in order more fully to |
adjust 1t %o the requirements of the mtional si tustion.
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Above all else, the Council is vigoreusly Spposed to the prineiple
of the gusrantee of bask deposits as provided for is the bills under con-
siderat ion, xtnmutmuum;hmm-mu
mwnmmmmmumi?mtm.

The Council realizes and admires the faithful and conseientious
study that distinguished members of the Congross have given to the banking
problems, but it ventures $o ask in view of there being an emtizely new

~ administration in the Department of the Treasury and a new Govemor of the
Fedaral Reserve Board about to take office whether 1% might not be wise to
allor these new fimancial authorities more tiwe for a still more thorough

study of the situation and the femmintion of policies based thereons
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The Federel Advisory Ooumoil desires $o place’sn 104 records $ais
Riwite Sighuneing fis et milstestion anl gontifiiatiin Ss Sie m_m.'
genoral situstion has been helped by the President's leadership and by the
mtgﬁotmmlnmummmmhmmm
kﬂwme.m. :

e weopening of sousd banks has comtributed largely %o the resto-
ration of public confidance, A caroful survey shows that the whole baking
situation is steadily Liproving, In view of the suecessful results of the
-constructive mossures so far undertaken the Couneil has given careful con=
sideration to the wisdom of emacting further barking legislation at this
sesslon of the Congress and has discussed especially 8. 1651 and H.R. 5598
(the Glass and Steagsll billis),

The Council recognizes the meny constructive features embodied in
the two bills mentioned such as the divorcament of affiliates from banks,
the regulations us to malifications far divectorshipe, the limitations
placed upon offieisls serving with companies handling investment securities,
and the like. The Couneil believes that meny of these provisions if emacted
into law will be beneficisl to the countxy.

On the other hand, the Council questions the advisability of pre-
venting in the futuwre banks from participating inm long term capital
Tinanocings The Council would point out that with the complete elimination
of banks from all types of underwriting it is likely to prove lmpossible
%0 place at the dlsposal of comerce and industry the funls mesdod for the
progress of inlustrial development in this oouitrys Thers are stmply not
available outaide of the bamks surficiemt scowmlations of capital to |
handle the financing and refinaneing Pequired, 'ﬂ’\x.\
VOLUME 243 ;_‘\.h

PAGE 48 & X

-~

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



Form No. 131

*

Office Corresponﬁence o [’ ey 22, 1933

To Mr. Hamlin 3 Subject:. Gold content and exchange

/

From ___Mr. Goldenweise A ) _ stabilization .

In international trade the matter of importance is the relation of
different currencies to each other in conjunction with the levels of
prices and costs prevailing in the different countries.

If the gold content of all currencies throughout the commercial
world were cut in two, this would have no effect on international trade
or on price levels, except to the extent that the resulting increase in
central gold reserves might over a long period of time tend towards an
increase in prices.

A cut in the gold content of any one currency, however, would have
important international consequences. Take, for instance, the United
States. Its price level is approximately such that England can trade
with it so long as the pound is worth $3.50 or thereabouts, and the
franc ig worth about 4 cents. If the dollar were cut in two, so that
it took §7.00 to buy a pound and 8 cents to buy a franc, these two
countries could no longer sell goods to the United States and would be
under pressure to buy a great deal from this country, provided the
American price level did not double. If the cut of the gold content of
the dollar were accompanied by a doubling of prices in the United States,
then our international trade position would not be changed.

But there would be nothing in the act to cause our prices to double
and, therefore, there would be a long period of severe adjustment with
America offering a bargain counter for European buyers and drawing gold
from all countries that have no embargo. In these circumstances the price

?f old'gn the United States would be the best in the world.
fice
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Mr. Hamlin, - #2

Foreign countries would undoubtedly have to protect themselves
against the depreciation of the dollar, both by a further depreciation
of their own currencies and by additional restrictions on trade.

International action about currencies has to be guided by the fol-
lowing principles:

(1) The actual level at which currencies are stabilized is of rela-

tively little importance, except as it affects the reserves of the central

banks.

(2) After prices, costs, and debts have become adjusted to a given

gold content of a currency, it ceases to be of importence at what level a

currency is fixed.

(3) But these adjustments are slow, particularly in relation to costs,
ineluding wages, and debts.

(4) The period while the adjustments are taking place is one in which
trade relationships suffer because of uncertainty and mesladjustment.

(5) There is no permanent advantage to be gained by any country through
having its exchange rate be too low, because the temporary advantage of en-
couraging exports and discouraging imports is offset by the bad effects of
this condition on international trade, the abnormel movements of gold, and
the protective measures engendered in other countries.

(6) If a country can bring about a domestic rise in prices relative
to the world level —— then a cut in the gold content of its currency is
desirsble in order not to permit world competition to bring its prices down

again. In that case a cut in gold content is not inimical to world trade.




