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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence
To  The Files

From Mr. Coe

hive

1
Date  August 11, 1941

Subject: 

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below,
because of their possible confidential character, were taken from
Volume 245 of Mr. Hamlin's scrap book and placed in the Board's files:

voLun 245 

Page 11 - Reappointment of Wayland W. Magee as a member of the F.R.
Board.

Page 31 - Memo to Mr. Hamlin from Mr. Goldenweiser in re banking
holiday.

Page 35 - Confidential - Proposal for temporary stabilization of cur-
rencies.

Page 43 - Telephone Message from Gov. Harrison re temporary stabiliza-
tion of the pound and the dollar against the franc.

Pa .42 - Copy of cable received by F.R.Bk. of N.Y. from Gov. Harrison
re control of foreign exchange.

Page 47 - Memo to Gov. Black re effect of Glass Bill upon salaries of
members and employees of the F.R. Board.

Pages 49 & 53 - Communications from Bank of England with F.R.Bk. of
N.Y. re stabilization plans.

Page 55 - Reasons for a plan of temporary stabilization. (Telephone
from Dr. Burgess)

Pare 57 - Memo to Mr. Hamlin from Gov. Black giving draft of a proposed
arrangement between the Bank of England, Bank of France and F.R.Bk.
of N.Y.

Page _53 - Memo to Mr. Hamlin from Mr. Goldenweiser re rates charged
small borrowers.

Pages 75 & 77 - Memo to Gov. Black from Mr. Wyatt re Power to Restrain
Speculation in Stocks and Bonds.

Pages 79 - Memo to Mr. Hamlin from Mr. Smead re Reserve Bank Credit,
March 1 to June 28, 1933.

Page 85 - Letter to Gov. Black from Gov. Harrison submitting report of
the discussions in London in which he participated from June 11
to June 17 separately with the representatives of the Bank of
England and the Bank of France, and jointly with representatives
of our Treasury, the British and French treasuries.

Page 89 - Confidential letter from Gov. Black to Under Secretary
Acheson re gold standard.

Page 93 - Data re President's message asking F.R.Bk. of New York to
earmark 20,000,000 of gold for the Bank of England.

Page 97 - Confidential report of Business and Credit Conditions.
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Page 100 - List of banks in good condition by F.R. Districts.

Page 101 - Preliminary Memorandum for the Open Market Committee.

Page 147 - Preliminary Memo for the Federal Open Market Committee,
October 10, 1933.

Page 149 - Report of Open Market Operations to meeting of the Federal
Open Market Committee held in liashington on October 10, 1933.

Pagp 153 - Business and Credit Developments - Confidential.
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REAP?0I1ITICHT OF WAYLAND W. MEN AS A
kaMBItH OF THE YEDICR.AL REszors BOARD.

There already being two vacancies in the membership of the Fed-

eral Reserve Board, it is very important that the nomination of Mr.

Wayland W. Magee for reappointment as a member of the Board be confirmed

47 tne !i,enate before his present term expires on January 24, 1933, in

order that the membership of the Board may not be reduced to such a

small number ',apt the Board would be unable to exercise certain very

important powers for which the law requires five affirmative votes.

The Federal Peserve Avt provides for eight members of the Fe&

eral Reserve Board, including Secretary of the Treasury and the ',omp-

troller of the Currency as ex officio members. but there are two vacancies

on the Board, owing to a vacancy in tlic Office of the Comptroller of the

Currenei and the failure to appoint a member to succeed Governor 'oung

as a aRnber of the 7ederal Reserve Board. If Yr. Uaree were not con-

firmed by January 24. 1933, his office would become vacant and there would

remain on the "rederal Peserve Board only five members. including the

Secretary of the Treasury.

The following provisions of tha Tederal Tieserve ‘Jut. among

others, require five affirmative votes of the merbers of the 7ederal

serve Board in order for the Board to take action on certain matters of

unusual importances

Sections 10(a) and 10(b) of the vederal Reserve Act,

as amended by the Glass-Steagall Act. autilorizing advances to

member banks on ineligible paper in exceptional and dxigent

VOLUME 245
circumstances.
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Section 16 of the Federal Reserve Act, as amended

by the Glass-Steagall Act, authorizing ?Moral reserve

banks to -pledge and 7ederal reserve agents to accept. ob.

ligations of the United States as security for vederal re-

serve notes.

.;:ection 13 of the Federal Reserve ?wt. as amended

by the tot of 4;uly 21, 1932, authorizing ',ederal reserve

banks to discount paper for individuals, partnerships and

corporations in umumual and exigent circumstances.

Section 11(b), authorizing the ?ederal Reserve

Board to requiro Ilederal reserve banks to rediscount the

discounted paper of other Federal reserve "wanks.

Section 19, authorizing the Zederal Reserve Board

to reduce the reserve requirements of banks in outlying

sections of reserve and central reserve cities.

As there would be only four appointed members left, if Mr. Magee

were not congirmed before January 25, it would be necessary for the Sec-

retary cf the Treasury personally to participate in every application be-

fore the -zoard. and in the case of the illness of any one member of the

Board, the Bartrd would be absolutely stalled. How long after Varch 4,

1933, this condition would exist, it is, of course, impossible to foresee.

In addition to the emergency situation described above. the follow-

ing considerations would justify making an exception to the policy which

apparently has been adopted tly the Senate of not confirming appointments
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made by the President for terms exoiring after !larch 44

On the incominc of the new administration, even if Mr. Wages

is confirmed prior thereto. the President will have to fill the present

vacancy (succeeding Governor Young); he will also have to appoint the two

ex officio members - - the Secretary of the Treasury and the Comptroller of

the Ourrency, making three in all.

In addition, durine, his first tem of office, he will have to

make appointments to fill the terms, as they expire, of mr. Miller and

Yr. lin. Mr. Miller's term expires on Adgmst 9, 1934. and Mr. Hamlin's

on August 9, 1936, making five appointments in all over and above that of

Mr. :lave, should be fail of confirmation.

The purpose of the original 'Federal Reserve Act In providing ten

year terms for the appointive members of the 'Federal Reserve Board and

arranging those terms so that not more than one of them would expire

in any two years, was to provide for a continuity of membership and

stability of policy on the nart of the 3oard; and this prirciple has been

observed by the reappointment of all members who have served until the

expiration of their terms, except Mr. .e.rburg (who declined real,pointment),

Yr. Moehlenpah and Governor Harding. Thus, upon the expiration of their

terms, Mr. Hamlin was reappointed, first, by President Wilson, and later

by President Coolidge; Yr. Hiller WEIS reappointed by President Coolidge;

and Mr. James, by President Hoover,

Mr. Assigee was appointed to the Board to succeed the late Yr.

Zdward H. Ounnimema, who had been appointed under the provisions of the

Act of June 3, )922, which provided for an additional member of the
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1 Reserve'.oxxrd with the understanding that such r.duitional trietber

repros,mt the agricultural tnterosts. Mr. Magee is exceptional-

11 qualified to fill this position, not only because he has bug

rsunally engaged in the active manerenent of a large ranch in

Nebraska, but also because he ha v served since !,Ftr, 1931, as a merber

of the Federal eserve Joard and had previously served, under suc-

cessive appointments by the 7Pederal Reserve _Board, as a director of the

Omaha Brandh of the Federal ?eserve Bank of Yansas City, and as a Class

C director of the head office of the 'Federal Reserve Bank of Kansas City

and is familiur with the practical operation of Federal reserve banks in

acricultural districts and with the financial problems of the farming and

live stock interests.

The following is a list of the present appointed. LeEberc of

the Federal eserve 3oard, with the dates of the expiration of their

present terms:

1. Vacancy (Successor to (ov. Young)

1932, Aug. 10 - 1942. Aug. 9.

2. Mr. !gee Expires 1933, Januar,l, 244

3. Yr. Miller

4. !V. Hamlin

5. Gov. Meyer

6. Pr • Jares

4 1934, August 9.

• 1936, August 9.

• 1936, August 9.

• 1940, August 9.
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Form NO. 131

Office Correspontence
To Mr. liPmlin

From Mr.

FEDERAL RESERVE
BOARD

Subject:

•
Date  June 3, 1933 

Following are some notes prepared in accordance with your request,

2-8495

to be used in connection with your Boston talk:

On March 4, due to the declaration of the bank holiday, gold payments

were suspended in this country. This act, though technically it may con-

stitute a departure from the gold standard, was more in the nature of a

temporary suspension of gold Payments together with payments of all cash.

It was a necessary part of the general suspension of banking activity. On

April 5, the President issued an order requiring all holders of gold, with

certain minor exceptions, to tarn it in to the Treasury. This order was

motivated by the fact that many oersons had turned in gold as a result of

telegrams sent out by the Federal Reserve Board asking that the names of

gold holders be compiled and Possibly published. It was felt that those

who had not turned in gold voluntarily or semi-voluntarily ought to be

made to do so. The order of April 5 also provided that the Secretary of

the Treasury was authorized to license withdrawals of gold for all legiti-

mate uses including exports on commercial account. This authorization was

interpreted as a return to the international gold standard and this inter-

nretation was strengthened by the fact that licenses for cold export were

actually granted. On April)19, the Administration's position in the matter

was reversed when the President issued an additional order nrohibiting gold

exports exce-ot when in his own judgment they were in the public interest.

This order, of course, excluded gold previously earmarked by foreign

central banks and governments.

The motives for the departure from the gold standard, which should be

MY91245
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cl!=2.2./....1i.4, were never definitely revealed. The President's statement

that it is impossible to redeem all contracts in gold because there are

about 100,000,000,000 of gold contracts and only $4,000,000,000 of gold

is not convincing because it would be equally applicable at any time,

rather than only at the present time; it is essentially equivalent to

saying that in a credit economy it is impossible to redeem all debts in

cash. It may be surmised that the reason for the departure from the gold

standard was that Congress was expected to pass some form of mandatory

inflationary legislation either in the form of remonetization of silver at

a fixed rate with gold, in the form of greenback issues, or in the form of

devaluation of the gold content of the dollar. With legislation of this

sort pending and having a considerable chance of adoption, the President

felt that it was best to preserve the country's gold through tightening the

embargo and to back the Thomas amendment to the Farm Bill, which Elves him

authority to pursue practically any of the nronosed methods of inflation if,

when, and as he sees fit. It would not have been oossible to remain on the

gold standard in the face of the threatened legislation or in the face of

the Powers vested in the President of the United States by the Thomas amend-

ment. In other words, since inflationary legislation T21.292222,4,1z..v.itable,

the President felt that it was best to Protect our gold and to assume re-

sponsibility for adopting such inflationary measures as the carrying out of

the Administration's general program of recovery n.ay make necessary.

The recent proposal which is now pending in Congress abrogating gold

clauses in all Public and private contracts and making all contracts Payable

in legal tender is in substance only a legalization of the existing status.
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On May 1 and May 2, the Government had decided to nay coupons on outstand-

ing Government obligations and maturing issues in paper money. It also de-

cided to make no distinction in this respect between American and foreign

holders. This decision was Presumably on the ground that the foreign hold-

ers had come into our market and bought our securities and were therefore

taking Potluck with American purchasers. They were not entitled to prefer-

ential treatment, the case being very different from that where a foreign

country offers the citizens of another country bonds in the markets of the

latter country with a gold clause protecting the purchasers against fluctua-

tions in exchange. It is this latter sort of obligation that the French are

now Paying in the equivalent of gold. It is true that the abrogation of the

gold clauses is technically repudiation, but it is also true that the imposi-

tion of increased indebtedness on all those borrowers who happen to have

gold clauses in their obligations would have been ruinous to many institu-

tions including the railroads, would imnose an enormously heavy burden on

the taxpayers through increasing the public debt,and would be in general

contrary to nutlic Policy. Gold clauses are in their nature contrary to

public policy. They are entirely meaningless in ordinary times and become

essentially unenforceable whenever they are wanted. On the ground of the

broader interests of the public at large, it would seem to be an inalienable

right of sovereignty to abrogate such obligations.

At this time it is difficult to say what the final outcome will be. The

trading position of the United States is such that the dollar would normally

not be at a discount in world markets if all restrictions were removed. Its

Present decline is a reflection of speculative expectations of inflation.
1.1......101MOMP41.01.0a00111
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It may be, however, that after having declined the dollar would not rise

again to oarity even were all restrictions removed. It is clear in gen-

eral that the interest of the United States as well as of other countries

of the world lies in the revival of international trade and that this  re-

vival depends upon the ability of all important trading countries to sell

enough goods and services abroad to nay for their imports. Artificial

barriers through currency depreciation are therefore contrary to the gen-

eral interest. It is exnected that the International Economic Conference
-

in London will work out a program of joint action in this matter that will

not be swayed by narrow views of temporary nationalistic advantages but

will be based on the recognition of the essential unity of Purpose and in-

terest among the great trading nations of the world.

We have had a decade of very heavy mortality among the banks. As the

central suPervisory body over the banking system, the Federal Reserve Board

naturally has been greatly concerned. The Federal reserve system has done

a great many things and has exerted infinite effort to alleviate the situa-

tion by coming to the aid of a great many banIcs. The responsibility for the

failures, however, does not rest on the Federal reserve system. It rests,

in the first instance, on world conditions resulting from a destructive

war followed by world-wide currency disorganization and uncontrollable

movements of gold. It rests, in the second place, uoon supervisory

authorities, who daring boom times were inclined to let their hopes exceed

their caution in respect to banking Practices. It rests, in the third Place,

on legislation which has Permitted the development of a competition in laxity

between the national and the State banks; and it rests, in the final analysis,
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uoon huMan nature which leads man to move in groups, see everyth
ing in an

exaggeratedly ootiilistic light during a period of boom and in 
an exaggeratedly

pessimist#, light during a Period of depression.

Thp Federal reserve system ow be improved to some extent by the .pend.-

ing G1 11. Banking supervision can be improved, and it is honed that it

7iii 10e,, that and other legislation, but real, fundamental improvement in

the bankei t arise from gradual recognition by bankers and the public of

the fact banin is an activity invested with the public interest and

that the responsibilities of bankers are greater than those of ot
her business

*r•

men because they have control of funds belonging to vast multitude
s of people

•
Tho are not in a position to keep a watchful eye on their property. 

One

hopes thataut of the Present ordeal there will come a higher 
sense of duty

on the part of bankers, a keener sense of responsibility on th
e part of

visory authorities, and a better banking tradition supported by en-

tenpd public opinion.

,
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114

?ROF,SAL FOR ligV0hA4tY STABILI7ATION OF

CURI,I1CILS 

The pro?osal which was received on June 15 by Dr. Burgess from

Governor Harrison in London may be summarized as followas

(1) The governmcnts xi' the United States, Inglan, and France

would agree to a temprary stabilization of the pound and the dollar

La relation to the frailc. For example, the ratis might be 4.7 cents

to the franc and 86 francs to thee pound.

. (2) Me Mask of England, the Bank of Frace, and the Federal Ea-.

srve Bank of Bow York would then adopt the following procedure, which

will be outlined here first in ter m& of operation:3 of the New York ban.

This bank would set a3ide four or five milli= ounces of gold, say,

$100,000,003 at the dresent mint . value. It would use this fund for the

purpose of kee?inc the exchange value of' the dollar within a spread of

3 per cent around the level agreed upon by the governments. Assume that

the level agreed upon is 4.70 per 100 francs. If the franc rose to the

point *here it took t4.77 to buy 100 francs, the Federal Reserve BLak of

New York would sell francs. The procedare woulu be to buy francs from

the Bank of France, pay for them by setting aside for account of the Bank__-

of France an equivalent amount of gold in New Yorics and then moil in the

Americaninark.et the franca ao acquired. If the franc, on the other hand,

declined to 64.63 por 100 francs, the Federal Reserve Bank of %et, York

would buy frwles in the New York market iand convert the francs so acquired

VOLUME 245
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into 7o].d to he esrmarkad for the account of the New York bank at the

Bank of FIL-Ace. Gold ear.Aarked for account of a foreign central bank

under th.tse agreements would at all times be available for exort with-

out restriction.

The operations would terminate when thu full amount of gold set

aside for the purpose had been utilized by any one of the three coun-

tries, no time limit being indicated. At such a time the agreement

could be renewed or not as the countries saw fit--at the same or at a

different rate.

The Bank of France would operate presumably on tht± same principle

as the Federal Reserve Bank of New York, but it would seem that it might

operate either in dollars or in sterling, although the communicati= froyn

Governor -larrison is silent on this point. The Bank of England would

operatc either in francs or directly in gold in the open market in London.

(3) This arrangement nwould depend 12,:2orl a satisfactory declaration

by the three goveramf-nts that they would attempt no overt act to disturb

the exch,tnges during the arrangement, except in the case of some unfore-

seen domestic emergency.'

(4) Governor Harrison states that if the New York bank should ac-

quire gold under this arrangement upon the basis of the agreed rate, and

if the dollar Should ultimately be stabilized in gold at a higher rate,

the :.;ew York bank should be rtizbursed for the diftereace by the govern-

ment. In 'Via connection he r4entions the fact that in csse the dollar

be devalued the profits from the devaluation would probably be required

to be turned over to the government.
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(5) This whole 2ro2osal was submitted t
o the director f the

:iew York bank and a?proved by then o
n June 15, aubject to the apiroval

of the Federal Reserve Board, it bei
ng understood thLt the plan woald

not become effective until avaroved
 by the United Stater Covernzent.

The communication from Governor Ha
rriJon indicates that an official

recnest to the Governmt:nt i likely to co!nc from Professor Sprague
 to-

morrow and Under Secretary Acheson
 stat.rc.d that this communication wil

l

in all probability present some o
f Vie econoAic and other consideratio

ns

on which the pro2osel is blued, wh
ich arc ,lot set forth in Govarn)r

Harrison's communication.
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The principal advantages of the proplsal would be the 
discourage-

ment of further speculation In the exchanges and the 
stimulus to inter-

national tmde arising from the removal of fluctuations in the 
exchanges.

It is quite evident that large-Beale bear 
spemlation in the dollar hes

been under way and this proosal would put e sthp to 
further operations

of that sort.

On the other hand, the adoption of this pronsal Ilight tome 
certain

unfrvorable economic effect;3. Price advances in the United States have

been at a much more rapid rate than in other countrieS, 
as scliin on the

attached chart. Stabilimtion would tead to eliminate the spread between
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American prices and world prices. 'Vorld prices and American prices would

be sure to converge and meet at sone point, and tle immediate 
effect would

probably be a declinc from the present level of American price::. 
Tili3 would

have a deterrent effect on the business revival that has 
recently occurred.
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In the second place the pror)osal would be construed as an indication

of the level at which the dollar wp.s likely to be stabilized permanently.

In vies of the magma of the Adminietration, which Involves a large addi-

tional volume of Government indebtedness, and which does not dreclude re-

sort to credit and currency inflation, and in view of the many uncertain-

ties in the economic situation, it alay be considered too early to give even

a preliminary indication of the level at which the dollar will ultimately

be stabilized.

The 1,o3osal states that the governments shall undertake to perform

no overt act that would affect the exchanges. This phrase is rather blind

and ought to be elucidated; the question arises whether, in view of the

plssible effects on tht val.:e of the dollar of thA domestic program of the

Administration, it could commit itself to this extent.

It may be mentioned also that stbilization of the dollar at its

preoent level, which Is approximately 83 2er cent of par, would guarantee

profits to speculators Who h2,ve becn selling dollars short.

There are certain incidental questions that arc not answered by the

statement from C7ow:rnor Farrison. It is not clear what 1,7gel authority

is possessed by the kaministration to guarantee the reserve bank against

loss, if the dollar were devalued at a higher level than the rate agreed

upon for tempararj stbilization. The question has also arisen whethtir

this is to be an operation 3olely by the New York bank or whether thtl

other reserve ba7lts may be invited to participate. In any event the op-

erations would be comparable in their effects an r.,bcr bank reserve bal-

ances to sales or purchaser of United States Goverlent sectritirs by the

Federal reserve banks.
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June 15, 1933.

AG R( m GOVERNOR HARRISON.

