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h 4 FEDERAL REBERVE BANK OF KANSAS CITY

November 24, 1836,

Mr. M, 8, Egcles,

Chairmwan, Board of Governors
Tederal Rgserve “ystem,
Washington, D, C.

Dear Mr, Eccles:

- Thers seemed to be no opportune time during the recent meeting of
the Pederal Open Market Commiitee for me to express my opinion with refer-
ence to open market operations or membasr bank reserve reguirements, and

I an taking the liberty of giving my views by letter.

¥hile the responsibility with reference to member bank reserve re-
quirements is wholly upon the Board of Governors, nevertheless discussion
of the subject was invited, perticularly on the part of the bank represen-
tatives on the Open Market Committee,

I was impressed with the statement made by Dr. Goldenweiser that
raising the reserve requirements on country banks to the limit permitted
would be of relative unimportance, as the total would amount to three to
fouwr bundred million dollars and only to that extent would it affect the
apounit of excess reserves. While with few exceptions the country banks in
the tenth district could meet the additional reserve requirements without
liquidating bond accounts or borrowing from the Federal Reserve Bank,
nevertheless most country banks find it desirsble to maintain a substential
sccount with some friendly reserve city correspondent. Such banks would
not deesm it advisable to ocarry their total reserve balance with the Federal
which might be necessary to avold borrowing money for reserve purposes.,
Additional reserve rsguirements would tend to put member country banks at
s further disedvantage in competition with nonmember banks, and might in
some instances influence their withdrawal from the system. It would be a
further hsandicep in obtain new State member banks, snd I for one hope that
an inorease in reserve requirements when mado effective be not applied to
country banks,

Concerning Open Market Operations,

I feel that there is a great deal of merit in the suggestion that
somsthing be done in the near future, I feel, of course, that no action
ahould be teken prior to the December fimancing, but at any convenient time
thereafter it would be desirable to let some of our bills run off if only
for the psychological effect of getting the public and the banks accustomed
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to the operation. The open market account has remained static so long that
unless the public is mede accustomed to some changes in the totel holdings
in the account, with an sccompanying explanation that such changes do not
represent a reversal of policy, I fear that when the time comes 1o use this
method of eredit comtrol the shock and repercussipns will be greater than
we would anticipate and be go extensive as to be undesirabls,

I belisve Mr, Ransom made the statement that he had not fully mede
up his mind as to whether or not it was desirable to have the shock as great
as possible in order to make the open market operations more effective, but
I believe there could be danger in tooc great a shock. There is no doubt
that many bunks are watching the system'!s holdings with the idea of dumping
whenwver there is a change made in our policy, and I for one do not believe
that & wholesale dumping of securities would be desirable or in the public
interest.

A eareful engineer tests his air brekes a mile or two before reach-
ing a stopping place, and I feel that such a test should be made of our
open market authority from time to time., A few banks might become littery
when such a test is made, but the hest time to find out what the results
right be would be when the bond market is strong as it is at this time.

A convincing statement could be made tc¢ accvompany the running off of & few
millions of bille that this does not constitute & reversal of policy and

we would nlways step in and reverse the action if the repercussions were
greater than sxpected., In any event I feel that it is worth attempting snd

I belleve the expsriment would be more effective if made in a small way both
before and after reserve requirements are raised,

Yours very trudy,
(signed) Geo. H. Hamilton

o Geo, H. Hamilton.
omng.

P. 8¢ After dictating the above statement a letter was received from a member
bank, ¢opy of which is enclosed herewith,

This bapker is more articulate than most country bankers, but in a
general way I think he expresses the views of most of them. 4t that he i8 4n
a little different situation from the smeller banka in the smaller towns as
their holdings of Governments are almost entirely in bonds. These little
fellows are more concerned with the bond market than the Joplin banker is, as
he £8 in a short term position and to that extent I believe they are more sus-
ceptible to panic, unless they are made accustomed to some open market action
by the Open Markei Committee.

(initisled) G. He
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JOPLIN NATIONAL BANK & TRUST COMPANY

Joplin, Missouri,
Novembor 23, 1958. .

Hr. George H. Hazmilton, President,
Federel Reserve Bank,
Kansas City, Mo,

Dear Nr. Homiltons

I have noted with soms intsrest in the daily press a
suggestion that the Federal Reserve Board bud under consideration the
proposition to further increase reserve requirements for msmber bankse
I ainoerely hope such action will pot be taken or if it does, it wiil
not be made to apply to the general run of country lastitutions.

4 country bank like the Joplin Hationsl, has nothing
to do with the matter of iuncrease in gold reserves. It seems to me
this proposition affects the large benks at the money centers directly
and the smaller bunks much less, 1f any, and in a wery indirect menner.
I sympathisze with the afforts of the Federal Reserve Board and the Fed-
eral Reserve Systea to control runsway msrkets in sscurities and commodi-
ties. From the standpoint of a gountry bank, however, 11 would seem to
me that having already mads a 50% increcss in reserves for member banks,
it would be fair to now try out the alternstive of selling United States
bonds i{n order to influence the market,

You realiss, of course, thet in our cese as with all
bamks of like character, we are confining ourselves largely to short tarm,
low rate investments. The commercisl demand has shown a slight improve
ment but nothing materizl as yets We sre vitally interested in protept~
ing our cepital funds from depreeiation when the ultinate increase in inw
tereat ratee coueg and brings along & depreciation in longer term securi-
ties. This being trus the only ¢hance we have Lo maintain earnings at
all {s through an incresass in wolume., Our depoaits show a substantisl
incresse but if reserve requirsmsnts were agaoin substantially raised, it
would limit our resort to this procedurs in what seems to me a wery serious
WRY «

I am writing you with the hope that you may appreciate
and see soms merit in xy srgument and if so, that you may communicate a
viswpoint of at least one socuniry banker, to be Federal Reserve suthorities
in such manner as you may ses Lit,

With very kind regards, I am
Sincerely yours,
(61gned) J. E. Garm

4o E. Garm,
Fresident.
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Mo Gyatt, General Counsel Wrether members of new Federal
Open Market Comxdttee wil) be roquirol
Wr, Heckley, law Clerk. to take oaths of offiee,
Y. QU BSTICK PRLSLITED |
Under seotion 18A of the Federal Keserwve Aot as amsnded by
the :anking Aet o 1935, the Federal Oper. iarket Committes after
Marech 1, 1336, will oonsist of the mewbers of the Hoard of Governors
of the Federal Reserve System snd five representatives of the ! ‘deral
Reserve banks. The G :estion arises whotier t.e mombers >f t'e row
oomnittee will be required under the law to take oat s of office.
11, OPI: IO
In t-e opinion of the wmdersigned, sll the rembers of t-e
new Foderal Upen larket Comnittee will be of“ieers of the mnited States
and will t erefore be re;uired to take cets of offioce,
I1I, CONSTIT TICHAL AXD STAT TORY PROISIOS.
Artiole VI, parsgrazh S, of the ionstitution of the Inited
States provides as follows:
“The Senators and Representatives before men-
tioned, and the lembers of tl:e several State lLegis-
latures, and all executive and judicial Of"icers,
both of tio nited States and of tie several states
shall be bou-d by Oath or ‘ffirmation, to support
this Constitutions but no religious Tth shall ever
be required as a ;ualifioation to any ffioce or
publie Trust under the 'mited Statol.” ('nderscoring
supplied)
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The nited States C:de, title 5, sectio: 16, provides as
follows?

"The oat!: to be teken by any person elocted
or sppointed to any office of honmor or profit .
eitier in tie civil, militar , or neval servioe,
except tie resid -t of t'e mnit:=d tates 2nll
be as follows:s 'I, A 3, do solermly sweer (cr
aff rm) that I will support and defend tie ¢ ne
stit:tion of the mitod “totes apgainst all eneries,
foreign and domestioc; t et I will Lear true fait™
and allegisnce to tl'e sarmep tiat I take tliis otlie
gation freely, witho 't any montsl reserwetion or
purpose of ewvasion; and that 1 will well anc
faithfully discharpe t e d ti-s of the offiec om
which I am a.out to enter. GJo “clp me Tod.' T is
section shall not affect the oat:s “resoribed by
existing statutes in reletion to t'ec -erforrmnee
of dities in specisl or particuler subordinete
of"ices and employments.”

In addition to the general provisions of this section of the
Code, ¢t ere are nmumerous provisions of lew specifierlly requiring that
sortain officers of the Urited States take oaths of office before enter-
ing upon tleir d:ties, For exemple, the oath of office is expressly
req ired to be taken by the members of Congress ( '.8.C., title 2,
sec, 21, 25)3 directors and officers of t e "econstruction i inarce
Corporation (UeS. e, title 5§, sec. 503); the Comptroller of the ure
reney (.eSels, title 12, sec. 3); members of the Federsl ome Loan senk
Somrd (eS.Ce, title 12, sec, 1437)3 and membors of the “oard of Governors
of t@ Yederal Rrserve System ( .- .l., title 12, sec, 242),

With respeet to the organization of the new I»odm/l Open P&x;kot
Comnittes, section 12A of the ledersl Roserve Act as emended by the
‘)anking Aot of 1935, provides as follows:

"There is hereby oroated a Federsl Open
*arket Comnittee (hereinafter referred to as
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the 'Committee'), which she!l consist of the
mexbore of the i-ard nf Covernmors of the Fede-al
Reserve System and fiwe representatives of the
Federal Feserve banks to Le selected as hereinafter
provided, Such representatives of t'.e Federal Fe-
serve benks shall be eleoted annuslly as follows!
One Ly the bomrds of directors of the Federal Fe-
sorve fanks of loston and lew York, one by the
boards of directors of the Federal Reserve 3Sanks

of Philadelphia and Cleveland, one by the boards

of directors of the Federsl Roserve Danks of Chlesgo
and Seint louis, one by the boards of direstors of
the Fedcrql Reserve anks of Rielmond, Atlanta,

and Callas, and one by the boards of direotors of
the Federal Reserve Lanks of !immespolis, Kansas
City, and San *ranoisoo, An alternate to sorve in
the sbeense of sach such representative shall bLe
olected annually in the sams manner., The msetings
of said Committee shall be held at Washingtem,
Distrioct of Columbia, st least four times each year
upon the oall of the chairman of the .card of Governors
of the lederal Reserve System or at the reque:t of any
three mombers of the Comnittee.”

IV. DISOUSSINN

(A) Memiers of the Committee must take oath if “"officers of ‘mited States'

Sinee the lww does not specifieally require that the memvers of
the new Federsl Open Market Committee shall take oaths of office, such
& requirement xust be fond either in the provision of article VI of the
Constitution or the provisions of seotior 16 of title § of the 'nited
States Code.

The courts apparently have hed no ocecasion to oconstrue the ocon-
stitutiomal provision which requires every judielal or exscutive offieer
of the United States to take sn eath to support the Cemstitutiom., llow-
ever, 1t is not belioved that thet provisiom nlons would be suffisfent

.org/ 1
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to require the members of the new Federsl Open isrket Committee to take
oaths of offlce since, as will be indiceted later in this memorandum,
they will not be “"officers of the mited States” within the meaning of
the Constitution. Accordingly, the question must de determined from a
consideration of the provigions of section 16 of title § of the nited
States Code.

Section 1 of title 5, chapter 4, of the United States Code
provides that the provisions of that chapter shall apply to "the fol-
lowing exeocutive departments” and the exeoutive departments of the
Goverrment are listed. Sinoce section 16 of title 5 is a part of that
ohapter, it may be argued that that section is appliocadble only to the
executive departments and would therefore not apply to independent
agencies suoh as the Federal Open Market Committee. However, the two A
seotions were not parts of the same statute and it is believed that
seotion 16 is applieadle, as it in terms so states, to "any person
elected or appointed to any officer of honor or profit®. Moreover, it
may be noted that the Atterney General of the mited States has held
that the seotion is appliocadble to members of Congress (17 Op. Atty.
Gen. 419) and they cannot be regarded as officers of an executive
department.

It seems clear that the statute here in question does not ap-
ply to all employees of the Government, but is appliocable only to per-

sons who my be regarded as "officers of the United States.” Thus, as
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oarly as 1888, the Atternsy Gemeral of the United States held that a
similar statute (sinse repealed) did not inelude persons in the
serviee of the Gevernment who may be eslled employees, as eontradis-
tinguished from offisers of the United Btates. 18 Op. Atty, Oem. 881,
Farthermore, the very faet that sn eath of offiee is required has dbeen

regarded as one of the cireumstenses distinguishing an “officer” from

en "empleyee”, United States v. Germaime, 99 U.8. 508, 502 (1878);

Nartin v. United States, 168 Fed. 198 (C.C.As 3%h, 1909); Metealf &

RBddy v. Mitehell, 269 U.S. 514 (1926). In view of these authorities,

it semms unnesessary to determine whether the members of the new Federal
Open Market Committee will be "employees™ of the Govermment., The statute
is applieadle only to officers of the United States and the members of
the new Committee will be required to take caths of offioe only if they

®Ay properly e regarded as such officors.

(B) Kembers of the Committee will not be "officers of the United States"

in the sense of the Constitution.

Apparently the oourts have not had oecasion to determine
definitely who sre "officers™ within the meaning of the statute here
\mdor' ooinsideration. lLowever, the Attorney Ueneral has declared that
postmasters, in common with all other officers of the United States ex-
oept the Fresident, are required to take the ocath of office presorided

by this statute. 18 Op. Atty. Gen. 181, 182 (1896). He has also rulec,

with respect to a similar statute enacted in 1862 and repealed in 1888,

that olerks in the exeoutive departments (12 Up. Atty. Gen. 621) and
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members ef Congress (17 Op. Atty. Gen. 419) were required to take the

oath preseridbed by that statute. Lowever, in no reported ease or
deeision of the Atternsy Ueneral has fhoro boen a diseussion of the
question whether persons designated as the members of the new Cormittee
will be designated are "efficers of the United States" within the mean-
ing ef the statute here under oonsideration or within the ninning of
any ethor statuse.

The new Federal Jpen ilarket Committee will be constituted in
an unusual and apparently unprecedented metiod, Five of the members of
the Committee will be seleocted by the Feueral ieserve banks., The other
seven membere of the Committee will also be members of the Board of
Governors of the Federal Leserve System. In the latter capacity they

will be "publio officers” of the United Ltates (%0 Up. Atty. Gen. %08).

That fact alone, however, would not make them offioers cf the United .
States in their ceapacity as members of the Federal Open !‘arket Committee.

In this oconneotion, it may be noted that in 1907 the Attorney .eneral

held that where the Commissioner of lLabor was sppointed to nembership

on the Lmmi;ration Conmission, he was not appointed to another "office"

within the meaning of a statute prohibiting the holding of more than

one lucrative "office™. 26 Up. Atty. .en. 247. 1ils opinion was based

en the fact that the duties of the members ef the Immigration Commis-
sion were not of a continuing and permanent nature and that they were,
therefore, net officers. This deoision indiocates that the question

whether the members of the new Upen larket Committee will be orficers

of the United States must be determined without regard to the faot that
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they may slresdy be officers of the United States in anot er ecapacit;.
In the abeenoe of authorities discussing the status of persons

designated in the mmnner in wrioh the members of the Committee will

be designated, it is neeessary to examine the decided eases with res:ect

to the general msaning of the phrase "officers of the !nited States”,

With respect to the appointing power of the Prnident. Article 11,
seotion 2, of tie Comstitution of the nited States provides ae follows:

¥e ¢ ¢ he [the President ] shall nominate and by
and with the adviee and Consent of the Senmate,
shall appoint Ambassadors, éther publle linisters
and Consuls, Judges of the supreme Court, and
all other Offlsers of the United States, whose
Appointments are not rerein otherwise provided
for, and which shall be established by laws but
the Cengress msy by Lew vest the Appointment

of such inferior Offie:rs, as they think proper,
in the President alone, in the Courts of law, or
in the lseds of Departmsnts.”

In view of this provision, the Uuprems Court of the !mited States

has uniformly held that a psrsom esn be regarded as an “offiser of the
United States” in the sense of the Comstitution only if he is appointed
by the PFresident, by and with the sdviee of the Semate, orbyuvoourt of
law or hogd of a department, United States v, Germaine, 99 U, S. 508
(1878) 3 United States v, Mouat, 124 U.8, 5.5 (1888)3 United States v.
Smith, 124 U.8. 625 (1888)s Burnap v, United States, 252 U.8, 512 (1920),

This so-ealled "oomstitutional® definition of an "officer of the nited
States” has been strictly aprlied, although it has been interpreted as
including persons appointed by sn inferior offieer of an sxesutive depart-
ment with the aprrowel of the head of that department (United States v.

Hartwell, 75 ! 8+ 385 (1867)s Woodford vy United States, 77 Fed. (24) 861

Digitized for FRASER
http://fraser.stlouisfed.org/



Reproduced from the Unclassified / Declassified Holdings of the National Archives DECLASSIFIED

Authority < 0T is e

- 8 -

(CetoAe 8th, 1985)), provided such appointment is expressly authorised

by law (Unite: States v. Liouat, supraj.

Clearly, the members of the ‘ew Iederal uUpen larket Committee
selected by the Feueral heserve banks will not be ap .ointed by the
fresident, the head of a dopartment, or a court of law. It is true
that members cf the Committee who will also be mewbers of the icard
of .overnors of the Federal keserve System will have teen appointed by
the i’resident yith the advioce and consent of the Senate; but their
appointments will have been to nqmbo;lhip on the Loard of Jovernors and
not to membership on the l'ederal Open Harket Committee., In sc rar as
they will be mausbers of the Cormittee, the; will hold their positions
as the result of direot legislative appointment, end not as the re-

-ulf of appointment by the rresident or the head of a department.

It seems obvious, thorefore, that the members of the new lederal
Upen Market Committee will not be "officers of the United States” in the
oonstitutional sense, since their offices will not be derived from any

of the sources mentioned in the Constitution.

\C) The statute includes "officers of the United States" in the broad

aense of the temm.

In United States_v. Mouat, 124 U. 8. %03 (1888), the Supreme Court

held that a paymaster's elerk appointed by a paymaster 15 thchnvy was not an
offieer of the Navy within the meaning of a statute allowing benefit of mile~
age, since the olerk did not fulfill the conatisutiona) definition of an efficer.

Un the smme day, however, the Supreme Court held that sueh a paymaster's

http://fraser.stlouisfed.org/
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elerk mas an "sffieer® of the liavy within the mesning ofni‘hﬁh
relating to the lomgevity pay of offieers and enlisted mem in the Army
and Nevy. United States v, Hendee, 124 U. S, 309 (1883). In justifying

this oomolusion, the court said:

"We have just decided, in tho case of United
States v, Mouat, ante, 303, that a paymaster's elork
not, oonstitutional sense of the word, an

of fioer of the United States; Lut we added also that
Congress may have used the word ‘offieer' in a less
striet sense in soms cther oonneotion, and in the
passage of certain statutes mizht have intended a
more populsr signification to be giver to that term,
* & @

"e » * Yo are of opinion that the word 'effioer'
is used in that statute [the one under consideration
in this case ] in the more enersl serse whioh would
inslude a psymaster's oderk; that this wes the in-
tention of Congress in its enmactment, * * *». "

Similarly, the term ®offieer of the ‘nited States" was given

a broad connotation in Steele v, 'mited States lo. 2, 267 . S. 505

(1925), That oase was an appeal from a conviction for unlawfully
possessing 1@1»t1ng ligquors in violation of the “ationsl Prohibition
Aot, The defendant oontonded that sinee the warrant under which he was
arrosted was issued to a general prohibition agent, it was not issued
%o & "oivil officer 'f the !mited States"™ as required by the law, It
was held, for reasons not here material, that ihat question was res
adjudicata as to the defendant; but the eourt took the occasion to
refute the defendant's contention that tl'e prohid tion agent was not
an offiser of the ‘mited States, and in this con-eotion stated:
"+ + 3 It is quite true that the words 'offiecer
of the imited States', when employed in the statutes
of trhe ‘nited States, is to bo taken usually to have

the limited oconstitutioneal meening, * * * Dut we
find that this Court in consideration of the con-

Digitized for FRASER %
http://fraser.stlouisfed.org/

F



Reproduced from the Unclassified / Declassified Holdings of the National Archives ‘—_-ﬁEéX_S_él‘Fl_Elﬂ)v

Authority R PR ST

S

Qo L Y

text has sometimes given it an enlarged meaning and

has foumd it to inoclude others than those sppointed

by the Fresident, heads of the departme:ts, and co'rts”.

(267 e 5. at page 507)
On the authority of this ease, prohibition agents, slthoupgh not eppo 'nted
in sny of the methods mentioned in the Constitutiom, have been held to

be "offieers of the ‘mited States”, Carwalho v, !mited States, 54 Fed.

(2) 282 (CoCohe 18t, 1931),

In view of these deoisions, it apnearw that a person may be
reyarded as an "officer of the ‘nited States" within the msaning of
certain statutes, although he is not such an offiecer within the strict |
constétutional sensc, Aocordingly, two questions are sug-ested: (1) whet er
the statute ere under consideration requirins oetlis of office applies to
"offisers of the 'nited States" within t e broad rcaning of the term as
well as within the reaning of thé “onstitution; and (2) if so, whet er
the mombers of the ederal pem l!arket Uommittee will be of"ie rs of the
‘nited States in t'is brosd a'd popular sense,

The first questiion appears to Le disposed of by te very wording
of the statute., It is expressly aprlicatle to persons "elected or eppointed®
to any office of honor or profit; and sinec ti.e constitutional definition
appears to include only persons who are sppointed to office it would rot
seen to be contemplated Ly t ¢ statute. ‘ioreover, it 'm;- be noted that
those oasos in whioh t'e S.ipreme ‘ourt of the ‘mited States sprlied the
strict constitutionel definition were cases involving ti:e construetion
of eriminal statutes., The stst te ere undor considoration is not a
oriminel statute and need not bLe strictly consttued. According'y, it is
believed tlat the stat:te mey preporly be constried as ine’ding persons
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who are "offigers™ in the usunl sense of the term; and it remmins theref-re
to determine whetier t:e mexrbers of the Committee will Le "officers” within
that meaning of tlhe term and without regard to the striot constitutional

. defirnition,

(D) Members of the Committee will be "offisers of the !nited States"

within the broad sense of the torm,

In the first plaso, it seems to be well settled that in order
for a person to be an offieer he must hold a public position oreated

or provided for by the Constitution or by law, laight v. Commissioner,

52 Fed, (2d4) 779 (CeCoAe Tth, 1931); Metealf 5 Lddy v. iJitohell, 269

UsSe 514 (1925)3 United States v, Gelbreeth, 8 Fede (2d) 360 (DeCeCalif.

1925). ¥ith respeot to this requiremernt, there would seem to be no
diffioculty in ‘the pregsent ocase, The mombers of the Committee will hold
offloe expreassly erocated by a statute of Congress. |

A fundamental characteristic of a pudblic offieer 1is that ‘e
exeroises soms portion of the soveroign funot_ion.l of Government for the
benefis of the public. People v, Brady, 302 I11, 576, 126 N.E. 873

State v, Molaurin, 131 50.89,90 (Miss, 1930). The members of the

Comnittes will exercise an extremsly important governmental funetion in
regulating open market eperations snd indireotly controlling oredit
oonditions.

Another of the oharacteristios of an offieer, as distinguished
from an employee, is that he performs duties whioh are presoribed by law,
Bowden ve Cumberland Coe, 123 Atl. 166, 169 (Me, 1924)) United Gtates ve

Sohlierhols, 137 Tod, 616 (De Co Arke 1906)3 Poople v, Hrady, supre.
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The members of the new Committes are required to prescribe reguletions
governing the open market transaotions of Federal Reserve benks and
they will therefore perform dutios olearly prescribed by luw,

In United States v, liartwell, 75 .S, 385 (1867) the Suprenms

Court of the United States deelared that the term “offiser of the
‘nited Sﬁ’bn" exbreces "the idea of tenure, duration, exolument, and
duties®. The idea of duties hes slready been mntioned, However, in
ordor for a person te be an "offieer® in the proper sense of the word,
his duties rust be of a coutinuing and permenent mature, i.e,, his
office rust possess the elems:ta of temire and duration. Thus, in

\nited States v, lCermeine, supra, after holding that a eivil surgeon

appointed by the Comdileslomer of Pensions wes not am offieer within
the ommstitutiomal definitiom of the term, the Supreme Court considered
the mature of the surgeon's employment and found thet his duties were

»ot of such a contimuing and permanent nature as to oonstitute him an
efficer. It has creviocusly been noted that the Attorney Gemerul has

ruled thet e member of the lmmigration Comnission was not an "of"icsr"
#inoe his duties on that Commisaion were of a temporary mature, 26 Op.
Abty. Gen, 247 (1907), For the same reasen, a Federal court has held

that a person sppointed to a court of ocemdemmmtion to determine the walue
of oertain waterworks property wes not an “offieer" because the purpose of
that court was temporery omly. Des Moines Water Co. ve City of Des Mbines,
206 Poda 657 (CoCoho Bth, 1913), BSimilarly, im Flewing ve Bowers, 11 Fed.
(24) 780 (8D, N.Y. 1926), o ressiver appoinbed by a Federsl ocourt to

ke over the assets of & serporatien was held mot te be an offiesr of the

Digitized for FRASER \%
http://fraser.stlouisfed.org/ : . ) .

Federal Resarvae Rapl o ouiic




Reproduced from the Unclassified / Declassified Holdings of the National Archives DECLASSIFIED

Authority «% b TR

Digitized for FRASER

http://fraser.stlouisfed.

Daided States on the groumd, amomng others, that the perisd during whieh
he was to ast was not definidely fimed.

The duties of the members of the Federsl Open lMarket Cemmittes
would eppear te be of & eentimning amd rermanent nature simee they are
required te issus regulstioms geverning opsm market opsraticns, presum-
ably wot for a particulsr cecesiom, but from tims to time during the
period of their terms of effiss, The faot that thay are required to
meet only four times & year would not seem to affect the oemtinuing and
permanent nature of their duties, loreover, their terms of offies are
definitely fixed by the law, imasruch as those members of the Commititece
elected by the Fedaral Ressrve banks will be reslested smnmlly, and
those members who will slse be members of the Board of Govermors will
serve for the period for whieh they are appolirmted to membership om
that Goard,

Im a number of cases, the receipt of a salary or of emolumentas
has Deen mentioned among the charsoteristios of am "officer”. United

States v, ‘artwell, supra; ‘mited States v, Cermaine, supraj United States

¥. Sohlierholz, suprsj loming ve Zowers, supra, i'ow ver, it has been held

that the receipt of a salary is only one of the indieia of an office and

is not a necessary part of it. Remsa;y v, Van leter, 300 I11. 193,

133 ¥.Ze 193 (1921)3 People v, Hrady, s praj 46 J.J. 931, Moreover,

the statute lere under consideration 1s by its terms ap;lieable to a
person eleoted or appointed to any offiee of “honor or profit", and it

would therefore sesem to include rersons who receive no salary or emolu-

org/
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meut., Aocordingly, the fact that the members of the Cosmxittee will
»ot Do entitled under the lew te any salary or compensation would
not appear to prevent them frem being regarded as "offisers of the
United 3tates",
In some oases, there has been langmge indieating that an
n'th of office snd an offieisl bond mist be required by lew to constit te

s person a "publie offiser”, Thus, in United States v, Cermaine, suprs,

in holding t'at a oivll surgeon appointed by the Commissioner of Pensions
was not an "officer of the !mited States™ within the meening of a eriminal
statite, the Suppems Court said:
"Hie gives no band and takes no offieial oath,
unless by some order of the Commissioner ef
Pensions of whioch we are not aivised.”

Likewise, in Foshay v. United States, 54 Fed. (2d) 668 (DeCe H.Y. 1931),

& post office clerk was held to be an of ieer of the ‘nited States bLeoa se
he was appointed by the “ead of a department and because he was required
to take an oath and male a bond, lowever, it seems obvions, without furt er
comment, that the taking of an oath and the giving of an of?icial bLond
merely result from the status of a "publio offieer” and aere not pre-
requisites to that status,

In at least ‘omo instace, a State court has held tiat members
of a gorrrission orcated .y State law oould not be regerded as "officers”
within the meaning of the provision of the State conmstit tiom requiring

oat 8 of of 'ices Clark v, iarford Agric:ltural and .reedcrs' Asso.,

118 ide. 608, 85 Atl, 503 (1012), The decision was bmsed on the ground

trat the members : f the com-ission could exercise no powers except

http://fraser.stlouisfed.org/
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a8 & ocommission and that to be a publis offieer a person must necessarily
aet i3 his individual oapacity. [owever, it seems to be well settled

that a person mxy be a pudlie offieer notwithstanding the fact that he
is a member of a comnission, hoard, or committee, See State v, foard

of Examiners, 52 Mont. 91, 196 Pao, 124 (1916)3 30 Op. Atty. Cen, 308;

28 Op, Atty. Gen, 247,

In the 1ight of the foregeing discussiom, 1t is sulmitted that
the mesbers of the new Federal Jpen Mariet Committee will be “publis
of fieers™ within §he usual, as distinguished from the constitutional,
meaning of that term, since thoy will be persons designated by law
to hold, for definitely fixed terms, positions involving the excreise

of a governmntal funstion and the performanee of presoribed dutles of
e oontimuing and permanent nature, It is bsliowved, therefore, that they
are to be regarded as "offiecrs of the United States" within the nuning
of sestion 18 of title § of the United States Code and that they will
bo required to take the eath of of iee pressribed bty thet seetiom,

The fact that the members of the Bosrd of Oevermors will
already have takem one eath: of of fice weuld not seem to make it un-
mr«m-um.mmormmmmtmu
duties o8 mombers of the Federsl Opsn Market Cammittes. The osth of offiee
prescrided by sestion 16 of title § of the United Etates Code eontains .

the fellewing lenguage!

"o ¢ ¢ ind that I will well and faithfully discharge
the &utiss of the office om whish I am adout to enter.+ * *
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This iangusge clearly indicates that the oath must be taken with respect
4o each partioculsr office which a person might hold. In this connsotion,
it may be note. that the attorney (iemeral has ruled, in construing the
alrost identioal yrovisions of a statute since repealed, that that statute
contemplated that the oath should be taken at every new appointment be-
fore antering upon the dutles of ofrice; and it was therefore held that
the inoumbent of the office charge d'affaires to a foreign country was
roquirpd t§ take a new oath of oi‘t‘iéo ugon his appointment to the position

of minister to thet countrye. 19 Up. Atty. ten. 210 (1889).

A word should be sald with respeot to the effeet o1 failure
to take the oath of office jpresoribed by the statute. Yo penalty is
presoribed for such fallure. The Attorney Uensral has expresseua the
opinion that the taking or an official oath is a prerequisite to the

reseipt of a salary and to entering upon offioial duties. 19 Op.itty.den.

219, 221+ In view of the fact that the members of the Committee will
reseive no salary, failure to take the oath of office would not be im-
portant in that roipnt. However, sinoce the taking of an official
eath of effiee is regarded as an acceptance of the office opnrorrod

(Aroher ve. State, 74 Md, 443, 22 Atl. 8 (18¥1); Poore v. United States,

49 Cte Cl. 192 (1914); 18 Op. Atty. Gen. 283 (1809)), it would semm

sdvisable for any person required by law to take an oath of of fice te
somply with that requirement in order that there may be no question as

% his legal asceptanse of the office.

(E) Conslusion.

3 The fellowing propositions are nubﬁlttod by way of summary
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and eonslusions

(1) Under sectiom 16 of title 5 of the United States Code,
every "offiser of the United Stabes” exvept the President, elscted
Cwmbmoﬂmamwmﬂt,vhmumawhhﬁn
eath of offise preeserided by that section,

(2) The msmbers of the new Federal Opem liarket Committes will
mot be “"effiscrs of the United States® within the strict constit tional
meaning of that term. '

(3) The statute covers persons who sre “offieers™ within the
usual end populsr mssning of the term ss well es within its constitutional
definition,

(4) The msmbers of the new Committee will be "offie-rs of the
mited States” within the ususl fsaning of the term and will therefore
be required to take the cath of offiee prescribed by the statute.

Respectfully,

Homard . chklty.
Law Clerk,

W g8/sb
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FEDERAL RESERVE BANK -+

ofF NEw York
December 16, 1855.

Dear Governor Eccles:

As I believe you know, the board of directors of this bank has devoted the
major part of its consideration of matters of credit policy, during the psst year or
more, to the questions created by the tremendous expansion of this country's monetary
gold stock, and by the consequent increase of excess reserves of member banks, since
January 1934. A memorandum adopted by our board of directors in March 1935, as an
expression of its then existing views, was, I believe, transmitted to your Board and,
in October, a statement of views which had been thoroughly discussed here was made the
so-called preliminary memorandum for submission to the Federal Open Market Committee at
its meeting on October 22, 1935,

These questions naturally have continued to occupy the attention of our
directors since that time, and today & special meeting of the directors was held for
the sole purpose of considering & memorsndum on the subject of Excess Reserves and
Federal Reserve Policy which had been prepared as a result of earlier discussions. At
that meeting this memorandum, copy of which is enclosed, was unanimously adopted as an
expression of the present views of our board of directors.

