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Yimetes of meeting of the Opea Varket Tnvestment Comnlttee for the Federal

serve System in ¥ashington on July 27, 1927 st 11100 a.m /2 7

PARSENTT Hesaps. Orissinger, Platt, Bamlin, Jumes and “eTntosh,
¥erbors of the Federa) Rassrve Boawmd,

Sovernors Ttromr, Marding, Worrls, Fancher and "elougal,
Vembars of the Open Harket Investment Committee,

Sovernor Young, Pederal Neserve Bank of Vinneapolis,
fovernor Bigge ad Ohalrmen Martin, Pederal Reserve Bank
of 3t, loule
Mr., Warrison, Deputy Tovernor, Federal Reserve T-nk of Nes York.
¥r, #111ls, Uniorsecretary of the Treagury.
Mr, Burgess, Aoting fecretary, Opem Yarket Tnvestment Committee.
Mepn-s, Noell and MgClelland, Assistant Cesretaries, Tederal
Tasarve Noard,

The meating wsa aallad ag » meeting of the Opan Yarket Tnvestment
Gorrittoa wlith the FTaderal Naoderve Boar' nnd representatives of two of the mide

wegtern banks were present. *h;z Chalrmen presantad hie revort reviering open

saricat overations and orelft soniitissa. The aredft poliey of the Tystem was
t nom fully discussed,

b Nonsideration wos ziven to the contimied fall in somod ity prices, to the
faot that thers was a dimimution of horrowing ﬂ#hn ragorve banks due -ppar-
ontly %o some slaskeming in bueiness, and esveelnlly to the relation of money
rates {n the Tnited 3tates %0 monsy rates in Qurove, Tt was reported that bee
gmize ¢ hesvy forelsm paymants which are likely to inoresse with ths full
movement of comodities to "urepe, thers was s contimied drain on ™uropesn centrd
benk gold reserves, which made it :nhﬁ/lMy that central bsnk rates in
Mavope would need to be further advansed this fall. The Oewman snd Auetrian
rates have alvready bBeem once advanced snd thers is some probability of & one
per cent sdvance in the rate of the Bank of "nsland, |

A1l present at the mosting recognized thot these ;nalmtl #ould necese
s«*{ly have s devressing offect upon h?imn abroad and mizht tend to restrict




the freedom of purcheses of soods 'n thle eountry at the ueusl semsom. It
wes 8] 50 brousht out that 1% 1z the duty of the eentesl banks to kesp monay
rafes at ns low = level as mey be attained with safety, ond that ot this
time rates could be raduced mot only without harm but with reasonshle expecte
gtlons of bemeficisl results, It was felt that the only vossible adverse
development resulting from s general lowsring of discount rates would be in
the speculative security markets, but that this rossibility should not
a8and in the way of the exeeution of sn ntheveise desivable poliey.

There was no oxsertion to the view that the time had arrived, or was
approsching, vhen the discount vete in Wew York should be reduced, and with

dai ' "
ount from the view that a System peliey

ome or two exceptions there was m
of lower discount vates should in gemeval yrevail. Tt was rointed out, how-
#ver, th-t loesl conditions in some of the interior reserve distriets 4id not
indlcate any demani for rate reduotions in those dietricts and that the mmall
borrowings from the reserve banks indleste an adequate supply of erediit for all
hiuh nttlu pznnt _mtnl. 0fficers of some of the larger mm honlee were
quoted 28 opposed to rate reductions, Om the other hand, 1t wae rointed out
that reduetions now, which would result in no harm and consideradle vossible
benefit, would place tho reserve banks in yesition to make ingresses later

which mizht serve os warnings without renslizing busines: with high rotes,
T4 was nlso suggested thet in erder to swke & thrss and one=-hslf ver eont

disocunt rate effsetive some further purchasse _wf amf}slu -mn be desiradbls up

The most importamt comsideration at the mesting was unioubtedly the faet
that the differential betwesn the rates in New York sad the rates in lonion was

mot teday sufficiemt to enable xgmn. nnd therefore the rest of Tmuops, to

avoid gemcral sdvanses inm rates this autwmn unless rafes here were lowered,

md that the eonsequence of sweh high rates as would result in Turope would be
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CONFIDENTIAL July 27, 1927.

{/EEELIMINARY MEMORANDUM RELATIVE TO OPEN MARKET POLICY

" The gold movements of the past two moncths have illustrated the need for
preparedness on the part of the Federal Reserve System to deal with either gold
exports or imports, which was emphasized in the Chalrman's memorandum discussed
at the last Governors! Conference. This year's gold movements have included the
import of 130 million dollars of gold from abroad, the purchase of 62 million dol-
lars abroad, the sale of 100 million dollars for earmarking here, and the resale
of 60 million abroad. There has thus been an import movement, or its equivalent,
of 180 million dollars and an export movement, or its equivalent, of 160 million
dollars. Fortunately these two movements have largely offset each other in their
influence on the domestic credit situation. Otherwise they might have occasioned
embarrassment. These movements were largely unforoseen and unforeseeable, al-
though at any time possible under present conditions.