(Dictated by Miss Holmes, Secretary to Dr. lergese)

Referring to paragraph 9 of ycwr cable number 11 We have tried in our

telephone calls of londay and Tuesday and again today to keep you cur-

rently posted of conversations as they have proceeded and have asked you

to advise Governor Black. We have not cabled because as pointed out in

our telephone calls no agreement has been reached nor until today had

we anything approaching a definite recommendation 7e have merely ex-

plored various suggestions and proposals, none of which have been suf-

ficiently concrete to propose for your consideration. There has been

nothing to propose for approval either by our Board or by the Federal

Reserve Board. is would not feel free to recommend any Dart/

for approval unless or until we are advised by the resoecti

that they are in agreauent with any particular program tha might work

out. This has not been done. It now tegins to look, however, that we

may be in a position today or tomorrow to reeommand, subject to the approval

of the government, the technical details of a plan for a torarjstabii-

ization of the Pound and the dollar against the franc within certain

spreads to be agreed won. In brief, the plan would be one under which

each of the three central banks would agree to expend up to four or five

million ounces of gold in order to hold the exChange within the plan weed

upon. This spread will nrobably be about 3% of the level of rate which

has not been decided by the treasuries. It seams likely that they

will agree won rates some-lhere near the present level. Under the ar-

Inngement which we are considering, the Federal reserve bank would inter-

vene in the exchange market fixing the buying and selling prices for

VOLUME 245
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francs and to the extent that we Luy francs we would convert them int
o

gold at once, the gold to be earmarked for our account with the hank of

France free for export. To the extent that we had to sell francs we would
s

acquire them against gold earmarked by us in New York for account of
 the

Bank of :ranee free for export. In other vords, all purchases and sales

of francs which we would make under the arrangement vould be immediate
ly

settled in gold. The 3ank of :Lngland ould operate in a similer manner

against the .q.ench franc although to some extent they would also 
buy and

sell gold in the open mirket to accomplish the same purpose. The final

agreement between the three central banks would roughly be sor
e arrengament

as this and mould depend upon a satisfactory declaration by th
e three

govern:lents that they would attempt no overt act to disturb 
the exchanges

during the arrangement except in the ca.-.e of some unforeseen
 domestic

emergency. It may be necessary for us to act promptly tomorrow. A3 would

therefore like you to suggest the arrangemnt to the L
oard of Directors

with the request that if they approve of the arrangement
 tLey authorize

the officers in the usual form subject to the approval o
f the .ederal

R!!!Ell_ppard, to negotiate the arrangement along the 
general lines indi—

cated and do ouch things as may be necessary to carry it ou
t providing

our government agrees. The arrangement would contemplate that it would

remain effective at the agreed rate until any one of 
the three banks

has expended the agreed amount of gold and when that
 amount led been reached

by any one of the three, the agreement would be hublec
t to renewal Dor the

same or new amounts at the same or new rate to be im
mediately agreed upon

b all three parties. In the event that there is no such mutual agreemen
t

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



. .13..

the arrangelLent would terminate. 6ur directors' approval of any such

arrangement would be predicated upon our government's approval o. our

entering into sueh an arrangement as vr)uld also be the ease with the

other two banks. As Sprague may tomorrow request the a propriate

authority of our government, we want to be sure that we are prepared to

proceed as rapidly as the others. This covers the question of risk so

far as the arrangement itself is concerned. There is one point, however,

where we must obtain sore form of protection from cs.-.r ,:overnment. That

is, that if we acquire gold under this arrangement at the new rate

dollar to be agreed upon, and if the dollar should ultimately be

stabilised in cold at some rate above the rate agreed upon in t1i1s

of the

ar-

rangenent, we would want same sort of reimbursement from our government,

just as we would probably be expected to give our government profits in

gold in the event that the dollar Nhould be revalued below the old parity.

If any further question arises oday with regard to the arrangenent you can

of course telephone to us at the Berkeley hotel. .0 suLgest that you dictate

a copy of this entire conversation verbatim to Governor Black at once so

that he may be advised just as promptly as our directors are and may be in

a position to disouss it with the Board in thz event that our directors

should approve . ,ourthermore, please send a copy to Secretary Vioodin at

rague's request. Ite must remember, however, that no arrangement which

we may be prepared to raho can possibly be entered into unless and until

the three governments have expressed their approval of it and have given

the necessary declaration referred to above. Ul ,danz and details of

the proposed arrangement are to be absolutely secret and even if an
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arrancement i reached nothinj is to be published except a very general

state-aent to be cs,greeel to by the covernments. While we mny be :toil)

optimistic we are hopeful we may be able to sail on the Bremen on 3unk1ay

7-dch is another reason we are anxious to pave the way over there as soon

as possible.
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Followinfl is a cable received this morninp by the Federal

Reserve Bank in T,ew York, from Governor Harrison:

(1) Recent fluctuations in exchange rate seam to us

disturbing and undesirable, i.articularly at this time.

believe, therefore, that steps should be taken promptly

to check any further advance in tic foreign exchange rates

against the dollar. Athough we do not know the curse,

it is probable that transfers of capital from United

states end speculative operations against the doller

have increased in the past week or two. f)n a very thin

merket these transactions naturally result in unduly

wide Loverrtents of the rate.

(2) a suggest that if you and the ',Treasury agree

the control of foreign exchange in New York should be

tightened by having Kant and Knoke telephone to banks

and bankers who are principal dealers, inquirinv of then

the cause of recent rise in l'Aerling and Franc, asking

whether thf-y )eve sen any evidence of capital fliFhts

ot speculation and reminding them of the president's ord
er

which, after all, prohibits such transfers of ca:.ital

appear to represent flights from the dollar, and also

to speculative operations against the dollar. it is

particularly important we believe to telephone such

private bankers as Lazard Freres.
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(5) ‘Ye think it desirable to tighten the control

in this Inanner riithout publicity end without istuing

any new written instructions.

(4) This message is agreed to by :larrison and

iprague, but presume you will discuss it with Acheson

before Lotion. Sprague feels stronarly that control

should be tiFhtened, as suggested.

(Tie above dictated by LT. .durgess.)

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



.;overnor Black

aenarel 7ounse1.

June 1 19'33.

%ffect of elass Bill upen spleries

of members and employees of trite Federal

Reserve Board.

I understand that you desire a zemorandu,, regardine; the effect of the

followint; provision of :ectior, 10 of the Federal 'reserve /et, as amended b
y

members of the

the Bankine, Act of 1933, upon the salaries of the/federal eserve Board and

its employees:

"The Board shall determine and prescribe the

manner in which its obligations alien be incurred end its

disbursements and expenses allowed and paid, and may lePve

on deposit in the Federal Feserve banks the proceeds of

essessments levied upon the to defray its estimated ex-

panses and the salaries of its ,L.,..1:lere and employees, whose 

employment,  compensation, leave, and expenses shall be 

„pverned soleky by the provisions of this  j-.ct, specific 

amendments thereof, and rules and rtgulations of the Board

not inconsistent therewith; and funds derived from such

assesezents shall not be construed to be Crovernment funds

or appropriated moneys."

It appears that the 6eneral purpose of this provision is to recognize

the fact that the funds derived by the iederel Reserve Board from its asse
ss-

ments on federal reserve brike A..e not government funds or appropriated

moneys and to mPke it clear that the expenditures of such funds is to be

controlled by rules end rtAuletione 'prescribed by the Board rather than by

the.LJneral statutes 6overning the expenditure of ovarnment funds appropri-

ated from the 'treasury of the United Ltates.

It is 4ecifically provided that the salaries of the members of the

Federal Y.eserve Board and ite employees shell be Loverned solelyby the pro-

visions of the federal Feserve Act, specific a44endments thereof, and rules

and regulations of the i,oard not inconsistent therewith.

Ole basic salaries of the member° of the idderel 1-cisrve Board are.

fixed by Section 1\4 of the federal Reserve %ct at ;432,000 per annum,
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the Federal Reserve board is authorized by Section 11(1) of the federal

Reserve C,ct to fix in advance the salaries end fees of its employees and the

Board has fixed the basic compensation of all of its employees pursuent to

this authority.

Under authority f the Pet of Arch 20, 1933, referred to as the Second

conomy Act, however, the compensation of all officers end employe,e of the

United States, including *embers and employees of the Federal Reserve Board,

sas reduced by the percentee detteeined by the Tresident of the United States

in aceordence with the provisions of the Act, namely 15 per cent. Upon the

effective data of the coepensation reductions contained in the Act of _arch 20,

1935, the salaries of te,e Posrd's eeiebers and eLaploye,as were reduced pursuant

to the statute without any action on the part of the iederal Reserve Board

with respect to the matter.

te shown above, the federal Reserve Act as aliended by the elass Act

provides that the eceployment snd compensation of its zembers and e.nployees

shall be governed solely, by the federal Reservt Act, specific aelendmente tnereof

end rules and regulations of the Board not enconeistent theretith. Troveeions

of acts other than the Federal reserve Act heretofore affecting the cclepense—

tion of the members and employees of the Federal Reserve Board are, therefore,

no longer applicable. Accordingly, the reduction in such coelpensetion pursuant

to the Act of eierch 20, 1933, is no longer effective.

It Is ay opinion, therefore, that, as of th date of the passage of the

:fleas Act, the salary of each meeber of the Federal Reserve Board reverts

automatically and without any action upon the pert of the Federal Reserve 2oard
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or of any other official or aJncy to the aeount fixed by the Federal Reeerve

Act, i.e. 112,000 per annul; and that likewise, in the absence of action by

the iederal Reserve Board to the contrary, the salarees oi the emfloyees of

the Federal Reserve Board revert automstically to the amounts fixed by the

Federal Reserve Board pursuant to the provisions of Section 11(1) of the

Federal reserve ct prior to the tet of s.arch 20, 1933. The employees of the

federal Beserve Board who have btlen eeployed sence tne Act of Aarch 20, 19331

have been employed at s basic eelary less the reduction required pursuant to

that Act and, accordingly, the salaries of such employees, also, in the ab-

sence of action of the Board to the contrary, revert as of the date of the

enactment of the Cilase Act to the basic belsries fixed by the Board for such

employees.

It is interestind to note in this connection that the Lases Fill also

contains en amendment to the Federal r eserve Act which eliminatee the rec.uire-

merits heretofore eeistinc; that the Federal reserve banks pay a franchise tax

to the United .tettes. Hereafter, all net earnino after payeent of expanses

and dividend claims shall be paid into the surplus funds of the banks. it is

obvious, therefore, that the aeount of coepensation paid to members or e.aploy,es

of the Federal i'eserve Board will not .n any way effect directly or indirectly

the revenues or receipts of the United :Agit.. Treasury.

In this connection, it is also important to note that the purpose of

the ::conomy !ct is to aid en balancing the budget of the Government by reduc-

ing the expenditure of funds aprropriated from the ireasury; whereas, the

funds derived from asseusments on banke do not affect the Government's bud6et

end a reduction of the expenditures of such funds merely reduces the auount
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inich it. is mcessary to assess uvn the banks. hi8 was reconized in the

first iconomy Act, which specifically exempted thz salaries of all persons

whose col,pansation was derived fro!D assessalents on banks.

Fes ictiolly,

111ter 4yatt,
General Counsel.

Utz.

1,1
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T.ondon June 18 1933

Federal .eserve Bank, of 1,•;ew York 7'. 145

,C)•259-33

/.0NIIDIrZn'TTILI. FOP BLITIGKI:,

Cove= or Harrison hes as'ped us to send you this draft of

proposed arrenreamt between three banks of issue. He would like you

to sd copies for strictly confidential use to Cerrernor Llack and f:-.eoretary

!foodin it once explainin€: that draft of proposed governmental c3ecleretion

is being cabled to Secretary •.00din by Cpraeue.

• je et to tt adoption b3. the three k.overnment s of the dellaratioII

the draft of irhich has been communiceted to them by the representatives of

the treasuries and fehl eh is esanexed to the present, the representatives of

th trxee benks of issue (would hereby be willinp to) recommend the following

procedure pe ndi n V* development a of the conf erence.

(a) The tittnk of Le/gland will use its beet endeavors to maintain

the sterling price of cold between ( ) and ( ) per fine ounce, and,

if necessary to this end, agrees to lose ipld up to a net mount of

) fire ounces.

(b) The Federal ,-eserve Bank will use its best endeavors to net intain

the dollar between ( ) and ( ) in tams of the ?Pen& pold franc, and,

if necessary to this cod, agrees to lose fold up to a set amount of

tine ounces.

The Bank of France will be ready to deliver on demand to the two

other banks any amount of gold oorresponding to deliveries of their purchases

of francs.

soon as any one of the three banks of issue shall have lost under

this arrungement a net amount of ( ) fine ounces of cold, this
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arrangement shall terminate, but imay be renewed with the same or new

amounts and the same or new rates, by fltutual egreement betveen the three

banks.

FOUN. Only paid delivered to or earmarked free for export for banks of

issue o:. the Ben k for Int ems ti on el :3 ettlenente will be counted fbr the

purposes of J,rticle 2 (a) and (b) and Article 3 of tnie arrtngement.

?IV:. While each of the three banks of issue say within their posers

dispose of their foreign exchange holdings, severthelems, so far as this

agreement is concerned, the transfer into Fold and/or devisen of the Ba
nk

Englthnd existink- dollar balances Fhell be subject to 7-lutual agtoessent

between the Bank of r'ngland air! t Fe derel eserve Beak of New York.

Fa. In order to insure its effective operation, all the terms of this

agreement must be abaolutely secret. itny public announcement should be

limited to a declaration by the Governments that pending developments
 of

the conference a temporary arreviament ties been weed to between 
the

three banks to ensure reseonable stability of eurretaies and that 
the

goveraisat a concerted have riven the three bnnkr the necessary approval t
o

presseil with the arrangement.

I F .,YE" OF litiCLAND
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London June 16 1933

Federal Reserve Bank of New York N. Y.

No. 259-33

CONFIDENTIAL FOR BURGESS

Governor Harrison has asked us to send you this draft of

proposed arrangement between three banks of issue. he would like you

to send copies for strictly confidential use to Governor Black and Secretary

Woodin at once explaining that draft of proposed governmental declaration

is being cabled to Secretary Abodin by Sprague.

ONE. Subject to the adoption by the three governments of the declaration

the draft of which has been communicated to them by the representatives of the

treasuries and which is annexed to the present, the representatives of the

three banks of issue mould be milling to recommend the following procedure

pending the developments of the conference.

TWO. (a) The Bank of ngland will use its best endeavors to maintain

the sterling price of gold between ( ) and ( ) per fine ounce,

and, if necessary to this end, agrees to lose gold up to a net amount of

) fine ounces.

(b) The Federal Reserve Bank will use its best endeavors to maintain

the dollar between ( ) and ( ) in terms of the French gold franc, and,

if necessary to this end, agrees to lose gold up to a net amount of

(c)

) fine ounces.

The Bank of France will be ready to deliver on demand to the two

other banks any amount of gold corresponding to deliveries of their purchases

of francs.

THREE. As soon as any one of the three banks of issue shall have lost under

this arrangement a net amount of ( ) fine ounces of gold, this
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arrangement Shall terminate, but may be renewed with the same or new

amounts and the same or new rates, by mutual agreement between the

three banks.

FOUR. Only gold delivered to or earmarked free for export for banks

of issue or the Bank for International Settlements will be counted for

the purposes of Article 2 (a) and (b) and Article 3 of this agreement4

FIVE. While each of the three banks of issue may within their powers

dispose of their foreign exchange holdings, nevertheless, so far as

this agreement is concerned, the transfer into gold and/or devisen of

the Bank of England existing dollar balances shall be subject to mutual

agreement between the Bank of England and the Federal Reserve Bank of

New York.

SIX. In order to insure its effective operation all the terms of this

arrangement must be absolutely secret. Any public announcement should be

limited to a declaration by the Government that pending developments

of the conference a temporary arrangement has been agreed to between

the three banks to insure reasonable stability of currencies and that

the goveraments concerned have given the necessary approvals to proceed

with the arrangement.

alai? CAM:tail BANK OF ENGLAM
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Londe June 16.

.federal eserve Bank of New York

Number it;i1 Personal and confidential for Burgess. This cable is sent

in several sections. This is Section ONE.

ONE. The following is by way of review and summary to date. As you know,

we arrived last Friday night and beginning Saturday morning we have had

almost continuous sessions with the representatives of the Bank of France

and the Bank of ngland, separately, jointly, and conjointly with: repre-

sentatives of the three Treasuries. Discussions have of necessity been

protracted due to differences in languace and especially complete difference

of approach. HARBISON

Section

T,(J. Generalizing at the outset, it aDpeared that the 2rench wanted to

insist on some form of immediate and definite stabilization, not necesearily

dejure, but at least de facto, at a specific rate and indefinitely pending

dejure stabilization. The British, on the other hand, were inclined to do
viimmillIMMIMMMOMIAPOWN,

nothing very definite, believing that it is impossible at the present ties

to determine what is a fair rate for either the pound or the dollar during

present disturbed econo:Ac and political conditions. .9 might be said to
•..

have taken the mdddle course, that is, that dejure stabilization now is out

of the question, that de facto stabilization in tho sense in which the i.rench

meant it at a film(' and definito rate for a more or less indefinite period

would be unwise, if not imooseible, for us, but that some leveling out of

the fluctuation in exchange rates by an agreement to keep them within a

specified spread might be undertaken, certainly pending the developments

of the conference. All through the discussions ye havehold to the view

that it would be at important to attain some measure of stability for the

period of the conference.
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THREZ. while we are here as the result of an invitation tram the French

Government, neither the _French treasury people nor the Bank of Freese have

suggested or proposed any specific plan other than definite stabilization,

which, I think, they fully realize was impossible noe.

This is ,:ection MIRES, number ?On.

MLR. !), on the other hand, in response to an inquiry tram the Treasury

representatives on Monday evening suggested for consideration the possibility

of an excllange agree ant by which each of the three banks would agree to

expend a certain amount in an effort to keep each of the three exchanges

within certain prescribed limits, this to be more or less for the period

of the conference. It was understood that our suggestion would comprise

an agree-snt which in effect would Dut the risk of depreciation of

say one of the three currencies on the country whose currency depreciated

belie the limit to be specified in the agreement.

TIVL. Norman objected to this on the ground that he did not want to buy

may mere foreign exchange, even with the guarantee that at the end of a

s2ecified ?eriod it would be liquidated in gold at the rate at which it was

bought.

SECTION NOUii,

Nor mem them suggested the possibility of an arrempmem$ ftereby the

leak et Negland and the Yederal ivsserwe Bank would amok sem to by and

sell gold at specified and Aiblished rates, that is, rated which would in

effect keep each of the two exchanges within whatever spreads might be

agreed upon. The proposal contemplated that each bank would agree to sell
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a certain speeified but not published assount ar gold IA the rates imblished

and if that amount should be used up, the deal via spubjeet to real

by raitual content for new or the sane Oa wants and noir er the sane rates.

This would have Newt, for instance, that If the pressure on the dollar

vas sue& as to require um to sell up to the agreed smoOnt at an acreed

selling rate, we would then be in a position eitha, to terminate the

whIlo arrancot.lent or to enter si new one for new iS at revised or

the cam ratee•

',:,:rider this arrangement the le* at ?ranee ailed met Mae had to

participate because it is already on golds lls thought this suggestion

objeetleaanio largely WOWS. WO have no established mid market in brew

York aid acre particularly bemuse it would risk being misunderstood by

our gablie as a definite return to the 4;old ataailard at whatever rates

yore published ad blithe event at early ameposatittre of the awaits agree'

upon followed by Odbo011ionlat illaktdolosett of the rates which would have to

be published, urspertainty aiat oonfusion unglosibtedly result. and

:flare kw= than good would be
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46ction

EIGHT On iednesday night we balm to explore the eviggestion about "Mot we

telephoned to jou specifically yesterday far consideration by our directors

and the Yeder!A.1 ?essrvs )rd. It is set nesessary to outline thtit proposal

in this siesso.ge althea* it should be pointed out tb. t zuch nn arrange-

moat leeld ast involve plibliention of the spreads in reenrd to rates

mew the summate to be expended in order to beep the amilimmos within

those spreads. It 'mould give us a fair chance by trials errors to

tezt out the stability of existing rates or *stover rates eight be

agreed upon sat is the event that conditions should put such preszure on

ono or the ether of the exchanges as to forss the expenditure of the

E,grood araount ifegg thso the couniffir WILINg the gold wad bave the

opportunity either to termissu the anssupasust or to renew it for nmw

amounts at the it or sifter rate. If ea the other hand, the rntes

agreed upon prove by experience to be fairly stable the agreed amount of

gold would not have to be expended. The rates would be kept within the

agreed points and the arrangement would continue pending the developments

of the Casforsaao. Tosiamilar wis taispailmit to yes the Mak if

MegiAnd had ezpreesed Omar villisassat Is elm SO* frablaserrememmo0

pronto% that a satisfactory declaratioa irns spas tie the ommassate.

Tie Mask of Netnews would also be willing to accept it pr3v1.dei Ihs

declaration of the government vas efttlefactory. e have not yet said

definitiky MA we would recommend it bemuse of a toehmisal snag which

we have bees trying to iron out. The snag arises in gads a ease as thles

If the dales is strong and we have to Ialy francs and sell dollars within

the specified range, there Is a op of fortyw.eigtt hours before francs ea
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purchased are sateally delivereld and comVartible tete AWL

rink of this forty-sight hours is perhaps aegliGible„ especially as we would

no doubt have at least that moult of warning of difficulty with the franc

even in the remoto contingency that myth's,' but Should be dame *bout the

franc, nevertheless we are trying, to miftiwIne even any technical milk in

that period. I !tore ur,"tad each should tidis the risk of his owe summer

est that, tbevetereo trance so purcht-wed dhould be reduced to lold no soon

as purdossed illostesursiekt happen in the Intervening forty-eight hours.

