
FEDERAL. RESERVE BANK

OF NEW YORK
June 20, 1927.

Dear Governor Crissinger:

In our telephone conversation on Friday you mentioned that some members

of the Board felt that the purchases already concluded by the Open Market Invest-

ment Committee had completed the amount which was recommended by the committee to

the Federal Reserve Board in i t s las t report, and that the position should now be

reviewed again to determine whether any further purchases were justified.

We have proceeded in making these purchases in accordance with my under-

standing of the policy agreed upon by the Board with the Open Market Investment

Committee in the past, that large movements of gold such as we have recently ex-

perienced are, as a matter of course, to be offset by purchases or sales of Open

Market Investment Committee holdings. I think you will find this general view of

the committee's policy referred to in previous reports of the committee, three of

which I have before me, that i s , November 8, 1926, September 10, 1926, and the last

meeting held in May. The records of the earlier meetings of the committee are, as

I recall, even more specific on this point, but they are not before me as I dictate

this le t te r .

To review the present situation, when the Bank of France secured the

return of $90,000,000 of gold in London we negotiated for i t s purchase, as you know,

on very short notice in order to avoid i t s getting into the country when, having

once crossed the exchange barrier, i t would form a permanent part of our gold re-

serves. $30,000,000 we were unable to arrest in London, but we partly offset the

effect of i t s addition to bank reserves by sales, as I recall, of about $15,000,000

of the System's securities. The purchase of $60,000,000 in London was effected by

our selling a like amount of the System's securities to the Bank of France and so

avoiding the expansion of bank reserves which would have resulted from our paying
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for the gold without reducing our investment account. While the effect of this was

to give the Bank of France dollar balances for $90,000,000 in New York, about

$75,000,000 or thereabouts of this gold was actually offset by sales of securities.

Now exactly the reverse operation has taken place as to $100,000,000, be-

cause the Bank of France has withdrawn $100,000,000 of their deposits with New York

banks, transferred them to us, and purchased that amount of gold, thus effecting a

reduction of bank reserves in this city of $100,000,000. As explained to you by I

telephone, this made i t necessary to offset the loss of reserves by purchases of

securities as rapidly as they could be made. Had we failed to do so we would have

had a sharp advance in interest rates at a time when i t would have caused inconven-

ience to the Treasury financing then under way and would have increased the likelihood

of even higher rates which we also expected after the June financing was concluded.

As in previous similar cases we did not feel that these purchases formed a

part of the $115,000,000 authorized by the Board following the submission of the

committee's report of May 9. In fact we felt that under that authority only

$15,000,000 of purchases had been effected and that the general scheme of the report

to continue purchases up to $250,000,000 before August 1, if money market conditions

made that possible, clearly contemplates that regard for money market conditions and

for the volume of borrowing in New York would be the guiding principle. Were this

not the case the effect of this loss of $100,000,000 of gold would be to entirely

nullify the action of the Open Market Investment Committee and the Federal Reserve

Board.

As explained by telephone and in my last two let ters on this subject, we

are anticipating heavy borrowing this week, although the amount cannot accurately be

forecast, I t will furnish the opportunity to enlarge the committee's holdings of

securities which the committee believes, and which we felt the Board believed, was

a desirable thing to accomplish if i t could be done without creating an undue ease
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of money, but the continued enlargement of the security loan account seemed to

justify our delaying these purchases for a short time so as to see what effect a

brief period of somewhat higher rates would have.

We realise,-as the Board doubtless does, that there has been a considerable

speculation in stocks, although far less active and menacing in i t s proportions than

that which had developed in either Berlin or Paris. Just as is stated in the com-

mittee's report and in my previous letters this situation will require careful

scrutiny from day to day until the true position of the money market discloses

itself. But I am sure the Board has in mind that if a period of definitely higher

rates now develops and no purchases are made practically all the bills in the market

will come to the Federal Reserve Bank which might make i t necessary for us to ad-

vance our bill buying rate, and that, in turn, make i t necessary to advance our

discount rate. Such action at this time we do not believe i s justified, and our

directors feel would be distinctly harmful.

So, summarizing the position as i t appears to be to-day, I should say

that we are quite willing to watch the effect of somewhat higher rates for a short

period, but we believe i t would be hazardous at this time to allow a general re-

vision of the level of interest rates to occur, for the reasons -

(1) That i t might force an increase in our bill rate and
ultimately our discount rate,

(2) That such an increase would be detrimental to the busi-
ness of the country,

(3) That i t would have a tendency to depress the value of
sterling and ultimately the continental exchanges,
and possibly embarrass us by starting another gold
import movement, and

(4) That with the heavy refunding operations now under way
and in prospect for the Treasury we believe that any
general advance in the level of interest rates, unless
necessitated by other impelling reasons, might have a
detrimental effect upon the Treasury's plans which
would be quite unnecessary.
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I have endeavored, by telephone and l e t t e r , to keep you and the members

of the Board fully informed of these developments from day to day in the hope tha t

what we are doing was fully understood and would meet with the Board's en t i re ap-

proval . I f tha t i s not the case may I ask you to l e t me know a t once, as the situa-

tion i s cer ta inly one of suff ic ient importance to make i t necessary tha t there should

be no misunderstanding of the Board's action and the committee's pol icy.

I beg to remain,

Sincerely yours,

Benj. Strong
Chairman

of the Open Market Investment Committee,

Hon. D. R. Crissinger,
Governor, Federal Reserve Board,
Washington, D. C.

BS/RAH
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