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Governor Black ' Devaluation of the dollar and

T————
Yr, Smeed the Federal Reserve Systenm

In view of the authority possessed by the President to reduce the gold
content of the dollér at any time by as muoh as 50 percent and the growing
probability that the dollaf will be devalued by the exercise of that authority,
perhaps in the n;ar f'u'!:uré, the subject of the effect thereof upon the FederaLl
Reserve System has coms to be of vital concern, |

At the present time our monetary gold stoek amounts to $4,322,000,000,
which would be increased to $7,203,000,000 if the gold content of the dollar
were reduced to 80 percent of the present .atatutory woight, corresponding
roughly to the present exchange valus of the dollar, At this veluation our
zold stock would exceed by shout:§1,960,000,000 the emount of money in cirou-
lation at ths present time, exclusive of subsidiary Iailvqr and minor ocoin,

In other words, we could retire all the Federal Reserve notes, Federal Raseﬁna
Bank notés s national benk notes, United States ndtes,l gold cortifioates, sll-
ver certificates, gold coin and silver dollersd in eiroulation, replace them
with gold coin of the neow weight or with gold certificates based on the de~
valued gold dollar and have & reserve stook of gold remaining in thelamoun‘b of
£1, 960,000,000, '

Bearing in mind also the fact that our gold stock at its present valua-
tion is equal to more than 80 peroent of our total ciroulation, exclusive of
subsidiary silver and minor coin, it is ovident that the addition of
$2,880,000,000 to the value of our gold stock, that would result from a 40
poroent devaluation of the dollar, would give 'l::‘nis sountry an additional fund
of gold in that amount not needed for nﬁnetary purposes and which would have
+0 be held by someone as a nonproductive easet, The possible holders of this
£0ld are three, 1.e., (1) the Unitel States Treasury, (2) the Federal Reserve-
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Banks, and (3) menrber and normesber beanks.

That the Trsasury would hold any substantial portlon of this Jmmense sum
of idle. gold is, of course, quite inconceivnble, especially in view of the ocure
rent heavy requirements of the Treasury for funds to fimms unusual quam-l
montal aativities. The Treasury might. howaver, it would ssem be willing %o
carry a 100 peroent gold roserve agsinst United Sts.tes notes, which would abe
sorb about §180,000,000 of gold,
| If the Reserve Banks were permitted to retaln the profit realired from the
revaluation of their own gold holdinge (whieh it is taken for granted they will not,
unless porhaps in commection with the a'c‘:option of a "eommodity dollar®), they
oould carry the lucressed gold reserves with no other embarrassment then that of a
striking increase in their surplus accounts; but i.f the Reserve Banks do not share
in the profit derived from the revalustion of the gold stook, the thrusting upon
them of such an smount of vnpx:oduotive gold would have very a;eritms oona;quence_s.
Assumlng that the Treasury deposited with the Federal Reserve Banks ita profits of

. $2,880,000,000 or so resu]i'bi’mg fr&n the devalustion of gold it would then be in
position to draw on i;he balances thus created in meeting its obligations,

The paying out of thess funds by the govermment in ordinery course in de-
fraying current expenses or redeeming gwemnt socurities held by the publiec
wcmlﬁ tranafer.thm +o momber bank reserve .ao\com!rb, since tho govermment checks
would be deposited with member banks who in turn would deposit them with the

' Reserve Banks, This would expend excess ressrves of mewber banks from the present
unprecedented level of $850,000,000, to the fantastic total of something like
$3,700,000,000, The inevitable result would 1:10 tremandous prefsnre.upon the
Reserve Banks to dispose of their govermnaﬁt soourities and "l:h-éreby enable merber

banks to reduce their excess reserves to more normal pro;portidns. If the Reserve
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Banke oomplied they would be virtually, if not oompletely, bereft of earning
assets, ns ‘ahay would elso be if the Treasury instsed used the funds :!n the
direct purchase from the Resorve Bankscof the gwemmmt seourities held by them,
Barnings of the' Reaenal Benks would zaturally decline almost, if not quite to

the point of extinection and the continued existeme of tha Fodoral Reserve System
would be endangered through 1nab111ty to oover expenaes. . But there would alac be
the even more serlous result of dapriving the Reserve Banks of amy meens of

oredit oontrol, whether or not they rétained-a substential volume of govermment
seourities, unless there was an export mave;nent of gold on such'a tremendous

soale as to wipe\ out excess resorves of member banks and put member banks in debt |
for substential amounts to tho Federal Reserve Banks, The existonce of excess
resarves of membar banks in such emount as would result from the paylng out by
the government of the profit _(appraximta;ly $2,880,000,000) realized from the re-
valuation of gold would tend to cheapen credit in fhia gountry and consequantly to
produce an export movement of gold, Any gold exporis due to this ceuse would, of
course, cease when excess reserves of member benks were reduced to a normal lsvel,