Me Ile* at *Moe is ends thmly hero SO authority under their nonetary

lumi to sell gold in advance of The *mina delivery of the frames sed that

beinr; on the 3old etarAird and the Fran& soveramont kutrI47, will/11C to

declare its intention oC reminine on the Aold stardard they think that we

are vaisinG purely %homiletical risks that are not worthy of soy practical

oonsideratioll. Their poeition is, of °aurae, uder3Lar4Iable, thouch

we have act admitted it to then. In the event thlt political or other

conditions in Prance ahould indicate any early defection from the sold

stalulard we would si)ly discontinue buyinc from. LOcever„ we believe

that we have now worko4 out a teohniaal proeeibare lhollinuld reduce even

this nominal rorty-oldht hour risk to aR av.z.ni$rib* ma 0147 OR such

trance as We niEh% buy in the afternoon.

41 'Probably Intissiosi to be "anything olds%
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fl.,i0 cav to have a joint LIGutin3 with the treasury repreaerttativere

toiuy alter which I hope we 'my be safTioli:mtly XE ttl.;reerielt to justify

aseirmaskillas a specific pkin, althoudt it would dispena, of tzn

.0 swresameals are prepared toretake ogileactory r.icalartitiom

Ile swim todasias3. azrocisseat by %Visit Ito banks er issue mijit

essampliiik the job.

T1V. Please understood at Ike weir/ outset end repeatedly sinoe ry

arrival ilare I have map it 31sta both to the central barla; and to the

repre3arAtettivae of the treasuries th.tt I have no Liathority myself to mter

into any a.ixtriont or aotanitnant or NW sort wbuteoevi,lr, but that I an

ties to explore vmrioue o.eibi1it1c3, ar.d, with prio, to rake

sesinumamiaticals, which, beeor• beeoatag final or bindisg, isosiA imve to

be aimed to by our board or direeters, the ledisisat lisserws H, aft11 La

prissiploo at last, w prommat.

Ilosaago Amble

Vori
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June 16, 1933

EXASOWS FOR a PLAN OF TSMPORARY STAPAIZATION

(By Telephone from Dr. Burgess)

1. Some stabilisation of the prinnallel currencies is a prerequi-

site to accomplishment in other fields at the world economic conference.

Most of the tariffs, quotas, and similar trade barriers set up during

the past two years have been a defensive response to the depreciation of

currencies. These barriers will not be removed without some measure of

currency stabilization.

2. Some stabilization is necessary for vs to retain the advantaged

gained. Without some stabilization and with the prospect of competition

in depreciation, iLL.;rent strength of the dollar is likely to show itself

in higher quotations and a loss of advantages gained.

3. The depreciation of the dollar, together with other measures,

has been ample for the stimulation of an upward movement in domestic busi-

ness and prices. It is dangerous, however, to allow speculators to capi-

talise indefinitely the hope of further depreciation. The reaction, when

it domes1 will be only more severe. Attention now should be focused on

there's]. improvement in business and in employment which has already been

substantial.

4. There is no conflict between temporary stabilization of the ex-

changes and a policy which alone or in coordination with other nations

contemplates an expansion of credit, a program of increased public spend-

ing, and a further recovery in business and prices. Our resources are

entirely adequate for the carrying out of such a policy and temporary

stabilisation of the dollar cannot jeopardize our ability to do so.
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5. Although temporary stabilization of currencies should be a

prelude to a more permanent stabilisation, the rates or ranges of

rates now fixed. would not preclude the possibility of subsequent

cbangek in the event that domestic or international considerations

makes such a change seem desirable.

6. The alternative to stabilisation is an uncontrolled currency

which exposes us to wide fluctuations damaging alike to international

business anu finance and which is extremely susceptible to speculative

manipulation. iurther depreciation of the dollars/ray force Prance and

her gold standard neighbors off gold, creating still greater interna-

tional confusion and increasing the difficulties of eventual stabilisa-

tion. The relative strength of the dollar which would result might

well endanger our domestic program.
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Fora NOO 131

Office Correspontence
To_ 1.1r. Hamlin

From  Governor Black  

FEDERAL RESERVE
BOARD

Date  3Ume 17, 1933. 

Subject. 

2-8495

There was sent to you yesterday copy of a cablegram

addressed to Dr. Burgess by the Chief Cashier of the Bank of

England setting forth draft of a proposed arrangement between

the Bank of EnglanA, Bank of France and the Federal Reserve

Bank of New York.

Dr. Burgess advises this morning of the receipt of a

cablegram requesting that certain changes be made in that draft,

as follows:

At the middle of the fourth line under caption
ONE, the phrase "(would hereby be willing to)" is
changed to read "would be willing to" eliminating
the parenthesis.

In the second line under caption SIX, the word
"agreement" is changed to "arrangement"; in the
next to the last line the words "the three banks"
are eliminated; and in the last line the word
"approval" is changed to "approvals".

A revised copy of the cablegram, incorporating these

changes is attached.
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Tomo No. 131
fo

Office Corresponhence
To Mr. HP 1U1

From Ir. Goldenweiser

FEDERAL RESERVE
BOARD

Subject:

•
Date

Le-t ti*1/4

June 29, 1933 

UFO

I attach a report, prepared by Mr. Riefler in accordance with

your request of May 8, on the subject of rates charged small borrowers.
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Form No. 131

Office Corresponitnce FEDERAL RESERVE
BOARD 111

Date  June 28, 1933 

Vo M. Goldeaweiser Subject: Bates charged small borrowers

erom Riefler 

laPO 2-8495

Some time ago /r. Hamlin suggested that we make a special inquiry among

member banks to find out to what extent rates charged small borrowers had

changed since 1928. In accordance with this suggestion, each Federal reserve

bank was requested to obtain a special report on these rates from those member

banks which report regularly on rates charged customers, and also from such

other member banks as the Federal reserve banks thought it wise to include.

Each bank was requested to report the range of rates it charged on two classes

of small customer loans, ranging in amount from ,T?500 to 41,000, in May 1928 and

in May 1933. The classes of loans selected were (1) prime customers' commer-

cial paper such as would be eligible for rediscount at the Federal reserve banks,

and (2) loans secured by stock exchange collateral.

The answers submitted to this request are summarized on the following

table. This shows that among 1?5 member banks which reported rates to small

borrowers on commercial loans, 14? banks reported no change in rates, 20 banks

showed a slight decrease in rates, and 8 banks showed a slight increase in

rates. A simple average of all the rates reported by the 175 banks shows a de-

cline for the period from 6.42 per cent in May 1928 to 6.3E per cent in May 1933.

The table also shows that of the 182 banks which reported rates to small borrow-

ers on loans secured by stock exchange collateral 150 reported no change in

rates, 22 banks reported a slight decrease in rates, and 10 banks reported a

slight increase in rates. A simple average of all the rates reported under this

classification showed a decline from 6.45 per cent in May 1928 to 6.40 per cent

in May 1933. During the same period the Federal Reserve Board's weighted average
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•
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of rates charged customers, both large and small, in leading cities which is

based on both commercial loans and loans on stock exchange collateral also de-

clined from 5.16 per cent in May 1928 to 4.92 per cent in Lay 1933. The dif-

ference in level between these two averages reflects in considerable part the

fact that lending rates are usually higher on small loans then on large loans.

It is also affected, however, by differences in banks from which reports were

collected and by differences in the weighting of the two averages, since the

Board's weighted index is heavily affected by the large volume of larger

loans reported by Eastern banks where the general level of interest rates is

materially lower than in the South and West.
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INTEREST RATES CHARGED BY 175 lo BANES ON SMALL PRI=

C=MERCTAT, LOANS (4500 to 1;1,000) SUCH AS WOULD BE ELIGIBLE

FOR REDISCOUNT AT THE FEDERAL RESERVE BANES

1Number of; Range per cent

banks May 1928 1 Diay 1933

Boston
New York City
Philadelphia

Cleveland
Cincinnati

Pittsburgh
Richmond

4
43-6

12
3
5
7
3

5-6

5-6
6

5-6
6
6

5-6

5-6
.6

5- 6
6
6

Baltimore 5 6 4i-6

Charlotte 3 6 6

Atlanta 3 5:1-7 5-7

Birmingham

Jacksonville

Nashville
New Orleans 2 6-8 6-8

Chicago 22 4;3-6 3-6

Detroit 1 6 6

St. Louis 4 5-6 5-6

Little Rock 4 6-7 6-7

Louisville 4 6 6

Memphis 3 6 6

Ninneapolis 3 5-6 5i-6

Helena 2 8 8

Kansas City 4 5-8 6-8

Denver 7 06-1I
r

6-8

Oklahoma City 5 6-10 6-10

Omaha 3 6-8 6-8

Dallas 5 6-8 6-8

El Paso 2 6-8 6-8

Houston 7 6-8 6-8

San Antonio 5 6-10 6-10

Fort Worth 4 5)-10 6-10

Waco 3 7-10 7-10

San Francisco

Los Angeles

Portland 4 6-8 6-8

Salt Lake City 4 7-8 7-8

Seattle 6 6-8 6-8

Spokane 2 6-8 6-8
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•
INTEREST RATES CHARGED BY 182 15.2.3ER BAraS ON SMALL LOANS

(4500 to 41,000) SECURED BY PRIME STOCK =RANGE COLLATERAL

1 Number of  Range er cent 
banks May 1928 May 1933

Boston 5 5-6 5-6
New York City 6 41-6 4-6
Philadelphia 13 5-6 5-6
Cleveland 3 6 6
Cincinnati 5 5-6 5-6
Pittsburgh 7 6 4 6

Richmond 3 6 6
Baltimore 5 6 41-6
Charlotte 3 6 6
Atlanta 3 5i-7 6-7
Birmingham 2 6-8 6-8
Jacksonville 3 6-8 5-8
Nashville 3 6-8 6-6
New Orleans 2 6-8 6-8
Chicago 24 41-6 4-6
Detroit 1 6 6
St. Louis 4 5-6 5-6
Little Rock 4 6-8 6-8
Louisville 4 6 6
Memphis 3 6 6
Minneapolis 3 5i-6 5-6
Helena 2 8
Kansas City 4 6-8 6-8
Denver 7 6-10 6-8
Oklahoma City 5 6-10 6-10
Omaha 3 6-6 6-8
Dallas 5 5-8 6-8
El Paso 2 6-8 6-8
Houston 7 6-8 6-8
San Antonio 5 6-10 6-10
Fort Worth 4 6-10 6-10
Waco 3 6-10 6-10
San Francisco 5 5-7 5-8
Los Angeles 6 5-8 5-8
Portland 5 6-8 6-8
Salt Lake City 4 6-8 6-8
Seattle 6 6-8 6-8
Spokane 2 6-8 6-8
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Governor Black

St.c 640,

July J, 1933

rower to Restrain Speculation

Mr. Wyatt - General Counsel. in Stocks and Bonds.

In accordance with your request, I res7ectfu1
ly subLit the

following list of powers vested in the Federel Rese
rve Bosrd sad

the Federal reserve banks which might be used for the
 purpose of

restraining speculation in Stocks and bonds:

T-- TS 

1. Upon the affirmative vote of not less than six of i
ts

members, the Federal Reserve Board is authorized to fix the pe
r-

centage of their capital and surplus which individual 4ember

banks :.Ay have invtisted in lone secured by stock or bond 
co.1qterel;

and it is the Board's duty to ectablish such percentages with a view

to preventing the undue use of bank loans for the speculative
 carrying

of securities.* (SecCi.on 11(z) of the Federal Reserve !ct, as a _ended

by Section 7 of the Banking Act of 1933$ pages 6 and 7.)

2. The Fe oral Reserve Board is authorized to direct any .t
ember

bank to refrain from further .,ncreasing its loans secured by s
tock or

bond collateral for any period up to one year, under penalty of
 sus-

pension of all rediscount privileges at Federal reserve bank
s. (Section

11(1) of the Federal Fesrve Act, as a).ended by Section 7 of the Banking

Act of 19J3, page 7.)

3. The Fe eral Reserve Board tay warn all member banks, and

each Federal reserve bank 'lay warn the xeber banks of its dis
trict,

not to increase their outstanding loans secured by stocks, bonds,

debentures, or other such obligations, or their loans to ees
_bers

W15245
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Governor Black -- 2

of any organized stock exchange, invest.;.ant house, or
 dealer in

securities, for the purpose of rurchssing or carrying s
tocks, bonds

or other investlent securities. If snye.Jber bank increases the

volume of its loans of this character after such a wa
rning has been

issued and while it is indebted to the Federal reserv
e bank on direct

advances :de under the eighth para6raph of section 13,
 all such

advances from the Federal reserve bank shall become immedi
ately due

and 7,ayable and such member bank shall be ineligible to b
orrow at the

Federal reserve bank unler the provisions of the eigh
th pnra6raph of

Section 13 for such period as the Federal Feserve Board
 may determine.

(Eighth paragraph of Section 13 of the Federal Reserve Act, as amended

by Section 9 of the Banking Act of 1933, p. 21.)

4. Each Federal reserve bank is recuired to keep itself infor
aed

of the general character and e-ount of the loans and in
vestments of its

me .ber banks, with a. view to ascertaining whether undue use is being

made of bsnk credit for the spec.,lative carryihg of or 
trading in

sec,..rities, real estete or commodities, or for any ot
her purpose in-

consistent with the .aintenance of soend credit conditi
ons and it is

required to give consideration to s ch inform-tion in 
deterdning

whether to grant or refuse advances, discounts or oth
er credit accomAio-

,:ations to Aember banks. (Sectii.,n 4 of the Federal Reserv
e Act, as

amended by Zection 3(a) of the Banking Act of 19331 Page 2.)

5. Whenever, in the judgment of the Federal Reserve Board, any

me:ber bank is making undue use of bank credit for the specu
lative

csrrying of or trading in sec rities, real estate or comm
odities,

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



Governor Black -- 3

or for thy other purpose inconsistent with the maintenance of sound

credit conditions, the Federal Reserve Board, after notice and an

opportunity for a nearing, may suspend sutql bank from the use f the

credit facilities of the Federal Reserve System. (Section 4 of the

Fe4era1 Rerve Act, as a.,:eLded by Section 3(a) of the Banking Act

of 1933, page 2.)

6. The Board cold enforce strictly the prohibition against any

member bank acting as the medium or etent or any nonbanking corporation,

partnership, association, business trust, or individual in making loans

on the security of stocks, bonds and other investi-,ent securities or

loans to brokers or dealers in such securities; and in this way check

to some extent the slo,ans for others" w.Ach played such a large part in

the total volume of brokers' loans during 1929. (Section 19 of the Federal

Reserve Act, as aLended by Section 11(a) of the Banking Act of 1933,

p.22.)

GENERAL POWERS. 

7. The Federal Peserve Board, with the approval of the Secretary

of the Tre,e,ry, may require the Federal reserve banks to take such

action as nay be necessary, in the judgment of the Beard and the

Secretary of the Treasury, to rrevnt undue credit expansion. (Section

43 of the Euergency Agricultural Relief Act of May 12, 1933, p. 23.)

8. Upon the affirmative vote of not less than 5 of its dembers

and with the approval of the rresident, the Board may declare that an

emergency exists by reason of credit expansion, and, during such

emergency, nay, in its discretion, increase from time to time the
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Governor Black -- 4

reserve belances required to be
 alainteined by eember benks a

gainst

either deeend or time deposits
. (Section 19 of the keoral Peser

ve

Act, RS seended by Section 46 o
f the Eeergency Agricultural R

elief

Act of ;,lay 12, 1933, p. 26.)

9. The Board could tighten general
 credit conditions and put

the iiember benks in debt to the Federa
l reserve banks by requiring th

e

Federal reserve banks to sell par
t oa- all of their large portfo

lio

of government obligations. (Se
ction 12A of the Federal Reserv

e Act,

as e.ended by Section 8 of the Banking Act of 1933, p. 7 end Section 43

of the Emergency Agricultural
 Relief *et of May 12, 1933, P. 23, 

ehich

is sumiaerized above under parag
raph 7.)

10. The Boerd could raise the redi
scount rate at any or all Federal

reserve banks. (Section 14(d) of
 the Federal Reserve Act, p. 35, and

Section 43 of the E'eergancy Ag
ricultural Relief Act of May 12, 1933, P. 23,

suenarized under paragraph 7 above.)

I am giving you a summary in 
this form; because I understand

 that

you desire to have it this aft
ernoon and I imagine that you r

refer

to hey° it in short for.i. However, i shall supple .ent this m
emor-

end.m later by a longer memora
ndum quoting and coementing upon

 the pro-

visions of law ref erred to above
.

Respectfully,

4.1

talter %Vett,

Ze 
General Counsel.

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



•

Office Correspontence
. „,„5,,m_o: 131

From

FEDERAL RESERVE
BOAFtD

• S44441

Date Tilly 3, 1933.

Goveraor Black Subject: Power to Restrain Speculation

Mr. Wyatt  - General Counsel in_ Stocks and_Bonds.

• If •

In accordance with your request, I respectfully submit the

following list of powers vested in the Federal Reserve Board and

the Federal reserve banks which might be used for the purpose of

restraining speculation in itocks and bonds:

SPECIAL POWERS:

1. Upon the affirmative vote of not less then six of its

members, the Federal Reserve Board is authorized to fix the per-

centage of their capital and surplus which individual member

banks may have invested in loans secured by stock or bond collateral;

and it is the Board's duty to establish such percentages "with a view

to preventing the undue use of bank loans for the speculative carrying

of securities." (Section 11(m) of the Federal Reserve Act, as amended

by Section 7 of the Banking Act of 1933, pages 6 and 7.)

2. The Federal Reserve Board is authorized to direct any member

bank to refrain Thom further increasing its loans secured by stock or

bond collateral for any period up to one year, under penalty of sus-

pension of all rediscount privileges at Federal reserve banks. (Section

11(m) of the Federal Reserve Act, as amended by Section 7 of the Banking

Act of 1933, paee 7.)

3. The Federal Reserve Board may warn all member banks, and

each Federal reserve bank may warn the member banks of its district,

not to increase their outstanding loans secured by stocks, bonds,

debentures, or other such obligations, or their loans to members
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Governor Black -- 2

of any organized stock exchange, investment house, or dealer in

securities, for the purpose of purchasing or carrying stocks, bonds

or other investment securities. If any member bank increases the

volume of its loans of this character after such a warning has been

issued and while it is indebted to the Federal reserve bank on direct

advances made under the eighth paragraph of Section 13, all such

advances from the Federal reserve bank shall become immediately due

and payable and such member bank shall be ineligible to borrow at the

Federal reserve bank under the provisions of the eighth paragraph of

Section 13 for such period as the Federal Reserve Board may determine.

(Eighth paragraph of Section 13 of the Federal Reserve Act, as amended

by Section 9 of the Banking Act of 1933, p. 21.)

4. Each Federal reserve bank is required to keep itself informed

of the general character and amount of the loans and investments of its

member banks, with a view to ascertaining whether undue use is being

made of bank credit for the speculative carrying of or trading in

securities, real estate or commodities, or for any other purpose in-

consistent with the maintenance of sound credit conditions and it is

required to give consideration to such information in determining

whether to grant or refuse advances, discounts or other credit accommo-

dations to member banks. (Section 4 of the Federal Reserve Act, as

amended by Section 3(a) of the Banking Act of 1933, page 2.)

5. Whenever, in the judgment of the Federal Reserve Board,any

member bank is making undue use of bank credit for the speculative

carrying of or trading in securities, real estate or commodities
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Governor Black -- 3

or for any other purpose inconsistent with the maintenance of sound

credit conditions, the Federal Reserve Board, after notice and an

opportunity for a hearing, may suspend such bank from the use of the

credit facilities of the Federal Reserve System. (Section 4 of the

Federal Reserve Act, as arrsnded by Section 3(a) of the Banking Act

of 1933, page 2.)

6. The Board could Enforce strictly the prohibition against any

menber bank acting as the medium or agent of any nonbanking corporation,

partnership, association, business trust, or individual in making loans

on the security of stocks, bonds and other investment securities or

loans to brokers or dealers in such securities; and in this way check

to some extent the "loans for others" which played su.ch a large part in

the total volume of brokers' loans durin 1929. (Section 19 of the Federal

Reserve Act, as amended by Section 11(a) of the Banking Act of 1933,

p. 22.)

GENERAL PO'VERS.

7. The Federal Reserve Board, with the approval of the Secretary

of the _reasury, may require the Federal reserve banks to take such

action as may be necessary, in the judgment of the Doard and the

Secretary of the Treasury, to prevent undue credit expansion. (Section

43 of the Ensrgency Agricultural Relief Act of :.:ay 12, 1933, p. 23.)

