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FEDERAL RESERVE BANK OF NEW YORK. 

PERSONAL AND 
CONFIDENTIAL Sep tember 1 5 , 1 9 2 2 . 

My dear Mr. Gilbert: 

Your favor of the 13th instant is before me. We intend to le t our ma¬ 

turing certificates run off to-day, and the result of a variety of transactions 

will be to reduce our own holdings somewhere in the neighborhood of $32,000,000. 

This morning we have $139,000,000 of Treasury notes and certificates of indebt¬ 

edness (some six or seven millions of which are those carried for dealers) and 

the above reduction will bring us down to less than $98,500,000 of our own owner¬ 

ship; this compared with #155,000,000 to $156,000,000 on July 1st. Our present 

estimate of earnings would indicate that with xxx allowance for~ the 1 regular charges 

at the end of the year we will no more than earn our dividend. As to al l the 

reserve banks, since the committee was formed and not including to-day's trans¬ 

actions, the reduction in their investment account has totalled $101,000,000. 

The reduction effective to-day has not been reported to us, but will probably be 

nor less than $50,000,000 more, including our own.' 

In view of these facts you will realize that we have witnessed a reduc¬ 

tion since June when the committee began actual operations, that is in three and 

one-half months, exceeding $150,000,000 or about one-third of the whole account. 

I do not thing that anything more than that could have been done without disturb¬ 

ing the money market, although we too have suffered impatience at times that we 

did not progress faster. 

Please do not consider, as might be implied from your le t ter , that I 

personally, |is chairman of the Committee, or even the committee as a whole attempts 

or desires to attempt to exercise any control over investments or investment policy 

of the respective reserve banks. We had an understamding, as you know, that 
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investments in excess of -what is needed for earning purposes should be allowed to 

run off, and that operations should be conducted through the central committee. 

Our influence has been directed towards reducing the account right along, but we 

have no power, nor would we desire to exercise the power, to be more than the 

agents of the Federal Reserve Banks to carry out their wishes in line with the 

pplicy established at the April conference. 

Your suggestion that we liquidate investments faster than we are doing 

and at the same time reduce discount rates, I fear is not feasible, and certainly 

I would want to discuss i t with you and with the Federal Reserve Board as well as 

our directors very thoroughly before attempting such a program. My impression 

is that our next move must be to slightly increase the rate at which we buy 

bankers acceptances, which will have a tendency, of course, to distribute these 

bi l ls throughout the market, instead of having them accumulate in our hands, 

and this , i t seems to me, is more in line with the policy which you advocate than 

would be a reduction of our discount rate to a point which would invite borrowing 

by member banks and which indeed might prove to be inflationary rather than the 

reverse, Certainly that tendency might be more likely to develop were we to 

establish, say, a 3 l/2 per cent rate and at/the same time to call in a consider¬ 

able volume of funds from the market, which would put the general market rates 

above what they now are. 

Permit me to say personally that I think Mr. Case has accomplished a 

wonderful result in what has been above reported, and we expect to continue 

quietly along this line, using every effort to avoid any temporary or even more . 

extended disturbance of money rates, and I have fel t that we were fully meeting 

the views of the Treasury, especially as these matters have been put forth in 

such detail almost daily. 
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You may be interested in learning of the intention of certain of the 

officers of reserve banks to bring out a thorough-going discussion of this whole 

policy at the conference of governors which is to be held in Washington on the 

10th of October. 

As to the market generally for the Government issues, while there has 

been a slight improvement for the last few days, for at least three or four 

weeks past-there has been a constant decline and a really soft market. To il¬ 

lustrate: the Fourth 4 1/4 per cent Liberty Loan Bonds have declined from high 

price 1 1/4 per cent; that is from 101.86 to 100.60. This we attribute to a 

variety of causes. One is the adverse exchanges, that is the movement of funds 

to the West for crop purposes; another, somewhat more active commercial demands for 

funds; and undoubtedly the third is the apprehension that the bonus bill will 

become law and impose considerable borrowings by the Treasury. 

We have constant evidence of a tendency on the part of institutions 

to liquidate securities which are paying the lowest rate of return, which have 

in the main been Treasury notes and Treasury certificates. 

We are unable to lay out a definite program, in fact have no authority 

to decide how rapidly the Reserve Banks should liquidate their holdings of certi¬ 

ficates and notes, but if you feel willing to take the responsibility of indicat¬ 

ing at what rate you yourself would adviseliquidating, upon telephone suggestion 

with the figures stated coming from you I could arrange with some of the Reserve 

Banks to' join us in carrying out such a program. It would hardly be possible to 

do that, however, before the Governors' conference, at which time we hope to 

have a statement of earning assets and of respective earnings from all of the 
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Reserve Banks as an aid to consideration of th is very matter . 

Very t ru ly yours, 

(Signed) Benj. Strong, 
J . H. Case. 

P. . S. This l e t t e r was dic ta ted by Mr. Strong, but in his absence, 

signed by Mr. Case . 

Honorable S. P. Gi lber t , 
The Under Secretary of the Treasury, 
Washington, D. C. 

BS.RAH 
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