In transmitting this memorandum toc you, in accordance with the wishes of our
directors and in the belief that your Board ie interested in receiving such expressions
of opinion from the individual reserve banks, I should emphasize that this is a statement

of present views which, of course, might be altered by changing circumstances in the

Faithfully yours, '
e 1
/W ‘ A é%{/ﬂ{f 7,

George L. Harrison,
Governor.

future.

Honorable Marriner S. Eccles,
Chairman, Board of Governors of the
Federal Reserve System,

ashington, D.C.

W
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EXCESS RESERVES AND FEDER:L RESERVE POLICY

At its meeting on October 22 - 24 the Open Market Committee considered
the problem of excess reserves, the possible methods of dealing with the problem,
and the question of the timing of any action that might be takemn. Since that
time these questions have been discussed by the Board of Governors, and also by
the Federal Advisory Council, which has presented to the Board a statement of its
views with a request that the statement be transmitted to the Federal Open Market
Committee, There has also been considerable public discussion of the problem,

In considering the questions involved, it is important to bear in mird
that the growth of excess resérves has embraced two distinetly different phases.
In 1932 - 33 the Reserve System was actively pursuing a policy, first of getting
the member banks out of debt to the Reserve Banks, and then of creating excess
reserves, By open market purchasés of government securities it created exqess
reserves amounting by January, 1934, to $ 900,000,000, This great volume, until
then unprecedented, was gemerally regarded as adequate to accompliish whatever
desirable éffects, toward stopping deflation and assisting recovery through credit
expansion, might reasonably be expected from excess reserves, particularly as they
were by that time well distributed throughout the country, and not, as in 1932,

5 merely concentrated in the big city banks. The security purchases were therefore
brought to an end in November, 1933, and since that time the Reserve Banks have
simply maintained their security portfolio at about its current volume of
$2,400,000,000,

In February, 1934, however, following the devaluation of the dollar, there
began a wholly new phase of growth of excess reserves, which has continued to the

present time and is still continuinge In this second phase the Reserve System

Copay flled 3 33.3~ax( J2-i7- 38 ki g
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has played no part. The spectacular increase of excess reserves from
$900,000,000 in January, 1934, to $3,300,000,000 at the present time has been
wholly due to gold inflow, which in the past two years has amounted to
$2,900,000,0€0,

As we have observed this enormous increase in excess reserves, to a
figure far beyond what the System had had in view, two guestions have arisen in

our mindse First, by what means could the Reserve System under these circumstanc-

es, entirely unprecedented in the history of central banking, exercise its re-
sponsibility for bank reserves and the control of credit, when the time for action
came? Second, what, under conditions iike the present, is the appropriate time
for action?

The accepted method of affecting the reserve position, as the practice

has teen developed since the War, is by open market operations, But this method,

by itseif, would in the present circumstances be both inadequate and impracticable.
Even though the Reserve Banks should dispese of their entire portfolie there would
5tili be left a substantial margin of excess reserves, without taking into aceount
the further increase in such reserves through continued inflow of golds Incidentally,
such an operation would entirely deprive the System of earnings, since it now has
virtually no other earning assetss It has been computed that at the level of

interest rates obtaining in 1925 and 1926 the Reserve Banks would need to retain

about half of their presen’t earning assets to cover their expenses.

Recognizing the inadequacy of open market operations, by themselves, for

dealing with excess reservez of the present magnitude, the Banking Act ef 1935 gave
to the Board of Governors of the Federal Reserve System the power to increase the
reserve requirements of member banks to not more than double the present require-
ments, The question which we now face is not whether the System should use one or
tr.e other of these powers, the open market opeyation or ‘the increase of reserve re-

quirements, since for a complete control it will probably be necessary to use botha

The real questions are in what order they should be used and when,
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The increase of reserve requirements ought logically to precede the
open market operation. As has been pointed out in our previous discussions, and
as is remarked by the Federal Advisory Council in its recent statement, these two
methods of control are quite unlike in nature and in purpose. The open market
operation is a highly flexible instrument, permitting of continuous adjustment to
the conditions and needs of the banks end the general economic situstion. The
alteration of reserve requirements would represent, on the other hand, a funda-
mental readjustment, whose chief purpose would be to bfing the reserve situation
once again within a range where short-period changes could be effected by open-
market operations, rather than by periodic changes in reserve reguirements. To
put the matter concretely, if we should begin with the open-market operation, we
would then be forced to make the short-period adjustments by continuous alterations
of reserve regquirements. Considering the fundamental nature of reserve require-
ments, the difficulties of foreseeing their effects upon the position of individual
banks or classes of banks, the very grave hazards to which banking would be subject
if continually in fear of alterations of reserve requirements, it is surely to be
hoped that this method will be resorted to only at rare intervals and nnly when,
under conditions like the present, it is necessary to make a fundamental readjust-
ment of the credit base.

There is, moreover, a further, and a decisive, reason under the present
circumstances for dealing with the excess reserve problem in the first instance by
raising the reserve requirements. Our present problem has its origin, as already
stated, in gold imports. The gold imports of the past two years, though larger
than in any equal previqus period, represent a continuing phase of a movement
which began with the World War. If we go back to 1917, when the present reserve
requirements of the member banks were enacted, we find that the total gold stock of

the country has grown from $2,BO0,000,000 to approximately $10,000,000,000 at the
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present time, and that the reserves of the Federal Reserve Banks have grown from
$1,200,000,000 to $7,400,000,000. ‘ In the same period the reserves of the member
banks have grown from about $1,500,000,000 in 1917 to $2,400,000,000 in 1929 and
$6,060,000,000 at the present time, the last total including $2,700,000,000 of re-
quired reserves and $3,300,000,000 of excess reserves,

In other words, our gold stock in the past eighteen years has more than
trebled; and it seems clear that even if we make a generous allowance for seculaw
growth, our gold stock has at least doubled as compared with what in the earlier
period was regarded as adeguate for the support of our credit structure. It is,
therefore, not surprising that member bank reserves have also, by reason of this
large and persistent inflow of gold, developed a large excess of actual reserves
over their legally required reserves, The only alternative, according to generally
accepted theory, would be such an expansion of bank deposits as would use up the
excess reserves, and such a rise of our price level accompanying that expansion a-
would halt the inflow of the gold itself. When we consider that the present ex-
cess reserves would support bank credit of from $30,000,000,000 to twice that
amount, and that the resultant rise of prices would therefore assume the proportions
of a major inflationary movement, such as has always proved uncontrollable, it be-
comes apparent that the only practicable and desirable solution is an alteration of
reserve requirements. Must we not, in particular, recognize that the devaluation
of the dollar carried with it, as one of the necessary ¢onditions of its successful
operation, the need for a fundamental read justment of reserve reguirements?  Must
there not,.in other words, be an adaptation of reserve requirements to our new
gold base?

There remains the question of the timing of the System's action. The
purpose of the excess reserve policy has been to aid recovery, and it is of para-
mount importance that no action should be taken that would imperil or retard re-

covery, Up to the present the System's policy has encountered considerable succe 3s,
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as evidenced first by the cessation of contraction of bank assets, in which the
rchabilitation of the capital structure of the banks also played an important part,
and subsequently by the increase of bank holdings of government securities, the
successful conversion of the government war debt, the large volume of refunding of
private corporate issues during the past year, and the improvement of the mortgage
market. But two of the most significant and reliable signs of a return to more
normal credit conditions have not yet appeared, the flotation in substantial
volume of new corporate issues and the expansion of business borrowing from banks,
though these, under present conditions, might well be expected to appear only at a
later stage of recovery.

In the general economic situation there has been a marked change for the
better. There have been genuine indications this year that recovery is under way,
and in recent months it has appeared to be proceeding at an accelerated pace. But
here also some of the most reliable signs that might convey certainty as to the
permanency of the present trend are lacking. Building construction, which has
made rapid and substantial improvement in recent mnnths, is still 60 per cent below
normal, Recovery cannot be regarded as assured so long as production in the
heavy industries, which have been the seat of the depression, still remsins sub-
stantially below a normal volume. Moreover, unemployment is still very large and
the Federal budget is still unbalanced, which means that national production and
consumption are not yet on a normal self-sustaining basis,

These facts warrant the conclusion that there is no justification as yet
for the System's changing its easy money policy. Nor would it be desirable to
take any action respecting excess reserves which might have a harmful psychological
effect, even though in intent and in fact the action would not reverse the present
policy. From these points of view alone, the time for modification of our easy
money policy would not arrive until production has returned to normal; or at least

until the present trend toward a return to normal provides unmistakable evidence of

inging.
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On the other hand, it may well be doubted whether reserves of such mag-
nitude as we have had in the past year, during which excess reserves have increased
$1,500,000,000, to almost double their size a year ago, have been in any way essen-
tial to recovery. It appears significant that much the greater part of the fall
of interest rates to their preseﬁt low levels occurred prior to this year, and that
short-time money rates and highest grade bond yields, which should most clearly
reflect monetary influences, have changed but little from a year ago. It seems
very probable that with excess reserves of such extraordinary dimensions there
comes a point where further increases have no further constructive effects.

At such a point excess reserves may contain possibilities of positive
harm, There is the danger, for example, that excess reserves may give rise to
disproportionate bank investment in government securities. There is the danger
that banks may acquire govermment and other bonds at prices which later may not be
sustained. There is the danger that with money so freely available, states,
municipalities and the national government, and other borrowers as well, may be
tempted to over-borrow. There is the general fear which many people entertain
that excess reserves of the present magnitude must sooner or later set in motion
inflationary forces which, if not dealt with before they get strongly under way,
may prove impossible to control. There is the possibility also that the very fact
of such inordinately large excess reserves may, by causing foreign expectation of
favorable conditions for speculative investment, accentuate the gold inflow which
is the real source of our problem.

From this point of view there is much to be said for an increase of
reserve requirements sufficient to absorb some substantial amount of present excess
reserves., Such a step would reduce the excess reserves to a point where they are

more susceptible of being handled, once again, by the usual method of open market

operations; it would put them back to the volume of a year ago. As the reserves are

now widely distributed among the banks of the country,such an increase of requirenents could
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now be carried through with virtually no disturbance to the banks and should not
affect either interest rates or the ability or willingness of the banks to expand
eredit.

It must be borne in mind that the longer action is delayed the greater is
the likelihood that some or many banks will have utilized their reserves, rendering
the process of reserve adjustment, when it does come, as at some time it must, all
the more painful and harmful both to them and to the country. This conclusion
applies also against initiation of action through open market operations, whether
now or at any future date. The more excess reserves are reduced by open market
operations before reserve requirements are raised, the more will inequalities in
the distribution of excess reserves among the banks of the country be accentuated
and the more disturbing will be the eventual adjustment of reserve reguirements.

Such an increase of reserve requirements as has been suggested would
represent not an act of credit control, not in any sense a reversal of the present
gasy money policy, but an act of reassurance to the banks and the country that ex-
cess reserves, though still ample for credit expansion, had been brought within the
range of control. It would be an act of technical readjustment of our reserve
requirements to our new gold base.

There is one further important aspect of the problem of timing. Under
conditions like the present, when the Federal budget is unbalanced ané the govern-
ment is still engaged upon a large emergency program of borrowing and spending,
there is need for a close coordination of fiscal and credit policy. It would go
far toward removing any possible misinterpretation and toward insuring that the
corrective adjustment of reserves would have beneficial rather than disturbing
effects if that action were accompanied or preceded by steps looking definitely
toward the tapering off of budgetary deficits, One fear that has frequently been

expressed is that the readjustment of reserves, unless properly timed and properly

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



o

Reproduced from the Unclassified / Declassified Holdings of the National Archives l DECLASSIFIED

 Authority K Orclec /3200 |

understood by the banks and by the country, might seriously disturb the govermment
bond market, but that would almost certainly not be the case if there were some
clear indication that the government's need of new borrowing would definitely
diminish. Presumably, early in the new year there will be presented to the
Congress a budgetary estimate for the fiscal year 1937. The readjustment of
reserve requirements of the member banks would be rendered much more effective,
and whatever psychological risk that might otherwise attend it would be avoided,
if the forthocoming budgetary estimete should indicate the desirability and the
feasibility of tapering off the budgetary deficits, and the purpose of the

government now to move toward this objective.

12/13/35.
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Form No. 131

FEDERBAL RESERVE
(yﬁce Correspondem,e Date  December 15, 1955.
Chairmsn Eccles. Subject: Re. Masinteining excess reserves
From ____ Leuchlin Currie ~at around] BRCTDLINIRTWES SECTION
e APR 11,1938, .

-
o e e -

<30 @
' 4 "j 4 i

I have been thinking about your suggestion and severasl possible disad-
vanteges occur to me. You have probably considered them but in case
you have not I shall list them.

1. Fixing upon excess reserves on & dey when for various special
reasons they are much lower than in the immediste past snd declering
that they will be held there for the time being may possibly be looked
upon as & sort of trick or "clever manipuletion". In general, it

may be argued that policy should teke as simple and understendeble a
form as possible.

2. The figure of $2.7 billion will receive a disproporticnate amount
of attention. If excess reserves were to be kept there by open market
seles it would not be so bad, but since all member banks will be affected
by increased reserve requirements the course of excess reserves may be
followed intently and discussed contlnuslly with reference to this fig-
ure. Action to lower excess reserves below this figure may be a more
Vdisturbing' development then action teken without reference to any
particuler figure. It may be interpreted as marking a transition from
a "passive™ policy to an active policy of restraint. In other words,
by setting upon a definite figure we make & commitment on future policy
which we may not want to hold to for long &nd & change will require
more explanation.

3. An instrument of control that affects all member banks is not
flexible and should be used sparingly. To use the reserve recuirement
Instrument to keep excess reserves at a given figure mey call for
frequent changes (we cannot predict what gold flows will occur in the
next few months) and this would be & continual source of irritation to
all member banks. If, on the other hancd, we let excess reserves go
above or below that figure it would require explanation as it would

be interpreted as a change in policy.

4. Reserve requirements are computed on different days in different
sections of the country. Frequent changes might cause considerable
inconvenience on this score.

5. It can be argued that the justification for raised reserve require-
ments is that they are a means of adjusting ourselves to the situation
created by develuation. For this purpose a series of gizeable though
menageable upward steps are preferable. Open market operations should
be the instrument used when flexibility and frecuent adjustments are
called for.
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I have only listed some of the possible objectionsg that occur to me
as I know that you are fully awere of the merits of the proposal.
I should like to mention a possible alternative course.

Announce that reserve requirements will be raised on some day in
January by 25%. Explain our two objectives (easy money to promote
recovery now, prevention of boom later), and point out the custbmary
ease in Janusry due to inflowing currency offers an opportunity to

take anticipatory action for the more distent future while interfering
in no wise with the present easy-money policy and causing & minimum

of inconvenience to member banks. This is as simple snd understandable
as the thing can be made and it avoids the possible difficulties I
mentioned above, while giving us a free hand to take further action

in the future along the same lines when occasion warrants.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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December 10, 1935.

e

Catded
Today Chairman Eccles suggested that there be forwarded

Memorandum for the Fileg:

to each member of the Federal Open Market Committee a copy of
the recommendation submitted to the Board umder date of Bovem-
ber ?l, l%ﬁ,’by the Federal Advisory Council on open market
operations. I called his attention to the fact that at the
meeting of the Board on KRovember 22 it was agreed that coples
of the recommendation should not be sent to the members of the
Federal Open Market Committee but should be bhandsl to them at
the next meeting of the Committee in Washington, MNr. Eccles
stated that, inassuch as the recommendstion has been given to
the press by someone outside of the Federal Reserve Board he
felt the recommendation should be sent to the members of the
Federal Open Market Committee at this time. Accordingly, 1
took the matter up with Messrs. Thomas, Hemlin, James and
Miller (Mr. Szymczak being out of the city) and they comeurred
in the Cheirman's suggestion.

Accordingly, a copy of the recommendation is being sent
to each mamber of the Federal Open Merket Committes today.

SRC:CM yd

Coner

.\
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‘7 FEDERAL RESERVE "REC ™ IN FILES SECTION
Office Corresponuen.e e Loopber LIGAR055
To___ Mr. Goldenweiser Subject: ‘ )

- K. =
From ' reserves to Januery 29, 1936.

ero 16—852

ess reserves of all member benks were $3,310,000,000 on December 11.
During the two weeks ended December 24 it is expected that excess reserves
will show a net decline of $680,000,000, reaching a level of $2,630,000,000,
the lowest since October 2. The principal factor in this decline will be
the sale of $620,000,000 of Treasury securities for cash. Treasury trans-
ections in the aggregete for the two-week period may be expected to take
ebout $540,000,000 out of the market and payments of money into circulation
about $170,000,000. As an offset againét this there mey be &n increase of
about 40,000,000 in monetary gold stock, so that reserve balances in the
aggregate might decline by something over $660,000,000.

During the following five weeks to Janusry 29 it seems probable thest
excess reserves will rise again by something like $720,000,000, bringing
the totel back to approximstely the present high level. Such an increese
would constitute approximstely 26 percent of the present level of reserve
requirements. About half of the increase may be expected to occur during
the first two weeks, and the remsinder in the last three weeks. Factors in
the increase will be a return flow of approximztely §$340,000,000 of money
from circulation, net Treasury disbursements of about $350,000,000, 8nd a
gradusl growth of perhaps $75,000,000 in monetary gold stock. A pertially

offsetting factor mey be a continued gradual growth in reserve requirements.
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TABLE 1

ESTIMATED FACTORS OF CHANGE IN EXCESS RESERVES
(In millions of dollers)

Veek Monetary |Treasury M?ney in | Reserve Rese?ve Fxcess |Estimated
ending gold trans- circu- balances |Fequire— |yogerves | €XCess
stock actions }lation ments reserves
1935
Dec. 18 +25 -580 =70 -625 -5 -830 2,680
k4 +15 +40 -100 -45 -5 -50 2,630
31 +15 +70 +120 +205 -10 +195 2,825
1936
Jan. 8 +15 +70 +100 +185 -10 +175 3,000
15 +15 +70 +70 +185 -10 +145 3,145
22 +15 +70 +30 +115 -10 +105 3,250
29 +15 +70 +20 +105 =5 +100 3,350
TOTAL +115 -190 +170 +95 -55 +40
TABLE 2
ESTIMATED EFFECT OF TREASURY TRANSACTIONS ON EXCESS RESERVES
(In millions of dollars)
, . Cash sales |1ncome tax Interest Other
Vieek ending of new receipts payments transactions Net
issues
1935
Dec. 18 -620 -140 +90 +90 -580
24 — -50 +20 +70 +40
31 _— —_— — +70 +70
1936
Jan. 8 — — — +70 +70
15 —_— —_— —_— +70 +70
22 _— — —_— +70 +70
29 — — - +70 +70
TOTAL -620 -190 +110 +510

-~130
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- RECEIVED
FEDFRAL RESE?S;\."
FEDERAL RESERVE BANK ARSI SH ST

N
oF NEwYork 935DEC 7 M 11 44

December 6, 1935.

Sirs:

\
I have for acknowledgment ygur le&&ﬁxwgfwﬂgxngQEM?Qz}

enclosing copy of a letter addressed to the Chairman of the Federal
Open Market Committee advising of further action by the Board in
connection with one of the motions adopted by the Committee at its
meeting in Washington on October 22-24, 1955. Your letter and the
enclosure were presented to our board of directors at its meeting

on December 5, 1936.

Resggéf ully,

ff, Cﬁai;man. _\\\-§~"““*-—-§R

Federal Reserve %ystem,
Washington, D. 04
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1935[)0 2
ofF NEw York y 4 A 8 52

December 3, 1935.

I acknowledge the receipt of lr. ggggill’sb
- letter of November £9 Fupplementing that part of the

4 --—-:.a:._ o o
“f;gi;:::Boggg's letter of November 25.Felating to the resolu-

:f%“m" ;l'f““””:tion adopted by the Federal Open Market Committee at
its meeting on October 22-24 concerning shifts in

..maturities in the System account. It is noted that

e f_“.”“.the Board now approves the authority given to the
Executive Committee by this resolution to the extent

b o emk necessary to enable the Executive Committee, during

the period before the next meeting of the Federal

- Open Market Committee, to make shifts, in the aggre-
gate amount not exceeding $300,000,000, in maturities
of Treasury bills and Treasury notes held in the

System account.

Very truly yours,

¢
eorge L. Harrison,
Chairman, Federal
Open Market Committee.

Board of Governors of the
Federal Reserve Systemn,
Washington, D. C.
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FEDERAL RESERVE BANK OF PHILADELPHIA 3 ?33 I—a_

THIRD DISTRICT

RICHARD L.AUSTIN
CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT December £ . 1935

RECEIVED
FEDERAL RESERVE LOAR
WASHINGTOY OARD

Board of Governors of the -

Federdl Reserve System, 1935 DEC 3 A8 40
Washington, D. C. . -
Dear Sirs -

We beg leave to acknowledge the receipt

p

of your letter of November 29th> enclosing a copy of a
letter addressed to the Chalrmsn of the Federal Oben
Market Committee,advising of further action by the Board
in connection with one of fhe motions adopted by the

% Federal Open Market Committee at its meeting in Washington

on October 22 - 24, 1935, for which we thank you.

Chairman.
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Tt
FEDERAL RESERVE BANK OF CHICAGO

£

e Ty

230 SOUTH LA SALLE STREET 2’ A e
OFFICE OF THE December 2, 1975
CHAIRMAN OF THE BOARD AND
FEDERAL RESERVE AGENT
r -
o RECENED
AL Doy e e .
! t..DL,J”‘(ML hL.SEH‘g"; 1:‘0‘@”{[‘,
.

1?’{(~F XD
P r {HH. !

Confidential

935 DFC 4 oy

Board of Governors 1ol 46
of the Federal Reserve System

Washington, D. C.

Gentlemen:

I am in receip® of your CQFfidenti&l)letter‘Of;Novembep»29,\\

enclosing copy of letter addressed to the Chairman of the Federal

Open Market Committee, advising of further action by the Board in

connection with one of the motions adopted by the Committee at its

hairman
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[
rEDE! L RESERVE BOARD FiLE

DTe_ November 30, 1935,

From___ Mr. Carpenter _

FwERA&A%SERVE
Subject:
COPY

The Board has approved the draft of letter to Deputy Governor

Worthington of the Federal Reserve Bank of Kansas City, referred to

in Mr, Benediet's Memorandum of November 20, 1935, with regard to the

granting of authority to the Federal Reserve Bank of Kansas City to

ac-uire Government bonds from the Federal lLand Bank of (Omeha upon re-

purchase agreement, and has slso approwved the recommendation contsined

in Mr, Benedicet's memorandum that a study of the subject referred to

in the letter be made with the view of making appropriate recommendations

to the Federal COpen Market Committee as reorgsnized on Merch 1, 1936,

as to its regulatiomns or directions regarding such agreerents.

“ce: Mr, Smead

SRC:mgh

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

(File copy filed 332,3-6)



. o I — : —
. Reproduced from the Unclassified / Declassified Holdings of the National Archives ; DECLASSIFIED i

Authority &Ord@r /92&0

nfidential

B, ¥, H, Curtisse, Chairman,
Federal Reserve Bank of Boston,
Boston, Nassashusetts.
Dear Mr. Curtisss
There 18 inclosed, for information .- g s ,/
» for S Saforgtion, o Waiiessn
of your dank, lmmMM\bﬂm addressed
today te the Chairman of the Fedoral Open Narket
Comnittee advising of further sction by the Board
in connection with ome of the motions adopted by
the Federal Open Market Committee at ite meeting

in Washington on October 22.24, 1985,

Very traly yours,

i
et ALY
iy Crmstar WY
FISAYETSED

Chester Horeill,
Secretary,

IpGlosure,
! i ! { | | i /"/" o . i i Y \\“\ ,"/V'/
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Federal Reserve Bank of St. Louis

Confidential

My, J. By Case, Chalrman,
Yodsral Reserve Bank of New York,
Navw York, Wew York,

Doar My, Case:
Thers is inclosed, for the Lnfomtion

b T -
of your bank, a gopy of a Iottar} boi.ng nddrqnod

today to the Chairman of the Foderal Open Market
Committes advising of further action ’by. the Board
in connection with one of the motions adopted by
the Tederal Open Narket Committee at its meeting
in Washington on October 22.%4, 1085,

Vary truly yours,

N o
Y LA L TU I SFENY

sedan s LY Bl

Choster Morrill,
Beoretary.

Inclomsure,
ugh

G
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Sonfidentisl.

Mr. R, L, Austin, Chairsan,
Federal Reserve Bank of Philadelphia,
Philadelphin, Pennsylvania,

. Dear Mr, iultinu
| There 1s inclozed, for the information

| R A B
_: of your bank, & copy of a letter)being sddressed

today to the Chairman of the Federal Open Market
Committeo advising of further action by the Board
in connection with one of the motions adopted by
the Yederal Open larket Committes at 1ts meeting
in Washington on October 292.24, 1985,

Yory truly yours,

Inclosure.

¢
:
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Me, K, 8, Purke, Jl':’ Aoting Mm,
Yedoral Reserve Bank of Cleveland,

Cleveland, Ohio,
Dear Mr, Burkes

There is inclosed, for the information

I 2‘({ ;‘\ISW

of your bank, & copy of a letter| being addreased

today to the Chaivman of the Federal Open Nariwet

Committee advising of further astion by the Board

in comnedtion with one of the motions adopted by
the Yoderal Open Market Committes at its mesting
in Vashington om October £2.24, 1985,

Inclosure,

Dy

Yory truly yours,

SR L T =1
t-k‘,‘: '.:r; &sfi,SL&f i

Chester Morrill,
Secretary.
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onfidential

Nr, W, ¥, Ngxton, Chairman, ‘
Yoderal Neserve Bank of Richmond,
Ry chmoad, Virginis,
Doar Mr. Roxtoms

There {2 inclosed, for the infermation
of youy bank, a copy of of 8 lottul éalzgxgdtoaéid
today to the Chalrman of the Foderel Open Market
Committes advising of further action by the Board
in commection with one of the motions adopted by
the Yederal Open Market Committes at its meeting
in Washingtom on October 2?7.24, 1935,

Yory truly yours,

{Signed: Chester Morrit

Chestey Horrill,
Secretary.
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Confidential

Nr, ¥, B, Xettig, Deputy Chakrman,
Foderal Reserve Bank of Atlants,
Atlanta, Goorgia.
Dear Hr. Xattim

There L8 inclosed, for the :groguff.iqn
of your bank, e copy of a mupg;in{mﬁu-m
today to the Chairman of the Federal Open Market
Committee advising of further sction by the Board
in conneotion with one of the motions adopted by
the Federal Open Market Comsittes at its meoting
in Washington on October £2.P4, 1086,

Vary trly yours,

Cenady P sedmy BE il
Sipnedy Choster Bomil

Chester Morrill,
Secratary.

Inclosure,

Lt
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My, B, M, %wm, MW;
Yederel Reserve Bank of Chioago,
Chicago, Illinois.
Dear Ny, Stevens:

There is inclosed, for the Mmtion

- ~

aof your bank, a copy of a hthr\lgnm addrassed
today to the Chairman of the Pederal Open Market

Comnittes advising of further actlon by the Bosrd

in comneotion with one of the motions adopted by
the Fedorsl Open Market Committes at its meeting
in Washington on Ootober 22.24, 1958,

Very truly yours,

i\ s edy SR oo i 51
{(Sioned) Chesiar Mo

Chastor ‘Omu,

Secretary.
Inclosure,
(:qu/\f
i i ST :
¥ oo b
' xl ’ i;
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November 29, 1985,

Sanfidsatial

¥r, J. 8. Nood, Chalrman,
Pedoral Reserve Bank of 3t. Louls,
Bt, Louis, Missouri,
Dear Rr. Woods

There 1is inclosed, for the informstion
of your bank, a Mﬁfm&,}?ﬁ‘ﬁé‘:“;‘z ;Ldreg:od
today to ths Chalrman of the Yodersl Open Merket
Comsittee advising of further setion by ths Board
in comneetion with one of the motions adopted by
the Tederal Open Market Committee at itna meeting
in Yashington on October 22.24, 1985,

Yory tmly youre,

iSignedy Chester Morrill

Chester Norrill,
Sscretafy.

Inclomure.
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November 29, 1985,
Confidentlal

¥r., J, N. Poyton, Chairsan,
Federal Keserve Bank of Minneapolis,
¥imneapolis, Minnesota,

Dear Mr. Payton:
There 18 inclosed, for the inforsation

it 9- 3%
of your bank, & copy of a htur( being addressed

todsy to0 the Chairman of the Federal Open Market

Committes advising of further action by the Board
in conneetion with ome of the motions sdopted by

the Federal Cpen Market Comuittes at its meeting

in Veshington on Cctober 2224, 1955,

VYery truly yours,

(Signedy Chester Morrili

Chester Morrill,
Sacretary.

Inclosure,

= COPY

| r——
H
i
i
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NOV 29 193k
Confidential

$r, E. P, Browm, Deputy Chalrman,
Yedoral Reserve Bank of Kensas City,
Kansas City, Missouri,
Dear Mr, Browms

There 1s inclosed, for the information
of your bank, a copy of a 4}.‘9%%&% ‘;:;ms :ddmﬁcnd
g todey to the Chairmen of the FYederal Open Harket
Comeittee advising of further action by the Board
in osonnection with one of the motions sdopted by
: the Federal Open Market Committes st 1ts meeting
in Weshington on Cctober 2P-.24, 1936,

Very truly yours,

(Signzds Ohmrery M

l Chester Norrill,
' Secretary.
E Inclesure.

grmrmm e
i
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November 29, 1935,

Sonfidential

Mr, C, C, Walsh, Chairmen,
Padoral Raserve Bank of Dallas,
Dallas, Texas.
Dear dy, ¥olshi

There is inclosed, for the information

g; 273§
of your bank, a copy of & lettex being eddressad
today to the Chsirmean of the Federal Open Market
“ommittee advising of further action by the Board
in connestion with one of ths motions edopted by
the Tederal Open Market Committee at its wmeetlng
in Washington on October 20-24, 1988,
Vory truly yours,
ms,.,,‘-?g

(Signad) Crooss o

Chester Morrill,

Searetary.
Inclosure
J -
1 [ pommins PN
S E
; { 1 WS AN




Reproduced from the Unclassified / Declassified Holdings of the National Archives ’ DECLASSIFIED

Authority &Drdﬁr /8 Zw J

-~ HNovember 29, 1588,

Sonfidentdal.

Mr. W, N, Moore, D«wty Chairmen,
Yederal Res: rve Bank of Ban Franciseo,
Sen Francisco, Califoraia.

Dear Ny. Hoores
There 18 inclosed, for the information

o /S 2D - J,«_;
of your bank, a copy of a letier| being addressed

today to the Chalrman of the Federal Open Market
Committee advising of further action by the Board
in eomnection with one of the motions adopted by
the Faderal Open Market Coamittes at its meeting
{n Washington on October 28-24, 1955,

Very truly yours,
(Suupcd\ Cz«f-o*nv f"ﬁr((”
Chester Norrill,

&W’

inclosure.

FllllE. COPY
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¥r. George L. Harrison,

Chairman, Federal Open Market Committee,
Care Yederal Reserwe Benk of New York,
New York, New York.

Dear Governor Harrison: %

Refarsnce is made to the Bosrd's letter of Novesber 83, 1988,

to you with regard to the resolution and motions sdopted by the Federal

Open Market Committee at its meeting in Weshington on October 22«24, 1935,
¥While the Board took the position that a subsiantial shift from

short to lopg maturities in the System eccount would not be desirsble

at this time, the statement of this position was intended toc apply

only to a shift to bonds and wae not intended to apply tv such shifts

in the maturitiss of the Bills and notes held in the portlolio as

might be advisable in the Judgment of the Executive Committes. There-

fore, the Board has vequested me to advise you that it approves the

authority given o ths Ixecutiva Commiites to the sxteat necessary

te ssable it, during the peried before the neat meeting of the Fed-

eral Open Narket Comeitiee, 14 mske shifts, iu an eggregate smount

;ﬂ. oxseeding $300,000,000, in maturities of Treasury dills and

Treesury notes beld in the Eystem accomt. PRVER IR
Anpynlthuhtmumtm}utﬁochmot

the deard of direstors of eash of the Federal ressrve banks.

