nu.e Mr, Secretary: | o Y

. The committee is made up of the Faderal Re

iprid 0, 1923,

3t

75

- hhtﬂa&hn link! attended a mesting of ﬂn mmmt
Investment Comwittee of the Pederal Hoserve .cv? held at mﬁwmhm
of mnt‘oq, oA
York, Philadelphia, Clovsland and Chicage, and there wers present Governor
Harding, Aeting Governor Case, Governor Korru, Governor Fancher and
Governor McDougal.
After preliminary disgussion the conmi ttee organized by elacting Mr.

Ozse a9 Chalpman and then snsued a full 4discussion of the whole qn

results of the meeting and then take up some of the facts tréugn! ont by

. voted to pegommend to thelr own boarde and to the othar Faderal Reserve’
- basks thet the Treasury gertificates maturing on Septamber 15th, amomnt ing

market rolicy of the Federal Beserve System. T will stats brief
the Goversors prasent and sows matters of tha discussion. The Govarnors

to $35,953,600, be tenderad to the Treasury at par and intersst if and

when the Tremsury is #illing to take them. The committas also voted to

raise the opap market purShasing rate on acceptancss 1/3 whioh will muke

the rate at New York for purchusing short bills 4 per cent, for sixty-day

bills 4-1/8, ninety-day bills 4-1/4 and longdr billa 4-3/8. ' This action 3
bas already bad ite effect upon the brokers offerings ia Waw York City. \/
Furthermore it was understood that the banks buyinz d1lls mlex ‘b-uy m dq

e ldttde Jeas 4n walue than the amounts maturing.

Mr, Oase presented a schedule of the holdings of 111 FVederal '&ui-n

~berks in United States securities and other oarning nasets.frSm-May-27y”, ~ |
.+ 1933, to dpril 4, 1983, inalusive.  The holdings of Covernment securities = |
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‘are Government bonds, neariy all of them donds bouht bafore the' ‘war

were at thelr pesk as you know in May 1922, being ut $594,975,000 on May 17th,
and $603,418,000 on May 31st.  From that time they degan *apldly to decline |
and on April 4th had been redused to $239,149,000 while other sarning assets |
had increcsed to $9868,109,000, Gaverament um!uan thersfore have heen \
reduced no less than nna 000,
~ When you .consider that of the $239,149,000 hald on April 4th last o\
$10,471,000 wers held on repw chage agreswent thare ramain only $328 678.000 \
of inyvestment securities in the Federal Bessrve System, and of thess tae.oaa.oQo
in con~ |
formity with-Section 18 of the Federal Beserve Act, Some of them are bonds J
#t11) bearing the circulation privilege and others are conversions of such |

bonds into 3 per cents. When those are subtracted it will b found that \
there remain in the Pederal Resarve System only $189,595,000 of bonds and 3
totes and certificates of which $34,011,000 are December 1923 maturities, \
$2,062,500 March 15, 1924 maturities and the balance $117,580,000 are Treasury
notes. .
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This represents & pretty drastic deflation of Go curities and i
it sesmed to the committee that the danks have gone about as far in this matter
as they should be sxpected to go. I ought %o say that the the $10,471,000 of
Treasury certificutes held pril 4th on sales contracts represent & low stage
of that 1tem. On October 28, 1922 the smount held was $237,331,000 and on Jammary
31, 1983, $25,301,000, Mr, Case told me that this item would fluctuate from
umt $10, m 000" to $20,000,000. It may be considered practically negligidle
but an !mn or docmu of five or ten millions in any weekly statement ﬂmx
be sho:n without any actual increase in the investment accounts of the banka.

T might a44 that in their efforta to reduce their hollings of Covernment ncnﬁ- 3
ties Pederal Baserve barks since May 17, 1923 have actually sold mearly $14,000,000 4
of bonds dgaring the circulation privuaac which I balieve was a very bad ponoy

and 4% simply pute that amount of national bank notes hack into circulation. 1T

bave protestsd vigorously against this ani hope T hawe succeeded in producing

some impression,

Vhen you consider that the Pedaral Ranerve banks have a capital and surplus
of $337,000,000 which wee - “really baken out of the working funds of the barks
which Joimd the System and ropresants that mmch daflation unless 1t is invest-
ed I thimk you must admit that the holdings of Covernment sseurities at the
presant time are very low. Counting out the bonds which repressnt subtraction
from the national bank circulation and counting out the $10,000,000 held on
sales contracts the Besorve banks have $137,400,000 less lnvouod in Government
securities than their capital and surplus. m;-:r time = new bank Jjoins the \)
System and every time the capital and surplus of aany prosent mesber dank are
increased somethinz is added to the capital of the Pederal Raserve danks which
is taken out of the working fundis of the country and locked up tnless reinvested.
Daring the past year, that is between April 5, 1922 and April 4, 1923, the capital
of the Fsderal Beserve banks increased $4,064,000 while the surplus increased
$3,000,000, The capital increases a few thomnd dollars almost avory week.

It would seem to ma, tharefore, that the capital and surplus of the Federal
Reserve banks should be continuously invested regardless of the demand for
discounts, not only as one of the chief means of supporting the Faderal Reserve
banks but as investaments which can not possibly effect the money market in the
sense of adding new funds to the market because such investments simply return
to the market what have previously bhsen subtracted from it and leave the con-
ditions &8s befors. Thie was substantially the view of the committee and is also
the opinion of NMr. Warburg with whow we talked over the open market investmert
policy of the Federal Reserve banks when he was last here something more thamn
a week ago. My own feeling has always been that a considerably larger proportion
of this fund wight be invested in long time bdonds.

Since the Federal Beserve hanks now have $137,400,000 less than their
capital ani surplus invested in Trasasury aoﬂiﬂcntn nnrl notes it seems to me
that we may fairly be said to have deflated to that extent. I dbelieve that
when the investmenta of the Reserve banke in Treasury certificates ani notes
or in donds other than bonds bearing the circulation privilege reach $350,000,000
they may bde sald to be excessive a&nd to be influencing the market in the dinction
of easy money, but when they fall below $200,000,000 it seems tc me the influence
is distinetly in the direction of deflation. I und.cnhnl from Mr. Case that
arrangements are to bs made to take up the September 15th maturities which will
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actually leave the Federal Reserve banks only a little more than $153,000,000
of Tressury certificates and notas. _

¥hy should not the Treasury consider that about the minimum with $380,000,000
as & maximom.

Perbaps it may be said that the holdings of accentances or "ills dought :
in the open market® ought to bde considered in the sams category with Treasury s
certificates and notes, dbut there is this differonce - the acceptances repre- =
sent actual dDusiness transactions and are self-liquidating. Parthermors unless -
the Pederal Peserve banks make some investments in acceptances the acceptance
business will be entirely destroyed or driven to London as it will be Just as
cheap to sa2ll open merket one name! paper as to arrangs for the accepting of
drafts in banks or acceptance houses paving the 1/4 of 1 per cent commission.
Mr. Case soemed to think it Adouhtful whother the market could stand a further
false of 1/8 unless the rediscount rate was ralsed. ‘

Yours vory truly,
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Hon, A. ¥. Nellen, -
Secrstary of ths Troasury,

-

- T P it ¥ ]
Y
- ,f
T
q J
571 .
i R
n /! _ ¥
f §Hey "."- \
\ ! /
i ia
7oy !
1 y [
: oM -

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





