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



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



Form F. R. 131
B O A R D  D F  G O V E R N □ R B

D F  T H E

F E D E R A L  R E S E R V E  S Y S T E M

O f f i c e  C o r r e s p o n d e n c e
To_____ The Files_________________ Subject:.

From  Mr. Coe

f 0

Date August 12, 1941

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 26l of Mr. Hamlin’s scrap book and placed in the Board’s 
files:

VOLUME 261
Page 8

Earnings and Expenses of F.R. Banks, April 1935.
Page 19 

Blank
Page 25

Organization of F.R. Board Federal Credit Union.
Page A1

Excess reserves and Federal Reserve Policy. (Marked Confidential) 
Page 43

Memo to Mr. Hamlin from Mr. Smead re Changes in Member Bank Re
serve Balances and Factors Causing Such Changes.

Page 119
Resolutions adopted by the Federal Open Market.

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



C 0 IT F I D E N T I A L 
Not for publication

EARNINGS AMD EXPENSES 0? FEDERAL RESERVE BANKS, APRIL 1935

B-811

Federal
Reserve
Bank

Boston 
New York 
Philadelphia 
Cleveland
Richmond 
Atlanta 
Chicago 
St. Louis
Minneapolis 
Kansas City 
Dallas
San Francisco
A l
A^ML 1935 
March 1935 
April 193*+

Month of April

Dis- Pur- Indus-
counted chased trial
bills bills ad-

vances

.framings from

U;S. 
Govt, 
securi
ties

Comrai tmen us 
to make in
dustrial 
advances

Other
sources To tal

1935
Current expenses

Exclusive 
of cost 
of 

F. R.
currency

To tal

$1 ,2 3 2  
6.07U 

91s 
13 b

$906
H, 6'47
I, 21+6
1 ,1 9 0

1+61+

$9,202
19,653
17,^71
6,573
17,953
5,37S
s,ssu
2,1+17

9 ,6 3 1
3,555
8,1+65

$219,21+5
1 ,080,6 70
23i+,i05
295,037
157,526
130,557
5 19,1+08
14-9, gif 9

107,523
11+8,19 9
119,ll+g
2 6 7,76 3

$1,273
5,550

32
1,327

$1,083
'4,917
1,057
5,2io

3 ,1 1 2 1,977
309 * 5,0H 
779 >,771

1,6 6 3 5,15!+
28 538

5U1 19,623
57 1 ,2 3 6

2 ,15 2 k , 7 2k

$233.5l+l|
1,121,5H|
25l+,235!
310,193;
121,575! 
142,132 
5U5 ,3 8 3! 
159, >+571
113,104j
175,527!
129,923'
279,ll+2;

$157,757
615,339
1S8,792
229,323

1 3 3,1+03
109,725
269,335
95,779
94,206
l3l+,572
93,236
216,928

$163,285
669,250
19 7,2 2 1
233,365
137,707
111,980
2 7 M 3 1
102,31+2

92,191
93,692

2 2 2 ,11 7

January - April 1935
Current net Current net earnings
earnings Ratio Less accrued

Total
Ratio
to

paid-in
capital

To tal to
paid-
in

capital

dividends and 
net charges 
(current) to 
profit and loss*

J?cr cent 
$70.25b 7.9 $281,828

Per cent 
8 .0 $8 6,19 4

1+5 2 ,2 2 1 9.2 2,0Sl+,8Sl+ 1 0 .6 1 .0 35.3^
57.61^ U .6 232,332 i+.s -53,712
76,828 7.1 328,979 7.6 52 ,2 6 7

1+3,868 1 0 .6 127,1+22 7.7 33,11!+
30,152 2.3 171,237 11.9 67,082
270,552 25.7 1 ,150,202 2 1 A 991.U50
57,H5 17.1 1 5 7 . ^ 7 1 1 .8 25,313

19,913 7.7 511,30s 5.3 3,190
39,121 1 1 .8 101,2 2 1 7 .6 26,239
3b.235 1 1 .0 126 ,739 9 .6 73,527
57,025 6.1+ 185,21+9 5.2 -18,660

13,233 12,529 
1 1,61+8 1 ,3 0 7
121.978 16,788

112,555
97,929

3,̂ 29,130 
3 ,632,230 
3 .89I+.697

, Jan.-Apr. 1935
___ 193!+

55,151 16,812 
687,725 117,549

366,003 1 4,19!+, 61+1 
—  15,31+5,091

1 7,1+95 65,901 3 ,651,1+1+3 1 2,3 3 9 ,0 1 1 2,1+1+0,493 >1 ,210,950 1 0 .0
14,256 71,329 3,228,819!2,1+22,82!+ 2,521,721+ !l,307,035 10*5

