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CONFIDENTIAL July 27, 1927.

^  PRELIMINARY MEMORANDUM RELATIVE TO 0PM MARKET POLICY

1 I
' The gold, movements o f  the past two months have illu s tra te d  the need for  

preparedness on the part o f  the Federal Reserve System to deal with either gold 

exports or imports, which was emphasized in the Chairman’ s memorandum discussed 

at the la s t  Governors1 Conference. This y ea r 's  gold movements have included the 

import o f  130 m illion  d ollars o f  gold from abroad, the purchase o f  62 m illion  d ol

la rs  abroad, the sale o f  100 m illion  dollars fo r  earmarking hero, and the resa le 

o f  60 m illion  abroad. There has thus been an import movement, or i t s  equivalent, 

o f  190 m illion  d ollars and an export movement, or i t s  equivalent, o f  160 m illion  

d o lla rs . Fortunately these two movements have la rge ly  o f fs e t  each other in their 

influence on the domestic cred it  situation . Otherwise they might have occasioned 

embarrassment. These movements were largely  unforeseen and unforeseeable, a l

though at any time p ossib le  under present conditions.

Recent transactions in the special investment account have been largely  

fo r  the purpose o f  dealing with these changes in gold. At one time, in  May, the 

account was as low as 136 m illion  d o lla rs , and i t  has now been restored  to 265 

m illion  d o lla rs . The increase represents la rgely  purchases to o f fs e t  the ear

marking o f  100 m illion  d ollars o f  gold here, but includes in addition the purchase 

o f  about 30 m illion  d ollars o f  secu rities  under the authority arranged at the time 

o f the Governors’ Conference. The follow ing figu res show the changes from week ' 

to week in the special investment account. It would appear that this p o r t fo l io  

should be increased from time to time when favorable opportunity o f fe r s , i f  the 

System is  to be in a p osition  to meet future extraordinary gold movements.
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..V -  -  -1 - $201
May 4 -  -  - 200

tt 1 1 -------- 136
u 1 8 --------------- 152
tt 2 5 --------------- 188

June X 222
tt - .8 --------------- 316
t! 1 5 --------------- 246
tt 2 2 --------------- 250
tt 2 9 --------------- 250

July 5 -  -  -  -  - 250
tt 1 3 --------------- 250
t! 2 0 --------------- 265

A temporary increase in the account in ordinary course may be involved 

in replacing 56 m illion  o f  m aturities in September which includes 30 m illion  

taken over from a foreign  account in exchange fo r  March c e r t i f ic a t e s .  It  may be 

necessary to take over further amounts o f secu rities  from foreign  correspondents,

The Credit Situation

A number o f important changes have taken place in the domestic and foreign 

cred it situation  since the Governors1 Conference. These may be summarized as 

fo llow s:

1. Money rates abroad have risen  vigorously; open market money rates in 

London, B erlin , Zurich, and a number o f  other centers are markedly higher than 

they were three months ago. The Reichsbank and the Bank o f  Austria have raised 

their discount rates. Open market money rates are close  to or above the bank rate 

in London, B erlin , Zurich, Amsterdam, and Milan, as shown in an attached table. 

These firmer money conditions are undoubtedly exerting continuing pressure upon 

world trade and world p r ice s , which is  l ia b le  to react unfavorably upon our own 

trade and p r ice s .

2 . There has been some reduction in business a c t iv ity  in th is  country, 

not serious, but indicating a s p ir it  o f  great caution in business.

3. There has been some congestion o f  the bond market, due la rgely  to 

undigested new issues. This situation  has been p a r tia lly  corrected .

4. Due largely  to reduced industrial payrolls  there has been
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a s ligh t reduction in the past few weeks in the cred it and currency demand, and 

to ta l h i l l s  and secu rities  o f  the Reserve System have dipped helow one b i l l io n  

d o lla rs . The New York Reserve Bank gained 50 m illion  last week in transfers from 

the in terior  and New York City member bank borrowing was correspondingly reduced.

5. There is  growing ease in money conditions, although some rates are 

s t i l l  s lig h tly  higher than a year ago, due probably to a higher discount rate at 

the New York Reserve Bank. Current quotations fo r  money are as fo llow s compared 

with la st  year.

