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. BOARD OF GOVERNORS .

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_hugust 11, 101

To The Files Subject:_

From _ Mr. Coe

'\M‘a,

After correspondence with Mrs. Hamlin (see letters of May
25 and June L, 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:

VOLUME 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 4,3 — Telephone Message from Gov. Harrison re temporary stabiliza-
tion of the pound and the dollar against the franc.

Page 45 - Copy of cable received by F.R.Bk. of N.Y. from Gov. Harrison
re control of foreign exchange.

Page L7 — 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)

Page 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 59 - 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 1,9 - Report of Open Market Operations to meeting of the Federal
Open Market Committee held in Washington on October 10, 1933.

Page 153 - Business and Credit Developments - Confidential.




REAPPOINTMENT OF WAYLAND ¥, MAGER AS A
MEMBER QF THE FEDERAL RESERVE BEOARD,

There already beinz two vacancies in the membership of the Fed-
eral Heserve Board, it is very important that the nomination of kr,
Wayland W, Magee for reappointment as a member of the Board be confirmed
by the Senate before his present term expires on Jamuary 24, 1933, in
order that the membership of the Hoard may not be reduced to such a
gmall number that the Board would be unable to exercise certain very
important powers for which the law requires five affirmative votes.

The Federal Reserve Aot provides for elght members of the Ved-
eral Neserve Board, including Lia Secretary of the Treasury and the Comp-
troller of the Currency as ex officio members, btut there are two vacancies
ou the Board, owing to & vacangy in the Office of the Comptroller of the
Currengy and the failure to appoint a member to succeed Governor YToung
as a rember of the Federal Reserve Board, If Mr. liogee were not con-
firmmed by Jamuary 24, 1933, his office would become vacant and there would
remain on the Pederal Heserve Board only five members, including the
Secretary of the Treasury,

The following provisions of the Tederal HReserve Act, auong
others, regquire five affirmative votes of the members of the Federal Re-
serve Board in order for the Board to take action on certain matters of
unusual importance!

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

as amended by the Class-Steggall Act, authorizing advances to

menber banks on ineligible pasper 1n exceptional and dxigent

VOLUME 245
circumstances,
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Section 16 of the Tederal Reserve Act, as amended
by the Glass-Steagall Act, authorising Tederal reserve
banks %o pledge and Federal reserve agents to accept, obe
ligations of the United States as security for Yederal re-
sarve notes,

gection 13 of the Federal Reserve iAct, as amended
by the Act of July 21, 1932, authorizing ¥ederal reserve
tanks to discount paper for individuals, partnerships and
corporations in umisusl and exigent circuustances.

Section 11(b), authorizing the Federal Reserve
Board to require ¥ederal reserve banks to rediscount the
discounted paper of other Federal reserve banks,

Section 19, authorizing the Federal Reserve Hoard
to reduce the reserve requirements of banks in outlying
sections of reserve and central reserve cities,

As thers would be only four appointed members left, if ¥r., Magee
were not confirmed before Jamary 25, it would be necessary for the Sec-
retary cf the Treasury personally to participate in every application be-
fore the ZHoard, and in the case of the illness of any one member of the
Board, the Board would be absolutely stalled. How long after March 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 by the Senate of mot confirming appointments
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mads by the President for terms expiring after March 4:

On the incoming of the new administration, even if Mr, Magee
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 officky members - = the Secretary of the Treasury and the Comptroller of

the Currency, making three in all,

In addition, during his first term of office, he will have to

make appointments to fill the terms, as they expire, of ¥r, ¥iller and
¥r. Hamlin, Mr. Miller's term expires on August 9, 1934, and ¥r. Hemlin's
on August 9, 1936, making five appointments in all over and above that of
¥r. Magee, should be fail of confirmation,

The purposse of the original Federal Heserve Act in providing tem
year terms for the appointive members of the Tederal Reserve Board and
arranging those terms so that not more than one of them would sxpire
in any two years, was to provide for a contimity of membership and
stability of policy on the part of the Soard; and this privciple has been
observed by the reappointment of all members who have served until the
expiration of their terms, except Mr. Warburg (who declived reappointment),
¥r. Noehlenpah and Governor Harding. Thus, upon the expiration of their
terms, Nr., Hamlin was reappointed, first, by President Wilson, and later
by President Coolidge; Mr. Miller was reappointed by President Coolidge;
and ¥r, James, by President Hoover,

Mr., lagee was appointed to the Board to succeed the late Nr,
Edward H, Cumninghsn, who had been appointed under the provisions of the

Act of Juns 3, 1922, which provided for an additional member of the
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i Reserve Foard with the understanding that such additional member

] represent the agricultural interests, Nr, Magee is exceptional-
all qualified to fill this position, not only because he has long
reonally engaged in the active mansgement of a large ranch in
Nebrasika, but also because he has served since May, 1931, as a member
of the Federal Reserve BSoard and had previously served, under suc-
cessive appointments by the Yederal Reserve Ffoard, as a director of the
Cmaha Branch of the Federal Reserve Bank of Kansas City, and as a Class
¢ director of the head office of the Federal Reserve Bank of Hansas City
and is faxiliar with the practical operation of Federal reserve banks in
agricultural districts and with the financial problems of the farming and
live stock interests,
The following is a list of the present appointed members of
the Vedaral Reserve Zoard, with the dates of the expiration of their

present terms:

Vacancy ( Successor to Gov, Young)
1932' M- 10 — 1942. m. ga

Mr.Magee Expires 1933, Jamary 24,
¥r. Miller " 19234, August 9,
4y, Hamlin 1936, August 9,
Gov, Meyer 1938, August 9,

¥r., James 1540, hAugust 9,
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PEOPUSAL FOR TEMPORARY STABILIZATION OF

The propossel which was received on June 15 by Dr. Burgess from
Governor Harrison in London may be summarised as follows:

(1) The governments of the United States, England, snd France
would sgree to a temporary stabilization of the pound and the dollar
nm.upuhm For exsmple, the ratios might be 4.7 ceants
to the franc and 86 francs to the.pound.

« (2) The Benk of Englend, the Bank of France, sad the Federal He-
serve Bank of Hew York would then sdopt the following procedure, wiich
will be cutlined here first in terms of operations of the New York bank.

This bank would set aside four or five million ounces of gold, say,
$100,000,000 at the present mint vaiue. It would use this fund for the
purpose of keeping 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 where it took $4.77 to buy 100 frencs, the Federal Reserve Bank of
New York would sell francs. The procedure would be to buy francs from
the Bank of France, pey for them by setting sside for account of the Bank
of France su equivalent amount of gold in New York, snd them sell im the
mmmm-om If the franc, on the other hand,
declined to §4.63 per 100 francs, the Federsl Reserve Benk of New York
would buy franes in the New York market and convert the francs 20 scquired
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into gold to be esrmarked for the account of the New York bank at the
Beuk of France. Gold earmsrked for asccount of a foreign centeal bank
under these agreemsnts would at all times be awvailable for export with-
out restriction.

The operations would terminste when the 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 sgreement
could be remewed or not ss the countries saw fit—at the same or at a
different rate.

The Bank of France would operate presumsbly oa the same principle
ag the Federsl Reserve Bank of New York, but it would seem that it might
operate either in dollars or in sterling, slthough the commmication from
Governor Harrison is silent on this point. The Bank of Englend would
operate either in francs or directly in gold in the open market in Londom.

(3) This arrangement "would depend upon a satisfsctory declaration
by the three governments that they would attempi no overt act to disturd
the exchanges 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 srrangement upem the basis of the agreed rate, and
uummaﬁwhmmnma-mmu,
the New York bank should be relsbursed for the differeace by the govern-
ment,. In this comnection he mentions the fset that in case the dollar
be develued the profits from the devaluation would probably be required
to be turned over to the government.
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(5) mmmpnnmnmsmwmmmum
mxmmmwwm-m:mls.numumw
dﬁ-r.hrdmmnhmmwtmmmm

nmpwwmtmxmmmmmm
nﬂﬁmmﬂhm,MmMntraﬂhhm

Harrison's communication.
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Comment

The principal advastages of the propossl would be the dliscourage-
-utotm&ormahumhthomeumdmlmuhm-
uﬁnﬂhﬁ-mmmwxnmmmhmm.
It 18 quite evident that large-scale bear speculation in the dollar hes
mem&hmmmmwtnmumwﬁm

unfsvorable econonic effects. Price advances in the United States have
huﬁnmhmmﬁnhﬁmhomrmuﬁfulhmum
attached chart. Stabilizetion would tend to eliminate the apread between
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In the second plaes) the proposal would be construed as an indication
of the level at which the dollar was likely to be stabilised permenently,
In view of the program of the Adminiptration, which involves a large addi-
tionsl volume of Coverament indebtedness, snd which does not preclude re-
sort to credit snd currency inflation, and in view of the many uncertain-
ties in the economic situation, it may be considered too early to give even
& preliminary indication of the level at which the dollar will ultimstely
be stabilized,

The proposal states that the governments shall undertake to perform
no overt sct that would affeect the exchanges. m:muummq
b onghls 46 3o Aty Wk guastton elilis Welumy 5 sbur ol the W
possible effects on the value of the dollar of the domestic program of the
Administration, it could commlt itself to this extent.

It may be mentioned also that stebilization of the dollar at its
pregent level, which is approximately 83 per eent of par, would guerantee
profits to speculstors who hsve been selling dollers short.

There are ¢ertain incldental questions that are not angwered by the
statement from Oovernor Herrison. It is not clear what legal suthority
umwhmmu'mmmmmm
loas, if the dollar were devalued at a higher level than the rate agreed
m-uuh-mmwul-mm-rmﬁ
other reserve basks may be invited to partieipste. In any event the op-
srations would be compersble in thelr effeets on member bank reserve bsl-
mhﬂncﬂdmﬂ_mwmuwh )
Federsl reserve banks. )y ¥)

| ,\L\?

b T
—
o~
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June 15, 1933.
TELEPHONE MOSSAGE FROM GOVERNOR HARRISON.

(Dictated by Miss Holmes, Secretary to Dr. Burgess)
Referring to paragraph 9 of your cable mumber 11 Ve have tried in our
telephone calls of Monday and Tuesday and again today to keep you cure
rently posted of conversations as they have proceecded and have asked you
to advise Qovernor Black. We bave not cabled because ag pointed out in
our telephone calls no agreement has been reached nor until today had
we anything approaching a definite recommendation. We have merely ex-
plored various suggestions and proposals, none of which have been suf=-
ficiently concrete to propose for your consideration. There has beem
nothing to propose for approval either by our Board or by the Federal

out. This has not been done. Itmhgl.mtolook,h‘wu. that we

————

whmnpmuantoawu'tmtom. subject to the approval
o:l’ﬂu‘gcr-n‘l the techmical details of & plan for a temporary stabil-

1um¢mwwmumm

spreeds to be agreed upon. In brief, the plan would be one under which
mammummm@_,guhmnpurmunn
umumamumumt;m-;;;“&iﬁiiﬁmw
wpon. m-wmmumuummammﬁ
has not been decided by the treasuries. It seems likely that they

will agree upon rates somewhere mear the presemt level. Under the are

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

vens in the exchange market fixing the tuying and selling prices for |

Federal Reserve Bank of St. Louis



mmummttMnﬂrmaonnuNcmrtthuim
pldntm.thogdﬁtobcumukdtormunnt;mﬁthomnkot

wyﬂﬂ. To the extent thet we had to sell framncs we would
acquire them against gold earmarked by us in New York for account of the
Benk of France free for export. momuwm.mmunsm;m-
otmm-munmnﬂ-mrmmntwmummm
settled in gold. The Bank of England would operate in & similar menner
@mmmmntwhmmttw'mnubwnﬂ
sell gold in the open market to accomplish the same purpose. The final
wumnmmmmbmmmmhmmw
as this and would depend upon a satisfactory declaration by the three
mﬁ-mtwwatwmmmtommmm-
Mummﬂnmﬁmthmdmmnmmnio
emergency. It may be necessary for us to act promptly tomorrow. We would
mlmmwmmwmhmmndmm
nﬁmuqumnntﬂthrwotﬁcmt they authorize
the officers in the usuel form subject to the _approval of the Federal
mwumnumwmmm-mnm-tm-
ntdﬂhmhmnwhumhmitutm
our government agrees. mwﬁwunmhthtttml
m:mmaunmwnuumwmorthmm
mwm-};&'m“mmmswmnamm
bywmotmm.mwtmuhﬂmumlhrm
same or new smounts at the nﬂaﬂmhhulﬂunmwmn
by all three parties. In the event that there is no such mitusl agreement
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the arrangement would terminate. Our directers' approval of any such
arrangesent would be prodissted upon our goverment's spproval of our
entering inmto such an arrangement as would alse be the ease with the
other two banks. As Sprague may tomorrow request the appropriate
authority of our govermment, we want to be sure that we are prepared to
proceed as rapidly as the others. This covers the question of risk seo
far as the arrangement itself is concermed. There is one point, however,

where we must obtain some form of protection from our govermment, That

is, that irunquimgommthhmmnb-tthomm&m
dollar to be agreed upon, and if the dollar should ultimately be

stabilized in gold at some rate sbove the rate agreed upom in this er-
rangement, uwﬂd“muﬂdu&ﬂ?ﬂrnﬂbﬂmﬂmﬂ.
just as we would probably be expected to give our govermment profits in

gold in the event that the dollar whould be revalued below the old parity.
If any furbher question arises teday with regard to the arrangement you can
of course telephone %o us at the Berkeley Hiotel. We suggest that you dictate
a copy of this entire comversation verbatim to Governor Black at once so

that he may be advised just as pramptly as our directors are and may be in
a position to discuss it with the Board in the event that our directors
should approve . Furthermore, please send & copy to Seeretary Voodin at
Spregue's request. We must remember, however, that no arrangement which
we may be prepared to make can possibly be emtered into unless and until
mmwmmommmunmm-m
mm-mmmMum All plans and details of
the proposed arrangement are to be absolutely secret and even if an
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arrengement i: reached mothing is to be published except a very gemeral
namunwuw&lmm. While we may be Yg
optimistic we are hopeful we may be able to sail on the Bremen on Sunday
vhich is another reason we are anxious to pave the way over there as soon

as possible.