Very truly yours,

Qg Cano ”"/3'/ 35~ 7 \% Onester Norrill,

igitized for FRASER
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FEDERAL RESERVE BANK

ofF NEw YOorK

November 22, 1935,

I wish to acknowledge receipt of xggg.kggter,

of November 23, 193t} enclosing copy of a letter, beering
L R BN it samees oo

the same date, addressed by your Board to the Chairman of

the Federal Open Market Committee. This letter was pre-

sented to ovr bosrd of diregfé;s at its meeting Novem-~

2
K

ber 27, 1935. &
;fhespectfully,
2}’/ E
J. H. CASE, e
/; Chairmen. i
£ d
:‘f)
S/
/

Board.pé Governors of the

Federpl Reserve System,
Wes?&gton, D.C.

ttp://fraser.stlouisfed.org/
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Hovember 17, 1935,

Mr., George J. Beay, Governor, .
? Federal Reserve Bank of Richmond,

Richmand, Virginia,
Dear Governor Seayt

In complisnce with the reguest oontained
in youwr letter of November 2_5! l%%&thara are
inclosed herewith three coples of ths statement
prepared by the Board's Division of Bank Opers-

|
f tiotts on the subject of extsss rsserves of sember

banks,

T

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis

Very truly yours,

8. R. Carpentar,
Agsistant Becretary.

I3 I-a
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FEDERAL RESERVE BANK LW
OF 2 «?ug

ST. Louls

November 27, 1235.

Board of Governors of the
Federal Reserve System,
Washington, D. C.

Gentlemens

Attention: Mr. Chester Morrill,
Decretary.

Receipt \is acknowledged of your Jletter
dated November ESI;enclosing a copy of the Board's
er Lo the irman of the Federsl Open Market

Committee, in reply to letter received by the Board
from the Committee under date of November 4 ,%g@?i
- BOVeuber s P99

Very truly yours,

.8 Moz

JOHN S. WOOD,
Chairman of the Board.
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FEDERAL RESERVE BANK OF PHILADELPHIA
THIRD DISTRICT

RiCHARD L.AUSTIN
CHAIRMAN OF THE BOARD

AND FEDERALRESERVEAGENT November 25, 1955
e RECEH )
) ’H'«'r\ ER"'» B
v PEASMIN TN OARD
Board of Governors of the
Federzl Reserve System
Weshington, D. C. 1935 Nov 26 M1 20

Dear Sirs -

We beg leave to acknowledge the receipt

of your letter of November 25rd;)enclosing a copy of

a letter addressed to the Chairman of the Federal

P
Open Market Committee, advising hip’of the action taken

by the Board with regard to the ésolutions and motions

adopted by the Committee at jAs meeting held inAWashing—
ton October 22-24th, for which we thank you.

Very truly yours,

Chairman.

ttp://fraser.stlouisfed.org/

igitized for FRASER
ederal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK

OF RICHMOND

November 25, 1935.

Board of Governors
of the Federal Reserve System,
Washington, D. C.

Dear Sirs: Attention of Mr. Morrill, Secretary.

I have before me the confidential communication of

the Board to Chairman Hoxton giving a copy of the Board's
/’1"‘.& 3 - =3

e

rgplyato the Chairman of the Open Market Committee relative
to the action taken at tneir recent conference, and giving
confidential data, prepared by the Board's staff, relating
to excess reserves of member banks.

I do not know whether it is the purpose of the
Board to send copies of this data to the Governor of the
bank or not, but I am writing to say that, as a member of
the Committee and as the chief executive officer of the bank,
I should like to have, for study, at least three copies, if
available,

Very truly yours,

GJS-CCP GEORGE ;L A
Goverfgor.

1git (0] /[
opmrgn o 1127 /35

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF CHICAGO % 33,37

230 SOUTH LA SALLE STREET

OFFICE OF THE
CHAIRMAN OF THE BOARD AND
FEDERAL RESERVE AGENT O35 MOy 27 LN B 44

CONFIDENTIAL:

Board of Governors
of the Federal Reserve System
Wiashington, D, C.

Gentlenen?

I acknowledge your letter, marked confidential, of

November 25, in which you enclosed a copy of the Board's letter
N R

to the Chairman of the Federal Open Marget Commlttee dated

November 23, 1935, and also the resuIt of the Boerd's study of

excess reserves of member banks:

Thanking you foxf,,fffﬁis information, I am

EMS HH

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF CHICAGO

230 SOUTH LA SALLE STREET

OFFICE OF THE November 25, 1935
CHAIRMAN OF THE BOARD AND

FEDERAL RESERVE AGENT
HE T

FEDER Q,RECEIVH‘

e ..'; R

x M7 cowmme 47 S50V Soakp
8

" Board of Governors 935 Noy o7 A

. of the Federal Reserve System 8 58
- Washington, D. C.

Gentlemen:

<

&

I acknowledge receipt of your confidential letter of
-

November 234 in reply to our letter of Novembgrng‘,.‘} which enclosed

a copy of the statement expressing the opinion of the Board of

Directors of this bank after a review of the report of the meeting

e P TN
P

of the Federal Open Market Committee on October 22 to 24, 1935.
Inasmuch as our letter above referred to was forwarded

at the request of our Board of Directors, I shall bring to its
attention your reply thereto.

Very ¢ our

hairman

EMS HH

ttp://fraser.stlouisfed.org/

igitized for FRASER
ederal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK T
OF NéwYonK #5100 50
/ NV 20 1u 8 zg9

November £9, 1925,

: v

In accordance with the Board's letter of

A

October g1, 1955:}and confirming the advice previous-

ly given to you, I submit herewith a formal record

of the sction tsken by the Federal Open Market Com-

f & mittee at its meeting held in Washington, D. C.,
“%Mﬁ&/&’ October 22-24, 1925, upon all questions of policy
yrrr relating to open market operations, the votes of

the committee taken in connection therewith, anc the

reasons underlying each such action.

Very/truly yours,

Wn

Geo ge L. Harrison,
Chairman, Federasl Open
Market Committee.

Roard of Governors of the

Federal Reserve System,
Washington, D. C. /QA$£%7Z¢ﬂ//

Enc.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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RECORD OF ACTION TAKEN BY THE FEDERAL
OPEN MARKET COMMITTEE AT ITS MEETINGS
IN WASHINGTON, D. C., ON OCTOBER 22-
24, 19%5,) UPON QUESTIONS OF POLICY
RELATING_TO_OPEN MARKET OPERATIONS,

There were present:

Mr, Harrison, Chairman of the Federal Open Market Committee
and Governor of the Federal Reserve Bank of New York;

Messrs. Young, Norrie, Fleming, Seay, Newton, Schaller,
Martin, Geery, Hamilton, and Calkins, Governoms of the
Federal Reserve Banks of Boston, Philadelphia, Cleveland,
Richmond, Atlanta, Chicago, St. Louls, Minneapolis,
Kansas City, and San Francisco, respectively;

Mr. Gilbert, Deputy Governor of the Federal Reserve Bank of
Dallas; and

Mr, Burgess, Secretary of the Federal Open Market Commlttee
and Deputy Governordf the Federal Reserve Bank of New York.

After a review of business and credit conditions the Committee,

by unanimous vote, adopted the following resolution. The reasons for the

Committee!s action are set forth in the resclution:

Digitized for FRASER
http://fraser.stlouisfed.org/

The Committee reviewed the preliminary memorandum sub-
mitted by the Chairman and discussed at length business and
credit conditions and the banking position in relation to
them. It was the unanimous opinion of the Committee that the
primary objective of the System at the present time is still
to lend its efforts towards the furtherance of recovery.
Thile much progress has been made, it cannot be said that busi-
ness activity on the whole is yet normal, or that the effects
of the depression are yet overcome. Statistics of business
activity and business credit activity, both short and long
term, do not now show any undue expansion. In these circum-
stances, the Committee was unanimously of the opinion that
there is nothing in the business or credit situation which at
this time necesritates the adoption of any policy designed to
retard credit expansion,

But the Committee cannot fail to recognize that the rapid
growth of bank deposite and bank reserves in the past year and
a half is building up a credit base which may be very difficult
to control if undue credit expansion should become evident.

The continued large imports of gold and silver serve to incresse
the magnitude of that problem. Even now actual reserves of
member banks are more than double their requirements, and there
is no evidence of a let-up in their growth., That being so, the
Committee is of the opinion that steps should be taken by the

Federal Reserve Bank of St. Louis
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Reserve System as promptly as may be possible to sbsorb at
least some of these excess reserves, not with a view to
checking some further expansion of credit, but rather to
put the System in a2 betiter position to act effectively in
the event that credit expansion should go too far.

Two methods of sbsorbing excess reserves have been dis-
cussed by the Committee: (a) the sale of short-term Gov—
erument securities by the Federal Recerve System, and (b)
the raising of reservereguirements.

vhile the Committee feels that method (a), if employed,
would have the dual effect of absorbing excess reserves and
improving the »nosition of the Reserve Banks, nevertheless,
there are two risks in this method, First, that it may be
a shock to the bond market, inducing sales of securities by
banks all over the country; second, that however it may be
explained publicly, it may be misconstrued by the public as
a major reversal of credit policy, since this method has
never been employed except as a means of restraint, which is
not desired at this time. A majority of the Committee is
opposed to the sale of Government securities at this time,
believing that its advantages do not now justify the risks
involved in this method of dealing with the subject.

There are also risks incident to method (b), ~ raising
reserve requirements., This method of control is new and un-
tried and may possibly prove at this time to be an undue and
restraining influence on the desirable further extension of
bank credit. The Committee feels, therefore, that before
thizs method of dealing with the problem of excess reserves
is employed, it would be wise for the Board of Governors of
the Federal Reserve System to make a thorough study, through
the twelve Federal Reserve Banks, of the amount and location
of excess recerves by districts and by classes of banks, in
order thuz to determine whether, or to what extent if at all,
an increase in reserve reaulrements might interfere with the
extension of loans and investments of member banks.

In view of the monetary powers now possessed by the
Treasury, the Commitiee is impresced with the importance of
advising with the Treasury relative to any stepz that may be
taken by the Reserve System in order as far as possible bto
insure reasonable coordination of action,

Furthermors, the Commitiee recognizes the possinhle
dangers of the public misunderstandiag of any action which
may be taken in this matter, and would favor a care=ful pub-
lic statement bhefore action is taken,
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In making these suggestions to the Board of Governors
regarding reserve recuirements, the Committee recognizes
that it is going somewhat beyond its own immediate jurisdic-
tion, but it has found it impossible to conmider open market,
overations independently from the whole credit situation and
other Federal Reserve policies,

After discussion it was agreed that the authority previously
granted to the executive committee of the Federal Open Market Committee
to make shifts of maburities in the System oven market account should
be continued, as necesgzry in the proper administration of the account,
to enable the executive commitiee to replace maturities from time to time
and to make shifts in maturities to meet changing market conditions.
Therefore, it was unanimously

VOTED that superseding previous authorizations, the execu-
tive committee be authorized to mske shifts between maturities
of government recurities up to $700,000,000, provided that the
amount of securities maturing within two years be maintained

at not le:r: than #1,000,000,000 and that the amount of bonds be
not over $500,000,000.

It was also agreecd that authority should be given to the exec-
utive committee tc buy or sell (which would include authority to allow
maturities to run off) securities for System account up to a certain
amount, in order that the committee might be in a position to act
promptly 1f circumstances not now foreceen should make action appear
desirable before a further meeting of the full committee. Therefors,
it was unanimously

VOTED that the executive commities be authorized to buy
or sell up to $250,000,000 of Govsrnment securities subject

to telegraphic approval of a majority of the Federal Open
Mariket Committee and the approval of Mhe Board of Governors

of the Federal Reserve System., .
‘ ! n. =
Geprge L, Harrison

Chairman, Federal Open
Market Committee

Digitized for FRASER
http://fraser.stlouisfed.org/
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CONFILENTIAL

Mr, B, M, Stevens, Chairman,
Federal Reserve Bank of Chieago,
Chicago, I1linois,
Dear Mr, 8tevens:
The members of the Board of Governors of the Federal Reserve
System have read with interest your letter of §ovaabar_L§,m1g§§1 in-

closing a copy of the statement adopted By your executive committee as

an expression of the opinion of the board of directors of your bank
after a review of the report of the meeting of the Federal Open Market
Comnmittee on October 22.24, 1938, It 1s noted that the aztatement has
been concurred in by every member of your board with one exception, and
that the opinion of that director is definitely that action should be
taken toward a decreass in the smount of holdings of govermment securi-
ties by Federal reserve hanks, either by the sale of securities or by
allowing maturities to run off without replacement, rather than by
action providing for an increass in the reserve requirements of member
banks.
The statement referred to reads in part as followm
"We, tharefore, as a Board, desire to respectfully sug-

gost for earnest consideration dy the Board of Covernors of

the Yederal FReserve System, an increase in required reserves

against bank deposits in Central Ressrve and Reserve City

banks to possibly twenty-five per cent of tha increase now
permitted by law, thereby not only fortifying our banking
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*structure to this extent, dbut giving assurance to busi-
ness and the -ublic that the levers of control are opers-
tive and in the hands of suthoritiss who are ready to use
them, Wy believe that such action accompanied by a proper
statement of its cbjectives would be favoradly interpreted
by the financial and businesz interests rather than other-
wise,

"We recognize that in addition to the measure referred
to, that of an increase in required reserves, consideration
nay properly be given to another effective power in the con-
trol of inflationary tendencies, under which credit may be
withdrawn from the market either by the sale or by the
aaturity without replacement of Government securities held
in the Yederal Reserve System, However, because it is con~
sidered that the application of sauch a zeasure zmight be re-
flected in the market for Governmsat bonds at this narticular
tine, we are disposed to suggest the primary consideration of
an increase in reserve requirements.*

The sction taken by the Federal Open Harket Committee at its
meeting in Washington on October ?2-24, 1955, and the statement quoted
in yoar letter have been very carefully considered by the Board, and
there 18 being eddressed to the Chairman of the Federal Open Harket
Committee today a letter advising of the Board's decisions in connse-
tion with the resolntion and motions adopted by the committee. This
letter contains the following peragraphs:

*In view of the Coamittee's observations, with which
the Board concurs, that there is nothing in the business or
credit situation which at this time necessitates the adoption
of any policy designed to retard credit expansion, and that
the primary objec!ive of the System st the preseni time is
still to lend its efforts to a furthersncs of recovery, the
Board feels that it would not be timely to undertake at this
stage of business recovery any measure for the absorption of
4XCOBS Traserves,

*The Board is alive to the injuricus consecuences that
will be caumed by the excess reserves if they are permitted
to go uncontrolled beyond the point where it will become rea-
sonably clear that further pursuit of the policy followed thus
far by the Federal Reserve System during the depression will
be attended with economic hasards to the country which the
System could not safely assume, When snd as that point ap-
proaches the Board will aoct,.®

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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The Board apprecistes very much the interest which your
directors are taking in the question of System open market policy
and expresses the hope that they will not hesitate to glve the Board

the benefit of any visws that they may have from time to time on this

important smbject.

Yery truly yours,

Chester Morrill,
Secretary.

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



P Reproduced from the Unclassified / Declassified Holdings of the National Archives DECLASSIFIED ’

1
|
|
|
|

e
3

indic

Pigitized for FRASER
ttp://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

JAuthority %Tdﬁf /diﬁ J

Y
R
Car
N
{
)

CONFIDENTIAL

Mr. F, H. Curtiss, Cheirman,
Federal Reserwe Bank of Boston,
Boston, Massachusetis.

Dear Mr:.Curtiss:

Under date of November 4, 19_55,{&3‘ Board

received from the Secrstary of the !‘a&qral Jpen
Market Committee copies of the final draftsof the
resolution and motions adopted by the Committee
at its meeting in Washington on Jotober 22«24,

' Coda T ETIY
1985, and there 1s attached a copy of & letter |\ Y %%MM
being addressed to the Chairman of the Committee

today advising of the action taken by the Board
in conneotion therewith,

Yery truly yours,

A~

Chester Morrill,
Secretary.

[ N

I
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CONFLDENILAL

Mr. J. H, Case, Chairman,
Yederal Reserve Bank of New York,
New York, New York.

Dear Mr. Case:

Under date of November &, 1985, )the Board
received from the Secretary of the Federal Open
Market Committee copies of the final drafte of the
resolution and motions adopted by the Committse at
its meating in Washington on October RR=R4, 1935, and

-2 3 3%
there is attached a copy of a lstter being addreased

to the Chairman of the Committee todsy advising of the
action taken by the Board in comnection therewith.

Very truly yours,

Chester Morrill,

Secretary.

SR T  p—— SN [T N
”ﬂ 5 E‘;:;n ) x{ )
0oL 1
|5 Whooutucsion B Soaasonns | 3
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November 23, 19885,

Mr. R. L. Austin, Chalrman,
Federal Reserve Bank,
Philadelphia, Pennsylvania,

Dear Mr. Austin:

Under date of November 4, IQESA the Board
received from the Secretary of the Federal Open
Market Comnittpe coples of the final drafts of the
resolution and motions adopted by the Committee at
ita meeting in Waghington on (ctober 22-24, 1955, anﬁ

1l-2 3
there is attached a copy of a letter&poing nddrealod

to the Chairman of the Committee today advising of the

action teken by the Board im comnection therewith.

Very truly yours,

Chester Morrill,
Secretary.

e

Fyrn. /u/y_jmjn LE @@ [F;D\Y/

igitized for FRASER
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November 23., 1985,

CONFIDESTIAL

¥r, E, 85, Burke, Jr., Acting Chairman,
Federal Reserve Bank,
Cleveland, Ohlo.

i
i
x
t

Dear Mr. Burke:
Under date of November 4, 1935,)the Board

received from the Secretary of the Federal Upen

Market Committee copies of the final drafts of the

resolution and motions adopted by the Committee

at its meeting in Enlhihghon on October 22-24, 1935,
PR A RN SO0
; and there is attached a copy of a letier|bsing addressed

to the Chairman of the Committee today advising of the

action taken by the Board in commection therewith.

]
I Very itruly yours,
E
i

Chester Morrill,
Secretary,

310

igitized for FRASER
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Rovember 23, 1938,

CONFIDENTIAL

Mr. %, ¥. Hoxton, Chairman,
Federal Reserve Bank,
Richmond, Virginia.

Dear Mr. Hoxton:

Under date of November 4, 1955,| the Board
received from the Secretary of the Federal Open
Market Committee copies of the final drafts of the
resolution and motions adopted by the Committee at
its meeting in Washingtion on October 22-24, 1945,

W-23-3§5
and there is attached & copy of a letter\being ad-

s

dressed to the Chairman of the Commitiee tocay
adviaing of the aotion taken by the Board inm con-

nection therewith,

Very truly yours,

Chester Morrill,
Secretary.

o)

e ILE COPY
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November 23, 1935,

CORFIDE

igitized for FRASER
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Nr. W, H, Kettig, Deputy Chairmean,
Federal Heserve Bank,

Atlanta, Georgia.

Dear Mr. Kettig:

Under date of November 4, 1955,/ the Board

received from the Secretary of the Federal Open
Market Committee copies of the final drafts of the
resolution and motions adopted by the Committee at
its meeting in Washington on October 22-24, 1958,

=3I
and there 1s attached a copy of a letter being ad-
dressed to the Chairman of the Committee today ad-
vising of the action teaken by the Board in connec-

tion therewith,

Very truly yours,

Chester Morrill,
Secretary.
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Rovember 23, 1935.

CONFIDENTIAL

oY, R ) N/ %735

Pigitized for FRASER
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Mr. E. M; Stevens, Chairman,
Federsl hsserve Bank,
Chioago, Illimois.

Dear Mr, Stevens:

Under date of November 4, 1955,\the Board
received from the Secretary of the Pederal Upen
Market Committee coples of the final drafts of the
resolution and motions adopted by the Committee at

its meeling in Washington on October 22-24, 1955,

-~

¥-387
and thers 1s attached a copy of a lettar\baing

addressed to the Chairman of the Committes today
advieing of the action taken by the Board in con-

nection therewith,

Very truly yours,

Chester Norrill,
Secretary.

G/

“ILE COPY
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November 27 1935,

CORFIDENTIAL

Federal Heserve Bank,

|

!

t Mr, J, 8. Wood, chl.irlm,
[ St. Loulas, Missouri.

Dear Nr, ¥oods

Under date of November 4, 1935} the Board

received from the Secretary 61‘ the Federal Open
Market Committee coples of the final drafts of the
resolution and motions adopted by the Committee at
its meeting in Washington on October 22«-24, 1935,

2 73§
and there is attachsd a copy of a lstter {boing ad-

dressed to the Chairman of the Committee today
advising of the action taken by the Board in con-
nection therewith.

Very truly yours,

Chester Norrill,
Secreotary.

cm/

e ILE COP
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¥r. J. K. Puyton, Ch&imn,
Federal Reserve Bank,
Minneapolis, Minnesota.

Dear ¥r, Peyton:

DECLASSIFIED

K Ordar 15288

(~

a3

November 23, 1935,

Under dete of Rovember 4, 19

"{ié the Board

received from the Secretary of the Federal Open

Market Committee coples of the final drafis of the

resolution and motione adopted by the Commitiees at

its meeting in Washington on October 22-24, 1835, and

11~2 3-8 %

there is attached & copy of a lette¥ being addreased

to the Chairman of the Committee today advising of

the action taken by the Board in connection therewith,

Very truly yours,

Chester Morrill,
Secretary.
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November 233., 1985.

:ORF1L

¥r. E. P, Brown, Deputy Chalrman,
Federsl Reserve Bank,

Kansas City, Nissouri,

Dear Mr. Browni

Under dute of November 4, 1955k the Board

received from the Secretary of the Federal Open
Markot Committee coples of the final drafts of the
resclution and motions adopted by the Committee at
its meeting in ¥ashington on Octcber «2-24, 1935,

[f~2 335
and there is attached a copy of a lettc;&bning ad-

dressed to the Chairman of the Committes today
advising of the action taken by the Board in couve-

nection therewith.

Very truly yours,

Chester Morrill,
Secretary.
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¥r, C. C. Walsh, Chairmen,
Federal Reserve Bank,
Dallas, Texas.

Dear ¥r, Walghi

Under date of Kovember 4, 1955,\tha Board

received from the Secretsary of the Federal Opom
Earket Comuittee coples of the final drafis of the
resolution and motions sdopied by the Commitiee at
its meeting in Wesghingtom on October 2z-~24, 1885,

/)=23-38
and there 1g atteched a copy of & lettprgboing ad-

dregsed to the Chalrmun of the Committee today
advising of the action taken by the Board in con-

nection therewith,

Very truly yours,

Chester ¥orrill,
Secretary.,

FILE COPY




i Reproduced from the Unclassified / Declassified Holdings of the National Archives

| DECLASSIFIED i

| Authority 8(0 roler /8 2&0

|
| :

%33. 3~

Kovember R5, 1955.

|

SONFLDENTIAL

¥r. W, B, Moore, Deputy Chairmsan,
Yederal Reserve Bank,
San Francisco, Californis.

Dear Ur. Hoore: :
Under date of November 4, 19553 the Board

received from the Secretary of the Federal Open
Karket Committee coples of the final drefts of the

resolution and motions adopted by the Committee at

1wmwu%1nmwm@monmmmrmmﬁ1@%@23m3;ﬁ.

and there ie atiached & copy of a letter |being ad-

dressed to the Chairmen of the Commitise today
advising of the action teken by the Board in con-

pection therewlith,

Very truly yours,

Chester Morrill,
Secretary.

b
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CONFIDENTIAL

Mr. George L, Harrison, Chairman,
Federal Open Narket Committes,

Care Yederal Reserve Bank of Hew York,
New York, New York.

Dear Governor Harrisoas

Refereonce is made to the resolution adopted by the Federal
Open Market Committee at its meeting on October 285, 1835, in Washington,

The Board has given careful consideratica to the Committee's
statement szbout the present ¢redit situation and the possible desir~
ability of taking steps to absord some of the excess reserves of men-
ber banks, either through the reduction of the System's portfolio of
Governmsent securities, or through the raising of member bank reserve
requirenents.

In view of the Committee’s observations, with which the Board
concurs, that there is nothing in the business or credit situation
which 2t this time necessitates the adoption of any policy designed
to retard credit expansion, and that the primary chjective of the
System at the present tisme is still to lend its efforts to a further-
ance of recovery, the Board feels that 1t would not be timely to under-
teke at this stage of business recovery any measure for the absorption
of excess reserves.

The Board is alive to the injurious consequences that will
be caused by the excess reserves if they are permitted to go uncone

trolled beyond the poimt where it will become remsonably clear that

= ILE COPY
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further pursuit of the policy followed thus far by the Federal Reserve

Systen during the depression will be attended with econocmie hasards to

the country which the System could not safely assume. ¥When and &s that
point approsches the Board will sact.

4 preliminary study has been made of the possible effects on
the position of member banks of any change in reserve requirements
that might be made by the Board. A summary of the results of this
study, as presented by the Division of Bank Operations, is atiached.

The authority granted in the motion adopted by the Federal
Open Market Committee at its meeting with respect Lo the purchase
and sale {which it is understood would include allowing maturities
to run off without replacement) of Government securities by the
exocutive committee, is in the same form as that approved by the
Federal Open Market Committee at its meeting on Nay 27, 1985, und,
inasmuch a&s it provides that before uny purchases or sales are mude
by the executive committee telegraphic approwval of a majority of the
Federal Open Market Committee and the approwal of the Board will be
obtained, there eappears to be no necessity for the Board to tsuke ac~
tion on the authority at this time. However, the Board will hold
itself in readiness tc consider any action proposed by the executive
comnittee with the approval of a majority of the Federal Opem Murket
Committee, as provided in the motion.

The second motion adopted by the Federal Upen Market Com-
mittee authorises the executive committee to make shifts of maturi-

ties of Government securities in the System account up to $800,000,000,

provided that the amount of securities maturing within two years be

5 Frots s ’}y‘" T
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waintained at not less tham §1,000,000,000 and that the zacumt of
bonds in the sccownt be not ower $800,000,000. The Board has esre-
fully considered the reesons givem for the adoptiom of this metlon,
but feels that s substantial sbift in maturities of securities held
in the aecount would not be desirable at this time. Thefefore, the
Board approves the authority givem to the exscutive gomalttes only
to the extent necessary to enible the comaittes to replasce securi-
ties meturing betweem now and the date of the mext meeting of the
Federal Open Narket Comnittee which will be beid sometime before
the end of the current year im complianoe with the requirement of
the law that st least four meetings de held sach year.

A copy of this letter 1s being forwarded to the sheirman
of the board of directars of each of the Federsl reserve banks.

Yery truly youwrs,

Federal Reserve Bank of St. Louis
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Form No. 131
FEDERAL RESERVE

Office Correspondence -
To____ Nr. James Subject:

Lrr

>AL RESERVE BoARD TILE

From . _ Mr. Carpenter -

@\ /&)}‘ ﬁ\ There is attached, for your informatiom, an excerpt from
the minutes of the meeting of the Board held on November 20, 1988,

Ifrom which it will be noted that it was agreed at the meeting that

you should have an opportunity to record in the minutes any position

that you may desire to take with regard to the letter to the Chalre

man of the Federal Open Market Committee, = copy of which is attached.
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EXCERPT FROM THE MINUTES OF A NEETING OF THE

mwarmmwmmmm

e Tt Qﬂl N{IV B

In accordance with the request made at the meeting of the

Board on November 8, 1055, My, Hiller presented a draft of letter to

the Chairman of the Federal Open Mariket Committee with regard to the

action taken by the Committee at itz mesting held in Washington on

October 22.24, 1955, The proposed draft was discussed and certain

smendments were suggested,

tized for FRASER
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eral Reserve Bank of St. Louis

At the conclusion of the discussion, 1t was
waninously sgreed that the letter should be re-
vised in accordance with the suggestions and
circulated among the members of the Bosxrd for
fnitisls, with the understanding that 1f the let-
ter wars approved by the zeadets whid are in Wash-
ington 1¢ would be trenmmitted immedistaly.

In this connection, 1t wes pointed out that
Hr., James would not return to Washington until
noxt week and it was agreed that he should be given
an opportunity to record in the minutes any nosition
that he may desire to take with regard to the nmatter.
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BOARD QF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

R PRESS
IMMEDIATE RELEASE NOVEMBER 22, 1935,

Statement by Chairmean Eccles on inflation and reserves.
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There appears to be widespread misunderstanding of the situation

now existing with respect to inflationary possibilities, as well as a
misconception of my own attitude with regard to inflation. I sought

to emphasize in my speech before the American Bankers Assoclation that
it was the duty of the Government to intervene in order to counteract
as far as possible the twin evils of inflation &nd deflation. The

word inflation is used by some people to mean any expansion of credit,
or any repid advence in prices. In order to maoke it cleur what I have
in mind when I speak of inflation as a phenomenon that needs to be con-
trolled, I define inflation as a condition brought about when the means
of pdyment in the hands of those who will spend them increases faster
than goods can be produced. In other words, the volume of money must
be related to the volume of actuzl cnd potential production of real
wealth,

I asked the question: "How is it possible to have inflation when
men are idle and plants are idle?"

"There cen be speculative excesses vhen surplus funds bid up
stocks or reanl estate, but inflation in the generally accepted sense
can only come about by increasing the means of pzyment in the hands
of people who are willing to spend faster than we can increase pro-
duction. We are a2 long way from such a period of inflation."”

Considerable confusion seems to exist in some quarters, as re-
flected in some of the newsprpers, about the dangers of "inflation®
at present. But it is evident that what is meant in most cases is
not inflation in the sense I have indicated, but o stock market "inflation".

In other words, there seems to be concern sbout & repetition of the stock

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



r Reproduced from the Unclassified / Declassified Holdings of the National Archives | DECLASSIF ED _}
. Y '~y
Authority 84070112{’/9&)@ ‘
|

| oo X-9367

market excesses of 1929 and a lack of understunding of the Federzl Reserve
System's power to deal with the situation. I wish so far as possible to
clarify the picture in order to correct the notion that the Federal Reserve
System could, by action at this time, reach the stock market situztion, and
secondly, the totally mistaken idea that the Chairmon, or for that matter,
the other officials of the Federal Reserve System, are indifferent to or dis-
inclined to do whatever is within their power to prevent the development of
an unsound condition.

Anyone who will take the trouble to consult the Reserve System's reports
on the condition of member banks will see at once that the total of sccurity
loans by banks both to customers other than brokers and to brokers have shown
no growth since the middle of March, when the present rise in security prices
began. In fact, the figures show something of a decline between March 13 and
November 13, as is indicated by the following table:

LOANS ON SECURITIES BY REPORTING

; MEMBER BANKS IN 101 LEADING CITIES
| (In millions of dollars)

March 13 Novenmber 13
1935 1935 Change
Total loans on securities* 3,239 3,06 - 187
To brokers and dealers:
Total 1,031 974 - 87
In New York City 854 815 - 39
OQutside New York City 177 159 - 18
To customers¥ R,208 2,078 - 130
STOCK PRICES
(1926= 100)
421 stocks 63.1 93.3 + 30.2
(+ 48%)

“Exclusive of loans to banks
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The rise in security prices has not been financed by bank credit.

The securities are being bought mostly for cash out of the abundant in-
vestment funds in the hands of corporations and individuals and out of
funds sent to this country by foreigners who wish to invest here because
they believe that this is the safest and most profitable use for their
money.

I wish to emphasize two points as strongly as I can: First, I think
that there¢ is an element of safety and of strength in the fact that the
security purchases are being financed out of cash without increased use
of bank credit. I am doubtful whether a run-away stock market situation
can proceed very far without being reflected in an increased demand for bor-
rowed funds.

In this connection I wish also to point out that the amount of money
going into the stock market is not, as some have contended, depriving the
capital market of adequate funds and thus retarding recovery. That ample
funds are available in the capital markets is evidenced by the fact that of-
ferings of long term securities and mortgages are being zbsorbed at yields
which have bcen steadily declining,

The second point which I wish to emphasize even more strongly is that
those who are suggesting that the Federal Rescrve System should do something
about stock market conditions at present are under the misteken impression
that the System can intervene in the market at any time. As a matter of fact,
the System has no authority whatsocever to curb buying of securities by
individuals or corporations, whether foreipgn or domestic. Its only authority

in this matter is over margin requircments, which apply only when transections
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are on credit, as is not the case to any extent at the present time. The
only power the System has is to control the speculative use of bank credit,
There is no gpeculative use of bank credit in the present situation.

Therefore, I should like to nail once and for all, if possible, the
idea that the Federal Reserve System is neglecting at this time to exer-
cise its power over stock market speculation, There is no truth in this
idea,

As for the general business and credit sjituation and the volume of
member bank reserves ~ it is clear that there is no excessive expansion
in any field at this time. There is no evidence of accumulation of inven-
tories, or of frantic bidding for a limited amount of goods, or of an ex-
pansion of bank credit, save through the purchase of Government securities.
The turnover of deposits is still low,

The general credit situation as well as developments in the stock
market require close¢ and careful study as to the appropriate time for and
method of action. This close study 1s being given by the System, including
not only the Board of Governors itself, but the Qpes Merket Committee and

the Advisory Council as well.
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RECOMMENDATIONS OF Tﬁﬁ FﬁbﬁhﬁL ADVISORY COUNCIL

—
| FEDERAL RESTRYE 20ARD FILE

THE BOARD OF GOVERNORS OF THZ FEDERAL RESERVE SYST

November 21, 1935.