105,1+43 1+,138.9Qbi2,407.1+1+9 2,1+61.1+1+1+ ;i,677.1+62 15*9
5 7,1+90 320,3 2 5 1 5,0 1 0,1+2 2:9,5 3 7,51!+1 0,0 0 1,901+

.>39,1+61 16,585,82b j 9.1+55,932 5,912,259
,5,008
■p.°77

,51?
,567

5,00s,51s 
£.6 77,5 6 7

10.1+
13.9

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS 
MAY 10, 1935.

2,321,342 
1+,726,332

^Exclusive of profits of $1,573,1+79 *13 on sales of United States Government securities held in Special Investment Account.
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ifcy 11, 1935.

To; All members, officers, and 
employees of the Federal

Subject; Organization of F, R. B « 
Federal Credit Union

Reserve Board.

Organization
The F. R. B. Federal Credit Union is a corporation organized pursuant 

to the provisions of the Federal Credit Union Act, approved by the Presi
dent on June 26, 1934.

The F. R. B. Federal Credit Union was organized under the auspices 
of the Credit Union Section of the Farm Credit Administration by a group 
of Federal Reserve Board employees appointed to serve as an organization 
committee.

A Federal credit union is a cooperative association operating "for 
the purpose of promoting-thrift among its members and creating a source 
of credit for provident or productive purposes." This is accomplished 
by members accumulating their savings with the credit union and receiv
ing loans. Thus, the credit union is a form of mutual savings'associa
tion.

A memorandum was submitted to individual members of the Federal Re
serve Board on March 5, 1935, in regard to the proposed organization of 
this credit union and none of them offered any objection to its formation.
Membership

Membership in the F. R. B. Federal Credit Union is limited to mem
bers, officers, and employees of the Federal Reserve Board and employees 
of the Federal reserve banks permanently stationed in Washington.

A new member must pay an entrance fee of 25 cents and must agree to 
subscribe for at least one $5 share, payable on subscription or in in
stallments.

When a person has become a member, by payment of the entrance fee 
and the first installment on one or more shares, and by being elected 
to membership by the board of directors, he may then apply for a loan.

When a member has paid for one share he is eligible to his propor
tional share of any annual dividend that may be declared.
Management and Operation

The business affairs of a Federal credit union are managed by a 
board of directors, a credit committee, and a supervisory committee, all 
of whom are elected by and from the members.

A loan without security may not exceed $50 and one with security 
may not exceed $200 or 10 percent of the unimpaired capital of the credit 
union whichever is greater.

Among the powers of a Federal credit union as enumerated in the 
statute are the following;
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2.
"(5) To make loans with maturities not exceeding two years 

to its members for provident or productive purposes upon such 
terms and conditions as this Act and the bylaws provide and a3 
the credit committee may approve, at rates of interest not ex
ceeding 1 per centum per month on unpaid balances (inclusive of 
all charges incident to making the loan): Provided, That no loans 
to a director, officer, or member of a committee shall exceed the 
amount of his holdings in the Federal credit union as represented 
by shares thereof...M

"(6) To receive from its members payments on shares."
11 (7) To invest its funds (a) in loans exclusively to mem

bers j (b) in obligations of the United States of America, or 
securities fully guaranteed as to principal and interest thereby,"

"(9) To borrow (from any source) in an aggregate amount 
not exceeding 50 per centum of its paid-in and unimpaired capital 
and surplus..."

Invitation
The undersigned organization committee, which also composes the 

charter membership, hereby extends an invitation to all members, offi
cers and employees of the Federal Reserve Board, who may be interested in 
joining or in obtaining further information about the F. R. B. Federal 
Credit Union to consult with one of the undersigned as soon as possible.
The first meeting of the F. R. B. Federal Credit Union is to be held Thurs
day, May 16, 1955, at 4:45 P.M., in Room 656, Shoreham Building. All who 
desire to become members are urged to fill out the attached application for 
membership and present it, in person or by proxy, at the meeting, or hand 
it to one of the undersigned before the meeting.