(7) There is, therefore, no fundamental conflict of interest between
the countries in this respect. Establishment of exchange ratios, or gold
contents on a level that mekes it possible for each country to sell enough
goods sbroad to pay for the goods she buys abroad is to the advantage of

all countries concerned.
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During the past month there has been a considerable further increase in
business activity, a strong rise in cormodity and security prices, and a further
improvenent in the banking situation. Indications of the extent of the rise in
business activity and in prices are givon in the following table:

Per cent
1933 Low Latest change

Industrial production (Mar.) 66 (April)
(Fs Re Board monthly index)
Merchandise and miscellaneous carloadings 46,1 (Mar.) 54.1 (May 13)
(Fs R. Bank of N. Y. weekly index)
Wholesale prices of 285 commodities = = = 59,6 (Mar,) 63,2 (May 12)
(F. R. Board weekly index)
Wholesale prices of 15 basic commodities- 78,7 (Feb.) 116,0 (May 18)
(Moodyts daily 4fdex) '
Prices of 90 stocks (Feb.) 68.7 (May 20)
(standard Statisties Co. daily index)
Bond prices
U. S. GOvernment bonds (Mar.) 102.6 (May 20) 4
(F. R. Bank of N. Y. average)
Aaa bonds (Moody's average) . 103.3 (May 19) 6
A i n i 8057 ™ » 12
Bag M " 0 P 87.0 M " 26
B o 41,8 " i 34

Steel mill operations have considerably more than doubled since the bank
holidays and have risen well above a year previous for the first time since 1929,
Electrie power production also has recently reached a lével above that of a year
previous for the first time in about three years. The railroad movement of merchan-
dise is now closer to the level of the year previous than at any time since the
beginning of the depression, Retail trade also has irproved considerably, The
relatively favorable ermparisons with a year ago are due partly to the dowmward
course of business a year ago, but, in general, business activity eppcars to have
about regained the level of last auturmn. The principal industrics which have not yet
gshowvn a material increase in activity are those dependent upon the investment of new
capital, such as the building and industrial equipment industries.

The rise in cormodity prices thus far has been largely in the.basic corriodi-

ties such as grain, cotton, rubber, and basic metals, An index of 15 such cormodities
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is now nearly 50 per cent above the low point of the year, whereas the broad indexes

of wholesale corriodity prices have risen only about 6 per cent. Basic cormodity

prices have reached the highest level since the early autwrm of 1931, while wholesale

cormodity prices in general renain close to the lowest levels reached up to the end
of 1932, As a result, the gap between basic cormedity prices and the general level
of wholesale corrodity prices has been naterially reduced. During the past few

days a roderate reaction in cormodity prices has occurred.

The Position of Member Banks.

The renewed publication of data on the loans and investments and deposits
of selected member banks in principal cities throughout the country shows that be-
sides the substantial recovery in deposits and a renewed increase in loans and
investments in New York City, deposits in other cities have increased moderately,
and there has been some increase in loans and investments, reversing the tendency

of several previous months, Those changes arc summarized in the following table:

(Millions of dollars)
Other Reporting

New York City Qities

Mar. 8 May 17 Mar, 8% May 17

Loans
On securities 1 5 2,091 1,989

1,617 3,098 3,080
3, 562 5,180 5,069

Investments
Ue S. securities 2,378 2,241 2,556

Other securities 3,117 1,886 1,874
3,495 4,127 4,430

Total loans and investments - 6,84% 9,316 9,499

Deposits
Net demand




o @
3
The increase in deposits reflects to a considerable extent the return

flow of currency since the bank holidays, although a part has been the result of
additional loans and investments. Funds received through the return of currency
have been used largely to retire indebtedness at Federal Reserve Banks, but until

a month ago there was also a fairly rapid increase in the reserve balances of member
banks. Since the April meeting of the Open Market Policy Conference, however, the
growth of member bank reserves has been checked, although currcncy has continued to
flow back to the bankss The rcasons for this are indicated in the following table:

(Millions of dollars)

April 19 to May 17

Gain (+) or Loss (=)

Gain or loss of reserve funds through -

Reduction in currency outstanding + 216
Reduction in "Treasury currency adjusted" - 13
Tnerease in foreign balances in F. R. banks - - -

Net
Reduction in F. R. discounts
Reduction in F. R. bills bought
Reduction in other F. R. credit

Net loss through reduction in F., R, credit- -

Change in member bank reserves

As this table saows, the reducticn in Federal Reserve credit has proceeded some=
what more rapidly during the past month than the gain of funds to member banks
from other sources. As a result, member bank balances showed a net decline of
$45,000,000 during the past four weeks.

In addition there has been a fairly steady increase in reserve require=-
ments, accompanying the expansion in member bank deposits. For all member banks

the inerease in reserve requirements during the past month has been in the neigh=

borhood of $75,000,000. Consequently, excess reserves of all member banks, which

a month ago were above $400,000,000, have since declined to around $300,000,000,
In New York City, excess reserves, which a month ago were around $200, 000,000, were

nearly wiped out at the beginning of May, and after a renewed flow of funds to New




York remain below $100,000,000,

Prospects for Ensuing Weeks.