8. Upon the affirmative vote of not less than 5 of its members and

with the approval of the Iresident, The Board may declare that an

emergency exists by reason of credit expansion, and, during such

emergency, may, in its discretion, increase fran time to time the
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Governor Flack -- 4

4

reserve balances required to be maintained by member banks against

either demand or time deposits. (Section 19 of the Federal Reserve

Act, as amended by Section 46 of the Emergency Agricultural Relief

Act of May 12, 1933, p. 26.) 4.

9. The Board could tight' general credit conditions and put

the member banks in debt to the Federal reserve banks by requiring the

Federal reserve banks to sell part 'or all of their large portfolio.

of government obligations. (Section 12A of the Federal Reserve Act,

as amended by Section 8 of the Banking Act of 1933, p. 7 end Section 43

of the Emergency Agricultural Relief Act of I,lay 12, 1933, p. 23, 7hich

is summErized above under paragraph 7.,

10. The Board could raise the rediscount rate at any or all Federal

reserve banks. (Section 14(d) of the Federal reserve Act, p. 35, and

Section 43 of the Emergency Agricultural Relief Act of May 12, 1(Z,53, 'Do 23,

summarized under paragrsph 7 above.)

I am giving you a ammary in this form; because I understand thet

you desire tc have it this afternoon and I imagine that you prefer

to have it 14 short fonn. However, I than supplement this mer.orandum

later by a longer memorandum quoting and commenting upon the -;)ro-

visions of law referred to above.

Respectfully,

(signed)

Walter Wyatt
General Counsel.
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Forrq,No. 131

`,0ifice Correspontence
To Mr. Hamlin

From_ Mr. Smead

FEDERAL RESERVE
BOARD 11111

Date July 7, 1933

Subject: Reserve Bank Credit. March 1

•

to Jrme 28,  1.933

In accordance with your telephone request there is attached a table

showing changes between March 1 and June 28 in reserve bank credit and re-

lated items, in excess reserves of member banks, and in loans and invest-

ments of weekly re-porting member banks.

It will be noted that holdings of bills discounted declined

$521,000,000 and of bills bought in open market $376,000,000, *rile hold-

ings of United States Government securities increased $139,000,000, and

that total reserve bank credit declined $754,000,000. The decline in re-

serve bank credit is more than accounted for by a decrease of $1,045,000,000

in the atrount of money in circulation with the result thdt member bank

reserve balances were increased $248,000,000. Estime.ted excess reserves of

all licensed member banks on June 28 were $4s6,000,000, conrpared with

$247,000,000 on March 1, an increase of $239,000,000, which is $100.000,000

in excess of the amount of United States Government securities purchased by

the reserve banks during the period.

As indicated by the table, total loans and investments of weekly

reporting member banks in 90 leading cities increased between March 1

and june 28 by $765,000,000, of which $623,000,000 represents additional

purch et of United St at es Government s ecuri ti es . In the case of report-

ing banks in New York City total loans on securities increased $151,000,000,
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Mr. Hamlin - #2

other loans $170,000,000, and United States Government securities

$100,000,000. In the g9 other leading cities loans on securities

declined $130,000,000 and other loans $20,000,000, while United States

Government security holdings Increased $523,000,000. It may also be

stated, in this connection, that loans to brokers and dealers in se-

curities made by New York City banks for their own account increased

from $398,000,000 on March 1 to $699,000,000 on June 28, or by

$300,000,00001hile loans on securities to non-broker customers declined

$150,000,000.
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CHANGES IN AMDUNT OF RESMVE BANK CREDIT OUTSTANDING AND IN R7LATED

ITEMS, IN EXCESS RESMITES OF Tsagtart BANKS, AND IN LOANS AND
INVESTMSTTS OF WEEKLY RTORTING MEMBM. BANKS, MARCH 1

TO JUNE 28, 1933.

Bills discounted
Bills bought
United States Government securities

Other reserve bank credit

Total reserve bank credit
Monetary gold. stock
Treasury currency, adjusted

Money in circulation
Member bank reserve balances

Unexpended capital nonmember

deposi te , etc .

Excess reserves of member banks - total

New York City
Outside New York City

Increase or

March 1 june 28 decrease 

(In millions of dollars)

712
384

i,s36
4

2,936
4,344
1,915

6,72o
2,o38

436

247
- 3
25o

-1,045
+ 248

!31

Loans and investments of weekly report-

ing member banks - total 15,900 16,665 + 765

New York City 6,512 6,913 + 4ol
s9 other cities 9.3gg 9.752 + 36)4

Loans on securities - total

New York City
s9 other cities

Other loans
New York
89 other

United States
New York
89 other

securities
City
cities

Other securities
New York City
89 other cities

3.727 3,748 + 21
1,640 1,791 4. 151

2,os7 1,957 - i3o

4,554 4,704 + 3.5o
1,439 1,6o9 + i7o
3,115 3,095 - 20

4,631 5,254 + 623
2,33g2,435 + loo2,2I II

93 2,816 + 523

2,988 2,959 - 29
1,o95 1,075 - 20
1,893 1,8g4 - 9
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(Letterhead of)

FEDERAL RESERVE BANK OF NEW YORK

July 8, 1933.

Dear Governor Black:

beg to submit the following report of the discussions

in London in which I participated from June 11 to Tuna 17 separate-

ly with the representatives of the Bank of England and the Bank of

France, and jointly with representatives of our treasury, the British

and French treasuries.

As you know, the French government toward the end of May

sent a message to our government indicating that in their /udgment .

some steps toward stabilization of the exchanges should be undertaken

promptly and if possible even before the convening of the Y4or1d

Zconomic Conference. They accordingly invited our government to send

representatives of our teeasury and the Federal Reserve Bank of New

York to discuss this question with representritives of the British and

Freneh treasuries and banks of issue. Some sort of a joint meeting

was essential they thought in order that represent tives of the treas-

uries might explore and exchange views on the broader governmental

aspects of the question, that is, the more general economic policies

involved in stabilization, and in order that representatives of the

banks of i85136 might be available to as:ist by preparing any technical

arrangement which might be necessary to Garry out any plan of action

agreed upon between the governments. you have been informed, our

government decided to accept the invitation of the 'tent* government
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Governor Black - (2)

and advised both it and the British government that they had re-

quested Dr. Sprague to go to London to represent the United states

treasury, and me to represent the Federal Reserve Bank of New York.

Accordingly, on June 2, I sailed from New York together

with Dr, Spume and Mr. Crane, deputy governor of this bank. All

of the discussions in which I participated took place in London,

at the Bank of England or the British treasury. The representatives

from the other two countries were as follows: Sir Frederick Phillips

and Mr. Waley for the 3ritish treasury; Governor Norman, Mt. Hambro

and Professor Clay for the Bank of England; Messrs. Bizot and Ruoff

for the French treasury, and Governor Moret, Mr. Fernier and

Mr. Lacour-Oeyet for the Bank of France.

Representatives of the treasuries first met on Saturday,

June 10, the day after we landed, and had several meetings in the

next few days, in the course of which I understand questions of

policy within the province of the governments were discussed - ques-

tions such as the broader monetary objectives of the three countries;

possible limits in Which the dollar and the potnd might be kept, and

possible amounts to be expended for that purpose. My report, however,

concerns itself with the discussions of the three banks on technical

meRns rather than with discussions of the representatives of the

treasuries on the broader policies and decisions of the Tovernments.

On Sunday, June 11, the representatives of the central

banks werc requested to meet with the representatives of the *reas-

uries and were each asked four specific questions:

1. If no positive action is taken by the
governments or the central banks was
it the judgment of the banks of issueDigitized for FRASER 
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Governor Black - (3)

that the exchanges would remain steady

during the period of the World Economic

Confesellie.

To this question the representatives of all three banks answered no.

2. If, on the other hand, each of the govern-

ments Should declare to the other two

governments that it would take no act

calculated to disturb the exchanges, in

the absence of unexpected or unforeseen

events at home, would the exchanges re-

main steady during the period of the

conference.

To this question the vipresentatives of the threa banks answered no

on the ground that such a declaration would not remove all of the

factors which would probably result in fluctuations.

3. Would it be practicable for the banks of

issue to prevent dealings in forward ex-

changes for speculative purposes, and if

so would that remove the risk of undue

fluctuations in the exchanges during the

period of the conference.

There were differences of opinion as to whether or not it would be

practicable for the banks of issue to restrict such dealings in

forward exchange, but each of the three banks agreed that even if

practicable such restrictions would not remove the risk of fluctua-

tions.

4. In the event that it should be decided

by the governments to take steps to

limit undue fluctuations in the ex-

changes during the period of the eon-

Thrones, did the three central banks

have any technical methods to suggest

by "Satoh this might be assampliebed.

It was the opinion of the representatives of each of the three

central banks that if this were considered to be desirable thirs

were technical ways by *loch these fluctuations could be avoided or

limited during the period of the conference.
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Governor Black - (4)

Representatives of the treasuries then requested the banks

of issue to consider and to report back how this might best be dons

in the event that the governments should decide to adopt measures to

limit oxohangs fluctuations for a period.

The representatives of the three banks then withdrew and

for the next few days confined themselves to discussions of possible

technical means by Which wide fluctuations in the exchanges might be

restricted during the period of the oonferenoe. Our discussions

soon limited themselves to a consideration of a plan by which some

leveling out of the fluctuations in the exchange rates might be ac-

oomplished by a tripartite agreement to keep themisithin specified

spreads, to be agreed upon by the three governments, pending develop-

ments of the eonference.

I stated at the outset that I could not speak for our

government on any question of monetary policy or on any question of

rates or spreads in rates, nor could I in any way commit the Federal

Reserve Bank of New York to any technical arrangement, even if agreed

to by the treasury representatives, by which exchange fluctuations

could be leveled outs that the most I could do would be to recommend

the adoption of such an arrangement, if agreeable to the povernment,

subject to the approval of the directors of the Federal Reserve Bank

of New York, and the Federal Reserve Board.

In considering the technical machinery by which these ob-

jectives, if agreed upon by the governments, might be carried out I

suggested the possibility of an arrangement by which each of the

three banks would agree to expend a certain amount in an effort to

keep each of three currencies within agreed limits of fluctuation

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



Governor Black - (5)

more or less for the period of the oonferanoe. This arrangement

contemplated that each of the three banks Should agree to buy or

sell exchange to maintain the three currencies within the prescribed

limits and that each of the three banks would take the rink of its

own currency.

After considerable discussion of the arguments for and

against the various suggestions which were offered, including a pro-

posal to have the Bank of TAgland and the Federal Tleserve Bank of

New York each agree to limit fluctuations in their respective cur-

rencies by fixing and publishing buying and selling rates for limited

but not published amounts of gold, we concentrated our efforts on

working out a technical armament along the lines of our original

proposal. This arrangement Maly contemplated that we would en-

deavor to keep the dollar within spreads to be agreed upon in terms

of the rreneh gold franc and that we would intervene in the exchange

market, fixing buying and selling prices for francs at whatever rates

might be agreed upon by our government. TO the extent that we bought

francs we would convert them into gold to be earmarked for our ac-

count with the Bank of France free for export. To the extent that

we had to sell francs we would acquire them against gold earmarked

by us in. New York for account of the Bank of France free for etport.

In other words, all purchases and sales of francs which we would make

under the arrangement would be promptly settled in gold. It was also

contemplated that the Bank of England might operate in a similar

manner against the French franc but that as far as possible they would

Izeep the pound within agreed points through the purchase and sale of

gold in the open market in London.
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Governor Black - (6)

If adopted, this arrangement would have been effective,

subject to the proposed declaration of the governments, pending

the developments of the conference, unless any one of the three

banks had previously expended the determined amount of gold in

carrying out the terms of the arrangement. In that event it would

have terminated subject to renewal by mutual consent at the same

or new spreads in rates and for the same or new amounts of gold.

On June 16 the representatives et the lift etlEnglAnd,

the Bank of Frazee and ourselves agreed upon the text of a tech-

nical arrangement which me believed 'mild tend to level out undue

fluctuation in the exchanges for a limited period, and on that day

we reported our tentative agreement to this arrangement to the

representatives of the treasuries advising them that we would be

prepared to recommend its adoption by our respective authorities

provided the three governments agreed to have us do so, and provided

also that the governments agreed to the form of elovernmental declare-

tioh proposed by the representatives of the treasuries and submitted

to us on that day. While the text of the technical arrangement has

previously been presented to the Federal Reserve Board through the

Federal Reserve Bank of New York from London, I am as a matter of

convenience enclosing a copy together with a copy of the proposed

governmental declaration referred to in the text of the arrangement.

Having completed my discussions with the central banks on

Suns 16 and having submitted our proposed text of tenhniota arrange-

ment to the representatives of the treasuries for their consideration

and the consideration of the governments, I arranged to sail for

New York on Sunday, Tune 1S, having first procured the approval of

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



Governor Black - (1)

the President at whose invitation I had gone abroad. As you are of

course aware, the government has enneunied its unwillingness to

enter into any exchange agreement with the French asd British gov-

ernments at the present time. That being so, there has been no

occasion to recommend the adoption of the arrangement tentatively

agreed to by the representatives of the banks of issue in London.

This report will confirm the detailed oral report Which

I made to the Federal Reserve Board on Saturday, June 24, the day

after my arrivtl in Mew York.

Faithfully yours,

(signed) George L. Harrison

Governor

Hon. Eugene B. Black,
Governor, Federal Reserve Board,

Washington, D. C.

E1144. (2)
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1. lUbject to the adoption by the three Governments of

the declaration, the draft of which has been communicated to

them by the representatives of the Treasuries and which is

annexed to the present, the representatives of the three ;fixiks

of Issue would be willing to recolinerul the following proceeure

pending the developments of the Waterence4

2. (a) The Bbnk of nngland will use its beet endeavours to

maintain the sterlinT uric* of gold between and

per fine ounce and, if necessary to this end,

agrees to lose gold up to a net amount of fine

ounces.

(b) The Federal neserve Dank will use its bast endeavours

to maintain the dollar between and in

terms of the Prenah gold franc and, if necessary to

this end, amoes to lose gold up to a net =aunt of

fine ounces.

(0) The 3asic of Prance will be ready to deliver on demand

to the two other Banks any amount of gold

corresponding to deliveries of their purchases of

francs.

3. As soon as sqy one of the three Banks of Issae shall

have lost under this arrangement a net amount of fine

ounces of gold, this arrangement shall tem/nate but ray be

Yeassiod. with the same or new amounts and the *MO or new rates

10, audrool egromeozt hems* the three Banks.
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4. Only gold delivered to or earmarked free for export

for Banks of Issue or the Bank for International 3ettlelents

to be mounted for the purposes of Article 2(a) and (b) and

Article 3 of this arrangement.

5. While each of the three Banks of Issue may within their

powers dispose of their foreign exchanr,e hWince, nevertheless

so far as this arrancement is concerned the transfer into gold

and/or devisen of the Bank of ,:n(;landts exi3ting dollar bal-

ances shall be subject to mutual agreement between the Bank of

Znaland and the Federal Reserve 3ank of rew York.

6. In order to ensure its effective operation all the terns

of this arranlvment must be absolutely secret. Any public

announcement should be limited to a declaration by the Govern"-

lents that penAing developments of the Conference a terinorary

arrangement has been agreed between the three Banks to ensure

reasonable stability of currencies and that the Governments

concerned hal miven the necessary approvals to proceed with

ow, animsemwou

Viith Awe 1.1011.
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Aligax

1)2Cr4ANO:i 13X rkIM: cM4MXT4173*

1. The inform' conversations between representatives

of the Treasuries ane. the 3nnlz:.1 of Issue of France, Great

Britain and the United States of America have been concluAed.

2. These conversations have achieved the following

resUltst-

3. The French Government Ms confirmed its determination

to maintain the free wor'xi47; of the Gold Standard in ?ranee

within the freusework of its national monetary law.

4. The Governments an Banks of Issue of the 'Jnited Kingdom

and of the United states of Itlerica have stated that the stabili-

sation of their currencies on a gold basis =Aar proper conditions

forms the ultimate objective of their policy.

5. Both Governments and 3an1s of Issue agreed_ on the

necessity of limiting so far as it nay be feasible fluctuations

in those of their currencies vedoh are off gold from the beginning

of the Conference and dvrin(7 the period ihen the conference is

endeavouring to lay the groundwork for lasting stability - an

endeavour which has the unqualified support of the three Uovernments.

14 With the object as defined above in view, and without

attempting to fix at this tie* Us rotes of ultimate stabilisation

of the currencies off goV, the Governments of the three countries

haws sigreed on the necessity of an appropriate financial policy and

that they will not in the e.bsence of excentiona an unforeseen cir-

cumstances take any laeaeures which will be incoTInatible with the

principle of maintd.ning or restoring monetary stability.
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7. In connection with the above declaration a tertporax7

ioireigessent for cooperation has been agreed between the three

Boats of Issue.

8. The :,overnraents and Banks of Issue have d.ecided to

reniain in close contact for the execution of the prograrrie laid

down above.

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



CONFIDENTIAL 

July 11, 1933.

Hon. Dean Acheson,
Under Secretary of the Treasury,

'Ishington, D. C.

Dear "r. Secretary:

I an returning telegram from 3ecretary Hull, together with

lection IV of the letter from the Governor of the Bank for Inter-

national Settlements dated ray 7, 1933.

The Board has consid -red this matter today and feels that

this ection IV is an academic statement of principles pertinent

to the Gold Aardard on a bullion basis as existent in pre-war days

plus the suggestion of an enlargement of Central Bank cooperation

in effectuating the application of this Jta-rdard.

The Board is of the opinion that this acade;dc statement of

such principles is not applicable under present conditions in the

international monetary field and is especially not applicable to

monetary conditions in the United states, and feels that such state-

ment of principles subscribed to by our Government w.)uld be cofistrued

as some pronouncement of intention relative to the Gold Aandard,

would be unwise for this rerson at this time, and rii4it result in

R. revival of the distressini; situation reoently prevalent at the

conference arising out of the question of stabilization.

Very truly yours,

( 8 )

ieN9245

a. Black,

Governor.
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COPY

Secretary of Stat.:e

viashington.

GRAY

LOLD01,!

Dated June 30, 1933

Lead 6:30 p.m.

83, June 30, 10 p.m.

The follawinc inquiry should be transmitted to the

Treasury, Federal :eserve 1;oard and the i,'ederal f'serve Bank of

New York.

Is there any objection to adoption by the Conference of

Section 4 of B.I.S. Governor's letter of Aay 7th, copy of vilich is

inthe hands of the -ederal .eserve Bank of Lew York, as basis of

recommendation to central balksfor cooperation. At my suggestion

the first sentence will be chanced to read: "The proper functioning

of the gold standard required in the first place the adoption by each

individual central bank of a policy designed to maintain sound credit

eonditi ns and so far as within its power a fundamental equilitrium

of the 1,:dance of payments of its country." Avoid making minor changes,

if you a,ree in substance, as everyone else has agreed while I have

agreed under reservation pending your decision. 1-lease wire promptly

as Committee want to report out early next week.

ULL

CSB
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SECTIoN IV. of 13.I.3. GOT nos LITTTAR ON GENTARAL PRINCIY ; OF
TIN IORKING TNE GOLD STANDARD - Tay 7, 1933.

In so ftr s T.onetaty 7>olicy iz entrusted to Central ...tanks the 

folloii;statealents on theeneral princiiles of t?le o' the gold 

standard seem appropriate: 

Primary object of gold being its employment in settling in-

ternational balances, reserves should be concentrated in Central Tanks

and gold coin should. not be put in circulation (gold bullion standard).

b. The oroper functioning of the gold standard requires in the

first -. lace the adoption by each individual Central ..3adh: of a o1icy designed

to :laintain a fundamental equilibrium in the balance of payments of its

country. Co1d movements -ifnidh reflect a lack of such an equilibriul consti-

tute terefore an essential factor in deteruining Central 71an7,7. policy.

Gold movelents so far as they see .a to be of a more per-aanent

character shoul' noraally not be prevented from making their influence felt

both in the country losing gold and in the country receiving

Shoul be allowed freely to flow out of and into

the countries concerned, central banks should always be prepared to buy gold

at a publicly announced fixed price, expressed in their currency, and to

sell gold at a publicly announced. fixed price, exoressea in their currency,

the latter at least -Then exchange rates reach gold points.

e. Central banks should obtain fma their .71ar7.!:et the fullest

7ossible inforlation concerning the demands that miht be aade upon their

reserves.

f. 3ince as already stated -under k, the proper functionin7, of

the gold standard requires in the first place the adoption by each imlivi-

duzl Central sank of a nolicy designed to Aaintain a fundaawintal equilibri-

um in the balance of payments of its country, the discretion of each Cent'
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bank in re,7alating the workin,- of the r;old standard in its own country should

remain unimoaired. Central Banks Should, however, recognise that in addition

to their national task they have also to fulfill a task of international

character. Their aim Should be to coordinate the -7olicy pursued in the

various centers in order to contribute towards the satisfact
ory working of

the international 'told standard system.