The original board of directors, credit committee, and supervisory 
committee of the F. R. B. Federal Credit Union must, under the bylaws pre
scribed for Federal credit unions by the Governor of the Farm Credit Ad
ministration, be elected by the undersigned group. This group, however, is 
desirous of receiving an expression from all prospective members in regard 
to its proposed candidates for these offices, and, for this reason, there 
is attached a ballot with the names of certain nominees for the offices to 
be filled. It will be noted that additional names may be written in and 
that at the meeting there will be further opportunity to make nominations 
from the floor. Each person applying for membership is invited to cast 
his ballot at the meeting, in person or by proxy.

Respectfully submitted,
Organization Committee.

Jewell Barnett (Bank Operations)
Room 322, Shoreham Building

H. C. Barton, Jr. (Research and Statistics) 
Room 306, Shoreham Building

(Continued on next page)
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3.

Organization Committee (Continued)
L. G. Copeland (Issue and Redemption) 
Room si, Treasury Building

Lewis N. Dembitz (Security Loans)
Room 738, Shoreham Building

Oliver E. Foulk (Fiscal Agent)
Room 603, Washington Building

Glenn M. Goodman (Examinations)
Room 619, Shoreham Building

J. Edward Kilgore {Secretary1s Office) 
Room $08, Washington Building

W. J. McClelland (Examinations)
Room 636, Shoreham Building

Mildred Wainwright (Counsel’s Office) 
Room 542, Washington Building

(Tear along this line)_________

APPLICATION FOR MEMBERSHIP 
F. R. B. FEDERAL CREDIT UNION

(Date)

TO THE BOARD OF DIRECTORS 
F. R. B. FEDERAL CREDIT UNION

I hereby make application for membership in the F. R. B. Federal
Credit Union, and request that I be allotted _______  shares ($5.00 each),

in cash
to be paid for equal installments for which I enclose $__________
as first payment on above shares, together with 25 cents entrance fee.

Signature

Recommended by;
Division or Office

Director
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F. R. B. FEDERAL CREDIT UNION
May 1G, 1935. 

BALLOT
For members of the Board of Directors, 

the Credit Committee, and the 
Supervisory Committee, to serve 
until January 1936:

(Vote for not more than 
thirteen; use the blank 
lines at the bottom of the 
ballot to vote for candidates 
not already appearing thereon)

__JBaker, Ellery W. (Examinations)
__ Barnett, Jewel (Bank Operations)

Barton, H. C., Jr. (Research)
___Brien, Elisha L., Jr. (Examinations)
___Coe, Madison P. (Secretary)
__jSranmer, Mrs. Elsie L. (Issue and Redemption)
__^Dembitz, Lewis N. (Security Loans)
___Dingier, Roman (Issue & Redemption)
___Dyer, Sara A . (Counsel)
___Ellis, Margaret (Research)
___EntrLken, Everett (Counsel)
___Ficks, L. G, (Members’ Offices)
___Foulk, Oliver E. (Fiscal Agent)
___Garfield, Frank R. (Research)
___Hackley, Howard H. (Counsel)
___Kellogg, Scott D. (Secretary)
___Kennedy, David M. (Bank Operations)
__JCilgore, J. Edward (Secretary)

McClelland. W. J. (Examinations)
___Morrissette, 0, B. (Bank Operations)

Myers. Edward S. (Examinations)
Myrick. L. S. (Bank Operations)

___Noell, J. C. (Secretary)
___O’Hare, Mrs, Florence C. (Security Loans)
___Robinson, Harvey A. (Research)
___Skees, Laurence E. (Examinations)
___Solomon, Frederic (Counsel)
___Stewart, Mrs. Phyllis E. (Secretary)
___Stone, A. M. (Members' Offices)
___Sutherland, Alvern H. (Research)

Walker. F. A. (Bank Operations)
___Williams, Mrs. M. K. (Issue and Redemption)

NOTE: Please write in
this space the division 
or office in which you 
are employed__________
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7 U U  U l  a  CONFIDENTIAL

EXCESS RESERVES AND FEDERAL RESERVE POLICY

In discussing excess reserves at the last meeting, the directors asked
this question: What is the duty of a central bank or banking system in a situation
like the present? Can we by analysis of the situation ascertain the principles 
which should be applied? Having done that, we would be in a better position to 
consider questions of expediency and methods of procedure.