Federal Reserve Bank of St. Louis



Following is a cable received this morning by the Federal

Neserve Bank in New York, from Govermnor Harrison:

VOLUME 245
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(1) Recent fluctuations in exchange rate seem to us
disturbing end undesirsble, particularly at this time.
¥e bel ieve, therefore, that steps should be teken promptly
to cheeck any further advence in the foreign exchange rates
agednst the dollar, Although we do not know the ceuss,
it is probable that transfers of cepital from United
States end speculative operations egainst the dollar
have increased in the past week or two. Om a very thin
market these trenssetions naturslly result in unduly
wide movements of the rate.

(2) We suggest that if you end the Treasury agree
the control of foreign exchange in New York should be
tightened by having Kemt and Xnoke telephone to banks
and benkers who are fﬁndpd dealers, inguiring of them
the cause of recent rise in Sterling and Freane, asking
whether they have seen eny evidence of capital flights
ot spesilation and reminding them of the Fresident's order
which, after all, prohibits such transfers of capital es
appear to represent flights from the dollar, and also
to speculative operations ageinst the dollar., It is
particularly important we believe to telephome such
private bemkers as Lezard Freves.

Ltatla
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(8) We think it desireble to tighten the conmtrol
in this manner without publicity end without ismuing
any new written instructions. :

(4) T™is message is sgreed o by Herrison and
Sprague, but presume you will discuss 1t with Acheson
before action. Sprague feels strongly that cantrol

should be tightened, as suggested.

(The sbove dietated by Dr. Burgess,)



Canti

Juns 1!;. 19331

Governor Black Effect of Glese Bill upon seleries
of membere end employees of the Federsl
ir. Yyett, Gemerel Counsel. Reserve Eoard.

1 understend thet you desire s memorendus regerding the effect of the
[ ]
following provision of Section 10 of the Federsl Reserve fet, as emended by
members of the
the Benking Aet of 1933, upon the saleries of the/Federal Reserve Bosrd end

its employees:

*The Bosrd shall determine end preseribe the
menner in which its obligetione shell be imcurred and ite
diebursements end expenses ellowed and peid, end mey lesve
on deposit in the Federsl Remerve bsnks the proceeds of
sssesements levied upon them to defrey its sstiasted ex- !

penses and the selariee of its members end employses, whose
90, coape ion, leave, snd expenees siaell bs

verned solel the vieions of this Ject, cific
ssendmente thersof, snd rules end regulations of the Board
pot inconsistent therewith; snd funde derived froam such
sspessments shsll not bs construed to be Government funds
or spproprieted moneys."

It appesrs thet the general purpose of this provieion ie to recognize
the fact thet the funde derived by the Federsl Reserve Board from its assess-
ments on Federsl reserve benks sre not government funds or sppropristed
soneys end to meke it cleer thet the expenditures of such funds is to be
controlled by rules end regulstions prescribed by the Boerd rather then by
the general statutes governing the expenditure of government funds eppropri-
eted from the Treasury of the United Ctates.

It ie speeifically provided thst the seleriee of the members of the
Federsl Reserve Board end ite employees shell bs governed golely by the pro-
visions of the Federsl Feserve Act, specific swendsente thereof, end rules

end reguletions of the Bosrd not inconsistent therewith.
The besic seleries of the mexbere of the Federel Reserve Board ?7

fixed by Section 10 of the Federal Reserve Act at $12,000 per ennua, U} /

;mmg &7245
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The Federsl Reserve Board is suthorized by Seetion 11(1) of the Federal
Reserve Act to fix in advence the selariee snd fees of ite employees and the
Board heas fixed the basic compensstion of eall of its employees pursuent to
this suthority.

Under suthority of the Act of ¥arch 20, 1933, referred to as the Second
Sconomy Aet, however, the compensetion of all officere and employsce of the
United Stetes, ineluding &§ubers and employess of the Federsl Reserve Boerd,
was reduced by the percentege determined by the President of the United States
in sccordence with the provisions of the Act, nemely 15 per cent. Upon the
effective dete of the compensstion reductions contained in the let of uerch 20,
1933, the selaries of the Bosrd's msembere snd employees were reduced pursuent
to the ststute without eny sction on the pert of the Federal Reserve Bosrd
with respect to the metter, :

As shown sbove, the Faderel Reserve Act as smended by the Glass Aet
provides that the employment snd compensation of ite members and employees
shall be governed solely by the Federsl Reserve Act, specific smendsente Lhsreof
end rules and regulations of the Board not inconeistent theredith. Provisions
of mets other them the Federal Feserve Act heretofore effecting the compense-
tion of the members and employses of the Federsl Reserve Board are, therefore,
no longer epplicsble. Accordingly, the reduetion in such compensetion pursusnt
to the Act of Msreh 20, 1933, is no longer effective. |

it *q opinicn, therefore, thet, ss of ths date of the passage of the
Glass Ast, the salsry of esch member of the Fsdersl Reserve Bjard reverts
sutometicelly and without sny sction upon the pert of the Federsl Reserve Board

Federal Reserve Bank of St. Louis
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or of sny other officiel or sgency to the smount fixed by the Federsl Reserve
Aet, i.e. $12,000 per annum; end that likewise, in the sbsence of sction by
the Federal Reserve Boerd to the contrery, the selarkes of the employees of
the Federasl Reserve Board revert sutomatically to the sauounts fixed by the
Federal Reserve Board pursuent to the provisions of Sgetion 11(1) of the
Federesl Reserve Aet prior to the éet of Mereh 20, 1933. The employses of the
Federel Reserve Board who have been employed eince the Act of March 20, 1933,
heve been employed “- e basic selery lese the reduction required pursusnt to
thet Act and, sccordingly, the selaries of such employees, also, in the ab-
sence of action of the Board to the contrary, revert as of the date of the
enactament of the Glsee fect to the basic beleries fixed by the Bosrd for such
employees.

It is interesting to note in thie connection thet the Gless Bill also
conteine en emendment to the Federal Rgmerve Act which eliminstes the require~
mente herstofore o'ultj.ng thet the Federsl reserve banke pey & franchise tax
to the United States, Hereafter, sll net earnings sfter psyment of expenses |
end dividend cleims shall be paid into the surplus funde of the bsnks. It ie
obvious, therefore, that the ln;unt of compensation peid to mewbers or eaployses
of the Federal Reserve Boerd will not in eny way effect directly or indirectly
the revenuse or receipts of the United States Treasury.

In this connection, it ie sleo isportent to note that the purpose of
the Zconomy fet is to eid in balencing the budget of the Government by reduc=~
.tnx the expenditure of funds eppropristed from the Treessury; whereas, the
funds derived from sssecsments on banke do not affect the Government's budgst

end 2 reduction of the expenditures of such funde merely reduces the assount
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which it is necessary to sssees upon the benks. Thie wes recognized in the
first Beonomy Act, which epeeificelly exempted the sslsries of all persons

shose coapensetion wes derived from essesssente on banks,

Res, sctfully,
walter Wyett,
Generel Counsel.
PEiaw
. -
kS
£
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London June 16 1938

Federsl Feserve Bank of New York N. Y.
No., 259-38
CONFIDENTIAL FOR BURGESS.

Govemor Harrison hes ssked us 1o send you this dreft of
proposed srrengement between three bamks of issue. He would like you
to send copies for strictly confidential wee to Covernor Black and Seereteary
Yoodin at once expleining that draft of proposed governmental declarstion
is being cabled to Secretary Weodin by Sprague,
ONE, Subject to the sdoption by the three govermments of the dedlaration
the @raft of which hes been commnicated to them by the representatives of
the treasuries and which is mnexed to the present, the representatives of
the three banks of ijssue (wuld heredby be willing to) recommend the following
procedure pending the developments of the conference.
™0, (8) The Bank of Inglend will use its best endeavors to maintain
the sterling price of gold between ( ) ana ( ) per fine ounce, and,
if necessary to this end, agrees to lose @14 uwp t© & net ssount of
{ ) fime ounces.

(b) The Federal Reserve Benk will use {ts best endeavors to mmimtain
the dollar between ( ) enad ( ) in tems of the French gold frane, and,
if necessary to this end, sgrees to lose g@ld up to e net smount of
( ) fine ounces.

(e) The Bank of France will be ready to deliver on demand to the two
other banks eny mmount of gold corresponding to deliveries of their purchases
of franes.

THREE, As soon a8 eny one of the three banks of jssue shall have loet under

this arrengement & net amount of ( ) fine ounces of gold, this ,
e (2 U 1
it 49245 g, 250
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arrengerent shall teminmate, but may be renewed with the seme or new
emounts end the seme or mew retes, by mutusl esgrecment between the three
banks .

FOUR, Only gold delivered to or eamarked free for export for benks of
{scue or the Benk for Intemationdl Settlemente will be counted for the
purposes of irtidle 2 (a) and (b) end irticle 3 of thie arrengensnt o
FIVE. While each of the three bmmks of issus mmy within their pwosrs
dispose of their foreign exchemge holdings, pevertheloss, so far ss this
egresment is concerned, the transfer into gold end/or devisen of the Bank
of Englend existing doller belences shall be subject ® mtual agfeement
between the Benk of Ingland end the Federel eserve Bemk of New Yoxrk.
SIX. In order to imsure its effective operation, sll the temms of this
sgreement must be sbsolutely seeret, 4ny publie ennouncement should be
limited to & Muu by the Covernments that pending developments of
the conference a temporary arrangement has been agreed to between the
three banks 1o ensure ressonsble stability of currencies and that the
governments concerned have given the turee banks the -nnuluv approval to

proceed with the arrengerent.
CHIEF CASHIER BANC OF ENCGLAND
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London June 16 1933

Federal Reserve Bank of New York N. Y.
No. 259=33
CONFIDENTIAIL FOR BURGESS

Governor Herrison has asked us to send you this draft of
proposed arrangement between three baunks 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 govermmental declaration
is being cabled to Seoretary Woodin by Sprague.
ONE. Subject to the adoption by the three govermments 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 would be willing to recommend the following procedure
pending the developments of the conference.
TWO. (a) The Bank of England 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 frane, and,
if necessary to this end, agrees to lose gold up to a net amount of
( ) fine ounces.

(¢) The Bank of France will be ready to deliver on demamd 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 temminate, but may be rane;md with the same or new
amounts and the same or new rates, by mtual sgreement between the
three banks.

FOUR. Only gold delivered to or eamarked 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 agreement.
FIVE. While each of the three banks of issue may within their powers
dispose of their foreign exchange holdings, nevertheless, so far as
this a.greun‘ant is concerned, the tramsfer 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 gu'r-nmmntn coneerned have given the necessary approvals to proceed

with the arrangemenmt.

CHIEF CASHIER BANK OF ENGLAND
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lond/ Jume 16. Satlan
Federal Reserve Bank of New York
Fumber FOUR Personal and confidential for Burgess, This cable is sent
in several sectioms, This is Section ONE.
ONE. The following is by way of review and summary to date. As you kmow,
we arrived last Fridey night and begimning Saturday morning we have had
almost continuous sessions with the representatives of the Bank of Freance
and the Bemk of England, separately, jointly, and conjointly with repre-
sentatives of the three Treasuries. Discussions have of necessity been
protracted due to differences in language and especially complete difference
of approach. HARRISON
Section WO,
TW0. Gemeralizing at the outset, it appeared that the French wanted to
mnmmum-uﬂmumnnuu.mm
um,uzumum,n-wncnﬁommuhm
dejure stabilization. The British, on the other hand, were imelined to do
nothing very definite, believing that it is impossidle at the present time
to determine what is a fair rate for either the pound or the dollar during
present disturbed economic and political conditions. We might be said to
have taken the middle course, that is, that dejure stadilization now iz out

-t

of the question; that de facto stabilization in the sense in which the Fremch
moamt 1t at a fixed and definite rate for a more or less indefinite period
would be unwise, if not impossidble, for us, but that some leveling out of
the fluetuetion in exchange rates by an agreement to keep them within a
specified spresd might be undertaken, certainly pending the developments

of the conferemce. All through the discussions we havehsld to the view

that it would be most important to sttain some measure of stability for the
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THREE. While we are hore as the result of em invitation from the Fremch
Government, neither the Fremch treasury people nor the Bank of France have
suggested or proposed any speeifie plem other than definite stabilization,
which, I think, they fully realize was impossible now,

This is Seetion THREEZ, number FOUR.

FOUR. We, on the other hand, in response to an inquiry from the Treasury
representatives on Mondey evening suggested for consideration the possidility
of amn exchange agreexent by which each of the three banks would agree %o
oxpend a cortain smount in an effort to keep each of the three emchanges
within certain preseribed limits, this to be more or less for the peried
of the conference. Ith“mmImmﬂ
an agreement which in effect would put the risk of depreciation of

any one of the three currencies on the country whose curremcy depreciated
below the limit to be specified im the agreement.

¥IVE. Norman objeeted to this on the ground that he did not want to buy
any more foreign exchange, even with the guarantee that at the end of a
specified period it would be liguidated im gold at the rate at which it was
bought.

