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. BOARD OF GOVERNORS .

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date__August 12, 1941

To The Files Subject:

From Mr. Coe

WPe

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below,
because of their possible confidential character, were taken from
volume 249 of Mr. Hamlin's scrap book and placed in the Board's
files:

VOLUME 249
Page 9

Memo to Gov. Black from Mr. Smead re Devaluation of the Dollar
and the Federal Reserve System.

Page 25
Governor Black's revised memo to President.

Page 37

Memo re transfer of gold. (Tentative draft)

Page 67
Memo to Mr. Hamlin from Mr. Smead re Exchange and transfer
drafts.

Page 138
Earnings and Expenses of F.R. Banks, December 1933.
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November 23, 1933

Covernor Rleok Davaluation of the dollar and

Mr, Smead the Federal Reserve System

Tn view of the authority poseessed Ly the President to reduse the gold
content of the dollar at any time by as much as 50 persent and the growing
probability that the dollar will be devalued by the exercise of that authority,
perhaps in the near future, the subject of the effect thercof upon the Federal
Reserve System has come to be of vital ooncern,

At the present time our monetary gold stock amounts teo $4,322,000,000,
whieh would be imereased to §7,208,000,000 4if the gold content of. the dollar
were reduced to 60 percent of the present statutory weight, corresponding
roughly to the pragent exchange valus of the dollar, At this valuation our
gold stook would exceed by ebout $1,960,000,000 the amount of money in oirou=

lation at the present time, exelusive of subsidiary silver and minor coin,

In other words, we could retire all the Pederal Reserve notes, Federal Reserve

Bank notes, national bamk potes, United States notes, gold certificatos, sile

ver certificates, é;old coin end silver dollers in circulation, replace them
with gold coin of the new weight or with gold eertificates based on the de=
valued gold dollar and have a reserve stock of gold remaining in the amount of
$1,960,000,000,

Rearing in mind also the fact that our gold stock at its present valua=~
tion ‘is equal to more than 80 percent of our total cireulation, exclusive of
gubsidiary silver and minor coin, it is evident that the addition of
$2,880,000,000 to the wvalue of our gold stock, that would. result from e 40
percent devaluation of the dollar, would give this country an additional fund
of gold in that amount not needed for monetary purposes and which would have
%o be held by somoone as a monproductive asset, The possible holders of this

gold are three, 1,0,, (1) the United States Treaswry, (2) the Federal Reserve
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Banks, md (8) member and ncr.me;mber banlca,

~‘That the Tregaury would hold any substantial pox?tiom of this immense sum
of idds gold is, of eourse, quite inconceivable, especially in view of the ocur=
rent heavy requirsments of the Treasury for funds to finance wmusual Governe
mental astivities,  The Treasury highf, hm, it would seem beo willing to
carry @ 100 percent gold msaﬁe ageinst United States motes, which would. b=
sorb aboirt $190,000,000 of olde |

If the Reserve Danks were permitted to retein the profit realized from the

revaluation of their own gold holdings (whieh it is takem for granted they will not, :
“unless perhaps in conneetion with the edoption of & “commodity dollas™), 't'.hey |

could earry the inorsased gold reserves with ro other embarrassment than that of a

strildng increase in their gurplus acoountsy but if the Reservae Banks do not share

in the profit derived from the revaluation of bhe gold steok, the thrusting upen
them _of such an emount of unproductive gold would have Very serious oongequences,
Assuning thet the Treasury deposited with the Federsl Reserve Banks its prefits of
$2,880,000,000 or so resulting from the devalustion of pold it would then be in
position to draw on the balances thus created .‘m meei:ihg ite obligations,

The paying out of these funds by the govermment in ordinary cowrse in de~
fraying current expenses or redeeming govermment securitles held by the publie
would transfer tham to member bank reserve .nacount, sinoe the government checks
would be deposited ﬁfh mwember banks who in turn would deposit them with the
Reserve Banks, This would expend excess roserves of member benks from the present
wnprecedonted level of $850,000,000, to_th§ fantastic total of something like
$3,700,000,000, The ineviteble result would be tremendous pressure upon the
Regerve Banks to ;lisposo of their gmmwnt securities and thereby enable menber

banks to reduce their excess reservez to more normal proportions.l.. I;"th_e Reserve
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Governor Rlack « 43