During the two weeks ending May 31 most of the remaining dollar ac-
ceptances held by the System, about $65,000,000 will mature, The payment of these
bills at maturity will tend to reduce member bank reserves, and may result in in-
creased offerings of bills to bill dealers, whose portfolios are now rather large,
This might result in a temporary tightening of the money market,

In the week ending May 24 there should be a further return flow of cur-
rency to offset the effect of the decline in the System's bill holdings, and in
addition there will probably be Treasury expenditures of the free gold which has
resulted from making all forms of money legal tender., During the last week of May,
however, there is usually some increase in the demand for currency for the month-
end and the Decoratioﬁ Day holiday, which may add to the effect of maturities from

Federal Reserve bill holdings in reducing member bank reserves,

Foreign Exchange

A factor of some importance in the rise in prices during the past few
wecks has boen the decline in the dollar relative to the principal foreign currcn-
cies. This appears to have been effective in stimulating prices more because it
has seemed to indicate a decline in the value of the currency unit of this country
than because of any increase in the actual exports of commodities from this country,
In the case of wheat, which is among the cormodities that have shown the largest
price increases during recent weeks, exports have declined in volume, and in the
case of cotton the increase in exports has not been large.

The decline in the dollar relative to foreign currencies appears to have
been the result chiefly of movements of capital, rather than of ordinary settlements
of balances due between this and other countries. The balance of payments position

of this country, exclusive of capital movements, remains favorable, and would
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ordinarily tend to maintain the dollar in a strong positions During the past ten
days the depreciation in the dollar against the principel forcign currencies has

diminishod somowhat. For tho time being at least, +therefore, this factor as a

stimulus to prices is no longer effective.

The Government Security Market

As the table on the first page of this report shows, there has been a
moderate recovery in the market for United States Government bonds following the
decline in February and early Mareh, and the same is true of Treasury notes. In
the case of Treasury certificates and bills, yields declined rapidly after the
abrupt rise during the banking crisis, and have remained at low levels in recent
weeks,

The moderate strength of Government obligations recently, in the face of
expected large additional issues of Government securities, appears to have been
due at least in part to purchases by dealers in anticipation of large oporations
in Government securitioes by tho Resorve Banks., As the result of these purchases,

dealers?! portfolios are now at unusually high levels,




Form No. 131 .
FEDERAL RESERVE

i o - .
Office Correspondence Datec - Ja 48, 1

To Vro Bemlin . . Subject:_

Mr. Bhodes/YQﬁ%

With reference to your request of May 20, I am atteching
a menmorandum prepared by Mr. Gardner and lir, Longstrset on

"Balencing of the French Budget in 1926".

VOLUME 243




Form Nd¢. 131

Office Coi‘responsence

To

Rc »  Subject:
From _ Mr, Gardner and Mr, Lonssire 'yf Budge

o W =~

8,

U
N

B O
0o

Date




o
L
)
<
14
15
3
o
o
=
9]
N




This document is protected by copyright and has been removed.

Author(s):

Article Title: Economic Conditions - Governmental Finance — United States
Securities

Published by: The National City Bank of New York

Volume Number: Issue Number:

Date: February 1933

Page Numbers: 17-31

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



This document is protected by copyright and has been removed.

Author(s):

Article Title: Business Bulletin

Published by: The Cleveland Trust Company

Volume Number: 14 Issue Number: 2
Date: February 15, 1933

Page Numbers: [4 pages]

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



. Lea /E4”*
.Jvne 2, 1933

Federal Reserve Board Classification of deposits

Mr, Smead by size of accounts,

CONFIDENTIAT

On May 13 the Senate Committee on Banking and Currency requested the
Comptroller of the Currency to secure and furnish the Committee a classi~
fication of the number of deposit accounts and of the aggregate amount of
deposits of national banks according to size of accounts, The Comptroller's
office immediately telegraphed all licensed national banks for this in-
formation, anf 4% 16 suderktosd fhat Hie tabulation WIE #Hor e cons
pleted,

While the Senate committee did not ask for corresponding information
with regard to state bank members, the Board sent a telegram to the
Federal reserve agents on May 18 requesting them to obtain a similar
classification of deposits from state bank members as of May 13, The data
collected by the Federal reserve agents are summarized, by districts, in
the attached table, As indicated in the table, on May 13, 1933, the 664
licensed state bank members had spproximately 8,080,000 deposit accounts,
aggregating $8,618,000,000, The average size of the accounts was $1,067,
ranging from a minimum of $318 in the Dallas district to a maximum of
$1,989 in the New York district,

The number of deposit accounts of $2,500 or less reported by the 66U
licensed state bank members was approximately 7,734,000, or 95,7 per cent
of the total number of accounts, and the aggregate balances in these ac~
counts were $1,596,600,000, or 18,5 per cent of all deposits, There were
18,512 deposit accounts of over $50,000, or 23/100 of 1 per cent of the

total number of deposit accounts, but the aggregate amount of these large-
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Federal Reserve Board - #2,

size accounts was $U4,467,300,000, or more than half the aggregate of

all deposits,

Following is a summary of the data reported, covering the 664 state

bank members as a whole:

Size Group

Number
wris

acecounts

Per cent of
total mum-~
ber of asc-=

counts

Amount
of
deposits

Percent
of
total
deposits

Average
size
of
accounts

Total, all deposit
accounts

$8,618,038,000 $1,067

8,079,376 100,0 100,0

Deposit accounts of-

$2,500 or less

$2,501 to $5,000

$5,001 to $10,000
$10,001 to $50,000
Over $50,000

1,596,616,000 206
587,832,000 3,441
612,173,000 6,853

1,354,072,000 20,184

3 L4,467,345,000 21,321

Undor the provisions of H, R. 5561, both as passed by the House and

7+733,630
170,819
89,328
67,087
18,512

0
= o\l
[ ] L ]