Topic No. 1, Open Market Operations.
(]

RECOMMENDATION: The Federal Advisory Council, in view of the fact
that it has been advised by the Chairmen of the Board of Governors of the
Federal Reserve System that the Board does not have the authority_to
initiate open market operations, requests the Board to submit the follow-
- ing recommendation to the Open Market Committee and to call for that
'purpose'a épecial meeting of said Committee at an early date.

The Federal Advisory Council of the Federal Rescrve System has re-
ceived the communication of the Board of Governors of the System, wherein
reference is méde to the statement of the Council made to the Board at
its meeting of September 24, 1955,'concerning the amount of Government
securities held by the System, which has not varied for a long time, and
calling the attention of the Board to the basic theory of open market
operations: that there should at all times prevail sufficient flexibility
to prevent undue eXpansion and contraction in the credit structure of
the country. The Council enquired whether the Board agreed with the
principle enunciated.

The present communication of the Board recognizes "the necessity
for the consideration of the factors referred to in the statement as
elements in the determination of open market policy" and closes with the
statement that "if the Council has any proposais to make with respect to

the operation of the open market account of the Federal Reserve System,

&.Ml 4 - %{..fe a[ / 5’0. 24 w&-»f.u:,‘i,,'éf;.i.z, “/ */ / 8
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which it believes to be pertinent in the existing situation, all factors
considered, the Board will, as in the past, be glad to receive them and
consider them'".

The Council is fully cognizant of and thoroughly appreciates the
importance and significance of the obligation imposed upon it by law "to
confer directly with the Federal Reserve Board" and "to make recommenda-
tions in regard to discount rates, rediscount business, note issues,

reserve conditions in the various districts, the purchase and sale of

gold or securities by reserve banks, open market operations by said banks,
and the general affairs of the reserve banking System", and it has given
its most careful and earnest consideration to the suggestion by the Board
that it will be glad to receive from the Council such proposals as it may
make with respect to the open market account of the System;

As a result of this consideration the Council desires to call the
attention of the Board to the fact that, since the discontinuance, more
than two years ago, of open market purchases by the System, excess reserves
of member banks held by the System have now reached the unprcecedented total
of more than three billion dollars, which may well be considered as a base
upon which additional bank credit can be extended to the extent of at least
thirty billion dollars with a corresponding increase of bank deposit lia-
bilities.

The Council believes that there have now been some considerable evi-
dences of recovery in business, of an increase in prices generally, and
partiwcularly in the sccurity markets of the country, with the possibility,

at least, that a too rapid advance of security prices could easily develop
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into a new wave of speculation such as preceded the market collapse of
1929. The constant pressure of the very large excess reserves of the
member banks creating a plethora of the available supply of bank credit
has a very distinct tendency to foster and encourage speculative activity,
increase prices, and raise the living cost of the population. The Council
believes that, even with the practically complete elimination of cxcess
reserves, the banking system of the country would still be preparcd and
ardently desirous of meeting any and all legitimate and proper demapds
for bank credit, and it s strongly of the opinion that, in order to
obviate the probability of an undue and dangerous credit inflation, it is
desirable from every point of view to eliminate or at least greatly reduce
the excess reserves now being carried in the System.

Since the cnactment of the Banking Act of 1935, there exist two
methods by which this can be accomplished. 1. The selling or "permitting
to run off" of a portion or all of the System holdings of Government securi-
ties, 2, Raising of reserve requirements.

The Coﬁhcil has most earnestly considered the question as to which
of these two methods might be the more desirable under the present circum-
stances and has determined to recommend as strongly as possible the first
method.

The controlling reason for this is the indisputable fact that so
long as Government bonds are held under the ownership of the System, either
the currency of the country or the reserves of member banks, to a corre-
sponding extent, are dependent entirely upon a Government obligation. The

world history of currency and banking has demonstrated the dangers inherent
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in such a system or policy too many times to make it necessary for them
to be elaborated upon in this communication.

There is, however, another reason for preferring the first method,
namely, the ease and flexibility with which it may be administered. Under
that method, Government security holdings may be permitted o run off or
may be sold, rapidly or gradually, as in the judgment of the Open Market
Committee, may seem to be feasible or advisable. If at any time, the
effects seem to be too severe, it is possible to suspend or even temporarily
to reverse the policy.

Under the second mzthod, namely, increase of reserve requirements,
rigidity is substituted for flexibility, since it must be entirely apparent
to any one that frequent changes in reserve requirements would create a
chaotic condition in planning for the future by member bank managcment.

Finally, the Council wishes to make perfectly clear to the Board
that, after Government security holdings of the System have been eliminated
or greatly reduced, and if, then, further curbs upon speculation should
seem to be desirable, there would certainly bec no possible objection to
an increase in reserve requirements. On the contrary, it would become
the clear and plain duty of the Board fearlessly and promptly to take

such action.
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Noveriber 20, 1935,

MEMORANDUM ON PROPOSED REQUEST FOR INFORMATION RE LARGE DEPOSITS

P cse yuézz/

The Board of Governors in formulating 4ts general policies is

interested not only in the volune of  deposits but also in the turnover,
nov and in the future. Onec factor that has a bearing on the turnover
1s the distribution of depositis anong different econonic groups, about
which alnost no current infornation is availobles Since 1933 over
$5% billion of new demand doposits have come into existence, What has
happened to this purchasing power? Has it been distributedbamong all
econonic groups or has the bulk of it come to: rost temporarily in large
corporate accounts? It is known that deposits in New York and Chicago
are far in excess of their 13929 peak., It is also knom that denand de-
posits in the central reserve city and reserve clty nerber banks have
increased over $4 billion since 1933, If this represents a growth of
large corporate balances what bearing will this have on the probable
future denandfor bank credlt and on the volume of new capital 1ssues?
As there are over fifty nillion soparate accounts a complete cover-
ago and classificd distribution of deposits would be a large tasks It
is known, however, that in 1933 about 45 percent of tofal deposits were
in 47,000 accounts of over $50,000 each. It appears, therefore, that
Information on the larger accounts in the larger banks would throw con-
siderable light on what has happened to the deposits croated in the

past two years vhile involving o ninimunm of trouble to collect,

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

s

o



Reproduced from the Unclassified / Declassified Holdings of the National Archives » "" | V’ DECLASSIFIED 1\
" Authority EKOrder /4 &% l
b
-? -
Procedurs

The original suggestion was to obtain information on identical
accounts at intervals during the past six years., If, however, the
inquiry were confined to a few accounts in a few banks it would be
impossible to determine whether the changes shown were actual changes
in corporate accounts or merely represented shifts between banks,

.If the inquiry were limited to the period since the bank holiday it

is believed that changes due to shifts of deposits would be minimized,
It is now proposed, therefore, to investigate the feasibility of obtain-
ing information on all accounts above a certain amount, classified by
manufacturing, trade, public utility and railroad, financial, personal,
and other, as of a recent date, and the same accounts as of June 30,
1933, The broad classifications would preciude the possibility of
identifying the ownership of any deposit. If the information here
suggested were obtained it would throw light upon the present distri-
bution of the larger deposits and would aid in determining what has
happened to the deposits created by Goverrment financing and by inflows
of gold,

Questions

The specific questions on which assistance is solicited from the
Advisory Council are as follows:

1, Accounts above what size in New York and Chicago banks would
include some 30 or 40 percent of their deposits?

2, Accounts above what size in the 76 largest banls outside of

New York and Chicago would include some 25 percent of their deposits?
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3. Would the tabulation and classification of such accounts

involve much inconvenience?

Before proceeding with the inquiry the answers to these questidns
would be sought from the individual bankers affected., In the meantime
the Board will appreciate any assistance the Advisory Council may give

it in this matter.
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November 19, 1935,

Mr. Eugene M. Stevens, Chairman,
Federsl Reserve Bank of Chicago,
Chicago, Illimois.

Dear Mr. Stevens:

‘Receipt is acknowledged of Jour letter of

uova-ber 15 ko Chairman Eccles relative to the adop-

tion by your board of directors of a statement regard-

|

|

ing the report of the last meeting of the Federal Opem
Market Committee.

Your letter is being brought to the atten-
tion of the members of the Board.

Very truly yours,

Secretury.

Qs
= | ﬁ ﬂL: C @ F@ W

- E
Az ,L‘; "'f’ ; v; ;‘ jg)‘s-m ______
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November 18, 19385,

Memorandum to Dr, Burgess:

We have gone over the tentative draft of the pro-
posed record of the actions takenm by the Federsl Open Market
Commitiee at 1ts meetings on Qotober 2% -~ 24, 1935, and 1
attach a substitute dreft for your oonsiderstion., The prin-
cipal purpose of the changes is to smplify the reasons for
the adoption of the two short resclutions and in doing so
we have utilised the orsl explanation made by Governor Har-
rison, The change in the caption wes made in view of u,;c

/s
..

it would be willing to acoept a record prepered and submitted
by the committes,

{Sigred) Ciiestor Moeriy

Secretary.

ﬂ! {%? C ( g *» [il;,f N4

Federal Reserve Bank of St. Louis
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| RECORD OF ACTION TAKEM BY YHE FEDERAL
OPEN MARKET COMMITTEE AT ITS MEETTNGS

I¥ WASHINGTON, D. C., ON OCTOBER 22~

u, mss, UPON QURSTIONS OF POLICK

There were prosants

dy. Harrison, Chalirman of the Federal Open Market Counittes
and Governor of the Pederal Reserve Bank of Kew York;

Neaars. Ioung, Norris, Fleaing, Seay, Newton, Schaller,
Martin, Geery, Hamiltoa, and Celkins, Governors of the
Federal Reserve Benke of Boaton, Philadelphia, Cleveland,
Riehmond, Atlants, Chiesgo, St. Louls, Winneapclis, Kansas
City, snd Sen Francisos, respectively;

Nr. Coeleman, Deputy Gevernor of the Fedaral Reserve Bank of
Dallas; and

Nr. Burgess, Secretary of the Federal Opea Market Commities
and Deputy Governor of the Pederal Rasserve Bank of New York.

After & review of business snd sredit conditions the Comaittee,
by wsanimous vote, sdoptad the following resolutfon. The ressons for
the }Mtﬁn’a aotion ars set forth in the resoluticn:

The Commities reviewsd the prelisinary mssorendum sub-

- mitted by the Chalrmean amd discussed st lemgth business and
oredit conditions and the banking pesition in relstion wo
them. It was the umaniscus opinion of the Committies that the
primary objective of the fystem at the present time 13 still
to lend its offorts towards the furtherance of recovery.
While much progress has been made, it cannot be sald that busi-
ness activity on the whole is yet normal, or that tho effects

- of the depression are yet overcome, Htatistics of dusiness
sotivity and business eredit activity, both short and long
term, do not now show any undus sexpansion. In these circun-
stances, the Commlttes wes umanimously of the opinion that
there 1» nothing in the business or credit situstion which at
this time necessitates the adoption of any policy designed to
retard credit expsusion.

But the Committes cannot fall to recognize thet the repid
growth ef bank deposits and dbank ressrves in the past year and
a half {3 mildiag up a crodit base whieh may be very diffienlt
to osntrol if undue credit expansion should hecome evideut.

The continued large imports of gold and sllver serve to increase
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the msyltade 27 thut -~»ablem, Even now actual reserves of
aowber banks are sore than doubls their recuirementas, and
there 18 no evidence of » let-up in their growth. That be-
ing so, the Committee is of ithe opinton that steps should

be taken by the Reserve Cystem as promptly as may be possible
to absorh at least some of these excess roserves, not with »
view ‘0 checking some fNurther expansion of crodit, bdut rather
to put the System in a hetter positfon to act effectively in
the even? that credit expsasion shoulé go too far.

Two methods of sahsorbing excess reperves have been dig-
cusped hy the Committee: {z) the sale of TMort-term Govern-
nent mecuritixs by the Federal Rescrve Svotem, and (b) the
ralsing of reserve recquirements,

While the Committee fecls thut zethod (al, if employed,
would have the dual sffect of ahzorbing exzsese reserves and
improving tho position of the Hessrve Bonks, neverthelese,
there are two risks 1o thir method, TFirst, that it nay be
s shock to the bond market, indueing sales of securities by
banks all over thms country; sscond, that howwver it may e
explained publicly, it may be nlsconstrued by the ublic as
a nejor reversal of credit policy, aince this method has
naver been saployed except as a memns of restraint, shich is
not desived at this time. A majority of the Committee is
opposed to the ssle of Government securities at this time,
delieving that its adventages do not now jJustify the risks
involved in this mefhod of dealing with the subject.

There are slso risks incident to method (b), - raising
reoperve reguirements, This method of control is new sand un~
triod and may possidly orove at thiz time to be an undue and
restraining Influence on the desirable further extension of
bank credit. The Conalttee feels, thersfore, that before
this method of desling with the nroblem of excess reserves
is employed, 1t would be wise for the Board of Governors of
the FYoderal Reserve Svstem to make a thorough study, through
the twelve Fedsral Ressrve Banks, of the amount and location
of exces2 reserves by districts and by classes of banks, in
order thmus to determine whether, or to what extent if at all,
an increase in reserve reguiremsents amight interfere with the
extensicon of loans and investments of member banks,

In view of the monetary powers now possessed by the
Treasury, the Committee is impressed with the importance of
advising with the Treasury ralative to any steps that uey be
taken by the Reserve System in order as far as possible to
insure reasonabls coordination of actiom.
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Furthermore, the Committee recognlses the possible

dangers of the public misunderatanding of any action which
may be taken in this matter, and would favor a careful pub-
1lic statement before action is taken.

In making these suggestions to the Roard of Covernors

regarding reserve requirements, the Commitiece recognises
that it is going somewhat beyond its own immediate jurisdic-
tior, but 1t has found it impossidle to consider open market
operations independently from the whole credit situation and
other Federal Reserve policies.

After discusasion it was sgreed that the authority previously
granted to the executive committse of the Federsl Open Market Committee
to make shifts of maturities in the Systiem open market account should
be continued, as neceasary in the proper administration of the account,
to enable the executive committee to replace maturities from time to
time and to make shifts in maturities to meet changing market conditions.
Therefore, it was unanimously

VOTED that superseding previous authorisations, the executive
committee be authorised to make shiftz between msturities of
government securities up to $300,000,000, provided that the
amount of securities maturing within two years be maintained
at not less than $1,000,000,000 and that the amount of bonds be
not over $500,000,000,

It was alzo agresd that authority should be given to the
executive committee to buy or sell (which would include authority to
allow maturities to run off) securities for System account up to a
certain amount, in order that the committee might be in a position to
act promptly if occasion for action should arise due to unforeseen causes
or, to offset, through open market opsrations, any unsettlemsnt that
might result in the Government bond market from a change by the Board

of Governors of the Federal Reserve System in reserve requirements of

http://fraser.stlouisfed.org/
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Trerefore,

it was vnanimounly
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YYED that ths executive comaittes be authorized to buy
or sell up to §250,070,000 of Government securities sub-
Joct to telegraphic approval of a majority of the Fedoral
Onen Market Committee and the apnroval of the Brard of
Governors of the Federal Reserve Sratem,

George L. Harrisen
Chalrman, Federal Open
Rarket Committee
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REPORT OF ACTION TAKEN BY THE FEDERAL
OPEN MARKET COMMITTEE AT ITS MEETING
HELD IN WASHINGTON, D, C., OCTOBER 22-
24, 1935, UPON QUESTICNS OF POLICY RE-~
LATING TO OPEN MARKET OPERATIONS.

CONFIDENTIAL

There were present

Governor Harrison, chsairman, Governors Young, Norris, Fleming,
Seay, Newton, Schaller, Martin, Geery, Hamilton, and Calkins.
Deputy Governors Gilbert and Burgess, secretary,

After a review of business and credit conditions the Committee adopted
the following resolution unanimously.

The Committee reviewed the preliminary memoran&nn)&
submitted by the Chairman and discussed at length business '
and credit conditions and the banking position in relation to
them. It wes the unanimous opinion of the Committee that the
primary objective of the System at the present time is still
to lend its efforts towards the furtherance of recovery., "hile
much progress has been made, it cannot be said that business
activity on the whole is yet normal, or that the effects of
the depression are yet overcome. Statistics of business activity
and business credit activity, both short and long term, do not
now show any undue expansion. In these circumstances, the Com-
mittee was unanimously of the opinion that there is nothing in
the business or credit situation which at thie time necessitates
the adoption of any policy designed to retard credit expansion.

But the Commitiee cannot fail to recognize that the
rapid growth of bank deposits and bank reserves in the past year
and a half is building up a credit base which may be very diffi-
cult to control if undue credit expansion should become evident.
The continued large imports of gold and silver serve to increase
the magnitude of that problem. Even now actual reserves of mem-
ber banks are more than double thelr requirements, end there is
no evidence of a let-up in their growth. That being =o, the
Committee is of the opinion that steps should be taken by the
Reserve System as promptly as may be possible to absorb at least
some of these excess reserves, not with a view to checking some
further expansion of credit, but rather to put the System in a
better position to act effectively in the event that credit ex-
pansion should go too far.

Two methods of zbsorbing excess reserves have been
discussed by the Committee: (a) the sale of rhort-term Govern-
ment securities by the Federal Reserve System, and (b) the rais-
ing of reserve requirements,

While the Committee feels that method (a), if employed,

* Copy atbached herewith
Digitized for FRASER .

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives \' DECLASSIFIED

' Authority ExDider (5 2?5(() ‘

-2

would have the dual effect of absorbing excess reserves and
improving the position of the Reserve Banks, nevertheless,
there are two risks in this method. First, that it may be
a shock to the bond market, inducing sales of securities by
banks all over the country; second, that however it may be
explained publicly, it may be misconstrued by the public as
a major reversal of credit policy, since this method has
never been employed except as a means of restraint, which is
not desired at this time, A majority of the Committee is
opposed to the sale of Government securities at this time,
believing that its advantages do not now justify the risks
involved in this method of dealing with the subject.

There are also risks incident to method (b), — rais-
ing reserve requirements. This method of control is new and
untried and may possibly prove at this time to be an undue and
restraining influence on the desirable further extension of
bank credit. The Committee feels, therefore, that before this
method of dealing with the problem of excess reserves is em-
ployed, it would be wise for the Board of Governocrs of the
Federal Reserve System to make a thorough study, through the
twelve Federal Reserve Banks, of the amount and location of
excess reserves by districts and by classes of banks, in order
thus to determine whether, or to what extent if at all, an
increase in reserve requirements might interfere with the ex-
tension of loans and investments of member banks.

In view of the monetary powers now possessed by the
Treasury, the Committee is impressed with the importance of
advising with the Treasury relative to any steps that may be
taken by the Reserve System in order as far as possible to
insure reasonable coordination of action.

Furthermore, the Committee recognizes the possible
dangers of the public misunderstanding of zny action which may
be teken in this matter, and would favor a careful public state-
ment before action is taken.

In making these suggestions to the Board of Governors
regarding reserve requirements, the Committee recognizes that
it is going somewhat beyond its own immediate jurisdiction, but
it has found it impossible to consider open market operations
independently from the whole credit situation and other Federal
Reserve policies.

After discussion of the authority which it was necessary to give the

executive committee in order to replace maturities from time to time in the

System account, and in order to make shifts in maturities to meet changing

market conditions, it was unanimously
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VOTED that superseding previous authorizations, the execu-

tive committee be authorized to make shifts between maturities

of government securities up to $300,000,000, provided that :
the amount of securities maturing within two years be main- Z//
tained at not less than $1,000,000,000 and that the amount

of bonds be not over $500,000,000,

After discussion as to further authority which should be given to the

.

executive committes in 6?dgr to keep the committéé'in a positio£m¥oygct promptly

if any occasion for action arose due to causes not now foreseen, it was unani-

mously
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VOTED that the executive committee be authorized to buy or

sell up to $250,000,000 of Government securities subject to 45
telegraphic approval of a majority of the Federal Open Market ‘
Committee and the approval of the Board of Governors of the

Federal Reserve System.

George L. Harrison
Chairman, Federal Open
Market Committee
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FEDERAL RESERVE BANK OF CHICAGO

230 SOUTH LA SALLE STREET j,

November 15, 1245
OFFICE OF THE

CHAIRMAN OF THE BOARD AND
FEDERAL RESERVE AGENT

. 'ECE VED
FEDER, PF"‘FM“ FOARD

Hon. Marriner S. kccles "5”5 ST
Chairman, Board of Governors
of the Federal Reserve System

Wiashington, D. C. 935 MOV 13 &9 9 48

Gentlenens

At o meeting of the executive committee of this benk today, the
appended statement was adopted and ordered spread on the records, and the
Chairman of the Board was requested to forward & copy thereof to the Board
of Governors at weshington. This statement has been concurred in by every
member of our board of directors excepting one member, whose opinion is
definitely that action should be token towerd @ decrcase in the amount of
holdings of Government securities by the Federel Reserve banks, either by
sale or by maturity without replacement, rather than an action providing
for an increase in the reserve requirements of member banks.

In accordance with the instructions of our committee, therefore,
I am quoting the statement which has bzen ziopted as on expression of the
opinion of the board of directors of this bank, as follows:

Yifter a careful review of the roport of the meetiag of the
Federal Open Market Committec held in Weshington, D. C., October 2&
to October «4, 1935, inclusive, and presented to us by our member
of that comrltteﬁ, the Board of Directors of the Feder:l Ressrve Bank
of Chicago expresses concurrence in the conclusions reached at said
meeting and especlally.as set out in the resolution prepared and
delivered to the Board of Governors.

"This Board fully reelizes that the applicotion of any of the
methods of credit control suggested lie within the nover of the
Treasury. Department and the Board of Governors, to be used when, in
their judgment, it is necessary. However, in a spirit of cooperction
with both of these agencies we desire to ccli their attention to a
feeling of growing uneasiness in the minds of the public as to nossible
credit inflation, caused by repeated reference to this danger by our
oress and public speskers.

e cannot help but feel that for the moment our greatest
notential danger is from our excessively large bank reserves, caused
by a reoid rise 1n banik deposits, through gold imports and goveramentsl
fineneing, the control of which might well be considered our first

objective. i
"z, thereforz, <s a Bosrd, desire to respectfully sugzest
,.,.{ gx R /1 /3?
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FEDERAL RESERVE BANK OF CHICAGO

November 15, 1935

Hon. riner S. Iccles
Che Board of Goveraors

58
ﬁ
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"for earnest consideraticn by the Board of Governors of the
Federsl Reserve System, an increase in recuired reserves sgninst
benl deposits in Central Ressrve end Reserve City benks to nossibly
twenty-five per cent of the incresse now nermitted by law, thercby
not only fortifying our benking structure to this extent, but giving
assursnce to business and the public that the levers of control are
operative and in the hands of zsuthorities who are resdy to use thenm.
Wie believe thet such action accomponied hy & nroper ctotement of its
objectives would be favorasbly intervreted by the finencisl =nd business
interests rether then othervise.

e recognize that in addition to the measure referred to, tha
of en inereszse in reguired reserves, consideretion mecy properly be
iven to cnother effective power in the control of infletionsry ten-
encies, under which credit mey be withdrawm from the narket either by
the sale or by the maturity without revlecement of Government securities
held in the Federsl Reserve System. However, becsuse it is consi

1
Q

that the apolication of such a measure m.pght be reflected in the nmrriet
for Government bonds st this verticulur time, we zre disnosed {o
sucrest the primary consideration of sn ineresse in reserve recuire-
mentsh

Louis
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Form No. 181

Office Corresponuen.e > Date_Novenber 9, 1955,
To Dr. Miller. Subject : B R E e

From Mr. Carpenter

#Pa 16—852

At the meeting of the Board yesterday you were requested to pre-

pare, in consultation with Mr. Goldenweiser, a reply to the attached let-

——

ter dated November 4, 1935, from Mr. Burgess, for consideration at the

e

first meeting of the Board following the return of the Chairman from

the annusl convention of the American Bankers Association in New Orleans.
It was agreed at the meeting that the draft of the reply should
review the consideration which has been given by the Board to the resolu-~
tion adopted by the Federal Open Market Committee with regard to open
market policy, and advise (1) that there appears to be no necessity for
action by the Board on the motion adopted by the Committee authorizing
the Executive Committee of the Federal Open Market Committee to buy or
sell securities, and (2) that the Board approves the authority granted
to the Executive Committee to make shifts of maturities of securities
in the account to the extent necessary to enable it to replace securi-
ties maturing between now and the date of the next meeting of the Federal
Open Market Committee which, in view of the provisions of law requiring
at least four meetings each year, should be held sometime before the end

of the current year.
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' BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
Statement for the Press

For immediate relgase November 8, 1935

The Pederal Reserve System during the/ past three years has
continuously pursued a Rolicy of monetary easg. Discount rates have

been reduced to the lowest level in the hisfory of the System. Pur-

chases of Government securi{ies in the opgn market have been carried
to the highest point on recorg, and holdings have been maintained for
two years at a level of approximately/two and a half billion dollars,
Gold which has come to the count n a steady flow, amounting to
$2,500,000,000 in the past two yeékxs, has becn permitted to exercise
its full effect in adding to the volume of member bank reserves, In
consequence, member banks today have the largest volume of reserves in
their history, aggregating aﬁproximatel $5,700,000,000, which is
$3,000,000,000 in excess/of the amount they are legally required to hold
as reserves agalinst their deposits., These constitute the so~called
excess reserves of {he member banks,

These /excess reserves are widely digtributed throughout the
banking system Znd throughout all scetions of the\country so that all
classes of mepber banks have a large volume of idle\funds in the form
of reserves/at the Fedcral Reserve banks and as balgn s with corres-
pondent bgnks. Central reserve city banks, reserve city\banks and
country /banks have, respectively, 125 percent, 94 percent »-d);f. percent

f 3 C IR Lo
of reder bove thei i ts. el ebumna
es above their legal requirements, IND

W NOV £-1335, 7
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The movement of gold internationally and the aCcompanying
growth of exces®|reserves have resulted in an unprccefdented situation
to which the FederAdl Roserve Systom for some time HMas given careful
consideration with a view to detormining the colirse of action most
appropriate/in adjusting the position of the banking system of the coun-
try with relation to the s f reserves, and the effect they
may exert upon future financiyl stabifity. )

Under the provisions\ of the Banking Act of 19%5, the Board

of Governors of the Federal Resgrvs System has authority to increase re~
serve requirements of member /banks thus deal with the uwnusual situa-
| departing fyom the System!s general policy
of monetary ease and without occasioning Increases in money rates,
tightening of credif/ conditions or a more hewitant lending policy on

the part of memberd banks.

In/view of these considerations and ag an offset against ac-
cumilating ¢xcess reserves resulting from gold impords, the Board,

without départing from its policy of assisting economid recovery through
moneta

shall be increased by 25 percent effective

.org/

Federal Reserve Bank of St. Louis
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The controlling purpose of the Federal Reserve System in
the period of the depression has been to relieve the financial
economy of the country of temsion in any form or degree, so far
as this result could be accomplished by the System's action.

To this end it has pursued without hesitation or reservation a
policy of easy money. iDiscount rates have been maintained at
the lowest level in the history of the System; purchases of
Government securities in the open market have been carried to the
highest point in the history of the System and maintained there
at a level of approximately =2-1/2 billion dollars; importations
of gold, which have come in & steady .and.increasing flow, have
been permitted to exercise their effects without hindrence or in-
terference. In conseguence, the member banks of the Federal
Reserve System today hold either in their own vaults or in the
reserve account which they carry with their Federal reserve banks,
or in their correspondent banks, the largest amount of cash in
their history - so large that taken in the aggregate, they hold
approximstely billions of dollars in excess of what they are
legally required to hold as reserves against their deposits. These
constitute the so-called "Excess reserves™ of member banks of the
System.

During the past two years the chief factor in the growth
of these excess reserves has been the large flow of :;o0ld from for-
eign sources into the United States.

(Here gzive a few facts and figures

for the calendar year 1934 and for

the first half of the year 1935.)
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The influx of gold and the growth of excess reserves has
continued in the second half of the year 1935 not only without
glatement but with considerable acceleration. For the four
months ending October 30 of this year they increased by an amount
of 600 million dollars, the importations during the month of

about
September alone accounting for/380 millions of this amount.

The excess reserves arising out of these enormous impor-
tations of zold have spread to every part of the country, and
member banks of every class have felt the effects of this influx
in the growth of their excess reserves.

(Here give a few facts and
figures showing the partici-
pation of the country banks.)

Such shifts of zold internationally as have taken place in
the past two years and such gains as have accompanied them in the
growth of the surplus and unused cash holdings of the banks of
the United States constitute a condition never hitherto even ap-

" proached in the United States or in any other country and present
a situation of concern to the future of the American financial and
credit economy. They have therefore, and for some time, been
claiming the attention of the Federal Reserve System with the view
of determining the course of action that the Federal Reserve Sys-

tem might most appropriately take in adjusting the position of the

banking system of the country to this anomelous condition.
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It is believed that the policy thus far pursusd by the
Reserve
ersl/System in £llowing the influx of #old to exert its natural
effects on the growth of member bank reserves without interference
hes justified itself. Mot only has money tcnsion disapreared o3
the

money rates have exrerienced / decline to be exrected from the
extrzordinary inerease in the supnly ol money, vith effects in
assistineg the progress of economic recovery vwhich sre not to be
underestinated in the circumstances which have obtained thus far
durinz the period of the depression.

with excess reserves over 3 billions of dollars =nd the
strea of w0ld still flowins into the country, = rudent regard
for the strength znd solidity of our financial and credit economy
counsels an ~attitude of caution on the parit of the Federnl Reserve
System, lest the purpose of the System to support and induce eco-
noriic recovery by pursuing an eacyv money nolicy be defested by
raising douvts as to the future of monecy in the United States,
which woulsd be prejudicial to the restoration of investment snirit
ard enternrise and the develorment of capital markets so essentizl
toc full economic recovery. The whole mutter occasioned by the
huge =ud continuing gold inflow and the enowmuous growih of surnlus
benrin. reserves is one that relates itself both to the economic
recovery of the country =nd to the future economic stzbility of
the country. It is in this spirit that the Feteral Reserve Systen
hos considered the moatter and vwith & view of discharzing the
rarticular ressonsibility vhich has been 121id uron it by the ex-

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives | DECLASSIflED '

f Authority K Qrder 122e ’ '

-
1

tensive grant of ne=w powers conferres upon the Board of Governors

of the Federal Reserve S;stem under the Bernking Act of 1938.
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Clothed as the Board now is with power to change the reserve
requirements of member banks, it is in better position than it
otherwise would be to deal with the unusual situation confronting
it effectively and with a minimum of disturbance, if any at all,
to money and finanecial masrkets, and without any departure from the
controlling purpose of the Federal Reserve System of assisting and
accelerating the forces of economic recuperation by pursuing an
easy money policy.

The Board has reached the conclusion that of the itwo methods
which are open to the Federal Reserve System for dealing with the
problem, (1) the sale of securities by it in the open market, or
(2) the raising of reserve requirements of member banks, the latter
appears to be the more appropriate and satisfactory course. It is
neither intended nor expected that any disturbance in the structure
of money rates should or would result from this course, and no
pressure whatever upon financial markets. The effect of an increase
of reserve requirements will be to offset in some measure the effect
of gold imports upon the reserves of the member banks by taking
them out of harm's way and conserving them for future use.

The Board has therefore decided that, beginning with ’
reserve requirements of member banks of the Federal Reserve System

will be increased.

