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CABLEGRAM FROM PARIS January 15, 1932
TO GOVERNOR HARRISOR

24 NEW YORK JANUARY 13 STOP

INFLATION IS THE ORDER OF THE DAY STOP THE FEDERAL
RESFRYE DANKS AS WELL AS TH® LEGISLATIVE ASSEMBLIES SFEFM TO HAVE
DECIDED TO TAKE THIS ROAD STOP THE DISCOUNT RATE WILL PROZABLY
BE LOWERRD AT THE NEXT MFETING OF THE BOARD OF DIRTCTORS OF THE
FEDERAL RESTRVE BANK OF NEW YORK STOP THE REDUCTION OF THE BUYING
RATE FOR ACCEPTANCES IN TEE OPEN MARKET WHICH TOOX PLACE ON TURSDAY
IS A PREPARATORY MEASURE TO WHICH THE FEDERAL RESERVE BANK ALWAYS
HAS RECOURSE IN SUCH CASES STOP FINANCIAL CIRCLES CONSIDER IT AN
INDICATION OF A CHANGE IN MONETARY POLICY AND EXPECT HRAVY PURCHASES
OF GOVERNMENT SRCURITIFS, ACCEPTANCES, AND PERHAPS OF OTHFR BILLS
FOR THE PURPOSE OF INCREASING TEE LIQUIDITY OF THE MARXET AND DE-
FINITIVELY ALLEVIATING THE GENERAL SITUATION STOP TH® EFFORTS TO-
WARDS CREATING MONETARY EASR ARE ACCOMPANIED BY PROPOSALS TEEDING TO
BROADEN THZ CR7DIT BASES AT THE FUDERAL RESERVE BANKS STOP PRRSIDENT
HOOVER SUBMITTED THEM IN HIS MESSAGE OF JANUARY 4th AND HAS SINCE DE-
MANDED FROM CONGRESS VARIOCUS MEASURES OF THIS NATHURR STOP THRRE
IS REASON TO EXPRCT THAT ALL ATTRMPTS TO CURB INFLATION AND HAMPER
CREDIT EYPANSION BASED ON LONG TERM PAPFR WILL ¥7rF? WITH GENERAL
OPPOSITION STOP INFLATIONARY IDEAS HAVE SFRIOUSLY TAKEN HOLD OF
WANY MINDS IN FINANCIAL CIRCLES AND THEIR CONCERN IS MUCH MORE TO
CARRY OUT THESE IDEAS AT LEAST IN PART THAN TO LINIT THFIR DEVELOP-
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STOP WALL STREET IS GRENERALLY IN FAVOR OF THE PROPOSED LEGISLATIVE
HEAS‘JRES ARD HAILS INFLATION AS ASSURING AN UPWARD MOVEMENT OF SECURI-

TIES STOP THE MORE CONSPRVATIVE FINANCIERS ARE ALARMED BY WHAT APPRARS

TO BE THE INAUGURATION OF ANDW ERQF EXTRAVAGANCE (WASTE) AND PREDICT
POSSIBILITIES OF DANGEROUS CONSEQUENCES ENSUING STOP! THEY BELIRVE
THERE IS NO REASON TO EXPECT THAT BENEFICENT EFFECTS OF AN ERA OF
CREDIT EXPANSION WILL LAST LONG ARD THEY THINK GOOD RESULTS WOULD
BATHER BE OBTAINED BY TH= SYSTRMATIC APPLICATION OF OTYFR REMEDIES

RELATIRG PARTICULARLY TO FORMGH TRADE, GOVERNMENT FINANCING AND TAXES

STOP THE GREATEST DANGER INHFRES IN THE RISK TO WHICH THE FEDERAL

RESERVE BANKS ARE EYPOSED IR CONNRCTION WITH THE VARIOUS PROPOSALS

FOR THE BROADENING OF THEIR DISCOUNT AND LOAN OPERATIONS STOP

THE FEDERAL RESFRVE BANXS THEMSELVES SOME TIME AGO DECLARED AGAINST
ANY CHANGE IN THE DISCOUNT RY GULATIONS AND AGAINST ANY SROADENING

OF THE CREDIT RPASE AS AT PR¥SENT AUTHORIZED STOP IT LOOKS AT

PRESENT AS IF THEY HAD CHANGED THEIR OPINION STOP S0ME EVEN INSIST
UPON THE NECECSITY OF SOFTENIRG THE REGULATION IN FORCE STOP IN VIEW

_OF THESE DEVELOPYENTS CERTAIN OBSERVERS REMARK THAT THE GOLD EXPORT

WHICHCEASED SOME TINE AGO MAY BASILY BEGIN ACAIN THE MARKETS WHICH
PERMIT THE FREE FXPORT OF GOLD HAVING EVERYWEERE BECOWE VERY NATROW
H. PARKFR WILLIS

(BANX OF FRANCR)

Foreign Information pivision,
January 15, 1932
CL
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THE UNDER SECRETARY OF THE TREASURY

WASHINGTON

TO GOVERNOR MEYER:

Attached is a copy of letter dated
March 21st from Governor Harrison in regard
to certain foreign exchange transactions,
together with a copy of my reply.

I will greatly eppreciate it if you
will consider this and give us the benefit
of your views as soon as practicable.

o 2L

Copy sent to:

Dr. Miller

Mr. James

Mr. Hamlin

Mr, Morrill

Mr. Goldenweiser

Mr. Wyantt
/287 33




Dear Governor Harrison: FOREIGN EXCHANGE TRANSACTIONS

zmmnm«mannmum
transactions in foreizn exchange which are being sonsummated
under the Executive Order of the President of March 10, 1933.
I should like to consider this guestion somewhat and shall
discuss it with Mr. Kent when he is here tomorrow. I shall
then write you further in regard to it.

For the present it seems to me satisfactory to proceed
upon the basis which you indicate.

Sincerely yours,

(:}L.'i..t_‘-h' A, Al

AAB: abm

George L. Harrisoa, Esq.,
Governor, Federal Reserve Bank,
New York, ¥. Y.
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FEDERAL RESERVE BANK
OF NEW YORK

March 21, 1933.

Dear Mr. Secretary:

I am writing to confirm our telephone conversation this
morning with respect to certain transactions in foreign exchange
which are being consummated under the Executive Order of the
President of March 10, 1933. As you know, this Executive Order

provides "No permission to any banking institution to perform

any banking functions shall authorize such institution **** to

engage in any transaction in foreign exchange except such as may be
undertaken for legitimate and normal business requirements, for
reasonable traveling and other personal requirements, and for the
fulfillment of contracts entered into prior to March 6, 1933."

This bank is required by the Executive Order of March
10, 1933, to report to the Secretary of the Treasury all transac-
tions in foreign exchange in this district which are prohibited.
Consequently, we are called upon to interpret the provisions of
the Executive Order with regard to foreign exchange transactions
and to decide as best we can whether those transactions are in
fact in contravention of the Executive Order.

There is one class of foreign exchange transactions
about which we wish to advise you. There are, of course, many
foreigners who own dollars in this market, As the principal money
market in this country it is entirely natural that this should be

s0, and each day there are current dealings in foreign exchange by




Federal Reserve Bank of New York 2. Hon. A. A. Ballantine., 3/21/33.

foreigners whose dollars have accumlated beyond the amount
which they would normally expect to carry, or which are required

for other reasons, The purchase of foreign exchange by such for-

eigners is considered a natural and normal transaction which the

banks carry out in the course of the day's work. It does not rep-
resent a flight of capital by American holders, but rather repre-
sents a repatriation of dollar funds by foreighers wishing, for

one reason or another, to bring their dollars home. It is our
Jjudgment that it would be inadvisable for the banks to refuse to
conduct these transections so long as they are usual and normal
transactions within reasonable limits. To do so would undoubtedly
be interpreted abroad as a sign of weakness on our part and it might
well result in a severe decline in the quotation of the dollar.

By means of daily reports which we obtain from all dealers
in foreign exchange in this district, we keep ourselves currently
informed as to the extent of the movements of foreign funds in this
market. As long as withdrawals by foreign owners remain within
reasonable limits and do not materially weaken the position of the
dollar, it is our belief that such transactions may properly be
considered "for legitimate and normal business requirements."” If, on
the other hand, any withdrawals of foreign funds from this market
should assume unreasonable and abnormal proportions and would appear
to menace the position of the dollar, it would we believe be entirely
appropriate to put a stop to such withdrawals as being in contraven-
tion of the above-mentioned provisions of the Executive Order.

