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THE CHICAGO RATE CONTEOVERSY

This memorandum is prepared sclely for the use of Mr. J. S. Alexender
— New York member of the Federel Advisory Council — to aid in the discussion of
the above matter at the Council meeting to be held in Washington on September 18,
1927. This statement and the documents attached are confidential, not to be
published, entered in any record of the meeting, nor distributed to the members.
Mr. Alexander will use his own discretion in meking references to or reading
from the papers.

The discussion will be confusing unless care is exercised to separate
the three very distinct questions invelved, to wit -

1st. The merits of the policy of lower discount rates.
2nd. The general method employed to adopt a system policy of lower rates.
3rd. The particular method employed in the case of Chicago.

But before discussing these questions it is necessary to refeer to
some erroneous current reports as to the motives which may have actuated the
Federal Heserve Bank of New York. Those which have currency are mainly, —

(a) To aid the Treasury's program for the 15th September fineancing.
(b) To aid the Bank of England.
(e) To support stock spééulation.

As to (a). When lr. Mellon first took office in March, 1921, he
held the view that our rates were too high and might be reduced. He was
probably right — but never urged that view. It was discussed more than once
early in 1921. From that time to the present neither he nor his assistants
have ever urged, requested, or suggested any change of rate, or any policy as

to open market operations. We have always considered it our duty as Fiscal
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Agents to keep the Treasury fully informed as to our policy a;d have done so.
It has aslways been initiated free of Treasury suggestion or influence, and
we have never proposed or volunteered policies beneficial to Treasury finsnc-
ing which were not based upon sound consideration of Federal Reserve policy.
At the time of the July 27 meeting of the Open Market Committee, when a
change was to be proposed, the matter was reported to Mr, Mills, then Acting
Secretary in Mr. Mellon's absence, but he refrained from advice even, and
said that he would observe the policy of not interfering with sny Treasury
congideration. He attended the meeting in Mr, Mellon's absence, and when
asked by me if he cared to discuss the subject of rates and opeﬁparket_policy,
he declined on the ground that the Treaeury-should not attempt to influence
- the decision. So far as the Federal Reserve éank qf New York is aware, the
Treasury under Mr., Mellon has écrupuloualy pursued this policy of non-inter—
ference.
As to (b). The relaticns betweén the Federal Reserve Bank of New
York and the Bank of England sre little understood and frequently misrepre-
sented. It has been our purpose and policy, so far as might be possible
consistent with our own posit;on, to aid in the resumption of stable monetary
conditions, steble exchanges, and the reestablishment of the gold standard
in Burope. e believe that this policy is sound and not only aids in the
restoration of world trade end prosperity, but particularly in the preservs-
tion of our own markets abroad, end full employment and prosperity at home.
There has never been any obligation, express or implied, to aid the Bank of
England or eny foreign bank of issue when such 2id is incompatible with our

domestic welfare. Any suggestion to the contrary must be based upon ignoreance
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At the time of the July 27 meeting of the Open Market Committee, when a
change was to be proposed, the matter was reported to Mr. Mills, then Acting
Secretary in Mr. Mellon's absence, but he refrained from advice even, and
said that he would observe the policy of not interfering with any Treasury
consideration. He attended the meeting in Mr. Mellon's absence, and when
asked by me if he cared to discuss the subject of rates and opeﬁparket policy,
he declined on the ground that the Treasury‘ehould not attempt to influence
the decision. So far as the Federal Reserve éank of New York is aware, the
Treasury under Mr. Mellon has scrupulously pursued this policy of non-inter-
ference.

As to (b). The relations betweén the Federal Reserve Bank of New
York and the Bank of England are little understood and frequently misrepre-
sented. It has been our purpose and policy, so far as might be possible
consistent with our own posit@on, to aid in the resumption of steble monetary
conditions, steble exchanges, and the reestablishment of the gold standard
in Burope. We believe that this policy is sound and not only aids in the
restoration of world trade end prosperity, but particularly in the preserve-
tion of our own markets sbroad, end full employment and prosperity at home.
There has never been any obligation, express or implied, to aid the Bank of
England or any foreign bank of issue when such a2id is incompatible with our

domestic welfare. Any suggestion to the contrary must be based upon ignorance
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of the'facts as to our relaticns to Eurocpe, especially to Lonéon, in monetary
and credit matters.

'But since 1924 and 1925 it hag been in the power of the Federal
Reserve Bank of New York at any time, by rate advances and by a dear money
policy - to break down this very structure of stability we have been striving
to erecte. Withdrawal of foreign balances by American banks, closing our
markets to foreign loans, causing large exports of gold to New York, and
forcing dengerously high bank rates in Europe, could easily destroy all that
has been accomplished. The penalty for us would be & recurrence of dis-
ordered exchange, &and & loss of our export trade — no less in food stuffs and
cotton than in manufactured goods. Europe and the Bank of England are de—
pendent upon us - not we upon them - and unless we recognize that fact and
avoid a hostile or destructive policy we shall suffer consequeﬁcee about as
serious as those we could inflict.

As to (c). It is hardly necessary to refute a charge that we aﬁq
to promote speculation or protect the speculator. But I have no hesitatiﬁn
in expressing some views on this puzzling complication in our situation..
There is no doubt that the'liguidation of 1920 and 1921 end the deprecisateu
value of the dollar still remaining after liquidation was concluded, left both
fixed interest and equity investments below their real values, considering
the still reduced purchasing power of the dollar, that is, gold, and considen;
ing also the generally lower level of interest rates prevailing. During the
past few years a gradual, and latterly a rapid, readjustment of these values
has been under way. It has been much accelerated by the enormous savings

- of the country, producing =n unsatisfied demand for investments, urgently

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-4 -

reinforced by the release of from $500,000,000 to a billion dollars of funds
each recent year for reinvestment, due to the repayment of the Government

war loans. The same development occurred to a less extent in the real estate
and building boom which reached its climax last year. These readjustments
were bound to teke place and to be largely financed by borrowings. Fixed
interest investments have now greatly advanced and become more nearly stabil-
ized; but speculation as was to be expected, has been centered upon common
stocks, although recently both the rate of advance of prices and of growth of

loans have been somewhat reduced. The real question is whether we should

ignore all other objectives of policy and direct our efforts solely to check-—
ing stock speculation. If so, we have the choice either of high rates or of
some form of direct aggressive action. It is our opinion that either course
J would involve policies which could not be supported on ﬁhe ground of our
primary responsibility, which is not the stock market, and if successful in
reducing the speculation would have had other consequences, as above and later
suggested - too grave to face. The Federal Reserve System was no more organ-
ized to regulate the prices of stocks than it was to regulste the price of
cotton or real estate or pig iron or wagees or rents. And during most of
these last two years, there has been no commodity speculstion and the price
vy - level has declined.
One great peril to the Federal Reserve System is the assumptio n,
by the System, or by the publiec, that it can manage or regulate or in some
way control these isolated and special movements, such as apéculaiion in
stocks or real estate, or advances or declines in prices of individual com-
modities. The demand that we should curb stock speculation is one manifesta-

tion of this tendency. Once we submit to this demand, we must submit to all
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others and our responsibilities will crush us. The pending bill attempting
to charge us with the duty of price control is no less an evidence of this
tendency.

As to 1st. Merits of the Rate Change.

The justification of our policy is to be found in four or five
simple facts. One is that we are dependent upon Europe for a market for
our marginal production of export goods, mainly cotton, automobile, wheat,
meats, oils, and copper.

Another that we shall lose that market if monetary disorder, exchange

troubles, high interest rates and price declines abroad force liquidatio n there.

A third is that we cannot sell our surplus abroad during these years of re-
covery without extending credit.

A fourth is that Europe airéady has heavy obligations to meet in the United
States for war loan payments and the service of private loans, no less in
fact than a billion dollars a year.

And finally, thet a restrictive credit policy will force gold shipments to
this country in default of other means of payment.

Let us briefly eiam}ne these facts. The first is illustrated by
cotton, the most important export we have. Last year we grew our largest
crop on record, 18,000,000 bales, of which we exported fll,OO0,000 bales,
within two million and a half of this year!'s total estimated crop,-and one-
half of our exports went to England. Had the world not been able to borrow
about one and one-quarter billion dollars here that year, we could not have
gold all that cotton. This applies equally to thé meat animals, which
consume the corn crop, and automobiles and other export goods, upon which
the Chicago district largely depends for its prosperity.

No discussion of the adverse influence of monetary disorder upon inter-
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national trade is necessary before a meeting of bankers. Oﬁ that subject
the werld has expressed a unanimous opinion. A depreciation in the values
of Europe's currencies after the good progress made toward stability would
mesn a brief period of artificially stimulated exports by Europe, curtail-

ment of our exports and then collapse - and world wide alarm.

-

b

The need for credit aid to Europe during reconstruction is shown
by simple facts. Ih the last few years we have losned over $5,000,000,000,
net abroad, and during that period have had no net exports of gold. The
only way the borrowed dollars could be used was to spend them in buying
American goods. So except for the balances left with our banks, all this
borrowed money has been used to pay for our goods. Had we not loaned it
the goods would have been unsold, unless they had been paid for in gold.

We have maintained a lending market at reasonable rates and kept our trade
going and our people employed.

The ligquidation of war obligations to our Govermment and meeting
service of loans privately held calls for gross payments of about a billion
dollars a year, — less what applies to securities repurchased by foreign
investors, - some fraction‘of the whole. Pending the graduallrestoration of
trade, elevation of living standards, increased capacity to consume and in-
creased exports by Europe, these payments are now possible only by borrowing,
mainly in the United States. That is feasible only if rate relationships
here and abroad are such as to make borrowings not only possible, but not so
costly as to impoverish the debtors. In time the adjustments of production
and trade and éf services to be paid for - or possibly even readjustments of

debts, will ensble these payments to be made without unsupportable strain on
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central bank reserves. But in these years of recovery our credit is not only
needed but essential, and undue curtailment means a stoppage of payment and
disaster.

Finally, if credit is restricted in the United States and other means

of payment for new goods and old debts fall, we shall be paid in gold to the

iy

extent gold can be spared. So far we have succeeded in avoiding a perilous
gold inflation, and we can probably continue to do so if we are fairly liberal
as well as careful in lending. Once we stop we will drain Europe of large
amounts of her gold, inflation here will be unavoidable and we shall then face
another period of worldwide monetary disorder - BEurope drained of gold, we
glutted with it.

There are decided advantages to be gained other than those relating
to our trade, by deferring the test as to whether war debts can be met without
break down of monetary systems. The Dawes plan has so far proved to be a
success, but it must be remembered that the entire payment so far made by
Germany has been borrowed abroad, mostly here, and even 25 per cent or more
in excess of these payments. The fourth annuity year just commenced will
likely impose no strain which cannot be met. In the fifth year commencing
September, 1928, the full payment of $625,000,000 is to be made, and then the
test will arise. If Gemmany cannot pay her creditors, they may not be able
to pay us. The plan provides means for certain capital payments which can
be employed to ameliorate the burden. Political considerations indicate
that aﬁ adjustment of that character will be unlikely until the Germsn, French,
and American elections, all occurring in 1928, are out of the way. So a policy
which maintains the present equilibrium in the meantime is justified on that

account as well.
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It will naturally be asked < what relation has all this to the
Chicago (which also applies to the Philadelphia and San Francisco) discount
rate. The answer is in New York money rates and their relation mainly to
London rates.

With the Chicago rate at 4 per cent., and New York at 3 1/2, we
can expect and believe we now observe three tendencies.

1st. Bank balances carried in New York tend to move to higher rate
districts.

2nd. Interior banks (and other borrowers also) tend to increase borrow-
ings in New York, where rates have now somewhat cheapened.

3rd. Money employed in Stock Exchange loans at 3 1/2 per cent tends to
be drawn home to the interior - especially by member banks, which at this
season need to borrow from the Heserve Bank.

This all tends to accentuate the usual seasonal demand on New York
banks, impairs their reserves, forces larger borrowing from us, and may cause
higher rates for monsy than can be continued without forcing advences in dis-
count rates abroad. The operation of these tendencies is illustrated in the
following chart and table: .The chart on reserves indicates that the Second
District lost 188 million dollars to other districts between July 1 and

September 7.
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July 6
13
20
27
Aug. 3
10
17

31
Sept. 7

1926
July 7
14
21
28
Aug. &
il
18
25
Sept o 1

s I Sy

Loans to Brokers and Dealers - Secured by Stocks and Bonds

For
Own
Accownt

$1,105,949
991,498
981,769
1,047,608
1,109,556
1,063,670
1,022,037
1,000,961
1,045,669
1,046,074

1,019,298
932,813
954,368
933,881
994,572
936,741
918,775
941,544
991,437
963,901

(000 Omitted)
For

Account For

out=of Account
town of

Banks Others
$1,156,799 ¥864,579
1,204,315 863,466
1,202,644 874,561
1,187,441 906,144
1,189,518 872,771
1,216,369 910,290
1,248,136 918,796
1,246,848 920,265
1,222,914 915,475
1,238,325 921,900
951,852 631,638
1,016,148 652,296
1,018,361 648,223
1,014,859 653,302
1,024,766 669,379
1,089,093 692,498
1,104,676 718,937
1,072,654 717,012
1,098,091 668,746
1,134,421 664,707

e R A N

Total

$3,126,327
3
3

1
,059,279
,058,974

3,141,193
3,171,845

3,190,329
188,969
3 4R, 074

3,184,058
3,206,299

2,602,768
2,601,257
2,620,952
2,602,042
2,688,717
2,718,332
2,742,388
2,731,210
2,758,274
2,763,029
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Discussions with the officers of at least five or six European
central banks, as well as our own observations, convince us that the importance
of the relative rate level between New York and London and some of the conti-
nental money centers, is éreater than is generally understood. For some
months after we advanced our rate to 4 per cent, thus reducing the differen-
tial to roughly 1/2 per cent, sterling and continental exchange rates were
maintained sbove their gold export points. This was largely due to our
loans to foreign borrowers. Eaerly this year, however, an unseasonable

drain upon Buropean reserves started, and so far this year we have imported

net about $145,000,000 of gold. As the season of active exports of American
food products and cotton approached it a.ppeeaxred/':r_;%;%y‘ci much larger imports of
gold were likely. lie learned that the heads of two important continental
banks of issue were consulting the Bank of England regarding a policy of
rate advances by all three on that account. Our rate reduction at least
deferred and possibly prevented general advances abroad.

Something of the influence of our rate reduction may be seen in the

strength of sterling this August and September compared with a year ago. The

average monthly rates have been as follows:

1926 1927
July 4.8589 4.8518
August 4.8540 4,8563
September (1-10) 4.8514 4.8574

If the drain on New York from other parts of the country causes such
advances as to much reduce the present differential of 1 per cent between New

York and London money rates, we will either be forced to buy large amounts of
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securities in New York so as to reduce rates, or take in more of Europe's gold
— until finslly they are forced to advance discount rates. Our policy would
then fail.

It must not be understood that the Chicago rate is itself fatal to
our policy. We could adjust our plans to meet a 4 per cent rate there. But
it will be easier now that they have reduced.

Evidence was and is still accumuleting that there is some slowing
down of business in certain lines, notably iron and steel and smtomobiles, be-
yond the usual seasonal recession. This is usually a condition in which rate
reductions can do no harm and may be helpful. A reduction of our seasonsal
exports would greatly accelerate a business recession.

Finally, we have a great adventage in our 3 1/2 per cent rate in case
an advance later becomes necessary. Marking up rates from a 4 per cent starting
point would be much more dangerous than if we start from the 3 1/2 per cent level.

As to 2nd., The Method Employed to Adopt a System Policy of Lower Rates.

This will involve narrating the events of the last few months.

On May 9 a meeting of the Open Market Investment Committee was held in
Washington, at which the whole situation was reviewed,and it was decided to pur-
chase, as need appeared, not o;;r $100,000,000 of securities, the program to
terminate August 1. We have rarely held a meeting where discussion and exchange
of views was more complete and it fully covered the European problem. The situa-
tion was also set out in writing, and the statement has been sent to all Reserve
Banks and the Federal Reserve Board.

Between June 28 and July 20 we had meetings in New York with Governor

Norman of the Bank of England, Dr. Schacht of the Reichsbank, and Dr. Rist and

Monsieur Ricard of the Bank of France, and reviewed the entire situation with
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them. Governor Crissinger and all the members of the Open Market Investment
Committee spent a day in New York with these gentlemen, and discussed the
situation fully. Governor McDougal heard all of the discussion, took part
in it, and then reviewed it sqp&rately with the officers of the Federal
Reserve Bank of New York, even tQNpoint of himself suggeating"that Governor
Strong or lMr. Harrison go to Chicago to discuss the whole matter with his
directors.

The gentlemen from abroad met our direcéors, individually and at
meetings, and our directors heard all aspects of the problem discussed. They
spent a day, July 7, in Washington and discussed the situstion with members
of the Federal Heserve Board. All those responsible were called into con-
ference, given opportunity to ask questions, and all questions asked were

. . freely answered by our visitors.
‘ Finally, as our authorization to make open market purchases was ex—
piring on August 1, a meeting of the committee was held in Washington, all
being present, on J;ly 27. In addition the Governors of the Federal Keserve
Banks of Kansas City, St. Louis, and Minneapolis attended, and the Chairman
from St. Louis. Again a written memorandum was submitted, and a discussion

lasting all day covered the entire subject. No more complete or enlightening

<3

exchange of views could have been possible. The position of the Federal Reserve
Bank of New York was briefly as followss: We were convinced that the time was

at hand when we should reduce our rate to 3 1/2 per cent. We felt that to

make the reduction effective we might need to purchase additional securities,

say $50,000,000. We invited those present to discuss our rate proposal without
reserve. e did not suggest that other banks should reduce their rates.

Governor Crissinger, supported by other members of the Board, did suggest that
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the change should first be made in the Middle West. We stated that it was
not material to-us who reduced first - nor even essential that all should
reduce. We felt it would be most helpful and was possibly necessary, for
s&me other reductions to be made - especially Boston, Philadelphia, Cleveland,
and Chicago. We would wait, or reduce first, as might be agreed.

The meeting was unanimous as to a reduction in New York. Governor
McDougal said his directors would not then be in favor of a rate reduction in
Chicago and certainly would not take the lead, though they might follow if
conditions changed. Some of the other governors expressed the view that
local conditions alone did not then justify lower rates, but that as a matter
of genef&l system policy they favored a reduction. Still others favored
reduction in their banks on both grounds.

- When Governor Crissinger and the members of the Open Market Committee
were in New York, Governor Crissinger suggested that he and I should visit
Cleveland and Chicago for the purpose of meeting the directors of those two
benks and explaining the situation personelly. He reaised the question again
either by telephone or when I was next in Washington. I thought it over,
consulted my associates here, and decided that it would be unwise for me to
appear before the directors éf any other Reserve Bank for the purpose of
discussing a rate change by that bank, and accordingly wrote Governor Crissinger,
copy of my letter on that subject'being among those accompanying this memorandum.

Over thfee months has been devoted to these meetings and no change of
policy by the System has ever been canvassed more thoroughly then was this one.

For convenience of reference a chronoleogy of the discussions is inserted here.
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Chronology of Events Leading to Rate Reductions

m a meeting of the Open Market Investment Committee was held in
Wiashington at which a memorandum wae submitted discussing this whole situa-—
tion, and this resulted in the authorization of purchases of $100,000,000
Government securities in the open market, of which, however, only sabout
$30,000,000 were purchased.

June 28, Dr. Rist and M. Ricard of the Bank of France arrived in New
York, having come for the purpose of discussing the whole central bank prob-
lem and the relations between the Europeen and American money markets.

July 1, Governor Nomman of the Bank of England and Dr. Schacht of the
Reichsbank arrived in New York for the same purpose. Following the arrival
of these gentlemen continuous discussion took place as we immediately left
New York and spent five or six days at & private house on Long Island.

July 6, Messrs. Norman, Schacht, Rist, Ricard and Strong went to
Washington and spent most of July 7 in discussion with the members of the
Federal Reserve Board, lunching with them at the Hotel Willard.

July 8, the members of the Open Market Committee, Mesers. Herding, Norris,
Fancher, McDougal and Stropg, together with Governor Crissinger, spent the day
in New York, most of it devoted to a discussion of these same subjects with
Messrs. Norman, Schacht and Rigt. Thereafter the visitors from asbroad left
on different dates, the last, Governor Norman, sailing on July 20.

July 27, a meeting of the Open Magket Inyestment Committee was held in

a i
Washington for the purpose of reviewir the/\situation, especially in the light

of the meetings previously held, and because the authority to purchase securi-
ties up to $100,000,000 was expiring on August 1. In addition to all the

- members of the Open Market Investment Committee and the members of the Federal
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Reserve Board then in Washington (Dr. Miller and Mr. Cunninghem were away)

there were present Governors Young of Minnespolis, Biggs of St. Louis,

Mr. Martin, chairmanof the Federal Reserve Bank of St. Louis, and Dr. Burgessm\
of the Federal Heserve Bank of New York. Governor Bailey was in Washington
the day previcus when Governor Strong was also there, in order to discuss the
situation with the Federal Reserve Board, and left at once for Kansas City as
his meeting occurred the following day and he had to return in order to lay
the matter before his directors. At this meeting of the Open Market In-
vestment Committee a memorandum was submitted similar to the one submitted

et the meeting of May 9.

Following this discussien, on July 29, the Federal Reserve Bank of
Kenseas City reduced its rate to 3 1/2 per cent. A few days later the Federal
Reserve Bank of Boston reduced its rate, requesting the Federal Reserve Board
to make the announcement simultaneously with the announcement of the fate re-
duction in New York when that occurred.

On August 5, the Federal Reserve Bank of New York reduced its rate
to 3 1/2 per cent, and that reduction, together with the Boston rate was
announced on the same day.

The other changes were made in the following order:

Cleveland, August 6

Delleas, w12
Atlanta, ¢ " 13
Richmond, " 16

On September 7, two meeting days having elapsed in Chicago, the
Federal Reserve Board reduced the Chicago rate to 3 1/2 per cent and announced
it.

On September 8, Philadelphia reduced.
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On September 10, San Frencisco reduced.

September 9 and 1@, Governor Strong was in Washington on other

matters having to do with the Treasury Department, bhis visit there baving

been arranged by Mr. Parker Gilbert prior to the action by the Federal

Reserve Board in reducing the Chicago rate, and his visit there was not a

result of the Board's action or in any way related to it. . 4
September 12 Minneapolis reduced.

As to 3rd. The particular methed employed in the case of Chicago.

There may be little gained by discussing the meaning of the law
as to rate changes. At best it is indefinite. I have never been willing
to believe that Congress intended the Federsl Reserve Board to initiate
rate changes. But on the other hend no formula appears for cases where
changes having been disspproved, a new rate must be fixed, or where a new
rate can be fixed, if an existing rate is not changed by the directors. It
does seem, however, that Congress would hardly have required the vote of five
out of seven members of the Board to fix rates for rediscounts between HReserve
Banks, an infrequent and relatively unimportant occurrence, and then give un-
limited authority to initigte changes of discount rate, our most importent
act, by vote of a majority only.

This has been a matter of controversy from the start. Early in
1915 the Covernor of the Minneapolis Reserve Bank, by order of his directors,
reported to a meeting of the Governors that the Federal Reserve Board had
attempted to force a reduction in their rate. The Governors passed a resolu—
tion unanimously protesting, and suggested testing the guestion in the courts.
Thie never became necessary, but I was told that an opinion, possibly informal,
was asked of the then Attorney General who did not sustain the Board. This

I have never had confirmed nor has such an opinion even been published.
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In 1919, for practically the entire year, and with.increasing
insistence in the aﬁtumn, the Federal Heserve Bank of New‘York advised and
urged rate advances. The Board never approved our doing so, clearly their
right, but then also the opinion of the Attorney General was asked and Acting
Attorney General King wrote an opinion upholding the Board's present conten—
tion that they could initiate a change. |

In 1915, the Federal Reserve Bank of New York obtained sn opinion
from John G. Johnson of Philadélphia, who, as I recell, held that the Board
could not initiate a change but could detemine a rste different from one
established by a bank and sent to the Board for review.

In 1920, White and Case rendered an opinion that the Board, under

These opinions
~

its general supervisory powers, could initiate & rate change.
are attached.

The nearest case to initisting a change by the Board of which I
have heard, was also in Chicago where the directors, on learning of the Board's
intention, acted promptly enough so that an issue was avoided.

In the present instance our relation to the Chicago rate change has
already been explained save on one point. After seven or eight
banks had reduced their rates, Governor Crissinger telephoned
me that Chicago had declined to do so, that the Board had dis-
approved the continuance at 4 per cent, and at a meeting to be
held on Tuesday, September 6, proposed to make their rate 3 1/2
per cent. I stated to him that I hoped the Board would not do
go as I doubted the wisdom of that course as well as the Board's
power. Tuesday morning he 'phoned me that the Board would act
that moming. I suggested that Mr. Mellon was in New York and
asked whether they could not wait one day until he reached
Washington, when the full Board would be available. He asked me
to see Mr. Mellon and get his views. This required time to go
uptown, which I did, explained the situation fully to Mr. Mellon
end asked his views. He said he hoped the Board would await his
return Wednesday morning, and he would see the Governor at once.
on his arrival. When I 'phoned this to Governor Crissinger soon
after 12 o'clock (after 11 Weshington time) on that Tuesday he
seid that the Board had already acted, the wire was being or would
be sent, and he thought it would add to the difficulty were he to
report my telk with the Secretary. I did ask him to think it
over again if not too late.
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The Federal Reserve Act is lamentably lacking in separating and
defining the respective powers of the Board and the Banks. It would be
far better, however, to find means of adjusting different views just now than
to attempt a series of amendments such as may well result from this contro-
versy, or than to attempt arbitmry action which invites controversy which is
detrimental to the System.

My own judgment is that the Board is too detached from the scenes
of operation and from operation problems, money markets and all the complexi-
ties of the business to wisely initiate cheanges of discount and open market
policy or attempt their execution. A nice balence can best be found after
more experience. If the Act must be changeel- then a limited power to initiate,
— gay upon a specified number of majority votes, and only in & case where an
individual bank is recalcitrant, — might be granted to the Board.