briefly the genesis and growth of the present excess reserves of the member banks 
of the country. The program of open market purchases of government securities, 

which began at the outset of the depression in 1929, has gone through a number of 

phases. In the earlier years its main purpose was to enable the member banks to 
reduce their rediscounts at the Reserve banks, in the hope, based on previous ex
perience, that this reduction of member bank indebtedness would check deflation and 
might stimulate credit expansion. The creation of excess reserves, which repre
sented an entirely new phase of open market policy, may be said to have begun after 
the passage of the Glass-Steagall Act in February, 1932. By the summer of 1932 our 
open market purchases had led to the accumulation of fairly substantial excess 
reserves, principally in New York and Chicago banks. The next phase of the program 
was the resumption of open market purchases after the banking crisis of March, 1933, 
as one of various emergency measures, which included also deposit insurance and the 
Reconstruction Finance Corporation program of bank capital rehabilitation. By 
January, 1934, excess reserves amounted to about $800,000,000, which were now fairly 
well distributed throughout the country. It is important to point out that the 
Reserve System’s active program of increasing bank reserves came to an end at this 
time,* and that the great increase in excess reserves which has occurred since

* Our purchases of government securities actually ceased in November, 1933, but the 
full effect upon excess reserves was not apparent until after seasonal return 
flow of currency to the Reserve banks in January, 1934.

Before attempting to answer this question, it may be well to review
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January, 1934, has been due mainly to the devaluation policy of the Administration 
and the resulting inflow of gold. Our first conclusion therefore is that the 

Administrations policy and not the Reserve System has been responsible for the 
recent growth and the present large amount of excess reserves, and that as matters 
now stand both the responsibility for and the power over present excess reserves 
lie principally with the Administration,

Nevertheless, we must ask ourselves• What is our duty within the limits 
of our power? We are faced with this situation Excess reserves are now about 
$2,250,000,000; the public debt is steadily mounting; the government securities 
issued to finance the deficits are being bought mainly by the banks, and largely 
by reason of the pressure of excess reserves upon the banks. The theory of creat
ing excess reserves was that in a depression, when the capacity and willingness of 
banks to lend and of private enterprise to borrow have been impaired, excess re
serves would put pressure on the banks thus forcing down the yield on government 
securities to the point where bank and other investment funds would flow over into 
private capital investment. There is some evidence that this pressure has begun to 

work; the yield on government securities has been reduced; there are signs that 
mortgage money is becoming more plentiful; and there are some signs that the long- 
awaited movement toward refunding of outstanding private capital issues is getting 
under way. But there will be no proof that the process has succeeded until these 
signs are followed by the appearance of new corporate issues which will serve to 
relieve present pressure on the Treasury directly, or through other governmental 
agencies, to satisfy the country's current capital requirements.

Meanwhile, there are certain definite obstacles and dangers. The opening 
of the private capital market appears to blocked by obstacles mechanical, 
psychological, and economic and bank funds continue to flow almost exclusively into 
government securities. There is thus a grave danger that so long as the avenues
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into private capital investment remain blocked and so long as the pressure of 
excess reserves is exerted not against a fixed total of government debt but against 
a continuously expanding volume of such debt, the overflow of bank funds into 
private channels may not occur, the banks will become more and more heavily loaded 
with government securities, the government will do a larger and larger part of the 

nation’s borrowing and spending. If this process should continue, should we not 

expect on the basis of the experience of other nations that eventually a point 
will be reached where the banks will be unable or unwilling to absorb the govern
ment debt, so that the government will find itself forced either to expend its 

stabilization fund, still further increasing excess reserves, or to request the 
Reserve banks to purchase more government securities in the open market, or to 
borrow directly from the Reserve banks, or to issue some form of inconvertible 
paper money? With some 10,000,000 workers still unemployed, some 22,000,000 of the 
population on relief rolls, the capital goods industries still in a state of severe 
depression, with government deficits mounting at a rate of perhaps $3,500,000,000 
a year, and with the private capital market still practically dormant after five 
years of depression, no one can say with certainty that this is not a likely 
prospect. In the experience of other nations a long-continued process of govern
mental deficit financing through the banking system has always led at some point 
to rapidly rising prices, either through actual monetary expansion or through fear 
of potential expansion, and at this point the process has always become cumulative
ly uncontrollable, government deficits rising by reason of the rise of prices and 
the lag of revenue behind expenditures, the whole process being attended by grave 

economic and political disruption and disorder terminating in collapse.
This is indeed a black picture, and we have to face it as one of the 

major possibilities of our present situation. It has often been said that the signs 
of an approaching inflation are always ignored or minimized until it is too late to 
take decisive action. What then is the duty of a central bank or banking system,
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charged with some responsibility for monetary control in the public interest? As 