This letter is merely to advise you of the faet that trans-

actions of this character are being carried on daily by banks and
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Federal Reserve Bank of New York 3. Hon. A. A. Ballantine 3/21/33

dealers in foreign exchange; that we do not believe it would be
advisable to attempt to prohibit them so long as they remain
within reasoneble limits and do not prejudice the position of the
dollar, but that if they should assume such unreasonable propor-
tions a2s to menace the position of the dollar, we think they might
then be prohibited on the ground that they are not "for legitimate
and normal business requirements.”

Very truly yours,

(Signed) George L. Harrison,
Governor.

Honorable A. A, Ballantine,
Undersecretary of the Treasury,
Treasury Department,
Washington, D. C.
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Dietated over the telephone by Miss MeCarrick.

Basle
Received May 4, 1932,

PERSONAL FOR HARRISON
(1) THE PRESS REPORTS REGARDING THE GOLDSBOROUGH BILL, THE
CONTENTS OF WHICH ARE NOT CLEARLY REPORTED, AND THE VOTE IN THE HOUSE
OF REPRESENTATIVES ON IT, HAVE CAUSED A NEW WAVE OF ANXIETY IN EUROPE
CONCERNING THE DOLLAR. YESTERDAY AND TODAY WE HAVE RECEIVED PROBABLY
FIFTEEN TELEPHONE INQUIRIES FROM ALL OVER THE CONTINENT. CONFIDENTIAILY,
ONE SMALLER CENTRAL BANK TODAY WITEDREW ITS DOLLAR BALANCES, SUBSTITUTING
INSTEAD FRENCH FRANCS. ANOTHER HAS INSTRUCTED US TO TRANSFER ITS DOLLAR
BALANCES INTO GOLD.

HAS
() MY ONLY PURPOSE IN REPORTING THE FOREGOING, WHICH XWE PROBABLY
ALREADY COME TO YOUR ATTENTION FROM OTHER SOURCES, IS TO KEEP YOU ADVISED
OF THE SENSITIVE AND NERVOUS DISPOSITION WHICH PREVAILS ON THE CONTINENT

IN CONNECTION WITH AMERICAN DEVELOPMENTS.

(signed) MCGARRAGH




Extract from cable of May 4 from Governor Harrison to Mr. McGarragh

I realize that the Goldsborough bill has had a bad psychological
effect abroad and while it is not certain what its fate will be in the
Senate, nevertheless the reaction ageinst the bill in the press and on
the part of the most responsible people have been so widespread and
vigorous that we are hopeful that it will be defeated in the Senate.

In any event, however, our opinion is that it will certainly be vetoed.
As you perhaps know, both Governor Meyer and I have publiely opposed its
passage. By meny the bill is not considered seriously or else is regarded

as wholly innocuous. It was passed by the House, I think, largely as a

political gesture on the theory that even if it would do no good, it could

do no harm.

But even if the bill should ever become law, which we think most un-
likely, you will see from its text that it contains no realizeable threat of
currency inflation, Furthemmore, its emactment into law would not lead us
to make any change in our present policy. The bill reads as follows:

"It is hereby declared to be the policy of the United States that

the average purchasing power of the doller, as ascertained by the

Department of Lebor in the wholesale commodity market, for the

period covering the years 1921 to 1929, inclusive, shall be

restored and maintained by the control of the volume of credit

and currency. The Federal Reserve Board, the Federal reserve

banks, and the Secretary of the Treasury are hereby charged with

the duty of meking effective this policy."
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Plan for Providing Immedlate Employment.

es of June 27th,
plansg 1 considered in Congress and Db} gstbates and cities
of unemployed or to provide employment are *{rst, increased
on a large scale running into hund . ons of dollars, or
gsecond, creation of public works which in T meliness, and nature
ena extent of employment required, will not mee h¢ : The public
works will constitute also =& continuing liabi v § neintenance and

operstion except the "self liauidating® - few

This substitute plan proposes to put to work almost immediately
1,000,000 people and 1% is believed that a totel of 3,000,00 people will
be employed who otherwis would not be given employment. As pard of the
work 1s seasonal, the objective as to employment is averaged on the base
of ineresse in number of days rather than actual number of employes.

'his plan puts the people to work in employment to which they =are
agcustomed ¢ very largely at home, saving the migration of people and
the destruction of communifties as = result; that is, 1f peo;]
gre kept in communities already ereated, values will be ma
property created there made useful, stores snd savings bank P
and the incident business and lsbor getivity to all creative ind
will be msintalined

d plan the very large reservolr of svailable bank re-
serves w e 3 through normal channels and under existing govern-
ment snd banking agencies including the Reconstruction Finsnce Corporation,

: a1l banks including savings banks,building and loan
the like. These sgencies will have the cooperation of the
Janking Committees recently set up in each Federal Reserve
such sub-committees as may be necessary.

Through the use of existing reserves, there will be no
government to sell securities to create a loan fund. The only
the government will be over a period of time, and when incurred
1osses to be paid, these losses to be. handled through the Reconst
Finsnee Corporation and classified apar® from ites other operstions

The plan will not put any burden upon the banks but will increase
their usefulness. It will be productive in nature and therefore tax bearing
instead of tax consuming, which public works program involvess.

The plsn in its essence is that employers of labor and material,
in good standing because of previous record and known character, will agree
to employ sdditional labor and therefore use additional materials, certify-

applying for the loan that gsuch labor snd materisls not other-

jod, that loans will Dbe made with the approval of the Benking and

ommittees referred to and 0.K.'d by representatives of the
-nn Finance Corporation responsive to such applications., They

shall be aid as fest as the borrower is able to Tepay on basis of his
esrnings as indicated by income tax returns. Rate of interest is one per
cent sbove the rediscount rate in that distriet (but this is open to dis
cussion), security may or msy not be recuired esccording to the judgment
of the committee that has power to approve. The application may be made
to a loeal bank, which with its recommendation will send it on to the com-
mittee or sub-committee, or 1t may be made direct.
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The loans are roughly classified into two groupss

First, those of users of labor and material who have been successful

in The pesst but now find themselves going into ligquidation because of in-

ability to secure working capital, the banks being either unable to furnish |

the money, or desirous in protecting themselves and not taking any chances,

of asking for repayment of existing loans through liquidation of inventories |

and other current assets and the like: this being largely for fear the

industry will not be able to supply working capital from other sources. |
|
{
]
{

The second group will be those such as of the railroads and other
industries who are deferring all possible expenses in order to avoid charges
to operating expenses, and through such avoidance, maintain thelr black
ink situation, showing they have earned fixed charges; and further than that,
to keep their cash in position to meet anticipated demands. Many such
industries can properly enlarge upon their operations without any gquestion of
overproduction being involved. .

Ix :

It is proposed therefore that money advanced shall not involve
charges to current operating expenses except with the consent of the borrower,
but will be carried in a suspense account as an "anticipated expenditures",
and later on, vhen net earnings make federal income tax payable and these f
loans likewise become due and are paid, either be charged direct to profit &
loss or into the normal operating account as may be decided. With respect to
the railroads, counsel and auditor advise me that only the approval of the
Interstate Commerce Commission is needed to create such s suspense account
with deferred liabilities set up as proposed. |

Activities under this plan can cease in any section or with respect
to production of any commodity, or as a whole,on action of the Reconstruction
Finsnce Corporation or the President. Of necessity, it decentralizes the
power of making loans except large loans; but this will not interfere
with current, intensive review of all loans made including classification or
e;saation of activity temporarily or permanently at any time as may be con-
cluded best. a

The plan brings into use the needed experience and ability of busi-
ness leaders and government finance officers and banks locally gained, on the
broad foundation of considering the national and local need for employment
and the use of materials; with a guickening of the pulse of business generally
it is believed an advance in commodity prices will come since demand depends
75% on employment; and taxation, which is now a tremendous burden, must depend
almost altogether on productive employment.

The point of under consumption rather than overproduction has certain-
ly been resched. Shelves are bare; buying in on a hand to mouth basis. Fear
and lack of purchasing power have reduced demand tremendously. As to over-
production, the situation canbe safeguarded by limiting the productive
activity of any concern to the quantity produced say in the twelve months
ending June 30th, 1931. It can be further and perhaps better controlled by
stopping activity with respect to the production of any kind of goods if there
appears to be an over supply. I firmly believe, however,that the increased
payrolls and increase of material we will need, will in almost every direction
overcome any problem of presumed overproduction without any marked limitation
on loaning power that might be created through this plan, The plan does notd
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Egag%yond encouraging the activities which would be done in normal times

0 & normal extent without this mid. The plan indeed les not intended
To go beyond using money and cre it Lo & normsl extent as measured say by
the twelve months ending Junme 30th, 1931. If the railrosds during the
twelve months ending July lst, spend as much money on maintensnce as they
did in the twelve months period nemed, 1t would 1llustrate the spplieation
of a so-called normal mweasure to an abnormally depressed situation.