There is one point upon which there must be no misunderstanding. It
has been too freguently published in recent Chicage press articles to,be ignored.

There ie no desire and never has been any conscious attempt by the
Federal Reserve Bank of New York to dominate the Board or the System. We have
in the past and shall in the future, urge views upon our associates, as we expect
them to do with us. We are ;eady to submit our individual views to the authority
of the Board where it is clear the Board has suthority, and I know of no case where
we have failed to conform to System policies, even when our individual views were
contrary to those of the other Reserve Banks. The practical question is how
policies are to be adopted and then executed. Our views are clear enough.
Expressing the problem, in one extreme there is the choice of complete centraliza—

tion of power to initiate pelicy and direct its execution in the Federal Reserve
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Board, — or at the other extreme, complete decentrzlization, with power in
each bank to conduct its business in each distriect in a wateftight compart—
ment, with no System policy! Either would be fatal to the System.

The plan has gradually evolved, so as toc escspe either danger, of
arriving at policies by agreement at meetings of the Governors and Chaimman,
or of Committees of those and other officers. The most important committee
is the one on Open Market investments. This committee was first eppointed
by the Conference of Governors, but in 1923 the Board arbitarily, without
previous notice, dismissed the committee, and reappointed the same men as &
committee with largely the same functions, but with an attempt to subject it

completely to the Board's contrel. That was & mistake which caused much un—

necessary controversy and friction, though there now exists & much better
working understending. My position as cheirmen of that committee has seemed
to everyone necessary, as the New York bank, in the principal money, security
and foreign exchange market, must execute most of the orders,

The alternative here again is for the New York bank to ignore the
other Reserve Benks, develop and execute its own policy, or subject itself to
some supervision and enjoy with other Eeserve Banks some sort of cooperation
in a System plan, through committee supervision.

This latter we have‘.cbne as scrupulously as possible. Repeated in-
quiry of members of the committee and of the banks not represented on the com—
mittee convinces us that they are satisfied and approve not only the plan but
the way the New York bank executes the committee's wishes and directions.

This committee now has supervision of -

(a) All open market purchases and sales of Government securities;
save strictly intre-district transactions, with member banks.

(But even transactions with members, the Federsl Reserve Bank
of New York voluntarily meakes a part of the committee account).
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(¢)

(d)

(e)
(£)

(g)
(h)
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All purchases and ssles of bills.

The distribution of these two investments between the Reserve
Banks.

Operation of all foreign accounts (benks of issue) which are
ratably divideda.

All investments for foreign sccount.

A1l special foreign transactions, such as the credits to the
Bank of England, Bank of Belgium, and Bank of Poland.

A1l gold trensactions abroad.

And as a matter of courtesy, and because changes in the New
York rate of discount probably have more effect upon other
districts than their changes have in New York, we have never,
since the committee came into existence, made & change of
rate without first consulting the committee either at a
meeting, or by letter, or by telephone.
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COPY OF TELEGRAM

Dallas 1034A JUNE 24

CASE NY

IN VIEW OF INCREASED EXPENSES INCIDENT TO OPERATIONS OF OUR NEW SAN ANTON1O
BRANCH IF OPEN MARKET COMMITTEE HAS NO OBJECTION WE WOULD LIKE TO INCREASE
OUR HOLDINGS OF FOURTH 4zs IN AMOUNT OF $1,000,000 WE OBSERVE PRICE OF
FOURTHS HAS BEEN STEADY FOR SEVERAL DAYS PAST AT 10%.2% I1F YOU DO NOT KNOW
ANY REASON WHY WE SHOULD NOT DO THIS WILL APPRECIATE YOUR BUYING $1,000,000
FOR US SOMEWHBRE AROUND PRICE 1 HAVE MENTIONED PLEASE ADVISE

TALLEY

deral Reserve Bank of St. Louis




COPY OF TELEGRAN

TALLEY JUNE 24, 1927
DALL AS

WE SHALL OF COURSE PURCHASE $1,000,000 FOURTH LIBERTY LOAN 42% BONDS IF YOU
WISH US TO, BUT IT HAS OCCURRED TO US THAT, IN VIEW OF YOUR RECENT LETTER
TO HARRISON REFERRING TO SIZE YOUR GOLD SETTLEMENT FUND, YOU MIGHT PREFER
TO POSTPONE PURCHASE ESPECIALLY IN VIEW OF FACT ALL YOUR SHARE OF GOLD IN L a
LONDON WILL SHORTLY BE EARNING APPROXIMATELY 4% OR SLIGHTLY MORE.  STOP
FURTHERMORE, OPEN MARKET INVESTMENT COMMITTEE WILL PROBAELY MAKE
REAPPORTIONMENT OF PURCHASES EARLY NEXT MONTH

CASE
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COPY OF TELEGRAM

DALLAS JUNE 24 356PM

CASE

IN VIEW OF YOUR COMMENT IT 1S JUST A4S WELL TQO DROP MATTER FOR PRESENT AT
LEAST. ALTHOUGH OUR GOLD SETTLEMENT BALANCE 1S AMPLE FOR NEEDS AND IT
15 UNLIKELY THAT TRADE BALANCES WILL RUN AS HEAVILY OR AS ACUTELY AGAINST . A
US THIS SUMMER AS WAS Thh CASE LAST'thR, OUR MATURING BILLS BETWEEN NOW

AND 30TH ARE $2,000,000 THE RETIREMENT OF WHICH WILL IMPAIR OUR COLLATERAL
ACCOUNT WITH AGENT TO THAT EXTENT “ND UNLESS COMMITTEE IS GENEROUS IN ALLOT-
MENTS TO REPLACE OR NEXi REAPPORTIONMENT DOES NOT FULLY GOVER OUR REQUIRE-
MENT WE COULD MAKE PURCHASE OF ADDITIONAL GOVERNMENTS MENTIONED WITHOUT

ANY SERIQUS INCONVENIENCE TO OUR COLLATERAL ACCOUNT AGSINST NOTE ISSUES,
NOW WOULD IT PROBABLY REDUCE OUR GOLD SETTLEMENT FUND BALANCE BELOW
REQUIREMENTS. MATTER OF PURCHASE CAN BE DEFERRED UNTIL AFTER COMMITTEES
REAPPORTIONMENT EARLY NEXT MONTH

TALLEY g16AM Z5th
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OPY
Similar letter sent to: Governor. Norris, Philadelphia)
\ Governor Fancher, Clevelaad ) Members of Open Market
Governor McDougal, Chicago ) Investment Committee
June 27, 1927.
Dear Governor Harding:
Enclosed you will find a statement showing the gross and net earnings
of all banks for the first five months of 1927 and also estimated similar figures
for the last seven months, from which it appears that all of the banks, except
Richmond and Minmeapolis, will have earnings during 1927 sufficient to cover all - =
charges. The deficiency in the case of Minneapolis is very small, while that in
the case of Richmond is comparatively large. 1

It will be noted that the present estimated net earnings of the System

for the year, after all charge® are $2,777,000. Column "4" of the statement

shows the net earnings of each bank for the year as at present estimated, while
column "6" shows the distribution of these earnings in the proportion that each
bank's expenses, dividends and chargeoffs bear to the System total. A comparison

of these figures would indicate that with one or two exceptions, notably Richmond,
no more than minor adjustments are necessary in the distribution of future purchases
of bills.

This statement does not include the income which will presenily be re-
ceived from the investment of the foreign credit resulting from the sale of French
gold. The income to the System from this sourece during the balance of this year
is likely to be something over $1,000,000. While these earnings will be dis-
tributed among all the banks, it will not affest the comparative showing as dis-
closed by the statement enclosed.

There is also attached a memorandum showing in comparative form three
ratios for each of the banks as follows:

1. Ratio of each bank's expenses, dividends and chargeoffs
to the System total.
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2. Governor Harding 6/27/27.
2. Present holding ratio of Government securities including
System investment account.
3. Ratio of earnings required other than from Government
securities during balance of year 1927 to cover
expenses, dividends and chargeoffs.
Assuming that the estimates which have been made by the banks as to
their earnings and expenses for the ba¥ance of this year are reasonably correct,
the use of the ratios shown in the third colummn of this memorandum in distributing
4

future purchases of bills would effect such adjustments as are necessary to enable

all banks to fully cover their charges for 1927,

We suggest, therefore, that these ratios be used in making future dis-
tributions of bill. purchases, and if this action meets with your approval and
that of the other members of the Open Market Investment Committee, the change
will be made as soon as we are so advised and all the Reserve banks approve.

If the change meets with the approval of the members of the Committee, we will,
of course, write each of the governors, advising fully as to the changes which
are being made, at the same time advising of the possibility of similar minor
changes from month to month, if the revised figures hereafter submitted by the
banks indicate that further changes are necessary.

BAn expression of your views will be appreciated as promptly ;s possible.

Very truly yours,
BENJ . STRONG,
Chairman, Open Market
Investment Committee.
Mr. W. P. G. Harding,
Governor, Federal Reserve Bank of Boston,

Boston, liassachusetts..

Encliosures.
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Boston

New York
Philadelphia
Cleveleand
Richmond
Atlante
Chicago

S5t. Louis
IMinneapolis
Konses City
Dellas

San Francisco
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MEMORANDUM SHOWING IN COMPARATIVE FORM

FOR THE

TWELVE FEDERAL RESERVE BANKS
RATIOS A4S INDICATED

Reatio of Each

Bank's Expenses,

Dividends and

Charge-offs to the

System Total

Present Holding
Ratio of Govern=
ment Securities
Including System
Investment
Account

24

10

4.5

15

545

Iv.o o

100

35T

100

Retio of Earnings
Required Other Than
from Governuent
Securities During
Balance of Year 1927
to Cover Expenses, _
Dividends and
Charge~offs

28




STATEMENT OF ESTIMATED GROSS AND NET EARNINGS FOR YEAR 1927
(5 months actual - 7 months estimated)

(000 Omitted) Ratios of Distribution of
Expenses, Net Earnings on
Expenses Estimated Dividends and Ratios of Expenses
Gross and Year-end Net Charge=-of fs to Dividends and
Barnings Dividends Charge=-offs Earnings System Total Charge=offs
Boston
Actual for 5 months $1,178 $ 1,236 s $ 9:
Estimated for 7 months 2,022 1,462 162 37
" Total $3,200 § 2,568 $162 $ 470 7% 194
New York
Actual for 5 months 4,036 3,641 3%
Estimated for 7 months 6,04 191 475 379
" Total E‘J',oal F%“L. 832 $475 $ 174 24f, 666
Philadelphis
Actuel for 5 months 1,288 1,222 G 33
Estimated for T months 2,076 1,66 2 2
" Total $3, 364 $ 2,935 $ 62 $ 367 8% 222
Cleveland
Actual for 5 months 1,716 1,425 ; 231
Estimated for 7 months 2,420 2,054 2 1
"  Total $4,136 3,479 $265 § 312 10% 278
ichmond
Actuel for 5 months 663 150 87
Estimated for T months 959 1;132 147 320
" Total $1,622 $ 1,5%2 $147 $_ 407 5% 139
Atlente
Actuel for 5 months 844 696 148
Estimated for 7 months 1,241 ‘—-Z'aé 1 180
" Totel 2,085 1,622 $135 § 328 445% 125
Chicago
Actual for 5 months 2,571 2,122 322
Estimated for T months 2 x éﬁz
" Total 3%&, 170 T“u5,145 $697 § 328 15% 47
St. Louis
Actual for 5 months 854 694 . lfg
Estimated for T months 1,370 1,039 33_1
" Total 2,224 $ 1,733 317 § 114 5% 139
Minneaspolis
Actusl for 5 months 543 427 Z 66
Estimeted for 7 months 723 2
" Total $1,278 $ 1,200 $102 $ 24 3% 83
Konsss City
Actuzl for 5 months 912 802 o 111
Estimated for 7 months 1,32 1.1 156
" Total $2,242 $ 1,961 166 B 9% 55% 153
Dallas
Actual for 5 months 636 618 " %f
Estimated for 7 months 44 —
" Total 1,5 $ 1,53 41 ) 4 4 111
San Francisco
titgit/i/szfg;ﬁ ,Sfegorg/ Actual for 5 months 1,679 1,326 353
. . ul . .
ezeral Reserve Bank of St. Louigs‘t‘m_!ated {or ? months 1} _1 1—-.]31;1 1%;; 41:2'——4————



Boston

New York

Actual for 5 months
Estimated for 7 months
L Total

Actual for 5 months
Estimated for 7 months
" Total

Philadelphia

Cleveland

Richmond

Actuel for 5 months
Estimated for 7 months
= Total

Actual for 5 months
Estimated for 7 months
" Total

Actual for 5 months
Estimated for 7 months

" Total
Atlanta
Actuel for 5 months
Estimated for 7 months
> Totel
Chicago
Actual for 5 months
Estimated for T months
L Total
St, Louis
Actual for 5 months
Estimated for 7 months
» Total
Minneepolis
Actual for 5 months
Estimaeted for 7 months
. Total
Kansas City
Actual for 5 months
Estimated for 7 months
= Total
Dallas

Actual for 5 months
Estimated for 7 months
L Total

San Francisco
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Actual for 5 months
Estimated for 7 months
» Total

GRAND TOTALS

# Includes possible loss §400,000

ederal Reserve Bank of St. Louis

$41,612
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139
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COP Y
Similar letter sent to: Governor Seay, Richmond
" Wellborn, Atlanta
"  Young, linneapolis
"  Biggs, St. Louis
" Bailey, Kangas City
" Talley, Dallas
" Calkins, San Francisco
June 20, 1927
Dear Governor oeay:

Enclosed you will find a statement showing the gross and net earn—
ings of all banks for the first five months of 1927 and also estimated simi—
lar figures for the last seven months, from which it appears that all of the
banks, except Richmond and kinneapolis, will have earnings during 1927 suf-
ficient to cover all charges. The deficiency in the case of Minneapolis ié
very small, while that in yhe case of Hichmond is comparatively large.

It will be noted that the present estimated net earnings of the
System for the year, after all charges, are $2,777,000s Column "4" of the
statement shows the net earnings of each bank for the year as at present
estimated, while column "6" shows the distribution of these earnings in the
proportion that each bank's expenses, dividends and charge—off's bear to the
System totale. A comparison of these figures would indicate that with one or
two exceptions, notably Richmond, no more than minor adjustments are neces-
sary in the distribution of future purchases of bills.

This statement does not include the income which will presently be
received from the investment ofjthe foreign credit resulting from the sale
of French gold. The income to the System from this source during the belance
of this year is likely to be something over $1,000,000. lhile these earnings
will be distributed among &all the banks, it will not affect the comparative
showing as disclosed by the statement enclosed.

There is also attached a memorandum showing in comparative form

three ratios for each of the banks as follows:

1. Ratio of each bank's expenses, dividends and charge-offs
to the System total

PREN o ASER 2. Present holding ratio of Government securities including
igitized for
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2 June 30, 1927

2
o

- fatio of earnings required other than from Government
securities during balance of year 1927 to cover
expenses, d?viuemds and charge-offs.

Assuming that the estimates which have been made by the banks as to
their earnings and expenses for the balance of this year are reasonably correct,
the use of the ratios shown in the third column of this memorandum in distributing
future purchases of bills would effect such adjustments as are necessary to enable
all banks to fully cover their charges for 1927.

All the members of the Open lisrket Committee have approved the use of
these ratios in making future distributions of bill purchages and it is proposed
to begin their use as soon &s approval is received from the Governors of the other
bank s. 1 shall therefore appreciate receiving your reply by wire in order that
lhe change may be put into.operation st an early date. 1t is possible that there
may be similar changes from month to month, on the same basis, if the revised

.

figures hereafter submitted by the banks indicate that further changes are

NEeCessary.

Very truly yours,

BENJ . STRONG
Vhairman, Open Mgrket
Investment Committee

Mr. George J. Seay, )
Governor, Federal Heserve Bank of KRichmond,
Richmond, Va.
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FEDERAL RESERVE BANK

OF ST. LOUIS

July 6, 1927.

Dear Governor Strong:

We have your letter of June 30th, and inclosures,
from which it is noted that in making future distributions
of bills purchased, it is proposed to give this bank¥ 4% of
the total purchases. This ratio is satisfactory to us.

Very truly yours,
(Signed) D. C. Biggs
Governor
Bejn. Strong, Esqg., Chairman,
Open Market Investment Committee,

Federal Reserve BRank of New York,
New York.
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FEDERAL RESERVE BANK

OF RICHMOND

July 6, 1927.

Dear Mr. Case:

I am today in receipt of your telegram answering
mine of yesterday relating to the distribution of System
investments. and note your statement that the ratio of dis-
tribution will be chsnged monthly to meet the requirements,

and that if the pro rata of this bank does not meet the re-

quirements, the Committee will make proper adjustment, which
is, of course, entirely satisfactory.

T had out controller examine carefully the distri-
bution plan and he reported that, while the ratio of dis-
tribution to the exrpenses of our bank in proportion te -the
total expenses of the System was liberal, the ratio in pro-
portion to our need of revenue in comparison with other
Federsl Reserve Banks was too small. It has been the prac-
tice, I believe, in recent times, to adjust the ratio ac-
cording to the apparent needs of revenue after such needs
had become sufficiently clear.

With ¥ind regards, I am
Very truly yours,
(Signed) Geo. J. Seay
Governor.
Mr. J. H. Case, Deputy Governor,

Federal Reserve Bank of New York,
New York City.



TELEGRAM

7¢ D SAN FRANCISCO  JULY 7 320P

STRONG NEW YORK

Changed ratio for future distribution purchases of bills your

letter June Thirtieth acceptmble to us

CALKINS 911A 8%h
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TELEGRAM

162G D DALLAS 1148A JULY 7

STRONG NEW YORK

Referring your letter June 30 proposed ratio for future dis-
tribution of bill purchases satisfactory to this bank. On account
of double holiday and my absence from city letter was not answered
sooner,

237P TALLEY
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TELEGRAM

142¢ D ST. LOUIS 1128A JULY 7

MATTESON

Wrote Governor Strong under date of sixth that distribution of bills
purchased to give this bank four percent was satisfactory to us.

BIGGS 203P
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TELEGRAM
229G BO  MINNEAPOLIS JULY 7 235PM
MATTESON

Just returned from the west to find Governor Strong's letter of

June 30. Rates suggested agree.

YOUNG  448P
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July 7, 1927.

Dear Goveraor Seay:

I have your letter of yesterday acknowledging my
telegram regarding the distribution of system investments,
and note that the ratio which it is proposed to use for
your bank is satisfactory with, of course, the understand-
ing that it is subject to change as and when conditions may
make necessary.

It has been the aim of the committee to distribute
the earning assete purchased by it in an equitable way and
in such a way as will be satisfactory to all of the banks,
end I do not anticipate there will be any difficulty in con-
tinuing this program.

Very truly yours,
(Signed) J. H. Case
Deputy Governor
Mr. Geo. J. Sesy, Governor

Federal Reserve Bank of Richmond
Richmond, Va.



COPY FEDERAL RESERVE BANK

OF ATLANTA

July 5, 1927.

Mr. Benj. Strong, Chairman,

Cpen Market Investment Committee,
¢/o Federal Reserve Bank of New York,
New York, N. Y.

Dear Governor Strong:

Referring to my telegram of even date, I am pleased to
advise that this bank concurs in the mse of the ratios enclosed with
your letter of the 30th ultimo, in making future distributions of bill
purchases.

Very truly yours,

(S8igned) M. B. ¥ellborn
Governor
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MINUTES OF MEETINGS OF OPEN MARKET INVESTMENT COMMITTEE ( ’)
HELD IN WASHINGTON, D. C,, DURING WEEK OF GOVERNORS :
CONFERENCE, COMMENCING MAY 9, 1927

The Open Market Investment Committece held a meeting in Washington,' D, Ca,

at the office of the Federal Reserve Board, Monday, May 9, 1927, at 9 o*clock,

———
Present:

i

Governor Strong, Chairman
Governors Harding, Norris, McDougal
anc¢ Fancher
Mr, Harrison, Acting Seccretary
The secretary read the preliminary draft of the memorandum of matters

to be consicdered by the Open Market Investment Committee prior to the preparation
and submission of a report and recommendations. After discussing the preliminary
memorancum it was the opinion of the committee that copies of it with suggested
amendments should be submitted by the chairman of the committee to the Feceral
Reserve Board for its consideration in order to familiarize the Board with the
factors which would be in the minds of the committee later in preparing its report.

The Open Market Investment Committee adjourned at 10 o'cloeck,

X XX X X R X

The Open Market Investment Committee reconvened on lionday, May 9, 1927,
at 12:30 o'clock,

Present:

Governor Strong, Chairmen
Governors Harding, Norris, lMeDougal

anc¢ Fancher
Mr, Harrison, Acting Secretary
The corrm.ittee considered a redraft of the preliminary memorandum cone
taining the amendments agreed to at the earlier meeting, With these amendments,
the chairman was requested to transmit seven copies of the memorandum to
Governor Crissinger for the members of the Board, with the advice of the committee

that the committee would be glad to meet with the Board to discuss the memorandum

at any time suitable to its convenience. These copies of the report were
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transmitted to Governor Crissinger at 1:15 o'tlock, when the Open Market Investe

ment Committee adjourned.

* X K X X K K

The Open Market Investment Committee met with the Federal Reserve
Board on Monday, May 9, 1927, at 4:10 o'clock,
Present:
Governor Crissinger
Messrs, Platt, Miller, James, Hamlin,
Cunningham of the Federal Reserve Board
Governors Strong, Harding, Norris, McDougal
and Fancher
Dr. Goldenweiser
Mr, Harrison, Acting Secretary
There was a long discussion by various members of the committee and
the Federal Reserve Board of the preliminary memorandum previously distributed
among the members of the commitiee and the Federal Reserve Board, Governor
Strong explained that this preliminary memorandum did not embody any recommendae
tions but merely raised points for discussion with the Reserve Board which would
enable the committee later to file a report with definite recommendations. In
connection with the consideration of the memorandum and problems before the come
mittee, Dr. Goldenweiser gave his statement of the present business situation with
particular reference to the price levels
The meeting adjourned at 5:45 o%clock, with the uncerstanding that the
Open Market Investment Committee would submit its final report to the Federal

Reserve Board later on in the weeks

* ¥ K K ¥ * ¥

The Open Market Investment Committee reconvened on Wednesday afternoon,

May 11, 1927, at 12:20 o'clock.
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Present:
Governor Strong, Chairman
Governors Harding, Norris, Mq]__)ougal
and Fancher ' '
Mr, Harrison, _Ac'ti.ng Secretary - [T '
The committee considered a draft of repqr_"_t .p_r_e'pat"ed' by t}.a.e_—comifbtee
at lunch on Tuesday, May 10, as modified by the chairman on Wednesday moming
before the meeting. Upon consiceration, it was
VOTED ’to approve the report as amended, and fbhe sepreta_ry was F?QQBSt“
ed to .have it retyped, with the understanding that the preliminary meporandum__
a8 finally revised should be mimeographed to be substituted for the firs‘t draft
distributed among the committee and the members of the Federal Reserve Board on
May 9. The preliminary memorandum as revised May 11 is attached hereto. The
report of the committee as finally approved by the committee and the Governors
Confsrence is-as follows:
"The Open Market Committee, after considering the attached
memorandum, and after discussion with the Federal Reserve Board, sub=
mits the following recommendations of poliey for the period ending
August 1 next: | !
"(1) That no further sales of System securities be made in
order to offset arrivals q..f gold from abrdad now known or anticipated,
"(2) That it shall be the policy of the committee between now
and August 1 next, gradually to aequire, if possible to do so without
wndue effect upon the money market, sufficient additional shortetime
government obligations ‘bp bring the total of the committee'’s investe
ment account up to $250,000,000, - In interpreting the expression
'undue effeet upon the money market, ' the committee would expect to
keep in mind any changes which might occur in the general level of .money
rates, as well as the extent to which these purchases might effect a rew
duction in the amount of borrowings by member banks,
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"While this policy ::Ls P?t directed. tgwa'rdsﬂb_xjinging“about a
reduc‘bion in discount rates by any Fede_ral reserve benk, nor is that
immediately anticipated, it is recognized that some lqwering of_ market
r‘a‘fes for money might nevertheless justify such a reduction later in
the year, especially at theA principal financial centers, The recom=
mendation in paragraph two is also made after consideration of the
fact that somewhat lower interest rates ordinarily operate to check
gold imports; in fact, that was one of the effects of purchases of
securities made in 1924,

"The committee further expects to continue studies of those

methods set out in the preliminary memorandum by which increases in

the System's portfolio might be brought about without inereasing the
amount of Federal reserve credit in the market., It expects to diow
cuss with the Treasury Department those methods with which the Treasury
is eoncerned, and requests that the Federal Reserve Board give considernw
ation to those particular items, such as reserves on time deposits,

which relate to the regulations of the Federal Reserve Board,"
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Meeting of the Open Market Investment Committee
with the Federal Reserve Bo ard
10; 30 Thursday morning, May 12

Present;

Honorable A, W, Mellon, Chairman

Governor Crissinger, and Messrs, Platt,
Hamlin, Miller, James, Cunningham,
MeIntosh of the Federal Reserve Board

Governom Strong, Harding, Norris, MecDougal,
Fancher ' '

Mr, Harrison, Acting Secretary

Dr, Goldenweiser and Mr, Eddy

The Acting Secretary distributed copies of the report of the Open
Market Investment Committee dated May 11, together with mimeograph copy of the
preliminary memorandum relative to open market policies dated May 9, 1927, and

revised May 11,

After each member of the Board had had opporf;unity to read the report,
Governor Strong explainadvthat the report had been prepared by the pommi’ctee,_
after thorough consideration of. all the factors referred to in the preliminary
memorandum, with a view to ouilining a policy for the next few months for ap=
proval by the Board and the committee, with the understanding that the respon=
sibility for the execution of the recommendations would rest with the committee,
He also explained that the report had been studied by the Governors Conference
and that it was unanimously \ap?roved by that conference, After a thorough dise
cussion of the report concerning which various views were expressed by the differw=
ent members of the Board, Mr, Hamlin made a motion that the report be approved,
Before action was taken on this motion, Dr, Miller moved as a substitute that
the report be received and made a special order for some later time to be fixed
by Secretary Mellon and Governor Crissinger, After discussion this substitute
motion was passed and the meeting adjourned at 12:10 o'clock Pe My

George L, Harrison,
Acting Secretary,
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Meeting of the Open Market Investment Committee
with the Federal Reserve Bo ard
10; 30 Thursday morming, May 12

Present;

Honorable A, W, Mellon, Chairman

Governor Crissinger, and Messrs, Platt,
Hamlin, Miller, James, Cunningham,
MeIntosh of the Federal Reserve Board

Governom Strong, Harding, Norris, MecDougal,
Fancher ' ‘

Mr, Harrison, Acting Secretary

Dr, Goldenweiser and Mr, Eddy

The Acting Secretary distributed copies of the report of the Open
Market Investment Committee dated May 11, together with mimeograph copy of the
preliminary memorandum relative to open market policies dated May 9, 1927, and

revised May 11,

After each member of the Board had had oppor‘f:unity to read the report,
Govermor Strong explainedr that the report had been prepared by the commi‘.ttee.“
after thorough consideration of_ all the factors referred to in the preliminary
memorandum, with a view to ouilining a policy for the next few months for ap=
proval by the Board and the committee, with the understanding that the respon=
sibility for the execution of the recommendations would rest with the committee,
He also explained that the report had been studied by the Governors Conference
and that it was unanimously ‘approved by that conference, After a thorough dise
cussion of the report concerning which various views were expressed by the differw=
ent members of the Board, Mr, Hamlin made a motion that the report be approved,
Before action was taken on this motion, Dr, Miller moved as a substitute that
the report be received and made a special order for some later time to be fixed
by Secretary Mellon and Governor Crissinger, After discussion this substitute
motion was passed and the meeting adjourned at 12:10 o'clock p, m,

George L, Harrison,
Acting Secretary,
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May 9, 1927,
Revised copy May 11.