a first approach to this auestion, it is natural to ask ourselves whether there is 
not some orthodox answer which can be drawn from the accepted theory and the 
historical experience of central banking. If there were such an answer, it might 
greatly lessen the difficulty, at least of deciding what we ought to do, even if 
it did not dispose of the questions of expediency. Unfortunately, there appears 
to be no such answer. Modern central banking is too young and has developed under 
circumstances too rapidly changing and abnormal to provide us with any clear and 

sure light to guide our steps in times like these. Before the war, for example, 

perhaps the only clear and generally accepted rule of central banking was that the 
discount rate should be raised upon the occasion of gold outflow; and yet it now 
seems, as we review that period in retrospect, that when we applied this rule, when 
England went off gold in September, 1931, and gold began to leave the United States 
in huge amounts, the rate increase probably served more to add to the deflationary 
movement of succeeding months than to check the gold outflow. As to a proper 
central banking policy with respect to excess reserves, the historical record tells 
us nothing. But it may have been regarded as orthodox, or at least prudent, in 
January, 1933, when excess reserves were about $600,000,000, to sell securities in 
order to prevent any further increase of excess reserves, even though as events 
proved we were on the eve of the banking crisis, which was to force us into renewed 
open market purchases. These decisions, for which the Reserve System has been 
criticized, do not of course throw any light on our present problem, but they do 
show perhaps that in such extraordinary times as these, there are no such clear 
and definite rules of procedure for central banks as the term orthodoxy may imply,. 

It might, nevertheless, seem worth while to attempt to derive an answer 
to our present problem from the previous experiences and practices of foreign 

central banks which have been faced with the duty of controlling an inflation.
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But our problem is quite different from theirs. Inflation abroad was accompanied 

by a high degree of business activity and usually also by direct government borrow

ing from central banks. Under such circumstances it is not difficult to decide 
what a central bank ought to do. The Federal Reserve System has the much more 
difficult problem of endeavoring to foresee when and how these conditions may arise. 
Our dilemma is that if we take action now based upon the assumption that they will 
arise, our action may be premature and may choke off an incipient recovery such as 
our present policy is designed to facilitate. We have also to bear in mind that 
the present extraordinary governmental expenditures are of quite different character 

from those which have in previous cases been the sources of uncontrollable inflation, 
such as war time expenditures, or the German reparation payments, or the French 
reconstruction of invaded territory. All these expenditures were of a compelling 

nature from which there was no escape but which necessarily became greater as the 
inflation proceeded; our extraordinary expenditures are a phenomenon of depression. 
While there is of course no certainty, there is at least a fair possibility that if 

and when we achieve recovery, extraordinary expenditures will be reduced through 
the re-employment of the factors of production. Moreover, we are faced with the 
fact that in a period of depression, as contrasted with a period of boom, some ex
pansion of credit is essential and it is the duty of a central bank or banking 

system to do what it can to facilitate that expansion. We must not allow our very 
natural fears as to how we are to control this expansion in the future to obscure 
our realization that in some form and to some extent it is not only inevitable but 
desirable, if we are to have any real recovery. It thus becomes a nice question, 
if credit expansion does not, as promntly as we desire, take the form we wish it 
to take, namely an expansion of the private use of credit, at what point and on 
what grounds we are justified in taking measures which might interfere with its 
taking the form of a public use of credit.

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



6

The question of policy must therefore turn in the final analysis upon a 

carefully considered view of the existing economic situation and its prospects.

It becomes a question of weighing the dangers inherent in our present course against 
the possibility of a successful outcome* Reviewing the events of the past two 
years, we do not find the picture wholly black* A certain amount of progress has 
been made. For the world as a whole, the depression reached its bottom in the 
summer of 1938, and even for this country the banking crisis in early 1933 did not 
push production any lower than it had been the preceding summer. Since March, 1933, 
we have pursued a highly erratic course of ups and downs, but each succeeding re
cession has been somewhat less than the preceding. Since last summer the course of 

business has been upward.
Perhaps the greatest single change in the last two years has been the im

provement in the economic position of agriculture. Agricultural prices have risen 
markedly, and the 1909-13 relation of agricultural prices to industrial prices, 
which appeared during the first year of this Administration to be the principal 
goal of policy, has been achieved. Though some of the means employed have been 
artificial and there is no certainty of the continuance of this balance of agricul
tural and industrial prices, we have reason to feel that its achievement may have 

introduced a new element of political stability and to some extent have freed the 
hands of the Administration to deal with the industrial problem.