SECTION FOUR,

S8IX. Norman them suggested the possibility of an arrangement whereby the
Bank of England and the Federal Jeserve Bank would each agree to buy and
sell gold at specified and published rates, that is, rates which would in
effect koep each of the two exchanges within whatever spreads might be
agreed upon. The proposal contemplated that each bank would agres to sell
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a certain specified but not published emownt of gold at the rates published
and if that emount should be used up, the deal was subject to renewal
by sutual consent for new or the same smoumts and new or the same retes.
This would have memmt, for instance, that if the pressure on the dollar
was guch as Yo require us to sell up to the sgreed wwynt at an agreed
selling rate, we would them be in & position either to terminmate the
whole arrangement or to enter a new one for new amountsz at revised or
the same rates.
SEVEN. Under this arrangement the Bank of france would not have had to
participate booause it is already on gold. Ve thought this suggestion
objectionsble largely because we have no established gold market in New
York and wore particularly becsuse it would risk being misunderstood by
our public as a definite returm to the gold standard at whatever rates
wore published and in tho event of an early expenmditure of the smounts agreed
upon followed by subsequent readjustment of the rates which would have to
be published, uncertainty end confusion would undoubtedly result, and
more harm than good would be done.

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



Digitized for FRASER
http://fraser.stlouisfed

oo
section FIVE,
EIGH? On Vednesday might we began to explore the suggestion about which we
telephoned to you specifically yesterday for considerstion by our direetors
and the Federal Reserve Board. It i= not necessary to outline thai propeosal
in this message although it should be pointed out that such an arrange~
ment would mot invelve publieation of the spreads in regsrd to rates
sor the emounts $o be expended in order to kwep the exchanges within
those spresds. It would give us & fadr chance by trials aad errors to
test out the stability of existing rotes or vhatever rates might be
sgreed upon and in the event that conditions should put such pressure on
one or the other of the exchanges as to force the expenditure of the
agreed smount of gold them the coumtry losing the gold would have the
epportuni ty either to terminate the arramgement or to remew it for new
smounts at the same or = lower rate. If on the other hand, the rates
agreed upon prove by experience to be fairly stable the agreed amomnt of
£old would mot have to be expended. The rates would be kept within the
agreed points and the arremgement would contimie pending the develorments
of the Conference. Yesterday when we telephoned to you the Beamk of
Englend hed expressed their willingness to enter inte such an arrangsment
provided that & satisfactory declaration was agreed to Wy the govermmemts.
The Bayk of France wauld also be willing to sceept it provided the
declaration of the govermment was satisfactory. Ue have not yet sadd
mwmumuu-lnmwamung“
we have besn trying to irom out. The snag arises in such = case as this:
1f the ddllar is strong sud we have to buy frenes end sell dollars withdn

the specified range, there is a gap of forty-eight hours before francs so
—

.org/
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purchased are actually delivered and comvertible into gold. While the
riak of this forty-eight howrs is perhaps pegligible, especially as we would
no doubt have at least that smount of wamning of difficulty with the frane
even in the remote contingency that anything but® should be done ebout the
frenc, nevertheless we are frying to minimise even any technical risk in
tint period. I have argused each should take the wisk of his own currency
and that, therofore, france so purchased should be reduced %0 wld es soon
as purchased whatever might happen in the intervening forty-eight hours.
The Baunk of France ocontends they have no authority under their monetary
laws to sell gold in edvence of the actual delivery of the fremes and that
mnmmmnummpum&u
declare its intention of remining on the gold standard they think that we
are raising purely theoretical risks that are not worthy of mmy practical
consideration. Their position is, of course, understandable, though

we have not aduitted it to thems In the event that political or other
conditions im Prance should imdicate any early defection from the gold
standard we wuld simly discontimie buying frencs, However, we believe
that we have now worked out a technieal procedure thet would reduce even
“MWW“hnMMﬂ-&Q“
‘h-nnnwmhﬁm.

* Probably intended to be "snything else”.
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SEGPION If,

NINE, hmhhﬂnbﬂlmmu&ﬁnwwtm
WMMIm!twthhwihhury
MCMMANHMW,HM.W
Wtommwwmgm&hd
umnmmwmuuam;
accomplish the job, _

TSN, Mmathwmtﬁmi:lr-Mw
arrivel heve I have made 1t olear both to the central banks and o the
Mmchmmzmnm:uurhm
hbqu“u“ntwmm.mmzm
free to explore vorious possibilities, wd, with Gpresuo, to meke {
recompndutions, which, before beoaming finsl or binding, would have $o
uwuw-:m:umﬁ-mmmua

m.“%'-w

2 e gy g,
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June 16, 1933

(By Telephone from Dr. Burgess)

1. Some stabilization of the principal currencies is a prerequi-
site to accomplishment {aﬂlm-nou-u 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 depreciatiom of
currencies. These barriers will not be removed without some meagure of
currency stabilisation.

2. Some stabilization is necessary for us to retain the advantages
gained. Without some stabiliszation and with the prospect of competition
in depreciation, inherent strength of the dellar is likely to show itself
in higher quotations and a loss of advantages gained.

3. The depreciation of the dellar, together with other measures,
has been ample for the stimmlation of an upward movement in domestic busi-
ness and prices. It is dangerous, however, to allow speculators to capi-
talige indefinitely the hope of further depreciation. The reaction, when
it comes, will de only more severe. Attention mow should be focused on
the real improvement in business and in employment which has already been
substantial.

4. There is no conflict bDetween temporary stadilization of the ex-
changes and a policy which alene or in coordination with other nations
Mnmiﬁdﬂt..mdmwuw
ing, and a further recovery in business and prices. Our resources are
entirely adequate for the carrying out of such a policy and temporary

stabiligation of the dollar camnot jeopardize our ability to do so.
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Page 2

5. Although temporary stabilization of aarremcies should be a
preluie to a more permanent stabiliszation, the rates or ranges of
rates now fixed would not preclude the pessibility of subsequent
changed in the event that domestic or imtermatiomal comsideratioms
makes such a change seem desirable.

6. The alternative to stabilisation is an umconirolled currency
which exposes us to wide fluctuations damaging alike to intermational
business and finance and which ie extremely susceptible to speculative
manipulation. Farther depreciation of the dollar may force France and
her gold standard neighbors off gold, creating still greater interna-
tional confusion and imcreasing the difficulties of evemtual stabilisa-
tion. The relative strength of the dollar which would result might
well endanger our domestic progran.
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Form No+ 131
FEDERAL RESERVE .

g i
Offlce Lorrespongence BOARD

e b 14 14n 3
To Mr. Hamlin Subject:_

Governor Black

FI‘OI’!‘I =

(

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 England, 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
"spproval™ is changed to "approvals"™,

A revised copy of the cablegram, incorporating these

chenges is attached.
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Form No. 131
” 3 (i v
] FEDERAL RESERVE

Office Correspondence == Date_June 29, 1933

To Mr. Hamlin Subject:_

%RHH_ Mr. Goldenweiser bzfrfiLkﬁx\

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

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

Office Correspon’ence D.t June 26, 1933

.

To_ Mr. Goldenweiser Subject: Rates charged small borrowers
From Mr. Rieflexr 7/

F

Some time ago Mr. 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 sccordance with this suggestion, each Federsl reserve
bank was requested to obtain & special report on these rstes 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 loane, ranging in smount from $500 to ¥1,000, 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) lozns secured by stock exchange collateral.

he answers submitted to this request are summsrized on the following
table. This shows that among 175 member banks which reported rates to small
borrowers on commercial losns, 147 banks reported no change in rates, 20 banks
ghowed a slight decreesse 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-
¢line for the period from 6.42 per cent in May 1928 to 6.3€ 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

clagsification 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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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 4.92 per cent in May 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 than 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.




INTEREST ft&T:: CHARGED BY 175 MENMBER ';..4';;'1.: ON SMALL PRIME
u\.-lu: [BRCIAL LOANS (?53'\ to \fl DOC} S-JC_.. .’:Lu Wi U.;.-uJ ::_“- _J...IIGIEL.I
_’.’u__; REDISCOUNT AT T.:_'j F:Jni.:.‘i: ‘IﬂT BANKES
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INTEREST RATES CHARGED BY 182 MENMBER BANKS ON SMALL LOANS
($900 to $1,000) SECURED BY PRIME STOCK EXCHANGE COLLATERAL

Range per cent
May 1928 | May 1933
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Seefu

Governor Black Power to Restrain Speculation

Mr. Wystt - General Counsel. in Stocke and Bonde.

In gecordance with your reguest, 1 respectfully submit the
following list of powers vested in the Federal Reserve Boerd and
the Federsl reserve benks which might be used for the purpose of
restraining epeculstion in stocks end bonds:

SPECIAL POWIRS

1. Upon the affirmstive vote of not less than six of its
members, the Federsl Reserve Board is authorized to fix the per-
centage of their eapital snd surplus which individusl wember
barke mey have invgsted in loans secured by stock or bond colleteral;
and it i1s the Board'e duty to establish such percenteges "with a view
to preventing the undue use of bank loans for the speculstive earrying
of securities.® (Sect3on 11(m) of the Federsl Reserve Act, as acended
by Seotion 7 of the Benking et of 1933, pages 6 and 7.)

2. The Fe eral Reserve Board ie authorized to direct any member
benk to refrain from further increesing its losne secured by stock or
bond collsteral for say period up to one yeer, under penalty of sue-
pension of all rediscount privileges at Federel reserve banks. (Section
11(a) of the Federal Reserve ot, as auended by Section 7 of the Benking
Aot of 1933, page T7.) ,

3, The Pedersl Reserve Bosrd msy warn all member Iunh. end
each Federsl reserye bank may wern the mesber benks of its district,
not to incresse their outstsnding loans secured by o_tuka, bonds,
debentures, or other such obligstions, or their losns to meubers

WA
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of any organized stock exchenge, investsent house, or dealer in
securitiee, for the purpose of purchesing or earrying stocks, bonds
or other investment seourities, If any member benk increases the
volume of its losne of this charscter after such e warning has been
fesued and while it is indebted to the Federal reserve bank on direct
advences made under the eighth paragreph of Section 13, all such
advances from the Federal reserve bank shall become imnediately due
and paysble and such member bank shall be ineligible to borfou at the
Federal reserve bank under the provisions of the eighth paragreph of
Section 13 for such period as the Federsl Reserve Board may determine,
(Eighth paragraph of Seetiom 13 of the Federal Reserve Act, as amended
by Bection 9 ofthe m;.m of 1933, p. 21.)

L. Sech Federsl reserve bank is required to keep itself inforued
of the genersl charscter and samount of the loans end investmente of its
meuxber banks, with a view to ascertaining whether undue use is being
made of bank oredit for the speculstive carryihg of or trading in
securities, real eetate or commodities, or for any other purpose in-
consistent with the meintenance of sound credit conditions and it is
required to give consideration to puch informstion in detersining
whether to grant or refuse advences, discounte or other eredit accomuo~
dationse to member banke, (Section 4 of the Federal Reserve Act, a8
amended by Section 3(a) of the Banking Mot of 1933, pege 2.)

§. Whenever, in the judgment of the Federal Reserve Board, any
mether bank is assking undue use of bank credit for the speculative
earrying of or trading in securities, real estate or commodities,

Federal Reserve Bank of St. Louis
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or for Shy other purpose inconsistent with the maintensnce of sound
eredit conditions, the Federal Reserve Board, after notice and an
opportunity for s hearing, mesy suspend such bank from the use of the
oredit fecilities of the Federal Reserve System. (Section 4 of the
Federal Reserve Act, as amended by Section 3(e) of the Banking Act
of 1933, page 2.)

_ 6. The Board could enforce strictly the prohibition against any
member bank seting as the medium or agent or any nombenking corporationm,
pertnership, associstion, business trust, or individusl in msking losns
on the security of stocks, bonds and other investuent securities or
losne to brokers or dealers in such securities; snd in this way check
to some extent the *losne for others® which played such = large part in
the total volume of brokers' losns during 1929. (Seetion 19 of the Federal
Reserve Agt, ae azended by Sgction 11(a) of the Banking Aet of 1933,
p.22,)

GENERAL POWERS.

7. The Federal Reserve Board, with the approval of the Secretary
of the Tpeassury, may require the Pederal reserve banks to take such
sction as may be necessary, in the judgment of the Beard end the
Secretary of the Treasury, to prevent undue credit expansion. (Section
43 of the Emergency Agricultural Relief Aet of May 12, 1933, p. 23.)

8. Upon ghe affirmstive vote of not less than 5 of its members
end with the approval of the President, the Board may declare that sn
emergency exists by resson of ocredit expansion, and, during such
emergency, may, in ite diecretion, incresse from time to time the
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reserve balances required to be u-in;-innd by member benks against
either demend or time deposits. (Section 19 of the Federsl Reeerve
Act, as asended by Section 46 of the Bmergency Agriculturel Relief
lot of uay 12, 1933, p. 26.)

9. The Board could tighten general credit conditions and put
the wmember benke in debt to the Federal reserve benks by requiring the
Federal reserve banks to ecedl part or all of their large portfolio
of government obligstions. (Section 124 of the Federal Reserve dot,

s smended by Section 8 of the Bamking Act of 1933, ps T end Section 43
of the Emergency Agricultural Relief Aot of May 12, 1933, ps 234 which
ie summsrized sbove under psragraph 7.)

10. The Board could raise the rediscount rate at any or all Federal
reserve benke. (Seetion 14(d) of the Federal Reserve Act, p. 35, and
Section b3 of the Emergency Agricultural Relief Mot of May 12, 1933, pe 23y
sucnarized under parsgraph 7 sbove.)

I am giving you a summary in this form; becsuse 1 understand th;t
you desire to have it this afterncon and 1 imagine that you prefer
to have it in short form. However, 1 shall supplesent this memor-
endum later by a longer memorandum quoting and commenting upon the pro-

visions of law referred to sbove.

Respectfully,
[ Sl
™ | i b
Walter Wyatt, k\' 8 /i3
e ge General Counsel.