PRELIMINARY MEMORANDUM RELATIVE TO OPEN MARKET POLICY

The principal transactions in the Special Investment Account since
the last Governors Conference were reviewed in the chairman's report to the
committee on March 21, and copies of this report were sent to all Governors.
In accordance with the action taken at that meeting, purchases of 25 million
dollars of securities were made in the market to replac9 March 15 maturities,
and the Special Investment Account was thus restored to 200 million dollars,
which is approximately the same amount as has been maintained for the past
two years. Recent transactions resulting from large purchases of gold,

are described hereafter.

General Credit Situation

For many months btusiness has been active and has continued to
maintain, and in some directions even to exceed, the rate of production
and consumption of immediately preceding years, although a number of re-
cent developments have been of a character which might have had a wide-
spread unfavorable effect had the general business and financial situ-
ation not been fundamentally sound. These developments are, of course,
the extensive floods in the lower Mississippi Valley, some overproduction
and price declines in the o0il industry, disturbing financial developments
in Japan, reduced production and consequently reduced working time for
labor in two or three large automobile concerns, and not so recently the
collapse of a number of real estate and building speculations and of one
or two large installment finance companies.

The total volume of credit in use, estimated from the reports
of the reporting member banks, is now about a billion and a half dollars

larger than a year ago. The considerable expansion of the last two
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months has been distributed between increases in commercial loans, security
loans and investments. On the other hand, the total amount of credit ex-
tended by the Reserve banks is about one hundred million dollars less
than this time last year. As the net gold imports (excluding the move-
ment now under way) within this period were about 105 millions, the re-
duction of Reserve bank credit has about offset gold imports.

The figures for Reserve System earning assets are as follows:

(in millions)

April 27,1927 April 28,1926.
Bills discounted =~ = = = = = = = = = = = 444 514
2ills bought in open market - - - = = - = 242 199
U. S. Securities - - == - = = - - - =~ 318 382
Total bills and securities - - = - = = = 1006 . 1114

While total discounts at the Reserve banks are smaller than a year
ago, the difference is largely due to reduced borrowings by country banks
as reporting banks in principal centers are borrowing nearly as much as
they did a year ago. Money rates are about 1/2 per cent. above this
time last year, as shown by the following table. The present tendency
is for higher rates than last year. TFor example, time money is 3/8 higher
than last year, 90-day billg are 1/2 higher, and Treasury certificates and
notes show an even larger increase. The New York discount rate is 1/2 per
cent. higher.

Monéy rates at New York
April 28, 1927 April 28, 1926

Call money === === == === =~ = = = * 4 *  31/2
Time money — 90-day = = = = = = = = = = = = 4 3/8 4
Prime commercial paper - - - - - = - = = = 4-4 1/4 4 4 1/4
Bills - 90-day unendorsed - -~ = = = = = = = 3 5/8 3 1/8
Treasury certificates and notes - ' ,

maturing June 15 - - - = - - - - - 3.46 2.56%

maturing September 15 - - - - - - 3.51 3207
Federal Reserve Bank of New York -

rediscount rate - - - - - - - - - 4 31/2
Federal Reserve Bank of New York -

buying rate for 90-day bills - - - 3 3[4 31/2

* Prevailing rate for preceding week.
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A review of the general credit situation, of rates and busincss,
brings out the following striking facts:

(1) That the general level of interest rates in Yew York, where
changes of rates generally originate, is about 1/2 of one per cent, above
last year, the discount rate of the Federal reserve bank also being 1/2
of one per cent. higher.

(2) The amount of bank credit employed for conducting the country's
business, at a volume certainly much above the average of the last few years,
is only $1,500,000,000 above what it was last year.

(3) While irregularly distributed between the classes of goods,
the general level of commodity prices has experienced a considerable fall,

and over the greater part of thc -agt year the decline in prices has been

in both agricultural and non-agricultural commodities. Considering the
reluctance of member banks to borrow from the Reserve banks, couvled with
the considerable decline in interest rates which is occurring in Europe,
the question is raised as to whether the somevhat greater restraint now
being anvlied to the extension of credit at the money center (¥ew York),
coupled with the reduction of the total of the open market investiment ac-
count over the past 18 months or two years from $500,000,000 to less than
$200,000,000, has not graﬁuqlly had the effect of exercising some srcssure,
imperceptible in any chanzce over a short period, but now becoming ajsnarent

wnen examined as to its effects over a longer period.

Gold Movements

Between January 1 and May 1 of this year, gold imports into the
United States have amounted to about $110,000,000, including SB,OOO,QOO from
Japan, and exports during the same period were $26,000,000. Net imports
during this period were thorefore $84,000,000. Inasmuch as approximately

$14,000,000 of the gold exported was gold which had been earmarked before
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the period under discussion, about $98,000,000 was the net amount added to
the monetary gold supply of the country during the first four months of the
year. This gold movement, together with the imports of 1826, account large-
ly for the fact that the System's earning assets show a decline during the
past year, in spite of an increase of some billion and a half dollars in bank

credit.

Entirely apart from the movement of gold referred to above,-there
have been some significant developments since May 1, not included in the above
figures. During the last part of April,vthe Bank of France recovered approx-
imately §90,000,000 of gold from the Bank of England by the repayment of its
credit to the Bank of England. Of this $°0,000,000, $12,000,000 arrived in
New YTork last week, $18,000,000 is still on the water, and $80,000,000 was
purchased by the Federal Reserve Bank of New York on May 6 and is now held
by the Bank of England under earmark for account of the New York bank. 1In
addition to this Bank of France zold, $2,500,000 has recently been imported
from Australia, and another $2,500,000 more is now on the water from Austra-
lia and expected to arrive in this country this week.

A somewhat disturbing factor arose in the probability of the
importation and sale to the Federal Reserve Bank of New York of the
$920,000,000 of gold, nego£iations for the purchase of which had been
concluded by one of the New York member banks from the Bank of France.

It was learned that space had been reserved on the steamers and arrange-
ments had been made for shipping the entire amount of gold; in fact, one
shipment was about to arrive in New York, and others were being loaded.
In view of this situation, after consulting with all the members of the
Open liarket Investment Committee and with the Federal Reserve Board by
telephone, it was arranged to purchase from the Bank of France all of the

gold - nearly $60,000,000 - which had not been shinved, and to sell the
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Bank of France a like amunt of the September maturity of certificates of
indebtedness held in the QOpen Market Investment account. By this arrange-
ment, the money market status remained unchanged, except as to the gold
which had already been shippzd, leaving the committee in position to deter-
mine later at its meeting whether these securities should be replaced or
not. Securities were sold to offset $9,000,000 of the $12,000,000 already
arrived, but no arrangements have been made for sales to offset the balance
of the gold which will arrive from London and from Australia, amounting in
all to about $20,000,000. With the s;le already made and further sales,
if made to offset further gold arrivals, the securities remaining in the
System's portfolio account will be a little over $100,000,000, too small

L
an amount to afford security against possible future developments. This

will be appreciated, for example, if the $90,000,000 now purchased had
arrived at a time when we had no portfolio of government securities avail-
able. It is clear, therefore, that the committee must from now on give
careful attention to meeting this gold problem, either by increasing its
portfolio in anticipation of future developments, or by adopting otﬁer
measures. The method of doing so should be determined with regard to
whether the time has or has not arrived when the Federal Reserve System
can afford to put new funds in the market, the effect of which would be
to reduce the borrowings of ﬁember banks, principally in New York, and
possibly to reduce the System's holdings of bills., There are various
possibilities for dealing with the gold problem as a whole which have
never heretofore been discussed in the committeefs report and which are
now submitted simply for discussion. None of theﬁ are recommended at
this time, but are intended simply as a summary of all possibilities.
They are:

(1) The committee could replace the securities sold to the Bank
of France. The immediate effect would be to reduce the amount of member
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bank borrowings in New York, which are now runainz on the average at from
$100,000,000 to $150,000,000.

(2) Trose Federal reserve banks whish have considerable holdings of
long time bonds could dispose of those bonds, realize their oprofit and repurchase
through the committee as a part of the cormittee's account, an equivalent amount
of short time securities. These, with other short term government securities
owned by individual Reserve banks, could be added to the System holdings without
reducing the total earning assets of the individual Reserve banks, and thus in-
-rease the committee's account to over $200,000,000.

(3) Arrangements might be made with the Secretary of the Treasury for
iomewhat increasing balances carried with the Federal reserve banks, and reducing

the amount carried with special depository banks.

(4) Some or all of the $75,000,000 of 2 per cent, Panama Canal bonds
could be called and the national bank notes issued against them retired. TFur-
ther purchases of the 2 per cent. Consols of 1930 could be made in anticipation
of their possible retirement in 1930, as contemplated by the Secretary of the
Treasury in his report of 1924.

(5) By gradual stages, or all at once, the time schedule of the Par
Collection System could be adjusted so as to increase the volume of uncollected
checks and correspondingly reduce the reserve of members.

(8) Plans could be undertaken for retiring the greenbacks, which
aowever would require legislation.

(7) Further amounts of the capital of the Federal reserve banks could
be called.

(8) The reclassification of reserve cities could be gradually under-
taken so as to increase reserve roguirements.

(9) A readjustment of the relations of the Reserve banks 4o the

market for gold could be effected if the Secretary of the Treasury saw fit
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as authorized by law, to discontinue paying cash up to 98 per cent. of the
value of imported gold, thus throwing the market for gold entirely upon
the Federal reserve banks and enabling them to reduce the gold point for
imported gold by the equivalent of a loss of interest for the period dur-
ing which payment would be delayed. By reason of our Treasury practice,
the United States is today paying the highest price of any world market
for gold.

(10) The Federal Reserve Board, of course, after adequate study,
could revise the definition of what constitutes a time deposit, thus rais-
ing the reserve requirements. This is probably justified by the fact that

something like 60 per cent. of the increase in bank deposits in the United

States over the past ten years consists of that class of aeposits which re-~
quirslonly 3 per cent. reserve.

(11) A revision of the regulations of the Federal Reserve Board
in relation to the maintenance of. reserves, by averaging reserves for a
period of a week in Federal reserve bank cities, and two weeks in the rest
of the country, could have the practical effect of somewhat increasing the
amount which member banks must borrow.

(12) The Federal Reserve Board could revise its ruling relative to
currency in transit, which in effect reduces reserve requirements in those
districts where the ruling is now applied.

The above comprehend most, if not all, of the possible measures
available for dealing with the problem of gold imports in view of our re-
duced portfolio. They are submitted for consideration and study.

The possibility of gold imports must ﬁot be overlooked, and may
indeed be imminent. The underlying causes of such a movement would bes

(1) The continued maintenance of our present level of interest
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rates, somewhat higher than a year ago, in the face of declining interest
rates and reducing bank rates in Europe..

(2) The fact that our technical practice in dealing with gold
makes this the best market in which to sell it and one of the most 4if-
ficult from which to export it,

(3) The possibility, regarded by some as the probability, that
within the next two years Germany will be forced to ship us large amounts
of gold in order to meet reparation payments in the standard year.

(4) Heavy foreign payments to meet the service on all foreign
loans.

Nor must the possibility be overlooked that conditions may change

rapidly and instead of experiencing a large addition to our gold reserve,
thei‘e is indeed a possibility, although more remote, that within the next
few years we may sustain a large loss of gold.

Gold exports from this country can arise from two causes:

(1) The first is the perfectly normal movement resulting from
exchange rates reaching a level at which it is cheaper to make payments
abroad by shipping gold than by buying exchange.

(2) The other, however, can occur irrespective of the gold
shipping point, because of large balances held in this country for account
of foreign govermments and foreign banks of issue, which, as in the case
of Germany, may decide to take gold for reserve purposes, irrespective
of the gold point.

No danger need bp apprehended as to a normal export of gold, but
we might sustain a large loss of gold under the second category at any
time, and that we are now prepared to deal with successfully because of

the large proportion of such balances held by the Federal reserve baxk,
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the export of which could easily be provided for by our purchasing the
securities now held for account of our foreign correspondents. The only
embarrassment likely to occur as a result of such a demand will be due to
the lack of an adequate supply of American gold coin, conceraing which
discussion has been had from time to time with the Treasury.

Looking, therefore, to the future, that is, say for the next
three years, the committee is of the opinion that the poliey of the Fed-
eral Reserve System should be to prepare itself to deal with either a
large import movement of gold or a large export movmﬁent of goid. Any |
other position would expose the System to the charge of lack of foresight.

In view of the many alternatives to be considered, and especially
4n view of the fact that whatever may be the policy of the System it will
involve taking a definite position as to the money ma.r:kef, the d:omniittee
prefers to defer any recommendation until after discussion with the fﬁ‘ed—-

eral Reserve Board and a definite expression of their views,
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FEDERAL RESERVE BOARD
WASHINGTON

May 13, 1927,

Dear Govermor Stromg:

At the meeting of the Federal Reserve Board thies morm-
ing, comsideration was given te¢ the report of the Open Market
Investment Committee, dated May 11, 1927, in which the Committee
recommendeds "(1) That no further sales of System securities be
made in order to offset arrivals of gold from abroad now kmown
or anticipated™ and "(£) That it shall be the policy of the com-
mittee between mow snd August 1 next, graduslly to asecquire, if
possible to do so without undue effect upon the momey market,
sufficient additionsl short-time govermment obligationms to brhg“
the total of the committee's investment account up to $260,000,000,
In interpreting the expression 'undue effect upon the momey market,'
the coumittee would expect to keep in mind any changee which might
occur in the gemeral level of money rates, as well as the extent
to which these purchases might effect a reduction in the amount
of borrewings by member banks,"

The Board voted to approve the report and recommendstions
contained therein, with the feeling that the securities proposed te
be purchssed should be sccumulated slowly and with a view to the
possibility that it may not be sdvisable to purchase the full
amount suthorized within the period of time mentioned.

Very truly yours,
(8igned) D, R, Orissinger,

Governor.

Open Market Investment Committee,
o/o Federal Reserve Bank,
New York, N, Y.
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CONFIDENTIAL

Minutes of meeting of the Open Market Investment Committee for the
Federal Reserve System in Washington on July 27, 1927 at 11:00 a, m,

PRESENT: Messrs., Crissinger, Platt, Hewmlin, James and lcIntosh
llembers of the Federal Beserve Bozrd

Governors Strong, Harding, Norris, Fencher and kcDougsal
Members of the Open Market Investment Coumittee

‘Governor Young, Federal Reserve Bank o f ifinneapolis
Governor Biggs &nd Chairman Martin, Federal Reserve Benk
of St. Louis

ifr. Harrison, Deputy Governor, Federal Reserve Bank of New York

r, #ills, Undersecretary of the Treasury

ifr, Burgess, Acting Secretary, Open lErket Investment Comuittee

llessrs. Noell and McClellend, Assistent Secretaries, Federal
Reserve Board

The meeting was called as a meeting of the Open lkrket Investument |
Conmittee with the Federal Reserve Board end representatives of two of the
widwestern banks were present., The Chairmen presented his report reviewing
open merket operations and credit conditions. The credit policy of the System
was thereupon fully discussed.

Consideration was given to the continued fzll in comwmodity prices, to
the fact that there wes a diminution of borrowing from the reserve banks due
apparently to some slackening in business, and especially to the releticn of
money rates in the United States to money rates in Europe. It was reported
that because of heavy foreignwpayments which are likely to incr;ase with the
fall movement of commodities to Burope, there was & continued drain on Buropean
centrzl bank gold reserves, which mede it more than likely that central bank
rates in Burope would need to be further =dvanced this fall, The Germén and
iustrien rates have already been once advenced and there is some probability

of a one per cent advence in the rate of the Bank of England.

&
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All present 2t the meeting recognized that these developments would
necesserily have a depressing effect upon business sbroed and might tend to restrict
the freedom of purchases of goods in this country at the ususl season. It wes 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 herm but with reasonable expectations of beneficial results, It
was felt that the oﬁly possible adverse developuent resulting from & general lowering . [
of discount ratee would be in the speculative security merkets, but that this possi-

bility should not stend in the way of the execution of an otherwise desirable policy.

There was no exception to the view that the time has &rrived, or was &p-
proasching, when the discount rate in New York should be reducedy; and with one or two

exceptions there wes no dissent from the view that a System policy of lower discount

rates should in general prevail, It was pointed out, however, that local conditions
in some of the interior reserve districts did not indicate any demend for rate re=
ductions in those distric¢ts and that the small borrowings from the reserve banks
indicate an adequate supply of credit for all needs &t the present ratee; Officers
of some of the larger member banks were quoted &s opposed to rate reductions. On
the other hand, it was pointed out thet reductions now, which would result in ne
harm and considerzble possible benefit, would place the reserve banks in position

to make increases leter which might serve as warninge without penalizing business
with high rates,

It was also suggested that in order to make a three and one=half per cent
discount rate effective some further purchases of securities might be desirable up
to say$50, 000,000,

The most importent consideration at the meeting was undoubtedly the fact
that the differentizl between the rates in New York and the rates in London wes
not to-day sufficient to enable London, end therefore the rest of Burope, to aveid

general advances in rates this asutumn uﬁless rates here were lowered, and that
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the consequence of such high rates as would result in Burope would be unfavor-
eble to the marketing of our export produce &broad and would have an adverse
effect generslly on world trade,

Before adjournment of the meeting, the foregoing portion of these
minutes was read to the meeting end adopted without ebjection, Thereupon, upon
motion of the members of the Federal Reserve Board present voted that the auth-
ority of the Open Market Investuent Committee be extended for the purchase, &s
end when conditions warrent, of not to exceed an additional $50,000,000 of
investments,

(8igned) W, R. Burgess, Acting Secretary
Open Market Investment Committee
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CONFIDENTIAL July 27, 1927,

FRELIMINARY RANDUM RELATIVE TO OF CY

The gold movements of the past two months have illustrated the need for
preparedgess on the part of the Federal Reserve System to deal with either gold
exports or imports, which was emphasized in the Chairman's memorandum discussed ab 4
the last Governors' Conference. This year's gold movements have included the im-
port of 130 million dollars of gold from abroed, the purchase of 62 million dollars
abroad, the sale of 100 million dollars for earmarking here, and the resale of €&

million sbroad., There has thus been an import movement, or its equivalent, of 190

million dollars and an export movement, or its equivelent, 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 embarrass-
ment, These movements were largely unferescen znd unfaresessble, although at any
time possible under present conditions.

Reeent transactions in the speeial investment account have been largely
for the purpose of dealing with thess changes in geld. At one time, in May, the
account was as low as 136 milliom dollars, and it has now been restorsd to 265
million dollars, The incréag_e represents largely purchases to offset the ear-
merking of 100 million dollars of gold here, but includes in addition the purchase
of about 30 million dollars of securities under the authority arranged at the time
of the Govermors® Conference, The following figures show the ghanges from week %0
week in the speeciel investment account. It would appear that this portfolio should
be 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 course may be involved
in replacing 56 million of maturities in September which includes 30 million teken
ever from a foreign account in exchange for March certificates. It may be necessary
to take over further amounts of securities from foreign correspondents,

The Credit Situation

A numbér of important changes have taken place in the domestic and foreign
credit situation since the Governors' Conference. 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 %han they
were three months ago. The Reichsbank and the Bank of Austria have raised their
discount rates., Open market money rates are close to or ebove the bank rate in
London, Berlin, Zurich, Amsterdam, and Milan, as shown in an attached table. These
firmer money conditions are undoubtedly exerﬁng continuing pressure upon world trade
and world prices, which is liable to0 react unfavorably upon our own trade and j;ri.ces.

2+ There has been some reduction in business activity in this country,
not serious, ’but.‘indieating a gpirit of great caution in business,

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

4. Due largely {0 reduced industrial payrolls there has been
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a slig_h't reduction in the past few wegks in the» credit and currency demand, and
totel bj.lls and seculfi'ties of the Reserve Systex_n have dipped below one billion
dollars. The New York Reserve Bank. gained 50 million last week in trensfers from
the interior and New York City member bank borrowing was eorrespondingly reduced,
5, There is growing ease in money conditioms, although some rates are
still slightly higher than a year ago, dus probably to a higher discount rate at
the New York Reserve Bank., Current quotations for momey are as follows compared

with last year,

& Year Ago July 23, 1927

Call money 4 3 3/a
90-day time money 41/3 4 3/
Commercial paper 4 4 1/4
90-day bills 3 3/8 31/2
Treasury Isstues

Dee. maturity (notes) 3.03 2.87

Mar, * (C of 1) 3,31 3.19
Discount Rate N.Y, F.R.B, 31/2 4

| The Prospect for Autumn

Normally the approaching seasonsl demand for . funds might be expected o
tighten money conditions somewhat. If this takes plase it would have the result
(1) of increasing the pressure on world money markets and perhape forcing up the
Bank of Eugland diseount rate, and certain of the Continental discount rates, with
congequent unfavorable reaation upon world trade end prises; (2) of accentuating the
existing tendenéy towards some feduction 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 somewhet easier momey conditions,
the following results might be anticipated:

1. An easing of the pressure upon world money markets, which would react
favorably upon world trade. The results would be faijh partly thfough the tendency
for balances $o move in the direction of the higlios't rate, and partly as lower bill
rates here would attract financing to onr bill market which might otherwise go %o
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London and,t_‘equir_e funds there.

2, Coming at the crop moving season qasier 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 thet 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
thet easier money would stimulate speculation in securities,

If under these circumstances it should seem wise to follow a poliey
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_ speculation or excegsive growth in the volume of credit,

In this connection the attached teble shows the total bills discounted
at Federal Reserve Benks in the 12 distriets, The total is nearly 100 million
smaller than it was a year ago and the decreases in bills discounted exceed 25 per

cent in the New York, Richmond, Minneapolis, Kensas City, and Dallas districts.

Total Bills Discounted by Federal Reserve 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 35
%, Louis 35 33
Mimneapolis 8 6
Kansas City i7 Ja
Dallas 18 8
San Francisco 45 45
Digitized for FRASER Total 495 403
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COBFIDENTI AL (7)

Einutes of meeting of the Open igrkgi Investment Couaitiee for the Federal

Reserve System in Teshington on July 27, 1927 at 11300 =.m.

PRESENT: Measrs. Criassinger, Platt, Haulin, Janes snd lclatosh,
dembers of tie Federal Reserve Board

Governors Strong, Harding, Norris, Fencher and delougal,
Heubers of the Upen Karket Investeent Cozmittee

Governor Young, Federal Heserve Bank of Einneapolis
Governor Bigge snd Chairman Hartin, Federsl BReserve Bank
of St. Louis
Sr. Harrison, Deputy Govermor, Fedsrul Reserve Bank of Hew York
Er. Eills, Undersecpetsry of the Treasury
Er. Burgess, acting Secrstary, Open dartet Investanent Cosmittee
Mesere. Boell wnd Eellelland, Assistent Secretarics, Federal
Reserve Board

o

The mecting was cailled se & meeting of the Open Haurket luvestaent
Committee with the Federal Reserve Board snd representatlives of two of the mid-

western Lauke wers present. The Cheirman presented his report reviewing openm
nartel operstions snd oredit conditiens, The credit policy of the System was
thereupon fully discussed.

Coneiderstion was ,iven to the coantinued fell in cosmodity prices,
to the fact that there was & dimioution of borrowing from the reserve bunke
due ayperently to some slackening in business, snd especislly to the relstica
of meney reates in the Uaitef.‘l Stetes to meney rates in Burope. It was report~
ed that because of heavy }otdgn paynents which ore likely to increasse with
the fzll sovement of commodities te Europe, there was e continued drain on

Baropesn central bsnk gold reserves, shich made it more than likely that

central benk rates in furope sould need to be further sdvenced this fall. The
Gerven end Austrian rates have already been once advanced :nd there is some
probability of &« one per cent. sdvance in the rate of the Bank of Eaglend.