Banks oomplied they would be virtually, if not completely, bereft of earning
desets, as they would also be 'if the Treasury instead used the funds in the
direct purchase from the Reserve BPanks of the government seourities held by them,

Farnings of the Resorve Benks would naturally decline almest, if not quite to

the point of extingtion and the gombinued existence of the Federal Reserve System

would "ba ohdangored through inability %o cover expensesy But there would also.be
the even more serious renult of depriving the Reserve Banks of eny meens of -
eredit oontrol , whether or not they retained a substantial volume of government
geourities, wless .thare was an o:xport. movement of _g;old on such a tremendous
sonle as to wipe out excess faaams o.f mmbo:.'. banks and put member bd_n]_ca in debt
for substantial é_.mmts to the Federal Roserve Danks, 'i‘he oxigtence of excess
reserves of member banks in such amount as would result from tho pajing; out by.
the rwermmt of the profit (approximtely $2,880, 000.000) realized from 'kha reo=-
~yaluation oi‘ gold would tend to chespen credit in thi.a country and oonaoquently to
'produoa an -oxport movmnt of gold. Any gold exports due to this cause mld, of
oourne, ceasa whan O%CO8s roaerna of member bsnlig were nduna& to a normal lcvel.
| Mewber snd nonmamber benks cannot be oxpocted to hold in their multl es
& nonproductive asset any substential portion of the hmraau in the oountry's
nonobary gold stook Fesultdng from the revaluation of gold, even if they were not
deterred from doing 80 by the risk of loss by robbery or octherwise, There are,
however, a number of means whnre'by member and normember banks could be forced to
agsume at lenst & par'l: of the burden that would otherwine fall on the Raaom Bmks.
Among these is the uiluing up of excess reserves of member banks, and some in-
éreese in even the preu:rb largé excess raaema obviously would not be dangerous

wder existing oconditions., To force member barlks to carry large axcess reserves
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Governor Black

under any end.all conditions, however, would be to surrender any possibility of
exoroising eny restrictive influence on oredit expansion and to furnish member
benks a powerful incentive to launch into credit expansion on an \mpracadaﬁted
seale at the very time, perhaps, when changsd oonditio:ﬁs oalled for restraint,
Another mesing of shifting a pert of the burden o the banks would be to- induce
all, or substantially ell, nommember banks to join the Federal Reserve Systeﬁ.
A1l nonmember benks, other then mutual savings banks, in the counbtry have sbout
$6,000,000,000 of depogits, which would eall for reserve belandes of about
$300,000,000 with the Reserve Banks if they hecame member banks, Mutual savings
banks have depesits of about §9,600,000,000, which at the pate of 3 percent
appliceble to time deposits would eall for reserve balances with the Resorve Bapks
in the amount of §288,000,000, Aecordingly, bringing all nonmember banks inte the
System would take care of perhaps $600,000,000 of the around §2,880,000,000 of
excess gold, ' The most prompt end effective means, though ene that perhaps could
not be resorted to without arcusing e considereble amount of opposition, would be
to increase member bank reserve requirements, For example, & 40 percent increase
in the reserve requirements would result in fnoreasing required reserves for jprasent
membership by about $720,000,00d. There remains the possibility of retiring tﬁe
about §750,000,000 of national bank notes inm cireulation.

If all of the above suggestions, which are tabulated below, were adopted the
System would no doudbt be able to funotion measurebly satisfectorily even with a
40 percent devaluntion of the dollar,

Inorease the gold reserve against U, S, notes to 100 percent  $190,000,000
Retire national benk notes : 760,000,000
Inorease required reserves:
(2) By edmission to membership of nonmember bemks (75 per __
cent of the estimated maximm) 450,000,000
(b) By increase of 4D percent in legal reserve require-
ments of new and present membership : 900,000,000
Decrease earning assets of the Reserve Banks 580,000,000
Total ' ~ 4#2,880,000,000
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If, however, excess reserves of member benks were allowed to fall to the
normal level of around $150,000,000, there would be a further decrease in earning
assets of the Reserve Banks of about $700,000,000 in addition to the
§590,000,000 indiecated above, whieh would thereby reduce earning assets from
$2,500,000,000 as at present to ebout $1,200,000,000, or to approximetely the
amount required at § percent to cover operating expenses, losses, and dividends,
The immediste effect upon the Federal Reserve Banks, even without any decrease
in excess reserves of menmber banks, éould gcarcely fail to be a reductien in
earning assets of mich greater magnitude than the $590,000,000 assumed in the