Federal Reserve Bank of St. Louis
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Office Corresponm,n Date__ oveaber 7, 1935 24
To. . __Board of Goversors ... .. — Subject:_. EBxcess reserves of. = 33,374

S - — - DeEheR DERkey -
od ero 16—852

On October 3O excess reserves of member banks amounted to approximately
$3,000,000,000, er about $600,000,000 above the amount reported for Jume 29,
1939, and about $380,000,000 more than average daily excess reserves for ths
month of September, vhen they amownted to $2,628,000,000, The average daily ex~
cess reserves during the memth of September of cemtral reserve city, reserve
eity, and country banks, in each Federal Reserve districi, were as followss:

/4(. 0‘7/&&;6/3
Dlgmzed for FRA / 3

http://fraser. stlou or*'év
Federal Reserve Bank of St. Louis

Central re- Rueive
Peoderal Reserve districts sorve eity city Coumntry banks

benks _benks
Bosten $125,000,000 $43,000,000
New York $1,177,000,000 3,000,000 81,000,000
Philadelphia 75,000,000 32,000,000
Cleveland 129,000,000 43,000,000
Richmond 86,000,000 31,000,000
Atlanta 21,000,000 25,000,000
Chicago 246,000,000 Tk 000,000 69,000,000
8t. Louls 54,000,000 23,000,000
Mimneapolis 25,000,000 35,000,000
Kanpas City 50,000,000 000,000
Dallas 20,000,000 32,000,000
Total $1,423,000,000  $734,000,000  $471,000,000

Excess reperves of New York and Chicago banks on October 30 were about
$200,000,000 and $90,000,000, respectively, above ths Beptember averages, Later
figures for reserve city and for country bwnks separately are not avallable, but
ths combined average for these two classes of banks for the month of 8eptember,
$1,205,000,000, was approximately $100,000,000 less than at present and not much
above the figures for Jume 29,

#Caloulated in accordance with s$he formula used zince the
passags of the Banking Act of 1935,
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The last date for which we have figures of required and excess re-
serves of each member bank is Jume 29, 1935, the date of the last call report,
On the basis of the June 29 condition reports 129 mesmber banks had deficiencies
in reserves, 768 had excess rescrves of 25 percent or less, 1,13/ banks had
excess reserves amownting to between 26 and 50 percent of required reserves,
and 4,369 had excess reserves amounting to more than 50 percemt of required
reserves, The following is & distributiom of the number of central reserve city,
reserve city, and cowmiry benks on Jume 29, 1935, uccording' to the ratio of ex~-

|
i cess reserves to required reservess

Total Central reserve| Re-

mesber |New Chi- | city | banks
bapks {York | ago benks |

Zotsl number of member bepks $a410 38 18 329 64025
Number with deficiemt reserves 129 w7 -— 12 110

amounting to the following per—

F

|

} Runber with excess rescrves

| contages of required reserveas
|

25 percent or less 768 8 2 74 684

26-50 percent 1,144 9 3 72 1,060

| 101-200 perceat 1,278 n 6 50 1,218
Over 200 percent 1,562 3 2 52 1,505

| #0n the basia of average figures for the semi-weekly reserve
computation period ended October 25 no member bank in New York
city bad a deficiency in reserves, btut 14 had excess rescrves
smounting to 25 percent or less of required reserves.

On the besis of the above figures it appears that 30.4 percemt of
central reserve cliy beaks, 26,1 percent of reserve city banks, and 13.2 per-

'; cent of country benks had reserves equal to 125 percent or less of requirements;
i and that 51.8 percemt of central reserve city benks, 48 percent of reserve

Ligitized for FRASER
ttp://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis
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city banks, and 30,8 percent of cowmmtry banks had reserves amounting to 150
percent or less of recuirements. The ad itional reserves required to meet
an incresse of 25 percent in rescrve requirements would have been appnnxiﬁately
$39,000,000 for central reserve city benks, $46,000,000 for rescrve city banks,
and $15,500,000 for country banks. Similarly, the increased reserves necessary
in case reculrements were raised by 50 percent would be approximstely $152,000,000
for central reserve city banks, $130,000,000 for regerve city banks, and
246,000,000 for country banks.

The following table shows the total number of banks of each class
and in each district wlth reserves insufficient to meet an increase of 25 per-
cent and an increase of 50 percent in requirements, together with the amount

of additlonsal reserves rejuired to mcet such increasess

Ir required ressrves If required rescrves
JTotal - all member bsnks

Central reserve city banks: '
New York City 15 37,461,000 24 150,024,000
Chicago 2 510,000 5 1,734,000
Reserve city banks 86 45,910,000 158 129,859,000
Country benks 794 15,496,000f 1,854 46,203,000

Total for each districtis

Boston 95 5,283,000 164 13,344,000
Few York 145 46,882,000 288 172,388,000
Philadelphia 137 6,104,000 319 18,394,000
Cleveland 84 11,526,000 196 28,431,000
Richmond 51 24604,,000 130 8,921,000
Atlanta 45 2,259,000 113 8,758,000
Chicago 52 3,957,000 117 12,469,000
8t. Louis 42 1,307,000 102 4,788,000
Minneapolis 54 755,000 136 2,141,000
- Kangas City 53 3;234,000 133 11,742,000
| Dalles 79 826,000 189 45758,000
San Francisco 60 14,640,000 154 41,186,000

Digitized for FRASER
Pttp://fraser.stlouisfed.org/

ederal Reserve Bank of St. Louis
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0Of the 897 banks which would have had to increase thelr reserves

to bring them up to 125 percamt of requirements, all but 38 country benks

and 8 central reserve city banks had dalznces with correspondent banks suf-

, fielemt to provide the additional reserves. Likewiss, of the 2,041 banks

| that would have had to increase their reserves to bring them up to 150 per-

ot of recuiremants, all but 107 country banks, 3 reserve oiiy benks and

16 central reserve c¢ity banks had balances with eorrespondents sufficient
1o meet the increase.

The extent to which benk balances would be used for the purpose
of meeting an increase in reserve requirements and the extent to which such
sm increess would be met by borrowing or hy selling securities is impossidble
$0 tell from available informstion. It is probebls, however, that member
benks in reserve cities and comntry bamks would draw om thalr city corres-
; pondents for a large part of the adiitional reserves that they would be
required to deposit with Pederel Resorve banks, If this were done most of
the withdyswels would de made from member banks in the large finsncial centers,
particularly New York, The total amount which would be withdrawn from New
York, however, if reserve recuirements were increased 50 percent, is small

compared with the huge volume of sxcess reservss now held hy New York City
banks in the sggregate.

There are attached hersto two tables, one of which shows the
total number of benks of each class in each district, the number and per-
centage of such benks with reserves insufficient to meet a 25 peroent
increass in reserve requirements, the amount of additional ressrves required
to meet such an incresse, and the number of benks with reserves plus bank

balsnces insufficient 0 meoot the increase; and the other shows similar data

for benks with reserves insufficient to meet a 5C percent increase in re-

Digitized for FRASER <, 4113
| e e reculrements.
ihttp://fraser.stlouisfea.(‘grg/ e 1
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IHCREASE OF 25 PERCENY IN RESEAVE RECUIREMENTS, AMOUNT OF ADDITIORAL
RESNRVES REQUIRED TO MEET SUCH INCREASE AMD PALANCES DLE T0 SUCR

BANKS FROM OTHER BARKE,
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BER ¥ITH RESERVES INSUFFI.

(Based on Juns 29, 1935 condition reports)

AT 0 HEET AN

Total nnak: srith rourv« hawt: mnt to nest nks with reserves
numbeay vLRY 1) 0t Yy jplus bank balances
of bmmks| Number fasufriciant to asset
of each & 25¢ increase in
1
Appter et - Sadl0 46
Neh | ITIT_ 6,847 8
, 9.5 37,461 30,958 8
1101 510 53839 —
Reserve oify bankpg
TOTAL 229 86 2641 | 45,900 489,079 -
Postom 12 a 16,7 2,454 12,402 -
New York 12 4 33.3 3,992 13,074 —
Miladelphia 24 8 33.3 4y 808 43,402 —
Cleveland 34 " xw 8.2 10,300 65,350 ———
Rishmond x ] 18,7 lg-‘“ ‘1.0?1 —
Chicage 48 10 20,8 2,642 41,859 -
8t. Louis 24 4 16,7 909 u.slﬂ ——
Binrespolis 9 2 B2 333 50405 —
Dallas 1 4 124/ A55 26, 500 —
fan Pranciece 33 14 b | 14,4 01,18 -
Qountry bagkss )
T0TAL £2025 T 122 10,496 161,608 28
Boston 353 93 26,3 2,789 25,814 6
Rew York Ti4d 126 17.0 59429 36,389 12
Philadelphia 630 129 20,5 1,296 15,3260 8
Cleveland 550 n 12,0 1,226 13,230 —
Richmond n &b 124 1,140 11,125 2
Atlanta x9 » uo‘ 1,21‘ 9,681 -—
Chicage 6as 40 Oud 808 10,17 1
St. Lovis 366 B 10,4 %8 T, 246 —
Ninneapolis 500 52 1044 422 9,906 3
Kanses City &r k. 5.8 205 5,327 t
Dallas 521 75 li.d m 5,190 6
Saa Francisco 338 A& 13,6 20 12,469 -
:
Digitized for FRASER
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TOTAL HUMBER OF MYNBER BAnK8, ~OMBER WITH KESFRVES INSUPFFIGLENT T0 MEET AN
IXCREASE OF 50 PERCIFNT IN RESFRVE REQUIREMENTS, AMOUNT OF ADDITIONAL
RESERVES REQUIAED TC MEKY S0CH INCREASE ANL BALANCES DUE 70 SUCH
- BAHKS FROM OTHER BANKS,

(Based on June 29, 1935 eondition reports)

pigitized for FRASER
http://fraser.stlouisfed.org/

ederal Reserve Bank of St. Louis

Total |[Banks with reserves innutﬁcimt to mt Banks with reserves
nunber B require : ) iplus bank balances
of banks insufficient to meet
of esach a 50% increase in
_Slass aks [required reserves
AR pol200 s 308 1,383,666 126
Central Reserve aity bnips
TOTAL B 5.8 | 15,758 65,692 16
New York City 38 24 632 150,024 52,844 16
Reaerve city bapkgy
TOTAL 339! 158 48,0 | 129,899 267,097 3
Boston 27 5 41.7 6,060 17,509 -
New York 12 8 66,7 8,534 13,686 1
Philadelphia 24 17 70,8 13,294 70,379 1
Cleveland 34 20 58.8 24,430 86,32% 1
R chaond 30 11 36.7 5,841 69;563 —
Atlante 19 13 68,3 6,155 74,832 -
Chicago 48 16 33.3 » 166 65,421 —
St. Louls 24 8 33.3 3,146 22,892 —
HMomeapolis 9 2 22,2 &n 5,405 -
Kansas City 51 2 43.1 10,831 129,294 -
Dallas 33 13 39.4 3,464 53,155 —
ToTAL 6,023 | 1850 0,8 | 46,203 350,877 107
[
Boston 353 159 45.0 T84 41,236 12
Kew York 742 asé 35 13,8% 61,104 2
Clevsland 590 17 29,8 4,001 34,247 7
Richmond m 119 2.} 3,080 25,76 3
Atlanta 309 100 32.4 2,603 20,270 ]
Chicago 628 96 15,3 2,569 249549 3
8%, Louis 366 94 25,7 1,642 18,321 1
Mianmeapolis 500 134 26,8 1,470 20,992 6
KXemsas City or 111 1644 861 13,120 —
Dallas 521 176 33.8 1,294 13,009 13
San Francisoo 3% 131 38,8 1,969 35,124 1
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Mr, Ceorge L. Barrison, Governor,
Federal Reserve Bank of New York,
New York, New York,

Dear Governor Harrisom

Reseipt is acknowledged of Mr, Sproul's letter of October 51,

1958,] advising of the actiom taken by the board of directors of your
bank on that date in instructing the officers of the Federal Reserve
Bank of New York to sell the $28,808,200 of long term United States
Government bonds held in the bank's own investasnt accoumt, snd to
purchase an equivalent amount of Government uogpj.ttu of shorter
maturitles; it being anticipated that the ssles will axtend over a
period of weeks sc that the appearance of s change in a large smount
in the maturity distridutiom of published holdings of the bank in any
one week will be avoided, snd that sales will be wmade when adwantage
can be taken of pericds of strength in the market.

This matter has been considered at a mesting of the Board
and I have been requested to advise you that the Board intsrposes no
objection to the sale and purchase of securities by your bank in aoe
oordance with the program authorised by your directors, on the under-
stunding that the transactions wil.l result in no change in the total
amount of Government securities held h: your bank's investnent acconatéau,&c f/

L

h tp /ffraser.stlouisfed.org/
Fiederal Reserve Bank of St. Louis
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Form No. 131

Office Correspondence =~ »= Date M reaber 6, 1035,
To_._  _Mr. Szymczak Subject:__

From , Mre Carpenter - 53’3 nj

This memorandum 42 to remind you thet a meeting of
f J,  ‘the Board has been called for Friday morning, Hovember 8, 19855,
{XL&}LX&\ at 11300 a. B, for the purpose of fwrther consideration of the
matter which wes discussed at the meeting todsy.

(Mr. Szymeczak advised Mr. Morrill this afternoon that he would not
be back from Cleveland in time for the meeting on Friday morning,
but that if action were taken by the Board on the matter discussed
at the meeting this morning, he could be recorded as being in favor
of an increase of 25% and that if there were any question as to the
date the increase should be made effective he could be reached at
the Federal Reserve Bank of Cleveland.)

Digitized for FRASER
http://fraser.stlouisfed.org/
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Form. No. 131

o ) FEDERAL RESERVE . ax ETERE e anIt o
Office Correspondence == Date_ Bovesber 6, 1928,
Messrs. Eccles, Thomas, Hamlin, M*iler, Cod .
To_James, Szymczak, and O'Connor, individuelly.Subject: L e e
From e Cerpenter 5 E é </
Y h e T Y,
\.} el @ro 2—§
ﬁy This memorendus 45 t0 reaind you that & meeting of

the Board hes been called for Friday morming, November 8, 1035,
at 12100 &, m., torthuzwmuotmﬂhw consideration of the
matter which was disoussed at tihe meeting today,

SRC/

¥ ¢
Digitized for FRASER /JJL ! ¢ I 2 “ i
http://fraser.stlouisfed.org/
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November 6, 1335,

Dear Mr. Morrill:

Thank you for your leiter of November 5)

We are preparing a separate record of the meeting on

October 22-24 in accordance with your suggestion.

Very truly yours,

M. Randolph Burgess
Secretary, Federal
Open Market Committee

Mr, Chester Morrill,

Secretary, Board of Governors of the -
Federal Reserve Systenm,

Washington, D, C,

WRB.H

Digitized for FRASER - _ ) /l/ / -
Etp://fraser.stlouis%&-r&@/ &f@“ I‘ 35
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Office Corresponuen.e Date_ Novssber 6, 1085,
To_Messrs. Fecles, Thomag, Hamlin, Miller, Subject: ’
James, SiKPczak, 0'Connor and Clayton
From_ sarpsntor -

Thera are attached to thiz mensrandum for your consideration
coples of the following documents whieh wore discussed st the reeting
of the Toard thirs sornings

1. Hemorandem dated Sowesber 1, 125, from Yr. “nead
on the subject of excess ressrves of mexber banks.

2. Memorancum dated Tovesmber 5, 1385, entitled
*Rex:scns for Enlazing Heserve Requlremesnts at This
Time".

5. Hemorsniuam cdeted Roveaber 5, 1975, antitled
*Rensons Against Raising Reserve Reculrvemants st
Thu Tos",

4, Dypaft of a press statement with respect to reising
reservYe reaiirensnta,

5. lettar dated Nowemder 4, 1986, from lr, Furgess to
which 1e attashed coples of Tinel drafts of the renso-
Tation and motioms sdonted by the Yederanl Open Harket
Comuittes at its lant aseiing,

g )jﬁgh

Copies shown on the attached statement as not having been
distributed have been placed in the safe in Mr. Carpenter's
office.

Digitized for FRASER
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DISTRIBUTION OF FOLLOWING DOCUMENTS DISCUSSED AT THE
MEETING OF THE BOARD ON NOVEMBER 6, 1935

Memorandum dated November 1, 1935, from Mi. Smead on the sub-
ject of excess reserves of member banks.

Memorendum dated November 5, 1935, entitled "Reasons for Rais-
ing Reserve Requirements at This Time".

Memorendum dated November 5, 1935, entitled "Reasons Against
Raising Reserve Requirements at This Time".

Draft of a press statement with respeet to raising reserve
requirements.

Letter dated November 4, 19835, from Mr. Burgess to which is

attached copies of final drafts of the resolution and motions
adopted by the Federal Open Market Committee at its lest meeting.

Copy Number To Whom Distributed

1 Mr. Hamlin

P Mr. Miller

3 Mr. James

4 Mr. Eccles

5 Mr. Morrill
<] Mr. Bethea

7

8 T Mo #
9 Mr. Thomas
10 _Mr. Szymczak
11 Mr. O'Connor
12 Mr. Clayton
15 ,@

14
15
18

Digitized for
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| “Central re~ Reserve

t Pedersl Eeserve districts | serve éity ety Cowntry banks

| heake banka

i .

l Bostom W.OOO.QOO “6,000,000

t Hew York ﬁ,l??gﬂOQ,OOO D.N0,0W 81,000,000

} Philadelnhia 8,000,000 32,000,000

| Clevelsad 129,000,000 43,000,000

f

E Atlanta 21;300.000 25.000,000
Chicago 248,000,000 74,000,000 69,900,000
8t, Louls 54,000,000 28,000,000
Mmmm 35,000,000 386,000,000
K:nsas City 50,000,000 41,000,000
Dallas 20,000,000 52,000,000
Sen Franciseo 102,000,@ 16,%‘3,0@
Total $1,428,000,000  £784,000,000  $471,000,000

Reproduced from the Unclassified / Declassified Holdings of the National Archives K
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CoBFIDENTIAL
Tos Chairman Eocles Date: Kovember 1, 1858

Fromi MNr, Emead Subjects Excess resexrves of

menber banks,
dn Jetoder 30 excess ressrver of newber banks smounted to
$2,011,000,000, or sbout $800,000,000 above the amount reported for Juns 29,
1888%, and sbout £860,000,000 more thsn average daily excess reserves for the
sonth of Septemder, when they amounted to §2,628,000,000. The average daily ex=
cess ressrves during the month of Eeptesber of central reserve city, reserve

city, «nd country banks, in ssch Federsl Hesarve district, were as followss

Exoess reserves of New York and Chicago benks on October 30 were about
$200,000,000 and $80,000,000, respestively, sbove the Septomber aversges. Later
figures for reserve ¢ity ind for countyy benks separately are no!t avuilable, but
the combined aversge for these two classesz of banks for the month of September,
$1,208,000,000, was apcroximstely $100,000,000 less than st jresent znd not wush
thove the figures for June 2.

#Caloulated in socordance =ith the formila used eince the
pesenge of the Banking Act of 1985,

Digitized for FRASER
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Cederal Reserve Bank of St. Louis



:
;

Reproduced from the Unclassified / Declassified Holdings of the National Archives | DECLASSIFIED

Authority EDrcho 1589y |

Chairman Eccles - 2

The leszt dote for which we hrve Tigures of required znd excess re—
serves of euch wember bank is Juas 23, 1955, the date of the lasgt call rcport.
On the uueis of the June 23 condltion reports 129 member banks had deficlencles
in reserves, 788 had excess reserves of 25 per cent or less, 1,144 banis had
excess reserves awowiting to between 26 mnd 50 per cent of required reserves,
and 4,389 hed excess reserves amounting to more than 50 per cent of required
reserves. The following is a distribution of the number of centrsl reserve city,
reserve city, and country banks on June 29, 1955, according to the ratio of ex-

cess rescrves to required reservest

s t Total tCentral reserve: Re— !
t snunber ofs__¢ity bankg :serve : Country
: : member :New ¢ Chi~ scity : benks
§ 2. banke  sYork : cago  tbankg i 1
: 01 number of member banics £,410 38 18 528 6,025 M_;
3. Number with deficient reserves 129 »7 -— 12 10
! Bumber with excess reserves :
L] amounting to the following pexr- '
! centeges of required reserves: $
: 25 per cent or less 768 8 2 74 684 :
' 26-50 per cent 1,144 9 5 72 1,080 t
' 51~100 per cent 1,529 7 5 69 1,448 |
: 101~200 per cent 1,278 4 6 850 1,218 '
g Over 200 per cent 1,582 5 2 52 1,505 :
N i

It will be noted that 17 central reserve city banks, 86 reserve city
banks, and 794 country banks did not have sufficient reserves to meet an increase
of 25 per cent in requirements. These figures represent 50 per cent of the total
nuxber of central reserve city banks and 28 per cent of the total number of reserve
city banks, but only 13 per cent of the total number of country banks,

#on the basis of average figures for the smi-weekly reserve
computation period ended QOctober 25 no member bank in New York

City had a deficlency in reserves, but 14 had excess reserves
amounting to 25 per cent or less of required reserves.

Digitized for FRASER
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In enpe roserve veculrements wers raloed t2 125 pervent or to 150 mresnt
of present requiremsents, thers would he e certain musbes of besk: which would
nok have uffisient axeess reserves % meel the incresse without drasing doem
their balanses with ethar banks, selling seewritiess, or borrowing from the
Palers) Reserve banka, Yae nuaber of bdanks that would be in that position and
the amount of additions! yeserves that they would heve tu secure Lu indleatsd
by eslauses of bunks and Wy Federsl Recerve dlstriets in the Pollowing tables

It mmvd mm IE mwxim nmmn
of ium,\ af‘ -

banks with resarves  banke witp Additicmsl
insuifictent required  fneuffielent FodoTves

p—. reserves  Feadired
Jutal = all aeaber hogks
Central precerves city Bankss
Xow Tork City 18 27,481,000 54 1502,004,000
Chicage g 530,000 5 1,754,000
Reserve oity banks ] 45,910,000 158 120,889,000
Totel for each dletricte
Boston 95 S.EM,W 184 15,3%,'3%
Bew York 145 4,282,000 268 172,588,000
Pailadelphia 157 69104,000 e 18,894,000
Clevelund 84 11,528,000 108 18,431,000
R ghmeond 5% £4004,000 150 8,921,000
ARlants 46 £4%50,000 113 8,758,000
ales oo &% 5,967,000 117 154 485,000
3t. Louils 4 1,307,000 10¢ 44 788,000
Sinneapelis M 758,000 18 24143,000
Lansas City 58 5,284,000 188 11,742,000
Dallas ™ 828,000 186 4,788,000
fan Frenolsee a0 14,840,000 154 414 186,000

As indigatod in the teble, Lif recerve recuiresants wers inereased 5%, 837
banks would havs to jwovide $989,000,000 of sdditional reserves) and 1 reguire=
Digitized for FRASER
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smntes wore ingrexsed S0¥, Z,04) benks would hwe to provide 528,000,000 of
ndditionsl reserves,

Of the 897 benks whish would beve to lneresse thelr reserves to bring
thes un to 126 vercent of wrejulresents, &1l it 68 bed elinces with corres
pontent benks sufficleat %o provids the rdditdonsl reserwes., Likewise, of
the #,041 benks thet would hewe to inorssee their ressrves to bring them wp
o 150 purcent of requireasnts, s11 Wt 1285 had belunces with corveppondents
wufficlent to meet the inerseses The extent to whieh such belineo: would be
aged for the purpose of woebting =n inerecse in ressrve yecuiroments end the
extont o vhieh sueh an inereric sould be met by Lorrosing or by selling
pecurities iy Lwpossible to tell from swsilidle intormstion,

In the event of sp ineresze in reserve remireacnt:, & muaber of wsesber
bonks in New York Cifty would prosuakbly hewe 30 elthor szell necuriiies or bogw
ror to aset the grester port of the rdditionsl requlmenents of (87,700,000, Lif
regulreaent: were ineroussd B persent, or $150,000,000 Af reculrcaents »ere
inorensed B0 percents In the finsl smelycie it is to Be expected thet the
benics would 1liquidete som of their lowe-ylsld securities rether then borruve,

domber Lenks LN reserve olties snd country benks pressmebly would drow
on thelr elty coyrespondents for s levge prrt of the cdditions]l rewsrwe: et
thay would be required to deposit with Pedersl Reperwe danio, IF thiv were
done a0t of the «iiblrewely would be mede from seaber bDentke im the ilsrge
finunelsl eonders, pervicnisrly New Torse The tolsl smount whieh would be
witddrsen from New York, hosewer, sves i ressrwe re ulirsments were ineresded
50 nareent, would not be sufficient %0 bring shout & drein of funds mhich
New York banks eiuld not essily meet. The smomt of fundc which alght be
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withdrawn from New York to meel an incresse of 50 percent in reserve require-
ments is small compared with the huge volume of excesg reserves now held by
New York City banks in the aggregatle.

Should you desire it at any time we can furnish you with excess reserves
as of any Wednesday for esch of the weekly reporiing member banks in New York,

Chicago and 99 other leading cities.
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On Novomber ______ the Bosrd of Govermors of the Yedoral Keserve

Systen Llasusd s regulation increasing hy *8 peresut, effective on

s the requiremsnts ax to reserves to be maintained by member

benks against demsnd and time deposits, The Bowrd's sction in this
matter was under the authority couferred by the Banking Act of 1988
wilch smendsd narsgraph € of rection 19 of the Yedersl Ressrve iot,
4o provide that, upon the affirmative vete of not less than four of
its pembers, the Board, in ovder to prevent injurious eredit expansion
or contrastion, may change, wWithin eertain lUimits, the requirements
a8 to reserves to be maintained against deposite by menber bunks,

Toe reeent incroase in msaber hank ressrves has carried them to &
level at which they emcesd lagal requivemsnts by the unpressdented
smount of $3,000,000,000, These excess yecerves, if ntilised ia full,
oould mapport an amount of bank credit move than douhls the existing
volume snd far greater than aam be moundly employed, sven with full
business recovery. Sach a growth of bank eredit would conetitute an
injurious eredit expansion,

The inerease in reserve requiresects should not ceuse an advance
of monay rates or tighten credit conditiomz and should mot act as
a restraint on the lending policies of danks, It is not, tharefore,

s Toversal of the Oystem's policy of eneoursging dueiness recovery by
nsintaining seny conditfons in the momay serkwt. After meeting the
{neveased requirements the mowber banks, in the aggregste, will still
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have $2,300,000,000 of exfess reserves, and thess veserves are so
widely held that all tut a very feow member bunks are in e position to
meat tho inersase in requiressnts by the use of thsir balances with
the Resorws bank or with correspondents,

In view of the abundance of reserves in all elasses of banks, the
Bosrd has made the increase {n reserve requirements applicable to all
newber banks, including country banks as well as banks in central
rererve cities and in reserve cities. i survey made by the Board shows
that country banks have a larger assunt of excess ressrvss in proportion
to their deporits than have ressrve ¢ity banks and have, in sddition,
1arge belances with their clty correspondents on which ek country
banks am do not have sufficlent reserves with the Reserve banks omnm
drew for the parpose of meeiing the incressed requivessnts, 4 large part
of the existing exvess reserves is, in faet, directly or indirectly,
awmed by connlry banks which are comsecuently in fully as good a posttion
as city banks to meet the inereass in reserve requiremenmts without owr-
talling their loans or investments.

The increase of ressrve requirements preseribed by the Fosrd will
abporh the reserves crested in recent monthe largely by an inflow of
gold not arising out of ordinmry transsetions in interastional trade
and finange, but oaused by 2 movement of fands fyrom foreign eountries
dus to disturbed politionl and ecomomic donditions. It would net be wmod
poliay to have reserves arising from this ceuse incorpovated in ocur
oredit base., An sdvanes of 26 percemt in requirements st this time
will heve the effect of restoring excess reserves to ths level of last
spring, vhen the resmt flight of capital from sbroad begen.
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FEDERAL RESERVE BARK
OF NEW YORK

November 4, 1935,

| Dear Governor Eecles:

Supplementing the tentative minutes of the meeting _
of the Federal Open Market Committee wiioh I mailed you om
October 26, I am transmitiing herewith for such action as the
Board of Governors may wish to take a revised and final draft
of the resclution and motions adopted by the Committee having

to do with System open market policy.

Yery truly yours,

(signed) W. Randolph Burgess

: Open Harkot Committee

Honorable Marriner 3. Eccles,
Chairman, Board of Governors of the
Yedersl Reserve Systewm,

Washington, D. C.
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BRESOLUTION

The Committee raviewed the preliminary memorandum submitted by
the Chairmsn and discussed at length business and ersdlt conditions and
the bankin; position in relation to them. It was the unanimous opinion
of the Committee that the primary objective of the System at the present

é time i3 8till to lend its efforts towards the furtherance of recovery.

i Fhile much progress has been made, it cannot be =aid that business activ-
ity on the whole is yet normal, or that the effects of the depression are
vet overcome. Statistics of business activity and business eredit
activity, both short and long term, dc not mow show any undue expansion,
In these circumstances, the Committue was unanimously of the opinion

that there 1ls nothing in the business or credit situstion which at this
time necessitates the adontion of any »olley designed to retard credit
expansion.

But the Committee cannot fail to recognise that the rapid growth
of bank deposits and bank r«-serves in the pazt year and a half is build-
ing wp &« credit base which may be very difficult to control if undue
credit expansion should become evident, The continued large imnorts of
gold and silver serve to increase the magnitude of that problem. Even
now actual reserves of member banks are more than double thelr require-
ments, and there i8 no evidence of a let-up in their growth. That being
80, the Committee is of the opinion that steps should be taken by the

Reserve System as promptly as may be possible to absorb at least some of
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these excess reserves, not with a view to checking some further expansion
of ersdit, but rather to put the System in a baiter position to uzet ef-
factively in the event that credit exnanaion should o too far.

Two methods of absorbing excess r:serves have been discussed
by the Committeer (a) the sale of short-term Government securities by
the Federal Reserve 8ystem, and (b) the raising of rcserve recuirements.

While the Committee feels thut method (a), if emnloyed, would
hows the dusl effect of absorbing excess reserves and improving the vosi-~
tion of the reserve banks, novertheless, there are two risks in this
mothod., First, that it may be a shock to the bond market, indueing sales
of sacurlties by banks all over the country; second, th:it however it may
be explainad subliely, it may be miseonsirued by the public as a major
roversal of credit nolicy, since this method has never Leen employed ex~
cent ag a means of restraint, which is not desired at this time., A
najority of the Committee is opposed to the sale of Govermment securities
a2t this time, belleving that its adventeres do not now justily the risks
involved in this method of dealing with the subject.

There sre also risks incident to method (b), =~ raising reserve
recuirements, This method of control is new and untried and may possibly
orove at this time to be an undue snd restraining influence on the desir-
able further extension of bank credit. The Committee feels, therefors,
thet before this method of dealing with the problem of excess reserves 1s

employed, it would be wise for the Board of Governors of the Iederal
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Reserve System to make a thorough study, through the twelve Federal Reserve
Banks, of the amount and location of excess reserves by districts and by
classes of banks, in order thus to determine whether, or to what extent if
at all, an increass in reserve requirements might interfore with the exten-
sion of loans and investments of member banks.

In view of the monetary powers now possessed by the Tresasury,
the Committee 18 impressed with the imvortance of advising with the
Treasury relative to axy steps thati may be taken by the Reserve System in
order as fer as possible to insure remsonable evordination of action.

Furthermore, the Committes recognises the possible dangers of
the public misunderstending of any action which may be taken in thls
matter, and would favor s esreful public statement before action is
taken.

In making thess suggestions to the Board of Governors regard-
ing resarve requirements, the Committee recognizes that it is going
somenhat beyond its own immediste jurisdiction, but 1t has foumd it
impossible to consider open market operations independently from the
whole credit situstion and other Fedaral Reservs policles.
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After & brief discussion of the authority which it was necessary
to give the executive committee in order to replace maturities from time
to time in the System Accomnt, and in order to make shifts in maturities
to meet changing market conditions, it was unanimously

i VOTED that superseding previous authorisations, the

executive commitiee be authorised to make shifts be-

tween maturities of govermment seocurities wp to

$500,000,000, provided that the amount of securities

: maturing within two years be maintained at not less

than $1,000,000,000 and that the amount of bonds be
not over 3500.000,000.

After discussion as to further authority which should be glven
to the executive committee in order to keep the ¢ommittee in a position
to act promptly if any occasion for agtion arose due to causes not now
foreseen, it was

VOTED +that the executive eommittee be authorised to
buy or sell up to $250,000,000 of Government securi-
ties subject to telegraphic approval of a majority of
the Federal Open Harket Committee and the approval of
the Board of Governors of the Federal Reserve System,
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Hovenbor §, 1936

Armwents for immediste aghion

1. Komber bank reserves at the present time are $3,000,000,000 in
excess of legal recuiroments. Yurther increupes in excess reserves through
gold imports, silver purcheses, and through the ultimate use of the gold
in the Stabilizstion Fund mey be expseted. Demand deposits of meaber bsnks
are now higher than they ever were and they can be wore tham doubled on the
besie eof existing ressrves, Thir world be injurious eredit expsnsion. It
#111 be necessary st some time to use the Bosrd's powers for abeording excess
ressrves. It is, therefore, not a question ef whether or noit the Federsl
Reserve System will have to act, but merely o question of the best timing ef
the actiom.

£e It would soem best to teake measures for sbsorbing at leest e pore
tion of existing excess ressrwes before the banks have hed an op ortunity
to expand their sctivitics om the besis of thece reserves. The banks ere
being urged by the Covernment actively to sesk opportumitios for extending
sdditional oredit snd therely to facilitate recovery. 7To let them proveed
snd later, shen many of them msy no lomger have sxcese reserves, to put
then in debt by incressing requirwments or sslling securities may lay the
System open to the cherge of inconsistsnay. Action at such x time, further-
more, might csuse banks to liguidate loans or inwestasnts and might start a
deflationsry movemant, Early sotion would zvold thses difficulties.