L ]
oA HH—

as passed by the Senate, the net amount due to cach owmer of any claim arising
out of a deposit liability of a closedbank, would be insured as follows:
100 per centum of such net amount not exceeding
$10,000; and
75 per centum of the amount, if any, by which
such net deposit exceeds $10,000, but
does not exceced 350,000; and
50 per centuwa of the amount, if any, by which
such net deposit exceeds 350,000,

The bill as passed the House provides for the insurance of deposits
of both member and nonmember banks on the above basis, whereas the bill as
passed the Senate provides for the insurance of deposits, beginning July 1,
1934, of member banks only, The bill as passed by the Senate also provides
for a Temporary Federal Bank Deposit Insurance Fund for the period July 1,

1933 to July 1, 1934, under which deposits of both member and nonmember banks

would be insured up to $2,500 in case of each depositor,

(B~897a)




CONEIDENTIAL CLASSIFICATION OF TCTAL DEFOSITS ON MAY 13, 1933, OF LICEFSED STAT® BANT [EIESRS, BY SIZE CF ACCOUNTS AWD BY FEDER.L RESIAYE DISTRICTS
(Grouping by size of deposit accounts conforms to H.R. 5661) B80T

3 Total - Al)l deposit accounts Deposit acconnts of $2, 500 or less Deposit accounts of $2,501 to $5, 000

Pederal NumBer Total I Amount | Averzge| Number Per cent Amount Per cent Number Per cent Amount [ Per cent

Reserve RE number of of total |size of all of of all of of total of of all of | of total
District banks accounts deposits acconnts | acconnts |accounts| denosits | deposits accounts |accounts| deposits | denosits

Boston 25 548, 743 $415, 659, 000 $757 520, 799 g9k.9  $114,288,000 27.5 14, 021 2.6 $47, 236, 000
New York 140 2,625,760 5,222,419,000 1,989. 2,463,655 93.8 637,296, 000 12.2 72,440 251, 259,000
Philadelphia 57 641,719 562,929, 000 877 616, 094 96.0 123,775,000 22.0 13,209 45, 746,000
Cleveland 59 1,211,778 706, 900, 000 583 1,174, 849 97.0 205, 762, 000 29.1 20,878 72.350.000

.8
e}
3l
Rigagond 34 372,923 195,569, 000 52l 362,678 973 55,983,000 28.6 5,352 L 18,573,000
LS ta 36 126,478 61,987, 000 490 123,517 977 18, 466,000 29.8 1,568 .2 5,473,000
Chicago 91 914,200 519, 72€, 000 569 885,943 96.9 161, 565, 000 373 15,100 atl 51, 826,000
St, Louis 50 L76,285 225,308, 000 473 LoL 817 97.6 g1,276, 000 36,1 6,838 4 22,997,000

5

.8

)

2

1

.

il =
=

-t
MO oW OO ®V\W OM®m
RO O~ MO, W

Minueapolis 35 71,719 31,183,000 L35 69, 866 97.4 11,637,000 373 1,057 3,655,000
Kansas City 27 179,684 104, 674, 000 583 176,080 98.0 17,708,000 16.8 1, 4k3 5,212,000
Dallas kg 103,974 33,102,000 31& 102,073 98.2 12,797,000 38.7 961 7 3,367,000
San Francisco 61 806,113 538,582, 000 668 173,259 95.9 156,003,000 25.0 17,852 &y 59,138,000

Total 664 8,079,376 8,618, 038,000 1,067 1. 133,630 05,7 1,596,616,000 18,5 170, 819 2. 587,832,000

—

Deposit accounts of $5,001 to $10,000 Deposit eccounts of $10,001 to $50,000 Deposit accounts of over &H0,000

Number Per cent Amount Fer cent Ihumber Per cent | Amount | Per cent Tamber Fer cent Amount Per cent

of of all of of total of of &ll | of of total of of all | of of total

l accounts| accounts denosits deposits accounts accountg! deposits deposits accounts j[accounts deposits deposits

Boston 1, 199 1.4 $49, 355, 000 11.9 5,20k $02, 707,000 2028 S 830 15 $112, 073, 000 27.0
New_York 41,140 286,514, 000 36,151 769, 252, 000 14,7 12,374 47 3,278,098, 000
P elphia 6, 81k 47,217,000 4,513 g6, 900,000 15.4 1,089 37 258,291, 000
Cleveland g, L5k 65,123, 000 5,475 104,657, 000 14.8 1,122 .09 259, 008, 000

1,941 38,053,000 19.5 408 i | 65,320, 000

526 10, 640, 0n0 17.2 92 .07 22,148, 000
4,879 96,144, 000 18.5 990 ed L 160, 651, 000
1,660 31,418,000 13.9 388 .08 71,836, 000

275 5,157,000 16 ;G 35 .05 7, 544, 000
936 20, 320,000 19.5 271 15 54, 612, 000
391 7,652,000 23,1 57 .06 5,901,000
5,046 91,107,000 15,8 - 856 .11 171,803,000

67,087 1,354,072,000 15 18,512 .23 4 467,345,000

-
o - O -

N owm WU O N,

Richmond 2, Hhk
Atlanta 775
Chicago 1,288
St. Louis 2,582

F
Minneapolis Lg6
Eetises City 954
Ddllas 4g2
San Francisco 9, 000

Total 89,328
DIVISIOF OF BArK OFERATIONS, JUNE

17,580,000
5, 260, 00N

49, 535, 000
17, 781, 000

o Oy

-

3,190, 000
6, 762,000
5,385,000
60,471, 000

612,173,000

]
U~

e
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My 24, 1983.
The Federal Hesaerve Board Views of Federsl reserve
benks regarding eligibility of paper
Mr, Vest, issistant Counsel. of finance companies for rediscount.