A Year Ago July 23, 1S27

Call money 4 3 3/4
90-day time money 4 1/2 4 3/8
Commercial paper 4 4 1/4
90-day b i l l s 3 3/8 3 1/2
Treasury Issues

Dec.maturity (notes) 3.03 2.87
Mar. " (C o f  I) 3.31 3.19

Discount Rate N.Y. F.R.B 3 1/2 4

The Prospect for  Autumn 

Normally the approaching seasonal demand for  funds might be expected to 

tighten money conditions somewhat. I f  this takes place i t  would have the resu lt

(1) o f  increasing the pressure on world money markets and perhaps fo rc in g  up the 

Bank o f  England discount rate , and certain  o f  the Continental discount rates, with 

consequent unfavorable reaction  upon world trade and p r ices ; (2) o f  accentuating the 

ex isting  tendency towards some reduction in business a c t iv ity .

I f  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 fo llow ing  resu lts might be anticipated .

1. An easing o f  the pressure upon world money marketd, which would react f a 

vorably upon world trade. The resu lts  would be f e l t  p artly  through the tendency fo r  

balances to move in the d irection  o f  the highest rate, and p a rtly  as lower b i l l  rates 

here wpuld a ttract financing to our b i l l  market which might otherwise go to
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London and re q u ir e  funds th e re .

2 . Coming a t  the crop  moving season  e a s ie r  money co n d it io n s  would tend 

to  f a c i l i t a t e  the m arketing o f  the crop s  a t  fa v o ra b le  p r i c e s .

3 . I t  would ten d  to  remove any c r e d it  p ressu re  which may now be ex e rte d  

upon "business, and w ould encourage b u sin ess  e n te r p r is e .

4 .  There w ould on the oth er hand be danger that e a s ie r  money might en

courage s p e c u la t io n . The s p i r i t  o f  bu sin ess  i s  so ca u tiou s  th at i t  seems d ou b tfu l 

whether s p e c u la t iv e  ten d en cies  in  b u sin ess  would e a s i ly  a r is e ,  but i t  i s  p rob a b le  

th a t e a s ie r  money would stim u la te  sp e cu la t io n  in  s e c u r i t i e s .

I f  under th ese circu m stan ces i t  shou ld  seem w ise to fo l lo w  a  p o l i c y

fa v o r in g  e a s ie r  money c o n d it io n s , th e  immediate problem s would be ( l )  to l o c a l i z e

the e f f e c t s  o f  e a s ie r  money c o n d it io n s , where they would be m ost b e n e f i c ia l ;  and

(2 )  to  preven t e x c e s s iv e  s p e cu la t io n  or  e x ce s s iv e  growth in  the volume o f  c r e d i t .

In  t h is  con n ection  the a tta ch ed  ta b le  shows the t o t a l  b i l l s  d iscou n ted

a t  F edera l R eserve Banks in  the 12 d i s t r i c t s .  The t o t a l  i s  n ea rly  100 m i l l io n

sm aller  than i t  was a  y ea r ago and the d ecreases in  b i l l s  d iscou n ted  exceed  25 p er
(/

cen t in  the New York, Richmond, M in n eapolis , Kansas C ity , and D allas d i s t r i c t s .

T ota l B i l l s  D iscou n ted  by F ederal R eserve Banks

B oston

( i n  m il l io n s  o f  d o l la r s )
Week Ended

J u ly  21, 1926 
24

Ju ly  20. 
32

New York 126 87
P h ila d e lp h ia 44 42
C levelan d 35 28
Richmond 43 19
A tla n ta 44 37
Chicago 56 55
S t . L ouis 35 33
M inneapolis 8 6
Kansas C ity 17 11
D allas 18 8
San F ra n cisco 45 45

T ota l 495 403
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Money Rates in World Markets

London Market Rate 
Discount Rate

July 1926

4.25
5

May 1927

3.69
4.5

July 1927

4.31
4.5

Berlin Market Rate 
Discount Sate

4.5
6

4.83
5

5.:
6

Paris Market Rate 
Discount Rate

2.25
5

2.13
5

Amsterdam - Market Rate 
Discount Rate

2.76
3.5

3.5
3.5

3.5
3.5

Brussels Market Rate 
Discount Rate

6.70
7

4.25
5.5

3.75
5

Zurich Market Rate 
Discount Rate

2.31
3.5

3.13
3.5

3.81
3.5

Milan Market Rate 
Discount Rate

8.5
7

9.25
7

Vienna

New York -

Market Rate 
Discount Rate

B ill Rate 
Discount Rate

6
7.5

3 3/8 
3 1/2

5.38
6

3 5/8
4

5.75
7

3 1/2
4
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