8. Gradual sdwences in reserve requirensate started at this time when
reserves sre smple would be less likely to result in losing members from the
Federal Reserve Eystem than would drestie sction at & later date,
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4. Benks nre now in such » positiom thei an niwnoe in reserws re-
gquirssents would mot inconvenience them and would not uet as ¢ restraint
on business recovery.

8, Acotion st the present time may have a good peychologicsl effect,
indicating thet the Systom 1s slert to the situstion and prepsred o take
the necessury steps to ewoid inflatiom,

Aviumente for rsiming reculremenis

8. The preeeding srguments would apply squally %o selling sscurities
and %0 reising reserve requirsaents, dut raising resorve requirsments would
baw: the sdwsntege of meking use of & newv method which was not zvuileble
prior to the pussage of the Hanking Act of 1388, Previously reserves could
not be edwanced, except by the declarztion of an emergeney snd with approwel
of the President, The use of thic metbod now anables the System to scy thet
it ecould not have soted soomer beceuse of lack of authority.

7. Ralging resorve reguirement: would have the sdditional sdventege
over selling Government securitles that it would not have any uafavorsble
effaot om the market for these seourities.

8. It would slso bawe the adwentuge of nob diminishing the earning
assets of the Federsl reserve banks, which mey besome & serious matier if
these benke should be put in a position where they weuld hawve to go to
Congress for zporopristions,

8 It mey be & good gener:l poliay to use chengeer in resmrve roquire~
mente a8 8 method of readjusting the banking position to new comditious,
such &3 the prssent wprecedented reserves, snd to use the traditionsl
mothode of open market opersiions and discount rates us the insiruments
for direct influenes on expension or cmtraction of eredis,
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By ralcing reserve requirensnts gradusily 1o & point where sxcess
reserves would not be veary lurge, s lsserve banks would be pluesd in a
peaition 1o Goe opap-markst sales, shich are more flexible, tv counternct
infintionury tendencies.
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l. Thare is at this time no indication of an expansion of credit snd,
therefore, no real occasion for taking any action of a restraining charac-
ter.

2., Yedsrzl Reverve policy should depend in paxrt on its psychologleal
effeet. For that remsoa it ought %0 be sxtremely simple. The jublie should
kmow thet when the Federal Reserve {ystem does snything in the direction of
restraint that this conatitutes a policy of restraint. 4 simplo understand-
ing of red and greem signals eof credit policy ia an advuntage which msy be
lost or impaired by actions that require more or less subtle explanation.

5 The System's powers for csunterscting the enormous volume of excess
: reserves nov in existence snd in prespest are limited, The open-merket port.
s folio ia $2,400,000,000 and the saximum by whieh reserve requirements may be
raised amcunts to a similar figure. Excess reserves might become larger tham
; esould be sounterseted by both of these instruments. Thelr full utilization,

é furtheraore, partioulsrly the sale of Government securities in large volume,
| may be a difficult matter. For this reason, it might be better policy te

! bushand the Lystem's resources in order to be in a poaition to utilize them
to the maximus effeot whan the need somes,

4., Action st the present time might, even though it should not, result
in & more hesitant attitude on the part of banks and might, therefore, retard
recovery,
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(DRAY? OF PRESS STATIMENT RE RAISING RESERVE REQUIREMENTS)

On November ___ .. the Board of Governors of the Federal Reserve

System issued a regulation increasing by 25 percent, effective on

_» the regquirements ag to reserves to be maintaimed by memder
banks against demand and time deposits. The Board's action in this
matter was under the anthority conferred by the Banking Act of 1935
which amended paragraph 6 of seetion 19 of the Federsl Reserve Act,
to provide that, upon the affirmative voto of not less than four of
its members, tho Board, in order to prevent injurious eredit expansion
or contraction, may change, within certain limits, the requiresents
as to reserves to be maintained against deposits by member banks.

The recent increase in member dank reserves has carried them to a
level at which they exceed legel reguiremsnts by the unprecedented
amount of $3,000,000,000, These excess reserves, if utilised in full,
could support an samount of bank credit more than doudle the existing
volume and far greater than can be soundly employed, even with full
business recovery. Such a growth of bank credit would constitute an
injurious credit expansion,

The increase in reserve requirements should not cause an advance
of monsy Tuies or tighten credit conditions and should not act as
a restraint on the iemding policies of banks, It is not, thersfore,
a reversal of the System's policy of encouraging bdusiness recovery by
maintaining easy conditions in the money market. After meeting the

increased requirements the member banks, in the aggregate, will still
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have $2,300,000,000 of excess reserves, and these reserves are so

.

widely held that all but .Cvfr;’ fnm;nbor banks are in a position to
meet the increass in requirsments by the use of their balances with
the Reserve bank or with correspondents,

In view of the abundance of reserves in all classes of banks, the
Board hai made the increaso in reserve requirements applicable to all
member banks, including country banks as well as danks in central
reserve cities and in reserve cities. 4 survey made by the Board shows
that country banks have a larger amount of excess reserves in proportion
to their deposits than have reserve city banks and have, in addition,
large balances with their city correspondents on which such country
banks as do not have sufficient reserves with the Reserve banks san
draw for the purvose of meeting the increased requirements., A large part
of the existing excess reserves is, in fact, directly or indirectly,
owned by country danks which are conseguently in fully as good a position = *{‘/
as city banks to meet the increase in reserve requiremsnts without cur-
tailing their loans or inveatments,

The increase of reserve requirements prescridbed by the Board will
absord the reserves created in recent months largely by an inflow of
£old not arising out of ordinary transactions in international trade
and finance, but caused by a movement of funds from foreign countries
dus to disgturbed political and economic conditions. It would not be good
policy to have reserves arising from this cause incorporated in our
credit base. An advance of 25 percent in requirements at this time
will have the effect of ressoring excess reserves to the level qf last

spring, when the recent flight of capital from abroad began, / //

e _1// /é gnawﬂnn
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November 5, 1935 '

Arguscnte for lwnediste sotice

l. Meaber bank reserves at the present time are $3,000,000,000 in
excess of legal requirements. Further inoresses in excess reserves
through gold imports, silver purchases, and through the ultimate use of
the gold in the Btebilization Fund ms; be expected. DPemsnd deposits of
menber banks are now higher than they sver wers and they can be more than
doudbled on the basis of existing reserves. This would be injuriocus credit
expansion, It will be necessary at some time to use the Board's powers for
absording excess ressrves. It is, therefore, not e Guestion of shether or
sot the Federal Reserve Systes will have to aet, but merely a question of
the hest timing of the action.

2, It would sees best to take msasures for sbsorbing at least a por-
tian of existing excess reserves before the banks have had as opportumity '!
to expand their activities on the besis of these reserves. The bsnks are
being urged by the Government actively to seek opportunities for extending
sdditional coredit sad thereby to facilitate recovery. 7o let them proceed
and later, when many of them may no longexr have excess reserves, to put
then in debt by incressing reguirementis or selling securitles may lay the
Systen opan to the charge of incomsistency. Action at such a time, further-
more, might cause banks to liguidate loans or investmentis and might start s
deflationsry movement. Early action would avold these difficulties.

3¢ QGradusl advances in reserve reguiremente started at this time when
reserves are ample would be less likely to result in losing memders from the
Yoderal Reserve System thau would drastic sctien at & later date.
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4+ Banks are now in such a position that an advence in reserve re-
quirements would not inconvenience them and would not aot as a restraint
on business recovery.
5. Aetion at the present time may have a good psychologiesl effeect,
indicating that the System is alert to the situation and prepared to taks

the necessary steps to avoid inflatiom.

Argussnts for raieing recuiresents
6. ‘The preceding arguments would apply equelly to selling securities
and to raising reserve requirements, but raising reserve requirements would

have the advantap of msking use of a new method which was not available
prior to the psssage of the Banking Act of 1935, Previously reserves ocould
not be advanced, except by the deeclaretion of an emergency and with approval
of the President. The use of this method now enables the System to say that
it could not have acted sooner betause of lack of anthority.

7« Ralsing reserve requirements would have the additional advantage
over selling Government seourities that it would not have any unfavorsble
effeot on the market for thase securities,

8. It would also have the advantages of not diminishing the earning
assets of the Federal Reserve bsnks, which may become @ serioue matter if
thase banks should be put in a position where they would have to go to
Congress for approprietions.

9. It may be a good gemeral policy to use changes in reserve require-
ments as a sethod of readjusting the banking position to new conditions,
such as the present unprecedented reserves, and to use the traditional
nethods of open market operstions and discount rates as the instruments
for direct influence on expension or contraction of oredit.
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By raising reserve requirements graduslly to & noint where excess
reserves would not be very large, the Regerve banks would be placed in a
position to use open-market sales, which are more flexible, to counteraet

inflationsry tendencies.
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1. There fs at this time no indieation of an sxpansion of oredit and,
thereafore, no vreal cecasion for taking sny sotion of & restraining cherso-
tor.

2, Tedevel Ressrve poliey should depsnd in part on its payshological
effect, Yeor that reason 1t ought to be extresely simple, The pudblic should
know that when the Pederal Reserve System does snything in the direetion of
restraint that this canstitules a policy of restraint. A simple understand-
ing of red and green signals of credit policy is s advantage which mey be
lost or impaired ly sctions that require msors or less subile explanatiom,

3. The System's powsrs for counterwoting the enorsous velume sf excess

reserves nov in existence aud ia prospect are limtited. The open-market porti~
folie 1s $2,400,000,000 sad the maximum by shich reserve requiremsnts say be
raised anountes %0 & similar figure. Ixcess ressrves aight Desoms larger than
esuld be counterscted by both of these imstruments. Their full utilisetiom,
fartherwore, particulsrly the sale of GCovernment sswurities in large wolume,
sy o 8 difficult matter. For thie reasom, it might be betier policy to
husbead the Systen’s rescurdes in order 1o be in & position to utilize them
to the naximum effect when the need comes.

4 Astiem st the present tims might, even though it should net, result
in & wmore hesitant attitade on ithe part of Denks and aight, therefore, retard

MINUTER ON

NOVG;%

Tesovery.
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¥Mr. W. Randolph Burgess, Secretary,
Pedersl Open Merket Committee,
Care Federal Rescrve Bank of New York, \
Kew Iork, Mew York. ;ff'l'jﬁ -~ v
Desr Mr. Burgess: &g i3 el

Chalrmen Eccles has requested me to acknowledge receipt of
your letter of October 26, 1955,; with which you inclosed a tentative
draft of the minutes of the meetding of the Federsl Open Market Commit-
tee in Washington on October 22-24, 1935, and to advise you thst he
has no suggestions to meke with regerd thereto.

It is noted that Mr. Clayton is shown as being presont at the
meeting of the Federal Open Market Committee with the Board of Covernors
on October 24, However, Mr. Clayton did not join the meeting until it
convened as a meeting of the Board with the Governors' Conferencs,

In accordance with our telephone conversation of November £,
1935, 1t is understood that, in preparing the final draft of the minutes
you will also prepare for the Boerd s seperste record of the actions
taken at the meeting, the votes cast in connection therewith, and the
reagons underlying each such action, for the purjose of enabling the
Bosrd to meet the requirements of the last paragraph of section 10 of
the Federal Reserve Act, as amended by the Banking Act of 19355,

Yory truly yours,

Chester Morrill,
Secretary.
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““t\ oF NEw YorK

'November 4, 1975, 1

Dear Governor Eccles: ndad

Supplementing the tentative minutes of the meeting
of the Federal Open Market Committee which I mailed you on
October 26, I am transmitting herewith for such action as the
Board of Governors may wish to take a revised and final draft
of the resolution and motions adopted by the committee having
to do with System open market policy.

Very truly yours,

M@%

W. Randolph Burgess
Secretary, Federal
! Open Market Committee

Honorable Marriner S. Eccles,
Chairman, Board of Governors of the
Federal Reserve System,

Washington, D. C.

WRB.H
encl,
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CONFIDENTTAL

"RESOLUTTON ADOPTED BY FEDERAL OPEN MARKET COMMITTEE, OCTOBER 2%, 1935

" The Committee reviewed the preliminary memorandum submitted
by the Chairman and discussed at length business and credit conditions
and the banking position in relation to them. It was the unanimous
opinion of the Committee that the primary objective of the System at
the present time is still to lend its efforts towards the furtherance
of recovery. While much progress has been made, it cannot be said
that business activity on the whole is yet normal, or that the effects
of the depression are yet overcome. Statistics of business activity and
business credit activity, bota short and long term, do not now show any
undue expansion. In these circumstances, the Committee was unanimously
of the opinion that there is nothing in the business or credit situation
which at this time necessitates the adoption of any policy designed to
retard credit expansion,

But the Committee cannot fail to recognire that the rapid growth
of bank depouits and bank reserves in the past vear and a half is build-
ing up a credit base which may be very difficult to centrol if undue
credit expansion should become evident. The continued large imports of
gold and silver serve to increase the magnitude of that problem. Even
now actual reserves of member banks are more than double their reoquire-
ments, and there is no evidence of a let-up in thelr growth, That heing
80, the Committee is of the opinion that steps should be taken by the
Reserve System as promptly as may be possible to absorb at least some of

these excess reserves, not with a view to checking some further expansion
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of credit, but rather to put the System in a better position to act
effectively in the event that credit expansion should go too far,

Two methods of absorbing excess reserves have been discussed
by the Committee: (a) the sale of short-term Government securities
by the Federal Reserve System, and (b) the raising of reserve require-
ments,

While the Committee feels that method (a), if employed,
would have the dual effect of absorbing excess reserves and improving
the position of the reserve banks, nevertheless, there are two risks in
this method. First, that it may be a shock to the bond market, induc-
ing sales of gecurities by banks all over the country; second, that
however it may be explained publicly, it may be misconstrued by the
public as a major reversal of credit policy, since this method has never
been employed except as a means of restraint, which is not desired at
this time. A majority of the Committee is opposed to the sale of Gov-
ernment securities at this time, believing that its advantages do not
now justify the risks involved in this method of dealing with the
subject.

There are also risks incident to method (b), - raising re-
serve requirements, This method of control is new and untried and may
possibly prove at this time to be an undue and restraining influence
on the desirable further extension of bank credit., The Committee feels,
therefore, that before this method of dealing with the problem of ex-
cess reserves is employed, it would be wise for the Board of Governors
of the Federal!Reserve System to make a thorough study, through the

twelve Federal Reserve Banks, of the amount and location of excess
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reserves by districts and by classes of banks, in order thus to determine
whether, or to what extent if at all, an increase in reserve require-
ments might interfere with the extension of loans and investments of
member banks,

In view of the monetary powers now possessed by the Treasury,
the Committee is impressed with the importance of advising with the
Treasury relative to any steps that may be taken by the Reserve System in
order as far as possible to insure reasonable coordination of action.

Furthermore, the Committee recognizes the possible dangers of
the public misunderstanding of any action which may be taken in this
matter, and would favor a careful public statement before action is
taken,

In making these suggestions to the Board of Governors regard-
ing reserve requirements, the Committee recognizes that it is going
somewhat beyond its own immediate Jurisdiction, but it has found it
impossible to consider open market operations independently from the

whole credit situation and other Federal Reserve policies.’j
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CONFIDENTIAL

(Y ACTION TAKEN BY FEDERAL OPEN MARKET COMMITTEE;OCTOBER 23, 1935, WITH
RESPECT TO OPERATIONS IN|THE SYSTEM SPECIAL, INVESTMENT ACCOUNT

 After a brief discussion of the authority which it was necessary
to give the executive committee in order to replace maturities from time
to time in the System Account, and in order to make shifts in maturities
to meet changing market conditions, it was unanimously

VOTED +that superseding previous authorizations, the

executive committee be authorized to make shifts be-

tween maturities of government securities up to

$200,000,000, provided that the amount of securities

maturing within two years be maintained at not less

than #1,000,000,000 and that the amount of bonds be
anot over $500,000,000,

v After discussion as to further authority which should be given
to the executive committee in order to keep the committee in a position
to act promptly if any occasion for action arose due to caures not now

foreseen, it was

VOTED that the executive committee be authorized to
buy or sell up to $250,000,000 of Government securi-
ties subject to telegraphic approval of a majority of
the Federal Open Market Committee and the approval of
the Board of Governors of the Federal Reserve System.’
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REC'D IN FILES SECTION
APR 111938
FEDERAL RESERVE Bank | 3339 3 —a

oF NEw York

CONFIDENTIAL ‘ November 4, 1935.

Dear Governor Eccles:

I have taken & whack at a possible statement to be
issued by the Board of Governors in the event that it should
be decided to increase reserve reguirements. It has been put
down on paper rather hastily since, in our conversation this
afternoon, you indiceted you would like to have a draft to-
morrow morning. I have tried to mzke it as short and as non-
technical as possible, having in mind the advisability of
avoiding unnecessary controversy as to details.

I shall take a copy home with me tonight and if I have
any second thoughts concerning this draft I shall get in touch
with you sometime late tomorrow or early Wednesday morning. It's
not as easy as I thought it would be!

Faithfully yo

/
'//
. Harrison,
overnor.,

Hon. Marriner S. Eccles,
Chairman, Board of Governors
of the Federal Reserve System,
Washington, D.C.

Enc.
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November 4, 1925.

The Banking Act of 19é5 zuthorlizes the Board of
Governors of the Federal Reserve System to incresse reserves
recuired to be maintsined by member bznks against demand or
time deposits, in order to prevent injurious credit expansion.

In the opinion of the Board there is now no evidence,
either in the flgures of bank ecredit or of business activity,
that injurious credit expsnsion is‘taking place, nor is there
any occaslion to reverse the present credit policy of the Federal
Reserve System which 1s designed to facilitate zn increased use
of credit and an increase in production and employnent.

The present reserve position of the member banks,
which 1s chiefly the result of an unprecedented inflow of gold
to this country from abroad, does, however, meke possible an in-
Jurious expansion of credit in the future. The amount of
reserve funds now held by the member banks totalingz ¢
is more than double the amount of the reserve which such member
banks are required to maintain. There are, therefore, excess
reserves totaling & which could support an expansion
of bank credit far greater than can be usefully and soundly enm-
ployed with a full business recovery. ©Such a surplus of reserve
funds lying idle constitutes a danger to the country's economy
and it 1is prudent, therefore, that action be taken now not to
restrain present credit expansion, but with a view toward pre-
venting injurious expansion in the future. For this reason
the Bozrd of Governors of the Federal Reserve System will raise

the reserves required to be maintained by member banks by
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amount on .

The change which is ordered will have the effect of
immobilizing a part of the present excess reserves. It will
leave with the banks as free reserves a sufficient amount to
support a much further expansion of bank credit. This action
should not, therefore, act as a restraint upon the lending
policies of banks generally, but on the contrary, should give
confidence to the banks and to the public by making more cer-

tain the proper control of credit in the future.

igitized for FRASER
tp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives |

DECLASSIFIED |
Authority EXU i /5 &/XV
| e GONFURPFNTIIHE
Tot Chairman Eccles Date: Novembe. 1, 193
From: Mr., Smeed Subjegt: Excess reséf%ééhaf
//’ member banks.

%@’e@‘

On October 30 excess reserves of member banks amounted to

¢3,011,000,000, or about $600,000,000 above the amount reported for June 29,
1935%, and about $380,000,000 more than average daily excess reserves for the
month of September, when they amounted to $2,628,000,000; The averege daily ex~
cess reserves during the month of September of central reserve city, reserve

city, and country banks, in each Federal Reserve district, were as follows:

Central re- Reserve
Federal Reserve districts serve city city Country banks
banks banks ‘
Boston ¢125,000,000 £43,000,000
New York ¢1,177,000,000 3,000,000 81,090,000
Philsdelphia 75,000,000 32,000,000
Clevelend 129,000,000 43,000,000
|
! Richmond 56,000,000 31,000,000
| Atlanta 21,000,000 25,000,000
. Chicego 248,000,000 74,,000,000 69,000,000
. St. Louis 5/,,000,000 23,000,000
| Minneepolis WINOTER O 25,000,000 35,000,000
' Keonsas City 50,000,000 41,020,000
' Dgllas NOV 6~ 143%/ ) 20,000,000 32,000,000
San Francisco ' - y 102,000,000 16,000,000
! ey
| A -
i Total $1,423,000,000  $734,000,000  ¢471,000,000

Excess reserves of New York and Chicagzo banks on October 30 were about
£200,000,000 and $90,000,000, respectively, above the September averages; Later
figures for reserve city and for country banks separately are not availsble, but
the combined average for these two classes of banks for the month of September,
#1,205,000,000, was approximately $100,000,000 less than at present and not much
gbove the figures for June 29;

#Cgleulated in accordance with the formula used since the
passage of the Banking Act of 1935,
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Chairman Eccles - 2

The last date for which we have figures of required and excess re-
serves of each member bank is June 29, 1935, the date of the last call report.
On the basis of the June 29 condition reports 129 member banks hed deficiencies
in reserves, 768 had excess reserves of 25 per cent or less, 1,144 banks had
excess reserves amounting to between 26 and 50 per cent of required reserves,
and 4,369 had excess reserves amounting to more than 50 per cent of required
reserves, The following is a distribution of the number of centrael reserve city,
reserve city, and country banks on June 29, 1935, according to the ratio of ex-

cess reserves to required reserves:

Total Central reserve| Re-
number of| city banks serve |Country
member |New Chi- city banks
banks York | cago banks
Total number of member banks 6,410 38 18 329 6,025
Number with deficient reserves 129 *7 - 12 110
_ Number with excess reserves
! amounting to the following per-
| centages of required reserves:
' 25 per cent or less 768 8 2 /A 68/
26-50 per cent 1,144 9 3 72 1,060 |
51-100 per cent 1,529 7 5 69 1,448 |
101-200 per cent 1,278 4 6 50 1,218
Over 200 per cent 1,562 3 2 52 1,505

It will be noted that 17 central reserve city banks, 8 reserve city
banks, and 794 country banks did not have sufficient reserves to meet an increase of
25 per cent in requirements, These figures represent 30 per cent of the total num-
ber of central reserve city banks and 26 per cent of the total number of reserve
city benks, but only 13 per cent of the total number of country banks.

#0n the basis of average figures for the semi-weekly reserve
computation period ended October 25 no member bank in New York

City had a deficiency in reserves, but 14 had excess reserves
amounting to 25 per cent or less of required reserves.
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In case reserve requirements were raised to 125 percent or to 150 percent
of present requiremenis, there would be a certain number of banks which would
not have sufficient excess reserves to meet the increase without drawing down
their balances with other banks, selling securities, or borrowing from the
Federal Reserve banks, The number of banks that would be in that position and

the amount of additional reserves that they would have to secure is indicated

by classes of banks and by Federal Reserve districts in the following table:

If required reserves If required reserves
were increased 25% were inereased 50%
Number of . Number of e
banks with Additional banks with Additionsl
insufficient| TE°STVeS lingufficient rese{""eg
reserves required reserveg | Teauire
’ Total - all member banks 897 $99,377,000 2,041 $327,320,000
Central reserve city banks:
New York City 15 37,461,000 24, 150,024,000
Chicago 2 510,000 5 1,734,000
Reserve city banks 86 45,910,000 158 129,859,000
Country banks 79, 15,496,000 1,854 46,203,000
Total for each district:
| Boston 95 5,283,000 164, 13,344,000
New York 145 46,882,000 288 172,388,000
i Philadelphia 137 6,104,000 319 18,894,000
| i Cleveland 84 11,526,000 196 28,431,000,
| Richmond 51 2,604,000 130. 8,921,000 ;
i Atlanta 45 2,259,000 113 8,758,000
’ { Chicago 52 3,957,000 117 12,469,000
| i St. Louis 42 1,307,000 102 4,788,000
| {
{ Minneapolis 54 755,000 136 2,141,000
{ Kansas City 53 3,234,000 133 11,742,000
i Dallas 79 826,000 189 4,758,000
i San Francisco 60 14,640,000 154 41,186,000 :
i
i

As indicated in the table, if reserve requirements were increased 25%, 897

banks would have to provide $99,000,000 of additional reserves; and if require-
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ments were increased 50%, 2,041 banks would have to provide $328,000,000 of
additional reserves,

0f the 897 banks which would have to inecrease their reserves to bring
them up to 125 percent of requirements, all but 45 had balances with corres-
pondent banks sufficient to provide the additional reserves, Likewise, of
the 2,041 banks that would have to inerease their reserves to bring them up
to 150 percent of requirements, all but 125 had balances with correspondents
sufficient to meet the increase, The extent to which such balances would be
used for the purpose of meeting an increase in reserve requirements and the
extent to which such an increase would be met by borrowing or by selling
securities is impossible to tell from availeble information,

In the event of an increase in reserve requirements, a number of member
banks in New York City would presumsbly have to either sell securities or bor-
row to meet the greater part of the additional requirements of $37,000,000, if
requirements were inercased 25 percent, or $150,000,000 if requirements were
inercased 50 percent. In the final analysis it is to be expected that the
banks would liquidate some of their low-yield securities rather than borrow,

Member banks in reserve cities and country banks presumably would draw
on their city correspondents for a large part of the additional reserves that
they would be required to deposit with Federal Reserve banks, If this were
done most of the withdrawals would be made from member banks in the large

; financial centers, particularly New York, The total amount which would be
i withdrawn from New York, however, even if reserve reguirements were increased
50 percent, would not be sufficient to bring about a drzin of funds which

New York banks could not easily meet, The amount of funds which might be
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withdrawn from New York to meet an inerease of 50 percent in reserve require-
ments is small compared with the lmge volume of excess reserves now held by
New York City banks in the aggregate.

Should you desire it at any time we can furnish you with excess reserves
as of any Wednesday for each of the weekly reporting member banks in New York,

Chicago and 99 other leading cities.

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Digitized for FRASER
http://fraser.stlouisfed.org/

y

l

Authority Sroker 1325

DECLASSIFIED

FEDERAL RESERVE BANK

Dear Governor Eccles:

ofF New York

FEDERAL RESERVE BOARD FILE

33X3. 3—a

October 51, 1955 .

In accordance with your conversation with Governor Harrison

today, I am writing to inform you that at its meeting this afternoon our

board of directors voted that the officers be authorized and instructed

to gell the $23,805,200 of United States Government bonds held in this

bank's own investment account, as and when the market for such securities

will conveniently permit of such disposal, and to purchase an equivalent

amount of United States Government securities of shorter maturities.

The bond holdings in this bank's investment account affected

by the above action of our board of directors are now as follows:

1/4% Treasury bon

5
B
5 3/8%
3
2

n

n
n
n
L]

ds of
i

n
1
"

The directors were moved

bank at present has no need to hold

tain its earnihgs and, as a general

confine investments in this account

(b) because of the possibility that

1941 $4,171,200
1941-3 750,000
1940-3 10,262,000
1943-7 4,267,000
1955-60 4,355,000

$23,805,200

to take this action because (a) this

bondg in its portfolio in order to main-

rule, the directors would prefer to

to securities of shorter maturity;

the System may later decide to increase

the amount of bonds in the System special investment account, as was dis-

cussed at the recent meeting of the Federal Open Market Committee, in which

event this bank may find itself acquiring further bond holdings as part of its

ALl G ”/7/3_\"'
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FEDERAL RESERVE BANK OF NEW YC ——— —

participation in the System account, and (c) because of the possibility
that wnder certain circumstances this bank later mey find it necessary
to buy government bonds from some of its member banks, especially if
reserve requirements should be substantially increased.

It is anticipated that this operation will be spread over a
nunber of weeks, advantage being taken of periods of stremgth in the
market to effect sales, and the appearance of a large change in the
maturity distribution of our published holdings, in any one week, being

avolded.

Respectfully,

Secretary.

Honorable Marriner S. Eccles,
Chairman, Board of Governors of
the Federal Reserve Systenm,
Washington, D. C.

“‘eéderal Reserve Bank of St. Louis
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Mr, ¥alter Lichtenstein, Jeoretary,
Tederel Advisory Counell,

38 South Dearborn fitrest,

Chionge, 7Yllinois.

Dear Sir; 9‘4‘

A% the meotiag of members of the Board of Governors
of the Federa) Reserve 3ystecm with the Federal Advisory Council
on Septexber 8¢, 1038, the Counsil submitted 30 the BHoard a
statement reading as followe:

*The Yelsaral Alvisory Coumcil wisheo to eall the
stteation of the Bourd of Covernors of the Federal
Reserve SYystes tO the axistsnge in the «ystem of large
cmounts of Oovernment bond holdings whieh have mot
varied for o loag tims, The whele theory ef open
market oporations is to have suffiecient flexibility
to provent uadus expansion sad contrastion in the oredit
struoture of tho eountry end this mey Yeecus impossibdle
if the smount of Ooverament bond holdings by the Pederel
ressrve system is zllowed to beocoms & oocnatant guantity,
™e Counoil would like to )now whether the Board agrees
with the prinaiple here enuncisted,.*

The statemnnt hes beon presonted at s meeting of the

Bosrd snd I have besn requested to advise she Couneil through
you that the Board (s fully cosmisant of the neeesaity for the
vonsideration of the fastors referred %o in the statemant as
elementa in the determinatiocn of open market poliey.

Other fastore and considereations beaides those mentioned

ia the Couneil's msmorendum must 5130 ba.¥aighed, if a well-comgeived

¢ ¢ h

Federal Reserve Bank of St. Louis
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Mr, valter Lichtenetein - 2 -

and wellesdjusted open market poliey for the Pederal Feserva System
is to result, These further factors end considerations heve the
eonztant sttontlon of the Doardte ivision of Heseargh and sre the
sudject of freguent reviow by the Homrd end slrxo by the Tedsrel Open
liarkel Commaittee, -

If the Council Lhes any proposmls to0 ruke with respeot to
the operetion of tas open market aceount of the Pedersl Feoscrve
System, whioh 1t believes to be pertincnt in the exiztin: situstion,
ril factors coneidlmred, the Bosr! will, ts 1n the prnet, be glad to

repeive them =~nd eoneider them,

Yery truly yours,

{Sigrnen) Chester Morvilf

Chester Morrill,
Tecrotery.

Federal Reserve Bank of St. Louis
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N PRELIMINARY MEMORANDUM ON MONEY MARKET AND CREDIT CONDITIONS
FOR THE FEDERAL OPEN MARKET COMMITTEE,

OCTOBER 22, 1935. v ’/%@§7//

Excess Reserves and Federal Reserve Policy

Five months have passed since the last meeting of the Federal Open Market
Committee when we discussed Federal Reserve policy with particular reference to the
Qestion of excess reserves. Dﬁring this period the System holdings of govermmsnt
securities and total Reserve Bank credit owtstesding have remsined virtuslly un-
changed, but excess reserves have increased from $2,180,000,000 on March 6 to
$2,910,000,000 on Octobér’lG. This increese has been due mainly to further gold
inflow, and to a less sxtent to Treasury disbursements of free gold and an increase
in silver certificates in excess of retirements of national bank notes.

'In attempting to reappraise our policy with respect to cxcess reserves
at the present time, we must find answers to two questioné. First, what evidence

E is there that our present policy is having desiraeble results? Second, what dangers

:

f are thefe that a continuance of the present policy mey have undesirable results?
Having answered these questions,'we shall be ih a better position to eonsider
whether and when and in what ways our policy might wisely be changcd.

As stated in a memorandum presented at a meeting of the Executive
Commi ttee on April 17, the theory of creating excess reserves was thaf in a de=-
pression, when the capacity and willingness of banks to lend and of private enter-
prise to borrow have been impaircd, excess reserves would put pressure on the »
banks to buy government securities, thus forcing down the yield on these securities
to the point whiere bank aﬁd other investment fundsAwould flow over into private
capital investment. The signs then discernible that this pressure had begun to °

§ work have since become clearer, One very favorable indication is the progress
of the government war debt conversion program, which has now been entirely completed.,

There have been converted over $8,000,000,000 of bonds into bonds and long~term

M g led 323 3—a -/ e
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notes at a saving of over 1% on the bonds and more on the notes. Probably the
chief financial development of the last seven months has been the appearance in
large volume of private refunding issues bearing interest rate reductions of from
1% to 1 3/4%. During the seven months period ended with September, over
$1,300,000,000 of domestic corporate refunding operations were conducted. In
addition, there was $750,000,000 of state, municipal, and farm loan refunding, ex-
clusive of govermment guaranteed issues. This is evidence that the reduction of
yields on short-time investments and on government securities is having its ex-
pected effect upon the yields of corporate and other bonds.

In this period, also, the signs of business revival have become clearer.
Perhaps the best evidence is that the decline this year from the spring peak of
business activity was markedly less than in any year since the depression began,
and was arrested earlier than is usual. From the high point of January, general
business activity lost by May only about 25% of thé previous advance; since which
time the index of production has tended moderately upward. In the three preceding
wave movements since the bottom of the depression in 1932, from two-thirds to
100% of each upward movement was lost in the subsequent decline. At present it
appears that a number of consumer goods industries are nearly back to their pre-
depression level, The automobile industry has made a notable recovery, although
at the moment production is low owing to the early introduction of new models.
The heavy goods industries still remain the center of the depression but steel
production has now recovered to 50% of capacity and machine tool orders recently
have made the best showing since 1929, although they have declined somewhat in the
last two months.