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE

Office Correspondence =~

To Governor Black Subject; FOWer

From

Reserve Board and

=

of powers
reserve ben! be used for the purpose of

and bonds:

'OWERS:

1.
members, the Fe 1] Heserve Board is
centage of their capitel and surplus which individual member
7 have invested in loesns secured by stock or bond collateral;

+a2
va

is the Board's duty to establish such percentages "with 2 view

to preventing the undue use of bank loesns for the speculstive carrying

ecurities.” (Section 11(m) of the Federel Reserve Act, as amended
of 1933, pages 6 and 7.)

Reserve Board is sauthorized to direct any member

further increasing its loans secured by stock or

nteral for any period up to one year, under penelty of

f all rediscount privileges at Federal s banks.

Reserve Act, &s amended by Section 7 of the

Act of 1933,
The 1 al Reserve Board mey wern &ll1 member banks, and

each Federasl reserve bank msy warn the member banks of its distriet,

ds
a

their outstanding loans secured by stocks, bonds,

()

debentures, their loens to members
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Covernor Black -- 2

of any orgaenized stock exchange, investment house, or deeler 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 waming 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 Federsl 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 paragreph of Section 13 of the Federal Reserve Act, as amended
by Section 9 of the Banking Act of 1933, p. 21.)

4, ZEach Federal reserve bank is required to keep itself informed
of the genersl character and emount of the loans and investments of its
member banks, with & 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 eredit conditions and it is
required to give consideration to such information in determining
whether to grant or refuse advences, discounts or other credit accommo-
dations to member banks. (Section 4 of the Federal Reserve Act, as
amended by Section 3(a) of the Bemking Act of 1933, page 2.)

5. Whenever, in the judgment of the Federal Keserve Bosrd,any
member bank is meking undue use of bank credit for the speculative

carrying of or trading in securities, resl estate or commodities
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or for any other purpose inconsistent with the maintenence of sound
credit conditions, the Federel Reserve Board, after notice and an
opportunity for a hearing, may suspend such bank from the use of the
credit facilities of the Federsl Reserve System. (Section 4 of the
Federal Reserve Act, as amended by Section 3(a) of the Banking Act

of 1933, page 2.)

6. he Board could enforce strictly the prohibition against eny
member bank acting as the medium or esgent of any nonbanking corporation,
partnership, association, business trust, or individuel in msking 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 such a large part in

the totel wvolume of brokers' loems during 1929. (Section 19 of the Federal

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

GENERAL POWERS.

The Federal Reserve Board, . the approvel of the Secretary
reasury, may require the Federal reserve banks to tske such
may be necessary, in the judgment of the Board and the
of the Treasury, to prevent undue credit expansion.. (Seetion
Emergency Agricultural Relief Act of May 12,
Upon the affirmative vote of not less than 5 of its members and
with the epproval of the President, The Board may deeclare thst an
emergency exists by reason of credit expansion, and, during such

emergency, may, in its discretion, increase fram time to time the
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reserve balances required to be maintained by member banks against
either demand or time deposi (Section 19 of the Federal Reserve
Act, as smended by Section 46 of .the Imergency Agricultural Relief

E
Act of May 12, 1933, p. 26,) 48

9. The Board could tightgghgeneral eredit condi tions 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 govermnment obligations. (Section 12A of the Federsl Reserve ACt’,;
as emended by Section 8 of the Banking Act of 1933, p. 7 end Sectiton 4sE
of the Emergency Agricultural Relief Act of May 12, 1963, p. 28, whieh
is summerized above under paragraph 7.

The Board could resise the rediscount rate at angior all Federel
reserve banks. (Section 14(d) of the Federal Reserve Act, p. 35, and
Section 43 of the Emergency Agricultural Relief Act of May 12, 1953, p. 23,
summarized under paregreaph 7 sbove.)

I am giving you a sutmery in this fomm; because I understand thet
you desire fic have it this afternoon and I imegine that you prefer
to have 1t d@ short form. However, I shall supplement this meriorandum
later by & Onger memorandum quoting end commenting upon the “ro-
visions of law referred to sbove.
Respectfully,
(signed)

Walter Wyatt
GCenersl Counsel,
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FEDERAL RESERVE

v Office Correspongence Date_duly 7, 1933

To Mr, Hamlin Subject: Reserve Bank Credit, March 1

F{m_n Mr, Smead to June 28, 1933

In accordance with your telephone request there is gttached 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 loens and invest-
ments of weekly reporting member banke.

It will be noted that holdings of bills discounted declined
$521,000,000 and of bills bought in open market $376,000,000, while 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-
gerve bank credit iz more then accounted for by a decrease of $1,045,000,000
in the emunt of money in circulation with the result thet member bank
reserve belances were ircressed $248,000,000, Estimated excess reservee of
all licensed member banks on June 26 were $186,000,000, compared 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 Govermment securities purchased by
the reserve banks during the period,

As indicated by the table, total loans and investments of weekly
reporting member benks in 90 leading cities increased between March 1
and June 28 by $765,000,000, of which $623,000,000 represents additional
purcheeé of United States Government securities. In the case of report-

ing benks in New York City totel loans on securities increased $151,000,000,
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other loans $170,000,000, end United States Government securities
$100,000,000, In the 89 other leading cities loans on securities
declined $130,000,000 and o ther loars $20,000,000, while United States
Government security holdinges increased $523,000,000, It may also be
stated, in this connection, that loans to rokers 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

$300,000,000, ¥hile loane on securities to non-broker customers declined

$150,000,000,

zed for FRASER




CHANGES IN AMOUNT OF RESERVE BANK CREDIT OUTSTANDING AND IN RVLATED
ITEMS, IN EXCESS RESERVES OF MEMBER BANKS, AND IN LOANS AND
INVESTMENTS OF WEEKLY RWPORTING MEMBER BANKS, MARCH 1
T0 JUNE 28, 19733.

Increase or
March 1 June 26 _ decrease
(In mi1llions of dollars)

Bills discounted 712 191 - Hel
Bille bought 38l g - 376
United States Government securities 1,836 1,975 + 139
Other reserve bank credit i 7 3wy

Totel reserve bank credit 2,936 2,182 - T54
Monetary gold stock T AT 4,318 - 26
Treasury currency, adjusted 1,915 1,979 + 64

Money in circulation 6,720 5,675 -1,045
Member bank reserve balences 2,038 2,286
Unexpended capitel funds, nonmember

deposits, etc. u36 517

Excess reserves of member banks - totel ol7 4g6
Yew York City -3 61
Qutside New York City 250 Y25

Loens and investments of weekly report-

ing member barks - total 15,900 16,665
New York City 6,512 6,913
89 other cities 9,388 9,752

Loans on securities - total 3.727 3,748
New York City 1,640 1,79
89 other cities 2,087 1,957

Other loans h.'ﬁﬁ‘* 4,704
1,439

New York City 1,609
89 other cities 3,115 3,095

Uni ted States securities 4,631 5,254
New York City 2,33%8 2,438
89 other cities 2,293 2,816

Other securities 2,988 2,959
New York City 1,095 1,075
g9 other cities 1,893 1,884




(Letterhead of)
FEDERAL RESERVE BANK OF NEW YORK

July 8, 1933,

Dear Govermor Blaek:

I beg %o submit the following report of the discussions
in london in which I participated from Jume 11 to June 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. j

" As you kmow, the French government toward the end of May
sent a message to owr govermment indieating that in their judgment .
some steps toward stabilization of the exchanges should be undertaken
promptly and if possible even before the convening of the World
Economic Conference. They accordingly invited our government to send
representatives of our tSeasury and the Federal Reserve Bank of New
York to discuss this question with representetives of the British and
Frengh treasuries and banks of issue. Some sort of a joint meeting
moumﬂdMWﬁhWhtm&ﬁm&mm
uries might explore and exchange views on the broader governmental
aspectsof the question, thet is, the more general economic polieies
involved in stabilization, and in order that representatives of the
banks of issus might be available to assist by preparing any teshnieal
arrangement which might be necessary to earry out amy plan of action
agreed upon between the governments, As you have been informed, our
mmummmumn'nmm
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Governor Blagk - (2)

o and advised both it and the British government that they had re-
quested Dr, Sprague t0 g0 to London to represent the United States
treasury, and me to represent the Federal Reserve Bank of New York,

Ageordingly, on June 2, I sailed from New York together
with Dr, Sprague and Mr, Crane, deputy govermor of this bamk, All
of the discussions in whieh I partieipated took place in London,
at the Bank of England or the British treasury. The representatives
from the other two countries were as follows: Sir Frederiek Fhillips
and Mr, Waley for the British tressury; Covernor Norman, Mr, Hambro
and Professor Clay for the Bank of England; Messrs, Bizot and Rueff
for the French treasury, emd Governor Moret, Mr, Farnier and
Mr, Lagour-Gayet 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
poliey within the provines of the governments were discussed - ques-
tions sugh as the broader monetary objectives of the three countries;
possible limits in which the dollar and the poind might be kept, and
possible amounts to be expemded for that purpose, My report, however,
goncerns itself with the discussions of the three banks on technical
means rather then with discussions of the representatives of the
treasuries on the broader policies and decisions of the governments,

On Sundsy, June 11, the representatives of the central
banks were requested to meet with the representatives of the grees-
uries and were each asked four specific questions:

1. If no positive action is taken by the

governments or the ecentral banks was
Digitized for FRASER 4t the judgment of the banks of isswe
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that the exchanges would remain steady
during the period of the World Economie
Conférence.
nmqmuummmnu-.rmmmmuun.
2, If, on the other hand, each of the govern-

ments should deglare to the other two
s that it would take no aegt

government

ecaleulated to disturd the exchanges, in

the absence of unexpeected or unforeseen

events at home, would the exchanges re=

main steady during the period of the

confersnce.
hmnmuamnmmhﬁmorﬂummw:a
on the ground that such a declsration would not remove all of the

factors which would probably result in fluetuations,

There were differences of opinion as to whether or mot it would be
pragticable for the banks of issue to restriet such dealings in
forward exchange, but eagh of the three banks agreed that evenm if
practicable sush restrictions would not remove the risk of fluetua-

It was the opinion of the representatives of each of the three
central banks that if this were considered to be desireble thre
were technieal ways by which these fluctuations eould be avoided or
limited during the period of the conferense,

Federal Reserve Bank of St. Louis
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Representatives of the treasuries then requested the banks
of issue to comsider and to report back how this might best be done
in the event that the governments should decide to adopt measures to
limit exchange fluctuations for a period,

The representatives of the three banks then withdrew and
for the mext fow days confined themselves to discussions of possible
technieal means by which wide flustuations in the exchanges might be
restrieted during the period of the gonference, Our discussions
soon limited themselves to a comsideration of a plan by which some
leveling out of the fluctuations in the exchange rates might be ag~
complished by a tripartite agreement to keep them within specified
spreads, to be agreed upon by the three governments, pending develop=
ments of the eonference,

I stated at the outset that I could mot speak for our
government on any question of monetary poliey 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 technigal arrangement, even if agreed
to by the treasury representatives, by which exchange fluctuations
could be leveled outy that the most I eould do would be to recommend
the adoption of such an arrangement, if agreeable to the government,
subjeet 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 earried 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 fluetuation

Digitized for FRASER
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more or less for the period of the conferenge., This arrangement
contemplated that eagh of the three banks should sgree to buy or
sell exchange to maintain the three euwrrencies within the preseribded
limits and that each of the three banks would take the risk of its
OWR QUITendy.

After considerable disgussion of the arguments for and
against the various suggestions which were offered, inecluding e pro-
posal to have the Bank of England and the Federal Reserve Bank of
New York each agree to limit fluctuations in their respective cur-
rengies by fixing and publishing buying and selling rates for limited
but not published smounts of gold, we concentrated our efforts om
working out a technical arrangement along the lines of our original
proposal, This arrangement finally contemplated that we would en-
deavor to keep the dollar within spreads to be agreed upon in terms
of the French gold frane and that we would intervens in the exchange
mt.t&ﬂ.muﬂum-;wuutnmnm:nm
might be agreed upon by our government, To the extent that we bought
franes we would convert them into gold to be sarmarked for our ag-
count with the Bank of Franee free for export. To the extent that
we had to sell franes we would asquire them against gold earmarked
by us in New York for account of the Bank of Framce free for emport.
In other words, all purchases and sales of franes which we would make
under the arrengement would be promptly settled in gold, It was also
contemplated that the Bank of England might operate in a similar
manner against the French frane but that as far as possible they would
keep the pound within agreed points through the purchase and sale of
gold in the opem market in London,

Federal Reserve Bank of St. Louis
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If adopted, this arrangement would have been effective,
subjeet to the proposed declaration of the governments, pending
the develoyments of the sonference, unless any one of the three
banks had previously expended the determined smount of gold in
earrying out the terms of the arrengement. In that event it would
have terminated subjeet to renewal by mutual consent at the same
or new spreads in mates and for the same or new amounts of gold,

On June 16 the representatives of the Bank of Eiigland,
mmummmﬂswmmmuim-
nical arrengement which we belisved would terd to level out undue
fluetuation 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 governmental declara-
tioh proposed by the representatives of the treasuries end submitted
to us on that day. While the text of the technieal arrengement has
previously been presented to the Federal Reserve Board through the
FPederal Reserve Bank of New York from Iondon, I am as a matter of
convenienge enclosing a copy together with a copy of the proposed
governmental @eglaration referred to in the text of the arrangement.

Having completed my discussions with the central banks on
Tune 16 and having submitted our proposed text of temhnieal arrange~
ment to the representatives of the treasuries for their consideration
and the considerstion of the govermments, I arranged to sail for
New York on Sunday, June 18, having first progured the approval of
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the President at whose invitation I had gome abroad, As you are of
course aware, the government has ammounced its wnwillingness to
enter into any exchenge agreement with the Fremch end British gov-
ernments at the present time, That being so, there has been no
occasion to recommend the adoption of the arrangement temtatively
sgreed to by the representatives of the banks of issue in London,

This veport will confirm the detailed oral report which
;mwmmzmmuumy.mn.mw
after my arrivil in New York.