Hember and normember benks cannot be sxpected to hold in thelr vaults as

a nonproduwtive asset .any substential portion of the inoresse in the couni;ry*a.
monstary gold stock resulting from the revelustion of gold, even 1f they were not
deterred from doing so0 by the risk of loss by rohbéry or otherwiss, There are,
however, 8 nurber of means whereby member end nonmember banks could be forced. to
assume at least & part of the burden that would otherwise fall on the Reserve Benks,
-.hmmg these is the building up of excess reserves of member banks, end some in-
crease in even the present large excess reserves obviously would not be dangerous

under existing conditions., To foree monber benks to carry luarge excess reserves
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undor eny end all cenditions, howsver, would be to surrender any possibility of
e_ngaisi.ng eny restrictive 'inf_luanoe on eradit expansion and to furnish membor
banks & powerful incentive 4o launoh into credit expension on an tmprooedentad
seale at the 'mry time, permPs, whon changed sonditions oalled for restraint,
Another means of shiﬂ:.’mg 8 par'!: of the burden to the banks would be to induce
all, or aubstantially nll, nomnﬁmr banlcs to join the Federal Reserve Systom,
A1) normember banks, other than mutusl sevings banks, in the sountry have about
$6,000,000,000 of deposits, whish would eall for reserve balances of sbout
§300,000,000 with the Reserve Banks if they bsoame membor banks, Mutual savings
benke have deposita of abeut $8,600,000,000, whioh at -bhe rate of 3 percent
applicable to time deposits would oall for reserve balances with the Reserve Banks
in the emount of $288,000,000, Accordingly, bringing all nomsewber benks into the
System would take care of perhaps $600,000,000 of the around 32;880,000,050 of
excess gold, Ths most prompt end effective means, ‘though oaao- thet perhaps could
not bvo resorted to without arousing e considernble amount of opposition, would de
to increase marmber bank reserva raqnirmnta. For oxamplo, a 40 peroent inorease
in the reserve roquiremente would result in increasing required reserves for f’.*ﬁf&?ﬂt
menborship by sbout §720,000,000, Thors romine the possibility of retiring the
about 760,000,000 of national benk notes in oirculation,

If all of the sbove suggestions, which are tabulated below, wore adopted the
System would no doubt be &ble to funotion measurably satisfactorily even with a
40 peroent devaluation of tho dollar,

Inorease the gold reserve against U, S. notes to 100 percent $190, 000,000

Retire national benk notes 750,000,000

I'nereage requirsd raservost .,
(a) By Ednﬂnaim to mmbership of noxmenber benks (75 pors

cent of the estimated maximum) . 450,000,000
(b) By inorease of 40 peroent in legal resorve require-

ments of mew end prosemt membership sgg.ggg,ggg
Decrease earning assets of the Reserve Banks 5
Total sz,aﬁ'c.uoo"",!‘&)"o
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If, however, excess reserves of member banks were allowed to fall to the
-normal level of around $150,000,000, there would be a further decrease in earning
: asseta' of the Reserve Benks of about $700.600,000 in addition to the
$590,000,000 indicated above, which would thereby reduce earning assets from
$2,500,000,000 as at present to about #1,260,000,000, or to approximstely the
emount required at 3 percent to cover operating expenses, losses, and dividend.s.
The immediste effeot upon tha Foderal Reserve Banks, even withoubt any décrease
in excess reserves of member banks, ecould éoaroely fail to be a reducstion in
earning assets of much greator magnitude than the $590,000,000 sssumed in the
above illuetration, end the Reserve Banks might find it necessery to make up
for the consequent reductiom in their earnings, so far as poasible, by die-
continuing the printing of Federsal Ressrve surrenoy with a gradual substitutien
for Fsderal Reserve notes in eiroulation of gold certificates, by obtaining full
reimbursement, so far as practisable, for all servises rendered the Govermment,
and by charging member banks for some of the free zervices now performed for

" them, In the sbove illustration no allowance is made for o possible reduction
in money in eirculation, (monsy in circulation now anmmbs to $5,666,000,000,
compared with §4,929,000,000 at the end of Kovember 1929), or for the importation
of gold either of which, other thinge being equal, Iwould rosult in a corresponding
further decrease in Reaer:vo Bank earning assets,

Of course, if the dollar wore dovelucd less than 40 percemt or if there were

8 subgtantial export of gold, perhaps pertly as the resuld of an mgreement with
one or more foreign counirias 'in somoetion with the stebilization of the dollar,

the situstion would be more fevorable from the standpoint of the Federal Reserve

Systom,
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