
FEDERAL RESERVE BANK

PERSONAL
O F N E W YORK JULY 3, 1928.

Dear Governor Young:

I have received the copy of your letter to Governor McDougal under date

of June 30, which you were good enough to send me and in which you BO clearly set

forth your views with regard to the credit situation and further increases in the

discount rates.

Your resume of what has taken place in the field of credit and the money

market since last September, in the way of security sales and loss of gold, very

clearly reflects the cause of the present tenseness, and, personally, I find myself

in exact agreement with your views. I think that what happened over the mid-year

period, when call money went to 8%, and again, the happenings of yesterday, with

call money at 10%, is a definite indication that natural forces are at work which,

if given a reasonable amount of time, will undoubtedly bring about a corrective of

a more satisfactory sort than would "be the case if the System were to again begin

moving up its rates, which action of course might have an adverse effect on commerce

and industry.

Call money went to 10% yesterday at about half past one, and shortly there-

after I was called upon by one or two dealers in Government securities, who suggested

that they could obtain large amounts of short-term Governments from one or two of

the banks for the purpose of making repurchase agreements with us, and thus give the

banks in question additional funds to use in the market. My reply was that we were

not interested. I had gone over the situation carefully with our Executive Committee

at two o'clock, and they agreed with me that the best course for us to pursue was to

keep hands off and let nature take its course.

In reading the press reports this morning I was very glad to observe a

leading article in the Mew York Herald-Tribune, which contained an endorsement of this
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policy by Mr. C. E. Mitchell, President of the National City Bank. A copy of the

clipping is enclosed for your information. Incidentally, I think he put his finger

on the sore spot when he pointed out that loans of member banks for account of

"all others11 had mounted from, roughly, $850,000,000 at this time last year to

$1,729,000,000 as of last week - an increase of approximately $900,000,000, and

some of the banks at least have not heretofore fully understood just what this means.

In talking with Mr. Mitchell this morning, he told me that one large corporation

which had dividend payments to make yesterday had sent out its checks on Saturday,

only
and its account with the City Bank was put in funds/yesterday morning by the receipt

of a check for more than $20,000,000 deposited by a private banking firm which

Mr. Mitchell had reason to believe had been loaning money on the "street" on call

for account of the corporation. In other words, the corporation issued its dividend

checks on Saturday against its call loan account, depending upon the collection of

these funds Monday for this purpose. Apparently this class of operations ran up

into big figures, and as our banks already owed us $350,000,000 or thereabouts

yesterday morning, they were naturally somewhat reluctant about taking on additional

loans. Of course the inevitable happened. The associated banks are now beginning

to realise that,in the last analysis, they are the underwriters of the whole "street"

loan account for others, and they had of course to supply the funds needed at some

rate - 10% indicating how reluctant they were to put up additional funds. Today

call money renewed at 8%, went to 7% at 12 o'clock and to 6% at one o'clock. [closing at 5%]

I do not know whether Mr. Platt has referred to you my suggestion that

we have a meeting of the Open Market Investment Committee at Washington on Wednesday,

July 18. As I understood that you would be back that week, and as Dr. Miller was

leaving at the end of the week, it seemed to me an appropriate time for the committee

to meet and review what had taken place and just what our policy should be for the

summer.

In order that you may be up-to-date on the subject, I am enclosing chart showing the
current position of this account.
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There was one paragraph of your letter to McDougal that did not

appeal to me, and that was the one containing the suggestion that, in the

proposed conference between the directors of the Chicago bank and the Federal

Reserve Board (which I think is admirable), representatives of all the other

Federal reserve banks should be present. This, I think, would be inadvisable;

and as an alternative suggestion, perhaps you might have the members of the Open

Market Investment Committee, or, indeed, merely pick one or two representatives

from the other Federal reserve banks, if you really feel it essential that some

one from the other reserve banks should be present. Personally, I think it

would be more diplomatic and complimentary to the Chicago directors to limit the

meeting solely to the Federal Reserve Board and the directors of the bank.

Very truly youra,

J. H. CASE.

Honorable R. A. Young,
150 Bluff Street,
Marquette, Michigan,

Enclosures.
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