Faithfully yours,

(signed) George L. Harrison
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1. Subject to the adoption by the three Jovernments of
the declaration, the draft of which has been commmicated to
tﬁ-hthwimdthm-nﬂﬁlﬁh
amnexed to the present, the representatives of the three Buks
of Issue would be willing to recommend the following procedure
pending the developments of the Conference.

2, (a) The Bauk of Sngland will use its best endeavours to

meintain the sterling price of gold between  and
per fine ounce and, if necessary %o this end,

agrees to lose gold wp to a net amount of fine
ounces. |

(b) The Federal Reserve Bank will use its best endeavours
to maintain the dellar between and in

teras of the Premch gold frane and, if necessary to
this end, agrees to lose gold w %o & net smount of ,
fine ownces.

(¢) The Baxk of France will be ready to deliver on demend
to the two other Baks any amount of gold
sorresponding to dsliveries of thelr purchases of
francs.

3. As soon as suy ons of the three Banks of Issue shall
have lost under this arrsagement a net amount of fine
ounces of gold, this srrengesent shall terminate bub mey de
renewed with the same or new smounts and the same or new rates
by mtusl agreement between the three Bamks.

Federal Reserve Bank of St. Louis



Only gold delivered to or emrmarked free for export
for Basks of Tssus or the Sank for Internationsl Settlements
o be counted for the purposes of Article 2(a) and (b) anmd
Article 3 of this arrangement.

ile each of the three Basiks of Issue may within their
powers dispose of their foreign exchange holdings, nevertheless
so far as this arrengement is concermed the transfer into gold
anifor devisen of the Bak of Ingland's existing dollar bal~
ances shall de subject to mutual agreement between the Bamk of
England and the Federsl Reserve Bank of New York.

In order to ensure its effective opsration all the terms
of this arrangement rmst e sbeolutely secret. Any public
announcenent should be limited to a declaration by the Govern-
ments that pending developments of the Conference 2 temporary
arrangement has been agreed between the three Banks to ensure
reasonsble stability of currencies and that the Govermments
concernsd had given the necessary approvals to proceed with
the arrangement.

17¢h June 1933.
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1.

3.

The informal conversations between representatives
of the Treaguries and the Banks of Issue of France, Great
Britain and the United States of America have been concluded.

These conversations have achieved the following
resul tsi-

The French Govermment has confirmed its determination
to maintain the free working of the Gold Standard in France
within the frasework of its national mometary law.

The Govermments and Baniks of Issue of the United Kingdom
and of the United States of /nerica have stated that the stabili-
sation of their currencies on a gold basis under proper conditions
forus the ultimate objective of their policy.

Both Govermments and Banks of Issue agreed on the
necessity of limiting so far as it may be feasible fluctuations
in those of their currencies which are off gold from the begimning
of the Conference and during the period when the Conference is
endeayouring to lay the groundwork for lasting stability - an
endeavour which has the waqualified support of the three Govermments.

With the object as defined above in view, and without
attempting to fix at this time the rates of ultimate stabilisation
of the currencies off gold, the Governments of the three countries
have agreed on the necessity of an appropriate finaneial policy and
that they will not in the sbsence of exceptional and unforeseen cir-
principle of maintaining or restoring monetary stability.



7 In connestion with the above declaration a temporary
arrangement for cooperation has been agreed between the three
Banks of Issue.

8. The Goverments and Baks of Tswue have decided to
rensin in close contact for the exscution of the programas laid
down above.
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CONFIDENTIAL

July 11, 1933,

Hon, Dean Acheson,

Under Seeretary of the Treasury,
Washington, D. C.

Dear lr, Seeretary:

I am roturning telegram from Secretary Hull, together with
Seetion IV of the letter from the Governor of the Bank for Inter
netional Settlements dated May 7, 1933,

The Board has oonsidered this matter today and feels that
this Seetion IV is an academic statement of principles pertinent
to the Gold Standard 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 Stendard.

The Board is of the opinion that this academic statement of
guch 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 subsoribed to by our Government would be construed
as some pronouncement of intention relative to the Gold Stmdu;d,
would be unwise for this reason at this time, and might result in
e revival of the distressing situation montly prevalent at the
conference arising out of the question of stabiliszation.

Very truly yours, 7/ I

TS ey i

o e,

Federal Reserve Bank of St. Louis
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¢ib GRAY
LOEDON
Dated June 30, 1933
Reed ©6:30 peme.

Secretary of State
Washington.

85, June 30, 10 pen.

The following inguiry should be tramsmitted to the
Treasury, Federal Reserve Board and the Federal Heserve Bank of
Hew York.

Is there any objection to adoption by the Conference of
Seotion 4 of B.I.S. Governor's letter of May 7th, copy of which is
inthe hands of the Federal Reserve Bank of lNew York, as basis of
recommendation to cenmtral bemks for cooperation. At my suggestion
theé first semtence will be changed to read: "The proper fumetioning
of the gold standard requires in the first place the adoption by each
individual central bank of a policy designed to maintain sound credit
econditions and so far as within its power a fundamental equilibrium
of the balanse of payments of its coumtry." Avoid making minor changes,
if you agree in substance, as everyone else has agreed while I have
agreed under reservation pending your decision. Please wire promptly
as Conmittee want to report out early next week.

Federal Reserve Bank of St. Louis
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SECTION IV, of B.1.S. GOV TOR'S LEPTRR ON GENERAL PRINCIF | OF

THE WORKING Or THE GOLD STANDARD - May 7, 1933.

&, Primery object of gold being its employment in settling in-
ternational balances, gold reserves should be concentrated in Central Danics

and gold coin should not be put in circulation (gold bullion standard).

b, The proper functioning of the gold standard requires in the
first place the adoption by each individual Centrsl Bank of a policy designed
to maintain a fundemental equilibriua in the balance of payments of its
country. Gold movements which reflect 2 lack of such an equilibrium consti-
tute therefore an essemtial factor in determining Central Bank policy.

L. Gold movements so far as they seem to be of a more permanent
character should nommally mot be prevented from making their influence felt
both in the country losing gold and in the country receiving gold.

d. While gold should be allowed freely to flow out of and into

the countries concerned, central bamks should always be prepared to buy gold

Digitized for FRASER
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at 2 publicly ammounced fixed price, expressed in their currency, and to
sell gold at a publicly amnounced fixed price, expressed in their currency,
the latter at least vhen exchange rates reach gold points.

2. Central banks should obtain from their market the fullest
vossible information comcerning the demands that might be made upon their
reserves.

£. Since as alrealy stated under B, the proper functioning of
the zold staniard reguires in the first place the adoption by each indivi-
dusl Central Bank of & policy designed to maintain a fundamental equilibri-
um in the balance of psyments of its country, the discretion of each Cemtr: '

Federal Reserve Bank of St. Louis
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bank in regulating the working of the gold stenlard in its own country should
remain unimpeired. Central Banks should, w, recognize that in addition
to their national task they have also to fulfill & task of international
character. Their aim should be to coordinate the policy pursued in the
various centers in order to contribute towards the satisfactory working of
the international gold standard system.

loreover, they should endeaver to adapt their measures of credit
regulation, as far as their domestic position permits, to any tendency tovards
an undue change in the state of gemeral business sotivity. An expansion of
general business activity of a kind which clearly cannot be permanently
mainteined, should lead Central banks to introduce 2 bias towards credit
restriction into the credit policy which they thimk fit to adopt, 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 & bias towards relaxation.

!nwﬂgmhapllwmmmlmmlmmm
is in their power to reduce fluctuations in busimess ectivity and thereby
llﬁ undue fluctustions in the purchasing power of gold.

£~ With a2 view to arriving at an agreed interpretation of the
data revealing the tendency of developments in general business activity,
and at an agreed policy, Central banks should conmsult together contimuously,
each Centrsl bank, in case of difference of opinion, acting on its own juig-
ment of the situstion. The Bank for International Settlements constitutes
an essentisl agency for Central Bank action designed to harmonize conflicting
views and for joint consultation. This instrument should contimue to be
employed, as far as possible, for the realization of the principles set forth -
in the present mote. It should contimuously exsmine the application of the
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On Tuesdey afternoon, July 11, 1933, Mr. Acheson 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 necessery, and such
gold to be used to establish a credit with Bank of England, which
eredit was to be used to prevent the pound from going above 4.86,
this procedure to be followed for next two weeks and then the situa-
tion might be reviewed. Upon receiving this messege I telephoned
Governor Harrison of the Federal Reserve Bank of New York and asked
him to be in Washington on Wednesdsy morning, July 12%h. Governor
Harrison ceme to Washington as requested and on the morning of July
12th I stated to him exact situation covered by the President's mess-
agé. GCovernor Harrison was of opinion that situation could be handled
as requested and without loss to Federal Reserve Bank of New 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 only to
prevent violent fluctuation of the dollar which might push the pound
above 4.86 it would be properly received by Bank of England with
beneficial results, but if it was received and considered by Bank of
Englend as stabilization of the pound at its present high rate which
resultantly stabilized the dollar at its present low rate it would
not be aceepted properly and might result in a demoralization of both

currencies,

At twelve o'clock on Wednesday, July 1l2th, I conferred with

Messrs. James, Miller, {amlin and Thomas as merbers of our Board and

YOL
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fully acquainted them with the facts of the situation up to that
hour. These gentlemen 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 Board'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 steted to him that I had received through Mr.
Acheson the message in question. He 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 Englsnd, and its success being de-
pendent upon its being received and understood by the Bank of England
as a temporary 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. In

this the President concurred.
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I stated to the Presidment 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 Board 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 must be transmitied: to the Federal Reserve Board for its
action. After a full discussion the following plan was formed:

(1) The earmarking of $20,000,000 of gold by the Federal
Reserve Bank of llew 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 $20,000,000 to be employed as necessary to estab-
lish a credit for the Federal Reserve Bank of New 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 meanmner.

(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 tale 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 lr. Szymezak and Comptroller of the Currency

O'Connor as mermbers of the Board.
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Cr. 4
BUSINESS AND CREDIT CONDITION.

Summary

A rapid rise in business activity and a sharp advance in commodity and se-
curity prices have been the outstanding developments of recent weeks. Industrial
production has increased from 60 per ceat of the 1923-1925 average in March to 88
per cent in June, and the advance has not been confined to consumption goods, as
was the case last autumn, but has included the durable goods industries, which
constitute a large part of our production and the part that shows greater changes
from prosperity to depression. OFf ic increase in stecl, the major heavy industry,
however, the larger part has rcflected a growth in orders from miscellaneous
sources and from the automobile industry, rather than in orders from the other
big consumers, such as rallroads and the construction industry. Building sctiv-
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 workers. About 2,000,000 persons have been recmployed--but the
number still idle is not less than 11,500,000,

Activity in some industries, such as textiles, shoes, and cigarettes, has
been at such a rapid rate as to indicate accumulation of stocks in anticipation
of demand. This represents in part, in addition to recovery, a flight from
money, in view of the 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.

2 Y3, 5%7&97
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Wholesale prices as a whole have advanced by about 14 per cent. Of the major

. 2.
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 throuzh 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 $5OG,OO0.000. 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, indicating & decline of $1,914,000,0C00 from the 2ll time peal:

of 87,581,000,000 reached on March 13, 1933, but was still $1,175,000, 000
above the low level of the present depression, $"~#,1'+90,OOO,OOO, reached in the
auturm of 1930. Money in circulation declined rapidly after the reopening of
the banks on March 13-15, and still continues to decline from week 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 banking facilities are reestab-
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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 thon 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 gzold certificates have been lost or destroyed or exported
without a record. Gold and gold certificates in the hands of the public, there-
fore, aggregate probably not more than $300,000,000, the smallest amownt in L
many years.

During the current depression approximately $470,000,000 of gold went
into hoards, $275,000,000 in the form of zold 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 were withdrawn by the public during the first quarter of
1933. Since March Y4, about $300,000,000 of gold coin, $500,000,000 of gold
certificates and practically all of the previously withdrawm gold bullion
have been returned to the Federal reserve banks and the Treasury.

Outside of the United States there has been evideance of gold hoarding.

Monetary gold in Europe outside of reported central bank heldings, after in-

first quarter of the current year, and by $50,000,000 in April, $130, 000,000

in May, and $14%0,000,000 in June.




Output of manufactures

The course of manufacturing cutput from Jamuary 1919 to May 1933 is shown
in the accompanying chart, with separate lines for the total, for durable manu-
factures——-including iron and stecl, nonferrocus metals, coke, lumber, automobiles,
locomotives, and ships—-and for nondursble manufactures--mainly textiles,
leather, food, tobacco, rubber, and paper products. The underlying data are
adjusted for the usual seasconal variations., The chart shows that the increase
in total volume of manufacturing output from March to June was about one-half
in duraeble goods and one~half in nondurable goods; this is in contrast to de-
velopments in the autumm of 1932 when the output of textiles and other nondursble
products increased considerably, while output of dursble products showed little
changes The chart also brings out the fact that cutput of nondurasble manufac-
fures in June reached a level considerably above the 1923-1925 average, while
output of durable menufactures, which had weviously 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 nendurable 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 cizarettes 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, wvhere activity incrsased from 16 ver 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 demends 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, Tum-
ber production in June, although considersbly larger than in other recent
months, was only 4O per cent of the 1923-1925 average. Limited demand for
structural

ditions in the construction industry. Increased demand for steel from the
autorobile industry reflected growth in activity in that industry during
April, Moy, and June; production of cars in these 3 months totaled about
650,000, as compared with about 500,000 in the corresponding period of last

year and about 1,800,000 in the corresponding months of 1929, In July therec

has been little change in volume of output, although a decline is usual at

The construction iniustry

Changes in the dollar volume of work being undertaken in the construc-
tion industry are indicated on the accompanyins chart cf contracts awarded

for residential and other types of construction. The figures plotted are

three-month moving averages of the F. We. Dodje data for 37 States, adjusted

{";
for the usual seasonal variastions. The last peoint in each instance is based

on reports for May and Junc and on an cstimate for July.
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The chart stows that contracts both for rcsideantial and for cother types
of construction have recontly increased by a consideroble amount. Monthly
figures, whick often fluctuate widely, show larzer increascse. Total awards
increased from §57,000,000 in Asril, usually the peak month of the year, to
$77,000,000 in May, =nd to $103,000,000 in June. As the construction work
involved in any contract is spread over several montlis, recent increases in
contracts have not yet been fully reflected in the volume of construction
work that is actually going on.