The ob jections to the plan are plain. The lack of adequate
security, the lack of definite time of repayment, errors in judgment which
will make for losses, competition in an industry where some people need
help and some do not, and use of credit which will in some instances create
an unsuccessful activity -- these have been thought of and weighed as
against the vast charity distribution we have to make or the great waste
of money in publie expenditures; and have not been found formidable. There
is the advantage that after this plan is tried, it may be changed or done
away with snd without any undue shock or publicity

Further, it proposes to give help to those whe have been successful
heretofore; but have not set up a back log of credit because they have not
foreseen these abnormal conditions. And to enecourage everybody to do the
the things they would like to do if they could keep black ink above fixed
charges.

It will be noted that the plan provides net for handing out the
money, but for contracts for ~ loans; and the borrower must each month make
2 report in order toc secure his money showing that he hes lived up to his
obligations to provide additional employment of labor and use of materials
in accordance with the details set forth in such contract. This is not
an impossible condition at all since all large corporations have suthority
for expenditure reguests covering in every detail every unusual expenditure
before the work is undertaken; and the cost of the work is then checked up
against such detailed reguests. _

I heve attached hereto in detail a suggestion as to how the plan -
should be made operative. This foreword covers the purpose and the method
in a general way.

If I did not feel the railroads could be induced in thirty days to
put 100,000 men to work under it that would not otherwise be employed this
year, I would not propose it. The test is before acceptance to get them to
agree to 1it,
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Memorandum of Plan in Detail

Its objectives are:

(a) Put to work 1,000,000 men in sixty days after mschinery established,
and as a direct incidenno mean the employment of 2,000,000 more,

{(b) the work to be productive, of nature te which people ave accustomed
and theréfore fitted, regquiring minimum of migration from homes - thus msking
for least economic waste in personal affairs, _

(e) revive industry along normal lines without material waste and save
from bankruptey or absolute disappearance thousands of business sctivities
heretofore suecessful, and in other instances maintaining a necessary

efficiency,

© (d) not to interferewith the very vital and necessary efforts of industry

to maintain black ink in its operations essential to its eredit and indeed

to its life; which under existing conditions has necessarily resulted in a j

narrowing circle of use of both lsbor and material, 1
(e) utilizing existing agencies - 2ll banks, building and loan asaooimtians

Reconstruction Pinance Corporation, Federal Reserve System, the newly ereated

Business and Banking Committees in each Federal Reserve District - minimising

additional machinery and expense,

(f) bring into use united experience and ability of business leaders,
government finance officers, and benkers to the end that loans may be most
wisely made to fit our nationsl need,

(g) enable banke to utilize their great reserves without fear of depositors
or loss to elther stockholders or depositors, but instesd increase the use-
fulness, seeurity and earnings of banks, saving and loan sssocistions,building
and losn essoclations, and any other financial institutions that may be in-

cluded,

{h) uze the credit of the United States most economically through the
Reconstruction Finance Corporation fusing as agencies the factors mentioned
in (o), to extent necessary with least actual draft in immediate future on
such credit in proportion to service that credit will render),

(1) necessitating the establishment of no new government debt to meet the
requirement that our people be put back to work; will cheek inflation later
on because of repayments necessary, .

{J) the operation to be slowed down, changed or stopped entirely as the
need dwindles or disappesrs, or lasck of usefulness is demonstrated,

(k) maintain industry which pays the taxes and upon which the government
must depend for existence. In other words, spend the money through tex-payin
instesd of tax-spending activities, We cannot collect taxes from highways,
post offices, bridges or other publie enterprises,

(1) would stop many desireble business activities from liguideting their
working stocks to meect thelr debts, such ligquidstion invelving further
demordlization of prices as well as putting activities out of business and

further reducing employment,
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(m) 28 s £inal result, enteil & very modest loss (comparatively) to the
Government from loans made compared with any other avenue of expenditure
proposed that will bring back employment; such losses to be realized over a
period of time end not immediately.

S —————— |

Use of CGovernment Credit,

(1) Broaden powers of Reconstruetion Finance Corporation and enable
it to establish sdditionsl eredit for purpose of restoring employwent of
capitel end labor under conditions that, while giving fair assursnce of
return of loans with interest, involve risks that banks, insuranece ecompenies, |
saving snd loan socicties, and building snd loan corporations cannot npd-r- |
take boesuse of their responsibilities to depositorz, lenders and shere |
Mmu; sand also losns that normally would be made by such organizations end
eannot now be undertaken because of present limitetions on their lending
powers. Further to induce railroads and other large corporations teo under-
teke maintenance _andoothor work deferred with provision that current
.oponta.ng charges will not be increased thereby.

(2) Agencies to be smployed,
The agencies to be employed are the Pedorsl Reserve System, the

banks, building and loen essociations, snd the Business apd Banking Committees
recently established, snd such other ageneies as Reconstruection Finance
Corporation may seleet. {This will save sny unnecessary expense in adminin-
istration. Bxisting loan sgencies such ms the bsnke can then carry the loans
themselves if they wish, thus utilizing sny roserve eredits they may have to
the oxtent they choose to do so, with assurenco that if need arises, loans
will be taken off their hands by the Reconstruction Finance Corporation
through Federal Reserve banks when discounted or direct.)
(3) @General Rules Governing Loans.

foans will be finally aporoved, if not in greater sum than ¢iv0,000
to any one borrower, by a committee eonsisting in each Federal Psserve
District ofthe nominees of the Reconstruction Firsnce Corporation, the
Foderal Reserve Bemrd, end the Busincss and Banking Committes recently
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organized, This committee may either upon the initiative of or by reference
theroto be instructed with respeet to any particulsr losn by a joint action
of the Covernor of the Federal Reserve Board, the principal i-epresantatives
of the Reconstruetion Finance Corporation in that distriet, and the Bunima'a .
and Banking Committee called as a committee of the whole to consider such
josn., The loan eommittee will alsc be aided by su).i-eommﬁtus within the
three orgsnizations as may be from time to time created by such organizations,
separately or collectively. (Separate loan committees mey be established in
distriets geographically large.)

If a loan exceeds $100,000 it must have the aporoval of the three
organizations in meeting ealled for that purpose. If it exceeds §5,000,000
4% muat have the approval of the Reconstruction Finance Corporation through |
its properly authorized officers at wWashington, D.C. {(These ioeal suthori- |
ties granted are to secure prompt setion neceasary, not overburden Weshington I
guthorities; the locsl committee must generally be depended on for informed
judgment, anyway.) |

The Reeonstruction Finsnce Corporation will have the pover to |
dotermine the maximum amount of loans to be outstanding at any one time,and |
will from time to time ratably determine the limit for each Reserve Distriet;
and may impose conditions as to loans to any one industry. The borrower
must apply for loans within the district in which is loeated his principal
place of business and shall make spplication only through one channel. Ome
loan does not preclude the borrower from securing subsecuent loans. The
total loans contracted for, whether or no actually made, shall not at any
time exceed five billion dollsrs. Initially the Reconstruction Fience
Corporation shall apportion & eredit amwong the Federal Reserve Districts
in such amounts as it finds necessary. :

The borrowers or their predecessors in interest must have been

engaged in the business on account of which 10-n|lc to be made continumously

% .;;_' : 1
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gince Jan-ary 1, 1930, Losns can be made only for purpose of employment

of capital and labor that according to the best judgment of tho borrower and

as attested to by him would not otherwise have been crested. The borrower
pertnership;

may be an individual, a cooperative or other corporation or
any institution or individual normsally obtaining credit.

fosns shall be made only within a period of two years after the
effective date of legislation making such loens available. The Reconstruct-
{on Finance Corporation may with the approval of the President suspend the
making of loans at any time end for any period. All loans must be repaid
within a period of five years except as provided for hereinafter by
ecolloctions in connection with payment of income taxes. The rate of interest
shall be one per cent above the discount rate effeective in such Eederai
Reserve District =t the time the loan is made and subjeet te rovigion ennuale-
1y in accord with the discount rate in effect as arranged for thirty days
prior thereto. Interest payable semi-annually.

The committees hevingputhority to approve losns shall determine
what security, ifsany, shall be required but unless otherwise provided when
loan is made, any addition in the way of sneur;ty through such loans shall
be mainteined free snd clear of incumbrance, or other seeurity equal in
value given in lieu thereof as security for the loan. No losn shall be made
that shall cover expenditures extending over a period of more than two years,
¥o loan shall be made that withhis other expenditures will exceed the ex-
pénditures of the borrower for like purposes for a corresponding prior
period on seasonsl or anpual besis in the years ended June 30, 1931.

(4) Applicetions for Loans.