#1 present sl the meeting recognized that these develcpments would
necessarily have & depressing effect upon businses sbroad snd might tend to

restriet the freedow of purchases of goods in this country st the usuel sesson.
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It was clso brought cut that it is the duty of the central bsnks to keep meney
rates at as low & level ae may be attained with safety, :nd that at this time
rates could be reduced net snly without hars but with ressopsble expectations
of beneficial rcm;u. It wes felt thet the oniy possible sdverse development
reeul ting from & general hseﬂag of discount rates would be in tae speculsative
security merkets, but thet thie poesibility should mot stand in the way of the
execution of sn otherwise desirabls peliocy.

There was no exception to the view that the time had arrived, or was
approschbing, wmhen the discount raute in New York should bs reduced, and with
one or twe exceptions there was no diseent from the view that & Systesm poliocy
of loser discount rates should in general prevail. It wes pointed cut, bhow-
ever, thet locsl conditions in some of the interior reserve districte did not

indicate any demand for rate reductions in those districts snd thst the amall ,
borrosings from the reserve banks indicate sn adequate supply of credit for all '_'i
necds at the present rates. Oificers of some of the larger member babks were 1|
quoted us opposed to rate reductions. On ths other hand, it was pointed out
that reductions nox, which would result in no harm and ecnsidersble poseible
benefit, sould place the reserve banks in position to make incresses later
shich might serve ze sarnings without pemslizing business with high rates.
It was sleo suggested that in order to mske & three and one-half
per cent. disecount rete effective some further mr&@ of securities sight
be desireble up ‘o sey $80,000,000.
The most important considerstion st the mecting was undoubtedly the
fact that the differential between the rstes in New York end the ratss in
Londen was not today sufficient to enasble London, sad therefore the rest of

Burope, to svold gemersl sdvances in rates this autumn unless rstes here were

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis e - _ 2 I o g R NS L P e SN e W R e



& 8w
lowered, and that the comsegusnce of such high rates zs would result in Europe
would be unfaversble to the marketing of our export mﬂnw'abwnd @nd would
have an adverse effect generally on world trade.

Befure sdjournment of the mesting, the foregoing portien of these
minutes wes read to the meeting and sdopted without objectien. Thereupen,
ugon motiom the members of the Federal Reserve Board present voted that the
suthority of the Upen Barket Investaent Committee be extended for the purchess, |
ee end when conditicns warrant, of not to exceed sn sdditional $57,900,000.
of investments.

(Signed) ¥. R. Burgess, aeting Secretary
Cpen Earket Investnent Committce
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0 NTI July 27, 1027,

PRELIMINARY MEMORANDUM RELATIVE TO OFEN MiRKET POLICY

The gold movements of the past two months have illustrated the need for
preparedaess on the part of the Federal Reserve System to deal with either gold
exports or imports, which was emphasized in the Chairman's memorandum discussed at
the last Governors' Conference. This year's gold movements have included the im- -
port of 130 million dollars of gold from abroed, the purchase of 62 million dollars
abroad, the sale of 100 million dollars for earmarking here, and the resale of €
million sbroad, There has thus been an import movement, or its equivalent, of 190
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 embarrass-
ment, These movements were largely unfarcscen ond unforeseeable, eslthough at any
time possible under present conditions.

Reeent transactions in the special investment account have been largely
for the purpose of dealing with these cheanges in gold. At one time, in May, the
account was as low as 136 million dollars, and it has now been restered to 265
million dollars. The incréase represents largely purchases to offset the ear-
merking of 100 million dollars of gold here, but includes in eddition the purchase
of sbout 30 million dollars of securities under the authority erranged ot the tiwe
of the Govermors' Conferemce., The following figures show the ehanges from week %o
week in the special investment account. It would appear that this poftfolio should
be increased from time to time when favorable opportunity offers, if the eystem is

to be in 2 position to meet future extracrdinery gold movements.
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A temporary increase in the account in ordinary course may be involved
in replacing 56 million of maturities in September which includes 30 million taken
over from a foreign account in exchange for March certificates. It may be necessary
to take over further amounts of securities from foreign correspondents.
The Credit Situation

A number of important changes have taken place in the domestic and foreign
eredit situation since the Governors'! Conference. Thee;e may be summarized as
follows:

1. Mox;ey rates sbroad have risen vigorously; open market money rates im
London, Berlin, Zurich, and a number of other centers are markedly higher tham they
were three monmths 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, Amsterdsam, and Milan, as shown in an attached table. These
firmer money conditions are undoubtedly exerﬁng continuing pressure upon world trade
and world prices, which is liable to react unfavorably upon our own trade amnd prices,

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

3, There has been some congestion of the bond market, due largely %o
undigested new issues. This situation has been partially correcteds |

4, Due largely %o reduced indusirial psayrolls there has been
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e slight reduction in the past few weeks in the eredit and currency demand, and
totel bills and secur_i’tias of the Reserve System have dipped Below one 'bj.llion

dollars. The New York Reserve Bank gained S0 million last week in transfers from
the interior and New York City member bank borrowing was correspondingly reduped.

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

D

still slightly higher than a year ago, due prabably to a higher discount rate at
the New York Reserve Bank, Current quotations for money are as follows compared

with last year,

h Year Apo July 23, 1927

Call money 4 33/4
90-day time money 41/2 4 3/8
Commercial paper 4 4 1/a
90~day bills 33/8 31/2
Treasury Issues

Dec. maturity (notes) 3.03 2.87

Mar, (€ of I) 3,31 3.19
Discount Rate N.Y. F.R.B, 31/2 4

The Pgosg' gct for Autumn
Normally the approaching seasonal demand for funds might be expected to

tighten money conditions somewhat. If this takes place it would have the result

(1) of increasing the pressure on world money merkets and perhaps forcing up the
Bank of England diseount rAxg, and certain of the Comtinental discount rates, with
consequent unfavorable Peaction upon world trade and prices; (2) of accentuating the
existing tendency towards some reduction in business activity.

1f on the other hand steps should be taken which would prevent any seasonal
increase in money rates, and tend rather towards somewhat easier money caonditions,
the following results might be anticipated:

1., An easing of the pressure upon world money markets, which would react
favorably upon world trade. The results would be felt partly through the tendency
for balanctes to move in the direction of the highest rate, znd partly as lawer bill |
rates here would attract financing to our bill market which might otherwise gov %o
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London and require funds there.

2., Coming at the crop moving season easier momey 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. - 8

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

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

In this connection the attached tsble 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 decreases inm bills discounted exceed 25 per

cent in the New York, Richmond, Minneapolis, Kensas City, and Dallas districts,

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

Week Ended
July 21, 1926 Jul 7
Boston ‘ 24 32
New York 126 87
Philadelphia » 44 42
Cleveland 35 28
Richmond 43 19
Atlenta 44 37
Chicago 56 55
St. Louis 35 a3
Minneapolis 8 6
Kansas City 17 11
Dallas 18 8
San Francisco 45 45
bigitized for FRASER Total 495 403
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Money Rates in World Markets

July 1926 Mgy 3927  Julyle2?

London = Market Rate 4,25 3,69 4,31
Disecount Rate 5 4.5 4,5
Berlin = Market Rate 4,5 4,88 5.88
Discount Rate 6 5 6
. Paris = Market Rate 6 2025 3.13
Discount Rate 6 5 5
Amsterdam « Market Rate 2,76 35 3e5
Digeount Rate 3.5 3.5 3.5
Brussels = Market Rate 6,70 4,25 3.75
Discount Rate 7 5.5 5
Zurich = Market Rate 2:3) 3.13 3,81
Discount Rate 305 305 305
uu” - Market Rate 8.5 9.25 a
Discount Rate 7 7 4
Vienna = Market Rate 6 5,38 5.75
Discount Rate 7.5 6 7
New York = Bill Rate 338 35/8 31/2
Discount Rate 31/2 4 4
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CONFIDERTINL:
fugust 18, 1927

¥y dear Norris: NESRR R

You will I =m eure agree thet I have been serupulously careful in ot —

intruding my own viewe upon other reserve banke in rate mattere, nor in fsct ia ug 8

other loeal sffajrs except those in which wme are all concerned =& » system. h m e

other hand, I heve alwsys felt that the New York rate had a grest besring upon th! '
X

rete policy of other reserve banks, ss well ss a definite resction upon their 1

oonditions and so hsve never hesitated to invite diseussion of preposed changes ia;‘,’[

our rate with sy collesgues in other reserve banks. It does devslop this time, g

AR
v

bowsver, that policies &s to rates in some of the other ressrve oitiss, espesislly
Boston, Philadelphia and Chiosgo, now have a consicderable effect upon the ¥ew York
position, and it is for thet resecs that I am writing you.

fhen we reduced our discount rate te 35-1/2% snd 2s the result of that
-a.etxion (snd of open market purchases) the genersl level of ratees for more liguid
losns in New York declined, there soon developed a tendency to withdraw funds from
Ngw York; - - only funds which sre losned bere, but balsncee shich sre earried in
bank. 1 believe ;pn.t teadency has now resched a point where demands upon us for »
aseonsodztion by our members sre somowhat isrger than thej would be were both
Philedelphia and Chicago te reduce their rates to 3-1/2%.  That, however, is a
metter for you and your direcotors to judge snd deeide., The important oan(idmtim.tt
for our present policy I think we discussed quite fully in Washington. e élu
_invited the Open Market Comaittee to New York so.ss to discuss the matter firet
band witk ocur foreign vielitors.

This 18 the secson of the yoai- when we expert the grest bulk of our raw
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. | 2 Governor Norris 8.18.27

materizls, priveipally produeed on the farms. Fayment in dollare for theee ezports

pute s heavy strainm upon the ezchange market. Prier to our ”“, reduction most at“‘

the Furopean exchsnges were hovering sround the point where gold could be profitably
exported to thie country; eome gold sus coming here, snd more would have come hxd we E’m
aot been sble to purchase snd hold gold in London, sad by goed fortune ressil it. He e
were either direstly sdvised or hsd other reason to belleve that Af we did not reduce
eur rste bank rates in Furope would bave to advance. Since our rste reduction wae - {
snnounced, I heve advice directly fros Burope that st least three or four et the
principal banks of izeue which were then considering rete advances now fesl thet they

ean at leset postpone and poscibly esespe dolaug so.

Of course the reduction in our rste is only effective if it is reflected

likewiae in umi rates. Not only hsas our sction for the pressat besn mesm

as to rates of discount at the banke of issue, but it hes resultsd in strengthening
ﬂwrlt#g exchange to & point ﬁeﬁ we have been able to liguidste about $12,000,000
. of our &lmoen in the Bsnk of Bogland, and we =zre ho;efhl that =e w11l be able to
effect further reduction from time to time w»ithout impounding geld in Leadenm. ‘ht i%«
we may have difficulty still if any unnecessary drain on New York continuee t’!ﬁ out
of towm, | ;
Now it sesmed to me that this situstion, upon shich n much depende for ,
this country, is & ﬁmmyh katiﬂeaum of our rste policy, irrespective of m .
effeot shich our sotlion might have upon stock speculstion. Thst ogre will slwaye be
with §- snd if the Federsl Reserve Syctem ie to be mn sclely with & viu‘to regulste

ing stock epeculsation instesd of being devoted to the interests of the industry and
commercs of the country, then its poliey will degensrate simply to r;guhﬁ.ng the
affairs of gsmblers. I heve no hesitation in expressing my Impetience with such &

view of our role.

I =» sondering shether you snd your collesgues feal as I do in regard to
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5 Governor Norris 8.18.27

the importsnce of thie policy snd reslize that the poeition of your institution and
that of Chicago ss well has & direct bearing upoa the success of.what ws are under-
tsking to do. I =m mot sriting to suggest, much less urge, thet my own views should
be adopted in Philadelphizn, but rather to invite from you some explasstion, if you
feel willing to give it, of the contrary views which spparently your mesccintes held.
I think such an exchange of views mould be of use to both of wa., At =ny rate plesse
srite me quite frankly snd fully.

Besat regards,

Sincerely yours,

George %. Rorrls, Eeq.,
Governor, Federsl Reserve Ban: of Philsdelphisa,
Philedelphia, Ps.
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CONFIDENTIAL: August 18, 1927.

My dear McDougal: .
To save writing two letters, I m enclosing copy of one which v
I have just sent to Norris. Without sid from you and him we may have q
quite & struggle to keep our money market in order through the next few
monthe. The penslty for failure to carry through our program success-
fully will be higher bsnk rates in Purope, considersble depression of
the foreign exchsnges, end, I am sorry to most reluctantly admit, that
I think it will have a very adverse effect upon ocur sbility to market
abroad whet we produce and must sell there.
Thie is reslly the whole étory, snd I am wondering whether
you will not send me & reply to the inquiry contained in my letter to
Norris just as you would express it orally if you were here in New
York. ¢
Best regards,

Sincerely yours,

J. B. McDougal, Esq.,
Governor, Federal Reserve Bank of Chicago,
Chicago, Illinoie.

Federal Reserve Bank of St. Louis




PERSONAL AND CONFILENTIAL, dugust 22, 1927.

Lear Wr. Hutt:

Your personal and confidentiel letter of August 20,
addressed to Governor Strong, was received here this morning.
Gavernor Strong is spending s day or two out of town and will

not return until Wednesday, at which time your letter will be

brought to his attention.

I note with interest the report you make of the con-
sideration given the rate subject by your directors om August 8§
and subsequent datesj; but, in view of the lmportance of the subject
mentioned in Governor 8trong's letter, I em strongly inclined to the
belief that he would like to have it forwerded to Governor Horris
for his consideration. I, too, am in sympathy with the ides of not
bringing business matters to the attention of the governor whem he
is away on holidsy, but I do think that this matter ig of sufficient
importance for the letter to be forwarded to Governmor Worris.

With kindest regards, I am,

8incerely yours,

J. H. C&SE,
Deputy Governor.
Hr. ¥m. H. Butt,
Deputy Governor, Federsl Heserve Bank
of Philadelphia,
Philadelphia, Pemmsylvania.
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PERSONAL AND CORFILENTIAL, dugust 22, 1927.

Lear Hr. Hutt:

Your persosmal and confidentiel letter of August 20,
addressed to Governor Strong, was received here this momming.
Gavernor Strong ls spending s day or two out of town and will
not return until Fednesdasy, at which time your letter will be

brought to his attention.

I note with interest the report you make of the con-
sideration given the rate subject by your directors om Auzust §
and subseguent dates; but, in view of the importance of the subject
mentioned in Governor Etrong's letter, I sm strongly inclined to the
belief that he would like to have it forwarded to Gevernor Norris
for his considerstion. I, too, am in sympathy with the ides of not
bringing business matters to the attention of the governor whem he
is away on holiday, but I do think that this matter is of sufficient
importance for the letter to be forwarded to Govermor Norris.

With kindest regards, I am,

Sincerely yours,

J. H. CASE,
Deputy Governor.
¥r. ¥m. H. Eﬂtt,
Deputy Governor, Federal Feserve Bank
of Philadelphia,
Philsdelphis, Penmsylvania.
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FEDERAL RESERVE BANK OF CHICAGO

- - qa, [ e @

e wals August 24, 1927,
' \¥s i 4 ‘J'
PERICKAL AXD TGHFIDENTIAL. P v A7 | 'ﬂ/x 1 v
AN T

¥r. Benj. Stromg, Gevernor,
Pedsral Eererve Bank of New York,
Beow Jork, Sew York.

Dear Sewermor Strong:

I have today returnsd from a short vacatiom up
ferth, end find awaiting your letfer of the 1Bth instant, with
which thers was enclosed a copy of your lettsr to Governor Norris,
intended also for Chicage, inviting an expression of our views
with respeet to the question of discount rate adjustments.

: Ensuing on the meeting of the Open Market Invest-
ment Cesmittee, held in New York im July, I reported as fully as
pessible to our Beard, making particular reference to the visws
expressed there bearing uponm the discount rate polisy of the
Foderal Reserve System and its reolation to, and its effect upom,
the discount rates of London ard the eentral banks in Europe.
later en, following the meeting of the Open Markst Investment
Cammittee held im Washingtom on July 27th, I informed our Ex-
eoutive Committee of the developments there, and, of course, this
4 report imoluded the presentation of the minute of that meeting,

as prepared for submission to the Boards of Directors of all of

the Federasl Reserve Banks. Consequently, my associates are in- -

foraed with respect to the underlying considerationa which prompted

your action in the matter of rate adjustment. I think the important
features invelved have been carefully considered here. There ap-
pears to be nothing in the local situmtion here or in the district
situantion whish would justify a change in our rate. It is under-
steod that the governing factor in the matter of your rate reduc-
tiomn, and, I believe, in the changes made by other banks, is the
intermational sitwmtion, end it seoms to me that the desired re-
sult has already been attained through the reduction in your rate.

With respect to the guestionm of making the rate a
System mstter, up to the present tize we are not convinced as to
the mecessity of having a uniforam rate in all distriects.

¥hile I understand from your letter thet you hold

a cemtrary view, it ssems to me that action here would have little, -
if any, effect upon the Bew York position. It seems from your letter = .
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Governor Stromg.

that you are of the op'nion that failure on our part anc on the
part of Philadelphia to act has resulted in a tendency teo with-
draw funds from New York. As a result of inquiry sade leoecally,
we do not [ind that funds are being withdrawn fraom New York teo
Chicago. On the other hand, however, we kmow that banks in this
district are transferring funds to Lendom because of the higher H
rate obtainable there, and this, sccording to my understanding,
is a natural result of the sstablishment of a larger daiffsremtial
as between your rate and the Londom rate. -

e T e
R T

B

In the foregoing, I have endesvered to iufarm you
with respect to our positiom in the premises, and I can assure
you that we will continue to watch the situstiom closely and de

prepared to act if and when, in ocur judgmsnt, it seems expediemt
to do so.

' Very truly yours,

‘ | > LR
K _ Q{enrur:c’
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W hugust 26, 1927,
SONFIUENTLAL
My dear Mac:

I bave read thet susterc letter of yours dsted August %4, sad after fin-
ishing it feel ae though I were eitting in an unhested church in mideinter, some-
where in Alaska. The faot is, my dear Msc, 2e¢ I explained to you in Washington I
don't believe, and never have belisged thet locel comnditions in Chicage would be
Justification slone for a reduction in your rate. WNor do I believe that simply
local and domestic conditions in New York were justification for our rete rsductionm.
But what I do beliove ie that the objects which wme sought to accomplish by our rate
redaction sre mainly for the benefit of the producers of exportable crope in your
district and the other distriets, snd that thoir ability to find their markets for
the surplue of their crops in Burope is very much advanced by whet we have done and
would be further advanced if you followed with & similer rate reduciiomn. In other
worde, it is neither a New York queetien mor & Chicego gquesiion mor & distriol gues-
tion, but = national guestion be:ring wpon cur markete in Europe, conseyuenily an
internationsl question., ind it mas solcly on that sccount that I felt juetified in
writing you, and the fact that you end your assoclates in the bank take the poeition
that there ie no Jjustification in the Chicsgo ¢istrict for reducing the discount
rates strikes me 2¢ similar to s statement thst there is no justification for snybody
wearing sny clothee when the weather is werm. W®e don't wear clothes simply to keep
wWaIm.

However, 1 am endesvoring to preserve my eence of bumour snd want you to
cultivate yours. If we don't sgree, that ends it, btut I am personally sorry that
we could not work togbther on & system policy euch as this is. It is as much or
even more in your imterest ae & dletrict than it ig in ours.
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Now, put that in your pipe and smoke it, @ld Man, and don't get to think
that I bave eny lese regaord for you becsuse we disagres now and then.

Sincerely yours,

Mr., Jemes B, M¥cDougal,
C/o Pedersl Reserve Bank of Chicago,
Chiesgo, Illinoles.

BS/RaH
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September 1, 1927,

My dear Norrie:

It wae kind of you to rrlta/le while on holiday. Inm fact, I felt a 1little
guilty that you should have been troubled by even having te read my letter., What
you write me is most illuminating and, if I may cay so, most encouraging as to the
spirit ie which these questions ars considered by you snd by your sssociates in
Philadelphia.

You have always had very keen sppreciation of the importance and the mag-

nitude of this problem of our foreign relations. Thsre arc times vhen it gives ue
a great deal of anxiety here, and that is #specially so whenover there sppear to
develop sharp devistione of opinion z2 to our pelicy.

Besel as we are with & grest variety of difficultiee in desling with the
personal equations which cannot help but exlst in so lasrge znd complicated a system
as ours, it is encouraging when one of your associates and partners write such a
letter se the one I just had from you.

If by chence you are returning home through New York amd sre sble to plan
to spend a duy here I hope you will do so. If that is not possible you mey be eble
to give up s day after your roturn apd make » visit sith us. If so I hope you can
do it on the day when our dirsctors meet whea we cam tslk it all eover. In any event
do not let thie matier disturl your vecatfon. Thet ie reslly sltogsther ioo impor-

A tant.

Sincerely yours,

Mr, George W, Horris,
C/o Sumset tungslow,
Campobello,

Via Bastport, Maine.
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BANK OF FRANCE — PARIS

Confidential Cables

July 28, 1927: Strong to Moreau: (Gov. Bank of France:

One Conditions now seem to justify reducing to 3-1/2 within
next fortnight and we expect some interior reserve banks
to do so earlier

Two We feel that this is in the general interest as it
certainly is for our omn position and hope you agree

Three Out look is for further easing of all New York rates

August 4, 1927 Rist (Dept.Gov. Bk of France) to Strong:

One. e note the change looked for in your discount rate which
we understand thoroughly. e have discontinued buying

gold on London market since July 23rd.
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EXTRACT FROM CORRESPONDENCE BET WEEN

FEDERAL RESERVE BANK OF NEW YORK AND BANK OF FRANCE

RE DISCOUNT RATEB

August 10, 1927 Governor Strong to Governor Moreau:

igitized for FRASER
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"It ieronly fair that I should also write you something
of the motives leading to our recent rate reduction. They
can be summariged briefly as follows:

1. There was clearly developing some hesitation
in business conditions, not yet widespread but rather spotty
as to location and as to the various industries affected,
but it nevertheless was becoming apparent that there was
some slight slackening of business in various directions.

m 2. We were just entering the season when very
heavy demands are made upon our banks for crop moving purposes
and when arrangements must be made for financing that portion
of the crop which moves to Burope. In view of the business
developments it seemed desirable that these demands should be
arranged at the least interest cost which was safe, having in
view of course the possibilities of speculative developments.

3. The effects of the drag upon foreign bank
reserves because of the depressed Buropean exchanges, arising
as it did at the commencement of the season when the heaviest
payments must be made in this country, convinced us thet lower
interest rates in this country was the only thing which would
overcome this tendency and prevent znother large movement of
gold to this country.

4, By acting as early as we did the arrangements
of credits for the export of our crops was more likely to be
made in dollars than in sterling, thereby relieving the ex-
changes of the immediate demand for dollars which would other-
wise arise. )

5. The only consideration against a reduction in
our rate was the stock market speculation. Personally I was
willing to ignore that as a factor as I believed it could not
possibly outweigh the importsnce of the other considerations,
and, in fact, I have felt that the advances in stock vslues and
the expansion of the stock loan account had pretty well reached
the maximum. Anyway, as it happens, President Coolidge's
announcement that he would not run for another term as President,
which happened to follow our rate reduction so promptly, has in
itself proved to be a check to speculation and I think the danger
which we might have apprehended on that score has now been reduced.

"de are now beginning, about & fortnight later than usual,
to feel the demand for credit. Our banks are fairly steady bor-
rowers but the position is now such that this necessary financing



August 10, 1927 (continued)

?111 be conducted smoothly and probably without any advancing
interest rates. And we hope that the effect upon the position

of the exchanges will be favorable and will continue throughout
the fall."

August 19, 1927 Governor Moreau to Governor Strong:

"] appreciate very much the explanation which you so kindly
give me of the reasons for your recent discount rate reduction at
the Federal Reserve Bank. We understood very well in Paris that
you desired to be of help to Mr. Norman. e can only rejoice at
any measure that tends to assure the stability of the pound
sterling."”

August 30, 1927 Governor Strong to Governor Moreaus

"Our rate reduction seems for the present to have accomplished
the results desired. We were anxious to avoid further large ship-
ments of gold to this country, and, even more, to postpone or
possibly to completely avoid the need for any general advance of
bank rates in FEurope this fall. I believe such a development would
have been distinctly harmful and would have chilled business and
business enterprise and interfered with the normal course of econ-
omic recovery. Fortunately we have so far escaped anything like
an outburst of stock speculation because of this rate reduction
and the cheaper money which has accompanied it, but one cannot
promise as to the future."
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BANK OF FENGLAND - LONDON

Confidential Cables

July 28 Strong to Norman

ONE Conditions now seem to justify reducing to 3%
within the next fortnight and we expect some
interior reserve bamnks to do so earlier.

TWO Please advise me fuliy of your prospects and
whether this may be expected to enable you to
avoid advance.

THREE Outlook is for further easing of all New York
rates

FOUR Am advising Schacht.

July 29 Norman to Strong

ONE This is wonderful and you deserve a crown but it
is too early for me to answer your paragraph 2.

, TWO Exchange seems stronger for the moment owing to
repatriation of proceeds of German loans issued
in New York. But the tendency is weak and our
prospects must depend on effect‘to be produced
by easing of New York rates and your eventual
reduct ion.

THREE I doubt being able to give you any useful fore-
cast for at least a month but undoubtedly pros-
pects of our avoiding later advance will be great-
ly improved by your reduction and this I guess

applies also to Schacht.
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August 2
ONE

TWO

August 4

August 8
ONE

August 10
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Harrison to Norman

Our #21 paragraph #1 Kensas City reduced to

3 1/2 last Thursday.

Normen to Strong

Vissering came today to discuss question of increase
in his bank-rate to 4 1/2 per cent which he consider-
ed imminent - particularly in view of recent exports
of gold from Amsterdam to New York. I outlined to
him our recent discussion in New York and pointed out
easing of your call money rate and reduction in Kansas
City with result that he hopes to continue without
change. But he is somewhat doubtful how long he can so
continue in any event.