The recent level of contracts shown on the chart, while considerably
higher than in other recent months, is, nevertheless, only sbout one-fifth
of the 1923-1925 average. There has been a substintial decline in costs in
the interval, so that a given value of contracts represcnts more building

now than it did then, and work done by public utilities and governmental

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 the 1923-1925 average, than the current volume of industrial
activity.

During the coming months the enlarged exponditures by the Federal Gov-
ernment will be a factor of some importonce. Such oxperditures in the past
twelve months have probably becn around $50C, 000,000, and the moximum outlay
provided for in the public works program is $3,300,000,000, of which $100, -
000,000 is set agide for the Agricultural Adjustment Agministration and the

arm Credit Agministration. To date the expenditures definitely approved and

largely to be made within a year are about $750,000,000--comprising $400, 000,000

Fed for FRASER
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for roads, $238,000,000 for navy building (not included in the usual totals
of “construction"), $5%5,000,000 for public works (chiefly Boulder Dam), and
$50,000,000 for national forest hizhways. Further proposals are now under
consideration.

Total construction outlays in 1932, public and private, approximated
$l4, 000, 000, 000,

Fmployment 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 ereat deal of labor saving,
and in the early stages of recovery a larger volume of production is possible
without the employment of more workers. This is especially true at a time
like this when work is sprcad among many cemployees 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-
t;onal 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 thon 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 morc men. The American Federation of Labor estimates

that between one and threc—guarters and two million workoers have found jobs
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since March. Unemployment, however, is still estimated at more than 11,-
500,000,

Factory workers! carnings 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 cent smaller than in 1929, This apparent disparity between the increase
in manufacturing production and factory pgyrolls is due in part to the sources
of statistical material; measurcs of production do not include many finished
goods, such as clothing, which require a relatively large amowunt of labor, but
are bascd chicfly on output of semi-finished products, in which labor is rela-
tively less importont.

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
1esslthan 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 nanufactures, the course
of production, employment, and payrolls during recent months and for a serics

of years.,




CHANGES IN OUTPUT, EMPLOYMENT, AND EARWNINGS IN BASIC INDUSTRIES

(Output and carloadings, unadjusted index numbers of Federal
Reserve Board, 1923-1925 = 100; erployment and earnings,
estimated totals)

1929 March June Change
(year) 1933 1933  March to June 1933
(Per cent)

Manufacturing

Output 119 + 55
Number of wage carncrs )
(In thousands) 8,839 D + 13

Payrolls, average weckly
(In millions of dollars) 223 26

Mining
Output

Number of waze earners
(In thousands) 712

Payrolls, averoge weekly
(In millions of dollars) 19

Railroads
Carloadinzs 106
Number of erployccs 1,686

Payrolls, average weekly
(In millions of dollars) 57

p/ Prelininary.
*/ May figures, latest available.
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Commodity prices

In wholesale commodity markets prices have been rising since the firs
week in March, and up to mid-July the average level had advanced by about 14
per cent, according to the index of the Bureauw of Labor Statistice which in-
cludes nearly §00 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,
etce In textiles, foods, leather, and other iniﬁstries 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 zoods 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
rapld advance in grains, accompanying weather conditions harmful to the £ T OV~
ing crops, and in cotton, aécompanying the development of measures for cur-
tailing the current crop; considerable improvement in prices of dairy products,

fruits, ond 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 cormodities--foods, textiles, leath-
er, and iron and steel. In each case the comparison is made in terms
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 rmch greater exitent than the price
of the finished producte During recent months, however, when the di-
rection of price movements has been rcverscd, raw material quotations
have risen in general mmuch more rapidly than prices of finished products,
with the rosult that for the groups shown on the chart the spread be-
tween the two typcs of quotations has beecn considerably reduced, In a
few cases, however, wherc demand has been especially heavy, analysis of
the underlyinz data shows that prices of finished zoods have riscn at
about the same rate as the price of raw naterials, and for some goods,

such as cotton textiles, the rise has becn oven more rapid.
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ne 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 prices, the de-
cline in the exchange value of the dollar, and in certain instances other
factors which have been operative in the American morkcts.

Changes in the exchange value of the dollar in rclation to the British
pound arc shown in the upper section of the chart which compares fluctuations
in the Paris quotations of the British pound and the Uaited States dollar,
The comparison is made in terms of the Prench franc, the most important cur-
réncy now on o gold basis, and shows percentage chanzes in quotations as com-
pared with February of this year. The quotation on the dollar had fallen by
about 15 per cent in early Junc and is now 30 per cent lower, in terms of the
French franc, than before the United Stotes went off the gold standard. Meon-
time, the British pound, in terms of the franc, has declined by only 2 to 3
per ceant, so that British markets sincc 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 corresponded, on the one hand, to changes in the wvalue
of the dollar abroad, and on the other hand, to changes in world prices, is
showmn on the lower section of thie chart. Xach of the three lines represcnts
o simple index since January of cdaily prices of sixz 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 these commodities in
Great Britain had advanced by about 35 per cent betwcen February and the
first week in June, and since that time they have declincd slightly, fluc-
tuating around a level 30-35 per cent above that prevailing in February.
Meanwhile, prices of thesc 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 tho 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 cxtent 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 were before the dollar began to depreciate.
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Finished goods, on the other hand, which have advanced in price considerably
less than the dollar has declined, have gained an advantage in export trade,

Sccurity 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 stock prices have beén very rapid, the Standard
Statistics weckly index rising in a little over three months from 42 per cent
of the 1926 average to about 85 per cent. A comparzble 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. 1In bonds the gains have been most notable in the speculative issues.
The average price of all domestic corporate obligations listed on the New
York Stock Exchange has increased from $60 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

ond February of this year, are now at their highest level since September

1931,

red for FRASER




e U e ® @ 23.

J%curitx isfues
————

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 offerings, including refunding is-
sues, have been about $200,000,000, while State and municipal offerings have been
less than $250,000,008. These new issues have been exceeded in volume by maturities
and redemptions of outstanding securities, which for corporations alone amounted to
over $800,000,000. 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 new loans, Life insurance
companies have also almost ceased buying mortgages. The mortgage institutions re-
cently set up by the Govermment 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 increascd from a low
point of $375,000,000 on April 12 to $782,000,000 on Jgpe 14 and to $955,000,000 on
July 12, The increase was for the most part in brokers' loans by New Yorlk: banks
for their own account, though loans for account of out-of-town banks also increased.
Security loans to others than brokers declined during 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-
tivély 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 $500,000,000, while time deposits increased by
$250,000,000 and bankers' beslances decreased by about $300,000,000.

Unlicensed banks

The volume of deposits frozen in closed banis or banks operating under re-
strictions continmues 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,




25.

Notwithstanding this progress there was still at the end of Junc a large vol-
ume of deposits in banks not having licenses or operating under restrictions.
About 1,100 member banks with deposits of over $1,000,000,000 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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Banks that are in good co‘ion

Banks which are 13 fair condition, and
which can obtain lotally such financial
agslstance as will afford them rélief
in the matter of their capital structure

Banks that are in a weskened condition
and ‘will require agsistance in the way
of preferred sitock to build up and
strengthen their capital struocture cer-
tainly before June, 1934

Banks that are, or in the near future moy
become, emergency -casea, and that Trequire
attention now in the matter of rebuilding
, their capital - structurs through preferred
stock and/or may need additionsl credit
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July 20, 1933.

PRELIMINARY MEMORANDUM FOR THE OPEN MARKET COMMITTEE

July 20, 1933

During the past month there has been a considerable further increase in

buginess activity, a strong rise in commodity end security prices, and a further ime

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,) 88 (June Prel.) + 46.7
(F. R¢ Board monthly index)

Merchandise and miscellaneous carloadings 46,1 (Mar.ll) 60,7 (July 8)
(F. R. Bank of N. Y. weekly index)

Wholesale prices of 285 commodities - = 50,6 (Mar.3) 69.5 (July 14) 16,6
(F. R, Board weekly index)

Wholesale prices of 15 basic commodities (Febe4) 148,9 (July 18) 89,2
(Moody's daily index)

Prices of 90 stocks (Febe27) 96,9 (July 18) +120.7
(standerd Statistics Co. daily index)

U. S, Government bondg = = = == === (Mer«3) 103.2 (July 18) + 4,5
(F, R, Bank of N. Y. average)

Domestic Corporation Bonds = = = = = = 63.6 (Mars3) 8343 (July 18) + 31.0
(stan.Stat.Co. daily index of 60 units)

Dollar-franc rate of exchange ,039179 (Par) .057025 (July 18) + 4545

System open 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-
ereased $170,000,000, and surplus reserves increased $150,000,000 (from $311,000,000
on May 17 to $460,000,000 on July 19). These changes in reserves are ascribable
mainly to & 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 July 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
end further increase member bank reserves, In the period May 17 to July 12 loans
and invegtments 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 ¥ew York to the interior., From May 24 to July 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

January 4 2514 o78 274 504
March 8 1776 88 0 88
April 19 2159 426 200 286
May 5 2034 260 16 244
May 17* 2114 311 84 287
May 24 21904 376 166 210
June 14 2281 410 125 285
June 28 2286 465 61 404
July 5 2219 392 - 22 414
July 12 2269 : 447 + 22 425
July 18 2852 est. 430 est. 29 401 est.
July 19 2282 est. 460 est. - -

*Open market purchases resumed.

While the transfer of reserves from New York to the country appears
to have began in May, it has been most marked since June 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 sinece July 5

the New York City banks have had to borrow Federal funds, New York City deposits
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"due to banks™ 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 fivming
tendency in money rates indicated particularly by increases in the rates on Treasury

4

bills from 0,24% t0 0.39%.
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October 7, 1933,

PRELIMINAR Y MIMOFANDUM FOR THE FEDERAL O0PEN
MARKET COMMITTEE, OCTOBER 10, 1933

Since the July meeting of the Committee, the gold valuc 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 $700,000,000 and $800,000, 000,
largely as the result of open market purchases of Government securities by the
Feserve Banks, and have become 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 31 per cent to about 26 per cent, but, after holding
around the latter level during the first three weeks of August, the Qepreciation
of the dollar increased rapidly and since the middle of September has been between
34 ahd 56 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 produets 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 Change in Prices Since April 1

July
High Point Latest

Basic Commodities, Wholesale (Moody's index) +72.3 (July +50,9 (Oct. 5)

All Cormodities, Wholesale (B.L.S. index) +16,0 (July +19.3 (Sept. 30)

Price of Gold* +45,6 (July 1 +54.4 (Oct. 5)
*computed from French franc quotation

Change in Commiodity Prices Relative to Price of Gold Since April 1

Basic Commodity Prices +18.3% (Jul,18) = 2.3% (Oct.

All Commodity Prices ~16,5% (Jul.22) =22,6% (Sept.3
Vhile bagsic commodity prices have shown wide fluctuations and in general

some decline since the middle of July, general indexes of vholesale commodity

prices that include prices of finished goods have continued to move gradually up=~ k

ward, reflecting the increased cost of producing finished products. Since the h

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, n 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. During the
past few days, however, greater stability of the dollar has been accompanied by a

somewhat firmer bond market.

Bank Credit

The total loans and investments of reporting member banks in prinecipal
cities have shown no further expansion since the middle of June, as the following
diagram shows, notwithstanding 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 some 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, which are not shown in the
diagram, have shown little change in many months,

It is probable that member banks have been restrained from extending
further credit, especially through investments, by the various uncertainties in
the situation = specifically the uncertainties relating to the future value of the

dollar, the business prospect, and the effect of the insurance of bank deposits.

Recent Business Developments

During the past two 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 improvement in the

construction and equipment industries, which tended to lag in the early stages of
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business recovéry, but operations in these industries remain at a very low level
relative to past years. A large part of the exiating 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
Government and proposed loans to railroads for rail and equipment purchases will
tend to cause some further recvival in the heavy industries during the coming
months, but a resumption of private investment which is neceded 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-
dustries 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 cnd of August the increase in the nunmer of
workers employed was estimated by the American Federation of Labor at 2,800, 000,
and some further increase probably occurred in September. As the work of bring-
ing industries under N.R.A. codes is brought toward completion, however, the
problemn of eliminating unemployment depends more largely upon recovery in the

industries that have lagged,
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CONFILENTIAL

REPORT OF OPEN MARKET OPERATIONS 10 MEE TING OF THE
FEDERAL OFEN MARKET COMMITTEE H"LD IN WASHINGTON
ON OCTOBER 10, 1933

At the time of the last meeting of the Federgl Open Merket Committee
held in Washington on July 20, 1933, the total amount of holdings of United
States Government securities in the System Account was - - -~ = 81,810,349 4500,

Under authority of resolutions adopted at the meeting of the Open
Market Policy Conference on April 22, 1933, later smended by telegraphic vote,
approved by the Federal Reserve Board on Mey 12, reaffirmed by the Federal
Open Market Committee on July 21, and by the Federel Reserve Boerd on July 24,
and by agreement of the Executive Committee, purchases of short-term United
States Government securities were made for the System Account ss follows:

Week ended July 26 $10,000 ,000
o Auzust 2 10,000,000
» 9 10,000,000

" 16 10,000,000

i 23 35,000,000

" 30 36,000,000
September 6 37,300,000

g 13 36,000,000

o 20 36,000,000

& 27 36,000,000
October 4 3545004000

Total Purechuses $291,800,000

These purchases increased the amount of total holdinge in the System Account

£2,102,149,500

Qther transactions effected in the System Account since the

July 20 meeting consisted of

(1) Redemption of $254,263,000 agcrezate
émount ol Treesury bills at maturity,
and $22,651,700 - 4% Treasury certif-
icates of indebtedness maturing August
15, 1938, which were replaced by pur-
chases in the merket of $276,914,700
aggregate amount of short-term issues
of government securities.
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(2)

(3)

® :

Exchenge at meturity, By exchenge subscrip-

tion, of §37,753,300 = 4% Treasury
certificates of indebtedness, m&tured
August 15, 1933, end £83,563,000 -

1 1/4% Treesury 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 June

5, 1934, respectively.

