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Form F. 8.131
BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence
To The Files

From

Date  AuEmst 12, 1941

Subject: 

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below,
because of their possible confidential character, were taken from
volume 256 of Mr. Hamlin's scrap book and placed in the Board's
files:

VOLUME 256 

Page 25 
Earnings & Expenses of F.R. Banks, August 1934.

Pagp 39 
Resolutions adopted by Federal Advisory Council at its meeting

in Washington on September 17, 18, 1934. (Draft)

and the
' (Typed draft - Smead)

Page 124
Memo to Mr. Hamlin from Mr.

Germany.
Page 13,3

Silver Acquisitions by United States Government.
Page 141 

Memo to Mr. Hamlin from Mr. Goldenweiser
tion of 1920".

Page 146
Data re Committee report. (Notes on action at Board meeting)

Page 147 
Stock Exchange Regulations. (Memo from Mr. Goldenweiser to Board)

Page 51
Memoranda re Regulation T. (Typed draft)

Page 107 
Memo to Mr. Hamlin from Mr. Goldenweiser re inflation in Germany.

Page 113 
Earninzs and Expenses of F.R. Banks, September 1934.

Page 120
Memo to Mr. Hamlin from Mr. Goldenweiser re German inflation.

Pags 12.2
The F.R. Note Franchise Earning Power of the Reserve Banks.

Goldenweiser re rise of prices in

(CONFIDE\ITIAL)

re "The So-called Defla-
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CONFIDE7TIAL 

Not for publication

EARrINGS AND EXPEYSES OF FEDERAL RESERVE BANKS, AUGUST 1934

Federal

Reserve

Bani:

onth of 1934

B-811

January - August 1934

Earnings from

Dis- Pur-
counted chased

bills bills

U. S.
Govt.

securi-
ties

Other
source

rro'Lal

Current expenses

Exclusive
of cost of
F. R.
currency

Total Total

Current net
earnings  

Ratio to
paid-
in

capital

Current net earnings

Total

Ratio
to paid-

in
capital

Less accrued
dividends and
net charges

(current) to
profit and loss

Boston $484

New York 26,719

Philadelphia 17,116

Cleveland 1,331

Richmond
Atlanta
Chicago
St. Loui-

Minneapoll
Kansas
igilas
W Fr.icisco

TOTAL
Auust 1334
July 1934
August 1931

Jan.-Au. 1934
1933

$90

540
130
115

2,693 46

592 42

590 157
1,057 10

749
527 34

832 34

7,830 35

$249,376
1,293,661

267,328

335,951

163,353
148,654
673,904
148,024

114,445
148,772
124,823
262,314

$1,062

2,374

5,837

2,256
16,811
20,022
5,163

3,212
19,294
1,141

9,633

$251,012
1,327,454

287,',42
343,234

168,353
166,099
694,673
154,279

118,414
163,627
126,330

' 279,912

$179,025
607,139
183,&/T
235,542

139,546
105,632
277,005
124,711

101,572
144,612
101,346
230,692

$183,051
646,453
136,239
238,243

140,602
108,356
279,110
126,233

103,512
145,524
102,049
232,339

Pr rent
$62,961 6.9
681,001 13.5
101,153 7.3
104,991 9.5

27,751

57,743
41.5,56
23,041

14,902
23,103
24,781
47,523

6.6
15.5
38.6
8.2

5-7
0.0

7-3
5.2

Per cent
$649,617 9.1
6,021,543 15.2
960,539
831,304

184,792

335,372
3,024,306

253,597

c.3.3
9.8

5.6
11.4

35.8
9.8

162,129 8.2
130,841 4.8
227,906 3.7
475,375 6.7

$266,011
4,038,752
395,416

347,937

-4,322
173,477

2,865,677
109,445

56,367
-17,499
132,173
62,177

60,569 1,231 3,930,605

57,781 1,359 3,957,898
375,635 23,031 3,321,29)A

1,032,543 123,351 30,967,173

7,592,124 1,153,145 23,541,954

33,864
133,467
143,909

4,036,329
4,150,505
3,363,919

837,952
1,069,762

33,011,019
33,361,985

2,430,860
2,333,001
2,233,233

19,017,535

2,496,316
2,430,442
2,432,585
19,747,198

17,879,315 19,713,009

1,589,513 12.3
1,720,063 13.8
1,436,334 11.6

13,263,821
13,643,976

13.6
13.3

13,263,821 13.6
13,645,976 13.3

8,465,661

7,736,592

7EDERAL RESERVE BOARD

DITAToN OF BANK OPERATIONS
SERER 14, 193)4.