The applicant mey apply direet to the loan comvittee in each Federal
Roserve District or to any bank, building and loan association, or other
approved financial sgency willingto sct ss sgent therefor. He will contract
for such loan as will enable him to give sdditional emplo ment thranﬁ;
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oxpenditures for labor and materials. "Materials"™ »i11 inelude all
Ssupplies and srticles of utility essential to his work. He will agcompany
such application with an Authority for Expenditure Request, such as in use
by railroads snd other large corporations generally, showing proposed use
of the money to be borrowed, its anticipated division between employment of
labor and purchase of material, overhesad charges, and interest, the estimated
time within which it 1s to be used and-all other informstive details that
will, responsive to the information regquired in such expenditure request
by the Reconstruetion Finance Gorporation, ensble the loan committee to
pass prowptly upon the loan with a minimum of additional investigation by
the agency or sub-committeesprovided for. If the application be made
through an sgeney such ss = bank, then that agency shall in transmitting
the request to the loan comrittee give its views, if any, as to desirability
of such loen and the abllity and willingness of the borrower to carry out
the terms of the contrsct. The borrower shall in this certificate under ost}
state that to the best of his belief and Jjudgment the money will provide,
insofar ss his business is eoncerned, use of materials and lsbor that would
not otherwise be ereated; not more than 15% may be used for overhead and
interest charges,

If a loan be aporoved, a eortiricata.lhall be issued by the loan
comnittee. Loan shall then be made through an agenecy of the borrower's -
choosing or if he hss no choice or the agency chosen is not willing to act,
then through an ageney of the committee's seleetion. The loan eertificate
shall be deposited with sueh ageney. Reeonstruction Finsnce Corporation
shall provide report blenks on a form on whieh the borrower may record and
attest to the expenditures made in aecord withﬁho provisions of the losnm
eontrsct. Borrower may then eall on the ageney at the end of any agreed
period but not more frequently than onece = month with attested statement of
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expenditures incurred for labor and materials in sccord with the terms of
the contract, and the ageney thereupon will pay to the borrower the amount
shown, taking his receipt therefor, upon the loan contraect and attechi)ng
‘statement of expenditures thereto as voucher, (It is expected that 90% of
loans approved loeally will be made through bsnks as agencies,)

Reconstruction Finance Corporation, if the loan be of any amount re-
guiring its home office spprovel, will determ:ne the channel through which
payment is to be made.

Any bank or other finencial corporation so empowered seting as agency

for the loan committee may carry losns made for its own scecount for such
period as it may choose and collect interest and principal aceordingly; but
rendering statement as often as the loan committee shall require of such loans

so carried, and status of each. It shall be at liberty at any time to call
upon the Reconstruction Finsance corporation'through such agency es it mey
direect (preferably the FPederal Reserve Banks) to teke over sny such loans.
Federal Reserve Banks may discoulit such obligations accordingly. Agencies
for the loan committees willlba paid for actusl expenses incurred under such
rules as mnf be established by the Reconstruetion Finance Corporation, and
such expenses shall be chsrged to the borrower. _

Loan committee, or any'sﬁb-eommitfao, or any §gent for either shall
et all times have the right to exemine the borrower's books or make any _
other investigation desired with respeet to conduet of his affairs that may
be relatad to the nse of the money sseursd throvgh the ioen. If agensy doea
not desire to earry the loan, it shall under the rules and through channels
provided by the Regonstruction Finance Corporation, be promptly relieved by
advances equal toc the amount paid to the borrover with interest at loan rate
under the certificates of expenditure hereinbefore referred to.
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(8) Accounting for Expenditure of ¥oney Seeured from Losns.

Inesmueh =g the money seocured under loans involves exrenditures that
otherwise would not heve been undertaken snd which mey not immediately
return to the borrower sny met returns, it mey be desirable that all such
losns be garried in a suspensc account with full deteil. The expenditures
made theoreunder shall not be entered in the normel sccounts of the borrower
unless otherwise agreed at time loan is contracted for, or Ilater deaireé,
excopt as and when repayments are made, when with the interest acerued snd
paid he may dispose thereof with appropriate asllocations to capltal snd
profit and loss accounts or direct to operating expenses. Raeomtmtian
Finsnce Corporetion will detormine the method of ascounting disposition, 1t
being understood, however, that unless the borrower consents, his normal
accounting ss it othorwise would exist without such loans shall not ve
disturbed. This is of vital importance and requires careful eonsideration,
Plan must be worked out so as not to interfere with borrower's necessary
efforts to maintain black ink in his operations. It is relsted to provision
that losns meed not be repaid until berrower makes money as shown by income
tax statement. mﬁmminaOntiwhbprmmdukeaahme.m
ehief asuse of dwindling employment is borrower's necessity for maine
taining bleck ink in accounts and cash in banks,

(6) Repayment of Loans.

1oens shall be made for 2 p-riod not exceeding five years except
as repaid through income taxes but may be repaild by the borrower at any time
with ecerued interest at the end of any ealendar month on thirty deys®
notice. After making allowance for sny such payments, the loan will be
collected through annual payments equal in amount each year te the income
tax paid by the borrower until the whole remaining amount with interest
is repaid. Collection will be made at same time and through the same
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chennel as the income tax is collected.

Colleetion throngh income tax channels shall be established in 1934
tor.loans made in 12323 in 1835 for loans made thereafter.

The smount of such eolleetions by the income tax representatives
shall be eredited to the Reconstruetion Finsnece Corporation; or a recoipt
showing payment from the holders of loan contrset for amount due under-this
paragraph will be accepted as & credit by the income tax buresu of the
Treasury Depzrtment.

A1l losns made hereunder, principel end interest, to extent remniningi

unpaid shall be due and psyable November 1, 1942, - | \
|

|

|

NOTE: The agenclea that can give thn-grelteaf imrediete employment
cannot do so unless they hsve a renl incentive., The incentives aret

(1) Yo call on their cash, |

(2) Wo necessary repayment until as shown by income tex return they |

' een afford it - subjeet to ten year limitation. '

(3) No added™red ink®" to current operation through added charges

to operating expenses, \
{4) Opportunity to repay when money is easy with them or chesp loans g
evailsble. (It is not probable that money asctuslly will be |
colieeted through income tax channels; but the provision will
insure collections when borrower has made money.) |

- {(5) The revival of industry which will help everybody.

The question is - will these inducements be sufficient to ensble
large industrial enterprises to add to their activitiest I think so. I will
ascertain the uttitudg of the rallroads; am confident they will suthorize
added employment equivalent to giving jobs to 100,000 wen.

As to lesscr enterprises or those in more difficult situations who
ecannot go shead unless they can borrow money through other chinnpla than
normel bank eredits, though herotofore suecessful end enjoying such bank
eredit. I know perscnally at least fifty such - perhaps could name a
hundred. In some instdnces the l1ife of & whole community is involved. _

The incentive to them is suffiecient. They will remsin going concerns
instead of liguidating, and will give employment end buy material accordingly.

The lasrgest bullding snd losn associstion on thePacific Cosst hag
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not made a 1oan in thirteen monthn. It is pressing collections instead

beéauae or oonntant cash withdrawnls. Fo ond of fﬁi-ecidé\irés'iré‘umféﬁ waye

o = s =

'.'.'his mt not'. continne or ue w111 hava 2 problem we dislike even to th:l.nk

Py > A gt - o

bout. It eould, for exam;:le, make mm lom now to paaple oS wiatt o

ny -

build.

-

Direet relief csn be afforded to some extent there; more important
is the resumption of employment which will stabilize that situstion with

respect both to building and losn payments and withdrawals,
The basis of this plan is thst the great bank credit reserves shall

be made sveilable for losns to increase employment snd emcourage industry by

the sssumption of eny loss by the government,
There ¥ill be loss, but it will be wisely ineurred for loans will hQ

intelligently made; and such loss will be small compared with the alterna-
tives.

The dole budget now exceeds §470,000,000 annually if we include
commumnity chests and the like. Any nsti-nal dole legislation will Increase
this encrmously; and pork barrel publiec work involves such weste, in-

. efficiency as to objectives m+€mtm1ng 1isbilities =3 to be intolerable,

Yor will our income tax returns suffer, oven if the incentive be
20%, if plan succeeds; for unless some bold step be successfully undertakenm
there will be only dried up sources for such taxation.

And m, I would point out such s plean as this with the approval
of the President and the Reconstruction Finance Corporation can be dropped,
slowed down, wodified or for the time being suspended -~ almost without
notice.
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1. Public works ~ Meny wortly projects msy be found, but measures must
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be taken to improve budgetary positions of States and municipalities

in order that they can borrow. Small reduction in current expenditures
or inereases in receipts wuld assure service for large loans.

a. HNew York City has public works prograam of 2 billion dollars; suthori-
sations for projects to be undertaken this year have been rescinded to
extent of 100 millione and few, if any, suthorizations are being made
for next year, becsuse of inability to borrow.

be New York Port Muthority projects.