Recent transactions in the special in%estment account have been largely
for the purpose of dealing with these changes in gzold, At one time, in May, the
account was as low as 136 million dollars, and it has now been resiored to 265
million dollars. The increase renresents largely purchases to offset the ear-
marking of 100 million dollars of gzold here, but includes in addition the purchase
of about 30 million dollars of securities under the authority arranged at the time
of the Governors'! Conference. The following figures show the changes from weeck -
to week in the special investmeat account. It would appear that this portfolio
should bc increased from time to time when favorable opportunity offers, if the

System is to be in a position to meet future extraordinary gold movements.
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A temporary increase in the account in ordinary courge may be involved
in roplacing 56 million of maturitics in Scptember which includes 30 million
taken over from a foreign account in exchange for March certificates. It may be

necessary to take over further amountg of sccurities from foreign correspondents,

The Credit Situation

A number of important changes have taken place in the domestic and foreign
credit situation since the Governors' Confercnce. These may be summarized as
follows:

1. Money rates abroad have risen vigorously; open market money rates in
London, Berlin, Zurich, and a number of other centers are markedly higher than
they werc three months ago. The Reichsbank and the Bank of Austria have raised
their discount rates. Open market money rates are close to or above the bank rate
in London, Berlin, Zurich, Amsterdam, and Milan, as shown in an attached table.
These firmer money conditions are undoubtedly exerting continuing pressure upon
world trade and world prices, which is liable to react unfavorably upon our own
trade and prices.

2. There has been some reduction in business activity in this country,
not serious, but indicating a spirit of great caution in business.

3. There has been some congestion of the bond market, due largely to
undigested new issues. This situation has been partially corrected.

4. Due largely to reduced industrial payrolls there has been
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VA 3
a slight reduction in the past few weeks in the credit and currency demand, and
total bills and securities of the Reserve System have dipped below one billion
dollars. The New York Reserve Bank gained 50 million last week in transfers from
the interior and New York City member bank borrowing was correspondingly reduced.
. 5. There is growiﬁg ease in money conditions, although some rates are
still slightly higher than a year ago, due probably to a higher discount rate at

the New York Reserve Bank. Current quotations for money are as follows compared

with last year.

A Year Ago July 23, 1927

Call moncy 4 3 3/4
90-day time money 4 1/2 4 3/8
Commercial paper 4 4 1/4
90-day bills 3 3/8 31/2
Treasury Issues _

Dec.maturity (notes) 3.03 2.87

Mar, " (C of I) 3.31 3.19
Discount Rate N.Y. F.R.B. 3 1/2 4

The Prospect for Autumn

Normally the approaching scasonal demand for funds might be cxpected to
tighten money conditions somewhat. If this takes place it would have the result
(1) of increasing the pressure on world money markets and perhaps forcing up the
Bank of England discount rate, and certain of the Continental discount rates, with
consequent unfavorable reaction upon world trade and prices; (2) of accentuating the
existing tendency towards some reduction in business activity.

If on the other hand steps should be taken which would prevent any seasonal
increase in money rates, and tend rather towards somewhat easier money conditions,
the following results might be anticipated.

l. An easing of the pressure upon world money marketd, which would react fa-
vorably upon world trade. The results would be felt partly through the tendency for
balances to move in the direction of the highest rate, and partly as lower billrates
here wpuld attract financing to our bill market which might otherwise go to
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London and require funds there.

2. Coming at the crop moving season easier money conditions would tend
to facilitate the marketing of the crops at favorable prices.

3. It would tend to remove any credit pressure which may now be exerted
upon business, and would encourage business enterprise.

4, There would on the other hand be danger that easier money might en-
courage speculation. The spirit of business is so cautious that it seems doubtful
whether speculative tendencies in business would easily arise, but it is probable
that easier money would stimulate speculation in securities.

If under these circumstances it should seem wise to follow a policy
favoring easier money conditions, the immediate problems would be (1) to localize
the effects of easier money conditions, where they would be most beneficial; and
(2) to prevent excessive spcculation or excessive growth in the volume of credit.

In this connection the attached table shows the total bills discounted
at Federal Reserve Banks in the 12 districts. The total is nearly 100 million
smaller than it was a year ago and the decrcases in bills discounted cxceed 25 per
cent in the New York, Richmond, Minneapolis, Kansas City, and Dallas districts.‘7

Total Bills Discounted by Federal Reservc Banks
(in millions of dollars)

Week Ended
July 21, 1926 July 20, 1927

Boston 24 32
New York 126 87
Philadelphia 44 42
Cleveland 35 28
Richmond 43 19
Atlanta 44 37
Chicago 56 55
St. Louis 35 33
Minneapolis 8 6
Kansas City 17 : 11
Dallas 18 8
San Francisco 45 _45

Total 495 403
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Money Rates in World Markets

July 1926 May 1927 July 1927
London - Market Rate 4.25 3,69 4,31
Discount Rate 5 4.5 4.5
Berlin - Market Rate 4.5 4,88 5.88
Discount Rate 6 5 6
Paris - Market Rate 6 225 2.13
. Discount Rate 6 5 5]
Amsterdam -~ Market Rate 2.76 3.5 3:5
Discount Rate 2iB 5:5 3.5
Brussels -~ llarket Rate 6.70 4,25 3,75
Discount Rate 7 5.5 5
Zurich — Market Rate 2.31 3.13 3,81
i Discount Rate 3.5 3.5 3.5
Milan - Market Rate 8.5 9.25 8
Discount Rate 7 7 7
Vienna — Market Rate 6 5.38 575
Discount Rate D & 7
New York - Bill Rate 3 3/8 3 5/8 31/2
Discount Rate 31/2 4 B
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