VOLUME 256
PAGE 25
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COPY

Resolutions adopted by Federal Advisory Cauncil at its
meeting in Washington on September 17, 18, 1934.

tiAu

The Federal Reserve Board has asked for suggestians fran the

Federal Advisory Cauncil as to any matters which it would like to have

considered by tne comr.littee wnich has been appAnted by the Board to

study banking laws and to make recomendations.

The Council feels that a careful distinction should be made

between fundamental changes in the Fed-ral Reserve System itself and

those remedial changes which are necessary or desirable as a result of

inconsistencies and lack of clarity inevitably resulting fran the haste

with which important emergency legislation was enacted in recent

sessions of Congress.

In view of the careful study, the prolonged debate and the

thorough cansideration which was given to the subject before the

Federal Reserve Act was adopted in 1914, the Federal Advisory Council

is convinced of the importance of having the Act carefully reviewed

prior to further fundamental alterations.

The Feci-ral Advisory Council, therefore, welcomes the step

the Federal Reserve Board has tdken in appointing a committee for the

'purpose of studying the Federal Reserve System and considering Proposed

legislative changes. The Council will appoint a convdttee of its orn

menbers which will confer with the committee app inted by the Board if

the Federal Re erve Board so d-,sirs. The Committee of the Council will

hold itself in readiness to consult with the caamittee of the Board Whenever

it may suit the convenience of the latter.

VOLUME 256
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"B0

The Federal Advisory Council is disturbed by the present

Provision in the Banking Act of 1933 which provides that the Federal

Deposit Insurance Corporation shall continue to insure banks now in

existence which hz.ve no capital structure and likewise banks to be

chartered hereafter.

The present Act provides that the Corporation must accept

applications from and insure banks the assets of which banks are sufficient

to nay its liabilities.

It is the judgment of the Council that banks hereafter to be

admitted should have in aCdition to assets sufficient to pay their

liabilities an adequate capital structur and in addition thereto it

is the belief of the Council that the applicants should make a reaeonable

showing to the Corporation of public necessity.
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The members of the Federal Advisory :ouncil have reviewe.

.he activity of the member banks in their respective districts as

to the cooperation of these banks in respect fo the direct loans to

industry whiCh Federal reserve banks are authorized to make. The

Council finds that the member barks have cooperated and the Council

believes that the banks will continue to assist the Fed-ral reserve

banks in placing the loans in Question.
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L4.444 
Ai 

644

MEREAS, Section 7 of the Securities Exchange Act of 1934

requires the Federal Reserve Board, prior to October 1, 1934, to

"prescribe rules and regulations with respect to the amount of

credit that may be initially extended and subsequently maintained

on any security (other than an exempted security) registered on a

national securities exchange";

WEERELLS, the Board has before it for action a draft of a

proposed regulation on this subject which has been revised pursu-

ant to its instructions;

WHEREAS, it is desirable that the persons affected by such

regulations be given time after October 1 to familiarize themselves

with such regulations before the limitations and restrictions pre-

scribed thereby become effective;

VIBEREAS, it is agroed that, in addition to the securities

specifically exempted by the provisions of the Securities 7.11xchange

Act of 1934, the Securities and Exchange Commission may exempt from

the provisions of sections 7 and 8(a) such other securities as it

deems necessary or appropriate to exempt in the public interest or

for the protection of investors;

NOW, ThEREFORE, BE IT RESOLVED BY THE FEDERAL RESERVE BOARD,

That the Securities and Exchange Cammission be requested to issue,

prior to October 1, 1934, rules and regulations exempting, until

midnight of October 6, 1934, from the provisions of section 7 and

subsection (a) of section 8 of the Securities Exchange Act of 1934,

all securities not exempted by the law, whether registered or not.

VOLUME 256
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D

(To be printed in a box on page facing section 1 of

Regulation T)

In order that persons affected by Regulation T of the

Federal Reserve Board might have additional time after October 1,

1934, within which to familiarize themselves with this regulations

the Securities and Exchange Commission, at the request and with the

concurrence of the Federal Reserve Board, has exempted, until 

night of October 6, 1934, fram the provisions of section 7 and

subsection (a) of section 8 of the Securities -2xchange L.ct of 1934

all securities not exempted by the law, whether registered or not.
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To Mr. Hamlin Aug. 14, 1934.