¢e Other State and city projects.

a. RBast Side housing devalopment to clear slums and provide cheap house-
ing. In stage of negotiation with several interested, smd sometimes
conflicting, perties. Some important questions remain to be solved,
but it is poesible that if strenuous efforts were made active work
of demolition could be started within 60 days.

b. Rehabdilitiation scheme - Formation of into groups of large non-compete-
tive companies to supply financing for repai¥s, ete. of structures now
obsolete., Severszl such groups msy be formed to compete with sach
other, Expected that perticipants will be able to obtain funds with-
out special setion. CQuestion of organization, not of eredit.
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Hortgage funds ~
Not only does lack of mortgage money retard new building, but also
failure to renew or large payments of principal required on maturing
mortgages at this time of reduced incomes necessitates considerable harm-
ful liguidation. Although reduction in mortgage debt is justified on
basis of reduced vzlues, postponement of some of this readjustasnt would
materially sid present situstion. This will csll in some cases for gen—
erous measures of relief with some sacrifice of principles of soundness,
but in meny cases perfectly sound arrangements are possible,
2. Central Savings snd Loan Bank of New York — PMunds have been promised
and this plan may considerably relieve situation in New York State.
be Aid needed for New Jersey and Comnecticut, and probsbly for other dis-
triets, not only to check necessitous failure to Pemew mortgages, but
also to take up those which must be paids

¢. Reconstruction Finesnce Corporation loans end Home Loan Discount Benk
might help to check liquidation.

d. Private corporation in process of formation to finance home construe~
umuﬂ.i'mwls-ymmrtps-m

Fumerous complaints received of inadequate credit accommodations from
banks. Tithout detailed credit investigations, difficult to determine
whether individusl restrictions are justified. There restrictions are due
to bank stringency and not to defective eredit standing of borrower, some
assistance should be provided.

2. It msy be desirsble to set up machinery for receiving and investigating
individual claims of this nature, and then to find banking accommoda-
tion for them. Such procedure may be necessary unier Glass amendment




to relief bill.

b. Ald may be provided by working with large industrial or
loecal groups that have been Ihurt by banking difficulties.
Toward this end an investigation is now being made of
the clothing industry in New York City. Possible
messures are (1) formation of new bank; (2) capital con-
tribution by interests in industry to and participation
in some existing bank; (3) formation of some sort of
finance company by industry.

¢. Further investigations of this nature are being made by
the National Industrial Conference Board.

d. Trade acceptance plan might provide credits to some con-
cerns to which usual credit channels are now closed.

e. Concerted efforts by large industrial establishments to
continue operations and provide employment, accumulating
inventories where possible. Many concerns agreeing to
follow such a policy might be sble to finence themselves;
others might need emergency credits of some sort.

f. Financing equipment purchases and repairs and maintenance
by railroads and other industries. In some cases econo-
mies are possible which would fully justify such expendi-

a. Formation of corporation to buy and hold commodities,
selling options for two or three years to consumers.
Recent strength in commodities might mske such steps un-
necessary, or, on other hand, might indicate that such a
scheme could now be effective and profitable.
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b. Endeavor to induce banks to encourage borrowing for pur-
pose of buying and carrying commodities.

¢. Credits to foreign purchasers of commodities, especially
in countries where there are exchenge restrictions.

6. Security merkets.

&. American Securities Corporation is presumably giving or-

ganized support to bond market, and speculative interest
_ in bonds seems to be growing,

b. Loaus to railroasds (and to other corporations) for pur-
chase of their own bonds at depreciated prices. Some
plans call for retirement of these bonds; others would
permit their sale et higher prices, thus providing corpor-
ation with new funds without necessity of floating new
issues,

¢. Banks might be encouraged to be more generous regarding
collateral loans. New loans might now be made on bond col-
latersl, 8Some banks are now permitting obligors on inad-
equately secured collateral loans to purchase new collateral
instead of making payments on loans.

d. Relaxstion of pressure on banks by supervisory authorities.
Much has been done in this regard. It has been suggested
that shifts in holdings of bonds should be permitted with-
out marking down value of assets.

!
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July 22, 1932.

I. COORDINATION OF THE NATIONAL RECONSTRUCTION AND CREDIT PROGRAMS

1I.
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2. R. F. C. to provide funds to stop liquidation and aid in financing
publie projects.

b. Federal Reserve to furnish basis for credit expansion.

c. Member banks to extend credit to meet needs of Treasury, R. F. C.,
and business.

d. Benking and Industrial Committees to discover and promote projects
to utilize credit for increasing employment. .

PROGRAM FOR BANKING AND INDUSTRIAL COMMITTEES

A. DNational Projects

#1. Securities Markets — American Securities Investment Corp.
2. Commodities.
5. Railroads.
4. Equipment purchases in other industries.
#5, Trade Acceptances.
6. Coordination of district programs.

* Aready under waye

B. District or Regional Projects

#1, Publiec works and public credit.

#2, Home mortgeges and cheap housing.

#%, Credit needs of business - by industries.
4. Credit Supply to business - the banks.
5. Spreading work,

#* Experts at work on.these projects in Second District.



July 23, 1952.

PROCGRAM FOR BANKING AND INDUSTRIAL COMMITTEES

It is the primary function of these committees to discover
end promote such use of bank credit as will stimulate employment,
restore confidence and hasten recovery. They should make every
effort, therefore, to bring together sound borrowers and lenders and
see to it that no legitimate demend for credit, useful in achieving
these ends, is neglecteds There will naturally be two principal
fields of activity (a) national - (b) district or regional.

A. NATIONAL PROJECTS

1. Security Markets ~ The American Securities Invest~
ment Corporation with an authorized cepital of $100,000,000 has al-
ready been established for the purchase of sound securities. The
question may be raised whether a larger volume of funds should be
made availeble for the operation of this corporation by extending
participation to banks or others throughout the country. This
question was discussed when the Securities Corporation was first
orgenized, but may well be raised again in developing a national
progrem.

2. Commodities -~ The advisability of organized
efforts in support of basic commodity markets may well be considered.
Proposals in this field are discussed in an accompanying memorandum.

3. Railroads - Railroads are an outstanding case
where credit might be utilized wisely to increase employment. Rail-
roads could reduce oﬁerat.ing costs and improve service largely by

replacing obsolete with modern equipment. To accomplish this may

———
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require not only immediate means of financing such improvements
but a broader program of bettering the basic finanéial position of
the roads. A corporation organized to lend railroads funds to
buy their own bonds and to buy new equipment is worth considering.

4. Egquipment Purchases in Other Industries — Methods
adopted for financing railroed equipment purchases msy be applicsable
to other industries where similer savings can be effected, thus help-
ing to restore employment in capital goods industries where unemploy-
ment is most acute.

5. Trade Acceptances — With the sponsorship of the
New York and other committees and with the cooperation of the
Federal Reserve Banks, the American Acceptance Council, the National
Association of Credit Men and committees appointed by them, a campaign
for the wider use of trade acceptances is already under way. This
campaign can be further promoted by judicious publicity, both local and
national, and the cooperation of Chambers of Commerce, trade assocla-
tions, and similar bodies.

6. Coordination of District Program - Some informal
machinery sppears desirable to facilitate an exchange of views between

districts, and to avoid duplication or conflict of efforts.
B D T OR REGIONAL P TS

1. Public Works and Public Credit — The establishment
3f a subcommittee, with an expert, to discover and promote meens for
incressing employment and stimuleting activity through public WoTks
by cities and'atatas. This project, which is describ?d in the ac-
companying memorandum, involves dealing with citizen organizations
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and promoting budget revision with the objective of improving
state and mumicipal credit in order that these bodies may be in a
position to borrow to finance public works.in the market, using
the facilities of the Reconstruction Finance Corporation only as
supplementary to and as an aid to such borrowing.

2. Home Mortgages and Cheap Housing - The estab-
lishment of & -subcommittee, with an expert, to deal with reel
estate problems, with the object of stimulating building construe-
tion both by arranging a more liberal supply of mortgage money and
by discovering and promoting various housging projects as mey be
economically justified, such as housing projects for the lower East
Side of New York, It would be the function of this subcommittee
to promote adequate faeilities for the remewal of maturing mortgages
as a necessary preliminary to the stimulation of new building activity.
The rehabilitation of old buildings would offer smother field for
the activity of this committes.

8. Credit Needs of Business by Industries - Each
district committee should set up machinery for exploring the adequacy
of the present credit supply for business and agriculture and finding
means for supplying credit in cases where it is warranted, but not
now available. There mey be some question as to how far this work
should be done by the banking and industrial committees and how far
by departments of the Reserve banks organized under the Glass amend-
ment to the relief bill, but the committee in each district should
see to it that the work is done, This appears to involve some survaey
of business and agricultural credit requirements and the extent to
which they are being met, as well as the examination of particular

cases which make themselves known. The work may involve leadership
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in the organization of credit corporations of one sort of another
or other devices for placing business in a position to tap the
available supplies of credit. The promotion of the wider use
of trade acceptances is one such device.