At the Governors' Conference held in November, 19352, one of the
topics sugzested by the Federal Reserve Board was Finance Company Paper
and, upon consideration of this subject, it was voted by the Confer-
ence "that each Governor express his opinion on the subject, support-
ed by sppropriate reasoms, in a letter to the Federal Reserve Board."
The letters which have been received from the Federal reserve bamks on
fhis subject ave attached hereto, From thess lotters, o wide diffar-
ence of opinion is evident and while the majority of the replies
nay be said to take the view, or to be inclined to the opinion, that
such paper should not be made eligible for rediscount, a mmber of
mnmmmmmmmmnnwu
be made oligible.

The primary reason advanced by thoee who faver eligibility
is the need for a greater amount of eligible psper in the portfolios of
member banks. Other reasons are the sefety and soundness of such paper
and ite past record as Yo losses, Those who oppose eligibility contend
that the peper aceepted by finance companies and which is used to secure
their notes runs for much longer maturities than does eligible paper
under existing law; that finemce companies are, in efrfect, bamcing in-
stitutions and should not be given greater privileges than are non-
mezber bamks; that paper accepted by finance companies is conswsers'
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paper; and that there are mamny different types of finance company paper
some of which may be desirable and other undesirable.

In the following paragrephs there is given a brief sumary of
the views expressed by each of the Covernors and Federal Reserve Agents
who have submitted comments on this matter. :

BOSTON
Governor Young:

Pgper of finance companies, properly managed, is sound and
self-liquidating and has stood up umusually well under very adverse
conditions. Because of maturities, however, much of it could not be made
eligible on the same basis as other eligible paper. To make it eligible,
therefore, would bring about two classes of paper of finamce companies,
one eligible and ome ineligible; and this would result in destroying to
a degree the regular market which now exists for finance paper. In the
eircumstances a renewal of Section 10(b) of the Glass-Steagall Act
would be the most desirable legislation for finance companies. (This was
written Jamary 21, 1933, and since thet time the provisions of Section
10(b) have been extended.)

The letter from New York is sent on behalf of both Mr. Case
and Governor Harrison, who believe that it would be desirable to make
the paper of finamce companies eligible for discount subject to certain

Federal Reserve Bank of St. Louis
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IftthmmltimrmlniomMpwh
order to be eligible must have been issued or drawn or the proceeds
used "in the first instance” in a commercial or agricultural transac-
tion, 1s to be relaxed, it would seem necessary to make sure that no
paper is to be eligible when the borrower is more than one step removed
ﬁmthmidwtpimltudtmuon.udmthmtonut
eligibility to well-defined classes of finance company paper.

No case has been observed where 2 bank which has exheusted
its muumu-mmmwmumm
on hand. However, it is believed that banks have been reluctant to
acquire finance company paper, because it is not eligible. |

U¥r. Kenzel is said to feel that finance company paper should be
nmuooﬂ;mmwmmum-mumumn
days. Mr. Case and Governor Harrison do not agree with this view dut feel
mumum-uu-ttmmo:motm
of any particular finance company to not more than the total volume of
transactions financed by it which will be liguidated within the next 90
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Calls attention to amendment of March 4, 1923, maling paper of ag-
ricultural factors eligible, and feels that it is equiteble that the seme
congideration should be extended to finance companies in the commercial
field, doing business under somewhat similar conditions.

Calls attention to the character of paper of the General Motors
Acceptance Corporation, commission houses, and credit corporations as the
kinds of paper which might be made eligible.

Eligible finance paper should be confined to that which is secured
by notee of a kind that are eligible for rediscount.

In a memorandum to Governor Fancher, Mr. mnmuMm
subject of finance paper in some detail. He calls attention to the alle-
gation of the finance companies that they have incurred few losses, dut
says they make no reference to the great mmber of repossessions and
tremendous losses incurred by mamufagturers and others as a result of highe
pressure installment sales made possible through finence paper. Payments
upon installment seles have in many cases been at the expense of the unse-
cured creditor and therefore to the detriment of the retall trade. Ili-
gibility of finance paper would merely add impetus to methods "which have
already been disestrous to many".

http://fraser.stlouisfed.org/
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Mr. Zurlinden does not believe that finance company paper should
be admitted to eligidility because (1) finance companies are in effect
bankers financing long term seles and it is mot desirable to make the
Yorrowing facilities of the Federal Reserve System availsble to nommember
institutions; (3) the making of finance paper eligible would necessarily
mean also the admission of paper of holding companies and of warehouse
companies which borrow to provide their customers with funds to purchase
goods stored in warehouses; and it would admit obligations of concerns en-
gaged in bauking eperations collateralled by paper which is imsligible, by
reason of maturity, as security for the notes of member banks themselves;
(3) it would be & discrimination against those branches of commerce and in-
dustry which are not served by finance companies and whose paper to be el-
igivle mst mature within ninety days from date of discount; (4) finance
m.nwﬂ&trtngwmwmmutahutmcdlm
ummmm.manumwtommmu sales.