Was our 113/27 sufficient for your immediate need.
Federel Reserve Bank of New York to Norman

Our rediscount rate reduced to 3 1/2 per cent effective
August 5.

Norman to Strong

Your 30/27 * * * ¥ X%

Following your rate reduction there was some temporary
easing in discount rates and firm exchanges. Besides
supplying continental demands I expect to secure some
gold tomorrow for Bank of England and for Federal
Reserve Bank of New York in accordance with your #es/27
Federal Resérve Bank of New York to Norman

No. 35/27 Our Discount rete reduction followed by

slight further decline in open market money rates;
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August 6, 1927

August 16, 1927

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

EXTRACTS FROM CORRESPONDENGE BETWEEN FEDERAL RE-
SERVE BANK AND BANK OF ENGLAND RE
DISCOUNT RATE

Letter Mr. Lubbock (Dep. Gov. B/E)} to Governor Strong:

"The month of July was uneventful here. The market rate
of discount remsined steady at about 4-5/16: The Bank neither
gained nor lost gold: several loans were issued, some of which
were not very succeesful: The exchanges showed a tendency
to move against us, The situation was not satisfactory,
and we ought to have been gathering strength to meet such
demands as may be made on us later in the year.

Last week we received about E400,000 of the South
African gold, and your rate was reduced. On this the
market were prepared to assume that rates should be easier
here, and there was & temporary weakening; but money is
not plentiful and the rate has returned to ite previous level,
where, for the present at any rate, it should remain. The ex—
changes have moved in our favour, but it is not satisfactory
that at this time of the year your exchange should still be
below 4.86."

Letter Governor Strong te Mr. Lubbock:

"] am grateful to you for writing me about the position
of affeirs in London. Since our rate reduction the exchange
position has altered so materially that yesterday we were able
to draw on you for L£1,000,000 at the minimum rate mentioned
in our recent cable exchanges; and it may be that we will
liquidate the account still further as opportunity arises from
day to day. This I understand is according to the Governor's
desire, although, of course, if he would prefer to take ad-
ventage of the present opportunity to further reduce the
French balances we will not object. The important thing is
that we should know precisely your own preference.

The present position has improved and of course the
foundation of the improvement is not a very substantial one.
Doubtless it is less substantial than it would be had not
the French skimmed everything off the market for a time
including such loose gold as came to London.

Yesterday I had a call from Mr. Armitege of the Com-—
monweelth Bank and expect later to meet Mr. Mason. Mr.
Armitage had a Mr. Collins with him and we had quite a
discussion of their plans for opening an office in New York;
for placing loans here; and more especially in regard to
shipments of gold from Australia. I pointed out to him that
were it possible to induce the steamship companies to make
reasonable rates to London it would be more satisfactory
for us to accept deliveries of gold there at prices which we
could afford to buy at rather than to have it come here; and
that ultimately arrangements of thie sort which would keep
gold out of this mouse trap would be to the advantage of every-

body, especially the Buropesn banks of issue and quite pos-
sibly the Bank of Englend.
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August 16, 1927 [continued) Governor Strong to Mr. Lubbock:

"Our money market has not been working quite as easily towards
a lower level as we had hoped, largely because of what appears to be
s coneiderable demand for funds in the west, where the crops are now
being harvested and which has turned the domestic exchanges adverse
to New York and drawn down our gold reserves and impaired New York mem-
ber banks' reserves. But I still feel that we can handle the situa-
tion satisfactorily through the period of fall demand."

August 20, 1927 Governor Norman to Governor Strong:

"Since the reduction in your rate our position has been
greatly improved and our control guite satiBfactory: this lat-
ter is partly due to the markets uncertainties about the Autumn.
There is a Government maturity on October 1st of some L8O mil.
which will be difficult to deal with except through the short
monsy market: on the other hand one cannot messure the effects
of the regular fall payments on the exchanges. But as people
seem alive to the dangers perhaps preparations have been made
in advence."

August 22, 1927 Governor Normen to Governor Strong:

" "] have no more to say about gold purchases here for your
account, I mean other than those to prevent shipmenis to New
York, partly because the question depends upon your willingness
to purchase (of which you can judge and I cannot) and partly
because the direct shipments from Capetown to Buenos Aires are
likely to be so heavy thg;ﬁi doubt whether for some weeks to come
there will be any gold i ndon Market worth counting. I wrote
you the other day how this question struck me and since then

you have sold more sterling than I expected.

"In continuation of what I wrote to you on the 1lth about
the Sterling held by the Bank of France, I can most completely
bring you up to date by enclosing a copy of my letter to Rist
(to which they entirely agree).

"In so far as I was a party to any understanding, I felt
that this position:should now be cleared up one way or another.
I was committed to Rist as well as to you to do my best and,
if it had not been for Moresu's absence, it would have been
arranged a couple of weeks ago."

August 25, 1927 Governor Strong to Governoer Norman:

"Our rate change seems to have been salutary and effective
and noné too soon, but we have been scratching a bit to keep the
market rates in line with our discount rate. This is partly due to the
to the regular seasonazl demands and partly due to the reluctance of
Ppiladelphia and Chicago to reduce their rates, which results in
some drain from New York to those centers. I think we have lost
something like $130,000,000 of our reserves in the last few weeks
but I am still without apprehension as to the success of our pro-

gram and even hope shortly to see these two rates slso come down.
e s e ek
"Yours of August 11 reached here while I was absent, and

has, just been re odey. I hope all rate advances abroad gan b
avgi&ed ovgr theagail p%riod. pft will be one of thg ggetifica-e
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1927 Lcontinued} Governor Strong to Governor Norman:

August 29,

tione of our policy which has aroused some slight criticism but
nothing disturbing. '

Aotk

"On the whole I think you have done a wise thing in your
arrangement with the Bank of France, and I believe the transaction
is going through today. It indicates such & willingness on your
part to be accommodating and helpful that it will certainly bring
an equally satisfactory response from them in later days when new
problems arise.

ek ok

"I think we do see eye to eye in regard to our sterling assets.
If the transaction was useful at that moment, that, after all, was
what we intended to accomplish, and there is some advantage to us in
transferring the London portfolio into a New York portfolio, besides
the advantage of having & reserve purchasing power for London bills
in case later such purchases become desirable. We would much
prefer to buy gold when it will otherwise come to New York, then we
can hold it with you and dispose of it as opportunity arises, there-
by keeping it out of the mousetrap.”

1927 Governor Norman to Governor Strong:

Pigitized for FRASER
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"I have been cabling so fully as to the Exchange position that
I can say no more about it except that the news of the opening of
the Conversion Office (i.e., free gold export) leaves me uncertain as
to its probable effect on the Argentine Exchange and on the Argentine
demand for gold. It is true that our position may be tender, chief-
ly because the French skimmed everything off the Market some three
months ago: otherwise we should now have been in a strong position.
As it is, things are a deal better than & few weeks ago they seemed
likely to be."

AHokkeok

"0f course I am very anxious that, as we agreed, gold from
Australie should be sent to London rather than to New York: I will
have the question of freight charges, etc. gone into carefully. But
you will remember the answer of the Bank of England to this question
while I was in New York: I see it set out in Lubbock's cable of
the 18th of last month.

As to gold purchases and prices in general, I now have some
hope that the Bank of England will be allowed to pay more than
778/9d for gold on this Market in case of undesirable competition:
that would be a great help to us. There has of course always been
a legal reguirement that we should pay that price and legally we are
free to pay more. But I have only ascertained within the last few
days tgzat 20 or 30 years ago, when there were heavy demands upon
this Bank for sovereigns, it was the custom occasionslly to pay above
778/9d for bars. Of late, on the other hand (with no such demand
for sovereigns as formerly) it has not been thought we would be wise
to pay over the statutory price and the result of not having done so
has doubtless tended to supply gold for the Central Banks of Europe.
Before, however, I can speak definitely, I must wait to get the
blessing of Addis and several others, who have strong views on gold
purchases and prices., "

Federal Reserve Bank of St. Louis



RETCHSBANK - GERMANY

Confidential Cables

July 28 Strong to Schacht

ONE Conditions now seem to justify reducing to 3%
within the next fortnight and we expect some
interior reserve banks to do so earlier.

TWO Please advise me fully of your prospects and
whether further advance by you is still prob-
able if we reduce.

THREE Outlook is for further easing of all New York
rates.

FOUR Am advising Norman.

July 29 Schacht to Federal Reserve Bank, New York.
Many thanks for information. Situation here
still tight hope to maintain present rate
especially if your measure comes soon. Sent
copy to Norman.

July 30 Harrison to chacht
Our #2 paragraph #1 Kansas City reduced to 3%

- last Thursday. e
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FEDERAL RESERVE BOARD
WASHINGTON

January 27, 1918,

My dear Governor Strong:

I have your letter of January twenty-sixth inclosing clipping from the
Annalist and copies of telegrams concerning changes in discount rates sent to you
from time to time by our Secretary's office with the Board's approval.

I was sorry to have the Governcrs raise this question of interpretation
of the law snd thought that the Board had made its point of view entirely clear.
Inasmuch, however, as you revert to this matter, I think it necessary to state
that since the conference with the Governors the Board has fully.discussed the
question raised by you on their behalf and I repeat to you what was stated at
the meeting, and in doing so am voicing the opinion of zll the members of the
Board.

The rights and duties of the Board are fully expressed in the law.

It is our function to review and detemmine the rates. We may review and deter-
mine the rates of the Federal Heserve Banks at any time, just as much as it is
incumbent upen us, when we think it our duty to do so, to require one Federal
Reserve Bank to rediscount for ;nother. To concede that the Board should have
the right only to review rates when Federasl Heserve Banks shall indicete their
willingness to meke a change, would not only be abdicating a power, but would be
neglecting a duty which has clearly been imposed upon us. There cannot be any
doubt that it is our function to use our influence in regulating rates to such
an extent as it may be necessary to bring the various Federal Reserve Banks into

harmoniocus relation and cooperation with each other, and to exercise such influence
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or power in such & way as may be indicated by the requirements ?f any district,
or the entire country, and by its relationship to the world markets. The law
clearly contemplated a central authority as a means of coordinating the twelve
banks under a comprehensive policy, and the Board has determined to act upon
these lines.

As you stated, you and I certainly are not very far apart in this
matter. We all have only one thing in mind, and that is fo achieve the best
possible results, and I am convinced that when once the system will be well
under way and when normal times will be re-established,the rates will originate
in their natural way in the districts and that normally the Board's function
will rather be to approve than to indicate rates.

Under no circumstances, however, can the Board consider for a moment
failing to insist on its legal right to suggest changes in rates or to review
and determine them whenever this should be required, for the best of all.

The question is of such importance that I thought that I should
express myself fully and clearly upon the subject. |

Very truly yours,

(signed) Paul M. Warburg

Benjamin Strong, Jr., Esg.,
Governor, Federal Reserve Bank,
New York. :

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



R

FEDERAL RESERVE BOARD
WASHINGTON
December 6, 1917,
Dear Sir:

Inclosed herewith is a table showing the discount rates which have
been approved by the Federal Reserve Board as of December 4th, This
table shows the changes which were made by all the Federal Reserve Banks
at the suggestion of the Board, except in the case of the Federal Reserve
Bank of New York, which, because of conditions of & local character, has
asked that action be deferred until December 15th.

The table will show greater uniformity in the rates established
by the eleven banks which have acted than has existed heretofore. It
has been the desire of the Board to simplify the rate schedule and the
meens of acting upon changes in rates. There are only two schedules
for fifteen dey paper, one for commercial paper and collateral notes se-
cured by commercial paper, (including commodity paper and trade accept—
ances) and the other for collateral notes and customers! paper secured
by Govermment securities. Heretofore there were four rates, as some
banks charged a different rate for a note secured by commercial psaper
than for fifteen day commercial paper discounted, and some had a rate
one-half per cent higher for member banks' customers' notes secursd by
Govermment securities than for a collateral note secured in the same way.
Some banks had a special guotation for the fifteen day trade acceptances.

In telegrams which were exchanged between the Board and the
banks some confusion has arisen because of difficulty in deseribing the
character or maturity of the paper to which the rate referred. In
order to avoid this in the future there has been inserted in the table
a code word at the head of each classification of paper, and heresafter
in telegraphic correspondence regarding rates these code words will be
used. An additional code word has been inserted for bankers' accept-
ances, and two additional code words appear for commodity paper having
from 16 to 60 days and from 61 to 90 days to run, for use by such banks
as still maintein a quotation for this kind of paper, although for the
time being the rates are the same as on ordinary commercial paper. The
fifteen day rate for commodity paper shall remain merged with the
fifteen day rate for commercial peper, even though e special rate for
longer time commodity peper be reestaeblished later on.
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It should be understood that fifteen day trade acceptances
will be taken under whichever classification may be the lower. To
illustrate, one of the banks has a trade acceptance rate of 33% for
1 to 60 deys and a fifteen day commercial paper rate of 4%. Fifteen
day trade acceptances will according be taken by that bank at 33%.
At another bank the rate is 5%% for trade acceptances from 1 to 60
days and 3% for fifteen day commercial paper. In that case the trade
acceptance would be taken at the commercial paper rate of 3%. The
Board is of the opinion that when commercial paper or trade acceptances
heve run down to fifteen days, the difference in classification is not
of sufficient impottance to warrant a special quotation.

Very truly yours,

Governor.

Federal Reserve Bank of St. Louis
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COPY
FEDERAL RESERVE BOAED

WASHINGTON
X-1307
December 14, 1918

SUBJECT: Rates of Discount.

Dear Sir:

You have been reporting to the Board weekly, on form No. X-877,
rates of discount prevailing in your district and your recommendations
as to what changes, if eny, should be mede. As you know, the Board
requested that in order to have sll reports considered at the Board
meeting on Thursday, your report be in its hands each Wednesday, and
carry your recommendations of rates for the succeeding week.

The Board has decided to discontinue the use of these meil
reports, and requests that recommendations of changes be sent in by
telegraph on each Wednesday. If it is desired to continue in effect
prevailing rates, a telegram to that effect should be sent, so that
the rate situation in your district may be before the Board constantly.
In telegraphing changes recommended, kindly identify the wvarious classes
by the code words shown in form X-877, as follows:

Open

DISCOUN TS : Trade :  Market
:Acceptances: Pur-

3 : chases.

CODE WORDS: DAIS  :DEAN :DINE :DOOR :DUAL DRUM: DALE s DOVE
: $ :Secured by US: -
:Within :16 to:6l to:Agri- :certificates :1 to :
Maturities :15 days :60 290 :cultur:of indebtedness 60 :
tinclud- :days :days :2l snds;or Liberty Losn days:inclu:

61 to: All
: maturities

in ting tincluzin- :live bonds : in- : sive:
tmember :sive :clu- :stock :Within 15: ¢ elp=s s
days sbanks' ssive :paper :days in- 16 : sive: g
:collat- : 5 sover :cluding to : s
teral s $ :90 :member 20 : : 3
tnotes 3 g tdays :banks' ‘days: 2 3
s : : s scollater- in- 3 :
g : : 3 :al notes clu : H
: 3 - 3 3 sive . &
Kindly acknowledge receipt.
Respectfully,
The Chairman, W.P.G. Harding
Federazl Reserve Bank,
New York, N. Y. Governor

Digitized for FRASER :
http://fraser.stlouisfed.org/
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oe forwarded to reach the

sderal Reserve Board not later

than Thursday a.m. each week.

Federal Reserve Board,

Waeshington, D. C.

Sirss

X-877

Date

New York, N. Y., December 11, 1918

I have the honor to forward the recommendation that no change be made in the

existing discount rates for the vote of our directors, for the week ending Thursday,

December 18,

1918.

(eigned) R. M. Gidney
Federal Reserve Agent and
Cheirman of the Board

Asst.

I have the honor to reguest that the following rates be approved by the

Federal Reserve Board for the Federal Reserve Bank of

collater-:inclus-

to become effective Friday morning 191
DISCOUNTS
OP EN
CODE WORDS : DAIS : DEAN DINE DOOR  DUAL DRUM DALE DYRE  MARKET
$ : Secured by U.S. PUR-
: Within : 16 to 61 to  Agricul- certificates of 1 to 61 to CHASES
Maturities : 15 days : 60 days 90 deys tural indebtedness or 60 days 80 days
+ includ- : inclus- inclus- and live Liberty Loan inclus- inclus-
in : ing s AVe ive stock bonds ive ive
s member : paper = Within 15:
days ¢ banks' ¢ over days in- : 16
: : collat— : 90 cluding : to
s eral : days member : 90
¢ notes : banks!' :days

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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February 2, 1920.
Dear Governor Harding: -

At the last meeting of our directors the proceedings in regard to
the establishment of the rates of discount which were announced by this bank
on January &2 were reviewed and comsidered, particularly with respect to the
new minimum rate of 5 1/4% for the purchase of acceptances in the open market,
which was fixed by the Board not only without recommendation from or éonsul—
tation with our directors or officers, but as far as our officers can remember
we had had no previous intimetion from tﬁe Board that it felt our buying rate
wes too lowe.

The discount market which centers in New York City is a delicate
affair, the resultant of adverse interests and mede up of many elements, in-
cluding national and state banks, private bankers, branches of'foreign banks,
discount houses and bill dealers. Stability is one of its essentials and,
while it must necessarily fluctuate with the demand for money, yet it is
important that such fluctustions should be reasemably gradual. BHEEEEEEEEEENE
B L R e e D e T

Our directors, accordingly, ask me to request the Board to reduce
the minimum buying rate to 5% in order that there may be an element of flexi-
bility available should it\be\considered advisable, from time to time, to |
buy very short prime import bills at somewhat less than 5 1/4%.

In sending the Board this requgst our directors have asked me to
express to you £heir unanimous feeling that‘whatever mey be the legal powers
of the board in respect of fixing rates, it is desirable, if the interest and
services of responsible directors are to be retained, that there should be a
continuance of the practice heretofore followed of arriving at discount rates
by cooperation between the bank and the Board which seems to them to be the

procedure indicated by the wording as well as the spirit of the law.

Very truly yours,

Digitized for FRASERon, W. P.G.Harding, Pierre Jay

http://fraser.stlouisf Gﬁérnor Federal Reserve Board, Chairman.
Federal Reserve B
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FEDERAL RESERVE BOARD
WASHINGTQON

Mexrch 4, 1920

Subject: Recommendations covering changes
in discount rates.

Dear Sir:

Since the Board no longer considers recommendations
for changes in discount rates at Federal Reserve Banks upon a
stated day each week, and is at all times prepared to consider
such recommendations in its regular meetings, it is requested
that the practice be discontinued of sending to the Board each
Wednesday a code telegram submitting your recommendations re-
garding discount rates in your district.

The instructions regarding reports to the Board each
Wednesday with respect to discount rates, contained in the
Board's letters of December 14, 1918, and August 7, 1919, (X-1307,
"Rates of Discount", and X-1645, "Additional Code Word for use
in Discount Rate Telegrems") are accordingly revoked, and here-
after, the Pederal Reserve Banks will advise the Board only when
submitting recommendations for changes in the prevailing discount
rates for the review and determination of the Board. When
recommendations are forwarded by wire, the code suggested in the
Board's letter of December 14, 1918 (X-1307) should be used.

Very truly yours,

W. Te Chapman

Secretary.

Mr. Pierre Jay,
Chairman, Federal Reserve Bank,
NeW York, N. Y'

R S IR . —-—
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St //' SUBJECT: Procedure at Reserve Banks on Rates.

Dear Sir:

In order to give greater uniformity to the
procedure in the matter of fixing discount and open-market
rates and to provide for a consideration of these questions
at each meeting of the Boards of Directors of the Federal
Reserve Banks, the Board requests that each Federal Reserve
Agent, in his capacity as Chairman, present to his Board
of Directors a complete schedule of the rates prevailing
at the bank for their consideration and action.

The schedule of rates should include the

following:
1. Discount rate.
2. Minimum buying rates by maturities for bankers!

acceptances.

5. Rates at which bankers! acceptances may be pur-
chased, with agreement to resell (so-called
repurchase agreements),

4. Rates at which Government securities may be pur-
chased ‘with agreement to resell.

Following each meeting of the Board of
Directors the Board desires to be advised by telegraph of the
action taken by the Directors, either in approving the ex-
isting schedule of rates, or in recommending change in any
one of the rates.

. L
REACE: VE Very truly yours,

JAN 61926

JAN 6 = 1996 D. R. Crissinger,

Governor.

TO ALL FEDERAL RESERVE AGENTS.

Digitized for FRASER
ttp://fraser.stlouisfed.org/
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At the meeting of our directors held today the following
schedule of sxisting rates wes presented end no changes were made:

Discount rate - 3 1/28%.

i , rehaa ent ratess

Bankers scooptences -

Minimums sstablished by this bank:
1 to 60 deys - 3%; 61 to 90 deys - 8 1/4%;
4 months - 3 3/8%; 6 and 6 months - 3 3/4%;
Repurchase - 3%.

Currently effective:
1 to 45 days - 3%; 48 to 90 daye - 3 1/4%;
4 monthe - 5 3/8%; 6 and 8 months - 3 3/4%;
Repurchsse - & 1/4%.

Trade Bille: .

Minimum established by this bank - 3 1/2%;
Currently effective - 3 1/2%.

Wu -8 1/2%.

Respscuruily,

J. E. CRANE,
Assistant Secretary.

Federal Reserve Beeard,
Hashington, D. C.

Digitized for FRASER
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SIRICTLY CONFIDENTLIAL Ootober 11, 1926,

Dear Governor Harding:

During the past few weeks negotiations heve taken place in Lomdom be~
twesn the Belgisn Government and 1ts bankers on the one hand and the Natiomal
Baak of Belgium snd certain banks of issue on the other hend, looking toward the
establishment of loans and credits for the purpose of stabllizing the Belgian
currenay., Nr, Jay, who happened to be sbroad at the time, was present at the
meeting detween the new Governor of the Natiomal Bemk of Belgium, Mir. Franck,
and the represantatives of other ocentral banks, and on Ootober 5, cadbled to us
that the National Bank of Belgium had asked us to grant them & oredit,

It was proposed that we should agree for a period of ome year to pur-
chase -day commercial bills drawn either in Belgian francs or other stabdle

currency with the fellowing understandings:

(a) fThat the dills when discounted would have & maturity of
at least 20 daya,

(b) That they would bear two names besides that of the Natiomal
Bank of Belgium,

(¢) 7hat the National Bank of Belglum wouid agree to export
goid if necessary to repay any drawings under the credit
ani that the Govemment would underteke to place mo ob-
stacles in the way of such experts,

(d) That the rate of discoumt would be ome per cent above our
discount rate, with a minlmgm of five per cemt,

(e) That the Hatiomal Bemk of Belgiwa would defray sny stamp
duty peysble om bills bought by us,

(f) That any smounts neeied by the Hational Bank of Belgium
under their various ocredits vith the severa! benks of

issue would be drawm and repald ratsbly and pari psssu
and



P 4 2. % P. G, Harding, Esg. 10/2/ 26.

‘ (g) That the commission for owr wndertaking for a peried of
one year to purchase bills would be ome half per cemt
per smmum,

The preposal is that several central bsuks, which have besmn requested
for a oredit, including the Bank of England, the Netherlands Bank, the Hedchsbank,
the Swiss Nationsl Bemk, the Hungarism Natiomel Bemk and the Federsl Reserve Benk,
should agree to purchase or make advances upon commercial bills in amomts equal
hmmhuﬂndummmnlummt. ‘Vhile nelther
the aggregate smowmt mor our amount is as yet definitely determined, it is contem-
mmmtnmmummumthomﬁumu
dollars,

It 1s wderstood, however, that nome of the banks of issue will give
sny credit except as a part of a program which will comprehend am arrangement
{now in process of negotistion) between the Belgian Government and its bankers
in imsterdam, Baiel, London, New York, amnd elsewhere, for the issue of = loan or
oredit tnr’n ageregate smunt of not less them the equivalent of, say, fiftemn
million pounds, to be issusd within thirty days, and the entire mmowmt to be
placed at the dispossl of the Hational Bamk of Belgium forthwith te be devoted
by them to inmediate de Jure stabilizstion of the Belgian curremcy.

Our direstors, with the approvel of the Federzl Reserve Boari, have
suthorised ir, Jay to sdvise the National Bamk of Belgium that we will agree to
purshase ﬂllnumpwmmmlum. set forth sbove, with the
understanding thet the legal authority of the Nationsl Bamk of Belgium to pur-
chase snd guwrsntee bills dll,bouﬁ:ldnhﬂly determined. The Federal LReserve
Boutill(;“;i:e?rutm its approval, suggested & review of the condition relating to
thonmot.mim. Our directors therefore intend to recomsider this
question on Thursday.

While none of the terms and conditions heve been finally sgreed upon



[ X3

3. : 10/13/ 26,

with the Netianal Benk of Belgium, nevertheless, 1t is likely that they will

be concluded within a short tiuve, snd this letter is merely to advise you of

the progress of the negotiations =0 that you might disouss the matter very con-
fldentlally with your directors. Ve shall of course be glad to send you mny
further Information that you may desire in connection with this propesed transso-
tion and shall advise you definitely towards the end of this woek regarding the
proposal to charge s commission for the credit, Ve would then very much appre-
ciate your prompt advice whether you care to participate with us in the event
that the eredit is finally erranged snd mede effective as outlined in this letter,
1 shell of course advise you if and when that is done.

: w.unutuyot-mwlnt-tumpmmirmlaurdo-
elde %o do so we shall of course telegraph you its form so that you may be kept
fully sdvised, In the circumstances I hope you will irpress upon your directors
the need for csution regarding the details end terms of this lotter, whioch are
most oonfidentisl and should mot be msde public,

Very truly yours,

GEORGE L, HARRISON,
Deputy Governor,
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CORFIDENTIAL October 21, 1026.

Dear Governor MecDougeal:

I have just finished talking to you on the telephone and as you have
requested me to give you in writing some of the matters which we discussed, so
that it might go to you by to-night's air mail, in order to save time I am tak-
ing the liberty of enclosing a copy of a letter which 1 have to-day diap;téhbd
to Mr. Curtiss in Boston, who ssked me several questions on the telephqae re-
garding the background of this psrticular credit. Some of the mattere re-
ferred to in this letter cover questions which you also have placed before me.

