May 89, 1923,

Dear Mr, Case: _ {pé

Follewing our conversation of the other day I have besm
giving some further thought to the question of opan warket dealings
in bankers acceptshces, With thelr holdings of Government securities
practically ligquideted, and perbaps completely liguidated by the emd
of the next month, the Federal Reserve Banks will have practicelly
no investments except their holdings of dlscounted raper and the
bonkers aceoptances bought in the open market, Under present con-
ditions, and with a discownt rate that is gemerally below the market :
rate, the Federal Reserve Banks are not in = position to exercise

>- mach gontrol over the market through the discount rate,and in the
absence of some incremse in the dlscount rate it 1s therefore par-
ticularly important, it seems to me, that deglings in bankers ac-
ceptancos be governed by money =smd credit conditions, This it is
difficult to 4o if the Federal Reserve Banks stlll adhere to the one-
sided policy which has heretofore been followed with respect %o
bankers seceptances, Up to date the policy has claarlybeen gquite

consistently Mﬁo sell acceptances,and at all times

to nurse the market for acceptances rather than to let it stand

on its owmn feet, - For this there may have been some excuse in
the beginning when Dankers acceptances were new end had not been

developed, but even before now there have been occmsions, it seoms
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to me, when purchsses of bankers acceptances have gone to unealled
for lengths and have 1ed to dangercts inflation of eredit, As you
have ssdd, the m Fedorsl Roserve Banks, pare
ticularly from the larger city banks, 1s dut another form of dis-

counting by commercial banks, and since tlie buying rate for accept-

ances is normally lower than the discount rate thase purchases of
fcceptances need to be brought very dofinitely hto hw with the
general credit policy of the Federsl Reserve S,u-. if ths system
is up unimain w effoctive relation te the crsdit structure, Even
ﬁ'u m e!‘ vln of the developlmant of the sccepiance market
st»u' ; unm shoro is everything to he said for letting sccept-

meos stand more and more om tholr own merits,without artificial

—

support from the Fadernl Reserve Banks, and that this is particularly

necessary if mhq‘rnlnom Banks, as 1t seoms t0 uwe they must
do, are to use their dealings in acceptances to give themselves mors
ef foctive rolation to the credit situation. To be more specifiec,
this will mean, I should say, that the Fodersl Reserve Banke will
have to recognise more and more that bankers acceptances, like short-
term Government securities, must yleld a rate that will be attrac-
tive to the market and should not be bought, snd cannot be sold,

at an artificially low rate. It wist nleso involve a willingness

on the part of the Pederal Reserve Banks to sell bankers acceptances
to the market as well as to w thew, OGr.nted an indepenient out-
side market for acceptances, it seems to me thnt the Federal Reserve
Banks ought to be able, through their purchases and sales to the

Federal Reserve Bank of St. Louis



© market, to estadlish an effsctive relaticn with the monsy merket
g -iint under present conditions lhi 1s dtfﬂout to sscure through the
discount rate, '
Very truly yours,
(Signed) 8.'P. Gilbert, Jr.

s, P, OILBER?, Jr.,
Under Segratary, . '
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