above illuatration, and the Reserve Bamks might find it neeessary to make up

for the consegquent reduction in their earnings, so far as possible, by dis= -

eantinuing the primting of FPederal Reserve currensy with a gredual substitution
for Fodern) Reserve notes in cireulstion of zold certifiscates, by obtaining full
reimbursement, so far es pmotioabls; for gll services rendered the CGoverrment,
and by charging momber benks for some of the free services now pérformed for
them, In the above iilustmtim no allowanece is made for a p_énaible roduction
in money im cireuletion, (momey in circulstion now smounts to $6,666,000,000,
compared with §4,029,000,000 at the end of November 1929), or for the importation
of pold elther of which, other things being equal, would result in a ecorresponding
Arrther derease 3 Regerve Dank earning assets.

Of course, if the dollar were devalued lesa.tlmn 40 percent or if there were
a substantial export of gold, perhaps partly a&s the result of an agreoment with
one or more foreign eountries in commection with the stabilization of the deollar,

the situation would be more favorable from the standpoint of the Federal Reserve

Systen,
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In event, first, the President should write the Board with
respect to the plan embracing action under the Thomas amendment and
the placing of title to the gold holdings of the Federal Reserve System
in the Treasury so that profits on that gold would accrue to the
Government if, as and when devaluation is effected; and, second, if the
Secretary of the Treasury should requisition the gold holdings of the
Federal Reserve System under Section 11 (n) of the Federal Reserve Act
and should offer gold certificates in payment of such gold holdings,
then the Federal Reserve Board feels:

(1) That it should express its strong conviction that appropriate
legislation by Congress should be had covering this question of profits
upon the gold holdings of the Federal Reserve System, although it is of
opinion that this profit, being the result of the monetary policy of the
Government, should ultimately go to the Government.

(2) That neither the Federal Reserve Banks nor the Federal Reserve
Agents can enter into voluntary agreement covering the transfer of the
title in this gold to the Government because of their responsibility as
officers and directors of the Reserve Bank and of their trusteeship in
connection with their duties as such, and

(3) That if demand is made by the Secretiry of the Treasury under
Section 11 (n) of the Fedeml Reserve Act for the zold holdings of the
Federal Reserve System, then the Federal Reserve Banks and the Federal
reserve agents should yield possession of the gold to the Treasury or
its representatives and receive any g0ld certificates tendered to them,

but only under protest fully preserving all legal rightse

VOLUME 249
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It was the infomal opinion of those present, after consideration
of the report which Governor Black gave to the meeting, and in the
absence of opportunity to discuss the various questions presented with
our various directors, that in the event of legal devaluatim of the
dollar, the profit on all zold held by the Federal reserve banks and
the Federal reserve agents should preferably go to the Government of
the United States, provided a sufficient margin of the profit so resulting
should be reserved to the Federal reserve banks in order adequately to
protect them in the full discharge of all their oblizationse.

In reaching this conclusion, however, we feel it is importent to
point out that in the interest of the Federal reserve banks, the member
banks and the public, any steps taken to give this profit to the Govern-
ment should in our opinion definitely avoid divest ing the Federal reserve
banks, even temporarily, of their title to gold held by them as reserve
against their notes or their deposits.

We are of the opinion that any procedure which even in the
slightest degree disturbs the confidence of the public in the integrity
of the position of the Federal reserve banics or the sanctity of their gold
reserve will probably result in a bankine crisis the extent of which it

is difficult to estimete. In these circumstances we believe that thers

is the gravest risk to any plan of action, designed to give to the Governe

ment the gold profit resulting from devaluation, which is based on the
hypothesis that the title to all £0ld held in the reserw s of the Federal

reserve system is to be transferred to the Treasury, leaving title to no




gold in the Federal reserve bankse The Governors, in the short time
aveilable today to study the question, see no way by which the profit
of gold resulting from devaluation can be transferred to the Government
without the serious threat to public confidence in our banking sys tem,
except by appropriate Congressional sction which at the same time
provides for the protection of the necessary gold reserve ageinst the
oblizations of the Federal reserve banks.