From Dr. Goldenweiser

The inflation in Germany, in its final sta..es, was so precipitous

that we need go badk only to the middle of Lugust 1923 to cut the rise in

prices down to the magnitude you have in mind.

Should wages in the United States rise to about the same extent

as did German wages during the period 1914 - August 1923, a laborer

now getting $4 a day would receive a wage of $1,300,000. The corresponding

prices for some of Lhe necessities of life are given in the table below:

COST OF CERTAIN ITEIZ IN A LABORER'S
BUDGET ASSUIJNG INFLATION SIMILAR TO TEM IN GERMANY

DURING THE PERIOD 1914 - AUGUST, 1923.

Item : Approxialate •. Cost computed on
basis of rise in

present cost •. German retail prices.
•
•

Cents Thausands of dollars

Bread - (loaf)

Butter - (lb.)

8

30

40

150

Milk (qt.) 11 55

Beef chuck roast (lb.) 17 85

Potatoes (lb.) 3 15

Cabbage 3 15

Street car fare 8 40

Taxi fare 20 100

VOLUME 256
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C ONFIDENTIAL 
Not for publication

EARNINGS AND EXPENSES OF FEDERAL RESERVE BANKS, SEPTEMBER 1934

B-811

FederalEarnings

Reserve

IF Bank

Month of September 1934 January -- September 1934
from Current expenses Current net

earnings
Current net earnings

Total

Ratio
to paid-
in

capital
'

Less accrued
dividends and
net charges

(current) to
profit and loss

Dis-
counted
bills

Pur-
chased
bills

U. S.
Govt.
seauri-
ties

Other
sources

1
Total

Exclusive
of cost of
F. R.
currency

Total
Ratio to

Total paid-
in

capital
Per cent Per cent

Boston $1,588 $94 $239,133 $9,489 $250,304 $167,170 $173,316 $76,988 8.7 $726,604 9.1 $287,465
New York 27,892 555 1,240,479 9,261 1,278,187 606,071 623,149 655,038 13.4 6,676,582 15.0 4,396,815
Philadelphia 17,035 141 261,189 2,609 280,974 180,593 181,925 99,049 7.9 1,059,588 9.1 418,052
Cleveland 736 125 322,213 6,487 329,561 229,358 230,291 99,270 9.3 930,574 9.8 380,133

Richmond 2,252 49 156,651 13,702 172,654 133,967 142,583 30,071 7.3 214,863 5.8 487
Atlanta 538 45 142,600 2,834 146,017 113,218 115,813 30,204 8.4 365,576 11.1 180,856
Chicago 707 171 651,972 16,811 669,661 275,799 291,743 377,918 36.2 3,402,724 35.9 3,200,076
St. Louis 1,703 10 141,987 5,195 148,895 124,450 128,908 19,987 6.0 279,584 9.4 105,805

Minneapolis 2,054 7 109,590 1,745 113,396 103,677 110,202 3,194 1.2 165,323 7.4 44,057
Kansas City 338 36 141,384 19,277 161,035 145,020 145,857 15,178 4.5 146,019 4.7 -22,535

353 36 120,066 1,354 121,809 100,927 101,149 20,669 6.3 248,575 8.4 132,309vas
n Francisco 184 92 251,588 4,756 256,620 210,967 212,345 44,275 5.0 519,650 6.5 71,137

TOTAL 4111011r
September 1934 55,380 1,361 3,778,852 93,520 3,929,113 2,391,217 2,457,272 1,471,841 12.2
August 1934 60,569 1,291 3,930,605 93,864 4,086,329 2,430,860 2,496,816 1,589,513 12.8
September 1933 340,178 19,137 3,240,219 106,861 3,706,395 2,211,027 2,373,461 1,332,934 11.1
Jan.-Sept. 1934 1,137,923 124,712 34,746,025 931,472 36,940,132 21,468,752 22,204,470 14,735,662 13.5 14,735,662 13.5 9,194,657

1933 7,932,302 1,177,282 26,782,173 1,176,623 37,068,380 20,090,345 22,087,800 14,980,580 13.5 14,980,580 13.5 8,700,794

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS
OCTOBER 12, 1934.

VOLUME 256
PAGE 113 0/ 9
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Form No. 131

Office Correspontence
To  Mr. Hamlin

From Mr. Goldenweiser

FEDERAL RESERVE
BOARD

Subject:

Should wages in the United States rise to t , ame extent

as did German wages during the war period, a laborer now getting

$4 a day would receive a wage of about $13. Corresponding prices

for some of the necessities of life are given in the table below:

COST OF CERTAIN ITEMS IN A LABORER'S
BUDGET ASSUMING INFLATION SIMILAR TO THAT IN
GERMANY DURING THE PERIOD 1914--NOVEMBER 1918.