Exchenge in the market of $94,370,000 aggre-

gate amount of short-term issues of

government securities for a like per
amount of other issues of short-term
goverment securities.

to various Federal Intermediate Credit
Banks of $24,500,000 - 1 1/4% Tressury
certificates of indebtedness,; due
September 15, 1933, which was replaced
by purchases of other issues of govern-
ment securities = $21,500,000 from the
Federel Intermediate Credit Banks and
$3,000,000 in the merket,

The following is a statement of the issues of United 3tates Govern-

ment securities held in the System Account on July 19, 1933 (8s reported to

meeting of Federal Open Market Committee on July 20) &nd on QOctober 4, 1933:

S.
"
"
"
L
"
"

Treas, Bills due July

"

2 T 3 3 33 3 3

"

T 3 3 32 3 2 2 32

2 =

T I T 3 3 2 2 3 32

-

July 19, 1933

$33,700,000
" August 800,000
n 14,400,000
i > 20 800,000
o 17,500,030
" 284950,000
Septerr-.ber 19 3 200 |000
" 20,830 4000
i 25,895,000
October 35,688,000
L 14,000,000
i 800,000
"
November
"
L
"
"
December
L
"

CO000O0O0ODO0O0O0

Jenuery

Oc

tober 4, 1933

$

COO0OO0CCQCOoODO0O0OOC

28,300,000
20,000,000
18,425,000
23,800,000
29,580,000
20,500,000
33,171,000
58,950,000
4] ;900,000
17,200,000
49,845,000
374,250,000




% Cert. of Ind., due hLuzust

¥ / 4,}‘;‘ " Hoon "
3 / 4% L] " " "
1 / 4;:; " L " "
3 / 41:)0 " L "
% Treasury Notes
1/4% Cert. of Inds
1/8% Tressury Notes
ol n " "
/0
5 / 8;% " " "
7 /8" A " " L]
1 / 4% " " "
3/4% " R
/ % n " "
g / 4?5 " " "
5 / 8‘}:; L ” n
n / 8“?.9 " " n
1/2% First L/L Bds of
1 / 4{;0 n " " "
1/4% Fourth ®* » »

(o Vo B O AT 2 B IS B I S S )

Sep tember
December
"

Merch
May
June
Lugust
June
August
April
Lugust
December
April
September
February
June
1932/47
1952/47
1953/38

Tuly 19, 1953

&
w

60 405,000
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 4443 ,000
33,025,000
584650 5000
19,570,000

1,000,000
25,025,000
29,000,000

281,591,000

October 4, 1935

31,810,349 ,500

0

0
73,254,000
99,520,000
1574400 3000

108,387,000

134,563,000
15346024000
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

£2,102,149,500

Perticipat jon and Qutright Holdings of
United States Government Securities

All Reserve Banks have participeated in new purchases to the full amount
of their &sllotments on the basis of the resolution of the Open Msrket Policy
Conference at its meeting on April 22, as follows:

VOTED to be the sense of the conference that the

executive committee should be instructed to work out a

system of allotment of existing holdinzs as well as new

purchases of government securities with a view to &rriving

at a more eéquitable relationship of reserve percentages,

The percentages of allotment from week to week are shown in the attached ¥xhibit D.
The actual formule used for allotments was as follows: from May 31 to September 20,
ratio of each bank's excess reserves over & 55% ratio to the System totel; from
September 21 on, ratio of esch bank's excess reserves over 50% to the System total,
4 further Exhibit € shows the chenges 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 hés resulted in some

equalization of reserve percentages,
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The following is a statement showinz the amount of each Reserve bank's

participation in the new purchases made for System Account since July 20, 1933,

and in the total holdings in the System Account 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 totel 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 Participation in Hol

New Puyrchases

Total Holdings Rat

ding
ios

Boston $ 31,639,500
New York 45,617,000
Philadelphia 14,209,500
Cleveland 18,665,000
Richmond 13,857,500
Atlanta 10,237,500
Chicago 104,287,000
St. Louis 12,582,000

$ 145,386,000
877,091,500
55,534 ,500
203,169,500
72,540,500
66,412,500
360,991,500
86,991,000

A
LAV |

[

%
1/4%
1/4%
3/ 4%
1/2%
1/4%
1/4%

%

Qutright
Huldings

¢ 703,550
120,296,550
34385,500

0

0
26,200
62,741,700
500,000

1/2% 7,089,050
1/2% 181,600
1/4% 10,000,000
1/2% 0

Minneapolis 5,196,500 54,883,500
Kansas City 12,766,000 76,050,000
Dallas 23778,000 46,302,500
San Francisco _19,964,500 156,796,500

NPV

To tals $291,800,000 $2,102,149,500 % $204,924,150

On September 15 and 20, the Federal Reserve Bank of Dallas increased
its perticipation in the System Account $2,500,000 and £2,000,000 respectively,
in order to improve its earning position for the balsnce of the year, This sale
was made from the Federal Reserve Bank of New York's participation temporarily
and later apportioned between the Federal Reserve banks, which expressed & desire
to participate in the sale as follows:

Boston $§ 323,000 Chicago 780,000
New York 1,578,000 St. Louis 198,500
Philadelphis 346,500 Minneapolis 127,000

Cleveland 472,000 Kansas City 165,500
Atlanta 151,500 San Francisco 358,000
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Sys tem Purcheses of Bankers Accepténces

Only a negligible amount of bankers acceptances vwas purchased by
the System since the July 20 meeting and no purchases or allotments were made

by the Federal Reserve Bank of New Yorke

Appended are statements showing the following:

Exhibit "A" -« Meturities of Holdings in System Account
at the End 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 Merket Bid Prices as of Close
of Business QOctober 4, 1933,

Statement Showing Farnings of all
Federal Reserve Banks for the
First E¥ight Months of 1933,

Statement Showing Percentages used
for Apportionment of New Purchases
of United States Government Secur-
ities each Week Since July 20, 1933,

Reserve Percentages of Federal Heserve Banks
on April 26, July 26 and October 4, 1933.
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EXE{IBIT " A"

IATURITIES OF HOLDINGS IN SYSTEM ACCOUNT

(In Millions of Dollars)

Within
Six
Months

Per=-
cent

Within
Two
Years

3=5
Yoars
Ince.

Call=-
Pcer= able
ccent] Bonds

Per-
cent

Totals

£165
191
299
583
716

&

G (A O O ~J )

-

oo e - le)
P =1 O

log)
9]
o]

29
32
44

57
51
48
45
38
37
40
47
48

.,
o]

FRPEIFEREE

b enen
i) O}(J'IIO!D(OU‘IDTC:W.&

$ 355
375
475
779

1,115

1,173

1,167

1,194

1,170

1,229

1,227

1,203

1,107
1,090
1,090

958

962
1,117
1,143
1,191
1,278
1,285

g -

- | 4212
212
212
239
290

G >0 o @
Gl GGG O & A
(oL« e B o e Tl s B o Y

¢ e 8;1 €2 G O L1 G oY O

L
G

o7
56
31
24
21
2l

21
21
21
2l
2L
21

22
21
2L
21
20
19
18
17
16
16

& 567
587
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Exhibit ™"
APPRTCTATION OR DEPRECTIATION OF U. S. SECURITIES HELD IN SYSTEM SPRCIAL INVESTMENT ACCOUNT AS
WPRUSENTED BY BOOK VALUTS AND MARXRT BID PRICE AS OF CLNST OF BUSINGSS OCTOBER 4, 1933.

ﬂ_‘ﬂ

Approximate Market APPRYCIATION in Black
Issue Maturity par Value Book Value Bid Price DEPRECIATION in Red
S. Treas. Bills Oct. 11, 1933 & 26,300,000 +301% Disc't +20% Disc't S 443 .43
" 18, 1933 20,000,000 « 2597, 206 n 432 .04
" 5, 1933 18,425,000 <2734, 6 B 753 .74
1933 23,800,000 . 2547, 204 v 979 .49
1933 29,980,000 . 2647, " 2045 n 1,814.98
1933 20,500,000 « 16674 e « 209, "
1933 33,171,000 .1627, " «20%
1933 58,950,000 .110% " «20%,
1933 41,900,000 . 0937 " .20%
1933 17,200,000 . 0667 « 207
1933 49,845,000 0567, 209
1934 37,250,000 0774, «20%

3/44, cert. 1933 73,254,000 100 2/32 100 8/32 153,378,67
1/44, » " 1933 99,520,000 100 9/32 100 27/32 575,202,02
3/ah v " 1934 157,400,000 100 3/32 100 7/32 214,357,00
1/44, = " 1934 134,563,000 100 1/32 100 13. 570, 40

4, Treas. Notes 1934 108,387,000 100 24/32 101 20/32 973,472, 6€
1/, » 1934 153,602,000 100 14/32 101 18/32 1,728,506.30

¢ 5, 1935 106, 748,700 101 4/32 103 12/32 2,431,323 4%
5/ed 1935 72,053,300 100 6/32 101 3/32 661,834.99
/86 " 1936 159,604,500 101 1/32 102 13/32 2,201,587.41
/44 " 1936 46,092,000 102 1&/32 103 15/32 420,136.38
/45 1936 88, €93,000 100 28/32 102 12/32 1,345,€98.20

A 5, 1937 83,875,000 102 7/32 102 12/32 115,818.83
31/4 n " 1937 80,100,000 102.24/32 102 20/32 93, 357.46
2 5/ n 1538 25,570,000 100 12/32 100 27/32 124,113.39
27/8 1938 19,750,000 101 101 7/32 43,€58.95
3 1/2% 1st L/L " 1932-47 25,025,000 100 1/32 102 10/32 572,734.14
4 1fag n n " 1932-47 29,000,000 100 3/32 102 27/32 799,015.41
4 1/4% 4th oct. 1933-38 261,591,000 100 17/32 103 7,522,418.48

TOTALS $2,102,149,500 $19,729,707.91 Net
PP R LWl b

4 O o —3 CO 3
- - - - - ~-

b

—

NET PROFIT WOR YRAR 1933 HELTD IN SUSDENSE ACCOUNT GENWRAL CLOSE OF BUSIN®SS OCTOBER 4, 1933 951 ,459.57
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Exhibit nc®

STATEMENT SHOWING EARNINGS OF ALL FEDERAL RESERVE BANKS
FOR THE FIRST EIGHT MONTHS OF 19833

Current Expenses Availeble for

and Depreciation

Net Deductions Allowances,
Gross From Current Reserves and

Earnings Net Earnings Surplus

New York
Phiadelphia
Cleveland
Riehmond
Atlanta
Chieago

St. Louis
Minneapolis
Kansas City

Dallsas

11,943,695
2,787,954
34 353,062
1,100,805
1,180,408
4,311,234
1,041,051

1,023,995
1,161,526

812,480

6,960,869
2,127,644
2,522,498
1,281,448
1,081,862
34120,010

1,192,527
B69,615

1,320,872

976,072

4,982,826
660 5310
830 ,564
180,643

98,546

1,191,224

151,476
154,380

159,346

163,592

San Franciseco 2,330,768 505’988

2,834,756

Totels $33,361,985 $25,625,393 &§7,736,592

(a) defiecit




EXHIBIT "D"

STATEMENT SHOWING PERCENTAGES USED FOR APPORTIONMENT OF NEW PURCHASES OF UNITED STATES GOVERNMENT SECURITIES
FOR SYSTEM ACCOUNT EACH WEEK SINCE JULY 20, 1933

Wieek
Ended July 26 Auge 2 Avge 16 Aug, 23 Augs 30 Sept. € Septeld Sept,20 Bepty 27

Boston 13 ¢ 11 1/4a% 12 % 1/ 1Ny 12 F 1 2 B4 o
New York 91/2% 11 % 10 3/4%6 12 1/4% 16 % 15 1/4% 15 1/4% 15 1/2% 21 1/4%
‘hiladelphia % 4 1/4% 1/4% 3/ 4% 4 3/4% 4 3/4% 1/4% 3/4% 5 1/4%
Cleveland 3/a% 8 1/4% % 1/4% 3/ %% % 6 1/4% 3/4% €. 5.6 4%
Richmond 1% 5 1/4% % % 1/4% /¢ 5 % % 1/2% 4 1/4%
stlanta 1/2% 3 1/2% 1/2% 3/4% % 3/4% B 3/4% 1/2% % 1/4%

Chicago 37 1/4% 38 % 3/4% 3/4% 1/4%6 ¢ % 36 % 1/4% % 1/2%

St. Louis 5 1/4% 4 3/4% 3/4% % 1/4% /2% 4 % % %
Minneapolis 1 3/4% 1 3/4% 3/a% 3/ 4% 3/ 46 1/2% ' % %
Kansas City 43/44 5 % % % 3/4% 1/4% %
Dallas 1/4%  1/4% 1/ 2% B/ 4% 3/a% 3/4% 1/4%
Qm Francisco 7 1/2% 6 3/4% 6 3/4% 3/4% 3/4% 6 1/2% 7 % %