Mr. Zurlinden also discusses the long campaign waged by the finance
onpduforahtnﬁendmtrmudmmtv. He refers to the al=-
Leged lack of eligible paper under existing law, and argues thet a grester
use of trade acceptances in place of open accounts would remedy this situ~
ation.

RICIMOND.
Governor Seay:

Txpresses the opinion that certain clagses of finance paper might
well be madé eligible for rediscount by Federal reserve banks, notwith-
standing practical difficulties which might be encountered in framing regu~
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lations, and that it would be advigable for the Board to consider
an amendment to the law for this purpose.
The prinary reason for advocating the eligibility of
such paper is the need for creating a larger supply of eligible
paper arising out of commerce and industry. Furthermore, there is
little doubt that many classes of installment paper are safer than
much paper which is now eligible and which is being accepted by Fed-
ersl reserve banks. Finance paper properly regulated can be made thor-
oughly safe for Federsl reserve baiks and will represent current busi-
negs transactions more accurately than "line of credit paper”.
¥otwithstanding that one of the causes of the depression was
the intensive development of installment selling, it is believed that
such gelling is a2 permanent part of the business of the country and
is likely to prevail during recovery from the depression.

CHICAGO,

Governor Mehouzal;
Finance paper should not be made eligible for rediscount.

In view of the short meturity now required of eligible paper it
would not be in accord with the principles of the Federal Reserve Act
to congider finance psper secured by installment notes running from
one to two years as paper having the self-liquidating qualities

of commercial peper. Moreover, finance companies are exercising a
banking function and it would be inconsistent to extend privileges
to them which cannot be extended to nommeuber banis.
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¥r. Stevens:
m.mwtwmwmwmmﬂr
mMumhndlnmtdmmmoudmrddem
Aet; but such paper which is secured by merchandise in storage and
mmuummwmmwmhmmno.
The maturity date of eligible commercial paper might well be
extended from 90 days to six months.

g2, LOUIS.

Governor Mertim:
Faper of finance companies ghould mot be made eligible for

discount at Federal reserve banks.

mmocuntm-muwnmw
of finaneing; mhmmaﬂmum&m others
m'mum'uthudodmthQh
three years.

Inagmuch as the bills receivable of a finance company are
Mnmu.m—uwwmmmuwm
dmnﬁw&tﬂn.ﬂlﬂymfu“thuﬁuﬁtm
companies d.mn.nmuummummmhw
uamom-umum.muw either by reason of matur-
ity or otherwise.

Federal Reserve Bank of St. Louis



MIBAPOLIS,
Governor Geery:

Paper representing installment buying should not be eligible
for rediscount, but paper of cold storage companies secured by notes
evidencing advances to customers who have stored their products in the
warehouses of such companies should be entitled to be classed as el-
igivle for rediscount.

KAUSAS CITY,
Govermor Hamilton:

Finance company paper should not be made eligible for rediscount
at Federal reserve banks. The usefulness of the Federal Reserve System
might be impaired by the inclusion of this class of paper as eligible.
It is not the type of paper that the Pederal Reserve Act contemplates
should be used as security for the issuance of Federal reserve notes.

Finance companies are in competition with member banks and
with nommenber banks and have taken from these banks large amounts of
paper which, in the hands of member banks, would be eligible. To make
finance paper eligible might result in the Federal reserve banks being
loaded down with paper that otherwise might have been handled by the
meuber bsnks or nommember banks.

Some finance companies are organized by manufacturers and
distributors primarily for pushing their products into the market and
while there might be some justification for making the paper of such

companies eligible on the ground that they are issued for the purpose
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of carrying or marketing goods, this would give these mamufacturers and
distributors an unfair advantage over competitors. Other finance companies
are organized for profit only and the only purpose in the demand that the
paper of such companies be made eligible is to give such paper a better
rating and to provide it a more realy mariet.

The handling of retall sales by finance companies is tending to
drive out the use of trade acceptances and commercial paper.

Some finance companies have adequate capital and are ably managed,
but others have very little capital and are organized for promotion pure
poses. Furthermore, finance companies are organized for the handling of
peper growing out of the sale of many different kinds of commodities and
there is a great deal of difference in the collectibility of the notes given
for these various types of merchandise. It would be extremely difficult to make
a satisfactory classification of the various types of paper which should be
admitted to rediscount.

Probably seventy-five per cent of the paper hendled by finance com-
penies is not eligible because of maturities and some is not eligible because
the notes contaln a sales contract and are non-negotisble., Finance companies,
therefore, are stirring up "a tempest in a teapot”.

2ULLAS.

Governor McKimney:
Does not favor melcing the paper of finance companies eligible

for rediscount by Federal reserve banks.
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The proposal for the eligibility of finance company paper comes
from the companies themselves, who wish to make their paper more attrac-
tive to commercial banks and to secure a more favorable rate of discount.
Any such proposal should come frommmber banks or other disinterested
parties.

While it is true that the total amount of eligible paper in the
hands of member banks has declined substantially in recent years, the
situation will probably be largely corrected in time by the retirement of
a substantial portion of long-term obligations which have been used by
corporations in recent years as 2 means of financing themselves.