A copy of the agreement which I shsll forward to you later to-day
will cover some of the other questions, but as that may mot reach you in time
for your meeting, I am glad to tell you in reply to your first question, that
the rate of exchange is guaranteed. In other mords, bills bought by us, in
whatever currency they sre payable, bear two names plus the guaranty of
the National Bank of Belgium that they will be repsid in dollars st the eame
rate of exchange as that at which they were purchased. Furthermore, we
have take the sdditional precsution of getting sesurances from the Belgian
Government that it will interpose no obstacle ia the way of the sxport of
gold if thst becomes necessary in order that the Nationzl Bank of Belgium
mey fulfill its gusranty to ue.

You ask in your second question what would be the gold value of

the proposed stabilized currency. That ie a matter, of course, which is

Federal Reserve Bank of St. Louis



2 Governor McDougal October 21, 1028

eatirely within the deciefon of the Belgisn Government, and while I presume

" that they, for obvious ressons, will meke no stetement to any one ss to what
that figure will be in sdvance of their proclamation, I underetand that the
figure which has been diecucsed from time to time is a ratio of about seven
to one.

The fifth question which you ask relstes to the effect of the French
eituation upon the proposed stabilization of the Belgisan frane. That ie &
matter which. we know . has been discussed very carefully and intimately in
comnection with the propoced Belgien plan, and while, of course, the Fremch
price level, as any other external price level, will necessurily have some
effect upon the exchange of goods between France and Belgium end & conseguent
effect upon the Belgien exchange, neverthelees it is believed that the present
program ie so conservatively worked out thet Belgium will be in = position
to withstand sny adverse influences that might result from sny possible change
in the situation in France.

Fith the internal and externsl floéting debts of the Belgisn Covern-
ment virtually eliminated or provided for, with what I understsad to be a
balanced budget,-and with whet we believe to be & capable and coursgeous man-
agement in the Netional Bunk of Delgium, there ie every reasom to hope that
the present program will be successful, slthough every one must reslize that
it is an important step that will require firm and intelligeni mansgement,
after being made effective. Governor Franck, the new Govermor of the

Bational Benk of Belgium, ie, from all reports, the best man avsilabls in

Belgium for the position. Thut in itself is, we believe, sn important con-
siderstion. 1In any event, as I mentioned in my letter to Mr. Curtiee, we
have felt that it is wise and proper for ue to asgree with the Nationsl PRank
of Belgium to purchase bills under the termes which we have outlined as & part
of the comprehensive progrem shich, in our best judgment, we hope end believe

will be successful,
ederal Reserve Bank of St. Louis




Governor HcDougal October 21, 1828

If there ie eny further information that you may want or that T
can give you, I know that you will be good enough to let me know. In the
® meantime, I hope you will plense excuse this very hurried letter which I am
dictating _Just. before going into our directors meeting.

Fith kind personal regards, I am,

Very truly yours,

GEORGE L. HARRISON,
Deputy Covernor.

Mr. J. B. McDougel,
Governor, Federal Reserve Bank,
Chi cago, I11.

GLE.X¥
Enc.




CONFIDERTI AL October 21, 1926.

Dear Governor McDougal:

I hsve just finished talking to you on the telephone and ae you have
requested me to give you in writing some of the matters which we discussed, so
that it might go to you by to-night's air mail, in order to save time I aam tak-
ing the liberty of enclosing a copy of a letter shich I have to-day dilp;téhbd
to Mr. Curtise in 3oston, who asked me several questions on the telephome re-
garding the background of this particular credit. Some of the matters re-
ferred to in this letter cover gquestions which you also have placed before me.

A copy of the agreement which I shall forward to you later to-day
will cover some of the other gquestions, but as that mey not reach you in time
for your meeting, I am glad to tell you in reply to your first question, that
the rate of exchange is guarsnteed. In other words, bille bought by us, in
whatever currency they are payable, bear two names plus the guaranty of
the National Bank of Belgium that they will be repaid in dollars at the eame
rate of exchange ss that at which they were purchased. Furthermore, we
have take the additional precaution of getting sesurances from the Belgien
Government that it will interpose no obstacle in the way of the export of
gold if thst becomes necessary in order that the National Bamk of Belgium
may fulfill its gusranty to us.

You ask in your second question what would be the gold value of

the proposed stabilized currency. That is a matter, of course, which is




4 ’ Governor McDougal October 21, 1028

entirely within the decieion of the Belgian Govoment;, and while I presume
that they, for obvicus reasons, will meke no statement to uy one as to what
that figure will be in sdvance of their proclamation, I underetand that the
figure which has been diecucsed from time to time ie & ratio of about seven
to one. '

The fifth question which you ask relates to the effect of the French
situation upon the proposed stabilization of the Belgian frane. That ie =&

matter which, we know ., has been discussed very carefully and intimately in

comnection with the propoced Belgien plan, and while, of course, the Fremch
price level, as any other external price level, will necessurily have some
effect upon the exchange of goods between France and Belgium and 2 consequent
effect upon the Belgian exchange, neverthelees it is believed that the present
program ie so conservatively worked out that Belgium will be in = position
to withstand any adverse influences that might result from any possible change
in the situation in France.

¥ith the internal and externsl ﬂoéting debts of the Belgisn Covern-
ment virtuslly eliminated or provided for, with what I understsnd to be &
balanced budget,-and with whet we believe to be & capable and courageous man-
sgement in the Netional Bunk of Belgium, there ie every reasom to hope that
the present program will be successful, although every ome must realize that
it is an important step that will require firm and intelligent mansgement
after being made affective. Governor Franck, the new Governmor of the
Bationzl Benk of Belgium, ig, from £ll reports, the best man avsilable in
Belgium for the position. That in iteelf is, we believe, zn importaant com-
sideration. In any event, as I mentioned in my letter to Mr. Curties, we
have felt that it 1s  wise and proper for ue to agree with the Nationsl Pank
of Belgium to purchase bills under the terms which we have outlined as & part
of the comprehensive progrem shich, in our best judgment, we hope snd believe

will be successful.

Federal Reserve Bank of St. Louis




5 Governor McDougsal October 21, 1928

If there ie eny further information that you may want or that I
can give you, I know that you will be good enough to let me know. In the
mesntime, I hope you will plezse excuse this very burried letter which I em
dictating just before going inte our directers meeting.

- Fith kind personzl regarde, I em,

Very truly yours,

GFORGE L. HARRISON,
Deputy CGovernor.

Mr. J. B. McDougal,
Governor, Federal Reserve Bank,
Chicago, Ill.

GLH.¥¥
Enc.



SONEIDRNT LAk October 21, 1926.

Dear My, Curtiss:

In reference to our telephome comversation of yesterday afternoon con-
corning our proposed arrangement with the National Bank of Belgium, I am glad %o
send you my rather hurried comments regamding the matters which you asked me to
write you.

First of all you wanied to know whether Seoretary Mellon is familiesr
with the megotiations which have been in progress end whether he approves of
our proposal to give a oredit to the National Bsak of Belgium along the lines
outlined in my letter to you of Ootober 1l. It so happens that Secretary Mellon
was in London when Governor Stromg was there in Septenber and he became thorough-
1y familisr not only with the propossl of the Balgian Government to effect a de
Jure stabilization of its currenay, dut slso with much of the backgrowmd out of
which the proposal for the present oredit to the Netional Bsak of Belgium srose,
Since My, Mellon returned home, we have kept him fully sdvised of esch stage in
the negotiations, and I think I can assure you of his full approval of the action
of our directors in sgreeing to purchese bille from the National Bank of Belgium
wnder the terms sand conditions set forth in my earlier httqr to you. Inciden~
tally, Mr. Mellon was present and teck part in the discussions at the meetings
of the Federal Heserve Boaxrd when the actiom of our directors in this matter was
approved by the Board, emd he has since expressed to me his own personsl interest
in end spproval of our proposed participation in the program,

Another matter which you suggested for comment is one which involves
the propriety of our participsting in arrengements of this charsoter. I think
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L
| there ocan de little question of our legal suthority to purchass ocommercial
munlmunndmo:mrumh-hnmthmiuthn
" right, for a periocd of time. From & legal aspeot this agreement is similar to

the temporary ome which, with the Federal Reserve Board's spproval, wo made with
the Hational Bank of Belgium last winter. In that agreement all Federal reserve
banks participated. It seems to us, therefore, that the oaly question of propri-
oty which might be asked is whether our purpose in entering such su agreement is
in all the circumstsnces & sound one,

It has been the bellef of the officers and directors of this bauk,
since efforts were first made abroad to reestablish the gold standard, that we
should cooperate within the limits of our powers in alding banks of issue, who
are our correspondents snd agemts abroad, to teke their part in a program of
stabilization having reascnable prospects of success, HEntirely spart from say
moral obligation we msy have to ald in the reestablishment of the gold standard
in those countries whose exchanges have been seriously deranged becsuse of the
war or post-war influemces, we believe that from a wholly selfish standpoint
one of the most effective ways in which the Federsl Reserve System can aid our
own agriculture, commerce and industry is by rendering every proper assistance
in the stabiliszation of the curvencies in those cowmtries to which we seek to
export our surplus products, Owing to the mal-adjustment of international ex~
changes during the past ten yoars we have sccumilated a large peroentage of the
world's mometary gold, Ve believe that it would be most short-sighted were we
to adopt any poliecy which would mow di scourage the reestablishment of the gold
standard in other cowntries, which would delay the retum to the free shipments

of gold between natione: in settlement of trade balsnces, or which would mke

our own large stock of gold any less useful to all or less valuadle to us,

But as you say, it has been suggested that these purposes might de
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acoomplished through the private banks and bankers rather tham thrmugh the
Feoderal reserve banks. That of cowrse is a question which might de susceptible
to different opiniona, It should be remsubered, however, that the problem of
monetery stability is peculiarly a matter within the prévince of the banks of
issue, that no susccessful progrem of stabilization can be accomplished without
the ald or cooperation of the bank whioh issues the cwrremqy to be stabilized,
and that, as we view it, it is vholly matwral and proper that the bamk of issue
should turn to other banks of issue which are its corresponients for assistsnce
in their peculiar problem. On the other hand, we believe that it is also natural
and proper that the foreign government or its finence minister should seek aid
in 1ts part of o stabilization program, not from the banks of issue abroad, but
from its own bankers in those foreign countries where they may be seeking loans.
Sometimes the line of demarcation between these two fumctions is A1fficult of
determination dut the principle involved seems clear snd in the presemt case,
a8 in the case of England, the Belglan Government hes sought its loams from its
own bankers and the National Bamk of Belgium has turned for the aid which 1t
needs t0 other banks of issue which are its correspondemts. It i{s in response
to their request in these circumstances that we have agreed to the present credit.
While these two fumctions of the government ami the bemk of issue are
separate and distinet in themselves, mevertheless, thay are inter-depemdemt in
that each is a necessary pert of the complete program. In considering the
present proposal our directors would clearly mot have spproved of our entering
&n arrengement with the Nationmal Bamk of Belgium for the purpose of assisting
in the stabilizing of its currency had we not been sssurei that the Belgian
Government on its part has been -nu arrangements with its bankers for loans

which would emable it sucocessfully to carry out its part of the program, By the
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same tokxen I think it is fair to say that the bankers of the Belgimn Goverament
probably would have been loath to proceed with their negotiations hed they not
been satisfied ss to the msmagement and policies of the National Bsnk of Belgium
which they wnderstend is the institution that will have to carry through the
program cnoce sdopted., The fact that other cemtral banks of issue which are the
correspondents of the National Bank of Belgium are satisfied in all the circum~
stences to extend it credits iz of itself a strong influence in satisfying the
bazkers on this point and encouraging them to proceed with thelr part of the
progrem. In this commection it is gemerally realized that confidemse in & pro-
gram of stabilization is a quite vital factor in 1ts sueccess. That forelgn banks
of issue stand resdy to give credits in onme form or snother to the bank which
must be responsible for the msnasgement of the program is a most importent element
in oreating confidensce.

St111 another matter to which you referred i1s the fast that the proposed
oredit contemplates our buying not only bills payadle in Belgian framcs but bills
paysble in other stable curremcies. The reason for this latitude is s practical
one. The Hational Bank of Belglum holds in its portfolio & large percentage of
bills paysdble in foreign currencies which they need to have availsble for sale
along vlth their owa domestic bills. In either event we have the gusranty o
the Hational Bamk of loi;lu to repay us in gold at the nno rate of exchange as
that at which we purchased the bills, We will slso have the assurance of the
Belgian Government that they will interpose no objection to the Natiomal Bamk of
Belgiun's exporting gold if it is necessary for them %o do m0.

1 think this covers the meiters concerning which you asked me specifically
for comment. There is one other matter which was left opem in the letter I wrote

you on onna 11, That concerns the commission charged for graniing the oredit,

As I had inaicated %o you, the Federsl Keserve Boari, in spproving of our negotiating

& oredit with the NHational Bank of Belgium under the oconditions I them outlined,
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sugcested & review of the cherge of s commission, expressing the belief "that

s comsission 1s not cailed for in commection with the purchase of prime bills
by the Federal Eeserve Systen indorsed by oentral banks.” .8 suggested by tie
Board, our directors reviews. this matter most carefully ani seriously last week,
it was their best juigneat after reviewing sll the syguwsents pro snd cen that it
is quite proper end right that, entirely spart from the discouwnt recodwed on Bills
bought, we should shapge for the service remdered in committing ourselves for a
spesified yeriod of time to purchese a given amowunt of bills, They therefore
voted to charge a commission in this case but with the understeniing trst in
oprder not %o be charging the Estiomal Bank of Belglum st the sane time that we
are not chamging the Bexk of England, we will rebste such jart of our commission
as sovers the period that the Benk of inglend coredit still has to rum.

For your confldentisl information we have now suthorized Fr, Jay, she
is sbroad, to sign the sgresmsnt with the Sational Bank of Beigius to purchese
$10,000,000 of commerciel billes under the teras end ooundltions outlined to you
in my eariisr leSter, While we sre committed, therefore, in any evesmt, we would
be glad If your board of directors, after careful considerstion of thp wholes mat-
ter, should decide %o pazticipate with us In this sgrecment ss in other agroe-
ments in which g1l Pelersl reserve bamks now partisipete, If there is eny further
yuestion they might wish to sek, I hope you will plesse bs §0od emough to let us
mow, Bat If thews is wo fuwrther informetion which we can furaish you, we should
1ixe to have you advise us ns 8000 as nay be convenlent whother or mot you care
%o participste.in this case,

x-mn—nnummmaunapmnummm
charscter of all ties Seras and conditione regsrding this orelit, which have been
sent to you ia confidence =zad mot for publication., If we sre 0 ke 6 statemant
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whien e wiole progras of stebilization is finally completed, I éhall of
course aivise you by telegreph 0 thst you may be famdliar with the fsots
® given to the ;ress,
Eith kind personal regarde, I am,
Felthfully youwrs,

G00E L. MRRIEE,
Daguty GCovarnare,

Frederic H. Curtiss, isg.
Chairmen, Federal Deserve Bamk of BSosion,
mm. Mo




AN IDENTICAL LETTER WAS SENT TO MR. FREDERIC H. CURTISS OF BOSTON.

STRICTLY CONFIDENTIAL October 22, 1926.

Dear Governor McDougsl:

In order to supplement my letter of yesterday, I em glad to encloee
herewith & copy of the Agreement defining in detail the terms and conditions
under which we have obligated curselves to purchase prime commercisl bills
from the Nationzl Bank of Belgium.

I know that you snd your directors will reslize the confidentisl char-
acter of the terme and conditions of the credit covered in the encloesed agree-
ment as well as in my earlier letter. We have ae yot made no public statement
and although we shall probebly do so when the program of the Belgian Govern-
ment is finally completed and announced, probably next week, we shall of course
edvise you by telegraph so that you may be entirely familiar with the facts
given to the preas.

This letter and its enclosure ie sent to you to sapplement my letters
of October 11 and 21, and my telegram of last night in whioh we  told you
of the completion of the ng:euaﬁt end sgked for your advice shether you might
care to participate with us on the weual basie.

#ith many thanks for your most helpful cooperation, I am,

Very truly yours,

Nr. J. B. McDougal, GEORGE L. HARRISON,
Governor, Federal Reserve Bank, Deputy Goveranor.
Chicago, Ill.

GLH. MM

Enc.



- Sy o TO ALL GOVERNORS EXCEPT BOSTON AND CHICAGO A

- %&_ October 22, 1928.

Desr Governor

In confirmetion of my telegram of yesterdsy, I am glad to advise you
that we have agreed with the Nationsl Bank of Belgium to purchase $10,000,000
of prime commercisl bills under the terme snd conditions set forth inm deteil in
the enclosed Agreement, whioh as you will see is in substantial conformity with

the terme briefly outlined in my letter of October 11.

¥hile each of the provisions in the sgreement ie, we think, self-
explanatory, there is one clause about which some comment is needed, thet i,
clause eleven which provides for s commission of one-half of one per cent. of
the smount of the credit.

Ae I indicated in my letter of October 11, the Federal Reserve Board
in spproving of our entering into an sgreement with the National Bemk of Belgium
under the terms and conditions then outlined, suggested a review of the clauge
relating to a commiseion, expressing the belief "that a commission is nmot called
for in comnection with the purchase of prime bills by the Federsl Reserve System
indoreed by central banks.® As suggested by the Board, our directors reconsider-
ed this matter most carefully and seriocusly last week. It wae their best judg-
ment, after reviesing all the arguments pro and com, that it is quite proper and
right that, entirely apart from the discount received oa bills bought, we should
charge for the service rendered in committing ourselves for a specified period

of time to purchase = given amount of bille. They, therefofe, voted to charge
& commiseion in this case, but in order not to be charging the National Bank of

Belgium s commission at the seme time thet we sre not charging the Bank of England,

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis
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it is our intention to make a pro rats rebate of such part of the commiesion as
covers the period of the unexpired part of the Bank of England credit, on which,
&s you know, no commission ie charged.

1 sm explaining this in some detail because there is no reference in
the agreement itself to our purpose inm regard to e rﬁrnnd. ¥e hope, however,
that you will agree with us in the circumstances that this partial rebate should
be made.

For your informetion 1 em taking the liberty of emcloesing o copy of
& confidentisl letter shich I wrote yesterday to Mr. Curtiss of the Federal Re-
serve Bank of Evston in reply to some (queestions he raised concerning some of
the sspects of the credit. It may be that it will be of imterest to you or to
some of your directore. But if there are sany further questione shich you might
* have in miné I hope that you will pleese be good emough to let ue know.

I know that you snd your directors will reslize the confidentisl charac~-
ter of the terme snd conditione of the ocredit covered in the enclosed sgreement
as well as in my sarlier letter. ¥e have as yet made no public etatement and
although we shall probably do so when the program cf the Balgian Government is
finslly completed and announced, probably next week, we shall of course sdviee
you by telegraph so that you mey be entirely femiliar with the facte givem to
the prees. .

‘I‘hip lotter and ite enclosures ar§ all sent to you tc supplement my
earlier letter of October 11 and my telegram of lest night, in which we sdvieced
you of the completion of the sgreement and asked for your advice shether you
might cere to participate with us upon the ugual beeis.

¥ith many thanks for your most helpful cooperation, I sm,

Very truly yours,

GEORGE L. HARRISON,
Deputy Governor.

. Ency

oo wrne
'J._u'n/r\‘r L



October 22, 1928.

Dear Governor

In confirmation of my telegram of yesterdey, I sm glad to adviee you
that we have sgreed with the Nationsl Bank of Belgium to purchase $10,000,000
of prime commercial bills under the terme and conditions set forth im deteil in
the enclosed Agreement, which as you will cee is in substantial. coaformity with
the terme briefly outlined in my letter of October 11.

Fhile each of the provisions in the sgreement is, we think, self-
explanatory, there ie one clause sbout which some comment is needed, that i,
clauase eleven which provides for s commission of one-half of one per cent. of
the emount of the credit.

As I indicated in my letter of Cctober 11, the Federal Reserve Board
in approving of our entering into an =greement with the Natiomal Bank of Belgium
under the terms and conditions then ocutlined, suggested a review of the clause
relsting to a commission, expressing the balief "that a commission iz mot called
for in connection with the purchase of prime bills by the Federal Keserve System
indoreed by central banks.” As suggested by the Board, our directors reconsider-
ed thie matter most carefully and seriously last week. It wes their beet Judg-
ment, sfter reviewing sll the arguments pro and con, that it is quite proper and
right that, entirely =part from the discount received on bills bought, we should
cherge for the service rendered in committing ourselves for & specified period

of time to purchase ¢ given smount of bille. They, therefofe, voted to charge
s commiseion in this case, but in order mot to be charging the National Bank of

Belgium s commission at the ssme time thzt we are not charging the Bank of Englamd,




f 2 October 22, 1926.

~ 4t ie our intention to make a pro rats rebate of such part of the commieeion as
covers the period of the unexpired part of the Benk of England credit, om which,
a8 you know, no commission ie charged.

1 am explaining this in some detsil because there ie no referemce in
the agreement itself to our purpose in regard to a rd’tmd. ¥e hope, however,
that you will agree with uws in the circumetances that this partisl rebate should
be made.

For your informetion I am taking the liberty of emclosing a copy of
& confidential letter mhich I wrote yesterday to ¥r. Curties of the Federsl Re-
gerve Bank of Buston in reply toc some |quections he raised concerning some of
the aspects of the credit. It may be that it will be of interest to you or to
some 6! your directers. But if thers are sny further queetions shich you might

" have in mind I hope that ycu will pleese be good enough to let us know.

1 know that you sad your directors will realize the confidentisl chersc-
ter of the terme snd conditione of the credit covered im the enclosed sgreement
as well as in my sarlier letter. We have as yet mede nc public ctatement and
although we shall probably do so when the program cf the Belgian Government is
finslly completed and anncunced, probubly next week, we ehsll of ocourse sdvise
you by telegraph so that you mey be eutirely familiar with the facte givem to
the prees. '

Thioa letter and its enclosures ar§ all sent to you tc supplement my
earlier letter of October 11 and my telegrsm of lust night, in which we advised
you of the completion of the sgreement and asked for ycur advice shether you
might care to participate with us upon the usual bssie.

¥ith many thanks for your most helpful cooperation, I &m,

Very truly yours,

GRORGE L. HARRISON,
Deputy Governmor.

Federal Reserve Bank 0 St. Louis
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A copy of this letter, with enclosure, was sent to the Governor of each F.R. Bank,

CONFIDENTIAL October 25, 1926.

Dear Mr. Curtiss:

I am glad to advise you that the credit arrangement with the
National Bank of Belgium, a copy of which I sent to you in my letter of
October 237 was finally delivered and made effective as of to-day, so
that it will run for a period of one year from October 25, 1926.

I want also to let you know that the Bank of France has parti-
cipated in the agreement for the amowunt £1,000,000, and appropriate ref-

erence to that faot should be made in the agreement,

For your further information, I am enclosing a copy of the Royal
Decree of lometary Stabilization which was signed by the King yesterday
and which went into effect upon its publication in Brussels to-day.

Very truly yours,

GEORGE 1.. HARRISON,
Deputy Govermor.

Bederic H, Curtiss, Esq,,
Chairmen, Podg_rul Reserve Bank of Boston,
Boscon, Mass.

Enc,

G1E/K0




TO ALL GOVERNOHS

STRICTLY CONFIDENTIAL June 22, 1927.

Ky dear Govermor Herdingk

You mey ruonb;r thet =t the recenmt Conference of Governor:z we
referred in eome detall to the efforts them being made by the Govermment
of Poland to devise a progran of monetary stsbilization.

Be reported that Dr., ¥Wlynareki, Vice Chairmen of the Bank of
Poland, had come to this country early in Februsry first to represent his
Goverpnent in dlunalolng a program of stabilizastion end = etebllization
loan with the bapkers of his Govermmemt and second to confer with the Fed-
ersl reserve bank concerning the nometery sspects of the program. We also
referred to the views exchanged vit;_ Goumr‘ Norgan, l/’h- Bchacht snd
Governor Moreau concernimg s possible créciit ’to the Bank ef Poland in the
svent that the banke of issue should,be asked for s credit as Dr, Wlynarski
hed indicated they would be,
v Ih order to ku); you fa‘lly Eimrnlch ie’ngt now to let you knov :
- that on June £, 1827, we received & telegram from the Bank of Poland ad— :
.'““‘ us thet ;ta Government hed approved of 2 program of stabilizatiom,
& copy of which was forwarded to us through the Few York bankere of the
Polieh Covernment, amd that the Bank of Poland wanted to kncw‘ shether we
sould be prepared mow to discuss terms and conditioms of & credit. Om
June 8, 1927, the Federal Reeerve Board approved of the action of our
directers in euthorizing us to uh &n arrengement with the Bank of Poland
for the purchese of up to $10,000,000 of prime commerciel bille. For your
information I am emclosing a copy of our letter to the Board as well as
their letter of aepproval.



2. Governor Harding. June 22, 1927,

Since that time we have beem megotiating terms and conditioms for
an srrangement with the Bank of Poland closely following the lines of the
arrangement with the Nationel Bank of Belgium. In brief, the arrangenent
as now proposed will comprise the equivelent of a $20,000,000 credit to the
Bank of Poland in which sbout fifteen banks of issue will participate. The
arrangement will be for a period of ome year from the date of final legel
promulgation of the program of otabnluﬁon by the Polish Governmemt. The
rate charged will be six per oemt except that in any case where the discount
rate of the participating bank of issue exceeds six per cemt, them the rate
charged to the Bank of Poland by that bank shall be the same as ite discount
rate. A commission of ome-half of ome per ocent will be charged by each par-
ticipant on ite share in the arrangement as was donme in the case of the
Belgisn credit. At the moment it seemes likely that the Federal reserve bank
¥ill agree to purchase up to $6,000,000 of bills, thet the Bank of England,
the Reichsbank and the Banmk of France will each take the eguivalent of
$5,000,000 and that spproximately tem other banke of issue will teke the
balance of the $£0,000,000 in varying amounts.