There is thus some fairly clear evidence both in interest rates angd in
the state of business that our long-continued policy of easy money and excess re-~

serves is having the desired results. To what extent these results should be
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ascribed primarily to credit poliey or to other factors is now, as always,
problematical. Doubtless, the long duration of depression and the consequent
wearout and obsolescence of durable goods has been an important, and perhaps the
chief, factor in recovery. Also, the strengthening of the capital structure of the
banking system undoubtedly played a large part in stopping the cumulative processes
of hoarding and deflation. Another important factor has been the rise of agri-
cultural prices and the consequent increase of farm income. Another factor in all
probability, though this has been a much debated question, has been the government
spending program, But there can be no doubt that the presence of large excess
reserves has played a fundamental role, not only in financing governmental ex-
penditures but also in paving the way for the revival of private capital investment.

As the process continues, we should expect to see its effects in further
expansion of bank deposits and bank assets. Already the expansion of bank deposits
has proceeded at a pace that has been exceeded only during the World War. Net
demand deposits of weekly reporting member bapks (91 cities) have increased by
$6,400,000,000 since March 1933, and $1,400,000,000 of this increase has occurred
in the past seven months. The total of net demand and time deposits of these
banks, exclusive of government deposits, now amount to more than $20,000,000,000
and exceed the pre-depression level. Time deposits remain substantially smaller
than in 1929-1930, and demand déposits in "country"™ member banks (which are not
largely represented in the weekly reporting member banks) are still considerably
below 1928-1929 levels, but have shown a rate of expansion during the past year
nearly as rapid as in the city banks.(l) On the other hand, loans and investments
of the reporting member banks have made a more moderate recovery, amounting to

»

(1) The latest figures of deposits of all banks in the country are for
December 31, 1934, when the total was $44,800,000,000, exclusive of
interbank deposits. This is the highest since the December 1931
call. The peak of deposits of all banks was approximately
$56,800,000,000., '

Zc
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$3,315,000,000 {October 9) since March 1933. This change has resulted from an ™~

increase of $4,153,000,000 in bank holdings of U. S. govermment securities, includ-
ing government guaranteed securities, accompanied by a decline of $807,000,000 in
loans, and little change in securities other than govermments. Since last March
total loans and investments of banks have shown a net increase of $581,000,000.
Ioans on securities have decreased moderately to the lowest levels of recent years,
and all other loans are little changed for the period, a seasonal increase of
$200,000,000 in the last two months having offset an earlier decline. On the
other hand, an increase of $801,000,000 has occurred in bank investments, of

which govermnment securities have accounted for $682,000,000.

These figures indicate, first, that our easy money policy and the monetary
and fiscal policy of the government have been followed by an extraordinary expan-
sion of bank deposits, which thus far has come primarily from expansion of bank
investments in govermment securities and from heavy gold inflow (and in the first
few months after the bank holiday from return of currency from hoarding); and
second, that in the aggregate the recovery of private business has thus far not
been financed by private borrowing from banks. It is not unusual in an early stage
of recovery from depression for business expansion to be financed out of corporate
funds previously idle or invested outside the business. In this connection, re-
funding issues themselves become a source of funds available for further production,
in so far as they release earnings which might otherwise have to be set aside to
pay off or reduce maturing capital issues. DBut this phase of recovery is usually
preliminary to borrowing of new money, and before we can accept present indications
as conclusive evidence that business revival is firmly established, we must look
for an increase both in bank assets other than govermment securities and in né%
corporate issues, It is especially important, during this recovery, to watch for
these developments because, in the present instance, government borrowing and

rd
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gpending are undoubtedly supplying an important part of the funds which industry /gi“
is using, and the transition from public to private spending, as recovery proceeds,
should be indicated by a transition from govermment security flotations to new
corporate issues and private borrowing from banks,

This brief review of the business and financial situation appears to in-
dicate that our credit policy is now being accompanied, quite definitely, by
desirable developments. What are the dangers which may arise from a continuance
of this policy, and what are the sign posts which should tell us when and how to
change it?

There are two possible dangers from a continuance of our present policy,
The first is inflation arising from expansion of public credit through the con-
tinued financing by the banks of government budgetary deficits. The second i3
inflation arising from expansion of private credit. The first danger is that with
which we were primarily concerned in the memorandum presented last April. As was
then indicated, there is an important difference between the effects of pressure
of excess bank reserves against a fixed total of government debt and this same
pressure when exerted against a continuously increasing volume of public debt. In
the latter case, there is danger that the overflow of bank funds into private
channels may not occur, that the banks will become more and more heavily loaded
with government securities, and the government do a larger and larger part of the
nation's borrowing and spending. In the experience of other nations a long-
continued process of governmental 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 cumulatively uncontrollable, government deficits rising by reason

of the rise of prices and the lag of revenue behind expenditures, the whole process
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being attended by grave economic and political disruption and disorder terminating

s

The continuance of our present policy, as was pointed out in the earlier

in collapse.

memorandum, rests upon the assumption that this danger can be avoided. There is

an important economic difference between budgetary deficits arising from extreordin-
ary expenditures of a compelling nature, such as the financing of a war or huge
indemnity payments, and budgetary deficits resulting from depression. There is a
definite economic basis for the theory that in the latter case a reversal of the
forces which in depression produce the defiecits should in recovery correct them,
for as recovery proceeds the need for extraordinary govermment expenditure should
be reduced and governmment revenue should be incresased thrpugh the reemployment of
the factors of production. But, on the other hand, it would be both naive and dan-
gerous to suppose that the process is self-operative, and that recovery will now
automatically correct the budgetary deficit. If the basis of our present policy

of continuance of lerge excess reserves is correct, nemely, that recovery from
depression affords an opportunity for transition from public to private spending
but that failure to seize this opportunity at the proper time can have only harmful
reéults, it will be necessary from this time forward to keep a close watch upon the
course of govermment revenue and expenditure.

The threat of uncontrollable govermment inflation now appears to be less
than it did to many observers last winter. This is true not only because the re-
covery appears really to be under way, but also because the deficits themselves
are proving to be considerably less than was feared six months or a year ago. The
actual deficit for the past fiscal year was $3,575,000,000, ineluding #574,000,000
of sinking fund, as compared with the official estimate of $4,869,000,000. Though
the original estimate was doubtless overstated deliberately, the decrease has been
due also to the increase of revenue and to the lag of actual expenditure behind the
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estimates. It has been easier to appropriate money than to devise the means of
spending it; the result is that expenditures are still being made to a large ex-

tent out of appropriations from the preceding fiscal year and actual expenditures

continue to run behind the estimates. In the past 3 months, actual net expenditures

have averaged $275,000,000 & month as against the first official estimate for this
fiscal year's deficit of $4,529,000,000 which has been revised to $3,282,000,000
in the President's recent budget message. There is also some recent evidence of
a desire on the part of the Administration to control extraordinary expenditures.,
It would be unsafe, however, to assume that the government's spending
program will dry up from either lack of desire or lack of ability to find ways to
spend the money. There are still some 19,000,000 people on relief, there is the
$4,800,000,000 appropriated by the last Congress, there is every indication of a
renewed drive in the next session of Congress for a bonus law which, if enacted,
would probably add some $2,000,000,000 of extraordinary expenditure, and a
Presidential election is approaching. Probably the most serious problem now bear-
ing upon our policy regarding excess reserves arises from the contemplation of
these actual and potential extraordinary appropriations. What will be their
effect upon the business recovery which is now under way? If business confidence
is not shaken and if the banks continue to absorb government securities, public
spending on such a scale as this might well impart an undue stimulus to business
activity, It is not impossible that we might find ourselves, much sooner than we
now think, facing our second danger,that of undue private business and credit ex-
pansion. On the other hand, if such a program of public spending, particularly if
the bonus is added, should shake business confidence and impair the ability or
willingness of the market to absorb govermment securities, we might find our-

selves facing the first danger outlined above, pure governmental inflation.
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The possibilities which have been discussed do not, however, appear to
necesaitate as yet any change in our policy regarding excess reserves., They merely
raise questions for the future and indicate what factors in the current situation
should be most closely watched, If this really is the beginning of a genuine re-
covery, it ought to mean that steps will be taken looking toward, not an immediate
balancing of the budget, but some fairly definite schedule of tapering off extra-
ordinary expenditures,the speed with which that is done depending upon the progress
of recovery. It may well be that we shall have a permanent problem of relief as
England has, The very fact that relief has been organized on a national scale may
mean that unemployables previously taken care of informally and privately will be-
come permanently a charge upon the public budget. Passage of the social security
legislation, which is desirable in principle, almost certainly means a permanent
increase in relief expenditures as compared with the pre-depression period. But the
important considerations should be that such expenditures should be kept down to the
adeguate minimum, and above all that they should be made to find their place in a
balanced budget.

If, as recovery proceeds, the effective steps are not taken toward budget
balancing, there would certainly be ground for questioning whether the Reserve
System is justified in continuing its present policy with respect to its security
portfolio and excess reserves. We need not stop to consider anew the difficulties
of making a reversal of our policy effective under such circumstances. Some of them
have already been discussed in the earlier memorandum, such as the Stabilization
Fund and the powers granted in the Thomas Amendment, whereby the Administration
could easily override our efforts if it chose to do so. There is the further very
practical difficulty that if we should attempt to sell our securities to the
market, which at the same time was being offered new government issues to finance

budgetary deficits, the result might be such an impairment of the market as might
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not only give a severe setback to business recovery but force the government along
the road toward inconvertible currency inflation, which so far it has avoided. The
mere mention of these possibilities indicates how indispensable it is for the
Reserve System and the Administration to cooperate in the formulation of a program
best suited to recovery and to the transition from public to private spending which
should accompany recovery.

If metters proceed satisfactorily in this regard, the larger questioﬁ for
the future will be the relation of our policy to the progress of business recovery.
There is the very definite possibility that private credit expansion, once it gets
under way, may be difficult to hold within wholesome bougds. Total reserves are
now more than double required reserves and interest rates are unprecedentedly low.
As has frequently been pointed out in our earlier discussions, we ought not to allow
our fears as to how we are to control eredit expansion in the future to obscure our
realization that ia some form and to some extent such expansion is not only inevi-
table but desirable if we are to have a genuine and complete recovery. Whét the
Reserve System ought now to be considering very seriously is both the methods where-
by credit expansion is to be controlled in the future and the timing of this program
of control. One previous source of rapid credit expansion peculiarly difficult to
control, stock exchange speculation, has received special attention during the
depression, and it seems probable that the new powers of the Board of Governors of
the Federal Reserve System and of the Securities Exchange Commission to govern not
only the supply of such credit,but what is perhaps even more important to regulate the
demand for it, will put us in'a stronger position in this respect than ever before,
particularly as the "loans for the account of others," which were so serious a prob-
lem in 1927-29, are now forbidden by law. But it seems inevitable that with excess

reserves of such magnitude, undue credit expansion will sooner or later get under
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way through one channel or another unless appropriately controlled, This is not
the place to examine in any detail the criteria by which undue credit and business
expansion can be recognized. That is a most difficult and a highly controversial
question. It will probably not become a pressing question until the heavy goods
industries have recovered and the general index of production has returned to
normal. At the present time the BRoard index standé at 89 as compared with

58 at the bottom of the depression in July, 1932,and with 119 in 1929, Building
contracts are still 71% below estimated normal, and steel ingot produetion 26%
below.

The more pressing question is that of the nature of the control program,
We have the following major instruments of control: power to alter resexrve re-
quirements, discount rates, open market operations, and powers of "direct control"
against stock market use of credit. In what order should these powers be used if
and when control becomes essential? This is a question of very great magnitude
which cannot be discussed fully within the scope of the present memorandum, which
is addressed mainly to the question whether there is any immediate ground for a
change in our credit policy.

But there is a direct connection between this question of the order in
which the instruments of control should be used and the question of our attitude
toward the continued growth of excess reserves. During the past two years it has
been repeatedly pointed out that excess reserves have gone on increasing, very
rapidly and very substantially, not as a result of open market operations or of any
deliberate policy of the Federal Reserve System, but in response to recurring in-
flows of gold following upon devaluation of the dollar. At the time of the passage
of the Gold Reserve Act in January, 1934, excess reserves, mainly as the result of

open merket operations, were $800,000,000; they are now $2,900,000,000, Granting
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that it has been the Federal Reserve policy ever since February 1932 to maintain
pressure for credit expansion through excess reserves, no one supposes that the
System would have deliberately created any such volume of reserves as now exists;
and the question has been repeatedly raised whether, granting the desirability of
large excess reserves, it is desirable to permit them to accumulate indefinitely.

it may well be asked whether, at some point, we should not intervene, not to pre~
vent credit expansion but merely to prevent further accumulation of superfluous
reserves which will only add to the difficulties of credit control when the time

for it arrives?

This question, which is surely very pertinent, reveals the extraordinary
nature of our current situation which is without precedent in central banking
history. If a central bank creates reserves by open market operations, it can con-
tract them by the same method. But today excess reserves owe their origin, in the
main, not to open market operations but to the modification of our monetary standard.
S0 long as gold continues to flow in on such a scale as this year and last, we
could not hope to eliminate excess reserves by open market operations alone. &s a
practical matter, the most that we could do through the sale of government securities
would be to reduce them in part and thus psychologically to check their use in
credit expansion. It is partly because we fear that the sale of securities at this
time would have such a result now when expansion is still necessary for business re-
covery that we have continued in our present policy. If, on the other hand, a
reversal of our open market position did not prevent credit expansion now, our
sales would only weaken our power to control such expansion later,

In these circpmstances it seems not unlikely that the first step in con-

trol may have to be the raising of reserve requirements. Muist we not recognize that

the modification of our monetary standard in January, 1934,carried with it as one
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of the necessary conditions of its continued operation the necessity of some
fundamental readjustment of our whole system of reserve requirements?

But whatever program of control may be chosen, it seems certain that co-
ordination of Federal Reserve policy and the Administration's fiscal poliey is the
first and the fundamental prerequisite to its success. Upon the achievement of
this coordination depends fundamentally the timing of any control program, for
whether we employed open market operations or an alteration of reserve requirements
as our first measure of control, we would be facing the definite risk of a stoppage
in the government bond market, with all of the undesirable conseguences.which might
follow therefrom, unless our policy were closely timed and coordinated with a

Treasury program of budgetary economy and control.

/2 C
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October %1, 1985, ~

Nr., George L, Harrison, Chairman,
Federal Opsn Market Committee,
Federal Reserve Bank of New York,
New York, New fork,

Dear Mr. Harrisong

Tha Board has asked mwe to bring to your attention the provisiom
of the Banking Act of 1955 which amended the last paragraph of section
10 of the Fedaral Heserve Act to reed as follows:

*The Board of Governors of the Federal Hessrve Systex shall
kosp a complete record of the action taken by the Board and by
the Federal Open Market Committes upon all questions of policy
relating to open-market operations and shall record therein the
votes taken in commection with the determination of open-market
policies and the ressons underlyirg the action of the Board and
the Committee in each instance. The Board shall keep a similar
record with respect to all questions of policy determined by
the Board, and shall include in its annusl report to the Con-
grass a full sccount of the action so taken during the preceding
year with respect to open-market policies and operations and
with respect to the policies determined by it and shall include
in such report a copy of the records required to be kept under
the provisions of this paragraph,*

Upon anakysis it appears that this amendment provides for three
records, as follows:

(1) A complete record of the actions taken by the Federal
Open Market Commities as now constituted until Merch 1, 1888,
upon all questions of policy relating to open market operations,
This record is required to be kept by the Board as to all actions
taken by the committee after the ensctment of the Banking Act of
1955, notwithstanding the fact that the members of the Board are
not members of the committes, However, the law provides the meest~
ing of the commitiee, in the discretion of the Board, may be at-
tehded by the members of the Board.
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Mr,. Qesorge L, Harrison, --2,

(2) A complete record of the actions taken by the Feder-
al Open Market Oommittee which is to come intc existence on
Baroh 1, 1986, under the terms of the Panking aAct of 1935, up~

~on all questions of policy relating to open market operations.
This record is requirad to be kept by the Board of all actions
on questions of policy taken by the committise, rotwithstanding
the fact that the actions taken will be those of the committee
as such and not of the Board as such,

(5) A complete record of the actions takem by the Board
of Governors of the Federal Reserve Systes upon all questions
of policy relating to open market operations and with reapect
to all other questions of policy determined by the Board. This
record is required to be kept of all actions taken by the Board
on questions of policy determined since the enactment of the
Barking Act of 1935,

fthe Board has under consideration the procedure which should be
followed in order to carry out the provisions of the statute, and, in
view of the meeting of the FPederal Open Barket Committee on Uctober 22,
it is suggested that the committee also give consideration to the proce-
§IPR -in regard to the actions taken by it upon questions of policy re-
lating to open market operations,

It may be noted in this comnection that the amendment requires
that the Board of Gowvernors keep a complets record of the actions taken
by the Federal Open Market Committes upon all questions of policy re-
lating to open market operations; that the Board shall record therein
(a) the votes taken in commection with the determination of open market
policies and (b) the reasons underlying the action of the committee in
each instance; and that the Board shall include in its annuel report

a oopy of the record required to be kept,
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Mr. George L., Harrison, —38.

I way add also that, pending further considerstion of the
matter, the Board ia disposed to acoept for the purpose of the required
record a report from the Federal Open Narket Committes setiing forth
sneh actions as may De taxen by 1t upon questions of policy relating
to cpen sarket operations, the votes taken in connection thsrewlih
and the ressons underlying each suoh actiom, and that when the com-
aittes has dlscussed the matter the Board will be plexsed to be ad-
vised a3 to the views of the committes concerning tha procedure which
should be followed,

1 Very truly yours,
; (ignna) Gusstar Moerls

Chester Eorrill,
Beorstary,

e oeades
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OCTo 1%

Tt e en v - e e
b TILE CORY

http://fraser.stlouisfed.org/
Faderal Reserve Bank of St. Louis



 DECLASSIFIED

' Authority E0rcler 1625 '
Office Correspondet..ce Date_October 19, 1955
To_____ Mr, Eecles Subject: YREC'D IN FILES SECTION

From

o

B8 from e Unclaissified / Declassified Holdings of the National Archives

N M 1 APR 111938
Morri

JrPs—a__

For your use in calling the matter to the attention of Governor
ison, the new provision of law requiring the Board of Governors to keep
and publish records of astiom taken by the Open Market Committee is contained
in the last parasgraph of section 10 of the Federal Reserve Act as amended by
the Banking Act of 1935, which reads as follows:

"The Board of Governors of the Federal Reserve System shall
keep a complete record of the action taken by the Board and by the
Federal Open Market Committee upon a&ll questions of policy relating
to open-market operations and shall record therein the votes taken
in connection with the determination of open-market policies and the
reasons underlying the action of the Board and the Committee in each
instance. The Board shall keep a similar record with respect to all
questions of policy determined by the Board, and shall include in
its annual report to the Congress a full account of the action so
taken during the preceding year with respect to open-market policies
and operations and with respect to the policies determined by it and
shall include in such report a copy of the records required to be
kept under the provisions of this paragraph.®

- This provision of law became effective on August 23, 1935, the date
of its approval by the President, and placed upon the Board the responsibil-
ity of keepling three records:

(1) A complete record of the actions taken by the Board of Gov-
ernors of the Federal Reserve System upon all questions of policy relating
to open market operations and with respect to all other questions of policy
determined by the Board. This record is required as to all actions taken
by the Board on questions of policy determined since the enactment of the
Banking Act of 193§,

(2) A complete record of the actions taken by the Federal Open
Market Committee as constituted until March 1, 1936, upon all questions of
policy relating to open market operations, This record is required as to
all actions taken by the committee after the enactment of the Banking Act
of 1935, notwithstanding the fact that the members of the Board are not
members of the committee.

(3) A complete record of the actions taken by the Federal Open
Market Committee which is to come into existence on March 1, 1936, under
the terms of the Banking Act of 1935, upon all questions of policy relat-
ing to open market operations. This record is required as to all actions
on questions of policy taken by the committee, notwithstanding the fact
that the actions taken will be those of the Committee as such and not of
the Board as such. '

C‘%x}\p. (‘,.,{7,,,7 20). 2
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FEDERAL RESERVE

Office Correspon.iei__e "%

To Mr. Morrill Subjéct: - v -

P L 5

[ K="

it 2 T -3"-@\
I am sending you herewith eight cop:les of a memorandum. on

jo~/18-38
business and credit conditions ) mrepared for the use of the Board

_.,\.v‘éoben\lg" 1935 ,~

and the Open Market Committee next week. There are a few minor
revisions that will be made later in the day, but 1 wanted to
get these coples to the Board members so that they could take them

~with them over the weekend if they chose.
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October 18, 1935

R. & S,
CONFIDENTIAL Cr. 10
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BUSINESS AND CREDIT CONDITIONS

General summary

Sustained.activity of business at a level near the high point reached at
the beginning of the year is the ouistanding fact in the current economic
situation.

The increase over last year has been chiefly in industries producing
durable goods, the low level of activity of which has been the principal char-—
acteristic of the depressionf There has been this year, for the first time
since the decline which in this industry began early in 1928, a marked and
sustained increase of residential building-~though the volume of construction
is still relativeiy small,

Greater activity in industry has been accompanied by an advance in the
income‘both of industrigl workers and of farmers, and the distribution of
commodities to éonsumers also increased. There has been no evidense of accumu-~
lation of stocks of commodities. Wholesale prices of farm products and foods
have continued to advance, but at a slower rate than in 1933 and 1934, Prices
of most industrial products have shown 1little change in the past two years.

Notwithstanding the improvement in business, there is still a large
volume of unemployment and the burden of relief continues to be heavy.

Continued ease in the money market and the accumilation of a vast amount
of 'idle funds in the hands of investors has been reflected in a revival in
the capital market. Security flotations have been in larger volume than in
any year since 1931; for the most part they have been refunding issues reducing
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the debt service, particularly of corporations, but there has alsoc been an
increase in the amount of new money raised to be used in part in liquidation
of bank debt and in part for productive purposes.

Industrial profits have increased, and there has been a sustained advance
in security prices—-—representing the effect of cash buying by investors.

Bank loans to brokers have not increased and security loans to other borrowers
have declined,

Expansion of total bank loans and investments has been continuous during
the year and has reflected for the most part additional purchases by banks of
United States Government obligations and of securities guaranteed by the
Government, Bank deposits have grown as the result chiefly of gold imports
and disbursements by the Government, and demand deposits of member banks are
at a higher level than at any previous time. The growth in deposits has been
large enough to meet the increased demands of business and the turnover of
deposits has shown little change.

In recent months disturbed conditions abroad and expectations of a rise
in security prices have resulted in a large flow of capital to this country
and consequent imports of gold. These imports have been the chief factor in
carrying member bank reserves to a new high level, as shown in the accompanying
chart. Notwithstanding a considerable increase in legal reserve requirements
consequent upon the increase in deposits and a more than seasonal growth in
the demand for curreoncy arising from the greater volume of trade, excess re-
serves of member banks increased further and at $2,900,000,000 are at the
highest point on record.

Immediate prospects in the business situation taken as a whole appear

to be favorable.
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MEMBER BANK RESERVE FUNDS
AND FACTORS OF CHANGE IN THEIR VOLUME
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Business activity

During the first three quarters of 1935 industrial activity ond e
ployment have been maintained at a level higher than in any of the four
preceding years and about half way between the lowest point of the depression
and the 1929 level, The increase in production over last year, amounting to
about 10 percent, has been largely in durable manmufactures, particularly
automobiles, machinery, and steel, vhile output of nonkdurable monufactures
in the aggregate has shovmn a relatively small increase,

Since the beginning of the year, industrial activity has showm less
change than in the corresponding period of any other recent year., In
September the Board!'s seasonally adjusted index was at 89 percent of the
1923 1925 average as compared with aihigh point of 91 percent in Jamuary
and a low point bf 85 percent in May. Industrial prices also have fluctuated
within a narrow range and there has been no general accumlation of stocks
of industrial products such as occurred in the rapid speculative advance in
prices and production during the summer of 1933,

The volume of residential building, which had remained unchanged at ex-
ceptionally low levels in 1932, 1933, and 1934, has shown an increase this
year, reflecting improvement both in the real estate situation and in the
mortgage morket, The current level is approximately twice that of last year
and one~fifth that of the peak years 1925 to 1928, Commercial and factory
building has continued at a low level. There has been less public con-
struction in recent months than a year ago; currently, however, a consider-
able amount of new public work is being undertaken,

Incomes in industrial commmnities have increased somevhat, as compared

with a year ago, reflecting primarily increased industrial activity, Relief

if <
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expenditures by the government have continued at a high level. Factory
pasrolls for the first three quarters were 10 percent larger, and there
was also an increase in wage payments on the railroads, vhere employment
declined somevhat but wage rates advanced.

Industrial profits have also been larger than in the corresponding
period of 1934, The largest increases have been in the automobile,
building mntsrinls. machinery, and electrical squipment industries,
while the profits of public utilities, which had shown a relatively small
decline during the depression, have decreased somewhat further this year.

Agricultural income has been above that of a year ago by about 5
percent, chiefly as a consequence of higher prices for livestock and
livestock products, Marketings of livestock have been sharply reduced
while crop production has shown a considerable increase over last year,
when drought conditions prevailed,

The volume of domestic trade has been somewhat larger than a year
ago, particularly in rural areas, Purchases of household equipment and
automobiles have shown a substantial growth, and the dollar volume of
sales by department stores has been larger, with the most marked in-
creases over last year reported in reFent months,

Although economic activity has increased substantially from the
low levels of the depression, the current level is considerably below
that in 1929 and the volume of unemployment continues high,

The accompanying table shows a comparison of business conditions
in September and the first three quarters of 1935 with conditions in the

years 1929, 1932, 1933 and 1934,
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BUSINESS CONDITIONS

Index numbers, 1923-1925 = 100

C?ns’cruc- Pact Tt Depart— |Whole-|Retail
Industrial t;on con~ aclory ‘ai OTY | ment sale | food
production racts jemploy~| Day= | pone prices{prices
awarded ment rolls
sales 1/ 2/
(value) =
1929 119 117 105 109 111 95 157
1932 64 28 6L 46 69 65 102
1933 76 25 69 Ug 67 66 100
1934 79 32 79 62 7575 111
1935 :
Jan.-Sept .3/ 87 31 81 68 78 80 122
Aug .3/ 87 38 g2 70 79 81 122
Sept.3/ 289 phil 282 71 pg&2 g 12k

p~-Prelininary.
1/ 1926 = 100; index of Bureau of Labor Statistics.
2/ 191% = 100; index of Bureau of Labor Statistics.
3/ Indexes for periods less than a year, except those for wholesale and

retail prices, adjusted for scasonal variation.
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Industrial production

Since the middle of 1932 there have been four periods of increased
industrial output, each quite different from the others. Some of the dif-
ferences are evident on the accompanying chart, which shows the Board!s sea~
sonally adjusted index of industrial production and the production of iron
and steel, automobiles, other durable manufactures, textiles, meatpacking,
other non-durable manufactures, and minerals, all expressed in terhs of points
in the total index, so that it is possible to see just how much of any
movement in the total index is accounted for dircctly by changes in activity in
any of these industries, The indirect effects, such as an increase in the
output of materials owing to an incrsase in output of finished goods, aré

not shown separately.

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



T Reproduced from the Unclassified / Declassified Holdings of the National Archives

T LT A oCTra T T
r - DECLASSIFIED

- Authority SZUTG(QI" /pr ‘
‘ |

/ A
INDEX OF INDUSTRIAL PRODUCTION
POINTS IN . ADJUSTED FOR SEASONAL VARIATION, 1923-25 AVERAGE FOR TOTAL =100 POINTS IN
TOTAL INDEX TOTAL INDEX
{00 100
) Total
" Industrial Production
920 : N 90
/’\/_’i
w0 y /\
70 F\ 70
/’\—- | ]
60 7/ 0
50 .. 50
20 ] /\ Tron and Steel 20
0 ’\/ ',/\\// 10
\/\ Automobiles
0 0
0 — __..,\_/\/ ~ 10
Qther Durable
- Manufactures
(0] 0
% O onese %
. \-h-\,.
20 \v "w/.\\/ Textiles = 20
10 Meat Packing ' 10
__.._/—/\—s
e N
0 0
20 20
Minerals
A/\—-M—/M!‘
0 o)

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

1932

1933

1934

1935

§r



| Authority &Ordﬂt" /Qﬂﬁ

' Reproduced from the Unclassified / Declassified Holdings of the National Archives : DECLASSIFIED ‘

I
|

-9.

The first of the four advances was in the summer of 1932. It was small
in amount and reflected largely an increase in textile output from an un-
ugsually low level. By the following March, at the time of the banking
crisis, production had declined to about the same level as in the middle of
1932,

The second advance, stimilated by the reopeﬁing of banks, the low level
of stocks of certain commodities, and the prospect of higher costs and higher
prices in many lines, was widespread and exceptionally rapid. Output of
semi~finished products showed the most rapid expansion in this period, and
the index, which is based in large part on output of such products, advanced
1 points in four months, from 59 percent of the 1923-1925 average in March
to 100 percent in July. This advance, partly of a speculative character, was
not sustained, however, and beginning in August there was a general, rapid
decline in output, which by November had brought the index down to 72 percent.

The third advance in the index, to a high of &6 percent in May 193k,
reflected primarily increased output of steecl, part of which was purchased
for stock in anticipation of price advances announced for the third quarter,
Increased automobile production was also a factor in this advante, After
May the index declined rapidly, reflecting chiefly an abrupt decline in
stecl production which continued at an exceptionally low level for several
months, There was also a decline in activity at toxtile mills while meatpack-
ing showed a marked increase, largely as a consecquence of the drouvght,

The low point of this downward movement in the index of industrial produc-
tion was reached in September 193&, partly owing to the textile strike in
that month,
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The fourth advance, from this low woint of 71 percent in

September 1934 to 91 percent in January 1935, was genoral for the in-
dustries shown on the chart, except that in the meatpacking industry
activity showed a rapid decline during this period, The level of
industrial output reached in January was somewhat higher than that
reached in the spring of 1934 and has boen large;y ﬁaintained. This
is the first advancc that has not boen followed in thc immediately
succeedinz months by a sharp decline. The lowest index reported so far
this year is &5 percent for May. The most rocent index, for September,
ig &9 percent, and there is no indication of a decline in the immediate
futuare,

Steel production has been maintained gonerally at a lovel of betwoen
40 and 50 percont of capacity and currently is at 52 percent, reflecting
sustained demand from many sources, cospecially the automobile and machin-
ery and miscellancous industries; orders from the railroad and building
industries have continued to be in limited volume. JAutomobile production,
which had incroased from a low lovel of 1,400,000 cars for the whole year of
1932 to 2,800,000 for 1934, has totaled 2,900,000 during the first nine
months of 1935, Output was sharply reduced in Scptembor as preparation was

made for now models which are now boing produced in increasing volume,
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Lumber output has increased éonsiderably, accompanying an advance in residen~
tial building and increased activity in the furniture industry. Textile
production as a whole has been umuisually stable at a level somewhat higher
than was reached at any time during 1934, This higher level, however, has
been due chiefly to umusually large production by the wool industry, partly
offset in the total by a relatively small volume of output in the cotton
textile industry.

At mines output has fluctuated more from month to month this year than
in other recent years on account of uncertainties concerning a possible coal
strike, which finally occurred in September and was settled after a few says.
Employment end payrolls

Total volume of employment is slightly higher than a year ago and sub-
stantially above the lowest level of the depression. It is, however, con-
slderably below the 1929 level and, with a growing number of persons of
working age, the volume of unempioyment continues at an unusually high level.