:oreover, they should endeavor to adapt their leas-ires of credit

regulation, as far as their domestic 7,osition 7er7lits, to 
any tendency to.-rards

an undue chance in the state of general business activity.
 An ex2ansion of

general business activity of a kind which clearly cannot be 
peraanently

maintained, should lead Central banks to introduce 
a bias towards credit

restriction into the credit policy which they think fit to
 aZo:?t, having

regard to internal conditions in their own countries. 
On the other hand, an

undue decline in general business activity in the world at
 large should lead

them to introduce a bias towards relaxation.

In pursuing such a nolicy the Central banks will have done
 what

Is in their -.)ower to reduce fluctuations in business activit
y arid thereby

also undue fluctuations in the -)urchasing power of gold.

Ath a view to arriviw, at an agreed interpretation of the

data revealing the tendency of developments in general bus
iness activity,

and at an agreed policy, Central banks should consult togeth
er continuously,

each Central bank, in case of difference of opinion, acting on
 its own judg-

ment of the situation. The Bank for International Settlements constitutes

an essential agency for Central lank action designed to harmonize 
conflicting

views and for joint consultation. This instrument Should continue to be

employed, as far as ossible, for the realization of the principles set forth

In the present note. It Should continuously examine the application of the
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On Tuesday afternoon, July 11, 1933, :;:r. AcheBon brought

me message from the President that he desired Federal Reserve Bank

of New York to earmark twenty million of gold for the Bank of England,

such gold not to be exported for two weeks unless necessary, and such

gold to be used to establish a credit with Bank of England, which

credit was to be used to prevent the pound from going above

this procedure to be followed for next two weeks and then the situa-

tion might be reviewed. Upon receiving this message I telephoned

Governor Harrison of the Federal Reserve Bank of New York and asked

him to be in Washington on Wednesday morning, July 12th. Governor

Harrison came to Washington as requested and on the morning of July

12th I stated to him exact situation covered by the President's mess-

age. Governor Harrison was of opinion that situation could be handled

as requested and without loss to Federal Reserve Bank of lew York.

He was of opinion that result of action contemplated depended largely

upon nature of its reception by Bank of England. He felt that if it

was fully explained that it was a temporary measure intended onl
y to

prevent violent fluctuation of the dollar which might push the poun
d

above 4.86 it would be properly received by Bank of England w
ith

beneficial results, but if it was received and considered by Ban
k of

England as stabilization of the pound at its present high 
rate which

resultantly stabilized the dollar at its present low ra
te it would

not be accepted properly and might result in a demor
alization of both

currencies.

At twelve o'clock on Wednesday, July 12th, I c
onferred with

::essrs. James, Yiller, .3mlin and Thomas as members of 
our Board and

VOLUME 245
PAGE 53
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fully acquainted them wit. the facts of the situation up to that

hour. These Lentlemen expressed their views on the subject, and

were of opinion that if request was made by the President for co-

operation of the System in the plan outlined it would be proper to

give cooperation under the Boand's powers, Mr. James stating that

he desired fuller information.

At 4:30 on July 12th I conferred with the President on

this subject. I stated to him that I had received through Mr.

Acheson the message in question. Be stated the message was correct

except he wanted my views on the proposed plan. I stated to him

that I concurred in the views of Governor Harrison as to the probable

effects of this action, such effects being dependent upon the nature

of its reception by the Bank of England, and its success being de-

pendent upon its being received and understood by the Bank of England

as a t-emporary measure for the duration of two weeks only intended to

prevent such violent fluctuation in the dollar as would push the

pound beyond the 4.86 point, but I hoped that all this might be made

sufficiently clear to the Bank of England as to insure its proper

reception, and that if so its purpose should be accomplished. I

further stated that the action contemplated should result in tempo-

rarily quieting the unrest relative to rapid decline of the dollar

and if this resulted it would in my opinion be beneficial.

this the President concurred.

In
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I atated to the Presidunt that his message to me had been

laid before members of our Board for consideration and that Governor

Harrison would have to submit the matter to his Loard for its con-

sideration, as the Federal Reserve Bank of New York could not act

upon his suggestion without the approval of its Board, and that such

approval nust be transmittd to the Federal Reserve Board for its

action. After a full discussion the following plan was famed:

(1) The earmarking of :20,000,000 of gold by the Federal

Reserve Bank of Hew York for account of the Bank of England.

(2) The granting of a license by the President for the ex-

portation of this gold to the Bank of England during the next two weeks,

such actual exportation to be done only as and if necessary.

(3) This 1 20,000,000 to be employed as necessary to estab-

lish a credit for the Federal Reserve Bank of Hew York with the Bank

of England.

(4) This credit to be used by the Federal Reserve Bank of

New York during the next two weeks to avoid such fluctuation in the dol-

lar as to send the pound above 4.86.

(5) That Federal Reserve Bank of New York explain action

fully to the Bank of England so that it will understand that this action

is not a stabilization of the dollar, but is action intended during the

next two weeks to prevent fluctuation in the dollar to the extent that

the pound would pass the 4.86 point.

(6) That this action was to embrace only the pound and

that in the action the franc was not to be employed.

(7) That the earmarked or exported gold would be reported
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by the Federal Reserve Bank of New York in the usual manner.

(8) That this action would be handled through the

President, the Federal Reserve Board and the Federal Reserve Bank

of New York, the two agencies, the Federal Reserve Board and the

Federal Reserve Bank of New York, to take the usual and necessary

steps to perfect the plan.

After meeting with the President the proposed plan was

stated by me to Governor Harrison. I later informally stated this

full situation to Nr. Szymczak and Comptroller of the Currency

O'Connor as in.,erfbers of the Board.

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



••

iv)
•

CONFIDENTIAL 

•

BUSINESS AND CREDIT CONDITIONS 

•
July 1S, 1933

cr. 4

Summar,/

A rapid rise in business activity and a sharp a,:l.vance in commodity and se-

curity prices have been the outstanding developments of recent weeks. Industrial

production has increased from 60 -Iper cent of the 1923-1925 avera7e in March to SS

per cent in June, and the advance has not boen confi::.ed to consumption goods, as

was the case lart autumn, but has included the durable goods industries, which

constitute a large part of our production and the part +Iat &lows greater changes

frI m prosperity to depression. Of the increase in stec-, the major heavy industry,

hI , ever, the larger part has reflected a growth in orders from miscellaneous

sources and from the automobile industry, rathor than in o..7ders from the other

big consumers, such as railroads and the construction industry. Building activ-

ity is still on a relatively low level, although contract awards have shown con-

siderable increase in May and. June. Movement of freight has also increased mat-

erially.

Employment has also expanded, but at a much slower rate, as is usual in the

early stages of recovery, since giving more work to those on the payroll precedes

the hiring of new uorkers. About 2,000,000 persons have been reemployed—but the

number still idle is not less than 11,500,000.

Activity in some industries, such as textiles, shoes, and cigarettes, has

S een at such a rapid rate as to indicate accumu.lation of stocks in anticipation

of demand. This represents in part, in addition to recovery, a flight from

money, in view of tho uncertainty of its future value, and also anticipation of

the effects of such developments as the regulation of hours and wages under the

new codes and the imposition of processing taxes under the Agricultural Adjust-

ment Act.

9 7
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Wholesale prices as a whole have advanced by about 14 per cent. Of the major

groups farm products and foods, which had declined to the lowest levels, show

greater advances than other commodities. Certain commodities that are traded in on

organized exchanges and have world-wide markets have advanced by as much as 100 per

cent, representing somewhat more than the rise in world prices and the depreciation

of the dollar on the exchanges.

Member bank credit has expanded somewhat, chiefly throu7h the purchase of

United States securities by the banks and through the growth of brokers' loans,

and activity of bank deposits has shown a substantial increase.

Member bank reserves have been increased through the return flow of currency,

and excess reserves are once more between $400,000,000 and $500,000,000. Purchases

of United States Government securities by the reserve banks have been reflected in

a further decline of member bank indebtedness and in a reduction of the reserve

banks' holdings of acceptances to a negligible amount. Total volume of reserve

bank credit has remained practically unchanged at $2,200,000,000 since the last

week in May.

Money rates, which had increased sharply during the banking crisis, have de-

clined since that time and are now near the extreme low levels of last year.

Excess reserves

Distribution of excess reserves of member banks between banks in New York, in

Chicago, and elsewhere, is shown on the chart. The chart brings out the fact that

these excess reserves are not, as previously, concentrated largely in the two cen-

tral reserve cities. This redistribution is due chiefly to the fact that since no

interest can be paid on bank balances payable on demand the interior banks have

withdrawn a considerable part of their balances from New York and Chicago, and have

either added them to their own reserve balances at the reserve banks or invested

them for themselves in United States Government securities or open-market paper.
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Currency 

On July 12, 1933, the volume of money in circulation was at a level of

$5,667,000,000, inacating a decline of $1,914,000,000 from the all time peak

of $7,581,000,000 reached on March 13, 1933, but was still $1,175,000,000

above the low level of the present depression, $4,490,000,000, readhed in the

autumn of 1930. Money in circulation declined rapidly after the reopening of

the banks on March 13-15, and still continues to decline from wedk to week,

notwithstanding the increase in the demand for currency arising from enlarge-

ment of payrolls and increase in the volume of retail trade. This indicates

a continued return of money from hoards as banldng facilities are reestab-

lished.

The chart shows the volure of money in circulation for several past

years;
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Gold. in the hands of the public 

Gold. coin outside of the reserve banks and the Treasury on July 12 was

$320,000,000, less than at any other time in 50 years, and the amount of gold

certificates in circulation was $261,000,000, less than at any other time

since 1922.

Of these amounts probably not less than $250,000,000 of the gold coin and

$50,000,000 of the gold. certificates have been lost or destroyed or exported

without a record. Gold and gold certificates in tho hands of the public, there-

fore, aggregate probably not more than $300,000,000, tin(' smallest arno-unt in
•

many years.

During the current depression approximately $470,000,000 of gold went

into hoards, $275,000,000 in the form of gold coin, $170,000,000 in the form

of gold certificates and about $25,000,000 in the form of bullion. All of

the gold. certificates, three-fourths of the gold bullion, and $150,000,000

of the gold coin rere withdravm by the public during the first quarter of

1933. Since March 4, about $300,000,000 of gold coin, $500,000,000 of gold

certificates and practically all of the previously withdrawn gold bullion

have been returned to the Federal reserve banks and. the Treasury.

Outside of the United States there has been evidence of gold hoarding.

Monetary gold. in Europe outside of reported central bank holdings, after in-

creasing by $170,000,000 in the year 1932, increased by $240,000,000 in the

first quarter of the current year, and. by $50,000,000 in April, $130,000,000

in May, and $140,000,000 in June.
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Output of manufactures 

The course of manufacturing cutTlut from January 1919 to May 1933 is shown

in the accompanying chart, with separate lines for the total, for durable manu-

factures--including iron and steel, nonferrous metals, coke, lumber, automobiles,

locomotives, and ships—and for nondurable manufactures—mainly textiles,

leather, food, tobacco, rubber, and paper products. The underlying data are

adjusted for the usual seasonal variations. The chart shows that the increase

in total volume of manufacturing output from March to Juno was about one-half

in durable goods and one-half in nondurable goods; this is in contrast to de-

velopments in the autumn of 1932 when the output of textiles and other nondurable

products increased considerably, while output of durable products showed little

change. The chart also brings out the fact that output of nondurable manufac-

tures in June reached a level considerably above the 1523-1925 average, while

output of durable manufactures, which had )revicusly declined to extremely low

levels, was in June about 60 per cent of the 1923-1925 average.

Analysis of the recent increase in output of nondurable manufactures shows

that the advance in this group was general. At cotton mills activity advanced

sharply to a record level in June and output at woolen mills and shoe factories

was at an unusually high rate. The quantity of ciarettos manufactured in May

was much larger than that reported for any previous month and output continued

in large volume in June.

Among the durable goods industries the most rapid advance was in the

steel industry, where activity increased from 16 per cent of capacity in March

to 46 per cent in June, and about 55 per cent in July. This increase was
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largely in response to demands from miscellaneous sources and, to a lesser

extent, to increased orders from the automobile industry; demand for steel

from the construction and railroad industries continued at low levels. Lum-

ber production in June, although considerably larF;er than in other recent

months, was only 4o per cent of the 1923-1925 average. Limited demand for

structural steel, lumber, end other buildinz materials reflected current con-

ditions in the construction industry. Increased demand for steel from the

automobile industry reflected growth in activity in that industry during

April, May, and. June; production of cars in these 3 months  totaled about

650,000, as compared with about 500,000 in t"..e corresponding period of last

year and about 1,g00,000 in the corresponding months of 1929. In July there

has been little change in volume of output, although a decline is usual at

this season.

The construction industry

Changes in the dollar volume of work being undertaken in the construc-

tion industry are indicated on the accompanying chart of contracts awarded

for residential and other types of construction. The figures plotted are

three-month moving averages of the F. W. Dodjse data for 37 States, adjusted

for the usual seasonal variations. The last point in each instance is based

on reports for May and June and on an estimate for July.
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The dlart dLows that contrcts both for r for other types

of constrIction have recently increased by a consie.ernble amount. Monthly

fiE-ures, which often fluctuate widely, ow lar.Tfer increases. Total awards

increased fror. 57,000,C00 in A)ril, usually the ..)eak month of the year, to

$77,000,000 in May, and to (103,000,000 in June. As the construction work

in7olved in any contract is spread over several months, recent increases in

contracts have not yet been fully reflected in the volume of construction

wor:%: that is actually Foing on.

The recent level of contracts shown on thu chart, while considerably

higher than in othfx recent months, is, nevertheless, only abalt one-fifth

of teI9 average. There has been a sUbst:Intial decline in costs in

the interval, so that a given vzdua of contracts represcnts more buildin7

now than it did then, and work done by public utilities and governmental

agencies without contracts has not declined so much as contract work, but

after making rough allowance for these factors it is clear that the physical

volume of work being undertaken in this industry is currently much smaller,

relative to th,: 1923-1925 average, thrin the current volume of industrial

activity.

During the coming months the enlarged expenditures by the Fcderal Gov-

ernment will be a factor of somc importn:lco. Such expenditures in the past

twelve months have probably been around $500,000,000, and the maximum outlay

provided for in the public works pro6:ram is $3,300,000,000, of which $100,-

000,000 is set aside for the Acricultural AdjustrAent Administration and the

FiT.rm Credit Administration. To date the experZatures definitely approved and

largely to be made within a year ar3 about $750,000,000--comnrising $400,000,000
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for roads, $238,000,000 for navy building (not included in the usual totals

of "construction"), $65,000,000 for public works (chiefly Boulder Dam), and

$50,000,000 for national forest highways. Further proposals are now under

consideration.

Total construction outlays in 1932, public and private, approximated

$4,000,000,000.

Employment and income 

Employment and income of wage-earners, leading factor in the purchase

of consumers' goods, has not kept pace with the increase in production in the

last three months. The depression has promoted a great deal of labor saving,

and in the early stages of recovery a larger volumo of production is possible

without the employment of more workers. This is especially true at a time

like this when work is spread among many employees and short-time operations

prevail. The large increase of 55 per cent in output of basic manufacturing

industries from March to June has, in fact, been accomplished with the addi-

tion of only 650,000 factory workers, or 13 per cent. The mining industries,

which increased their output by 9 per cent, did so without employing any addi-

tional workers; in fact, the number of their employees declined by about

50,000 between March and June, principally because of reductions in working

forces at anthracite mines. The recent increase of railroad freight traffic

between March and May necessitated hiring not more than 20,000 employees, or

2 per cent. Added activity in these basic industries spreads in a widening

circle, however, and has come at a time when agriculture and other seasonal

industries are employing more men. The American Federation of Labor estimates

that between one and three-quarters and two million workers have found jobs
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since March. Unemployment, however, is still estimated at more than 

500,000.

Factory workers! earnings increased by 26 per cent from early March to

June, but they are still as small as in the spring of 1932, and are about 55

per ceat smaller than in 1929. This apparent disparity between the increase

in manufacturing production and factory payrolls is due in part to the sources

of statistical material; measures of production do not include mnny finished

goods, such as clothing, which require a relatively large amount of labor, but

are based chiefly on output of semi-finished products, in which labor is rela-

tively less important.

Similarly, income of railroad workers, while it has increased recently,

is about half as large as in 1929, while miners are now earning 15 per cent

less fthan in March and 70 per cent less than in 1929.

The following table compares production, employment, and earnings in the

year 1929, and in March and June 1933, for manufacturing and mining, with cer-

tain data also for railroads. The chart compares, for manufactures, the caurse

of production, employment, and payrolls during recent months and for a series

of years.
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CHANGES IN OUTPUT, EMPLOYMENT AND EA2NINGS IN BASIC INDUSTRIES

(Output and carloadings, unadjusted index numbers of Federal
Reserve Board, 1923-1925 en 100; eraplopient and earnings,

estimated totals)

1929 March June Change
(year) 1933 1933 March to June '933

(Per cent)

Manufacturing

Output 119 5g P g9 + 55
Number of wage earners
(In thousands) g,g39 4,941 p 5,595 + 13

Payrolls, averace weekly
(In millions of dollars) 223 76 p 96 + 26

Mining 

Output U. 74 SO + 9

Number of wage earners
(In thousands) 712 421 373 - 13

Payrolls, avemge ueekly
(In millions of dollars) 19 6 5 - 15

Railroads

Carloadinzs 106 46 Go + 26

Number of employees 1,6S6 934 *951 *+ 2

Payrolls, average weekly
(In nillions of elollars) 57 25

lj Preliminary.
*/ May figures, latest available.

• • •

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



•

PER CENT 
PRODUCTION EMPLOYMENT AND PAYROLLS IN MANUFACTURING PERCENT
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Commodity prices 

In wholesale commodity markets prices have been riring since the first

week in March, and up to mid-July the average level had advanced by about 14

per cent, according to the indDx of the Bureau of Labor Statistics which in-

cludes nearly SOO commodity quotations.

Wholesale prices of manufactured goods and of materials not sold in or-

ganized markets have advanced much more slowly than those of staple raw

materials. This is especially true of -prices for finished and semi-finished

metal products, fuel and lighting materials, household articles, chemicals,

etc. In textiles, foods, leather, and other industries in which raw materials

constitute an important factor in cost of output and in which there has been

an increase in demand prices of finished goods have advanced rather rapidly.

The chart shows the course of prices of all commodities, of farm products,

of foods, with weekly figures since the beginning of 1932, and of all other

commodities, for which only monthly figures are available. The large increase

in prices of farm products during recent months reflects in large part a

rapid advance in grains, accompanying weather conditions harmful to the grow-

ing crops, and in cotton, accompanying the development of measures for cur-

tailing the current crop; considerable improvement in prices of dairy products,

fruits, and vegetables; and a moderate advance in live stock.
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Relative changes in prices of finished products and of the raw

materials from which they are made are illustrated on the following

chart for four different groups of commodities—foods, textiles, leath-

er, and iron and steel. In each case the comparison is made in terns

of index numbers with the average for the year 1929 as 100. The chart

shows that during the past four years the price of raw materials in

each of these groups declined to a mach greater extent than the price

of the finished product. During recent months, however, when the di-

rection of price movements has been reversed, ray material quotations

have risen in general mach more rapidly than prices of finished products,

with the result that for the groups shown on the chart the spread be-

tween the two types of quotations has been considerably reduced. In a

few cases, however, where demand has been especially heavy, analysis of

the underlying data shows that prices of finished goods have risen at

about the same rate as the price of raw materials, and for some ,goods,

such as cotton textiles, the rise has been oven more rapid.
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The prices of international commodities, particularly raw materials that

are traded in on organized exchanges, have advanced rapidly in this country

since the middle of April, reflecting an increase in world priceFl, the de-

cline in the exchange value of the dollar, and in certain instances other

factors which have been operative in the American markets.

ahanges in the exchange value of the dollar in relation to the British

pound aro shown in the upper section of the chart which compares fluctuations

in the Paris quotations of the British pound and the United States dollar.