*N-
Approximate
present cost

Cost computed on
basis of rise in
German prices

Bread - (loaf)
Butter - (lb)
Milk - (qt)
Beef chuck roast (lb)
Potatoes - (lb)
Cabbage (lb)
Street car fare
Taxi fare

VOLUME 256
PAGE 120

Cents

3o
11
17
3
3

20

600.

aro 16-862

Cents

19
70
26
)4o
7
7
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•

VOLUME 256
PAGE 123

• COPY

TBE FEDERAL RESERVE NOTE FRANCHISE

•

/-3 4,c •

AND THE EARNING POWER OF TEE RESERVE BANKS

The Federal reserve note franchise gave to the Federal reserve

banks the means of mobilizing the monetary gold stodl: of the country

through the paying out of Federal Reserve notes in exchange for

gold and gold certificates, and this power was exercised to the utmost

during the World War when the monetary gold stock:was less than half

what it is now and the reserve banks had need to build up their gold

reserves. During the post war period the policy of withdrawing gold

from circulation was reversed in a measure and for a period of ye-).rs

the amount of gold certificates in circulation was maintained at

about S1,000,000,000.

The Federal reserve note franchise also gave the Reserve bn-Tftrs

the potential ability to issue currency in an amount equal to two

and one-half times the amount of their gold holdings not required

as reserves against deposits. It was, of course, through this nower

that the reserve banks were able to meet the demand for currency

during the World War and the early post war period. During this

period Federal Reserve note circulation was expanded to a Point not

greatly below the maximum possible, at that time, as is evidenced

by the low reserve ratios that then prevailed. This issuance of

Federal Reserve notes to meet demands for additional carrancy, in

contrast to a mere substitution of Federal Reserve notes for gold

and gold certificates, necessarily resulted in a corresponding

increase in the earning assets of the Reserve bans. Since this
*

if
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period was also one of relatively high interest rates, earnings of

the Re:erve ban'rcs were correspondingly high; for examdle, net earnings

of the Reserve banks totaled $52,700,000 in 1918, $78,400,000 in 1919,

$149,300,000 in 1920, and $82,100,000 in 1921.

By 1922 the moneLary gadetock had increased, largely because

of gold imports, to such an extent that the Reserve banks could have paid

out gold certificates in retirement of all, or substantially all, of

their Federal reserve note circulation without incurring a deficiency

in their required reserves.. In other words, the Federal Re-,erve

notes had became for all practical purposes gold certificates since

gold reserves of the Reserve banks, after setting aside the required

gold and lawful money reserve of 35 percent against deoosits, were

equal to around 100 percent of Federal reserve note circulation.

That the note issuing power does not and can not be ernected to

contribute anything to the earning power of the Reserve banks with

our present monetary gold stock (increased by about $2,800,000,000

by a reduction in the gold content of the dollar) is indicated by the

fact that at the present time gold reserves available against Federal

reserve notes are $450,000,000 in excess of Federal Reserve note

circulation, while :It the same time the Treasury holds something over

$2,600,000,000 of free zold. The silver Tiurchase policy by increasing

the circulation of silver certificates will, of course, tend to bring

about a reduction in Federal Reserve note circulation and consequently

to make even more improbable any likelihood that the Reserve banks

may hereafter find the note issuing function anything other than a source

of expense to them.
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•

The situation may perhaps be 'best indicated by reference to

the fact that at the present time (June 30 figures) the monetary

stock, exclusive of Federal Reserve notes and Federal Reserve bank

notes, anounts to $9,937,000,000 compared with $5,374,000,000 of

money in circulation. As the Treasury needs but a small working

cash balance in excess of the $156,000,000 gold reserve against

United States notes and the Reserve banks less than $1,500,000,000

as a reserve against deposits, it is evident that all Federal Reserve

notes and Federal Reserve banir notes could be retired and the amount

of money in circulation increased to something like $8,300,000,000,

or more than $700,000,000 in excess of the amount of money in circulation

When it reached the highest level in history during March, 1933, and

approxinately $3,000,000,000 in excess of that now in circulation and

that too without m2lring any further use of the power of the Treasury to

issue silver certificates and, of course, without any use being made

of the authority existing to issue $3,000,000,000 additional of United

States notes. It is apparent, therefore, that our stock of money,

exclusive of Federal Reserve currency is adeauate to take care of all

ProbablA requirements.