Another major change has a bearing on the outlook for the capital goods 
industries, which are the real seat of the depression. It is becoming apparent 
that the long lapse of time is taking its toll increasingly of equipment in use 
through the process of wearout and obsolescence, even though many obstacles remain 
to be removed. Reports for recent months from the machine tool industry, often an 
important forerunner of industrial recovery, indicate the most active year since
1930. Both the railroads and the utilities appear to have reached the point of
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being in need of equipment if their political or financial difficulties can be 

resolved. There are scattered evidences of a changing situation in real estate.
In various parts of the country pressure for rent reductions has relaxed, families 
which had doubled up are seeking separate housing, vacancies have lessened.

On the whole, and recognizing frankly the extreme difficulty of analyzing 

so tangled a situation as this, we feel that we would do better, in the absence of 
any important change in the situation, to continue upon our present course of main
taining existing aggregate holdings of government securities rather than to take 
the alternative course, which carries with it the implication of a definite judg
ment that our present policy cannot succeed. We ought, however, to recognize that 
in order to succeed our policy, with respect to excess reserves, should be part of 
a broader monetary policy, which in our view should be on some such lines as the 

following;
1. The continuance of our present open market position.
2. The removal of mechanical obstacles to the opening of the

private capital market, such as the prohibition of under
writing by banks and the undue severities of the 
Securities Act.

3. The encouragement of all sound steps which will increase
the availability and reduce the cost of mortgage money.

4. The revival of confidence, which alone will free private
capital, by steps looking toward (a) international 
monetary stabilization, and (b) a budget policy aimed 
not at an immediate balance but at some fairly definite 
schedule for tapering off extraordinary expenditures.

If this program could be adopted, we are satisfied that it would go far 

toward hastening a general economic recovery. There would, of course, remain much 
to be done. It is probable that in the sphere of the National Recovery Administra
tion many helpful changes are now going on underneath the surface; but in the 
field of building construction there is a difficult problem of cost-price adjust
ments, in the field of railroads there appears to be much need for financial re
construction as the necessary preliminary to railroad buying of equipment, and in
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the public utilities there is clearly need for some clarification of the present 
conflict which, while removing previous malpractices wherever they may be found, 

would make it possible for this industry, and for investors in it, to contribute 

their very important share to the national spending.
This memorandum has been addressed mainly to the question of what the 

Federal Beserve System, as a central banking system, ought to do in the present 
situation, and a program of action has been suggested. What is the alternative to 

such a program? If, for example, we should decide that we ought to reverse our 
present course and reduce our holdings of government securities, what prospect is 

there that our reversal of policy would accomplish our purpose, or that the re
versal might not of itself become destructive? Through its stabilization fund the 
government could exercise a dominant influence over member bank reserves. It could 
also resort, if it chose, to paper money inflation. Moreover, with the whole 
question of central banking now very much in the air, the government could readily 
alter fundamentally the entire central banking, and also the commercial banking, 
machinery of the country. It seems clear that we could act effectively only with 
the consent and cooperation of the Administration. And there is the further 
question whether the Administration, even if we should propose and it should consent 
to such a reversal of policy, would be well advised to do so. If as a result there 
were any marked decline in government securities or commodity prices or production, 
the Administration would probably have to face renewed agitation either for infla
tion through greenbacks, further devaluation, more silver certificates, and the like, 
or for increased governmental intervention in the regimentation or management of 
industry. Perhaps at the moment these dangers appear to be less imminent than a 

year ago, but that fact does not lessen the danger that a reversal of our policy 

would strengthen the hands of one or the other of these groups who do not think as 

we do, and might well result in serious and damaging losses to the banking system.
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A second question requiring careful consideration would be as to the time 

and the nature of our action. If we should decide upon a reversal of our policy, 
we ought to choose our ground carefully so that our motives could be easily under
stood and, in so far as is practicable, publicly justified. The action should be 
taken at a time and in a manner which would indicate as clearly as possible that 
the dangers of the present course are becoming greater, while the prospects for a 
favorable outcome have been lessened. It would seem much more justifiable under 
present conditions to refuse a request to buy more government securities than to 
begin a policy of selling. Still more clearly, if the government should at some 
future stage endeavor to borrow directly from the Reserve banks, there might then 
be every reason for resisting. Without waiting for either of these events, if we 
could be sure that the present situation can have no other outcome than a destruc
tive inflation, it might then be our duty to reverse our policy. But is it possible 

to be sure of this at the present time, when there is yet no actual evidence of 
inflation but on the contrary a general agreement that we need more activity both 
of credit and of business? A reversal of our policy at the present time would 
appear to rest upon more certainty of the future dangers in our situation than is 
yet warranted and to under-emphasize its more constructive and encouraging aspects.