In the event the Govermment decides that Congressional action
is inadvisable or inappropriate but that the profit should be given to
the Government by other means, we are of the opinion that no steps can
be taken by the Federal reserve banks except by action of their respective
boards of directors, aving in mind the importance of a thorough
exploration of the various possibilities presented today for our
consideration, we are arranging for meetings of our respective directors

on or before next Wednesdaye
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All gold coin, bullion and certificetes received from others by the
Federal Reserve Banks or Branches since March 4, 1933 (except in
settlement of foreign balances) shall be turned over to the Treasury
immedistely and unconditionally; and payment therefor will be made
in eny coin or currency dollar for dollar or at $20.67 per ounce as
the case may be.

The Federal Reserve Banks, Branches and Agents will forthwith trans-
fer (subject to the condition subsequent mentioned in (4) below) to
the Treasury, possession of, and title to, all other gold coin or
bullion owned by them or on deposit with the United States, and will
receive therefor gold certificates at the rate of $20.67 per ounce.

All gold certificates by whomever held shall be deemed and treated
by the Treasury as dollar obligations so that no profit or loss will
acerue to any holder thereof as a result of any change in the gold
content of the dollar; and they will be secured at all times by 100
per cent deposit of gold pledged as collateral therefor.

Should the forthcoming session of Congress adjourn without ratification
of the transfers above mentioned, and of any change in the gold content
of the dollar theretofore made, the absence of such ratification shall
operate as a condition subsequent to the transfer mentioned in (2)
above, revesting title to the gold so transferred, except a&s to that
portion of such gold as is attributable to profits resulting from any
such devaluation; and possession of such gold will be surrendered by
the Treasury upon the surrender of the gold certificates received in
payment therefor.

Upon devaluation so much of the gold as is not attributable to
profits therefrom will be returned to the Federal Reserve Banks but
without egreement express or implied that such gold will not later
be called into the Treasury.

Such administrative acts and recommendations to the Congress as may

be necessary for carrying out the foregoing arrangements will be made
at the appropriate time,

12/28/33
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A statement of the things not covered therein may serve

sharpen the outlines of the tentative plans sketched on the

to

accompanying sheet.

This plan does not extend to any of the following mat ters:
I ny &

(1)

The gcold status of any gold certificates or
the present or future redemption of any gold
certificates.

Any plan for having the gold representing the
profit resulting from devaluation returned to
the Federal reserw banks or agents in event
of devaluation without Core ressional ratification.

Any plan for special itreatment of any particular
body of gold corresponding to any particular
group of zold certificates.

Any items in any program for legislation

relative to the gener 2l monetary system, except,
of course, the legislative ratification memtioned
on the accompanying sheet.
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FEDERAL RESERVE .
EOARD

Office Correspondence Dte. Sasinasy 10, 1534

']10

From

Mr, Hamlin _ Subject: Exchange and transfer drafts

Mr. Smead

Mr., Morrill advises me thaet you would like to have for your records,
definitions of Yexchange drafts" and "transfer drafts" and illustrations
of their practicel use,

As stated in the memorendum inclosed with Board's letter X-102 of
April 25, 1917, the nature of these drafts is as follows:

A Federal Reserve transfer draft is drawn by a member bank
on its own Federal Reserve bank and is payeble on advice of the
drawee benk at any Federal Reserve bank specified in the draft,

The minimim emount for which trensfer drafts may be drawn is

$250. (Discontinued Jan. 1, 1934)

A Federal Reserve exchange draft is drawn by a member bank
on its own Federal Reserve bank and is receivable for immediate
availability at par at any Federal Reserve benk, although actually
peyable only at the drawee Federal Reserve bank, The maximum
amount for which exchange drafts may be drawn is $50,000.