Even though the Federal Reserve System should lose its right to

issue Federal Reser-7e Currency, the elasticity of our currency would

not necessarily be affected since any excess currency not required

for circulation purposes would flow into the Federal Reserve banks,

which are the central reservoirs of our banking system, and when there

was a demand for currency it would flow out of those central reservoirs
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to tile points Where it was needed. This, of course, would mean

that fluctuations of the reserve ratio would be more pronounced

tlian under present circumstances, because the mount of money

Paid out or the amount of money received by the Federal Reserve

banks would have a 100 percent effect upon their reserves.

The stock of money in the United States on June 30, 1934, ex-

clusive of Federal Reserve currency and of the -ciriaus types of

paper currency the issilaylce of which does not increase the monetary

stock (gold certificates, silver certificates, Treasury notes of

1890 and in part United States notes) was as follows:

Gold $7,856,000,000
Silver 837,000,000
Minor coin 128,000,000
United States notes* 191,000,000
National bank notes 955,000,000

Total $9,967,000,000

*Exclusive of $156,000,000 of such notes against which the Treasury
holds a gold reserve of that amount.
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Form No. 181

Office Correspontence

From

Mr. Hamlin

Mr. Goldenweise

FEDERAI.AMIERVE.

Subject:

410

Date October 16, 19Z,4

According to indexes published by the German Statistical Office

the rise of wages of unskilled labor in Germany as compared with 1913

was greater during the period 1917-1919 than the rise of prices com-

pared with the same base year. I assume that this reflects war-time

measures to control prices in Germany together with the development

of a shortage of labor in the later years of the war. It was not

until the end of 1919, when the pace of inflation quickened, that

•the usual lag of wages behind prices was resumed.

VOLUME 256
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Acwurnoss BY

UNITED SIAM 001101111ili

During s period of soonest more than a year the United Aates Govern-

ment has been acquiring silver through a series of special arrangements. Silver

has been accepted in i;ftyment of inter-governmental debts, silver mined within

the country has been received for coinage on terms thAt offer an incentive to

producers to bring it to the mints, and more recently silver holdings have

been nationalised and gurchllses have been mhde at home and abroad, under the

Silver Purchase Act. Against a portion of this silver certificPtes have been

issued. The legislative background of these operations is briefly reviewed in

the following paragraphs.

Silver Acceuted in :envent of Int9r-sovernmental Debts 

The Act of May 12, 1933, Which includes the so-called Thome Ameninento

authorised the ?resident for a period of six months to accept silver at a max-

ims price of 50 cents per fine ounce in peat of principal or interest Au*

by foreign governments to the United States. The Secretary of the Treasury

was directed to issue silver certifictAte against such silver to the total

number of dollars for which it was accepted in -aliment. Under the authority

of this Act the President accepted approximately 23.000.000 ounces of silver from

foreign governments on payments due Juno 15, 1933.

Laniga..ALLti

At the final plenary session of the London Conference on July 27, 1933,

the delegates from sixty-six governments represented at the Conference eiliepted

the report of the Monetary and Ifinencial Cemaission which included - recourse-

VOLUME 256
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2.

dation thet an agreement be sought between the chief silver producing coun-

tries and those countries which are the largest holders or users of silver

rith s view to mitigating fluctuations in the price of silver; that the other

nations not „Arties to this agreement should refrain from measures which could

appreciably affect the silver market; that the Governments parties to the Con-

ference should refrain from new legislative measures which would involve further

debasement of their silver coinrtge below a fineness of 600/1000; and that they

should substitute silver coins for low value paper currency insofnr as the

budgetary and local/claditions of ehch country permitted.

The agreement referred to had already been signed on July 22, 1933, by

the delegates of the United .qptes, Australia, Canada, China, India, Mexico,

Peru and Spain. It provided in 'substance that the Government of India should

not sell more than 140,000,000 fine ounces of silver during the four years

colmencing January 1, 1934, nor more than 50,000,000 fine ounces in any one

year. Silver sold by the Government of India for the purpose of transfer to

the United States Government for payment of war debts was excluded from the

scope of the agreement, up to tn amount of 35,000,000 ounces. Provision WPS

also ml-de that the 9overnment of Spain should not sell more than 20,000000

fine ounces of silver durims the four-year period, nor more than 7,000,000

ounces in any one year; nnd th.t the Government of ahins should not sell

silver obtained from demonetised coins. It was provided that the Governments

of the principal silver producing countries should purchase 140,000,000 fine

ounces of silver during the four-year period at the rate of 35,000,000 ounces

a year. The distribution of the 35,000,000 ounces among the countries con-

cerned was left to 8 series of later agreements among the delertes, which
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resulted in a distribution of the annual purchases of fine silver as follows:

United States   24.421.410 ounces

Mexico   7.159.10g

Canada   1.671402

Peru  1,095.325

Australia  .  652.359 •

35.000.000 •

Coinage of Silver xined in the United States 

The agreement signed at London was ratified by the President on behalf

of the United States on December 21, 1933. By proclamation of that date the

President directed the mints to receive for coinage into standard silver dol-

lars all silver mined in the United States wubsequent to December 21. Fifty

per cent of such silver was to be retained as seignoirage and for services

performed relative to the coinage and delivery of silver dollars, while the

remaining 50 per cent was to be coined into standard silver dollars, at the

rate of approximately $1.29 an ounce, and the same or an equal number of other

standard silver dollars was to be delivered to the owner or depositor of the

silver. This proclamation consequently assured American producers of silver

of a price of approximately 64 cents an ounce for their output. By August

24. 1934 silver to the amount of 11.700.000 ounces had been received in accord.

*nee with this proclamation of December 21, 1933.

Issue of Silver certificates 

The Gold Reserve Act of 1934. approved January 30, authorised the Pres-

ident to issue silver certificates acinst all silver in the Treasury not held

for redemption of outstanding silver certificates; and acting under this au-

thority the president on June 14 directed the Secretary of the Treasury to

issue silver certificates against all free silver held by the Treasury. The

silver in the Treasury not held against autetfulding silver certificates at
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that time amounted to about 62000,000 ounces. It had been acquired in part

from war-debt payments, in part througL. purchases of newly mined silver, and

in part in connection with regular coinage operations. The Secretary of the

Treasury announced on August 10 that he was issuing tg0.000.000 of certifi-

cates at the loaal rate of $1.29 an ounce against the 62.000.000 ounces of

free silver held at the time of the President's order.

Silver Purchase Act of 1934

On June 19 the Silver Purchase Act of 1934 became law. This Act de-

clared it to be the policy of the United States that the proportion of silver

to gold in monetary stocks in the United States should be increased, with the

Intimate objective of having and maintAtning one-fourth of the monetary value

of such stocks in silver. With this objective the Secretary of the Treasury

Well directed to purchase silver at home or abroad at such rates and Rt such

times and upon such terms and conditions as he might deem reasonable and most

advantageous to the public interest. It was provided, however, that no pur-

chases should be made at a price in excess of its monetary value (approximately

,r1.29 per ounce) and that no purchases of silver situnted in the Continental

United States on May 1. 19:A4 should be made at a price in excess of 50 cents

a fine ounce. The President was further given the power to order the delivery

of silver to the United States Mints. Slush silver was to be added to the mone-

tary stocks of the United States and currency was to be returned for it to the

amount of the monetary value of the silver delivered, less such reductions for

seignoirage and other charges as the President should approve, provided that

in no case should the amount of currency returned be less than the fair value

of the silvar at the time of the order as determined by the market price over

a reasonable period of time.
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Form No. 131

Office Correspontence
To Yr. Hamlin 

From Mr. Goldenweiser

FEDERAL RESERVE
BOARD

Date  October 10, 1934 

Subject: 

p 2-8495

I am returning herewith your article on "The So—called Deflation

of 1920" with a few changes. In regard to the crisis of 1929, I am

wondering whether the paper which we sent you on October 3 does not

contain what you require. I have particular reference to sections 4,

which deals with 1927 to 1929, and 5, which deals with 1930 and sub—

sequently. These paragraphs are on pages 4 to 10.

VOLUME 256
PAGE 111 
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THE SO-CALLED "DEFLATIONNOF 1920 

In considering the precipitous decline in prices in 1920, we must

first examine into the inflation of 1919. Differing from the inflation

of prices in 1929, the inflation culminating in 1919 was an inflation of

commodities, as opposed to stock prices. It was one of the most severe

speculative booms the country has ever witnessed, and large stocks of

commodities were held in storage for purely speculative purposes. There

was a very dangerous increase in credit throughout the country.

(1) From January to December 1919 Federal Reserve bank loans to

member banks increased by more than $300,000,000. Federal Reserve notes

in circulation increased by more than 400,000,0001 while member bank

loans and investments increased by more than $4,000,000,000.