* * * * * * * * * . * * * * * * * * *

Assuming, therefore, that it is the carefully considered view of this 
Board, on the basis of its analysis of the situation as set forth in this memoran
dum, that the Federal Reserve System ought not, at present, to make any major 
change in its credit policy, we may ask ourselves whether there is any lesser, in
termediate action which should be taken with respect to its government security 
account. In our recent discussions, it has been frequently pointed out that it is 
desirable to introduce some measure of flexibility into this security account. In
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a large complex money market which is subject to many influences of a seasonal or 

transitory nature, there is inevitably a certain amount of variation in the magni

tude of reserves. Similarly, there may be fairly wide short-time variations in 

the condition of the government security market and this market, in circumstance's 

like the present, is a dominant feature of the money market. It is generally 
agreed that one important function of a central bank or banking system is to smooth 
out such seasonal or accidental variations affecting the money market, at least so 
far as they threaten to assume disturbing proportions; and to this end it ought 
to be free to act even though such action involves changes in the amount or 
character of its government security holdings. To maintain a completely rigid open 
market position not only lessens the power of the Federal Reserve System to smooth 
out minor irregularities in the market but causes the public to attach an undue 
importance to the size of its security account, and to small changes in the account 
when they do occur*

Owing to the present great size of excess reserves and the extraordinary 
ease of the money market, there has been less occasion than in normal times for 

smoothing out seasonal irregularities or for making changes in the System security 

portfolio which were not connected with major policy. At the same time, by reason 
of the unprecedented magnitude of the excess reserves, which has been a factor in 
the high prices of government securities, and in the large purchases of such securi
ties by the banks, bankers and the general public are more than ordinarily alert 
and sensitive to every circumstance which might affect the market for government 
securities. We must, therefore, recognize that there is much more danger than would 
ordinarily be the case that even minor variations in the System^ security account 
might set in motion forces of an importance not intended and very difficult to 
control. A diminution in our portfolio, after so long a period of inactivity, 
might at the present time precipitate a serious selling movement among the banks,
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which quite apart from its effect upon the price of government securities and the 

government's fiscal policy, would defeat the very purposes which the policy of ex
cess reserves has sought to accomplish. It therefore seems that flexibility, 

desirable as it would be under more normal conditions, for the time being, should 

give way to larger considerations. When the time does come to reverse our policy, 
our present holdings of government securities will probably be inadequate (apart 

from changes in reserve requirements) for the task of controlling the enormous 
potential expansion of credit which present excess reserves make possible, and we 

shall need to rely, so far as we can, upon the psychological effects of our action. 
The very conspicuousness of our present rigid position may then become a powerful 
aid in emphasizing to the public the significance of a reversal of our policy.

3 /2 1 /3 5
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FACTORS OF INCREASE IN MEMBER BANK RESERVES 
(Millions of dollars)

Feb. 24, 1932 
to

Aug* 10, 1932
Sources of additional reserve funds:

U. S. Securities purchased by Federal reserve banks 1,110
Decrease in reserve requirements 36
All other 30

Total 1,176

Uses of reserve funds:
Decrease in gold stock 345
To retire discounts at Federal reserve banks 383
To retire bills held by Federal reserve banks 94
Demand for currency 115
To meet Treasury withdrawals 19

Total 956

Net addition to excess reserves 2 2 0
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FACTORS OF INCREASE IN MEMBER BANK RESERVES 
(Millions of dollars)

Aug. 10, 1932 
to

Jan. 3, 1934
Sources of additional reserve funds:

U. S. Securities purchased by Federal reserve banks 581 
Increase in gold stock 318 
Bills purchased by Federal reserve banks 82 
Increase in Treasury currency outstanding 259

Total 1,220

Uses of reserve funds:
To retire discounts at Federal reserve banks 346
To meet Treasury withdrawals 46
To meet increased reserve requirements 61
Demand for currency 84
All other 96

Total 633

Net addition to excess reserves 587
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FACTORS OF INCREASE IN MEMBER BANK RESERVES 
(Millions of dollars)

• Jan. 3, 1934
to

Mar. 6, 1935
Sources of additional reserve funds:

Increase in gold stock 1,515
Return flow of currency 34
Expenditure of Treasury free gold and increase

in silver currency  520
Total 2,069

Uses of reserve funds:
To retire discounts at Federal reserve banks 100
To retire bills held by Federal reserve banks 115
To meet increased reserve requirements 503
All other 9

Total 727
»

Net addition to excess reserves 1,342
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F o rm  ^To. 1<J1

CTffice Correspond Ience
FEDERAL RESERVEBOARD

Date. April 12, 1935

To.