The comparison is made in terms of the French franc, the most important cur-

rency now on a gold basis, and shows percentage chan3us in quotations as com-

pared with February of this year. The quotation on the dollar had fallen by

about 15 per cent in early June and is now 30 per cent lower, in terms of the

French franc, than before the United States went off the gold standard. Mean-

time, the British pound, in terms of the franc, has doclined by only 2 to 3

per cent, so that British markets since February have reflected sUbstantially

the changes in world gold prices.
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The extent to which the rise in prices of international commodities in

American markets has corrusponded, on the One hpnd, to charms in the value

of the dollar dbroad, and on the other hand, to chan;es in world prices, is

shown on the lower section of tle chart. Each of the three lines represents

a simple index since January of daily prices of six basic materials--cotton,

lard, silver, copper, tin, and rubber. The lower line is an index of these

six international commodities in British markets in terms of the pound

sterling, and shows that on the average, prices of those commodities in

Great Britain had advanced by about 33 per cent between February and the

first week in June, and since that time they have declined slightly, fluc-

tuating around a level 30-35 per cent above that Drevviling in February.

Meanwhile, prices of these commodities in the United States, illustrated by

the upper of the three lines, had advanced by about 65 per cent by the first

week in June, or almost twice as much as in British markets. In the next six

weeks, while world prices declined slightly, American prices of these commod-

ities continued to advance rapidly, and in mid-July were almost twice as high

as in February. Of this rise of nearly 100 points in the index by mid-July,

about 35 points represent a rise in the world "price level, another 55 points

the depreciation of the dollar, and about 10 points represent price advances

in American markets in excess of both the advance in British prices and of the

decline of the dollar in the exchange market.

It is to be noted that depreciation of dollar exchange encourages our ex-

ports only to the extent that it is not accompanied by a corresponding advance

in our prices. Commodities that have advanced in price more rapidly relative

to world prices than the dollar has declined are in a less advantageous posi-

tion in world trade than they wore before the dollar began to depreciate.

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



A

eo. 22,

Finished goods, an the other hand, which have advanced in price considerably

less than the dollar has declined, have gained an advantage in export trade.

Security prices 

Security prices, after an irregular decline from September of last year

to March of this year, began to advance early in April, both for stocks and

for bonds, and this has continued without important interruption to the

present time. The gains in stodk prices have been very rapid, the Standard

Statistics weekly index rising in a little over three months from 42 per cent

of the 1926 average to about g5 per cent. A comparable percentage increase

required over two years in the bull market of 1927-1929. The present level

of stock prices is roughly two and a half times as high as that of June 30,

1932. In bonds the gains have been most notable in the speculative issues.

The average price of all domestic corporate dbligations listed on the New

York Stock Exchange has increased from $6o on the first of April to approxi—

mately $76 at the present time. United States Government obligations, which

declined Sharply during the spring banking crisis, have almost completely

recovered the ground lost at that time and, except for a few days in January

and February of this year, are now at their hi ghost level since September

1931.
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Apart from offerings of United States Government securities, which exceeded

retirements by $1,700,000,000 during the first six months of the year, new bond and

stock issues have been negligible. Corporation offerincs, including refunding is-

sues, have been about $200,000,000, while State and municipal offerings have been

less than $250,000,005. These new issues have been exceeded in volume by maturities

and redemptions of outstanding securities, which for corporations alone amounted to

over $500,000,000. During the six months under review the Reconstruction Finance

Corporation supplied more money to corporations than they raised in the security

markets, advances being $650,000,000. Advances to State and local governments by

the Reconstruction Finance Corporation and the Emergency Relief Administration were

about $250,000,000. The recent improvement in security prices has been a factor in

stimulating some increase in flotations, but as yet the increase has been very

moderate.

The mortgage money market 

New mortgage loans on real estate have declined to a negligible amount. The

financial institutions which ordinarily supply most of the new mortgage money are

for the present at least almost out of the market. The recent experience of com-

mercial banks with frozen real estate loans has disinclined them to further mort-

gage commitments. Mutual savings banks are currently suffering a shrinkage of de-

posits and are more interested in liquidating existing real estate loans than in

making new ones. Building and loan associations are for the most part still oper-

ating under restrictions and are therefore making few now loans. Life insurance

companies have also almost ceased buying mortgages. The mortgage institutions re-

cently set up by the Government are primarily concerned with the refinancing of

old mortgages rather than with financing new borrowing. Their activities have not

yet produced a supply of money at reasonable rates for the support of construction

activities. This situation has been a factor in the tardiness with which building
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has revived.

Member bank credit 

The revival of business so far has not resulted in a considerable growth of

bank credit, but has been reflected in a more active use of the credit already out-

standing.

Since the middle of June loans of member banks have reflected chiefly a growth

in brokers' loans, accompanying increased activity on the stock market and the rise

in security prices. Bank loans to brokers in New York City increased from a low

point of $375,000,000 on April 12 to $732,000,000 on June 14 and to $955,000,000 on

July 12. The increase was for the most part in brokers' loans by New York banks

for their own account, though loans for account of out-of-town banks also increased.

Security loans to others than brokers declined daring the period, but not by an

amount sufficient to offset the growth in brokers' loans.

Member bank investments in United States Government securities, which had in-

creased rapidly between the middle of March and the middle of June, changed rela-

tively little after that time. Investments in other securities showed little change

and loans other than security loans showed no considerable growth.

The banks' deposit accounts since the middle of June have reflected chiefly

the effects of the Glass bill, which prohibits the payment of interest on demand de-

posits. Between June 14 and July 12 net demand deposits of the reporting member

banks in 90 cities declined by about $500,000,050, while time deposits increased by

$250,000,000 and bankers' balances decreased by about $300,000,000.

Unlicensed banks 

The volume of deposits frozen in closed banks or banks operating under re-

strictions continues to be a retarding factor in the recovery of business, although

progress has been made in diminishing the amount of deposits tied up in restricted

banks.
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Notwithstanding this progress there was still at the end of Juno a large vol-

ume of deposits in banks not having licenses or operating under restrictions.

About 1,100 member banks with deposits of over $1,000,0C)0,000 had not yet been

licensed; mutual savings banks with deposits of $7,000,0. 0,000 were operating under

restrictions regarding withdrawals, and about 2,000 other nonmember banks with de-

posits of about $1,000,000,000 had not yet been licensed or were operating on a re-

stricted basis.
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1. BanITs that are .n' good. cotton

2. Bankt Which are 10 fair condition, and ,
which can obtain locally sudh financial
assistance az will afford them relief
in the matter of their capital stracture

3. Banks that are in a weakened condition
and will require assistance in the way
of preferred stock to build up and
strengthen their capital structure cer—
tainly before JUne, 1934

L. 4. 

Banks that are, or in the near future r;
become, emergency cases, and that reouire
attention now in the matter of rebuilding
their capital stracture thruei. preferred
stodk and/or mAy need additional credit
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July 20, 1933.

PRELIMINARY IMIORANDUM. FOE THE cpar MARKET COMMITT 14.14;

2.21.2p213.

During the past month there has been
 a considerable further increase in

business activity, a strong rise in co
mmodity and security prices, and a furth

er tm-

provement in the banking situation. Indications of the extent of the rise in

business activity and in prices from the
 low points of the year are given in the

following table:

Per cent

1933 Low Latest Change 

Industrial Production   60 (Mar.) E38 (June Prel.) + 4-6.7

(F. P,,, Board monthly index)

Merchandise and miscellaneous carloadings
 46.1 (Mar.11) 60.7 (July 8) + 31.7

(F. R. Bank of N. Y. weekly index)

Wholesale prices of 285 commodities - - 59.6 (Ilar.3) 69.5 (July 14) + 16.6

(F. R. Board weekly index)

Wholesale prices of 15 basic commodities 78.7 (Feb.4) 148.9 (July 18) + 89.2

(1.1body's daily index)

Prices of 90 stocks  

(Standard Statistics Co. daily index)

U. S. Government bonds

(F. R. Bank of N. Y. average)

Domestic Corporation Bonds  

(Stan.Stat.Co. daily index of 60 units)

Dollar-franc rate of exchange

43.9 (Feb.27) 96.9 (July 18) +120.7

98.8 Mar.3) 103.2 (July 18) ' + 4.5

63.6 (Mar.3) 83.3 (july 18) + 31,0

.039179 OPar) .057025 (Tuly 18) 4- 45.5

Syatem qpen market purchases were resumed
 in the week beginning May 18.

To July 19 the System bought $180,000,000 of
 securities, member bank reserves in-

areased $170,000,000, and surplus reserves i
ncreased $150,000,000 (from $311,000,000

on May 17 to $460,000,000 on Tuly 19). These change's in reserves are ascribable

mainly to a decrease of money in circulation of 
$220,000,000. Total Federal Reserve

Credit decreased $55,000,000, owing chiefly to
 a decrease of $165,000,000 in
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rediscounts and of $70,000,000 in bills, which have brought discounts on Tuly 19 to

the very low figure of $164,000,000 and bills to $10,000,000. It is to be expected

that the continued inflow of currency from hoarding will further decrease discounts

and further increase member bank reserves. In the period May 17 to Tuly 12 loans

and investments of weekly-reporting banks increased $378,000,000 and total deposits

$641,000,000.

The chief feature of recent weeks has been the transfer of surplus reserves

from New York to the interior. From May 24 to Tuly 18 New York City surplus reserves

declined $137,000,000 to $29,000,000, while surplus reserves outside New York in-

creased $190,000,000 to $400,000,000. The main outlines of the movement of surplus

reserves since the bank holiday are as follows:

Member Total N.Y.City Outside
Bank Surplus Surplus Surplus

1933 Reserves Reserves Reserves Reserves

Tanuary 4 2514 578 274 304
March 8 1776 88 0 88
April 19 2159 426 200 226
May 3 2034 260 16 244
May 17* 2114 311 84 227
May 24 2194 376 166 210
Tune 14 2281 410 125 285
Tune 28 2286 465 61 404
Tuly 5 2219 392 - 22 414
Tuly 12 2269 447 + 22 425
July 18 2252 est, 430 est. 29 401 est.
Tuly 19 2282 est. 460 est, - -

*Open market purchases resumed.

While the transfer of reserves from New York to the country appears

to have begun in May, it has been most marked since Tune 14 following the passage of

the Banking Act of 1933. The termination of interest payments on demand deposits has

been followed by large withdrawals of bankers, balances from New York and by an even

larger decline in New York net demand deposits. On several occasions since Tuly 5

the New York City banks have had to borrow Federal funds. New York City deposits
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"due to bnnks" have experienced very wide swings during the current depression, and

now amount to about $1,200,000,000. Despite the recent withdrawals, they are still

some $200,000,000 to $300,000,000 above their average post-war level. The current

decline has followed a very rapid building up of these balances in the period from

the bank holiday to the middle of May.

The reduction in New York reserves has been accompanied by some firming

tendency in money rates indicated particularly by increases in the rates on Treasury

vtl
bills from 0.245 to 0.39%.
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October 7, 1933.

PRELIMINAE Y IMIOEANDUM FOR THE FEDERAL OP EN.
MARKET COMMITTEE, OCTOBER 10, 1933

Since the July meeting of the Committee, the gold value of the dollar

has fluctuated widely and on the whole has shown a further decline, but commodity

and security prices, instead of showing a further rise, have had a considerable

reaction. Industrial activity has declined somewhat, especially in the indus-

tries that expanded operations most rapidly from March to July. Excess reserves

of member banks have been increased further to between 4;700,000,000 and $soo,000,00a

largely as the result of open market purchases of Government securities by the

Reserve Banks, and have became widely distributed, but in general there has been

no further expansion of member bank credit.

During the latter part of July, the depreciation of the dollar in terms

of gold was reduced from Si per cent to about 26 per cent, but, after holdinc7

around the latter level during the first three weeks of August, the depreciation

of the dollar increased rapidly and since the middle of September has been between

34 and 36 per cent. Although fluctuations in the value of the dollar have been

followed to some extent by the prices of basic commodities, especially the

principal import commodities and certain farm products such as cotton and grain,

basic commodities in general have shown no net rise since August, and a considera-

ble decline since the middle of July, despite the further depreciation of the

dollar. In fact, there have been indications that the depreciation of the dollar

as a stimulus to speculative buying of commodities has been losing force.

As the accompanying diagram shows, basic commodity prices in terms of

gold, Which during June and July showed an average increase of at least 15 per

cent over April 1, in the early part of October showed a small decline.
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Per Cent Chanse in Prices Since Aril 1 

July
High Point Latest

Basic Commodities, Wholesale (Moody's index) +72.3 (July 18) +50.9 (Oct. 5)

All Conmodities, Wholesale (B.L.S. index) +16.0 (July 22) +19.3 (Sept. 30)

Price of Gold* +45.6 (July 13) +54.4 (Oct. 5)

*Comnuted from French franc quotation

Change in Commodity Prices Eelative to Price of Gold Since April 1 

Basic Commodity Prices +18.3% (Xu1.18) - 2.3% (Oct. 5)

All Cormodity Prices -16.5% (Jul.22) -22.6% (Sept.30)

Vihile basic comodity prices have shown wide fluctuations and in general

some decline since the middle of July, general indexes of Wholesale commodity

prices that include prices of finished goods have continued to move gradually up- (

ward, reflecting the increased cost of producing finished products. Since the \

beginning of April, however, the rise in the general commodity indexes has been

less than 20 per cent, as compared with a rise of more than 50 per cent in the

price of gold, so that, in terms of gold, the general level of commodity prices

in this country has shown a considerable decline.

The influence of the depreciation of the dollar on the security markets

\,also has shown signs of weakening during the past three months. In fact, in the

case of bond prices, the recent effect of dollar depreciation has been adverse,

whereas during the earlier depreciation of the dollar from March to April bond

Prices rose along with stock prices. The recent decline in bond prices appears

to have been due partly to a flight of domestic and foreign capital from this

country, and partly to a transfer of investment funds from bonds to stocks, both

movements being caused primarily by uncertainty as to the future value of the dol-

lar. The decline has canceled approximately 40 per cent of the rise in bond
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prices from April to July, and, by again increasing the depreciation in bank in-

vestments, has had an adverse influence on the banking situation. Durinc, the

past feu days, however, greater stability of the dollar has been accompanied by a

samewhat fir= bond market.

Bank Credit 

The total loans and investmnts of reportinc member banks in principal

cities have shown no further expansion since the middle of June, as the following

diagram shows, notwithstandinF; the fact that excess reserves of member banks have

doubled. Loans other than security loans of reporting banks have continued to

Show a gradual increase, but there has been som decline in security loans, and

the increase in investments has been checked. Government security holdings, in

which the principal expansion of bank credit has occurred during the past two years,

have shown no further increase, probably due in part to the heavy demand for such

securities following the elimination of interest payments on demand deposits, and

in part to Reserve Bank purchases. Other investments, .!hich are not dhown in the

diagram, have shown little dhange in many months.

It is probable that member banks have been restrained from extending

further credit, especially throuch investments, by the various uncertainties in

the situation - specifically the uncertainties relatinE to the future value of the

dollar, the business prospect, and the effect of the insurance of bank deposits.

Recent Business Developm.ents 

During the past tuo months there has been a considerable slackening of

industrial activity, especially in the industries that expanded operations most

rapidly from March to July in anticipation of higher prices of raw materials and

higher production costs. 'Meanwhile, there has been a slight tmprovement in the

construction and equipment industries, which tended to lac in the early stages of
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business recovery, but operations in these industries remain at a very low level

relative to past years. A large part of the existing unemployment is due direct-

ly or indirectly to the depressed conditions of these industries, which are -

dependent upon the employment of new capital. The public works program of the

Governnent and proposed loans to railroads for rail and equipment purchases will

tend to cause some further revival in the heavy industries during the coming

months, but a resumption of private investment which is needed to bring about a

full recovery of the heavy industries, is not yet in prospect, as the flotation

of new capital issues remains practically at a standstill.

Notwithstanding the curtailment of operations in several important in-

dustri-_s since July, the reemployment of workers in manufacturing and other

industries has continued, due largely to the adoption of industrial codes under

the National Recovery Act. By the end of August the increase in the number of

workers elaployed was estimated by the American Federation of Labor at 2,800,000,

and same further increase probably occurred in September. As the work of bring-

ing industries under N.R.A. codes is brought toward completion, however, the

problem of eliminating unemployment depends more largely upon recovery in the

industries that have lagged.
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CONFIDENTIAL 

REPORT OF OPEN MARKET OPERATIONS TO MEETING OF THE
FEDERAL OPEN MARK7T COMMITTEE HELD IN WASHINGTON

ON OCTOBER 10, 1933

At the time of the last meeting of the Federal Open Market Committee

held in Washington on July 20, 1933, the total amount. of holdings of United

States Government securities in the System Account was - - - $1,810 349'500.

Under authority of resolutions adopted at the meeting of the Open

Market Policy Conference on April 221 1933, later amended by telegraphic vote,

approved by the Federal Reserve Board on May 12, reaffirmed by the Federal

Open Market Committee on July 21, and by the Federal Reserve Board on July 24,

and by agreement of the Executive Committee, purchases of short-term United

States Government securit ies were made for the System Acc cunt as follows:

Week ended July
u u Auust
Pt 11 If

u u u

26
2
9
16

$10,000,000
10,000,000
10,000,000
10,000,000

u u 23 35,000,000
11 ft ?? 30 36,000,000
It ft September 6 37,300,000

Pt Pt 13 36,000,000
20 36,000,000

PP Pt fl 27 36,000,000
Pt Pt October 4 35,500,000

Total Purchases 291,800,000

These purchases increased the amount of total holdings in the System Account

to •••• <2,102,149,500

Other transactions effected in the System Account since the

July 20 meeting consisted of

(1) Redemption of $254,263,000 aggregate
amount 01 Treasury bills at maturity,
and t22,651,700 - 4,'.0 Treasury certif-
icates of indebtedness maturing August
15, 1933, which were replaced by pur-
chases in the market of $276,914,700
aggregate amount of short- term issues
of government securities.
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(2) Exchange at maturity, by exchange subscrip-

tion, of 437,753,300 - 4% Treasury
certificates of indebtedness, matured
August 15, 1933, and $93,563,000 -
1 1/4% Treasury certificates of indebt-
edness matured September 15, 1933, for
like amounts of 1 5/8% Treasury notes
due August 1, 1935, and 1/4% Treasury
certificates of indebtedness due Tune
15, 1934, respectively.

(3) Exchange in the market of $94,370,000 aggre-
gate amount of short-term issues of
government securities for a like par
amount of other issues of short-term
government securities.

(4) Sale to various Federal Intermediate Credit
Banks of c;24,500,000 - 1 1/4% Treasury
certificates of indebtedness, due
September 15, 1933, which was replaced
by purchases of other issues of govern-
ment securities - 421,500,000 from the
Federal Intermediate. Credit Banks and
$3,000,000 in the market.

The following is a statement of the issues of United states Govern-

ment securities held in the System Account on Tilly 19, 1933 (as reported to

meeting of Federal Open Market Committee on July 20) and on October 4, 1933:

July 19, 1933 October 4, 1933

U. S. Treas. Bills due July 26, 1933 ;W3,700,000 0
ti u Au:4ust 2, 1933 800,000 0

fl 9, 1933 14,400,000 0
u u 16, 1933 20,600,000 0

23, 1933 17,500,00 0
u u 30, 1933 28,950,000 0

September 6, 1933 19,500,000 0
u u 20, 1933 20,830,000 0

in in u 27, 1933 25,895,000 0
u u u October 4, 1933 35,688,000 0

in in u 11, 1933 14,000,000 2,300,000
u u 18, 1933 800,000 20,000,000u u 25, 1933 0 18,425./000

November 1, 1933 0 23,800,000
8, 1933 0 29,980,000

u 15, 1933 0 20,500,000u ti 22, 1933 0 33,171,000
29, 1933 0 58,950,000u December C, 1933 0 41,900,000

” ” 20, 1933 0 17,200,000u
27, 1933 0 49,845,000'

" January 3, 1934 0 37,250,000
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4 % Cert. of
1 1/4%
3/4%

4 1/4%
3/4%

3 % Treasury Notes
1/4% Cert. of Inds

2 1/8% Treasury Notes
3 %
1 5/8%
2 7/8%
3 1/4%
2 3/4,:o
3
3 1/4%
2 5/8%
2 7/8%
3 1/2%
4 1/4%
4 1/4% Fourth "

ti fi ft

ft

Ind. due August
" September

December
Pt

PI

ft ff ft VP

If

Pt

I/

ft

ft

It ft

ft

ft

First

ft ft

Pt

Pt Pt

L/L Bds of
PP

H Pt

3

15, 1933
15, 1933
15, 1933
15, 1933

March 15, 1934
Ilay 2, 14
June 15, 1934
August 1, 1934
June 15, 1935
August 1, 1935
April 15, 1936
August 1, 1936
December 15, 1936
April 15, 1937
September 15, 1937
February 1, 1938
June 15, 1938

1932/47
1932/47
1933/38

tt

July 19, 1933 October 4, 1933 

00,405,000
182,433,000
85,754,000
101,020,000
133,650,000
107,887,000

0
148,277,000
90,577,000

0
116,487,500
32,892,000
70,443,000
33,025,000
58,650,000
19,570,000
1,000,000
25,025,000
29,000,000

281,591,000

4..
0
0

73,254,000
99,520,000

157,400,000
108,387,000
134,563,000
153,602,000
106,748,700
72,053,300

159,604,500
46,092,000
88,693,000
63,875,000
80,100,000
25,570,000
19,750,000
25,025,000
29,000,000
281,591,000

4,810,349,5002,102,149,500

Participation and Outright Holdings of
United States aovernment Securities 

All Reserve Banks have participated in new purchases to the full amount

of their allotments on the basis of the resolution of the Open Market Policy

Conference at its meeting on April 22, as follows:

executive
system of
purchases
at a more

VOTED to be the sense or thr, conference that the
committee should be instructed to work out a
allotment of existing holdin14s as well as new
of government securities with a view to arriving
equitable relationship of reserve percentages.