(2) This drastic increase in credit resulted in an increase of

Federal Reserve bank credit which was reflected in a decline from 51 per

cent in January 1919 to 43.7 per cent in Januaryilin the reserve ratio.

Early in January 1920 four of the Federal Reserve banks would have

dropped below their required reserves, had it not been for their borrow-

ings from other Federal Reserve banks.
•

(3) If for no other reason, the Federal Reserve banks were compelled

to increase their discount rates, which finally became 7 per cent at sev-

eral banks by June 1920, in order to protect their reserves as well as to

check speculation.

(4) There was a precipitous decline in prices all over the world

during 1920. In the United States, the index of wholesale prices declined

by more than 25 per cent from May 1920 to the end of the year, and this

decline took place at a time when discount rates at the Federal Reserve

banks were at a level of 6-7 per cent.
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(5) It is also plain that this increase in discount rates to 7 per

cent was not the cause of the tremendous deflation Thich occurred early

in 1920.

As a fact, however, during this period credit was greatly increased 

both by the Federal Reserve and member banks.

For example, from early May 1920 to the end of December 1920, Fed—

eral reserve loans to member banks increased by more than g$20°,000,000;

member bank loans and investments increased by more than 1,g100,000,000,

while money in circulation increased by more than F200,000,000.

Thus the increase in discount rates was, in fact, followed by ex—

pansion rather than by contraction in credit. As a further fact, at the

end of 1920, when prices were falling the Federal Reserve banks were

holding nearly r?,25°,00'),000 of agricultural ana livestock paper as com—

pared with about 00,000,000 at the beginning of the year when commodity

prices were still rising.

(6) What was the fundamental cause of the collapse of prices in

1920?

This collapse took place all over the civilized world, but in the

United States, clearly, it was the inevitable collapse of one of the

most dangerous speculative booms our country has ever passed through,

and SUCh a collapse is bound inevitably to come about no matter what

the discount rate might be.

(7) It ma:r be pointed out that from the middle of 1920 until the

middle of 1924 Federal Reserve bank credit was in a contracting phase. During

this time member bank borrowings at the Fpderal Reserve banks fell from

a level of ';22500,000,000 to somewhat more than q200,000,000.

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



•
3.

The claim that this fall was caused by any deflationary action of

the Federal Reserve banks is clearly not warranted by fact:

1. During this period Federal Reserve rates
were steaaily declining, reaching 3 1/2 per cent
at most of the Federal Reserve banks, and as low
as 3 per cent at the Federal Reserve Bank of New
York. The decline in discount rates from 7 per
cent to 3 per cent was certainly a very marked
decline, which would accommodate a very great in-
crease in credit.

2. Why did member bank borrowings from Fed-
eral Reserve banks decline so precipitously in
this period when the discount rates were being
radically reduced?

(a) Because from November 1, 1920 to August 1,
1924, there were net imports of gold into the
United States of more than g1,500,0001000.

This gold went first into the banks and by
them was deposited in the Federal Reserve banks.

Money in circulation during the period de-
clined by nearly $1,000,0001000.

The member banks found their reserves
greatly increased by the inflow of gold and the
return of currency from circulation, and were
able to reduce their borrowings from the Federal
Reserve banks, and at the same time take care of
all the needs of their customers.

(b) These factors practically put the Federal
Reserve banks out of business as an active factor
in the credit situation for the time being.

(8) The claim is often heard that the reduction in their borrow-

ings by member banks from Federal Reserve banks was brought about by a

deliberate deflationary policy of the Federal Reserve banks.
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On the contrary, it was simply a payment by the member banks out

of their excess reserves of their indebtedness to the Federal Reserve

banks, and this payment of their obligations by the member banks ren-

dered them better able to meet the demanas of their customers, as their

gold surplus in the Federal Reserve banks, left after paying their ob-

ligations to the Federal Reserve banks, could be used as a basis of

further credit expansion to their customers of from ten to twenty times

the amount of such surplus.

(9) The above shows that lack of credit was not the cause for the

decline in prices in 1920, and some other cause must be found to explain

this decline.

On the other hand, the decline in credit following 1920 was caused

by no policy of contraction of deflation I): the Federal Reserve banks,

as their rates were steadily declining.

This decline in credit may also be explained in part by the fact

that the decline in prices made less credit necessary.
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Oct ober do, 1934.

1. C.S.H. said that some of the s - felt bound to voC to
sustain the report of the Committee, even though, individwIlly, they
might think some other name at lest equroly as good.