One clsuse in the arrangement provides that the granting of the
credit will be subject to the final legal promulgatiom of the program by
the Polish Govermment, which is to include & loan by the Government's
bankers to the Government aggregating spproximately $60,000,000, of which
we understand about $25,000,000 is to be iseued sbroad. It so happems that
at the moment the market for new issues ;f bonde in New York is somewhat
congested. That fact, coupled with the recent unfavorable publicity re-
garding the murder of the Soviet Mimister at Farsaw, has made the bankers
decide to defer en issue of bonds for the presemt. As & result, while the
arrangenente for the credit by the bamke of issue to the Bank of Poland are
proceeding, nevertheless, it seems umlikely that the program, upon which

that oredit will depend, will be fimally comsummeted until e more suspicious



8. June 22, 1927,

monent for the issue of a loan.

Thie is but a brief cutlime of the status of the preposed
arrangenent with the Bank of Poland and is intended merely to keep you
informed of the progress which has been made and to let you kmow that it
seens likely that the arrangement will be cemcluded in the near future
vhen ve shall of course offer you a participation on the usual basis.

In the meantime please regard this letter as most comfidential
and if there are any questions which you might care to ask, I hope you
will be good emough te let ue know.

' | Very truly yours,

A

“The
GEORGE L. HARRISORN,

Deputy Governor.

h. '. P. G. a.rdiu’
Governor, Federal Reserve Bank,
Boston, Mass.

Encs.
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STRICTLY CONPIDENTIAL June 29, 1927.

| Dear Governor Bardings

On Jume 22 T wrote to you concerning the statue of the negotis-
tions for a credit to ths Bank of Poland., In order to supplezent that

letﬁdr,.iau%figd to enclose herewith for your confidential information a
Loose

copy of the Prograa of Stebilization as agreed upon by the Pelish Govern-

]

méent and their bLenkers, as well =g a copy of the proposed bank of issue
agreement with the Bamk of Poland. As you will, of course, realize the
Progran of Stabilization has beer given to us in strict seersoy pemding
ite final legal promulgation by the Polish Government. Inasmuch, however,
a8 _the request of the Bank of Poland for e credit from the banke of iseue
is predicated in part on this program, you may be intercsted in examining
it together with the draft of sgreement with the Bank of Poland se that
you may have it in mind in determining whether or not you care to partici-
pate with uge in the bank of issue credit.

Thie arrangoment with the Bank of Poland hes been agreed to in
principle by the various banks of issue listed in Clause 17 of the agree-
ment and is now being forwarded to each of them for signature with the
understanding, ss specified in Clause 16, that if the legel promulgation
of the Program of Stabilization and the iesue of the loan provided for in
that program are not consummated before August 20, 1927, the credit shall
not become effective. Fhile we have not yet actually signed the agreement,

which is being forwarded to us from Paris where it wae printed and signed




g Governor Harding June 29, 1027

by the representatives of the B.ﬁ of Poland, unrﬂulen we GW to do
o 'u soon as it ie received in New York, Even though the credit will not
hua» effective until the final legal promulgation of the program by ﬂio
éovmtf end the iseue of the loan by the bankers, nevertheless will you
please be good ngh to let us know, after you have had an opportunity to
'ntndy all the d“niont-, thofhor you care to ﬁu‘tio!pnto with us in our
agreement to purchase up to $£5,250,000 of prime commercial bille under the
terme end conditicons set forth,

I understend that the bankere do not yet fesl thet it ls time to
float & long term bond issue as conteaplated by the Progrea of Stabiliza-
 tion., They are, however, discussing with the Polish Govermment the grant-
ing of & short term oredit of approximstely $15,000,000 pending the issue
of the bonds. This oredit is entirely independent of the bank of issue
credit which is to be granted to the Bamk of Poland and which will becene
effective only on the conditions cutlimed in Clause 16,

Beocause of the status of this whole matter and the uncertainty of
the date of final action by the Polish Government and ite bankers, you will,
I am sure, appreciate the need for regerding if and the enclosed documents
in the strictest confidence. Plesse do not hesitate to let us krow if
there are any further questions you may care to consider before advieing
ixa whether you will participate on the uou-l teras.

Very truiy yours,

9 8.1

AL €
GEORGE L. HARRISON,
¥Mr, 9, P. G. Harding, Deputy Governer.
Governor, Federal Regerve Bank,
Boston, Haes.
Encs.

GLH. MM



THIS LETTER SENT TO3 Governar F. BR. Bank of

Norris Philadelphia
~ Fancher Cleveland
‘ : Seay Richmond
-_— Wellborn AtJanta
McDougal Chicago
31“:‘ 8t. Louls
Young Minneapolis
STHICTLY CONFIDENTIAL kugus} 10 .
‘ Bai.ley s i&nl‘llgfzy
Calkins Ban Francisco

Dear Governor Harding:

Feferring to our letter of June 29,concerning the Central Bank
Credit to the Bank of Poland, and to your pérticipntion with us in thie
agreement, we explained that if the legal promulgation 6f the prograa of
stabilization and the issusnce: of the loan are mot censa-wetsd before
August 20, 1927, the agreement with the Bank of Poland shall mot become
effective. When this time limit was fixed, it was contemplated that an
extension might be required.

The private bankers have recently advised the Polish Government
that it would be inadviesable to attempt a large public offering in this
market, euch as the program contempletes, before the middle of September,
unlees conditione should suddenly change. At the suggestion of the Bamk
of Frence and in comcurrence with the Bank of England and the Felchsbank,
we have sgreed to the extension of this date from August 20 to November 1,
1827, which would permit of the issusnce of the loan and the prommlgetion

of the program im October, if necessary.

VYery truly yours,

BENJ. STEONG,

Governor.
.rl '. P. G. B.Nug’

Governor, Federal Reserve Bank of Boston,
Boston, lassachusetts.

JEC HAB
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 THIS LETTER SENT TO EACH GOVESNOR OF OTHER FEDERAL RESERVE XS,

CONFIDENTIAL » sugust 22, 1927,
Dear Governor Harding:
| We have received a request from the Austrian National
Bank, Viemna, to opemn an account for it on our books and invest
its funds in bankers acceptances.
The Austrian National Bank opened its doors on

_ January 2, 1923 after having assumed the assets and liabilities
o(*thaitnst:ian Section of the Austro-Hungarian Bank and having
absorbed the Central Exchange Bureau.' It is an independent
joint-stock company with a share capital of 30 million gold kramen
(about $6,000,000) which was fully paid up in June, 1923. The
bank is under the direction of a board, all the members of which

are elected by the shareholders with the exception of the Chair-
man who is appointed by the President of the Austrian Confederation.
According to the banking law and the statutes, the
operations of the Austrian National Bank must be purely commercial
and the bank is expressly forbidden to grant directly or indirect-
ly any advances to the State, the Provinces or the Communes
unless they cover in gold or foreign currencies the amounts issued
to them in bank notes. The Government controls somewhat more
than one-quarter of the share capital.
Of the net profits less the statutory deductions to
be made for a reserve fund and a pension fund, two-thirds to

three-guarters, depending upcon the amount of these profits, will
be allocated to the State, the rest being used for dividends.
According to an agreement between the Government and the bank,




g il AR A ) August 22, 1927.
s :
part of the profits allocated to the State will be used for paying
off the Btate debt to the bank. A copy of the bank's balance sheet
as of July 31, 1827 is enclosed.

At the meeting of our board of directors on August 18, the
officers were authorized to open an account on our books for the
~Anstrian Hational Bank, to establish s relationship with that bank
along the same general lines as our arrangements with other foreign
ecentral banks, and to appoint ths said bank as our agent and corres-
pondent in return for a gimilar appointment from 1it.

: The Federal Reserve Doard has approved of the foregoing
action.of,oux directors, and we are obening an account to-day for
the Austrian National Bank, the initial deposit therein being
sl,ooo,obo most of which will be invested in bills.

‘ lhiié it 1s not likely that this account will be very active
for the present owing to the fact that the Austrian National Eank
is restricting its investments in bills because of the tax on dis-
count earned on bills held by a foreign corporation, nevertheless

we would like to offer you an opportunity to participate in the

account upon the usuzl basis, and would be pleased to learn whether
or not you care to do so. If so, may I ask you to send us telegraphic

advice in order that the participation of the account may be made as

promptly as possible.
With kind regards, believe me

Very truly yours,

Je H., CASE,
Er. W. P. Gs Harding, Deputy Governor.,
Governor, PFederal Reserve Bank,
Boston, Eass.

Federal Reserve Bank o St. Louis




*°  THIS LETTER SENT TO EACH GOVERNOR OF OTHER FEDERAL RESERVE BKS.

CONFIDENTIAL August 22, 1927,

Dear Governor Harding:

We have received a regquest from the Austrian National
Bank, Vienna, to open an account for it on our books and invest
its funds in bankers acceptances.

The Austrian National Bank opened its doors on
January 2, 19283 after having assumed the assets and liabilities
of the Austrian Section of the Austro-Hungarian Bank and having
absorbed the Central Exchange Bureau. It is an independent
joint-stock company with 2 share capital of 30 million gold kramen
(about $6,000,000) which was fully paid up in June, 1923. The
bank is under the direction of a board, all the members of which
are slected by the sharsholders with the exception of the Chair-
man who 1is appointed by the President of the Austrian Confederation,

According to the banking law and the statutss, the
operations of the Austrian National Bank must be purely commercial

and the bank is expressly forbidden to grant directly or indirect-

ly any advances to the State, the Provinces or the Communes
unless they cover in gold or foreign currencies the amounts issued
to them in bank notes. The Government controls somewhat more
than one-quarter of the share capital.

Of the net profits less the statutory deductions to
be made for a reserve fund and a pension fund, two-thirds to
three-quarters, depending uson the amount of these profits, will
be allocated to the State, the rest being used for dividends.
According to an agreement between the Government and the bank,

Federal Reserve Bank of St. Louis
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part of the profits allocated to the State will be used for paying
off the State debt to the bank. A copy of the bank's balance sheet
as of July 31, 1927 is enclosed.

At the meeting of our board of directors on August 18, the
officers vefg authorized to open an account on our books for the
Austrian National Bank, to establish a relationship with that bank
along the same general lines as our arrangsments with other foreign
central banks, and to appoint ths saild bank as our agent and corres-
pondent in return for a similar appointment from it.

The Federal Reserve Board has approved of the foregoing
action of our directors, and we are opening an account to-day for
the Austrian National Bank, the initizl deposit therasin being
$1,000,000 most of which will be invested in bills.

While it is not likely that this account will be vaery active
for the present owing to the fact that the Austrian National Bank
is restricting its investments in bills because of the tax on dis-
count earned on bills held by a foreign corporation, nevertheless
we would like to offer you an opportunity to participate in the
account upon the uéual bagis, and would be pleasad to learn whether
or not you care to do so. If so, may I ask you to send us telegranhic
advice in order that the participation of the account may be made as
promptly as possible,

With kind regards, believe me

Very truly yours,

J. 3. CASL‘.,
Er. W, ¢, G, Harding, Deputy Governor,
Governor, Federal Reserve Bank,
Boston, Hass,

JEC:HK

ttp://fraser.stlouisfed.org/
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* THIS LETTER SENT TO EACH GOVERNOR OF OTHER FEDERAL RESERVE BKS,

CONFIDENT IAL August 22, 1927,

Dear Governor Harding:

We have received a request from the Austrian National
Bank, Vienna, to open an account for it on our books and invest
its funds in bankers acceptances.

The Austrian National Bank opened its doors on
January 2, 1923 after having assumed the assets and liabilities
of the Austrian Section of the Austro-Hungarian Bank and having
absorbed the Central Exchange Bursau. It is an independent
joint-stock company with a share capital of 30 million gold kramen
(about $8,000,000) which was fully paid up in June, 1923, The
bank is under the direction of a board, 2l1l1 the members of which
are elected by the sharsholders with the exception of the Chair-
man who 1s appointed by the President of the Austrian Confederation,

According to the banking law and the statutes, the
operations of the Austrian National Bank must be purely commercial
and the bank is expressly forbidden to grant directly or indirect-
ly any advances to the State, the Provinces or the Communes
unless they cover in gold or foreign currencies the amounts 1issued
to them in bank notes. The Government controls somewhat more
than one-quarter of the share capital.

Of the net profits less the statutory deductions to
be made for a reserve fund and a pension fund, two-thirds to

three-quarters, depending uoon the amount of these profits, will
be allocated to the State, the rest being used for dividends.

According to an agreement between the Government and the bank,

p-//iraser.stiouisred.org

Federal Reserve Bank of St. Louis
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part of the profits allocated to the State will be used for paying
off the State debt to the bank. A copy of the bank's balance sheet
as of July 31, 1827 is enclosed. .

At the meeting of our board of directors on August 18, the
officers were authorized to open an account on our books for the
Austrisn National Bank, to establish s relationship with that - bank
along the same genersl lines as our afrangements with other foreign
central banks, and to appoint ths said bank as our agent and corres-
pondent in return for a similar appointment from 1t.

The Federal Reserve Doard has approved of the foregoing
action.or our directors, and we are opening an account to-day for
the Austrian National Bank, the initial deposit therein being
$1,000,000 most of which will be invested in bills.

while it 1s not likely that this account will be very active
for the present owing to the fact that the Austrian National Bank
18 restricting its investments in bills because of the tax on dis-
count earned on bills hseld by a foreign corporation, nevertheless
we would like to offer you an opportunity to participate in the
account upon the usual basis, and would be pleased to learn whether
or not you care tec do so. If so, may 1 ask you to send us telegraphic
advice in order that the participation of the account may be made as
promptly as possible.

With kind regards, belleve me

Very truly yours,

J. H. C!-.SE,
Er. W. P. G. Harding, Deputy Governor.
Governor, Federal Reserve Bank,
Boston, Hass,

JEC:HK
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ARTICLE XTI

Where Interest Rates Apply

Section 3. Except as otherwise provided in Section 1 of
this Article, no member of this Association, nor any non-member
clearing through a member, shall pay or agree to pay directly or in-
directly interest on any credit balance or on any certificate of de-
posit in excess of the rate fixed from time to time by the Clearing
House Committee to any person or persons, corporations, associations,
or co-partnerships, residing, organized, located or having its prin-
cipal place of business in Continental United States, Alaska, Hawaiil
and the Dominion of Canada, provided, however, that any rate so fixed
shall not apply to credit balances of and/or certificate of deposit
issued to any person, corporation, association or co-partnership lo-
cated or having its principal place of business outside of Continental
United States, Alaska, Hawaii, or the Dominion of Canada, or to the
Government of the United States of America or any department, terri-
tory or dependency thereof, to the District of Columbia, to any state
of the United States, or any sub-division thereof, nor shall they af-
fect interest rates now or hereafter fixed or regulated by law; pro-
vided however that any foreign branch maintained pursuant to legal
authority by any member of this Association or by any non-member clear-
ing 'through a member, shall be permitted to pay, on deposits received
by such branch in the normal course of its business, interest at the
current rates prevailing where such branch is located.

No member, nor any non-member, clearing through a member, shall
however solicit, directly or indirectly, or use any branch in a for-
eign country for the purpose of soliciting, American Dollar deposits
from persons, corporations, associations or co-partnerships residing,
organized, located or having its principal place of business in
Continental United States, Alaska, Hawaii or the Dominion of Canada,
by offering rates of interest thereon higher than those then prescrib-
ed by the Clearing House  Committee with respect to deposits in New
York City unless the deposit solicited is to be made in a branch in a
foreign country in which the currency is United States Dollars and
such deposit will be maintained for the normal reguirements of the
business of the depositor in that country.
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CHICAGO CLEARING HOUSE ASSOCIATION

»

January 28, 1920.

The following resolution in regard to payment of interest

on bank deposits was’ unanimously adopted by the members of the Chicago

Clearing House Association at a meeting held this day, effective im-

mediately. - &

No member of this Association and no bank or trust company
clearing through any member shall agree to pay, or shall pay, directly
or indirectly, on any credit balance payable on demand or within ten
days, or on any certificate of deposit so payable, by its terms,
issued to or for the éccount of any bank, trust company, or other
institution conducting a banking business, or private banker or bank-
ers, located in the United States, interest at a rate in excess of
one per cent per annum when the then ninety-day discount rate for com-
mercial paper at the Federal Reserve Bank of Chicago is two per cent
or less, and an additional one-fourth of one per cent for every one-
half of one per cent that such discount rate of the Federal Reserve
Bank shall exceed two per cént, except that the maximum rate paid or
agreed to be paid on any such credit balance or certificate of deposit
shall not in any case be higher than two and one-fourth per cent per

annune
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COoOPY

Topic #20 - DISCOUNT RATES = was then taken up for
discussion. This discussion covered not only the question of
the initiation and establishment of discount rates by the Fed-
eral reserve banks for member banks, but also the proper method
to be pursued in case ;;7should be desired to establish rates
of discount between the Federal reserve banks themselves. On
motion duly made and seconded, it was
VOTED that the Chairman be requested to present
to the Federal Reserve Board a fair consensus
which would represent the views of those in at--
tendance at the meeting who had discussed the

matter thoroughly with their respective Boards
of Directors as well as at this Conference.
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MEMORANDUM

To be attached to the copy of the discussion of the subject of the
initiation of rate changes by the Federal Reserve Board at the

Jan
Conference of Governors, hﬂjzo-zs, 1915.

Parsuant to the resolution adopted at the meeting

above referred to, directing me to make a report at the Joint
Conference of the Members of the Federal Reserve Board with the
Governors of the Federal Reserve Banks, I reviewed orally and at
great length the views expressed at the separate meeting of the
Governors held the evening before. And the statement, which was
merely a repetition of those views, ended by my advising the
Board that it was the unanimous view of the Governors that in case
the Board endeavored to assert its right to initiate changes in
di scount rates, the Banks should test the power to do so in the
Courts.

A part of the discussion upon which my oral statement
was based was purposely left out of the stenographic record.

Beny Strong

Chairmen, Governored Conference.

Pt
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The Chairmen: No. 20 is the question of discount rates and
the action of the Federal board in regard to them. o

Mr. Aiken: Preliminary, Mr. Chgirman, to that discussion,
I would like to call the Governors' attention to the exact wording of . ‘:
thet paragraph (d) under Section{;é, which seems to me to be the es-
sence of the whole thing.

The Chairman: Will you read the reference that you refer to . @§
into the record, Governor Aiken? W?J

Mr. Aiken: (Readiqg): .-

"ESTABLISHED RATES OF DISCOUNT.

"91(d). To establish from time to time, subject to review
and determination of the Federal Reserve board, rates of discount to
be charged by the Federal Reserve bank for each class of paper which
shall be fTixed with a viéﬁ'of accommodating commerce and business.”

| What I had in mind Wa;‘the phrase, "establish from time to
time." |

The Chairman: The discussion of this matter has been under- -

taken at different times, informally, and 1 believe that all of the
Governors have decided views as to what our attitude should be in this A
matter, which is a very important one of poliecy; and if someone would
meke a motion expressing their personal views of what action should be
taken by this meeting, it would give us an opportunity to discuss it
with some chance for a coneclusion.

Mr. O. Wells: Mr, Chairman, I undertake to move that duringA
our meeting tomorrow we express to the Federal Heserve Board in session
the probable effect that will ensue if the practiee of fixing the rate
by the Board by suggestion as to what the rate should be should be fol-
lowed, without ?he same having been initiated by the Federal Reserve
banks, as seems to be clearly intended by the language of the Act, those
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effects being, minimizing the scope of authority and policy of not
only the executive officers of the Federal Reserve Banks, but the diree-
tors as well; and that in doing so we naturally give them an opportun=
ity to discuss with us that matter, in order that there may be some i
understanding between ourselves as representatives of the Federal Re-
serve banks and the members of the Federal Reserve Doard.

The Chairman: Governor Wells has suggested that our policy . . &

should be to make an expression to the IFederal Reserve Board tomorrow w
of the view of this conference. Personally, I am heartily in accord
with that policy. It occurs to me that it would be very effectively
made to the Federal Reserve Board if we were able to submit to them a
resolution which would earefully, conservatively and unanimously ex=
press the sense of this meeting; that resolution having due regard to

the fact that each of these Federal Reserve banks is really managed

i | e _LEmE _a B __Iae _ _ . _ B . _-_ __|

by, and the executive officers are subject to, direction of directors
in our respective districts who arelmen of importance with local ex=-
perience, and, in some cases, very positive views; and that while we
may be able personally to arrange these matters in a friendly way with
the Federal Reserve Board, we have got to regard the fact that we have
directors at home who are thitled to consider that we represent not
our own personal views, but a composite of the views of the directors
of the Federal Heserve banks who have gre;t responsibilities themselves
which they want to discharge.

Mr. Wold: BMr. Chairman, the directors of the Minnespolis
bank have carefully considered this paragraph in reference to rates and
are unanimous in their opinion that the initiation of the rate falls
upon the bank, and it was such an important matter that we do not be-=
lieve we want to delegate that power to the Executive Committee and

provided in their by-laws that the change of rate can only be effected
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3
by a mgjority of the Board of Directors. And now, to have the Federal
Reserve Board initiate rates here and then make it necessary for us to
telephone around to secure the consent or approval of “the majority of
the board, makes it very embarrassing not only to the maenagement but
to the directors themselves. They feel that it is a duty of their ownm.

I second lr. Wells! motion.

Mr. Seay: I would like to say, Mr. Chairman; that I feel
that there is no one particular which would deliver the management of
the reserve banks more over to the Federal Board than this one of fix-
ing the rate.. It is something which takes the control of the resources
out of the hands of the executives of the Federal Reserve banks, It is

one of the most vital things, I think, to our own autonomy that we have

to consider.

lr. Fencher: May we have the motion read, as stated by
Ur. Wells?

The Chairmen: Might I be permitted the suggestion that this
i1s such an important matter that I am going to take the liberty of ask-
ing each of those present to express his views, based upon the statement
that I made, that we are not expressing our individual views only, but
in this matter we are really speaking for a bank in each instance which
is managed by a Loard of nine directors.

With your permission I will ask each of the Governors to state
his position in the matter, with the fact in mind that you are speaking
in a representative capacity; and at the conclusion I will ask the
stenographer to read CGovernor Wells' motion.
Governor kcDougal?

m 4= 3~ Fal

Mr, McDougal: The matter of fixing discount rates is one

5

that has been discussed by our board = number of times, and they have

£

"
L&)

gen lndividually and collectively opposed to the initiation of the
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4
rates coming from Washington, feeling that they were entitled under
the aet to indicate the rate that they thought should prevail. I feel
quite sure that they would like to have the opportuni;y of availing
themselves of that privilege without interference from the Board; know- ?_
ing, of course, that they have the right to refuse if they see fit.

Mr., O, Wells: I should like to correct that, if I may:

That they must review; not if they see fit. They must determine be=
fore our action becomes operative.

The Chairman: Governor Wells, I would not like to have that
statement appear on the record as accepted by the Governors present,
because I am advised by counsel that that is not the case.

Mr., O, Wells: I was only trying.to use the language of the
ACT.

The Chairman: I will state what our understanding is in
this matter of the rate. The Federal Keserve Act provides that the

Federal Reserve banks shall establish rates of discount, subject to

review and determination by the Federal Reserve Doard. That does not
mean, as we counstrue the language, that the rate once established by

the bank does not become effective until it has been reviewed, but

! v ) o aflF =
LB R ol i R B B

the minute that the Federal Keserve bank establishes that rate it

P rge—

can commence doing business at that rate, and that the power of the
Federal Heserve Board is limited to requiring, if you please, a sus= i
pension of the.operation of the rate until they review it and deter- E
mine 1it.

My personal opinion about this matter, which I believe is
shared by the directors of our bank =-= certainly by ir. Curtis, who
has advised us in the matter --- is that we are really entitled to

establish s rate, and within five minutes to discount paper at that

rate; that our duty is certainly to report it by the promptest possible
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means to the Federal Reserve board, and that their duty is undoubtedly
to review it and determine the rate, finally; that the establishment
of the rate is a matter that rests within the power o% the directors
of the Federal Reserve bBank. .

As a matter of faet, this custom which is developing of sug- 7
gesting a rate, I believe is fraught with danger; that it may result
in each Federal Reserve bank gradually getting into the position where

it must respond to a suggestion because some other bank has established

a rate which influences the Federal Reserve Board to force uniformity. i
I do not believe that that is going to be a sound development of this
system; that if any Federal Reserve bank succeeds in establishing a
rate that is out of line with local conditions, or with conditions that
necessitate rates in other districts, it may be their misfortune to be
loaded up with discounts that they have taken at very low rates, and

in order to protect themselves they may be obliged to take some losses
to relieve themselves of the load. Certainly any other policy applied
to the making of rates is a very unnatural banking policy, because it
makes a rate regerdless of what the local condition may be.

Governor McCord, may I ask you to express your views in re=-

L i 1
PR R N A Ty I SRR wenmm—mS e T T

gard to this matter?

Mir. McCord: Mr. Chairmen, I think that the rate should be |
initiated at the reserve bank, and not at the Board. It should not be ‘
published until the Reserve bank has determined absolutely on the rate,
and due regard should be given to their local conditions, regardless
of those of the entire country.

The Chairman: Governor Aiken?

Mr. Aiken: Mr. Chairmen, I feel that the rates should be es~-
tablished by the banks in each district, and that the initiative should
lie in the bank and not in the Federal Reserve Board.

™ - T
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Mr. Fancher: Ior our board, we have rather resented these suge
gestions coming from the Federal Reserve Boerd, mentioning the lowering
of rates in some of the other districts. They feel that they were given
the right under the law to establish rates, and that they were best
qualified to judge conditions in the district and determine what should
be the prevalling rate. That is their privilege, and should continue to
be their privilege under the Act.