4., Credit Supply to Business - the Banks, The
problem of supplying adequate credit to business involves the
added question whether there are difficulties within the banking
structure itself which may stand in the way of the banks' supply-
ing edequate funds to business. There may be chenges in banking
policies, practices, and orgenization which would enable the banks
to meet business needs more fully. Bank policies and practices
as to collateral loans, maturity of investments, relations with
new customers, etc., msy well be examined. It may be well to
ascertain the attitude of bank examiners, with a view to seeing
whether their policies also are adapted to current developments.
In some districts steps may be desirable for restoring banking
facilities in commnities where adequate facilities no longer
exist.

5. "Spreading Work" - A subcomnmittee, with an
‘expert, to study the possibilities of distributing available em-
ployment among the largest number of workers.

6. Other Projects — Various distriets will prob-
ably present problems that are peculiar to one or more districts and not
to others. In agricultural districts, for example, special aid may
be needed of a kind different from that required in industrial

districts.
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PUBLIC WORKS BY CITIES AND STATES

Authoritative estimates now indicate that the total number
of unemployed exceeds 10,000,000, an increase of about 3 million
over the total for last autumn. This unemployment constitutes the
major social and economic problem the country now faces.

There are two possible methods for meeting the problem.
One is by providing employment, and the other is by direct relief.
Of these two the former is much the more desirable, both socially
and economically.

It hardly seems likely that sufficient business recovery -
upon which the real solution of the unemployment problem must
ultimately depend - will have occurred six months from now to
absorb any large proportion of the unemployed in their normal
occupations, though every effort should be made in that direction.
Meanwhile, the great weight of this problem will fall upon the
Federal Government, states, and municipalities. Only a relatively
small part of the needed relief can be met with private charity.

At present there is no comprehensive plan of the states
and municipalities for dealing with this problem., On the con-
trary most of them have only been able to secure the money they
need for current operations at the price of drastic programs of
curtailment. Retrenchment has usually begun at the easiest point
for curtailment, which was public works. Thus the total ex-
penditure on public works by states and municipalities now
contemplated is considerably less than normal.

The Federal Government program, aside from relatively

moderate plans for national public works, is embodied in the relief
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bill just passed, which provides for loans by the Reconstruction
Finance Corporatdonto cities and states and other public or
semipublic agencies primarily to promote activities which will
furnish employment. The Federal program thus rests largely
upothe city and state programs. While the Federal agency can
assist in financing local public works projects, it clearly should
do so only in cases where there is a sound budgetary program, which
Justifies the city or state in increasing its debt. The present
financial position of cities and states leaves considerable doubt
as to the extent to which they will be in a position to utilize
the facilities of the Federal agency.

The principal reason for this situation is that recently
city and state financial programs have been determined almost
solely from the point of view of tle banker and the taxpayer, both
of whom are primarily interested in cutting all expenditures
rather than in dealing with the unemployment problem. There is
clearly need for another approach to the problem by which the
budget will be readjusted, not solely with a view to reducing
expenses but more broadly with a view to improving the adminis-
tration, and thereby the credit, of states and cities, placing
them in a position to borrow for necessary public works.

The situation in New York City may be taken as an
illustration. Last winter when the city needed more funds it was
compélled to make a drastic revision of its budget. A first step
in this revision was the rescinding of authorizations on projects

valued at more than $100,000,000 and offering potential employment
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to many thousands of workers. No adequate steps, however, have been
taken to reduce salaries or to reduce non-essential expenses of
government, nor have adequate steps been taken to place the city's
commercial enterprises on a self-sustaining basis. If these

latter steps were taken New York City could borrow in the market

the necessary funds to continue her $100,000,000 program of public
works, and so do much to meet the problem of unemployment.

Banking and industrisl committees in the several Federal
Reserve districts are public bodies which could well undertake
the task of organizing public support for budgetary revisions in
cities and states which would clear the way for bond issues for
necessary public works.

A program of budgetary reform based on these principles
would have a much sounder and more effective appeal than a program
the sole object of which was to cut expenses and relieve the tax-
payer. And, on the other hand, a program of public works could be
better justified from the viewpoint of taxpayers, bankers, and
municipal officials if accompanied by sound budgetary reform. The
social appeal of putting the unemployed to work should constitute
a lever powerful enough to force the necessary reforms.

A program of this sort, broadly conceived and energeti-
cally carried out throughout the entire country, would not only do
much to meet the unemployment problem and promote business
recovery, but would as well bring about long-needed reforms in
city and state finances and would benefit the bond market both by
the improvement in city and state credit and by the issuance of

sound new securities.
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{ BANKING AND INDUSTRIAL COMMITTEE
of the
Second Federal Reserve District
ORGANIZED SUPPORT FOR COMMODITY MARKETS
In view of tﬁe great influence of commodity prices upon the world
business situastion, the suggestion has frequently been made that the banking
and industrial committees should sponsor some scheme which would stabilize
or raise commodity prices. The plans suggested may be grouped under the
following headings:
(1) Organization of a corporation to be partieipated in by consumers of
commodities. Basic commodities would be purchased at present prices
and options for three years or less sold to stockholders in anticipation
of their recuirements as consumers.
(2) Organization of one or more private corporations of the investment
trust type to speculate in commodities. Such organizations might be
gimilar to the present securities corporation or it might be effected
without sponsorship of the banking and industrial committees. It is
rumored that some such corporations are already in the process of
formation.
(3) Organized efforts to induce benks to be more generous in making
loans to consumers or speculators for the purpose of purchasing commodi-
ties at present prices and holding them for future use, or for speculative
profits.
(4) Some scheme for providing credits to foreigners who may wish to
purchase basic commodities in this market. This would apply particularly
to purchasers in those countries that are under foreign exchange restrictions.

Reagons advanced in favor of such schemes:

(1), Prices of most basic commodities are at the lowest levels of the
century and prices of many are at the lowest levels in history. These
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prices are well below any reasonably computed costs of production. It is
logical to believe that under such conditions prices will rise at some time
within the near future. Under these circumstances there are great possi-
bilities for profit to speculators and to consumers anticipating future
requirements.

(2) With prices at such low levels and buying in smell volume relatively
few funds would be needed to provide substantisl support. This situation
is in contrast to previous efforts at stabilization. Any substantial
buying of commodities at this time and firmness of prices would probably
lead other purchasers to enter the market in order to anticipate price
advances.

(3) Speculative commitments in moét commodity markets are much smaller
than usual. There is need for a group of buyers to take the position
ordinarily held by speculatorse.

(4) Consumers' stocks are also small and any scheme which would encourage
restocking would provide an element of strength to commodity markets.

(5) As in security merkets, there are also at times forced sales of com-
modities by owmers unable to hold them further. Under present conditions
these forced sales have a demoralizing effect upon the market. Some organ-
ized support is needed to broaden the markets and to teke care of this type
of distress selling.

(8) A rise in commodity prices would immediately bring a change of sentiment
in vast world areas devoted to producing raw materials, would increase the

buying power in those areas, and thereby give a stimulus to business recovery.

Arguments advanced against guch schemess
(1) Any action which provides only for the purchase and holding of commodi-

ties does not change the fundamental factors of production, consumption and
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and supplies on hand, which must be influenced before a sustained rise may
be expected. The real need is for measures which will increase consump-
tion or reduce production so that the large supplies now available for
nearly all commodities can be reduced. If this were accomplished, prices
would rise without need for any organized support.

(2) A1l that most of the suggested schemes, with the possible exception
of that providing for foreign purchases, propose to accomplish is simply
the shifting of available supplies from one group of holders to another.
This may bring about a rise in prices if the supplies are shifted from
weak to strong holders who are able to keep them off the market. If this
is done, however, by some publicly organized body, knowledge that these
stocks are overhanging the market will be an influence of uncertainty
similer to that attributed to the Federal Farm Board holdings.

(3) The fact that prices are now below the cost of production has no
market significance unless producers actually reduce output or consumption
is inereased. If production continues in excess of current consumption,
there is no fundamentsl reason to believe that prices can be maintained
at higher levels. In many commodities there has &s yet been insufficient
decline in output to strengthen the tecmical position of the particular
markets concerned. On the other hand, there are probably important short-

ages in finished goods.

-~
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July 25, 1952,

Conclusion: There remain to be settled two questions, one of policy and

one of procedure.