The course of factory employment since 1928 is shown on the accompany-
ing chart with separate lines for employment in the industries producing
durable manufactures. such as iron and steel, automobiles, machinery, lumber,
and furniture, and for employment in the industries producing non-durable
mamfactures, such as foods, textiles, and leather products. The figures are

adjusted for seasonal varigtion.
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FACTORY EMPLOYMENT
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The total number of wage-earners employed at factories in August was
about 6,800,000 as compared with 6,600,000 a year ago, a low of 4,900,000
in the spring of 1933, and a high of 9,000,000 in the middle of 1929, Pre-
liminary figures indicate that in September the number employed showed a
seasonal increase,

In 1929, as in most of the earlier post-war years, the number employed
in the durable group was slightly larger than in other manufacturing in-
dustries, From the high in 1929 to the low point of the depression, thedecline
in the non~Gurable.group  was about 1,500,000 persons, while in the durable
group it was about 2,700,000 persons, The subsequent increase reported for
the durable group has been larger than for the non-durable group, amounting
to about 1,100,000 persons as compared with 900,000, Thig year employment
in both groups has been maintained with little change, with the durable
group generally higher than a year ago. Detailed comparisons for leading

groups of industries are shown in the following table.
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FACTCRY EMPLOYMENT

January-August 1935

i Authority &OTG(.Q(' /3 MF ‘

Average Change from
number year ago
of Number of i
employees | employees | Percent
Total 6,774,700 11,100  H.7
Durable group 3,024,000  +119,300 @ 4.1
Automobiles and parts 445,100 +35,900 +8.8
Machinery 738,100 457,500 +8.4
Non~ferrous metals and products 224,100 +15,500 +7 .4
Lumber and products 465,800 +18, 800 +h 2
Iron and steel and products 613, 42,600 1.4
Transportation equipment, other
than automobiles 96,400 1,400 AL
Stone, clay, and glass products 185,100 -1, 700 ~0.9
Railroad repair shops 255,900 ~16,700 ~6.1
Non-durable group 1/ 3,759,700 - 8,200 -0.2
Textile wearing apparel U6, 700 +5,200  43.5
Paper and printing 510,900 +11, 600 +2.3
Chemical group, except petroleum . .
refining 292,100 +2,700 4.9
Textile fabrics 1,023,400 42,900  40.3
Leather and products 287,600 ~2,700 0.9
Petroleum refining 70,900 ~800 ~1l.1
Food products 653,900 ~29,700 -4.3
Rubber products 108,600 -6,000 ~543
Tobacco products 79,300 ~6,500 ~T7.5

1/ Includes a few miscellanecus industries not shown éepamatsly.
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Employment at mines has fluctuated considerably in recent months, re-

&

flecting the threat of a strike in the bituminous coal industry; the average

for the year to date, however, is about the same as last year.

employment has shown a seasonal increase since the beginning of the year,

while in public utilities 1little change has been reported.

Payrolls at factories for the period from January to September this

year have been about 10 percent largerithan a year ago and on the railroads

payrolls have also been larger, partly on account of higher wage rates,

On railroads

Payroils at mines and public utilities have shown 1little change. The figures

for these four groups of industries are given below; for other groups, such

as trade, construction, professional and government service, no satisfactory

data are availablse,

AVERAGE WEEKLY PAYROILS IN FOUR GROUPS OP INDUSTRIES

(In millions of dollars per week)

Jan,~Sept, | Jan.-Sept.

1934 1935  |Change

Total--factories, mines, railroads,
public utilities* 183.9 199,0 +15.1
Factories 126.5 138,8 +12.3
Durable group 58.3 664 +8,1
Non-durable group 68,2 2.4 +4,2
.Mines 12,7 12,4 -3
Railroads 28,0 30.0 +2,0
Public utilities 22.9 23,8 +.9

*Bteam railroad repair shops are included in factories and also
in railroads, but the duplication has been eliminated in this

total,
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Domestic trade

The total amount of domestic irade has been larger during the first
threec quarters of 1935 than it was a yeoar ago. Sales of general merchandise
in rural areas, as reoportcd to the Department of Commerce by mail-order
houses and chain stores, have bcon substantially larger than in any other
year since 1930, Departmcnt.store sales, as measured by tho Board!s season-
ally adjusted index, have shown an incroase during this year and the average
for the third gquarter was 80 percent of the 1923-1925 average, as compared
with 75 percent in the third quarter of 1934, Sales of automobiles showed
a considerable advance in the early part of the year and were well maintained
until September when they declined prior to the introduction of new models,
There has been an increase over & year ago in the sales of chain grocery
stores, owing in part to higher food prices, while in chain variety stores
sales have been in about the same amount ag last year.

Foreign trads

In the first & months of this year the value of‘exports wag about the
same as in the corresponding period last year while the value of imports was
one-fifth larger. The excess of exports amounted to $28,000,000 as compared
with $259,000,000 a year ago.

Reflecting chiefly the effects of last summer's drought, exports of meats,
lard, and grains showed a marked decline from last year and imports of live-
stock products, grains, and feeds increased. Exports of cotton showed a
marked decrease and the quantity.of tobacco exported was also considerably
smaller. ZExports of automobiles, machinery, and crude petroleum, however,

have been in larger volume than last year.
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"The increase in imports this year has been general,with marked in-
creases over a year ago reported for sugar and tin, as well as for meats
and grains. Imports of crude rubber have becn larger in value but slightly
smaller in volume, )

Prices

Since the beginning of the year the general level of wholesale prices

has shown less change than in the corresponding period of any other year
since 1929. 'The course of the index has been gradually upward, with an ir-
regular advance from 78 porcont of the 1926 average in the carly part of
January to 81 percent currcntly. As is indicated on the accompanying chart,
movements in the index have been largely dominated by changes in the prices
of farm products and foods, while prices of other commoditics as a group

have shown little change from the level reached in the autumn of 1933 and

maintained throughout 1934,
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The principal changes in prices of farm products and foods
have been morked increases in the prices of livestock and live-
stock products, a rapid decline in the prices of grains other
than wheat, and a smaller decrease in the price of cotton. VWheat
prices declined in the early part of the year but from the end of
Junc to the first week of October thoy advanced rapidly, and al-
though they have declined somewhat since then, they are now higher
than at the beginning of the year. Prices of sugar have also
shovm a considerable increase.

While other commodities as a group have shown little change,
there have been marked movements in the prices of several individual
commodities. Since last spring prices of hides and leather, silk,
textile products, and scrap steel have advanced, and since surmer
nonferrous metals have =lso increased. Prices of tires and tubes
and crude petroleun have shurm declines during the year.

Retail prices of foods advanced considerably during the carly
months of thé year, reflecting chicfly o charp rise in meat prices.
Since April there has been little net change in food prices and at
the present time they are approximately € percent higher than they

were a year ago.
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Profits and dividends

Industrial profits, as indicated by reports of large corporations, {ci/
were somewhat larger in both the first and second quarters of 1935 than
in the corresponding periods of last year. Automobiles, building materials,
machinery, and electrical eguipment were among the industries showing the
most marked increases. rReéults‘for the third quarter are not yet available,
but known developments indicate that profits were above those of the pre-
vious year. Since 1932, when industrial corporations wsere generally operat=
ing at a loss, profits have recoversd substantially, but their current
volume is still only aboub one-third of that attained in 1929,

During the first half of 1935 profits reported by public utility
companies were somewhat below those‘of the previous year. Since the re=
cession in this field, howevér, was much less than for industry generally,
profits of utilities are almost two-thirds as high as the best levels
reached a few years azo. Railroad companics as a group failed to earn
their fixed charges during the first half of 1935, as in other recent
Yyears.

Dividend ‘d.ocla.ra‘aiom for a large group of corporations during the
fivet nine menthe of the yeap ag gempilod by the Wew York Timee aggregatod
$2,000, 000,000, aﬁ increase of abouy $100,000,000 over the previocus yean,
Several of the largest banks in New York City have recently reduced divi-
dends because of low average yields on available funds,

Member bank deposits

Deposits at member banks have continued to show a rapid growth during

1935, reflecting priﬁcipally the influence of gold imports and of distursencnts
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by the Government of funds raised through the eals of obligations to the banks, T
The following table shows for recent years the various types of deposits

at all member banks, On June 29, 193%5, adjusted demand deposits, which

exclude United States Government deposits, interbank balances, and reported
"float," amounted to $17,530,000,000, the largest amount ever reported,

Deposits at nonmember banks, however, and at all banks continued below

their previous peak. Time deposits at member banks, excluding those of

banks and the Postal Savings System, increased in the first half of this

year and at $9,890,000,000 were $1,700,000,000 larger than two years

earlier, but considerably smaller than in the period from 1928 to 1931.

The recent decline in Postal Savings deposits at banks reflects the direct
investment of funds by the Postal .Savings System; the amount\of deposits.

held by the puﬁlic in Postal Savings accounts has shown 1little change since

1933, The continuous growth in interbank balances, which are now the

largest on record, reflects an increase in idle funds held by banks.
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DEPOSITS AT ALL MEMBER BANKS
ON SELECTED CALL DATES

(In millions of dollars)

ty KOrelo 18250 |

Time United

Adjusted | (excluding | States Postal Inter-
demand* Postal Govern- | Savings | bank

Savings) ‘ment
1929 June 29 16,324 13,210 348 115 3,766
1933 June 30 12,089 8,192 806 788 3,340
1934 June 30 14,261 9,226 1,658 585 4,397
Dec. 31 15,686 9,456 1,636 Y52 4,905
1935 June 29 17,530 9,888 7719 307 5,2

* Demand deposits, other than those of banks and the United

States Government, plus certified and of ficers! checks, cash
letters of credit and travelers! checks, and due to Federal
Reserve banks (deferred credits), minus cash items reported
as on hand and in process of collection.

That the growth of deposits has continued since June, although at a

somewhat slower rate than in the second quarter of this year, is indicated

by figures for weekly reporting member banks in 91 leading cities, shown

on the chart. Adjusted demand deposits at these banks increased by over

$200,000,000 between June 26 and October 9, while time deposits showed a

small increase, notwithstanding a decrease in Postal Savings deposits,

which are included in the figures shown.

Balances of domestic banks con-

tinued to increase, and thereo has also been some growth in recent wecks

in deposits of foreign banks, reflecting the movement of short-term funds

froﬁ abroad.
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Bank debits and turnover ¢f deposits

Reflecting an increased volume of financial and other business trans-
actions, the amount.of debits to depositors! accounts at banks has been
larger in 1935 than in any of the three previous years. At banks in 140
cities outside of New York debits in the first three quarters of this
year were 13 percent larger than in the same period of last year., In New
York City, where debits are to a considerable extent affected by specula-
tive stock-market activity, the increase amounted to 6 percent,

The increase in debits for the country as a whole has been somewhat
slower than the growth of deposits, and therfore the rate of deposit turn-
over has decreased slightly.

Member bank loans and investments

Loans and investments of member banks have increased this year by a
somewhat smaller amount than in the same period last year., This difference
has reflected in large part the smaller volume of borrowing by the United
States Govermment and its agencies this year as compared with last, Another
factor has been the retirement -in- . July and August of bonds bearing the
circulation privilege, Holdings of direct obligations of the Urited States
Govermment by all member banks showed little change in the first half of
the year, while those of weekly reporting member banks in leading cities,
as indicated on the chart previously shown, hzve increased by about
$200,000,000 since June, Addjiticnal securities purchased have exceeded
in amount the circulation bonds retired.

Obligations fllly guaranteed by the United States Govermment increased
by $570,000,000 at all member banks in the first half of the year and by

$140,000,000 at weekly reporting banks subsequently, Holdings of other

Digitized for FRO@PUTities increased by a somewhat smaller amount,
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Total loans of member banks declined in the first half of the year,
but since the end of July loans of weekly reporting banks have increased
somewhat, Loans on securities to customers contimied to decline, vhile other
customers! loans showed seasonal increases in the spring and agaih in
recent weeks, Loans to brokers and dealers in securities, which are dis-
cussed more fully in a subsequent sectibn, fluctuated within a relatively
small range, reflecting principally operations of dealers in Government
securities,

Money rates and bond yiclds

Short~term money rates have contimued at low levels during 1935, with
rates on open-market commercial paper at 3/M of one percent since Jamuary,
those on call and time loans on the New York Stock Exéhange at 1/4 of one
percent since April, and rates on acceptances at 1/8 of one percent through- -
out the year., Yields on 9-month Treasury bills, which declined in the

first half year to .05 of one percent in July, have recently been between

.20 and .25 of one percent,

Rates charged on prime loans to customers by banks have shovm a further
slow declince during the yoar. Rates at New York City banks now average
less than 2 3/% percont; thosc in othor northern and eastorn cities, 3 3/4
percent; and those in southern and western cities, about 4 1/2 percent.
Yields on outstanding Treasury bonds continued to decline during‘the
first half of the year but rosc somewhat in August and September as a
consequence of declines in prices. Yields on high—grade sorporate bonds

have been relatively stable at a low level since early in the year.
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Security prices and security loans

There has been a substantial increase in security prices and in steck
market activity during recent months, reflecting for the most part cash
purchases by investors. The following chart brings out the fact that this
rise in prices of securities has not been accompanied by an increase in

security loans,
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The average increase in stock prices since last March has exceeded
35 percent, according to the most comprehensive available index, while
the security loans of the weekly reporting member banks have shown little
change., A small increase in their loans to brokers and dealers in securi~
ties has been offset by a decrease in their security loans to other cus-
tomers.

It is an unprecedented development for a rise of 35 percent in stock '’
prices in a short period of time not to be accompanied by an increase in
the amount of bank credit used for carrying securities. This unusual con-
dition is due in paft to the abundance of funds in the hands of investors
and in part to the effects of the Board's Regulation T, which limits with-
drawals of cash from margin accounts for the purpose of realizing profits
from a rise in stock prices, and thereby reduces the need of borrowing by
brokers.

A somewhat paradoxical situation arises out of the nature of the formula
for determining margin requirements stated (but notprescribed) in the law
and adopted by the Board. The formula provides that a loan on a security
must not be greater than whichever is the higher of:

(1) 55 per centum of the current market price of the
security, or

(2) 100 per centum of the lowest market price of the
security during the preceding thirty-six calendar months,
but not more than 75 per centum of the current market price.
The theory on which this formula was based was to provide for a con-
stant increase of restraining influences as the prices of stocks advanced

further and further above their lows, The way the formula works out in

practice is not entirely consistent with this theory. Up to the point
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when the price of a stock rises to 133% percent of its three-year low it is
permissible to borrow as much as 75 percent of its ma;ket price and an ine
crease in price can result in pyramiding of profits., From that point until
the price reaches 182 percent of 1lts low, the amount that can be borrowed
remains constant at 100 percent of the low price. During that period the
percentage of the margin to 'the permissible loan increases, but the actual
amount that can be borrowed remains unchanged and, therefore, no pyramiding
is possible, When the price of the sccurity gots above 182 percent of its
low, the formula results in a constant Y45 percent margin requirement. This
is the highest proportionate margin provided for in the formula, but since
every increase of $1.00 in the price of the stock from that point permits
an increase of K5 cents in the amount that can be borrowed on it, it be-
comes possible once more to pyramid profits arising from price advances.
In this way the formula, though providing a higher margin requirement for
stocks that have advanced rapidly, results in removal of the anti-pyramid-
ing restraint when the stocks have advanced beyond 182 percent of their lows.

At the present time stocks in which two—thirds of the trading is done,
including many market leaders, have omerged from the anti-pyramiding zone
and, though subject to the 45 percent margin requirement, will afford
opportunities for pyramiding profits in the event of further advances in
prices.,

The course of the market in the immediate future requires close
observation to determine whether and when a change in the formula or

in the lovel of required margins shall become desirable.
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Qapital issues

The supply of funds seeking investment and the low level of
money rates brought about a revival of the capital markets be-
gloning early in 1935, New lssues, particularly for refunding
purposes, were offered in increased volume in March and have
continued to come into the market in a volume substantially
above that of recent years, Total issues increased from $140,-
000,000 in January and $100,000,000 in February to $290,000,000
in March. Since then they have averaged about $500,000,000 a
month. This compares with average issues of $140,000,000 a
month during the years 1932-1934 and of $740,000,000 a month
during the period 1925-1930,

Capital issues for the period January l--September 30,
1935, totaled $3,530,000,000, including‘$2,560,000,000 for re-
funding existing securities and $970,000,000 for raising new
capital to be used in part in liquidation of bank loans and
in part to improve or expand plant and equipment.

The increased flow of new securities into the capital markeé
during 1935 has been chiefly for the purpose of reducing interest
charges on existing debte Nearly three-fourths of the securities
were offered to refund outstanding securities into issues bearing
lower coupon rates, In fact the total issued for refunding pur-
poses dufing this nine-month - period excecds the amount of such

issues during any post-war year. Refunding issues of the farm
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loan and Government credit agencies totaled $865,000,000, in-
cluding efferings to redeem $HO0,000,0dgTFederal land bank bonds
and $325,000,000 of Home Owners! Loan Corporation bonds guaranteed
by the United States as to interest.s Public utility companies
were the next most important group participating in refunding op-
erationss They issued $760,000,000 for refunding purposes, in-
cluding twelve issues varying in amount from $30,000,000 te $70,-
000,000 each and aggregating $530,000,000,

Corporate issues have become a more important‘factor in the
capital market in 1935 then in any year since 1931, Total issues
by corporations in the period January l--Scptember 30 were $1.,600,-
000,000, including $1,370,000,000 for refunding purposes and $230,-
000,000 for new capitale In addition to the refunding issues of-
fered by public utility companies, which have alrecady been men-
tioned, $120,000,000 were offered for this purpose by railroads,
$340,000,000 by various manufacturing companies, and $110,000,000
by companies producing and refining oil. Corporate issues to raise
new capital averaged $35,000,000 a month during the period April 1
Scptember 30, which is in excess of average monthly issues for such
purposes in eny year since 193l. Stocks, preferred and common,
have been issucd to ondy a small degrece. Nearly three-fourth; of
the issues for new capital have becn in the form of long~term bonds

and notese
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Treasury finance

During the periocd July 1 to September 30, 1935, Treasury ex-
penditures, excluding debt retirement, were &1, 700,000,000, re-
celpts totaled él,OO0,000,000, and the public debt increased by
$700,000,000.

On the basis of revised budget estimates, included in a re-
cent statement by the President, the deficit (excluding debt re-
tirement) fof the fiscal year ending June 30, 1936, is expected to
be about $2,700,000,000, as compared with a deficit of :35,000,000,-
000 in the fiscal year 1935. Whereas during the fiscai year 1935
- the Treasury met a large portion of its deficit by drawing on its
previously accumulated gereral fund balance and the public debt
showed an increase of only $1,650,000,000, it is anticipated that
during the current fiscal year the deficit will be met principally
by borrowing and the public debt will increase by %2,600,000,000.

During the current calendar year the Treasury's refunding pro-
gram hag included about $5,700,000,000 of its bonded debt called for
redemption. The retired issues include £1,870,000,000 of 4th Liberty
Loan bonds on April 15, the remaining %1,250,000,0C0 of 4th Liberty
bonds on October 15, §1,930,000,000 of lst Liberty bonds on Junc 15,
$600,000,000 of Consols on July 1 and £75,000,000 of Panama Canal
bonds on August 1. About %4,£00,000,000 of this bonded debt was
retired by cxchange offerings; the new issucs included ¢2,310,000,-
000 of 2 7/8 percent 20-25 year bonds, £570,000,000 of 2 3/4 per-
cent 10-12 year bonds, 860,000,000 of 1 5/8 percent 5-year Treasury

nbtes, and $430,000,000 of 1 1/2 percent % 1/2 year Treasury notes. ;g:zzf
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With the redemption of the remaining 4th Liberties on October
15 the Treasury completed the refunding program which was begun in
October 1933 with the first call of the 4th Liberties. Under this
program about $8,875,000,000 of bonds have been retired, including
all remaining war bonds and practically all pre-war bonds. Redemp-
tion of about $6,900,000,000 of these bonds was made through ex-
change offerings of notes and bonds carrying lower interest rates
and with varying periods to maturity and about ¢1,900,000,000 have
been redeemed in cash or arc subjcct to cash redemption. The coffect
of the exchanges wag to rcduce the intercst charges on that part of

the redeemed debt by about £$100,000,000 per annum.
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Form No. 131
FEDERAL RESERVE

Office Corresponuer. e ™ Date_( .ober 17, 1955.
To. yChairman Eccles | Subject: o T2 A
. Clayton REC'D IN FILES SecTTON i /!,
APR 1711938 s |
@ 1

Attached hereto is a copy of a letter of Octobeymiﬁth; written
by Mr. Coolidge and addressed to the TGovernor of each of the twelve
Federal Reserve Banks.

. In discussing this matter with Mr. Batchelder he pointed out

that heretofore bsnks were not at liberty to prepay war loan accounts
Qzﬁiézinasmuch as they agreed in the depositary agreement at the time of the

"y opening of such war loan account that balances should be drawn down
/QQEQJ only upon demand of the Treasury. Exceptions have been granted rather
liberally when a bank made speciel application for purposes of readjusting

its investment portfolio, but the Treasury always reserved the right to
retain the deposits in the banks so long as it desired. It was felt
that the Banking Act of 1935 fixing the F. D. I. C. assessment and also
requiring reserves to be maintained against Government deposits cheanged
the situation somewhat,as it placed upon the depositary banks burdens
with reference to these war loan accounts which they had not previously
had.

You will note thst Mr. Coolidge's letter does not instruct or
authorize the Federal Reserve Banks to circularize the member banks in
each district. When I asked Mr. Batchelder about this point he edvised
thet Kanses City hed circularized its members of its own volition and
that Governor Schaller had phoned Mr., Coolidge with reference to this
matter and was told that this was not necessary.

I discussed this matter with Mr. Smead and suggested that he prepzre
a memorandum on the subject with particuler reference to the potential
effect of such prepayment of war loan accounts as being similar to an
open market operation. His memorandum is attzched hereto. Mr. Smead
doubted, however, that any considerable portion of the war loen accounts
would be prepaid zs @ result of Mr. Coolidge's authorization. The aggre-
gate balance of the Treasury's war loan accounts as of October 15th was
$761,829,000 in round numbers. Mr. Crowley sdvised me thet the F. D. I. C.

had not been consulted in this matter.
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Governor Bceles Subject: REC'D IN FILES SECTION

From__Mr. Smead . =3 :% 5.1_%998& - I

e 18852

As you know, the press carried an article a few days ago to the
effect that the Treasury had changed its policy with respect to deposits of
funds in designated depositaries so as to permit member banks to transfer such
deposits to the Federal Beserve banks whenever they see fit, instead of only on
dates fiked hy the Treasury.

Mee /0~1-35

This morning we received a copy of a letter written by Mr. Coolidge

to the Federal Reserve banks on this subject, and it appears that the Federal
Reserve banks are suthorized to permit any depositary bank to transfer Govern-
ment funds to the Reserve bank upon request, unless the amount to be transferred
is in excess of $2,000,000, when the Federal Reserve banks were instructed to
require the depositary bank to give notice of mot less than six days prior to
prepayment.

While this letter was addressed to the Federal Reserve banks, it
is presumed that most of the depositary banks have read about it in the press.
If no further action is taken in the matter, however, it is quite possible that
the amounts transferred will not be such as to materially interfere with the System's
open market policy. Should, however, depositary banks transfer any large portion
of the $800,000,000 or $900,000,000 of Government funds now on deposit with them to
the Federal Reserve banks, the System's open market policy would be materially
affected as the deposit of Government funds with the Federal Reserve banks has the
same effect upon excess reserves of member benks as a sale in corresponding amount
of Governmment securities by the Federal Reserve banks. To give member banks
the right to influemce the volume of excees reserves by several hundred million
dollars by transferring or failing to transfer funds to the Federal Reserve banks

takes from the System certain powers which it must have if it is to exercise the
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Governor Eccles - #2.

control over monetary and credit matters contemplated by the Federal Reserve

Act. While the Treasury can teke action at any time to offset any policy which

-may be adopted by the System, it seems to me that we should avoid wherever

practicable giving depositary banks the tools with which to negative such

policies as the System may decide upon. The fact that action taken by member

banks might at times be in harmony with the System's open market policy is no

Justification for giving them powers in this respect they do not otherwise possess.
It is suggested, therefore, that if under the present suthorization

member banks do deposit any large volume of funds in the Federasl Reserve banks the

matter be taken up with the Treasury with the object of having the Treasury after

! consultation with the Board, and not the depositery banks, determine the volume

;‘of Government funds kept on deposit with the Federal Reserve banks.

I understend informally that some of the higher officials in the
Treasury are in favor of requiring all Government deposits to be kept with the
Reserve banks instead of keeping all but & relatively small part thereof with

depositary banks.
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Chenges in esccount since last Open Market Committee meeting,
May 24, 19385.

Since the last Open Market Committee meeting in May, hold-
ings of about $29,800,000 of Treasury bills and $82,700,000 of
bonds have been replaced by Treasury notes, largely &s & result
of purchases to replace maturing Treasury bills, Consols and
Pansmas, and of the exchanges for the 4th Liberties redeemable on
October 15. The matﬁrities of the new issues of Treasury notes
acquired fall in March and December 1939 and June 1940. At the
time of the May meeting the System's holdings of First Liberties,
redeemable in June, had been exchanged.

Bonds held in the account on May 24 and redeemed during the
period include $40,401,006 of 4th Liberties, $24,645,450 of Consols
and $1,987,960 of Peanemas. Only $11,750,000 of the Liberties were
exchanged for the 2 3/4 percent bonds maturing 1945-1947 offered in
September. Funds from the redemption of Consols and Panamas appear

to have been invested largely in Treasury notes. Transactions in

" other bonds during the period comprised chiefly of a decrease of
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aboﬁt $22,000,000 in the holdings of 2 7/8 percent bonds of 1955-
1960.

New issues of Treasury notes acquired duringlthis period
include $82,651,000 of 1 1/2 percent Treasury notes maturing March

15, 1939 acquired in part in exchange for the 4th Liberties;
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$77,075,900 of 1 3/8 percent Treasury notes maturing December

15, 1939 issued by the Government in July and purchased fgob
System account from funds from the redempticn of Consols; and
$121,883,200 of 1 1/2 percent Treasury notes maturing June 15,

1940 acquired largely in exchange for holdings of Treasury notes
meturing on June 15 and 1. Other transactions in outstand-
ing issues of Treasury notes resulted in a smell decrease in the
holdings of Treasury notes maturing during 1936.

Maturities of securities in the'System account

Government issues in the System's account which mature before
June 30, 1936 totel $#716,000,000, about 20 percent of the total

account. They include the following issues:

Holdings in account Percent of total

(in millions of outstanding
dollars) issues
Treasury bills
Weekly maturities Oct. :
23-Dec. 31 166 30
Weekly maturities Jan. ,
1-March 31, 1936 158 26
March 16 31 15
Weekly maturities Apr.
1-June 30, 1936 115 14
Treasury notes, maturing—
December 15, 1935 63 15
April 15, 1938 134 24
June 18, 1936 49 7

The Merch 16 maturity of Treasury bills is in addition to the

regular weekly maturities which fall on March 11 and March 18 and
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this special maturity tskes the place of other maturities oﬂ

thet date. When the lstest series offered has been issued, the

bills outstanding which mature on March 16 will total $201,000,000.
The System's holdings of Treasury notes maturing on April 15

comprise nearly one-fourth of the total outstanding, while for the

other note maturities during the fiscal year the provortion of

the total issue held in the account is émaller.

Outlook for financing reguirements, fiscai yesr 1936.

The amount of new funds which will be required for budget
purposes for the balance of the fiscal year is subject to consider-
able variation. Budget prospects as indicated by revised estimates
in & recent statement by the President are that the deficit during
the current quarter will be about $600,000,000 during the current
quarter and during each of the remaining quarters of the year. The
two most importent uncertainties are (1) receints from processing
taxes which at their present rate may fail short of the estimates
by as much as $2gg2000,000 for the year, and (2) the work relief
program which may be so slow in getting under way that total expendi-
tures for the year will not reach the estimates.

In view of the fact that the Treasury, in addition to its
regular £urnover of Treasury bills, has only the December maturity
of $418,000,000 of Treasury notes to meet between now end April 15,
end that its maturities of notes from April 1 to June 30 total

$1,245,000,000, it would seem likely that a substantial part of the
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new funds needed for the belance of this fiscal year would be
acquired by April 1.

There are two charts attached showing the distribution of
the present debt by maturities:

(1) Distributicn of the interest-heering debt by maturities
each year beginning 1936.

(2) Distribution of the maturities of the Treasury notes by
quarters.te | 440.

These charts indicate the aveilable dates from which maturities
of new issues might be selected.

Government security prices

Conditions in the Government security market have imeveved
somewhat in the past week after a period of declining orices in
September. Chart shows monthly averages for the period

Hlon wF G
beginning January 1932,weekly averages from July to date of the
yields on long-term Government bonds, that is, bonds callable or
neturing after eight yearg’and of Treasury notes with a period to
maturity of three to five years, and the average discount retes on
offerings of Treasury bills.

Yields on the three classes of Government securities declined
slowly during the first half of the year and were at the lowest of
the year in Judy« The aversge yield on long-term Government bonds

decreased from 2.97 percent for December 1934 to 2.59 percent for

July 1935. Treasury notes declined from 1.78 for December 1934 to
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1.12 in Msay, 1935 while the aversge discount rate on 166-day

Treasury bills declined from .17 of a percent in February to.07

of a percent in July. Prices for bonds and notes declined in

August end Sepzigfer and the yields on the long~term bonds were
. 0

carried up to &+6% vercent on September I8, and on Treasury notes

— el
to Lb[k?u' on Sepkudy I8, while the discount rete on offerings

of Treasury bills increased to .25 of & percent for the week ending
September 28. The market has steadied somewhat during the oast two
weeks and yields have improved slightly but they are still substantially
above the lows of the year. The aversge yield on long-term Treasury
bonds on October 16 was 2.75 percmnt, and on Treasury notes 1.29

H
percent. The discount rate on the bills offered on October 8- was

«*{ "y - percent.

This is the second year in which there has been a marked decline
in Government security prices in the late summer when the Treasury
had before it the refunding of a substantial amount of Liberty bonds
called for redemption on October 15. The decline which took place
in August of this year was less severe than that during the summer

of 1934.
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£h FEDERAL RESERVE | FF~RAL nESERVE KOARS Fite
Office Corresponuei..e | Date Ocuober 12, 1985
To__ Dr. Miller Subject:. B IR = p—
- . <. ;‘,"] j @ -
From____Mr. Morrild = '..»‘E'i -
2T e

There is attached a copy ﬁggﬂgxwgapqrqndnkto' the Board
in regard to the procedure for carrying out th: mro.quirementl
of the Banking Act of 1985 with respect to the procedure to be
followed by the Board in keeping the official records of actions
taken upon questions of policy by the Board and by the Federal
Open Market Committee. I have asked Mr. Eccles to have this
matter considered at a meeting of the Board prior to the next
meoting of the Federal Open Market Committee, which, as you
know, is scheduled for Uctober £2.

Pr>

i L L

CTRLTES N

CM-~sb
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Office Corresponuelr.;.e ™ Date_Ocuober 10, 1985
To Mr. Eccles Subject: L 3 3 3—3\ A
From Mr. Norrill |

(13147 /35—

There is attached a qenoraﬂgu-,C copy of which has

been furnished to each member of the Board, outlining the
requirements of the Banking Act of 1935 and the procedure
proposed thereunder with respect to the records which are to
be kept by the Board of Governors of the Federal Reserve
System on questions of policy.

I suggest that you read this memorandum carefully
and that it be brought up for discussion at the naext meeting
of the Board prior to the meeting of the Opeh Market Committee
80 that the procedure to be followed may be definitely ap-
proved or determined by the Board. It is particularly im-
portant that the Board pass upon this matter prior to the
meeting of the Open Market Committee because it wiil be::
necessary to initiate a new procedure in connection with
that meeting,

CM-8b
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0CT 101935

Mr. Carpenter: /\ gt Zf?’ /2

A copy of the attached memorandum\
is being submitted to eabh appointed mem-
ber of the Board as a basis for considera-
tion of the questions involved at a meeting
of the Board.

C. M.
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My deer Governor:

On August 5, 1984, Under Secretery Winston referred to your
bank a copy of & letter addressed to the Federal Reserve Benk of
Boston outlining the position of the Tressury with respect to the
prepayment of Wer Loan deposit accounts, This rule has been fol-
lowed rather closely since that date.

However, Title I of the Banking Act of 1935, subsection (h) (1),
amending section 12B of the Federal Reserve Act, as amended, re-
quires insured benks to pey an assessment of one-twelfth of 1% per
annum on average deposits, and Title III of the same act, section
524 (d), smending section 19 of the Federal Reserve Act, as amended,
requires member banks to keep the same reserves againsi deposits of
the United Stetes as againsi other deposits. In view of these con-
ditions, it appears desirable toc modify this rule,

Accordingly, you are hereby authorized, upon request from any
depositary bank, to accept prepeyment in full of War Loan deposit
accounts eyeated under the terms of Treasury Circular No., 92, In
all ceses where the amount to be prepeid is more than two million
dollars, you should require the depositery bank to give notice of
not less than six days prior to the date of prepeyment, However,
this is not to be an inflexible rule, and in any cese where your
bank so recommends the Treasury will be glad to give consideration
to permitting immediate prepeyment. Also, when the contemplated
prepeyment of any one War Loen account, or several War Loen accounts
in the aggregate, amounts to one million dollars or over, you should
notlify the Commissioner of Accounts and Deposits by wire immediately
upon receipt of advice of intent to prepey.

Very truly yours,
(Signed) T. J. Coolidge

T. Jo Coolidge,
Under Secretery of the Treasury.

M. Jo. Fleming’ anuire,
Governor, Federal Reserve Bank,
Cleveland, Ohio,

RDB:PC
9/27/35
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