There is much difference between the paper of agricultural fag-
tors and that of finance companies. There is no intermediary between the
factor and the producer. The factor is not only the producer's agent for
procuring necessary funis but for handling and marketing his commodities.
A loan %o a factor represents & production credit while an advance to a
finance company can at best be regarded only as consumer credit.

The obligations of finance companies are as a general practice
renewed from time to time without regard to the ligquidation of the install-
ment notes upon which they rest, and such paper, therefore, has some of
the characteristics of bonds or debentures.

Notes of finance companies do not represent a type of credit
that is essential to the finencing of any step in the production and
distribution of commodities.

Finance companies are essentially investment bankers and to
malre their paper eligible would establish a precedent which would invite

efforts of other investment bankers to bring about the eligibility of
their obligations.
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Sovernor Callcins:

There are strong reasons for admitting certain classes of finance
company paper to elizibility under proper safeguards.

The operations of finance companies might be said to result in
mmmuﬁtmmmumtmmrm”-
chants to properly cspitaliszed finamce companies. No new demand for credit
is created.

Paper of finance companies malking advances on floor stocks and
not engaged exclusively in financing transactions representing sctual sales
to ultimate consumers should not be admitted to eligibility.

It should be required that financisl statements of finsnce com-
panies, vhose paper is rediscounted, show that the normal ligquidation of
their bills receiveble would be sufficilent to retire all of their indebted-
ness within 90 days.

Amcwumlunmmmm
eligible is recommended.

¥r. Nowtom:
The kind of service performed by finance companies and the man~

ner in which it is performed, on the whole, is such that there is mo good
basis for denying the rediscount privilege to the paper of such companies.

The rediscount privilege, if granted to such paper, should be
granted only to the paper of those finance companies -
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(a) which accept business baged upon transactions in
which the ultimate consumer is the indebted party,

(b) whose business involves only comnmodities, the usual
service life of which exceeds considerably the
period covered by the installment contract,

(c) which require a down payment of not less than one-
mi'd the purchase price for practically all commo-
es,

() which have a sufficiently strong capital structure
and normelly, & portfolio with maturities such as not
to interfere seriously at any season of the year with
the borrowing company's ability teo ligquidate its bore
rowings during a three to four months period.

It 1s questionsble whether requirements (b) and (¢) are advisable because
they may introduce uniesirable administretive complications and infringe
upon & field which has heretofore bDeen regarded 2s outside the proper ‘
realm of influence of the Federal lln&n Systenm.

Should the tendemcy of financing business activity through
Tinance companies continme and should the Federal Reserve System not en-
large the field of eligibility, it is possidble -

(a) that mewber banks may be forced to contime

placing an increasing and possibly too large

proportion of their funds in investments rather
than in direct acconmodation to business and in-

dustry, and

(b) that the finencing of business and industry by
agencies other than banks may grow to larger pro-
portions than would be good for business generslly
or for the Federal Reserve System.

Regpectfully,
(s) George B. Vest
’l ‘m. 4
Agsistent Counsel f g U*\ \
. I ‘*
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‘l' IR, HAMLIN ‘l'

June 14, 1933

TO: Mr, Morrill SUBJECT: Direct Loans to Individuals, etc,

FROM: Mr, Van Fossen

CONFIDIENTIAL

Attached hereto is a statement showingz the number of applicstions of
individuals, pertnerships and corporations for loans not granted by the
Federal reserve benks during the calendar yeer 1933 to May 31, including
& tabulation of the reasons for not granting the loans applied for,

It will be noted that of 92 applications refused, as shown in the
statement, 58 were because of unsatisfactory security; 33 paper not eligible:
and 1 other credit available, -

Direct loens to individuels, partnerships and corporations granted by
the Federal reserve banks during the first 5 months of 1933 and the emount

of such loans outstanding on May 31, 1933 were as follows:

Advenced |Gutstending May 31,1933

Jan, 1 Amount secured

to May 31| Total by U.S,Govt,
1933 obligations

Federal Reserve Bank of Boston

H.T., Cushman Mfg, Co., No. Bennington, Vt. $25, 000 $25, 000

Federal Reserve Bank of New York

Ira R, Crouse, Perth Amboy, N. J. - 10,000
Dorman Bros,, Astoria, N, Y. - 500
Empire Tr, Co,, New York, N.Y. . *1, 000,000 -

Foster & Stewart Co,, " " - 75,000
Friedmen & Sons Co. " - 6,000
Joseph H, Meyer Bros, " - 8,285
Miller Cummings Co, n 116,114 205, 353
New Jersey Flour Mills Co,, Clifton, N.J. - 10,000
Scaremelli and Compsny, New York, N.Y. - 7,500
L. C. Smith & Corona Typewriters,Inc., N.Y. 150,000 297, 500
S. Shuff's Sons, Inc,, Brooklyn, K.Y, - 9,083
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Mr, Morrill - #2

Advenced [Qutstanding May 31, 1933
Jan, 1 Amount secured

to May 31, by U.S.Govt,
1933 | obligations

Total

Ped for FRASER

Federal Reserve Bank of Philadelphia
Banta Refrigerator Co,, Clearfield, Pa.
Derling Velve Mfg, Co,, Philadelphia, Pa,
Adam Scheidt, Norristown, Pa.