Totals 100 % 100 % 100 % 10Q % 100 % 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 Septe 20 and a 50%
reserve ratio subsequent thereto.) '
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April 26 July 26 October 4

Boston A 7743% 72.8%
New York Q4% 60.0% 59, 3%
Philadelphia ) s 0% 634 5%
Cleveland 7 67 48%
Richmond 7 72.0%
Atlanta 5842% 70.0%
Chicago 56 1% 7844%
St. Louis 71.2%
Minneapolis 6346%
Kansas City 51 4 9% 71.7%
Dallas 57.2%
San Francisco % 68a1%

Sy stem : % 6844%
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October 9, 1933
CONFIDENTIAL R, & S,
Cre 5

BUSINESS AND CREDIT DEVELOPMENT

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
montis, Noﬁwithstanding 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 gradual 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 anticipation 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 h}ghest levels on record,

The decline in industrial activity during the past two months has come, in
large measure, in those industries in which expansion had previously been mo8t
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 eerly

éfig;ziizqc: 23
///
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summar have been fairly stable, on the average, 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 oustanding 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

ed at about $1,500,000,000 at the present time, compared with more t
$3,000,000,000 at the peak last spring,

Purchases of United States Govermment securities by the reserve banls this
year have totaled $460,000,000, 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 contimue at exceptionally low levels. Capi-
tal flotations are small and there is little activity in the mortgage market,

-

LXCESS Treserves

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, rcess rescrves 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

3£0.
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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

I Per cent change
Mar. | July Sept. |Mar.- Mar.—
| [July Sept.
(Seasonally adjusted
indexes; 1923-1925=100)

Industrial production, total 60 100 p85 + 67
Manufactures 56 101 P85 80
Mines 81 90 p87 11

Factory employment 1/ 57 69 p76 21

Factory payrolls 1/ 37 50 57 25

Construction contracts awarded 14 21 p28 50

Railroad freight-car loadings 50 65 60 + 30
Merchandise l.c.l. 62 70 68 13

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 60 per cent of the 1923-
1925 average in March to 100 per cent in July, when industrial activity was at
its height, and in Angust 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 from March to July brought with it increased
employment and earnings, particularly in manufecturing, although this advance

was somewhat slower than in output, -as is normelly the case in the early stages
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By July factory employment had increased by 21 per cent and

per cent, but they were at much lower levels relative to 1923~
1925 than the volume of output. In Auzust and September there was a further
growth in earnings and in employment, notwithstanding the concurrent decline
in production, the contimied growth in employment and payrolls being due in
part to the operation of industrial codes. By September it is estimated that
factory workers! earanings were more than half again as large as in March and
the number employed had increased by one-third.

The construction industry, as a whole, showed some increase in activity

=

the period; in August and September contracts for public works were an
important factor in the increase of coastruction 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

allowance for seasonal changes.

Output of manufactures

The increase in output of basic manufectures by 80 per cent from March
to July, according to the Federal Reserve Board's seasonally adjusted index,
is the most rapid increase on record; in Ausust there was a decline of about

nt, and in September, for which reports are i incomplete, a fur-

‘eduction of & per cent,

During the month just past, output of i and steel, automobiles, sillk,
and other textiles was further reduced a here was also a marked declinc 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-




?c

tinued at a low level, although the mills were somewhat more active than in
August .

Reduction in activity during tlie 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 rmumber of industries there was a marked decline in output in the
month in which a code or processing 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 contimued 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 mamufacturing 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 1928-29 as 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 consumers' goods., Both shared in the
expansion of the next four months, but even in the months of greatest activity,
when the consumers' goods industries were at 1929 levels, the heavy industries
were producing only about two-thirds of their average monthly output 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
here was little demand from the construction industry or from the railroads,
The reduction 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 [ (Adjusted for Seasonal Variation) 190

80

Pt

\\/\

Durable

N

1928 1929 1930 193] 1932 1933

"Durable® 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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onstruction

In recent months the value of construction contracts awarded has increased
from the extrcme low level pr i in the spring to about the 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 work undertalken,

{

1e accom ine chart shows residential and other contracts separately;
data plotted are three-month moving averages adjusted for usual seasonal
variations and the last figure is partly estimated. The chart indicates that
zrowth has been largely in non-residential work, In August there
were substantial increases in contracts for highways and waterworks, and in
September total contracts for public works and utilities continued at the Aug-
svel. Currently factory construction is also above the low level of the
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 previous extreme low levels, Vacancies in apartments have continued
unusually large and rents have declined further since the beginning &f the year.
snge payments have been large and new mortgage money has
generally not been available.
The Public Works Administration has allotted $1,669,000,000 of
$3, 300,000,000 appropriated. Allotments amounting to $1,480,000,000 have
been made to Federal agencie inclu £ $400,000,000 for roads; $238,000,000

for Navy building (not usually included as "construction'); $166,000,000 for




1y

reclamation projects; $121,000,000 for rivers and harbors; $100,000,000 for the
Farm Cpedit Administration; $71,000,000 for the Civilian Conservation Corps;
$55,000,000 for Army housing; $50,000,000 for the Tennessee Valley project;
$L65,000,000 for flood control; $25,000,000 for subsistence homesteads; and
$25,000,000 for public buildings. Non-federal projects have totaled $190,-
000,000, of which $44,000,000 is for the Triborough Bridge, $38,000,000 for
the Mid—town Hudson Tunnel, $41,000,000 for low cost housing, and $17,000,000
for waterworks.,

Federal expenditure for public works during the fiscal year 1933 amounted
to about $500,000,000; 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, such as that to the Farm
Credit Administration, are for non-construction purposes; and also because of

he 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, such as the naval construction, reclamation,
bridges, and tunnels, will not be completed during the year., Final plans
certain highways and other items have been approved and work is now being

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 was some reduction in the mumber 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 tablae,

months,

EMPLOYMENT AND INCOME OF INDUSTRIAL WAGE EARNERS--1933

Public
Factories . Mines . utilities Railroads

ENPLOYMENT
(In thousands)
March 4,932 546
August 6,421 Loy
September p 6,625 S

Change March to
August +1,489 -122

MONTHLY INCOME
(Estimated in millions of dollars)
March 331 37 96
July 451 38 92
Augzust 505 45 g2
September p 514 . STy
Change March to
August +1 74 +8 -L

p Preliminary




Between March and August tlhe 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 Civilian 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,-

The present level of income,
however, is only slightly more than half the amount paid out in wages in 1929.

The contimied 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
averaze 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 38.6.

Income of farmers

Farm income in 1933, including preducts consumed on the farm, is esti-
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 pagyment of $260,000,000 to farmers by the Federal Government in

connection with the productien 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 feced 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 contimued 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 goiné into consumers' hands since March
is not kmown 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




this time of year, partly because unseasonably warm weather, and also,
cording to trade reports, because of buyers' resistance to higher prices.
Sales of chain stores continue to in considerably larger volume than a
year ago.

Growth of bank deposits

From March to June deposits at banks increased substantially and this
growth contimued at a slower rate from July to September,

Total deposits of all banks other than rmtual savings banks in the United
States were about $35,500,000,000 on December 31, 1932. At the close of the
banking holiday March 13-15, the deposits of open banks were about $26,500, -
000,000, 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 increased by about $5,000,000,000, or 20 per cent, to about $31,500,000,~
000, reflecting chiefly the licemsing 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 from hoards. The important factors

he growth of deposits are summarized in the following table:
F* TING TH: VOLUME OF DEPOSITS OF LICENSED BANKS IN
STATES BETWEEN MARCH 15 AND OCTOBER 4, 1933
(In billions of dollars)

eturn of currency and gold to banks

Growth in bank loans and investments

anks licensed, new banks organized, etc.

Growth of bankers' balances

Total




17,

The major part of the growth in deposits occurred between March and July,
deposits showing little growth since that month,

Velocity eposits

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 %olume 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 volune 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 surmarized in the following table:

ESTIMATED CHANGES IN LOANS AND INVESTMENTS OF BANKS IN THE
UNITED STATES, EXCLUSIVE OF MUTUAL SAVINGS BANKS,
MARCH 15 TO SEPTEMBER 27, 1932

(Figures in millions of dollars)

Increase in holdings of United States securities

Increase in 1} ngs of acceptances and cormercial
paper

Increase in loans to brokers

Reduction in loans to customers

Reduction in holdings of other securities

Total increase in loans and investaents

Movenent of bankers! balances

stwveen March 15 and June 15 the growth in bank deposits was accompanied
by an accwmlation 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
he middle of August withdrawal of bankers' balances 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
Septexnber bankers! balances have increased again by $100,000,000 reflecting in

of farm crops.

Non-licensed and closed banls

iber there were more than $H,500,000,000 of deposits in
banlks still in the hands of the supervising authorities, The distribution of

their deposits is shown in the following table:




DEPOSITS IN NON-LICENSED AND CLOSED BANKS--SEPTEMBER Sy 19383
(Amounts in millions of dollars)

Non-licensed banks in hands of conservators, etc.:
National banks 730
State member banks 158
lonnember banlts g8z

Banks in hands of receivers:
National banks %18
State banlks 2,000 = 2,500

Total 4,500 - 5,000

The Comptroller of the Currency has announced approval of reorganization
plans for 375 national banls 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 pealr of
$7,581,000,000 reached on March 13, 1933, but was still $1,200,000,000 above the
average low level of the present depression reached in the autunn of 1930. About
one-helf 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 rﬁopcning of the banks on March 13-15, and con-
timied to decline from weelr 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,




20.

s ~

t is now estinated that of

the currency withdrawn during the current de-

pression about $1,500,000,000 is still in private hoards, or about one-half a

rmmich as at the peek of the hoarding movement in March, and probably less than

at any time since the spring of 1G31l.

The chart shows the volume of money in circulation for several years past.

i

n the volune of money in circulation are seasonal irn character,
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Gold in the hands of the public

n

Gold coin outside of the reserve ban md the Treasury on October Y 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 amounts 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 gold certificates in the hands of the pubdlic,
therefore, aggregate probably not more than $250,000,000, the smallest amount
in many years.

In other countries there is evidence that the hoarding of gold was checked
at the beginning of July. Monetary gold in Europe outside of reported cen-

tral bank holdings, after increasing by $500,000,000 during the first half of
the year, decreased somewhat in the third gquarter.

Commodity nrices

The general level of commodity prices, at wholesale, after a rapid rise

last spring and early in the summer, has been at a relatively stable level.

-

This stability of the general average of prices has been the resultant of de-

clines in prices of those commodities traded in on orgenized exchanges that

had shown the most rapid advances last spring, offset by advances in other
i - ’

cormodities, particularly finished goods. The chart shows the course of

prices of all commodities combined, of farm products, 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 exchanzes 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 thot raw materials, which had the
grentest price declines during the depression, also showed the most
advances last spring. Since mid-summer, however, raw materinls have declined,

while finished oducts continued to increase.
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The table below shows last spring's low points, July h

r)6
e

izh points, and the

latest level for price indexes comprising different groups of commodities. The

taktle

world commodities and of other commoditfies. It also shows that

brings out the difference between the course of prices of sensitive

since July

prices of products sold by farmers have declined, while prices of the goods

F-J

they buy have advanced. Retail prices and the cost of living in general have

advanced continmiously.

COMMODITY PRICE CEANGES DURING 1933

Lowest Eighest
in spring in July

l Latest

Wholesale prices
784 commodities, U.S.B.L.S.
(weekly; 1926=100) 59 69.7
15 staple commodities, Moody's
(daily; 12/31/31 = 100)

Farm prices, U.S.B.A.E.

(weelly; 1910-1914=100)
Received by farmers 76
Paid by farmers 107

Retail prices
Food, U.S.3.L.S.
(semi-monthly; 1913=100) 90.4 104.8
Cost of living, N.I.C.B.
(monthly; 1923=100) 71.5
Department store prices, Fairchild
(first of month; January, 1931=100) 694 76.1

* Confidential.

Comparison of prices in this country, England, and France p

resented in the

hart, brings out the fact that the principal factor in price advances this

year has been the relative decline in the exchanze value of a country's cur-

rency. Our prices have advanced most, and British prices next,

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 brings out
the fact that until the latter part of August the pound remained at a fairly
constant ratio to the franc, both currencies advancing as the doller declined

and vice versa. Since that time the pound-franc relationship has not beén 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 March to July was followed by a pronounced
decline. Common stock prices, waich according to the Standard Statistics

index of U2l stocks rose from 40.9 per cent of the 1926 average on March 1 to
3.4 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
s 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.

Accompanying 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 Exchange, which had increased from a monthly aver-
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 %o about 40,000,000 shares in August
and September.

rices of preferred stocks and of bonds also advenced from March to July

o A . .

and contimued fairly firm during August, in the face of declines in other
arkets., About the middle of September, however, there was a pronounced de-
¢line in preferred stock and bond prices. The Standard Statistics index of
h~-grade bonds rose from helow 75 in April to slightly over 90 in July,
and after fluctuating around 90 for two months, declined to 86.5 in the latter

T

rt 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
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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, comprisinz 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 with yearly totals of $1,500,000,000 in 1931 and of
$l4,500,000,000 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 nommal

Treasury borrowing during the course of 193% has been reflected in a net
growth of the public debt of about $2,250,000,000 since the end of 1932. In
Auzust 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. Alftoggther in the three months of

his fiscel yesr the Treasury issued about $2,400,000,000 of new securities,
inclu&ing ghort—-term bills and certnin specinl-purpoce seriss, and retired
about $1,900,000,000 of oblizations, malkingz a net incrense of about $500,000,000

in the public debt.
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