2. C.S.H. said, as a fact, that in reaching its conclusion, the
Committee had never considered  

• 1...11,1,

3.."3.S.H. asked if the Committee would agree, in order to have
all available names before the Board, to report back botli names, if
he should move a reference back to the Committee; that t J5 each member
could vote according to his conscience, unhampered by this report,
which, in fLct, had never considered  

4. M. and S. both declined to agree to this, and took the Position
that, having reached its report, although never having considered the
name of   in connection therewith, the Board was now bound either
to accept the rePort or reject it.

5. E. moved that he report be accepted, and ti- .t the man naMed in

the report be declared elected.

4
6. James asked E. to agree to a reference back .t 6 e Committee and

a further report giving any names which the Committee f', .c1 to be available,
including that of  .

7. M. and S. refused to accept this suggestion of Mr. James.

8. Vote on acceptance of report.

9. Present status.

10. During debate, Mr. Thomas went into the matter at some length,
arguing in favor of the above.

11. C.S.H. explained at some length his reasons for not being able
to vote to accept the report, and showed that no pressure, direct or
indirect, had ever been used upon him in favor of any person.

12. Throughout all the discussion, no claim was made that
was not a fit man for the position. Both M. and S. stated that they
thought he was a fit man.

VOLUME 256
PAGE 146
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Recommends:

banks.

•
STOCK EX HANGE REGULATIONS 

• 
644

Memorandum to Board by Dr. Goldenweiser on
September 10,1934.

That the Board take no action now as to margin requirements for

Acticn Tirld.r this clause is optional under the Act.

Board has full authority in the matter.

Reasons:

Banks are making few loans.

General policy is to increase rather than discourage lonns.

No danger of over-exansion of bvrik credit in the L-ziediate
future.

Proposed regulation provides for full reports from banks on the
subject.

If the Board will keep itself closely informed, it will have
ample opportunity to take action when the need develo_s..

The margins required by brokers will automatically apply to a large
Part of the lending on securities for speculative purposes.

The larger part of security loans for the purpose of purchasing
and carryiq; securities originates at brokers offices.

Margins by  Brokers.

Recommends that the Board adopt the requirements stated in the
statute.

The presumtion is in favor of such a course.

Congress, in prescribing the basis of the margins uncuestionably
had in mind that the Board would adopt those rules, un3ess important
considerations should indicate the desirability of some other course.

VOLIME 256
PAGE 147
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Some contend, as Evidence of considerations indicating departure
from the doable standard:

Present recession in business.

Decline in security prices.

anall volume of brokers loans.

General demoralization in the capital market.

On above graands, argument is mcde for adoption of lower margins
and of a simpler rule than the double standard stated in the law.

Claim above would improve the tone of the capital market and thereby
encourv.ge recovery.

Claimed also the double standard would greatly increase the cost of
con&ucting the brokers business and would have a discouraging effect on
the caoital market.

Admits that lower margin reaairements could be established under
the present conditions.

PA

There are a nuMber of other considerations:

1. The Board's staff statistics show that the double
standard , a s to the a.verage nargin account, would be
but little higther than the standa.rd now in force under the
rules of the New York Stodr. Exchange,

2. Very few outstanding loans on brokers books at the
present time would become undermargined as a result of the
adoption of the statutory requirements.

The above means that the adoption of the statutory
mPrgins would. not discourage trading in securities.

3. The arguments abaut the costs of doing business and
the camplexity of double bookkeeping are not convincillg.

They are the kind of arguments alrays advanced
under similar circumstances.

Inquiries made of disinterested accauntants do not
support them.

When the regulations are once established the brdkers
will soon find short cuts and methods of calcultion that will
not involve a great deal of additional cost.
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4. For the Federal Reserve Board to discard the rule
stated in the statute without trial might produce an
unfavorable reaction.

Might not be interpreted as cooperation with the
recovery program, but rather as solicitude about the discomforts
of brokers and security dealers.

Apprehensions were expressed when the bill was pending
that the Federal Reserve System would not be sufficiently
strict with Wall Street.

To depart from the statutory rule would be highly impolitic
unless clearly demonstrated that the statutory rule would exert a
retarding influence on business recovery.

Impossible to make such a statement in the light of existing
infonnation.

MINI

(This memorandum is dated September 10, 1934. Query: Did not the
representatives of the New York Stock Exchange give some evidence
that the statutory rule would retard business recovery?)

Recommendations:
That the Board incorporate in the regulation the statutory

margin reauirements.

It can then watch developments on the basis of current
reports, and change the requirenents up or down as conditions may determine.
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