The first is primarily a matter of public psychology. If it is
felt that public reaction to a program of orgenized support to commodity
markets would be favorable, the next step would be a careful study of the
statistical position of individual commodities. Support should then be
directed to those commodities whose position justifies the expectation

In
that price improvement could be effected and sustained. /such an advance

other commodities would probably share.
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July 25, 1932.

BANKING AND INDUJSTRIAL COMMITTEERE
of the
Second Federal Reserve District

ORGANIZED SUPPORT FOR COMMODITY MARKETS

In view of the great influence of commodity prices upon the world business
situation, the suggestion has frequently been made that the banking and industrial
committees should sponsor some scheme which would stabilize or raise commodity
prices. The plans suggested may be grouped under the following headings:

(1) Organization of a corporation to be participated in by consumers of
commodities. Basic commodities would be purchased at present prices

and options for three years or less sold to stockholders in anticipation
of their requirsmsnts as consumers.

(2) Organization of one or more private corporations of the investment
trust type to speculate in commodities. Such organizations might be simi-
lar to the present securities corporation or it might be effected without
spensorship of the banking and industrial cormittees, It is rumored that

sone such corporations are alrsady in the process of fcrmation,

(3) Organized efforts to induce banks to be more generous in making loans

t0 consumers or spoculators for the purpose of purchasing carmcdities at
present prices and helding them for future use, or for speculative profits.
(4) Some scheme for providing credits to forsigners whe may wish to pur-
chase basic cormodities in this market. This would apply particularly

to purchasers in those countries that are under foreign exchange restrictions.

Reasms advanced in favor of such schemes:

(1) Prices of most basic commodities are at the lowest levels of the century
end prices of many are at the lowest levels in history. These prices are
well below any reasonably computed costs of production, It is logical to

believe that under such conditions prices will rise at some time within the
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nesr future. Under these circumstances there are great possibilities for
profit to speculators and to consumers anticipating future requirements.
(2) With prices at such low levels and buying in small volume relatively
few funds would be needed to provide substantial support. This situation
is in contrast to previous efforts at stabilization. Any substantisl buy-
ing of commodities at this time and firmness of prices would probably lead
other purchasers to enter the market in order to anticipate price advances,
(3) Speculative commitments in most commodity markets are much smaller than
usual. There is need for a group of buyers to take the position ordinarily
held by speculators.
(4) Consumers' stocks are also small and any scheme which would encourage
restocking would provide an element of strength to commodity markets.
(5) As in security markets, there are also at times forced sales of com-
modi ties by owners unable to hold them further. Under present conditions
these forced sales have a demoralizing effect upon the market., Some organ-
ized support is needed to broaden the markets and to take care of this type
of distress selling.
(6) A rise in commodity prices would immediately bring a change of sentiment
in vast world areas devoted to producing raw materials, would increase the

buying power in those areas, and thereby give a stimulus to business recovery.

Arguments advanced against such schemes:

(1) Any action which provides only for the purchase and holding of commodities

does not change the fundamental fectors of production, consumption and supplies
on hand, which must be influenced before a sustained rise may be expected.

The real need is for measures which will increase consuription or reduce pro-
duction so that the large supplies now available for nearly all commodities

can be reduced., If this were accomplished, prices would rise without need for

any organized support.
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(2) All that most of the suggested schemes, with the possible exception
of that providing for foreign purchases, propose to accomplish is simply the
shifting of available supplies from one group of holders to another, This
may bring about a rise in prices if the supplies are shifted from weak to
strong holders who are able to keep them off the market. If this is done,
however, by some publicly organized body, knowledge that these stocks are
overhanging the market will be an influence of uncertainty similar to that
attributed to the Federal Farm Board holdings.
(3) The fact that prices are now below the cost of production has no market
significance unless producers actually reduce output or consumption is in-
creased, If production contimues in excess of currcnt consumption, there is
no fundamental reason to believe that prices can be maintained at higher
levels. In many commodities there has as yet besen insufficient decline in out-
put to strengthen the technical position of the particular markets concerned,

On the other hand, there are probsbly important shortages in finished goods.

Conclusion: There remain to be settled two questions, one Of policy

and one of procedure.

The first is primarily a matter of public psychology. If it is felt that
public reaction to a program of organized support to commodity markets would be
favorable, the next step would be a careful study of the statistical position of
individual commodities. Support should then be directed to those commodities whose
position justifies the expectation that price improvement could be effected and

sustained. 1In such an advance other commodities would probably share.
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(Proposed Letter) /%ﬁw

L s e iy York, % B s
New York, New York.
Dear Mr, Case:

The Foderal Reserve Beard has received and noted with
interest your letter of July 22, 1932, wherein you advise that,
at an executive meeting held on July 21, 1932, your Board of
Directors voted, subject to the apmroval of the Federal Reserve
Board, to take sertain astion which in effest amounts to a redustion
in the compensation of all of the employees of the bank, other than
officers, in an smourt equivalent to 8-1/8f of their present salarios,
and & reduction in the compensation of all officers (which it is
assumed includes directors) in em amount equivelent %o 1074 of their
present compensation.

The only reason for this action stated in your letter is
that the program was "formulate! in the light of present employ-
ment and salary conditions throughout the country”s end the letter
and the inclosed copy of the report of the Committee of the Dire
estors on the Welfare of the Staff conbtain no diseussion of this or
any other reason for the action and no reference to the existing
situation respecting the carnings and expenses of the Federal Reserve
Bank of New Y,rk or the poseible efféct of the proposed actiom on the
welfare, morale or efficionsy of the bank's steff,

It appears fram previous correspondence and negotiations
with the benk regarding proposed inoreases in the salaries of its
officers and employees, and from conversations bebween Governor
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Harrison and members of the Board's staff, that the compensation
of the bank's officers and employees has never been at as high a rate
as that of persons holding corresponding positions in the larger
connercial banks in New York City and is not now as great as the
compensation of those employees, even after the reiuctions whish
have been made in the compensation of the latter.

It also appears that, since Jemary 1, 1952 the Bank
has earned an amownt which is not only sufficient %o pay all
of its expenses, depreciation ocharges and dividends at the rate.
of 6% per anmum, but also to provide for some addition %o its.
surplus. In this commection, the Board is advised that the bank
has book profits resulting from the appreciation of Goverament
securities held by it in an amount exceeding the depresiation
charged against its mluﬁﬁoﬁotmuhnﬁrwlﬂu
for the purpose of ereating a reserve for depreciation in its bond
account, so that the bank's bond account probably will show a
net profit and this will result in a further addition %o its
surplus.

The plan formulated by the Direstors for the reduction of
the compensation of the bank's officers and employees bears a
WUW‘WQOWM:&“ILWNM#
the compensation of officers and employees of the United States
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Government contained in the Act of June 30, 1932, making appropri-

ations for the Legislative Branch of the Govermment for the fiscal

year ending June 30, 1933; and this has given rise to the question
whether the action of the Directors was influenced to some extent by

the policy adopted Ly Conmgrese regarding officers and employees of the
Govermment for the purpose of balancing the Government's budget ax.id. if
80, ihothor the directors were cognizant of the fact that the Legisla-
tive Appropriation Act expressly exempts the members of the Vederal
Reserve Foard and its officers and employees, along with all other per-
sons whose compensation is paid from assessments on banks, from the
provisions discontimuing leaves of absence with pay and requiring com-
pulsory furloughs without pay, as well as from the provisions regarding
reductions in salaries. 4lso, the question has been raised whether this
similarity of action might not add to the erromsous impression that now
exists to some extent that Federal feserve buiks are govermment institu-
tions and that their officers and employees are in the general category
of officers and employees of the Government., Incidentally, the suggestion
has already becn made that the Federal reserve bauks be required to make
detailed reports of their earnings and expenses to the Comptroller General
of the United States. In this comnection, the legislative Appropriation
Act limits the reduction in compensation of officers and employees of

the government definitely to the fiscal year ending June 30, 1933, whereas
no definite limitation of time is placed upon the proposed reduction in
the compensation of officers and employees of the Yederal Reserve Bank of
New York, '

Federal Reserve Bank of St. Louis
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A8 to the general question of present employment and salary
conditions throughout the country, the Board would appreciate advice
as to what consideration was given by the directors of the Yederal
Reserve Ban: of New York to recent developments such as increased fac-
tory employment and the upward trend in the general average of wholesale
commodity prices which may imdicate that the beginning of an improvement
in gemeral business conditions is in prospect.

