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Memoremdum of meeting of the Open Market Investment Committee

for the Federal Reserve System in Weshington on July 27, 1927&X // AM |
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The meeting was called as a meeting of the Open Market Investment

Committee with the, Federal Reserve Boarg, and representatives of two of
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the mid~-western banks were M The credit

policy of the System was’\‘fully discussed.

[Consideration was given to the continued fall in commodity prices, (
to the fact that there was a diminftion of borrowing from the reserve ‘;
banks i toé some slackening in business,

é
and especially to the relation of money rates in the United States to g
»
money rates in Europe. It wasg reported that because of heavy foreign J
whx ) one I,LL,Q,) % weaoqy wlh e ‘{\_u AUt tnen fU
payments, there was a continued drein on European central bank gold
reserves, Which made it more than likely that central bank rates in
Burope would need to be further advenced this fall. The German and
Austrian rates heve already been once advanced and there is some
probability of & one per cent advence in the rate of the Bank of
England.

All present at the meeting recognized that these developments
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would necessérily have a depressing effect upon business abroad and
might tend to restrict the freedom of purchases of in
this country at the usual season. It was also brought out that it is
the duty of the central banks to keep money rates at as low a level
as may be attained with safety, and that at this time rates could

be reduced not only without harm but with reacsonable expectations of
beneficial results. It was felt that the only possible adverse
development resulting from a general lowering of discount rates would
be in the speculative security markets, but that this possibility
should not stand in the way of the execution of an otherwise desireble
policy.

There was no exception to the view that the time had arrived, or
was approaching, when the discount rate in New York should be reduced,
and with one or two exceptions there wes no dissent from the view that
& System policy of lower discount rates should in general prevail. It
was pointed out, however, that local conditions in some of the interior
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reserve districts did not indicate any-need for rate reductions in those

& Dmadtl £orre M ey fym,\ e Rmtrys ﬁm&f s windaea ﬁo
districts and that YTy wos an<auplc supply of credit for all needs at
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the present rates. Officers of some of the larger member banks were
quoted ae opposed to rate reductions. On the other hand, it was
pointed out that reductions now, which would result in no harm and
considerable possible benefit, would place the reserve banks in
position to make increases later which might serve as warnings without
penalizing business with high rates.
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It was also suggested that in esmee a three and one-half per cent
P .

discount rate weae-meboffective Fmrbrimpgimprebhost-rome~redurtion ime-

the-ponsrer-tevel~of-iwbeneas-sebon, some further purchases of securi-

ties might be desirable up to say $50,000,000.
The most importent consideration at the meeting wes undoubtedly

the fact that the differential between the rates in New York and the
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rates in London were not today sufficient to enable London, and
*
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therefore the rest of Europe, to ese#pe general advances in rates
’pnless rates here were lowered, and that the consequence of such high
rates as would result in Europe would be unfavorazble to the marketing

of ocur export produce abroad and would have an adverse effect generally

on world trade.
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