The percentages of allotment from week to week are snown in the attached 'Exhibit D.

The actual formula used for allotments was as follows: from May 31 to September 20,

ratio of each bank's excess reserves over a 55 0 ratio TO the System total; from

September 21 on, ratio of each bank's excess reserves over 50% to the System total.

A further Exhibit E shows the changes in the reserve percentages of the different

Federal reserve banks on April 26, July 26, and on October 4, showing that the

allotment of securities in accordance with this program has resulted in some

equalization of reserve percentages.
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The following is a statement showing the amount of each Reserve bank's

participation in the new rurchases made for System Account since July 20, 1933,

and in the total holdings in the System Itccount on October 4, 1933, and each

Federal Reserve bank's holding ratio, i.. e., the ratio percentage that each Federal

Reserve bank's holdings in the Account bear to the total holdings in the Account,

also, the amount of each Federal Reserve bank's outright holdings of United

States Government securities at the close of business October 4, 1933:

participation in
New Purchases

Participation in
Total Holdings

Holding
Ratios

Outright
HJ1dings

Boston -I 145,386,000 7 % 703,550
New York 45,617,000 677,091,500 32 1/4% 120,296,550
Philadelphia 14,209,500 155,534,500 7 1/4% 3,385,500
Cleveland 18,665,000 203,169,500 9 3/4% 0
Richmond 13,857v500 72,540,500 3 1/2% 0
Atlanta 10,237,500 66,412,500 3 1/4% 26,200
Chicago 104,287,000 360,991,500 17 1/4% 62,741,700
St. Louis 12,582,000 86,991,000 4 % 500,000
Minncapolis 5,196,500 54,883,500 2 1/2% 7,089,050
Kansas City 12,766,000 76,050,000 3 1/2% 181,600
Dallas 2,778,000 46)302,500 2 1/4% 10,000,000
San Francisco 19,964,500 156,796,500 7 1/2% 0

Totals ,'„2,102,149,500 100 '70 8204,924,150

On September 15 and 20, the Federal Reserve Bank of Dallas increased

its participation in the System Account $2,500,000 and $2,000,000 respectively,

in order to improve its earning position for the balance of the year. This sale

was made from the Federal Reserve B6nk of New York's participation temporarily

and later apportioned between the Federal Reserve banks, which expressed a desire

to participate in the sale as follows:

Boston 323,000 Chicago $780,000
New York 1,578,000 St. Louis 198,500
Philadelphia 346,500 Minneapolis 127,000
Cleveland 472,000 Kansas City 165,500
Atlanta 151,500 San Francisco 358,000
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System Purchases of Bankers Acceptances

Only a negligible amount of bankers acceptances was purchased by

the System since the July 20 meeting and no purchases or allotments were made

by the Federal Reserve Bank of New York.

Appended are statements showing the following:

Exhibit "A" - Maturities of Holdings in System Account
at the tnd of each Month, 1932-33, and
October 4, 1933.

- Appreciation or Depreciation of United
States Securities Held in System Special
Investment Account as Represented by Book
Values and ML:rket Bid Prices as of Close
of Business October 4, 1933.

"C" Statement Showing Earnings of all
Federal Reserve Banks for the
First Eight Months of 1933.

"D" - Statement Showing Percentages used
for Apportionment of New Purchases
of United States Government Secur-
ities each Week Since July 20, 1933.

IlEtt - Reserve Percentages of Federal eserve Banks
on April 26, July 26 and October 4, 1933.
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EXHIBIT "A"

1:1,ATUE IT LES OF HOLDINGS IN SYSTa: ACCOUNT
END CF EA.Trr. MUTH - 1932-33 

(In Millions of Dollars)

1932

7Iithin
Six

Months
Per-
cent

within
One

Year
Per-
cent

7/ithin
Two

Years
Par-
cent

3-5
Years
Inc.

Par-
cent

Call-
able
Bonds

Per
cent Totals

Tan. 6165 29 $ 355 63 $ 355 63 $ - 6212.i? 37 567
Feb. 191 32 375 64 375 64 - 212 36 587
Mar. 299 44 475 69 475 69 - 212 31 687

APr • 583 57 778 76 779 '76 - 239 24 1,018
:ja3r 716 51 1,058 75 1,115 79 - 290 21 1,405
June 744 48 1,106 71 1,173 75 64 4 322 21 1,559
July 733 45 1,098 67 1,167 71 132 a 336 21 1,655

Aug. 622 38 1,029 63 1,194 73 110 6 336 21 1,640
Sept. 606 37 998 61 1,170 71 134 8 336 21 1,640
Oct. 651 40 1,051 64 1,229 75 75 4 336 21 1,640
Nov. 765 47 1,046 64 1,227 75 77 4 336 21 1,340
Dec. 779 48 1,021 62 1,203 73 101 6 336 21 1,640

1933

Ian. 644 41 903 58 1,107 71 116 7 536 22 1,559
Feb. 577 36 856 53 1,090 67 203 12 336 21 1,629
Mar. 709 44 856 53 1,090 67 203 12 336 21 1,629
Apr. 570 35 725 45 958 59 335 20 336 21 1,629
May 543 32 823 49 962 57 384 23 336 20 1,682
June 656 37 879 49 1,117 62 335 19 336 19 1,788
July 659 36 903 50 1,143 63 341 19 336 18 1,820
Aug. 621 32 1,025 53 1,191 62 394 21 336 17 1,921
Sept. 706 34 1,102 53 1,278 62 452 22 336 16 2,066
Oct. 4 707 34 1,104 52 1,283 61 483 23 336 16 2,102
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Exhibit "B"

APPRECIATION OR DEPRECIATION OF U. S. SECURITIES 144.11 IN SYSTEM SPECIAL INVESTMENT ACCOUNT AS

REPRESENTED BY BOnK VALUES AND MART7,T BID PRICE AS OF CLOSE OF BUSINESS OCTOBER 4, 1933.

Issue

U. S. Treas. Bills
Tt .1 II I/

ft 't 9f V/

t? /t ft tv

VT Tt ft ft

It VI II It

ft ft ft 9,

0 91 91 9f

ft It ft

• t/ ft ft ft

Pt Pf tf f9

11 tt tt

3/4%
4 1/4%

3/4%
1/4%

3
2 1/85

3 %

1 5/8%

2 7/6%
3 1/4%

III
liZ/44

%
3 1/4%
2 5/F5

2 7/e%
3 1/2%
4 1/4%
4 1/4%

Cert. of Ind.
Vt t? V/

/V ft If

tt tt

Treas. Nctes
ft ft

Tt

4/9

tt

I/

tf

ft

tt

tt

Vt

ft

Vt

ff

1t

11

t.
ft

It

1st L/L Eds.

4th it
ft

ft

Maturity Par Value
Approximate
Book Value

Market
Bid Price

Oct. 11, 1933 A 26,300,000 .301Discit .20% Disc't
t, 18, 1933 20,000,000 .259% If.20%

25, 1933 18,425,000 ft.273% .20%

Nov. 1, 1933 23,800,000 .254% .20%

8, 1933 29,980,000 Vt.2645 99.2C%
ft 15, 1933 20,500,000 it.166% It.20%

22, 1933 33,171,000 .162% ft tt.20%
tt 29, 1933 58,950,000 Vt.11(1Y5 .20%

"Dec. 6, 1933 41,900,000 ft.093%

20, 1933 17,200,000 .066% " Vt.20%
99 27, 1933 49,845,000 .056% •20%

Ian. 3, 1934 37,250,000 ft.077% ft.20%

Dec.
,t

15,
15,

1933
1933

73,254,000
99,520,000

100 2/32
100 9/32

100 8/32
100 27/32

Mar. 15, 1934 157,400,000 100 3/32 100 7/32

June 15, 1934 134,563,000 100 1/32 100

May 2, 1934 108,387,000 100 24/32 101 20/32

Aug. 1, 1934 153,602,000 100 14/32 101 18/32

Tune 15, 1935 106,748,700 101 4/32 103 12/32

Aug. 1, 1935 72,053,300 100 6/32 101 3/32

Apr. 15, 1936 159,604,500 101 1/32 102 13/32

Aug. 1, 1936 46,092,000 102 16/32 103 15/32

Deo. 15, 1936 88,693,000 100 28/32 102 12/32

Apr. 15, 1937 63,e75,000 102 7/32 102 12/32

Sept. 15, 1937 80,100,000 102.24/32 102 20/32

Feb. 1, 1938 25,570,000 100 12/32 100 27/32

Tune
tt

15,
15,

1938
1932-47

19,750,000
25,025,000

101
100 1/32

101 7/32
102 10/32

15, 1932-47 29,000,000 100 3/32 102 27/32

Oct. 15, 1933-38 281,591,000 100 17/32 103 6/32

TOTALS A2,102,149,500

NET PRov'm 7101 irmAR 1933 HELD IN SUTDENSE ACCOUNT GENERAL CLOSE OF BUSINESS OCTOBER 4, 1933

APPRECIATION in Black

DEPRECIATION in Red 
A 443.43

432.04
753.74
979.49

1,614.98

774.38
1, 660.35
8, 105.45
7, 691.38
4, 834.02

16, 534.86
11, 443.75
153,378.67
575,202.02
214,357,00

13,570.40
973,472.6C

1,728,506.30
2,431,323:4n

661,834.99

2,201,587.41

420,136.38

1,345,698.20

115,@18.83

93, 357.46
124,113.39
43,658.95
572,734.14
799,015.41

7,522,418.48

A19,729,707.91 Net
  Apprec.

A 951,459.57
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7xhibit "C"

STATEMENT SHOWING EARNINGS OF ALL FEDERAL RESERVE BANKS
FOR THE FIRST EIGHT MONTHS OF 1933

Gross
Earnings

Current Expenses
and

Net Deductions
From Current
Net Earnings

Available for
Drpreciation
Allowances,
Reserves and
Surplus

Boston $ 1,811,019 '-',; 1,841,208 -5 30,189 (a)

New York 1•1,9437695 6,960,869 4,982,826

Phiadelphia 2,787,954 2,127,644 660,310

Cleveland 3,353,062 2,522,498 830,564

Richmond 1,100,805 1,281,448 180,643 (a)

Atlanta 1,180,408 1,081,862 98,546

Chicago 4,311,234 3,120,010 1,191,224

St. Louis 1,041,051 1,192,527 151,476 (a)

Minneapolis 1,023,995 869,615 154,380

Kansas City 1,161,526 1,320,872 159,346 (a)

Dallas 812,480 976,072 163,t92 (a)

San Francisco 2,834,756 2,330,768 503,988

Totals 433,361,985 $25,625,393 '7,736,592

(a) deficit
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EXHIBIT "D"

STATEMENT SHOWING PERCENTAGES USED FOR APPORTIONMENT OF NEW PURCHASES OF UNITED STATES GOVERNMENT SECURITIES

FOR SYSTEM ACCOUNT EACH WEEK SINCE JULY 201 1933 

7;eek
Ended July 26

Boston 13 ,

New York 9 1/2%

hiladelphia 5 %

Cleveland 6 3/4%

Richmond 5 lb%

11-t1anta 3 1/2%

Chicago 37 1/4%

St. Louis 5 1/4%

Minneapolis 1 3/4%

Kansas City 4 3/4%

Dallas 1/4%

41113m Francisco 7 1/2%

Totals 100 e/0

11 1/4% 11 1/4% 12

11 % 10 1/4% 10

4 1/4% 4 1/2% 4

8 1/4% 8 % 7

51/4% 5 % 5

3 1/2% 3 1/2% 3

3e % 38 3/4% 37

4 3/4% 4 3/4% 5

1 3/4% 1 3/4% 1

5 % 5 % 5

1/4% 1/2%

6 3/4% 6 3/4% 6

100 % 100 % loq

Aug. 2 Aug. 9 Aug. 16 ill..K. 23

% 11 1/2%

3/4% 12 1/4%

1/4% 4 3/4%

1/4% 6 3/4%

% 51/4%

3/4% 4 %

3/4% 38 1/4%

% 4 1/4%

3/4% 1 3/4%

4
't, 4 3/4%

3/4% .3/4%

3/4% 5 3/4%

• % loo ,10

Alu5. 30 Sept. 6

11 1/4% 12. %

16 % 15 1/4%

4 3/4% 4 3/4%

6 % 6 1/4%

43/4% 5 %

3 3/4% 3 3/4%

36 % 36 %

4 1/2% . 4 %-

1 1/2% 1 3/4%

4 1/4% 4 1/2%

3/4% 3/4%

6 1/2% 7 %

loo % loo ,;:,

,Sept.13 

11 %

15 1/4%

5 1/4%

5 3/4%

5 %

3 1/2%

36 1/4%

4 %

2 %

4 1/4%

3/4%

Sept.20 geptt27 Oct. 4

11 e/0 9 1/4% 9 3/4%

15 1/2% 21 1/4% 19 3/4%

4 3/4% 5 1/4% 5 %

6 % 6 % 6 3/4%

41/2% 41/4% 4 %

3 % 3 1/4% 3 1/4%

36 % 32 1/2% 32 3/4%

4 1/4% 4 % 4 1/2%

1 3/4% 2 % 1 3/4%

4 1/4% 4 eio 4 %

1 1/4% 1 1/4% 1 3/4%

7 3/4% 7 % 6 3/4%

loo 4
70 100 % 100 %

(Above allotment percentages based on the amount of reserves of each Federal Reserve Bank

in excess of the amount required for a reserve ratio of 55% up to Sept. 20 and a 50%

reserve ratio subsequent thereto.)

••
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Exhibit "E”

REST..EVE PERCENTAGES OF FEDERAL R7S7R1Ir BANES
ON APRIL 26, JULY 26 AND OCTOBER 4, 1933.

April 26 July 26 October 4

Boston 65.7% 77.3% 72.8%

New York 59.0 60.0% 59.3%

Philadelphia 59.0% 63.5% 63.2%

Cleveland 55.9% 67.8% 64.4%

Richmond 72.9% 72.0% 68.7%

Atlanta 58.2% 70.0% 68.4%

Chicago 75.1% 78.4% 72.4%

St. Louis 67.8% 71.2% 67.4%

Minneapolis 51.3% 63.6% 62.6%

Kansas City 61.9% 71.7% 68.1%

Dallas 44.0% 57.2% 70.1%

San Francisco 52.6% 68.1% 66.1%

System 62.7% 68.4% 65.9%
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CONFIDENTIAL 

•

BUSINESS AND CREDIT DEVELOPMENTS 

• Le.t. (1.4,

October 9, 1933
R. & S.

Cr. 5

Summary 

For the past two months there has been a reaction in industry from the

exceptionally rapid expansion of activity during the spring and early summer

months. Notwithstanding this reaction, business was in considerably larger

volume in August and September than in March. Employment and incomes of

wage earners increased materially, not only in the earlier months when produc-

tion in basic industries was expanding but also in August and early September.

There is evidence that a gr.adual improvement in conditions is under way through-

out the world.

At the time of the banking holiday industrial activity was close to the

lowest level of the depression. Almost immediately after the reopening of

the banks there was an increase in activity. The advance was accelerated by

the prospects of increased costs and price advances as a result of processing

taxes and 'code provisions and also by antioipation of inflation. In particu-

lar, industries making semi-finished, storable goods were influenced by these

prospects; some industries, notably textiles and shoes, advanced production

rates in the early summer to the highest levels on record.

The decline in industrial activity durinE, the past two months has come, in

large measure, in those industries in which expansion had previously been moat

rapid. It has also been marked in industries in which processing taxes or

codes have recently become effective.

Prices of commodities after advancing rapidly last spring and ekrly

7->z
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summar have been fairly stable, on the averae, since July. This stability

has reflected the net result of declines in prices of world commodities, which

had advanced with the earlier decline in the exchange value of the dollar,

offset by a rise in prices of finished goods. As the result of higher crop

prices the income of farmers for the year is expected to be more than

$1,000,000,000 larger than last year, though still below the level of other

recent years.

Volume of bank credit has shown little change since mid-summer, and the

rate at which the austanding credit was being used, as reflected in rapidity

of turnover of deposits, has recently declined. Return of currency from

hoards has continued at a moderate rate, the amount of currency in hoards being

estimated at about $1,500,000,000 at the present time, compared with more than

$3,000,000,000 at the peak last spring.

Purchases of United States Government securities by the reserve banlm this

year have totaled $46o,000,000, and have been reflected in a reduction of re-

serve bank holdings of discounts and acceptances to a low level and in an in-

crease of excess reserves of member banks to about $700,000,000.

Rates for money at short-term continue at exceptionally low levels. Capi-

tal flotations are small and there is little activity in the mortgage market.

Excess reserves 

EXcess reserves of member banks are shown in the following chart. Recent

developments have been that, notwithstanding the prohibition of interest pay-

ments on demand deposits, considerable accumulation of bankers' balances re-

sulting in excess reserves has occurred since last July in New York City. Sea-

sonal flow of funds to that city as crops are marketed together with the fact
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that banks find no profitable liquid use for short-time funds at home appear

to account for this development. Excess reserves in Chicago have also in-

creased. About one-half of the excess reserves of all member banks, however,

is still outside of the two financial centers, compared with one-sixth a year

ago.
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Industrial activity 

The industrial record of the past seven months is summarized in the fol-

lowing table:

BUSINESS DEVELOPMENTS IN BASIC INDUSTRIES, 1933

Per cent change
Mar. July Sept. Mar.- Mar.-

July Sept.
Seasonally adjusted

indexes; 1923-1925=100)

Industrial production, total 6o loo 05 + 67 + 42
Manufactures 56 101 p85 t go t 52
Mines 81 90 07 + 11 t 7

Factory employment lj 57 69 p76 t 21 + 33
Factory payrolls 1./ 37 50 p57 + 35 t 54
Construction contracts awarded 14 21 p28 -1- 50 t100
Railroad freight-car loadings 50 65 6o t 30 + 20

Merchandise 1.c.l. 62 70 68 t 13 + 10

1/ Without seasonal adjustment. p-Preliminary.

Production in basic industries, as measured by the Board's seasonally ad-

justed index of industrial production, advanced from 6o per cent of the 1923-

1925 average in March to 100 per cent in July, when industrial activity was at

its height, and in August and September declined by about 15 per cent, accord-

ing to preliminary reports. The industries represented in this index produce

chiefly semi-finished storable goods—such as cotton yarns, sugar, steel

ingots, etc.--that are used in making other products, and have a rate of out-

put more sensitive to industrial changes than that of finished goods.

Advance in industrial activity fram March to July brought with it increased

employment and earnings, particularly in manufacturing, although this advance

was somewhat slower than in output, as is normally the case in the early stages
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of recovery. By July factory employment had increased by 21 par cent and

payrolls by 35 per cent, but they were at Educh lower levels relative to 1923-

1925 than the volume of output. In August and September there was a further

growth in earnings and in employment, notwithstanding the concurrent decline

in production, the continued Trowth in employment and payrolls being due in

part to the operation of industrial codes. By September it is estimated that

factory workers' earnings were more than half again as large as in March and

the number amployed had increased by one-third.

The construction industry, as a whole, showed some increase in activity

during the period; in August and September contracts for public works were an

important factor in the increase of construction contracts.

The added volume of industrial activity was also reflected in heavier

railroad traffic, which increased by 30 per cent from March to July and which

in August and September was about 10 per cent lower than at its peak, after

allowance for seasonal changes.

Output of manufactures 

The increase in output of basic manufactures by g0 per cent from March

to July, according to the Federal Reserve Board's seasonally adjusted index,

is the most rapid increase on record; in Aun.ust there was a decline of about

9 per cent, and in September, for which reiDorts are still incomplete, a fur-

ther reduction of g per cent.

Thring the month just past, output of iron and steel, automobiles, silk,

and other textiles was further reduced and. there was also a marked decline in

production of lumber and of bituminous coal, while anthracite mines were pro-

ducing on a considerably larger scale than in August. Flour production con-
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tinued at a low level, although the mills were somewhat more active than in

August.

Reduction in activity during the past two months has been greatest in

those industries in which expansion had been most rapid from March to July.