F ro m

Mr, Hamlin Subject:.

Mr. Sinead
t i t  10— 852

The attached statem ent, "Changes in  Member Bank Reserve Balances 

and Factors Causing Such Changes", has been prepared in accordance with 

your April 9 memorandum. The item "Other reserve bank credit" in th is  

statement, unlike the corresponding item in the statement inserted in  

the s ta b iliz a tio n  hearings, includes secu rities other than United States 

Government obligations owned by the Federal Reserve banks.

Attachment.

VOLUME 261
PAGE A3
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CHANGES IN MEMBER BANK RESERVE BALANCES

AND FACTORS CAUSING SUCH CHANGES

October 31« 1923 to  October 31, 1924

Factors increasing Factors decreasing

Government secu rities +492 B ills  discounted -620
Monetary gold stock +342 B ills  bought -  5
Treasury and National "Other reserve bank

Bank Currency + 15 cred it" -  3
Treasury cash and Money in  circu latio n + 13

deposits -with Federal
Reserve banks -  17

Nonmember deposits and
other F.R.accounts -  18

Total 884 Total 6 a

Excess of Increasing facto rs 243
Increase in  reserve balances 243

October 31 . 1921 to October 31 . 1925

B ills  discounted +352 Government se c u ritie s -257
B ills  bought +147 Monetary gold stock -102
"Other reserve bank Treasury and National

credit" + 27 Bank Currency -  37
Money in  circu latio n + 27
Treasury cash and

deposits with Federal
Reserve banks + 12

Nonmember deposits and
other F.R*accounts + 16

Total 526 Total 451

Excess of Increasing factors 75
Increase in  reserve balances 76
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October 31 , 1925 to  October 31« 1926

B ills  discounted + 74 B ills  bought -  24
Monetary gold stock + 66 Government secu rities -  26
Treasury and National "Other reserve bank

Bank Currency + 7 cre d it” -  16
Treasury cash and Money in  circu latio n + 52

deposits with Federal Nonmember deposits and
Reserve banks -  2 other F.R.accounts + 22

Total 149 Total 140

E x c e s s  of Increasing facto rs 9 
Increase in reserve balances 9

October 31 , 1926 to October 31. 1927

B ills  bought + 19 B ills  discounted -278
Government secu rities +221 "Other reserve bank
Monetary gold stock + 68 c re d it” -  26
Treasury and National Nonmember deposits and

Bank Currency + 14 other F,R.accounts + 19
Money in  circulation -  75
Treasury cash and

deposits with Federal
Reserve banks -  28

Total 425 Total 323

Excess of Increasing factors 102
Increase of reserve balances 101

October 31« 1927 to  A pril 30. 1928

B ills  discounted +422 Government se cu rities -226
B ills  bought + 15 "Other reserve bank
Treasury and National credit" -  13

Bank Currency + 3 Monetary gold stock -275
Money in  circulation -198 Treasury cash and

deposits with Federal 
Reserve banks + 3

Nonmember deposits and
other F.R.accounts + 4

Total 638 Total 521

Excess of Increasing factors 117 
Increase of reserve balances 118
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To______Mr. Hamlin_______________ Subject____
From____ Mr. Carpenter____________  »___________

There is attached hereto, for your information, a copy of 
the two resolutions adopted by the Federal Open Market Committee at 
its meeting on May 27, 1935.

VOLUME 261 
PAGE 119
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RESOLUTIONS ADOPTED BY THE FEDERAL OPEN 
MARKET COMMITTEE ON MAI 27, 1935.

Voted that, superseding previous authorizations, the 

Executive Conmittee he authorized to make sh ifts  

between maturities of Government securities up to 

$250,000,000.

Voted that the Executive Committee he authorized to 

buy or se ll up to $250,000,000 of Government 

securities subject to telegraphic approval of a 

majority of the Federal Open Market Committee 

the approval of the Federal Reserve Board.
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