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. er iy : . Open~mexicet policy and-operations - -
Mr. Goldenwelnexr from the middle of 1927 to the end of 1928

Throughout 1927 ths Federal Reserve System pursued an sssy money policy.
In July the System held conferences with representativea of the Bank of Fnglend,
the Banqus de France, and the Reichsbank, at which 4% was pointed out that the
United States was drawing large esmomnts of gold from Europe, that Xuropean cure
rencies were under pressure, and that it might prove to be Lmpossidle for those
countries that had recently returned to the gold stendard to maintain it during
the sutum months when the demand for dollars is seagonslly large, unless definite
efforts be made in the United States to establish and maintain casy conditions

in the American money market.

On July 27, 1927 &t a joint mseting of the Federal Reserve Board and the
Open-narket Inveatment cmit%@ it was decided to recommend the sdoption of
lower discount rates by the Federal Reserve banks and o authorigze the Oponemarket
Investaent Committee to purchase additional securities up to $50,000,000. %he
most important conalderation underlying the decizion was tha.t the differential
between rates in New York and rates in London wag not uuff%cient to enable Londom,
and therefors the rost of Turope, to avold general sdvances in rates during the
satum of 1927, unless the rates here wore lowered, and that the consequonce of
higher ratos in Purope would have béam unfavorable ¢o the mting of our expors
products sbroad, and would have endangored the maintenance of the gold atandard.

eamoaity‘prwm had been declining 4in this coumntry and there was a slacken~
ing of bua&ﬁess activity. Hoavy payments to this country had caused a drain on
Paropean central bank gold reserves. During the first five months of the year
frports of gold into this country emounted to wnearlyn $200,000,000. The
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prospect that this movement would increase with the fall movement of our

crops to Europé made it seem more than i}ik;ely that central bank rates in

Burope would need to be further advanced during the autum of 1927. ¥he |

Germen and Austrian rates h=d already been advanced and other advances
were expacted. _ :

After the middle of the year the inward gold movement ceased and in
September gold began to be exported in considersble volums. During the six
weeks subaequent to the authorization for open market purchases at the end
of July the Federal Regerve System's holdings of United States Government
securities increased by approximately $100,000,000, This larger growih than
had been anticipated wag gonatmeé.. in part, es an offset to the logs of
foreign currency holdings which were teking place at the time. A part of

- the picture was that New York was losing funds to the interior, with the

result that the New York City banks wire unable to reduce their indebtedness

at the Reserve Bank and that there was in consequence little sasing in money

rates.

Purchases of United States Government securities by the Opem~market Ine
vesiment Committee were continued until the middle of November after which
they were discontinued, in view of the growth of speculative crediﬁ‘

During the last half of November and the first helf of December the
System!s holdings of United States obligations increased further, but
independently of the System's oﬁ%g-market policy. The Treasury at that time
isgued special one-day certificat;es to the Federal Reserve banka to cover an

over-draft which arose in commection with the refunding of the Second Iibverty

I»i;an bonds. Thig at one time amounted to more than §200,000,000 and continued

at around $50,000,000 throughout most of the period. It was not retired until
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. Decauber 20. In addition, the Pederal Reserve banka Bought $40,000,000
of United States Covernment securities on resale contracts. .

Federal Reserve bank holdings of United States Government seourities
on selected dates during the lagt half of 1927 are presented in the ta‘ble
below, which shows that botween July 27 and December 28 the System aﬂéa&mﬁ
$218,000,000 of United States Government securittes.

USITED STATES SECURITIRG HELD BY FEDERAL EESERVE BAYKS

(In millions of dollars)

Iz Systen=
~ Date il 1
account | agrecment |cartficdtes | securitlos X
Juyer |, 266 5 - 11k 385
Septezber 7 | 37h & - uy hg9
Hovember 9 | ko . . 121 0
? : 3.9 igz .4 1 120 Zé?
23 W 3 gl 121 b2
30 420 2 122 ha
Decesdar 7. 420 11 1 60l
11 hay 8 % 122% 598
o8 ho3 ' L - 136 603

In addition, the Syatem's huim of purchaged bills dnoreased by
$217,000,000 and of discounted bills by $211,000,000. I‘ﬁmaa inoreases in
the assets of the Reserve banks were in part an offact to a loss of gold,
which smounted to $193,000,000 during the period and to a seasonal incresse
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of $267,000,000 in currensy; mexbor bank reserve dalances increised hy
$150,000,000 during the peried.