Many factors are responsible for this development, among them declining de-

mand from the individual consumer in some lines, and in others reduction in
by

buying/distributors pending more definite establishment of new price scales.

The initiation of codes and processing taxes has also had the result of stimu-

lating Production in advance of the increase in costs, particularly in produc-

tion of storable goods and semi-finished materials, thus making possible a

slowing-up of output as soon as regulations became effective, pending the ad-

justment of the industry and consumers to new levels of costs and prices.

For a number of industries there was a marked decline in output in the

month in which a code or processins tax became effective or in the month im-

mediately following. This is true of iron and steel, wool, rayon, flour,

and lumber. In a few of these industries for which weekly figures are avail-

able the effect can be traced. For other industries, such as shoes, silk,

automobiles, etc., output had begun to slacken, after a pronounced rise, be-

fore the codes became effective. The effect of impending regulations is

also illustrated by continued large output of sugar and anthracite coal.

Durable and nondurable goods 

After six months of recovery, the heavy industries are still operating

at a relatively low rate compared with the rate of operation in the industries

which manufacture principally consumers' goods. This is illustrated by the

chart which shows the relative importance of the manufacturing industries pro-
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ducing durable and nondurable goods represented in the Board's index of manu-

facturing production, which makes allowance for the usual seasonal variations.

Output of the steel, automobiles, and construction materials industries was

nearly as large in 19215-29 ap that of industries producing nondurable goods,

such as food, textiles, shoes, and cigarettes. By March of 1933 production

in the heavy industries had declined by 75 per cent as compared with a re-

duction of 30 per cent in the group of consumerst goods. Both shared in the

expansion of tLe next four months, but even in the months of greatest activity,

when the conaumerst goods industries were at 1929 levels, the heavy industries

were producing only about two-thirds of their average monthly autput in 1929.

The advance in steel production from 15 1/2 per cent of capacity in March to

59 in July had been accomplished principally by increased orders from the au-

tomobile industry, the tinplate mills, and from miscellaneous sources, while

there was little demand from the construction industry or from the railroads.

The redaction of output to 41 per cent of capacity in September has been at-

tributed by trade reports to the fact that the high rate of activity prior to

August represented in part the accumulation of inventories in anticipation of

the adoption of the steel code.
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MANUFACTURES-DURABLE AND NONDURABLE
AGGREGATE PRODUCTION IN COMPARABLE PHYSICAL UNITS

90  (Ad lusted for Seiasonal Nthriat ion) 1 90
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"Durableft includes steel, autos, lumber, vessels, locomotives,

nonferrous metals, cement, polished plate glass, and coke.

"Nondurable includes textiles, leather products, foods, to-

bacco products, paper and printing, petroleum refining, and automo-

bile tires and tubes.
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Construction

In recent months the value of construction contracts a
warded has increased

from the extreme low level prevailing in the spring to abaut t
he level of a year

ago. There has been some increase in building material prices but the growth
 in

contracts has reflected chiefly the larger volume of 'S 5-

- The accompanying chart shows residential and other contracts separately
;

the data plotted are three-month moving averages adjusted for usual seasonal

variations and the last figure is partly estimated. The chart indicates that

the recent growth has been largely in non-residential work. In August there

wt;re substantial increases in contracts for highways and waterworki, and in

September total contracts for public works and uties continued at the Aug
-

ust level. Durrently factory construction is also above the low level of the

spring. The increase in residential building shown on the chart has been in

one-family houses built for owner occupancy, while other types have shown little

change from previaus extreme low levels. Vacancies in apartments have continued

unusually large and rents have declined further since the beginning bf the year.

Delinquencies on mortgage payments have been large and new mortgage money has

generally not been available.

The Public Works Administration has allotted $1,669,000,000 of the

$3,300,000,000 appropriated. Allotments amounting to $1,4g0,000,000 have

been made to Federal agencies, including $400,000,000 for roads; $23S,000,000

fS r Navy building (not usually included as "construction"); $166,000,000 for
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reclamation projects; $121,000,000 for rivers and harbors; $100,000,000 for the

Farm Cvedit Administration; $71,000,000 for the Civilian Conservation Corps;

$55,000,000 for Army housing; $50,000,000 for the Tennessee Valley project;

$46,000,000 for flood control; $25,000,000 for subsistence homesteads; and

$25,000,000 for public buildings. Non-federal projects have totaled $190,-

000,00d, of which $44,000,000 is for the Triborough Bridge, $3g,000,000 for

the Mid-town Hudson Tunnel, $41,000,000 for low cost housing, and $17,000,000

for waterworlm.

Federal expenditure for public works during the fiscal year '933 amounted

to about S500,000,000; actual expenditures this year cannot be accurately esti-

mated but will be smaller than allotments to Federal agencies by a considerable

amount, for the reason that some of the allotments, auch as that to the Farm

Credit Administration, are for non-construction purposes; and also because of

the fact that after allotments are made final plans must be approved before

funds are advanced, as in the case of housing projects. Work begun during the

year on many large projects, auch as the naval construction, reclamation,

bridges, and tunnels, will not be completed during the year. Final plans for

certain highways and other items have been approved and work is now being done

on projects totalling $400,000,000.
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Employment and income of industrial workers

With the rapid expansion of production from March to July, factories added

more than 1,000,000 men to their payrolls and about 70,000 men were taken on by

the railroads, while employment in public utilities was slightly reduced, and

there rras some reduction in the number of workers on the payroll of mines. In

August and September there were further increases in factory employment, not-

withstanding reduced operations of factories, and in August some further addi-

tions to employment on the railroads. This is shown in the following table,

which gives estimated number employed and estimated monthly earnings in recent

months.

EEPLOYMENT INCOME OF INDUSTRIAL WAGE EARNERS--1933

1 

I Public
Factories  Mines I  utilities Railroads Total

EMPLOYMENT
(In thousands)

March 4,932 546 825 907 7,210
July 6,016 532 800 977 8,325
August 6,421 424 801 p 1,003 8,649
September p 6,625 ... ... ... • • •

Change March to
August +1,489 -122 -24 +96 +1,439

MONTHLY INCOME
(Estimated in millions of dollars)

March 331 37 96 1
II
I05 569

July 451 38 92 116 S.

 

August 505 45 92 119 761
September p 514 ... • • • ... • • •

Change *March to
August

p Preliminary

nr".
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Between March and August the four industries listed in the table had taken

on more than 1,400,000 employees, and it is estimated that another 800,000 
were

reemployed in trade, the service industries, and agriculture, in addition 
to

the 300,000 men enlisted in the Civan Conservation Corps. With a gain in

factory employment of about 200,000 in September, it appears that about 3,000,-

000 workers have been reemployed in six months.

Earnings have also increased substantially since March—by about $200,000,-

000 a month for the four industries listed above. The present level of income,

however, is only slightly more than half the amount paid aut in wages in 1929.

The continued increase in number of workers and in their earnings in Aug-

ust and September, while production in some basic industries was declining, is

partly statistical, reflecting differences in report dates. It is chiefly,

however, a reflection of the increase in wage rates, the decline in hours and

the spreading of work. The Bureau of Labor Statistics reported an increase in

average hourly earnings of factory workers from 42.7 cents an hour in early

July to 48.5 cents in early August, while the average hours worked decreased

from 42.3 to

Income of farmers 

Farm income in 1933, including prcducts consumed on the farm, is e

mated by the Department of Agriculture at about $6,360,000,000, as compared

with $5,100,000,000 last year, $6,900,000,000 in 1931, and $11,000,000,000 to

$12,000,000,000 in the years 1924-1929. The increase over a year ago reflects

in part the payment of $260,000,000 to farmers by the Federal Government in

connection with the production control programs of the Agricultural Adjustment
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Administration for cotton, wheat, tobacco, and hogs; but the principal factor

is the rise in prices at the farm. Prices of farm products advanced rapidly

from March until July, and although they have declined somewhat since that

time they continue above last season. Crops are generally smaller than last

year and most other recent years. The cotton crop is estimated at about

12,400,000 bales, as compared with 13,000,000 last year; the wheat harvest is

about 500,000,000 bushels, 350,000,000 bushels less than the five-year average;

and feed crops are also unusually small. Stocks of these commodities, large at

the beginning of this season, are likely to be reduced considerably during this

year, and production control programs are aimed to restrict future output. The

volume of livestock marketings has continued at about the level of last season,

and with prices slightly lower income from this source has been somewhat smaller

than last season. Currently, prices paid by farmers for goods purchased are

slightly higher than a year ago; in the earlier months of the year, however,

they were considerably lower than last season.

Retail trade 

The rate at which goods have been going into consumers' hands since March

is not known precisely. Sales at department stores showed a marked gain, in-

creasing from 57 per cent of the 1923-1925 average in March to 77 per cent in

August, after allowance for seasonal changes in buying. This compares with 65

per cent of the 1923-1925 average in August 1932. These figures represent dol-

lar values and reflect rising prices as well as a larger volume of purchases.

Prices have advanced considerably during the past two months. Preliminary re-

ports for September indicate that sales increased by much less than is usual at
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this time of year, partly because of unseasonably warm weather, and also, ac-

cording to trade reports, because of buyers' resistance to higher prices.

Sales of chain stores continue to be in considerably larger volume than a

year ago.

Growth of bank deposits 

From March to June deposits at banks increased aubstantially and this

grokh continued at a slower rate from July to September.

Total deposits of all banks other than mutual savings banks in the United

States were about $35,500,000,000 on December 31, 1532. At the close of the

banking holiday March 13-15, the deposits of open banks were about $26,500,-

000000, a decline of about $9,000,000,000 from the beginning of the year,

Since the holiday, deposits of licensed banks other than mutual savings banks

have iacreased by about $5,000,000,000, or 20 per cent, to about $31,500,000,-

000, reflecting chiefly the licensing of additional banks, liquidation or re-

organization of banks in the hands of receivers, and organization of new banks;

the purchase of United States securities and acceptances by the banks; and the

return of currency and gold to the banks fron hoards. The important factors

in the growth of deposits are summrized in the following table:

FACTORS AFFECTING THE VOLUME OF DEPOSITS OF LICENSED BANKS IN

THE UNITED STATES BETWEZN MARCH 15 AND OCTOBER 4, 1933
(In billions of dollars)

Return of currency and gold to banks 1.1

Growth in bank loans and investments 1.1

Banks licensed, new banks organized, etc. 2.0

Growth of bankers' balances 1.0

Total 5.2
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The major part of the growth in deposits occurred between March and July,

deposits showing little growth since that month.

Velocity of deposits 

Growth in bank deposits since last spring has been accompanied by a growth

in the volume of check payments and in the rate of deposit turnover. From.

March to July the volume of check payments increased by 40 per cent and the

rate of turnover or velocity of deposits at reporting member banks by 30 per

cent. From July to September the volume of check payments in the United States

declined by 25 per cent and the velocity of deposits also by 25 per cent.

Changes in the velocity of bank deposits have reflected quite closely changes

the increase in activity

in the volume of business activity,/during the spring months having been financed

to a greater extent by a more active use of existing deposits than by a growth

in the volume of deposits.

Growth of bank loans and investments 

Loans and investments of banks in the United States are estimated to have.

increased by about $1,100,000,000 between March 15 and the end of September re-

flecting chiefly the purchase of United States securities and of acceptances by

the banks and an increase in loans to brokers and dealers in securities in New

York:by New York City member banks. Holdings of other securities and loans to

customers have been reduced. The increase occurred for the most part between

March and June; since then there has been relatively little change.
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The data are summarized in the following table:

ESTIYATED CHANGES IN LakNs AND INVESTIENTS OF BANKS IN THE
UNITED STATES, EXCLUSIVE OF MUTUAL SAVINGS BANKS,

MARCH 15 TO SEPTEUBER 27, 1932

(Figures in millions of dollars)

Increase in holdings of United States securities 1,025

Increase in holdings of acceptances and commercial

paper 450

Increase in loans to brok.ers 400

Reduction in loans to customers 600
Reduction in holdings of other securities 150

Total increase in loans and investments 1,125

Movement of bankersl balances 

Between March 15 and June 15 the growth in bank deposits was accompanied

by an accumulation of bankers' balances in the important financial centers,

chiefly in New York City. At reporting member banks in New York City bankers'

balances increased by $700,000,000 and at other reporting member banks they in-

creased by $600,000,000. Following enactment of the Banking Act of 1933 to

the middle of August withdrawal of bankers' balaaces from the reporting member

banks in New York City amounted to $400,000,000 and from the reporting member

banks elsewhere to $200,000,000. Between the middle of August and the end of

September bankersi balances have increased again by $100,000,000 reflecting in

part proceeds from the marketing of farm crops.

Non-licensed and closed banks 

At the end of September there were more than $4,500,000,000 of deposits in

banks still in the hands of the supervisinc authorities. The distribution of

their deposits is shown in the following table:
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DEPOSITS IN NON-LICENSED AND CLOSED BANKS--SEPTEMBER 27, 1933

(Amounts in millions of dollars)

Non-licensed banks in hands of conservators, etc.:

National banks 730

State member banks 15S

Nonmember banks SS2

Banks in hands of receivers:
National banks
State banks

S18
2,000 - 2,900 

Total 4,500 - 5,000

The Conptroller of the Currency has announced approval of reorganization

plans for 375 national banks with $400,000,000 of deposits.

Currency 

On October 4, 1933, the volume of money in circulation was at a level of

$5,652,000,000, indicating a decline of $1,929,000,000 from the all-time peak of

$7,581,000,000 reached on March '3, '933, but was still $1,200,000,000 above the

average low level of the present depression reached in the autumn of 1930. About

one-half of the decrease from March 13 reflected the return of currency from the

public and the other half the return of vault cash from banks. Money in circula-

tion declined rapidly after the reopening of the banks on March 13-15, and con-

tinued to dccline from week to week until September, notwithstanding the in-

crease in the demand for currency arising from enlargement of payrolls and in-

crease in the volume of retail trade. This indicates a continued return of money

from hoards as banking facilities were reestablished.
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It is now estimated that of the currency withdrawn during the current de-

pression about $1,500,000,000 is still in private hoards, or about one-half as

much as at the peak of the hoarding movement in March, and probably less than

at any time since the spring of 1931.

The chart shows the volume of money in circulation for several years past.

Recent increases in the volume of money in circulation are seasonal in character.
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Gold in the hands of the miblic 

Gold coin outside of the reserve banks and the Treaaury on October 4 was

$312,000,000, less than at any other time in 50 years, and the amount of gold

certificates in circulation was $231,000,000, less than at any other time since

1922.

Of these amaunts probably not less than $250,000,000 of the gold coin and

$50,000,000 of the gold certificates have been lost, destroyed, or exported

without a record. Gold and r,:old certificates in the hands of the public,

therefore, agregate probably not more than $250,000,000, the smallest amount

in many years.

In other countries there is evidence that the hoardinF. of gold was checked

at the beginninp of July. Monetary gold in Europe outside of reported cen-

tral bank holdings, after increasing by $500,000,000 during the first half o-r

the year, decreased somewhat in the third quarter.

Commodity -orices 

The general level of commodity prices, at wholesale, after a rppid rise

last spring and early in the aanmer, has been at a relatively stable level.

This stability of the general averaF7e of prices has been the resultant of de-

clines in prices of those commodities traded in on organized exchanrres that

had shown the most rapid advances last sprinz, offset by advances in othel.

commodities, particularly finished goods. The chart shows the course of

prices of all commodities combined, of farm lproductJ, foods, and other com-

modities.
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Price advances in farm products and other staple commodities in the spring

reflected largely the depreciation of the dollar on the exchan-es and specula-

tive anticipation of further depreciation. In mid-summer prices of world com-

modities declined and ceased to follow closely the movement of dollar exchange.

In the middle of September further rapid depreciation of the dollar was once

more accompanied by a moderate rise in the prices of world commodities. During

the past three weeks prices of these commodities have again been weak.

Commodities that do not enter into world trade showed little advance last

spring, but began to rise early in the summer and continued upward after July,

chiefly in response to processing taxes, restrictive measures, and codes.

Among the commodities most affected are pork products, iron and steel, petro-

leum, and bituminous coal. Prices of flour and. cotton textiles after a rapid

rise early in the summer have since receded.

Classification of commodities into raw materials and finished goods shown

for four groups in the chart indicates that raw materials, which had the

greatest price declines during the depression, also showed the most rapid price

advances last spring. Since mid-summer, however, raw materials have declined,

while finished products continued to increase.
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The table below shows last spring's low _,oints, July high points, and the

latest level for price indexes comprising different groups of commodities. The

table brings out the difference between the course of prices of sensitive

world commodities and of other commodities. It also shows that since July

prices of products sold by farmers have declined, while prices of the goods

they buy have advanced. Retail prices and the cost of living in general have

advanced continuously.

COMMODITY PRICE CHANGES DURING 1933

Lowest Highest
Latest

in spring in July

Wholesale prices 
784 commodities, U.S.B.L.S.
(weekly; 1926=100)

15 staple commodities, Moody's
(daily; 12/31/31 = 100)

Farm prices, U.S.B.A.E.
(weekly; 1910-1914=100)

59.6

78.7

69-7 71.1

148.9 128.7

Received by farmers 49 76 71*
Paid by farmers 100 107 116*

Retail prices
Food, U.S.3..L.S.
(semi-monthly; 1913...100)

Cost of livinj, N.I.C.B.
(monthly; 1923=100)

Department store prices, Fairchild
(first of month; January, 1931=100)

90.4 104.g

71.5 75.2

69.4 76.1

107.0

76.9

82.5

* Confidential.

Comparison of prices in this country, England, and France, presented in the

chart, brings out the fact that the principal factor in price advances this

year has been the relative decline in the exchange value of a country's cur-

rency. Our prices have advanced most, and British prices next, while those in

France showed relatively little change.
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The chart shows daily quotations of the pound and the French franc, and

the position of the dollar in relation to its gold parity. It brin,-;:s out

the fact that until the latter part of A=st the pound remained at a fairly

constant ratio to the franc, both currencies advancing as the dollar declined

and vice versa. Since that time the pound-franc relationship has not been so

close, the pound having declined about 7 per cent in terms of the franc.
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Security prices 

In securities, as in speculative commodities, the sharp rise in prices

that characterized the period from Marc-a to July was followed by a pronounced

decline. Common stock prices, wl_ich according to the Standard Statistics

index of 421 stocks rose from 40.9 per cent of the 1926 average on March 1 to

83.4 on July 12, declined to 72.1 on August 16. After a month of strength

there was a renewed decline during the last half of September to 68.7 on Sep-

tember 27. Since that date daily figures for a smaller group of stocks show

a moderate recovery. Altogether about 30 per cent of the previous rise has

been lost. The level of stock prices at present, however, is still about 75

per cent above the low level of last March.

Accompanyir.. the decline in security prices since last July, there has

been an equally marked reduction in trading activity. The number of shares

sold on the New York Stock Exdhange, which had increased from a monhly a
ver-

age of less than 20,000,000 shares in the first quarter of this year to 
over

120,000,000 in June and July, declined to about 40,000,000 shares in 
August

and September.

Prices of 1.‘eferred stocks and of bonds also advanced from March to July

and continued fairly firm durinp August, in the face of declines in other

markets. About the middle of September, however, there was a pronounced de-

cline in preferred stock and bond prices. The Standard Stz,tistics index of

60 high-grade bonds rose from 'elow 75 in April to slightly over 90 in July,

and after fluctuating around 90 for two months, declined to 86.5 in the latter

part of September. Lower-grade bonds have shown larger declines. United

States Government bonds declined by a fraction of a point in July and again 
in

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



•
29.

the latter part of September, but on the whole their prices have been firm at

high levels.

Security issues 

In June and July there was a moderate increase in new security issues to

over $100,000,000 a month, comprising a number of municipal obligations, an

issue of Federal Intermediate Credit Bank debentures, and a sizable amount of

corporation common stocks. In August and September, however, flotations were

very small and included principally a few municipal issues and another block of

Intermediate Credit Bank debentures.

New financing for business corporations during the year to date has a-

mounted to less than $150,000,000, as compared with about $250,000,000 in the

same period last year and 10.th yearly totals of $1,500,000,000 in 1931 and of

$4,500,000,000 in 1930. Refunding issues have aggregated less than $350,000,000

in the nine months of this year, as compared with a billion or more in normal

years.

Treasury borrowing during the course of 1933 has been reflected in a net

growth of the .dublic debt of about $2,250,000,000 since the end of 1932. In

August the Treasury sold $835,000,000 of 3 1/4 per cent eight year bonds and

$354,000,000 of Treasury notes and in September $175,000,000 in new certificates

were exchanged for maturing certificates. Altoggther in the three months of

this fiscal year the Treasury issued about $2,400,000,000 of new securities,

including short-term bills and certain special-purpose series, and retired

about $1,900,000,000 of obligations, making a net increase of about $500,000,000

in the public debt.
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