Federal Reserve exchange drafts afford member benks & method by
which they may use their accounts with the Federal Reserve banks for ex-
change purposes, as such drafts zre the equivalent of exchange on any city
in which there is & Federal Reserve bank or branch, It is understood that
Exchange drafts are largely used when some individual wishes to purchase
from a country bank, exchenge payable at some point at which the bank has
no correspondent, In view of the fact that Exchange drafts are subject to
immediate availability, the Federal Reserve banks have adopted the practice

of granting the privilege of drawing such drafts only to member banks whose

applications for the privilege have been approved by them,
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Federel Reserve transfer drafts, the use of which was abolished

on Jamary 1, 1934, counld formerly be drawn by a member bank on the

7

Federal Reserve bank in its district payable at any one other Federsl Re-
serve bank designated in the draft, Payment by the other Federal Reserve
bank, however, was made only upon advice from the drawee bank, A member
bank drawing such drafts was required to advise ite Reserve bank thereof
each day, by mail, giving the numbers of the drafts, the individusel amounts,
and the totals payable at each Federal Reserve benk, @An advice was &lso
forwarded by the member bank to the Federal Reserve bank at which the drafts
were made payable, The drawee Reserve bank, upon receipt of the advice,
charged the totel to the account of the drawing member bank and telegraphed
Federal Reserve bank at which the draftes were made paysble, confirming
advice furnished by the member bank, The use of Federal Reserve trans-

drafts (elso of Federal Reserve exchange drafts) was inaugurated in 1017,

prior to the establishment of the wire transfer system, and at that time

proved & fairly satisfactory method of transferring bank balances, Since
the privilege of meking free telegraphic transfers of funds has been ex-
tended to member banks, Federal Reserve transfer drafts have had 1ittle or

no practical use,
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EARFINGS AND EXPEISES OF FIDERAL RESIRVE BAIKS, DECEMBER 1933

(PRELIKIITARY)

Month of Dccember 1933 Janmuary — December 1933
Current net earnings
Ratio |Less accrued
to dividends and

paid~| net charges

Current net
earningzs

Iatio to
paid-

;w4llrgs from =

f I
Pur- UsS.GovEt, |
chased securi=-

bills ties

Current expenses

2xclusive Total

Other of cost

sources

Dis—= Total Total
counted

bills

of F.32. in in capd(current) to
capital

curreacy | ital |profit and loss

Par_cent
$238,968 045
1,339,998
258,709
321,771

$4,963
60,028
3,633
9,248

18,046

54129
18,661
21,300

$164,459
510,337
172,339
236,334

$138, 441
7,664,856
1,214,555
1,072,157

$699, 851
10,471,579
2,077,690
1,789,791

$176,135
558,815
197,624
248,668

$264,708
1,502,523
5335425
361,828

$11,869
98,335
287,815
26,125

$8,903
4,162
3,268
4, Ggh

$85,573
ql3,707
355,801
113,160

0.0
17.9
13.1
13,6

3.0
T8
20 1
3.8

P;-l lade lpJ.‘ll =2
Cleveland

17,634
25,806

Richmond
Atlanta
Chicago
St. Louis

118,502
107,848
617,911
141,860

126,511
105,460
233,603
115,348

-136,015
109, 391
2,364,164
~T4, 214

154,573
365,230
2,910,545
155,825

130, 737
113,016
257239
120,618

155,892
1)&.1 bBJ
O)w 400
169, 274

25,155
25,623

)JI!LLl
g,656

A - Ccr—l
QIO OO

H U
- - w (5]
=

-
= GO

Hinneanolis
Kansas City

.
ancisco

110,790 34435
127,800 24,362
111,423 817
251, 241 11,192

125,690
167,103
117,402
273,95k

92,534
139,070
99,294
205,351

-

o
-
- O O M

98,313
153,136
104,508
213,527

275377
13,967
12,59k

363,575
19, 144
30,473

1,206,200

235,151
~224, 04l
-178,905

583,173

Tl -
- -“

n n\o &=

QAU H31 U=l -
WAOT 1o~

L

Deu. 1933
Nov, 1933
Dec, 1932

3,746,321
3,510,901
2,318,037

184,424
120,106
161,801

L, hel, 928
5,936,731
3,101,583

2,205,540
2,202,658

Qoo

2,175,456

2,37C,637|2

2,311,319 1,5

2,262,592

1,138,991

Jan,-Dec,

1333

9,137,038

1932 17,881,057

37,529,872 1,582,340 49,487,318
26,923 570 2,428,977 50,018,817

26,718,007 29,222,837
25,185,565 26,291,381

20,264,481

23,727,436

20, 264, 481
23,727,436

FEDERAL RISFTRVE BOARD
DIVISION OF BAWK OPERATIONS
JANUARY 24, 1934,
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12,789,330
13,032,000