These develomienta are sumuarized in the

following fabdle.
RESERVE BANK CREDIT AND SZLECTED RELATED TTEMS
(In m1lions of dollars)
auxy 27 % —
Votnesday oy 27| Dec. 28| Dec. 26| to Jaty 27,1927
4 1927 | 3927 | 1928 |Deo. 28, | p., "o 9908
Disoounts 398 609 1163 +21 4770
Acceptances 169 386 L9 +217 +320
m&.%vmﬂ
securition 385 603 232 +218 «153
Other Resorve bsnlk
oredit 76 51 52 - 35 - 24
Total Reserve bank eredif 1028 | 1639 | 19Wt 4611 +913
Honstary Gold Stock 518 U385 g ~193 ~H29
Yonay in clrculation 4rie | woM3 | 5089 +267 +313
balances 2282 | 232 | 249 | w150 | 412y

The policy of ths Fedaral Reserve System during the second half of
1927, therefors, was to check the outflow of gold from Furope and then when

2old commonced to move out of this country to Iurope to cffset the effectn
of this outflow on our market by open-markst mmhaqeg. T
By tho early part of 1928 the Fedoral Reserve Syotem hed become alarmed
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over the spoculative situation and sold Govermment seourities vapidly in
order to offget the influense of the gesgsunl return of curreney in Jamuary
and to force marber banks into dedt with o view to tightening the money
maricots Total sales from the Syatem's open market acdount amounted $o
$350,000,000. The effestivensas of this pollcy was incrensed by sn outflow
of gold from thls comntry smounting to $240,000,000 for the yoar. Thera
were thros pucceseive incremses in Alscount rates s the Federal Reserve Benis
of Nex York, fom 3 1/2 par cent at tho early part of tho year €0 5 per cent
—in .fuiy.a In the sutumm of the yesd, however, a large volums of bills wos
soquired dy the System. This comntituted o dreak in the policy of restraining
credit. |

. Fron the potnt of view of thy banking situstion as a whole it i appavent
mt the policy of oasy monsy puraued by the Federal Rssem Syaten in the
lagt half of 1927 increaged the volums of membsy bank roserves snd enmcouraged
the axtansion of credit by {thess banke. There was no incresse in the demund
for exzzorelal lomma, Yot 2 conatdersble growth in the demund for credit to
finnzos ascarity tramsactions. The major part of the Lncrease in nmeuder bank
erodit during 1927, tharsfore, wazs in the form of loans on securities chlefly
to brokers and dealera in New Tork City. _ )

In 1922 the efforts of the Federsl Reserve Stotem to restrict the volume
of eredit wore reflected in the rotardation of the rate of growth of menber
bank loans on securition. Crodit used in epeculation contirusd %o inerezse
rapidly during the year, howgver, through the mediuvm of loang to hrokers by
lenders othor than banks,

For the poriod fron the miadle of 1927 to the end of 1928, a3 & whole,
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Roserve bonls orellt ghowod an Snoresns of nearly $1,000,000,000 end membor
" bark credlt on increase of §3,000,000,000, the larger port of which wes
in gecurity loans. |

73 OF ALL MISERR BAVKS AYD LOANS 70 BROKIRS
{In mt12ons of dollarn)

June 30, Ded. 31, | Dec. 31,] Jume 30,1927 to
Total loang and inveat~ , |
| ments 32,756 | P | 360 ] e208
All other loans 1,782 - 1,983 + 20}
Inveatments 988 | 10,361 | 10,523 @ +7n

dealers in securitien 3,118 3,728 5,091 | 1,973
For o acoount A2 | 3ah 1,109 e 23
For oub of tomn

barlen 1,244 1,333 1,660 e B6
Bor sooount of _,
others gh2 :.,ooé 2,322 3 g0

- l&:t [ 1adle
ednondays noarast to dates indieated
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