THE SECRETARY OF THE TREASURY
WASHINGTON

Vareh 15, 1923,

I Dear Mr, Platt: ;

’ I received your latter of Mareh 10T, 1923,\1:‘: raply tc my

latter of that date as to the open market operations of the Fedsral 1

Regserve Banks, with particular referencd to their purchases of

Covernment securities, glad to note that you find your-
self in general agreemant with my letter and that the Federal
"' Raserve Beoard has sent out to the Chairmen of the Federal Rssarve

Banks 2 latter stating thet 1t is strongly of ths opinion that

certificates maturing Yarch 15th which have tosn held in their
vortfolloa should be allowad to run off without reinvestment, 1 /

am interestesd also to note that the Board has now designated a

committee to rrepare regulations governing the open market opers-
ticns of the Federal Reserve Banks,and hope that in sc far as

these regulations may affect Government sscurities the Treasury

will be permitted an opportunity tc examine them befors they are

issued, The cusstlon of ths legal authority of ths Federal

|
'” : Reserve Board to rrescribe regulations governing these operatioms, %:,
|” | and sven prohibiting purchasss under certain cohditiom, has besn :i*

raised befors,2and I have wnderstcod from Covarnor Harding's letter

of April 14, 1922,+to0 the Governer of the Federal Reservs Bank of

?hiladelphia., a copy of which was sent to the Tresaswy at the time,

|

|

|

I

1]

[-‘ that the General Counsel of the Board led rendsred an opinion that

i
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wnder the aunthority given by subdivieion (b) of section 14 of the
Foderal Reserve Act, to prescoribve rules and regulations poverning
ths purchass of bonds and notes of the Unltsd States, and the
authority glven by subdivision (J) of section 11 of the let, to
exercise general supervision cver the Faderal Reserve BRBanks, the
Tederal Reserve Board may at any time imrose such restrictions or
limitations as it deems advisable upon the exerciae Ly Fedsral
.Iteasrvs Banks of their power to make such rurchases, Certainly

ths question as to what policy the Fedsral Feserve Banks shall fol-
low with respsct to sarning assets, as related to expenditures and
dividends, ias a question within the authority of the Foderal
Regerve Becard to detarmine by virtue of the powers granted by the
Tedoral Reserve Act, and particularly the power to exercise g@eral g
supervision over the Tederal Reserve Banks, Generally speaking,
the Federal Feserve Banks in duying Covernmant aecurlties have
beem moved dy a desire tc maintaln their earning assets at scme
assumed figure sufficisnt to cover their expenses and dividends,
end entirdly apart from its power, which I belisve to bs ample,
to regulate purchasss of Covernment securities by the FTederal |
Reserve Ranks and under some clrcumetances to rrohibit them, the ]

Tederal Reserve Beard ¢lesarly has full power ie shape thess opera-

tions through ite general supervislon of ths wanagemsnt and 1
administration of the several Federal Poserve Banks, Therse ars,
of cowrse, many legitimate transactions in cornection with which {[

the Federal Roserve Banks may duy or sall(Govemmant securities,
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on rapurchase agraements o otherwlse, and these transactions shouvld \

——

not, of course, be hampered by regulations any mere than is absclutely
nacessary, I should say, howsver, that 1t"would be a relatively simple
matter to separate these business transacticns from the purely invest-
ment transactions umder which Federal Reserve Banks havs tought
Government securities in the past simply for ths sake of maintaining
their eaming assets, and that ravirg in mind this dlstinction it
would be sntirely aprropriats for the Beard to prescride general
rogulations governing ths investment transactions of the Federal
Feserve Banks and . even, in scme circumatancss, to rrohibit purchases
sixply for investment, The Beard, for sexample, could gquite rroperly
mwomlgate regulations, it seems to me, wnder which Federal Reserve
Banks intemding to buy Government securities simply for investment
would first have to submit the matter to the Federal Reserve Beard
and get 1ts express arrroval,

Very trﬁly yours,

ﬁ_ - B pwea

Secretary of the Treasury,

Hon, Edmund Platt,
Vice Governcr,

Federal Reserve Board, _
Washingten, D. C, T

.

AT BOARD MEETING
MAR 24 1923
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