The Board would also li.e to know whether your Adirectors have
given careful consideration %o the possible effect of iis proposed action
on the public and on general m»-::_ conditions. Such action might
encourage other business conceras which have not yet reduced salaries
to do so and encourage those wiaich have alrc.ndy reduced salaries to make
further reductions. Also, in view of the superior facilities of the
Pederal reserve bauks for gathering and digesting informatlon regarding
sasiness and sconomic conditions, there is a possibility that the pudlic
might interpret such action as an indication that the Federal reserve
bazis are in possession of information which leads them to fear some
impending development which would prolong the unfortunate employment
conditions from which the country apparently is about to emerge. Such
an impression would be increased if other Tederal rescrve banks should
follow the precedent established by the federal Reserve Bank of New
York aud reduce the compensation of their officers and employecs;and
1ts effect might be equally as potent in 'dhmux the public and
retarding business snd economic recovery as the passage of the Golds-
borough Bill by the House of Representatives, and in this way any general
reduction in the salaries of officers and employees of the Federal

reserve banks at this time might prove to be distinctly countrary to



the public interest.

You are requested to present this letter to your Board of
Directors at its next meetins and to ask that the directors give careful
consideration to the questions raised above. If, after careful con-
sideration of these questions, your Directors are still disposed to make
& general reduction in the compensation of the bank's officers and employees,
you are requested to furnish the Federal Reserve Noard for its considerstion
a full statement of the views of your directors on the subjects discussed
above and also the following information:

1. A more detailed and definite statement of the reasons
prompting such action

2. The reasons for effecting the proposed reduction in
compeasation through the furlough system.

3, Thether such proposed action is based upon any operating
or finanecial condition comnected with the Federal Reserve Bank of New
York as distinguished from general economic conditions.

€, How the present compensation of the officers and iylonu
of the Federal Reserve Bank of New York compares with that now being
pald to officers and employees of large commercial banks im the City
of New York, after the reductions which have been made in the compen-
sation of the latter.

5. VWhether the compensation of the officers and employees of
the ¥sderal Reserve Bank of New York was proportionately increased
during the time that the large commercial banks in New York were increas-
ing the compensation of their officers and employees and frequently

pusyin

.
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paying them honﬁun at the end of each year.

+ 6, ihether the directors have adopted a new policy which
uon_t.uplat.as that increases as well as decreases in the compensation
of officers :nd employees of large commercial banks in New York will
hereafter be met by corresponding changes in the compensation of the
officers and employees of the Tederal Reserve Bank,

7. ‘Vhether the proposed reduction in the compensation of
officers and employees of the bank is intended to continue indefinitely
or is intended to be limited to a defipite period.

8. l;hothor the general economic conditions which in the
opinion of your Directors Justify a reduction in the compensation of
the officers and employees of your bank would alse Justify a reduction
in the dividends paid by your bank, even though the law provides for
cumlative dividends,

9. OUhether the Federal reserve bank has instituted any

special survey of the possibilities of effecting economies in other

respects, such as in operating methods, elimination of unnecessary
expenses, the reduction or elimination of free services, etc,, and,
1f so, what specific results have been achieved,

Very truly yuiu-l.

Chester Morrill,
Secretary.

Federal Reserve Bank of St. Louis



OFFICE CORRESPONDENCE ate_ September 1, 1932,
Mr, J. E. Crane supliccT. Factors governing recent move-

E. M. Despres ments of sterling exchange,

The purpose of this memorandum is to indicate the factors which have governed
the movement of sterling exchange since the middle of June. This date appears to have
marked a turning point in the British exchange situation; in order to indicate adequately
the character of the change which occurred at that time, a brief summary will first be

given of the factors which seem to have been of predominant importance before the mid-

dle of June.

Sterling exchange before the middle of June.

Since the suspension of gold payments in September of last year, the

Bank of Englani and the British Treasury had acquired up to the middle of June

approximately $800,000,000 in foreign currency assets, Of this amount some-

thing more than $550,000,000 had been used to repay emergency credits, total=-
ing $650,000,000, which were obtained by the Bank and the Treasury in New York
and Paris just prior to the suspension of gold payments. Of the remainder, it
is known that holdings of dollars totaled approximately $160,000,000 and it is
believed that holdings of francs are about half of this figure, or the equiva-
lent of approximately $80,000,000,

The factors which enabled the British authorities to acquire for-
eign funds at the rate of $100,000,000 a month during this period without
exerting a seriously depressing influence on sterling exchange will be enumer-
ated in the following paragraphs.

It does not appear to have had its origin in a basic improvement of
the British international position., The adverse character of the British
balance of payments prior to the suspension of gold payments has been fre-

quently commented upon in the press and elsewhere, Although the decline of
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sterling exchange has been accompanied by a modest improvement in Great
Britain®s merchandise balance of trade, this factor has been more than off-
set by the continued decline in income from overseas investiments and from
shipping and finencial services rendered to foreigners, The strength of the
British exchange situation prior to the middle of June appears, therefore,
to have been the result of forces of a short-term or speculative character.

Many foreigners owing debts payable in sterling took prompt ad-
ventage of the depreciation of the exchange to repay their obligations. FPro-
minent among those participating in this movement were the speculators who had
taken a short position in the pound.

The increase in the rupee price of gold, which resulted from the

depreciation of the British pound, accelerated the movement of gold from

Indian hoards, which was sold, either direct or from the London market, gen=
erally to buyers in France, Holland and Switzerland. From the standpoint of
its effect on sterling, the principal consequences of this movement were ?ha
repayment of certain Indian debts in the London market, and the accum=
ulation of Indian balances there.

A further factor of strength in the British exchange situation re-
sulted from the world feeling of optimism concerning Britain's position fol=-
lowing the passing of the critical financial emergency wnich had existed in the
summer of 193l. This sentiment was further sustained by the news of the balanc-
ing of the national budget, Supplementing this factor, especially during May and
June of this year, were the doubts concerning the position of the United States

and its ability to maintain gold payments. while private foreign balances in Lon=

don were reported to be increasing rapidly, such balences in this country were
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reduced to a working minimum, In addition, there were periodic reports of
sales of Americen securities by British investment trusts, and of the trans-
fer to London of investment money derived from sales of American securities by
other foreigners. Under these circumstances it is quite clear that in the
absence of large purchases of foreign exchange by the British authorities, the

pound would have appreciated rapidly.

Sterling exchange since the middle of June,

The change which occurred about the middle of June in the world
attitude concerning the stability of the dollar coincided with a marked
diminution of the feeling of optimism concerning the British situation. On
the one hand, our ability to withstand the final withdrawals on the Bank of
France was quite widely interpreted as a sign of the strength of the dollar
and the general financial stability of this country, On the other hand, it was
increasingly recognized that although the financial crisis in England had termi-
nated with the suspension of gold payments, the general economic crisis in
Englend had not been relieved. Commodity prices, the activity of industry, and
employment had shown little or no improvement and the difficulties concerning
the national budget appeared not to have been wholly solved.

This change in attitude was reflected both in the movement of short-

term funds and in the international movement of securities. Short-term funds

figures collected by this Bank show a decline of $50,000,000 in "due from”

England from June 8 to August 24. Reports from London indicate that this out-

ward movement of American funds was only a part of a rather general withdrawal
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of foreign short money from the London market. A portion of the funds which
were withdrawn from London were transferred to this country in the form of
short-term balances, but an examination of our own short-term fund statement
would appear to indicate that these funds were transferred more largely to our
security markets. Moreover, reports have been current, appearing both in the
British and in our own financial press, of substantial British purchases of
American securities. Although no quantitative data are available concerning
foreign buying of American securities, the existence of such a movement may
be inferred from the fact that the recent inward gold movement cannot be wholly
accounted for in terms of the other items in this country's balance of payments.

In addition to the psychological factors indicated above, the move-
ment of sterling exchange has been influenced in recent weeks by a seasonal
increase in imports of raw materials by Great Britain, Although this factor
does not become of great importance until the autumm months, bills financing
the movement of cotton and other raw materials to England have already been
noted in the foreign exchange market,

In consequence of these adverse factors, the British authorities eppearto

have considered it desirable to render financial support to sterling exchange.

Despite a reduction of $70,000,000 in British official funds in this market since

the middle of June, and presumably some drawing down of official balences in Paris,

the pound has declined from $3.,66 1/4 on June 15 to $3.,47 on August 31,
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OFFICE CORRESPONDENCE DATE___ September 1, 1932,
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FROM E. M. Despres nt ments of sterling exchange.

Note concerning Movement of Short Term Funds

Short term funds figures collected by this bank give some indication
of the importance of the movement of short money between this country and
England as a factor in the recent weakness of sterling.

In millions of dollars

1932
April 6% June 8 August 31
"Due to" England
Official (Treasury end Bank of England)** 110
Private 43
Total

"Due from" England

Excess "due to" England

* TFirst reporting date following final repayment of Americen private credit
to British Treasury.

** Does not include dollar deposit of Bank of England with B. I. S. It is

¥nown that Bank of England's dollar holdings through B. I. S. increased during
the period from April 6 to June 8, and that they were subsequently reduced.
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