Williem T. Tyler, Philedelphia, Pa.
Reymond E, Winter, Williamsport, Pa,

Federal Reserve Bank of Cleveland
American Savings Benk, Cleveland, Obio
Bucyrus City Bank, Bucyrus, Ohio
Thomas B. Carmichael, Akron, Ohio
Farmers & Merchants Bank, Smithfield, Ohio
Warren Heldman, Cincinnati, Ohio
Tuscarawas Sav, & Loan Co,,New Fhila. 0.

Federal Reserve Bank of Richmond
Blue Ridge Coal Compzny, Baltimore, Md.
K. C. Chinn, Lovettsville, Va,

R. R. Mellette, Orangeburg, S. C.
E. A, Talbott, Ellicott City, Md.

Federal Reserve Bank of Atlanta
Alden Mills, New Orleans, La,
Atkinson & Co,, B "

Zank of New Loads, New moads, La.
Citizens Bldg & Loan Assn., Rome, Ga,
City Benk & Trust Co., Macon, Ga,
Geo, M. Cox, New Orleans, La,
Empire Trust Co,, Atlanta, Ga.
Federal Land Bank, New Orleans;
A, J. Evans, "
Granite City Bank, Elberton, Ga.
Dr, Adolph Jacobs, New Orleans,
Lane Cotton Mills, $
McFadden & West, L n
New Orleans Stevedoring Co. " 4
Bessie Scarborough, Poplarville, Le.
Jackson J, Sells, Ft, Myers, Fla,
Southern Pecan Co., New Orleans, La.
Geo. S. Weems, Shubuta, Miss,

A, B, Wright, Fayetteville, Tenn.

La.
n

La,
1]

Federzl Reserve Hank of Chicago

Indiana Condensed Milk,Co., Indianspolis,Ind.*67,500

Internationel Harvester Co,, Chicago, Il1,

*$15, 000
*57,500
*12, 000

00

*100, 000
*28, 000
*1, 800
*4, 900
*14 000
*9, 550

*2, 820
*200
*100

*5, 000

*g, 692
*600
*7,500
*30, 000
*30, 000
*2_ 000
*11, 000
*300, 000
*350
*25, 000
*500
*10, 000
*600
*2, 000
*1, 000
*3,500
*600

*L 017
*600

*210, 000

$1, 209
15,000

12, 000
400

100, 000
28, 000
1,800
4,900
14, 000
9,550

2, 880
200
100

5,000

3,500

-

600

67,500

$15, 000
12,000
k0o

100, 000
28, 000
1, 800
4,900
14,000
9,550

2,880
200
100

5,000




Mr. Morrill - #3

Advanced |(Qutstanding May 31, 1933
Jen, 1 Amonnt secured
to May 31, Total by U.S. Govt,

1933 ' obligations

Federal Reserve Bank of St, Louis
Gabe Black, Little Rock, Ark, *$2,000
Elkhorn Bk & Tr, Co,, Arkadelphia, Ark. *4 750
Farmers & Merchants Bk,, Des Arc., Ark, *14 060
Barney Plessner, St. Louis, Mo, 2Dl
Sacher & Canton, " " *18, 500

Federal Reserve Bank of Minneapolis
Bank of Elk River, Elk River, Minn, x5, 000
John Benson, Eagle River, Wis, *3 000
Feninsula 0il & Gas Co,, Iron River,Mich. 1,000
I{. Ristinen, Menchoge, Minn, *30,000

Federal Reserve Bank of Kansas City N.M.
New Mexico Lumber & Timber Co., Bernalillq/ 38,000
Townley Metal & Hardware Co,, Kanszs City, Mo, 35,000

Federal Reserve Bank of San Francisco

Ag. Credit Finence Corpn., Phoenix, Ariz. *93,000 -
Am, Trust Co,.,, Coeur d'Alene, Ida, *79,000 - -
H, H, Benjamin, Ansheim, Calif, *10, 000 10,000 10, 000
Hibernia Savgs, & Loan Society,

San Francisco, Celif. *1, 000,000 - -
J. L, McCarthy, Orafino, Calif, *3 400 3,400 3,400
Senta Cruz County B, & L. Assn,,

Santa Cruz, Celif, *18, 000 18,000 18,000

*Secured by U, S, Government obligstions.




APPLICATIONS OF INDIVIDUALS, PARTNERSHIPS AND CORFPORATIONS FOR LOANS NOT GRANTED
BY THE FEDERAL RESERVE BANKS - TO MAY 31, 1933

B-901

Amount of
loans
declined
Jan, 1 to
May 31,1933*

Reasons for not granting loans applied for

Other
credit
available

Number of applications|Total number of
not granted | applications
not granted,
January 1 to
| May 31, 1933

Paper not
satisfactorily
secured

Paper
not
eligible

Reserve :
Bank April, I

|
Federzal I
1
| 1933

Boston
New York 28

36 $ 3,430,400

Philadelphia 4
Cleveland 3

Richmond
Atlanta
Chicego
ot. Louis

Minneapolis
Kansas City
Dellas

San Francisco

3

30,500
15,000

10, 000
674,100
347,800

5,000

61, 000
55,390
20, 000
5,000

Tot:1

4, 654,100

*Approximate; amounts sometimes

not stated,