Mr, Kains: BWr. Chairmen, the directors of our board who do
not directly owe their appointments to the Government, 1 think are un-
animous in their feeling of surprise and resentment at having suggestions
made to them. However, I do not think that that applies to the Govern-
ment directors. That is just my opinion. We have teken no action on
the matter at all except that personally 1 am a believer in the autonomy
of the Federal Reserve banks, and I heartily agree with your statement
that we should establish these rates. We know more about them; we know
more about our own loeal conditions than anybody else does, and we feel
competent to establish these rates. We should be very glad to act. Te
do not desire at all to act in any way contrary to the desire of the
Federal Reserve Board, but we feel that we have that right, and that
we know more about things within our boundaries than they.

The Cheirmen: Governor Wold?

Mr. Wold: Mr. Chairman, the directors.of our bank are thor-
oughly in accord with the statement made by Governor Strong. They feel
quite strongly that the law clearly intended that the rate should be
initiated by the various Federal Reserve banks, and they resented the
suggestions of the Federal Reserve Board as to rates, and disapprove of
the announcement of rates from Washington before they are announced at

the headquarters of our bank. The announcements should be made by the

banks themselves, and the rates should be initiated or the change should
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be initiated at that bank subject to confirmation by the Federal Re-

serve Board. Our opinion is that when the rate is in}tiated it should

-

go into effect and remain in effect until the Board have either con-
firmed or refused to confirm.

The Chairman: Governor Wells, your statement is already on
the record in the formal motion which was seconded by Governor Wold.

Mr. O, Wells: I should like to add, inasmuch as the expres-
sions have taken the turn of representing the opinions of the various
boards, which my motion did not include, perhaps, that we have never
had a formal expression of the attitude of our board on this subject.
We have it expressed without any form, but I think I reflect their
expression when I say that they do regret the action of announcing a
willingness to make a rate before it has been discussed by the Board
of Directors of the Federal Reserve Bank of Dallas. At our initisl
meeting the Board were of the opinion that this was a matter of suf-
ficient importance not to be delegated to an executive committee, but
that we should follow the suggestions of the by-laws submitted at the
conference in October, that the making of the rate should be vested
in the Board of Directors of the bank.

I frankly confeéss that we have been proceeding upon that
theory, and that it was es;ential to submit the rate, having made it,
for review and determination, and that the whole operation was neces-
sary before the rate becéme fixed, and we had no other thought in mind.

The Chairman: The expressions of the Governors present ap-
parently are almost identical in terms, and the scope of our resolu-
tion or recommendation in this matter can be conside:ably enlarged for
submission to the Federal Reserve Board over what was contained in

Governor Wells' motion if he and the seconder, Governor Wold, are will-

ing for the moment to withdraw.
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Mr. O. Wells: I am guite willing to withdraw the motion,
with the understanding that it will be covered in the«form of a reso-
lution of sufficient breadth to include the expressions to which we
have listened around the board.

The Chairman: Gentlemen, what is your pleasure as to the
method that we should employ in expressing the consensus of opinion of
those present with regard to this matter of the method by which rates
are made?

lMr., Kains: I move that the Chairman most respectfully bring
the matter up to the board at the earliest opportunity, say tomorrow.

Mr. McDougal: I second the motion.

Mr. O. Wells: That does not broaden it.

Mr. Seay: MNr. Chairman, I was convinced, and I am sure that
all were convinced, when, without warning, the subject was brought up
at the Federal Reserve Board this afternoon, you stated 4in & wvery beld

and penetrating way, and very briefly, the attitude of this body. I am
convinced that the Chairman has the fullest grasp of the situation, and
he has that faculty which retains in the mind the expressions of opinions
which we have ourselves delivered, and I do not believe it could be more
forcefully presented than‘iﬂ he will consent to use the language he used
this afternoon and express the opinions he has expressed to us, and in-
corporate in it that portion of our own opinion that we have expressed
as to the feeling of our boards of directors on this subject. I believe
that would be the most effective way of presemting the matter to the board
if the Chairman is willing to consent to do so.

The Chairman: Gentlemen, I understand the difficulty or possi-
ble danger, or, at any rate, the possible embarrassment, of endeavoring

to make a record that expresses the composite views of a number of dif=-

ferent people, and then later, a year or two years hence, being required
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to refer to it as a record. It seems to me undesirable that in a matter 1
of this character we should meske a record which would appear to be a 4
commitment of the directors of the various Federal Reserve Banks. If ‘
you feel like acting upon the motion that has been made, I will endeavor i
to express what has been discussed here tonight to the Federal Reserve
Board tomorrow in a verbal report, and have the Board understand that |
that simply is a verbal expression in general terms of the result of . @ !
the discussion; that we pass no resolution now that might appear to be
a permanent record of policy adopted by the directors of all of these
banks .

On the whole, I think that is a wise way in which to handle
it, if you agree to entrust to me the duty of making that statement,
which I will gladly do.

Is there any further discussion of the motion?

Mr., McDougal: Mr. Chairmen, I did not make my statement in
Just the way that I should like to have it appear on the record. In
my statement I spoke of the directors, "individually and collectively.™
I may have done some of them an injustice, because I am not clear as to
Just how the so-called Government directors did stand in the matter.
So I should like to have my statement changed so that all the directors
will not be implicated in m& statement. I may be doing them an injus-
tice. The matter had been discussed, and I know our directors as a
body were very much disturbed because of the fact that they were not
permitted to establish rates subject to the later approval of the Board.
There may have been two or three of the directors who had no voice in
that discussion.

The Chairman: I do not suppose any of us would feel that we

were acting here under a resolution of authority from our respective

boards of directors. We are simply expressing our own individual
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should be represented at this meeting.

Certainly the same condition prevails in every bank, that
there are three directors appointed by the Federal Reserve Board who
may feel, as a matter of loyalty and duty to their appointing body,
that they ought to follow every suggestion that they get from that body.
However, I have no hesitation in stating on behalf of our bank that
there is a feeling that a mistake is being made, and I regard it as a
duty to convey that impression to the Federal Reserve Board. If you
are willing to act on the motion that has been made, I will endeavor to
make a moderate statement of the matter as forcefully as I can that will
represent a composite of the views expressed here; and if any Governor
present, hearing what I say, feels that it should be modified or en-
larged or changed in any way to meet the situation in his own district,
why, I will teke the liberty of inviting such a statement after I have
concluded tomorrow.

Mr, Seay: To fortify you in your position, Mr, Chaimman, I
will state in conjunction with my previous remarks, that our board of
difectors, in framing their official by-laws, which were afterwards
changed, gave the power to the executive committee to change the rate
for extraordinary reasoné._‘They thereby showed where they expect the
control of the rates to lie, and from what source they expected a rate
to emanate.

I am sure that I am representing the controlling sentiment
of our board. No dissent has ever been expressed when utterance has
been given to it. They expect the rates to initiate with them, and
they have been very careful in their language, when they have made a
rate, and it has been reported that they have fixed the rate themselves.

It is something which brings us intimately in contact with our member

banks, and when we fix the rate it affects the entire banking business
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I just want to fortify you in your position, sir, as far as
speaking for our own bank goes. I do not:<think you would make any
error in stating that.

Mr. Wold: Mr. Chairman, I do not care to gualify the state=
ments I have made. I think they fairly reflect, not a majority vote,
but I think they fairly reflect the entire vote, including the Class C
directors. In fact our Federal Reserve Agent has, by communication to
the Federal Reserve Board, suggested that the rate should initiate with
the bank and should be announced from our bank and not from the Fed-
eral Reserve Board in Washington. He has a vertebrae.

Nr. Seayi It seems to me, Mr. Chairman, if I am not taking
too much time, that my judgment as a banker is that something unsound
is being attempted in the effort to equalize rates where conditions
vary.

The Chairman: Gentlemen, I am going te ask you whether you
will authorize me, in stating this matter to the Federal Reserve Board
tomorrow, to refer to one matter which is in my mind as conjecture. I
am distinctly under the impression, although I admit that the grounds
for it are very slight, that the apparent effort that is being made by
the Federal Reserve Board to reduce rates is originated by pressure
that is brought upon the Board from outside sources. 1 do not know
what the character of that pressure is, but I just sense the feeling
that there is pressure, and that if there is pressure of any kind, the
statement should be made before the Federal Reserve Board that if it
were known to the management of the Federal Reserve banks or any of
them that influences of any kind have been brought to bear in connec~
tion with the discussion or decision in this matter of rates, it would

be very seriously resented by the management of the Federal Reserve

banks.
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I admit that that is conjecture; I have no ground for making
that statement other than an instinet, possibly; but it is the one
thing that this system must be guarded against, and I'would not be
ashamed to read whatever statement is made to the Federal Reserve Board
in regard to the demand -that they be absolutely free from any influence
whatever in considering the rates; that it should come from the Gov-
ernors of the Federal Reserve banks; that their duty is to sit there |
as a judicial body to review what we suggest to them. What we have in “ |
fact established at the respective banks is for them to pass upon, and
nobody is entitled to go to that board and tell them what they ought
to do in suggesting rates to the Federal Reserve banks.

Mr. Kains: I am heartily in accord with that, Mr. Chairman.

Mr. Seay: You have carte blanche, sir, from me.

Mr. O. Wells: Would you not rather say that the suggestions
of rates should come from the boards of directors of the Federal Re-
serve banks rather than from the Governors?

The Chairman: Yes; I spoke in a collective sense there. It
is a bad habit that I am guilty of.

Mr. Wold: That is where it comes from, as a matter of fact;
it comes from the Governors, does it not?

Mr. O, Wellq; No; it comes particularly from the chairman
of the board as coming from the board. .

Mr, Wold: It does not in our case.

Mr. Seay: I would like to mention something and ask the
stenographer not to report it at present.

| (An informal discussion thereupon occurred which the stenog-

rapher was directed not to report; after which the following proceedings
were had:)

The Chairman: Gentlemen, we have a motion. I do not want to

hasten
s i ER & conclusion in a matter of the great importance that this has,
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but I cannot help but feel that there is such a unanimous expression
" here as to what our course should be that if any of you now feel dis-
posed to call for a vote 6n that motion we can conclude this matter, if
you will permit me, after this motion is put and acted upon, by making
2 short statement on the subject.

(Cries of "™Question.")

(The motion under discussion, having been duly seconded, was
put and carried.)

The Chairman: The statement I would like to make is this:
The next likeiy development of real importance in the matter of rates
is to my mind of even greater importance than the one we havé been dis-
cussing. Just ﬁow all the Federal Reserve banks are loaded with money
and there has arisen so far and may not arise for some time, no guestion
in regard to a rate of discount to be established for rediscounts be-
tween the Federal Reserve banks.

Having participated in the discussion of .this bill prior to
its adoption, before the Senate Committee, I can assure you that there
was no subject that caused greater concern in New York then the possi-
ble delegation to an independent body of the right to take some of the
assets of the banks of New York and lend them in some other part of the
United States without the banks of New York having any right to say
whether that loan should be made or not. That matter has not been ac-
tive in our minds, or in the minds of the member banks, because they are
all now laboring under the impression that no situation of that charac-
ter can arise, at any rate in the near future; but the action that has
been taken by the Federal Reserve Board in permitting or suggesting, or
at any rate authorizing, a rate of discount in some sections of the
country that is lower than the rate which has been authorized by the

Federal Reserve Bank in New York and in other districts may result in .
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the accumulation of discounts resulting from the retiring of the
Aldrich-Vreeland curreﬂcy or the spring demand for money in connection
with preparation for crop planting, and so on, so as ég cause this very
situation to arise, that possibly some of the banks in the south or
west will get a very large line of discount even to such a point where
they may find it desirable to ask for one of two methods of assistance.
One is Government deposits; the other, rediscounts.

We have had two meetings of Governors, and I want to tell you
that my concern which was an honest one a year or more ago on this sub-
ject is just about dispelled. The only remnant of it that is left is
this: That I would dislike very much to feel that any Federal Reserve
bank felt under the necessity of making application to the Federal‘Re-
serve Board for a rediscount with the Federal Reserve Bank in New York.

If any of the Federal Reserve Banks of the South or West reach
a point where their resources are getting low, in the interest of the
managements of all of the system, I believe it will be highly desirable
for that bank to make direct application, either to New York or Chicago,
or wherever they may feel it desirable to apply, for a rediscount. I
do not mean by that that one of the Federal Reserve banks which may be
discounting at four per cent is required to come to New York and redis-
count at 4 1/2 per cent and take the loss. The provisions of the Act
are broad enough so that the Federal Reserve Bank of New York can es-
tablish a rate of discount which will recognize the value of the en-
dorsement of the bank that applies for the rediscount. In other words,

with conditions as they are, I would be disposed to recommend in New

York that we maintein our present rates for the time being, and that we
invite any other Federal Reserve bank that feels it desirable to redis-

count any paper to make direct application to us and to permit us to es-

tablish a rate for that transaction, which will enable them to rediscount

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



15

the amount that they apply for at a lower rate than they are receiving
on their own rediscounts, and that we in New York will.follow whatever
procedure we think is desirable in order to make that rate effective.

The object in making this suggestion is this: I know that
in some districts there is a large amount of Aldrich-Vreeland currency
outstanding. The rate of tax on that currency is increasing. The
rate of discount at some of the banks is lower than the rate of tax
will be in the near future. If the amount of discounts applied for
becomes excessive, I hope that there will be no hesitation in sending
word to New York on any ground that rediscount would be acceptable,

and I can assure you that if it can be arranged, with or without the

approval of the Federal Reserve Board, we will do it. The question
has not been submitted to the Federal Reserve Board, and I do not be=
lieve that I would care to have it submitted in anticipation of any
such transaction; but I think we would feel badly there if we were not
permitted to act directly in a transaction of that sort without it
being necessary to ask someone in between to make the suggestion for

us.

Mr. O, Wells: What is your construction of the law in that
respect.

The Chairmen: Go;ernor Wells, I do not believe we need to
read the words and letters of the law to determine what we want to do.
It may be that some obstacle to a direct procedure of that sort will
be found, but I doubt it very much. I do not believe it is the inten-

tion of the law to require that there should be a board of seven men

acting as a broker between the Federal Reserve banks, and I make the
suggestion seriously to you, because I think that that is the sound

.basis on which this business ought to be conducted.

Mr. Aiken: I would like to express my hearty approval of
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by you.

Mr. O, Wells: I think, Mr., Chairman, repr%senting a section
of the country which is more likely, because of conditions existing,
to become a borrowing bank than any other sections represented around
this board, it would be very pleésing to us to handle the proposition
in that menner. We can recognize in it the elements of good sound
business procedure, but I believe if this discussion had not arisen
at this time, or if I had been making an application, with my impres-
sion of the requirements of the Act, that the application would have
been made at least in conjunction with some approach to the Federal
Reserve Board. Would you not have done so, Governor Seay?

kr, Seay: Being in a district, Mr. Chairman, which will
probably have full use for its resources, I therefore construe your
remarks as being somewhat in the nature of an expression of cordial
feeling,and I desire to express appreciation of them. I should, how-
ever, have taken the course which you have outlined, and applied
directly to the Federal Reserve Bank of New York. If there had been
any reference to the Board, I think that would come after I had first
opened negotiations with you.

(An informal discussion then occurred which the stenographer
was directed not to report; after which the following proceedings
were had)

Mr. McCord: Mr. Chairman, I deeply appreciate your offer,
and that would have been my attitude. I would have first opened nego-

tiations with you or with Boston or Chicago, probably, or some of the

districts, a little before I would have taken it up with the Board; and

I will do so now if it becomes necessary. I am going to try to drive
clear of that. I hope to be able to do so, but in the event that I am

not able to do it, I deeply appreciate it and I will certainly communi-
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Mr. Kains: I do not anticipate for San Francisco that we
will éver be doing that sort of thing, but I certainly think that that
is the business way to have this bank managed. -
The Chairmen: Plural, please, gentlemen.
Mr, Kains: Yes ~--- "these banks" managed. '
Mr. Seay: And "we think."
Mr. O. Wells: Mr, Chairman, while I realize that we are only :
conjecturing as to what we would have done, it would not have been for - 4
the purpose of obtaining it under the belief that that was the means of
- obtaining it, but it would have been the gquestion of being authorized
to discount and of obtaining the rate under which it would be done,
and I think decency would have perhaps impelled carrying on negotia-
tions also with the Federal Reserve Banks as to their wishes or as to
their desire in the premises. But I still maintain that my natural
course would have been to have handled it as a function to be negotia-
ted through the Federal Reserve Board, because of my impression of the
reading of this Act, that being the only place in the Act under which
we obtain authority to rediscount.

The Chairman: We are hardly under the necessity of antici-
pating the future in th;s matter to the extent of taking some action
here. I did not want this meeting to be concluded without expressing
that view of our interpretation of the meaning.of the law. We are
prepared to acﬁ in accordance with the understanding, and I believe

firmly that Mr. Curtis will support us in that opinion.

Mr. O. Wells: Now that the matter has arisen, Mr. Chairman,

and supplementiﬁg the statement about the Aldrich-Vreeland circulation
remaining outstanding in the South to the extent to which it does ex-
ist, and the rates tending toward a point that might be attractive as
compared with the tax upon the Aldrich-Vreeland Bill, with the further

D@mEdmﬁRNﬁgnstruction that has recently been placed upon the retirement of the
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Aldrich-Vreeland currency, which seems to be mandatory by June 30 ---
I frankly say to you that in our district the necessity of having be-
tween $15,000,000 and $20,000,000 of emergency curren&y by June 30 being
that the problem is upon us for immediate consideration, because we
will have no natural liquidation with which to take care of it, of any
consequence, between now and June 30, and it is rather imperative that
we look towards the retiring of it at some early date rather than wait- |
ing until nearly the time set for its retirement under the construction .
as recorded in the paper this morning, that being a statement given out
under authority, as I stated, from the Federal Reserve Board. I am
rather of the opinion that it may come up and that it will be discounted
only to the extent proper for the retirement of this amount of money,
and for taking care of the needs of the season of producing another crop
If it can be done without having the interview take a turn of pressing
the question, from a practical point of view, or from the point of view
of an operation, but simply for our informetion, if there can be brought
out at the interview tomorrow some construction of what would be done
under this law, it might be very helpful to us.

Mr. MeCord: Do you think that is wise?

Mr. O. Wells: I would like to know what we all think.

Mr. McCord: Do you not think the course su%gested by Governor
Strong is the best, that we know what the law is ultimately, anyhow;
and do you not think it would be better rather than to invite a deci-
sion in advance, to let us handle it otherwise, and then if it takes

their approval, we can say that we have consulted and it is agreed to?

I would rather be put in that attitude than to be put in the other atti-
tude. I would hate to have to go to the Board and let it be said that
the Atlanta district had forced New York to do so and 80.

Mr. O, Wells: I did not mean that, Mr. McCord.

R T lMr., McCord: But that would be the result if the decision was
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against us.

The Chairman: I have no authority for making this statement,
but I have reason to believe that the Federal Reserve Board would be
very glad to have this matter dealt with in such a way that no such
situation could arise.

Mr. O. Wells: I can see no objection to asking for an in-
terpretation of the law, whether we do it as a body or not.

The Chairman: I can see objection to asking the Federal Re-
serve Board to interpret the law on that point, that is, the paragraph
I read under Section 11, which was not taken down for the record, if
it gave rise to the amount of hesitation and doubt in the minds of the
Federal Reserve Board that arose as to a transaction involving the pur-
chase of gold today -=- and I brought the matter up not to ask that any
action be taken, but simply to meke clear on the record and to you
gentlemen what our attitude is in New York. EKnowing that attitude,
of course you will in each instance follow your own best judgment as
to what ought to be done.

Mr., Seay: We first, Mr. Chairman, will have to determine
the fact as to whether the inherent right is in the Federal Reserve
Bank of New York to make'a rate for that purpose. The Federal Reserve
Bank of New York might hav; to reply that "We are willing to do it, but
we will have to see what rate we can make you by reference to the Fed-
eral Reserve Board."

The Chairman: I think, Governor Seay, if you send us a tele-
gram about such a matter we could get you back a pretty prompt answer
about the rate. I think so. ‘I would not say definitely what our
Board would do, but I would go so far as to invite you to send the

telegram, at any rate.
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Land Title Building
Chestnut-Sansom & Broad 5%.
Philadelphia

February 16, 1915.
Ben jamin Strong, Jr., Esq.,
Governor,
Federal Reserve Bank of New York.
Dear Sir:-

I have heretofore acknowledged receipt of yours of the 1llth
inst.

I have still further reflected upon the matters about which
you asked me to express my opinion, with the result that I have reached
a somewhat different conclusion about some of the points and will there-
fore ask you to treat this letter as my final reply to yours. '

It is impossible to answer some of the guestions you put with-
out adding that the answers embody a statement of views entertained by
counsel in the interpretation of a Statute which inaugurates a new sys-
tem, and has not, as yet, been sufficiently dealt with by the Courts %o
afford a reasonable certainty as to what will be their attitude. They
may feel inclined to a liberal, or to a marrow, interpretation. Very
much will depend upon their point of view.

After the Courts have dealt with the subject, the Federal Re-
serve Bank Aot may, like the Sherman Act, be no longer recognizable by
its draftsman.

The opinion whieh I will express will be one given by me with
full appreciation of the faet that other wmunsel, better able than my-
self, to construe, may reach an opposite conclusion. What I will say,
will not be said in ignorance of the foree with which an opposing

opinion may be urged.
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The Act was intended to bring the banking system of the country
as far as possible under a centralized supervision, and, in some parti-
culars, a centralized control. To accomplish this, the Federal Reserve
Board was created.

I do not think that an interpretation which does not give a
very large measure of power to the Reserve Board, will be sustained by
the Courts.

In what I may say as to the method in which the rate of dis-
count is to be determined, I do not mean to include the subject of re-
discounting by a Federal Reserve Bank, of the discounted paper of other
Federal Reserve Banks.

The Reserve Board is to exercise genmeral supervision over the
Federal Reserve Banks and is to "perform the duties, functioms, or ser-
vices specified in this Aetj"™ with power o "make all rules and regu-
lations necessary to enable sald Board effectively to perform the same.”

Supervision does not of necessity include initiatiom; bdut
this I will specially consider later.

The performance of duties, functions and serviees invelves
the idea of more than supervision.

We must therefore examine the Aet very earefully im the en-
deavor to ascertain concerning eny special matter, whether the power
of the Board is ome of supervision or of original astion.

Each Federal Reserve Bank, so far as regards the other Fed-
eral Feserve Banka, is an autonomous entity; but the autonomies are
intended to be brought imto as much acocord a® differing situations and
eircumstances may permit. The method by which they will thus be brought
into accord is the exercise by the Board, of its powers of supervisionm,
and where they are conferred, of original aection.
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I believe that the Aet will be so interpreted by the Courts
as will give %o the Board such latitude as, consistent with special
powers sonferred upon the Heserve Banks, will weld the banking system
into a harmonious whole.

In the matter of fixing rates of discount, the power con-
ferred upon the Board is that of supervision and modifieation, not of
initiation.

Upon the Reserve Banks is clearly conferred that power of
initiation, in this respeect, which is essential in view of the fact
that rates of discount must differ inm different locelities. The initial
establishment in each loeality, of the rate of discount to be charged
by the Reserve Bank of the District, can undoubtedly be very much better
effected by the Reserve Bank in each locality than by the Reserve Board.
On the other hand, the final determination of these rates by each Re~-
serve Bank acting for itself, without any supervision, would make im-
possible that general harmonization which the Act contemplates.

It is not necessary for me to deal with some of the matters
in which there appears _to me some confusion, resulting from the fact
that at times, probably without any intention to make a change, the
draftsman shifted from one word to another. He did not always suf-
fieiently project himself into the future to bring about provisions
anticipating what will sometimes occur.

The questions which you put to me, though requiring % be
econsidered in connection with the whole context, imvelve the interpre-

tation of this particular Section.

"Every Federal Reserve Bank shall have power **** {o
establish from time to time, subject to review and deter-
mination of the Federal Reserve s rates of discount
to be charged by the Federal Reserve Bank for each class
of paper, which shall be fixed with a view to accommodating

commerce and business."
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The questions I am asked and my answers thereto, are as fol-
lows:~-

"l. Does the Act contemplate that rates of discount for com-
mereial paper, shall be initiated by the Federal Reserve Bank only, or
by such banks and the Federal Reserve Board, or by the Board only?™

I am very decidedly of the opinion that the initiation of
the rates of discount for commercial paper is to be by the Federal Re-
serve Banks alome. A joint power of imitiation by the Board and the
Banks, or a power by the Board alome, to initiate, is not conferred.

Host elearly, in my judgment, are the powers of initiation
and of supervision, separated, the first being conferred upon the Re~
gerve Banks alone, and the second, upon the Reserve Board.

"2. Irrespective of the general contemplation of the Aet,
have the Federsal Reserve Banks power to establish an effective rate of
discount? If so, does it become effective at once upon its establish-
ment and before 1t has been reviewed by the Federal Reserve Board?”

It is only subject to the review and determination of the
Board that the rates initiated by the Banks become effective.

It may be argued with great foree that to the Banks is given
the power to establish the rates, and that, having thus established
the same, such rates go into effeet before the Federal Reserve Board
has either approved or has otherwise determined upon review.

I think, however, that the establishment by the Banks is not
meant to become effective until the Reserve Board has been given the
opportunity %o review and fimally to determine.

Of course the establishment of the rates by the Banks must
yield to the exercise by the Reserve Board, of its power of review and
determination, and no rates of discount originally established by the
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Banks, can be sustained after adverse action by the Board. I think,
however, that the rates do not become effective, and cannot be acted
upon, immédiately upon the establishment by the several banks, before
an opportunity has been given to the Board to consider the same.

Most strongly do I advise you not to put inte effeet any
rates which you may establish, until after opportunity has been afford-
ed by notirieation, to the Board, %o exercise 1ts power of review and
determination.

The Board itself will probably establish some regulation
governing the submission to it of the rates and the manner in whieh,
before they become effective, it will act., Necessarily, such a regu-
lat ion must be obeyed.

= In the absence, however, of any such regulation, I would ad-
vise against the making effective, by your Bank, of the rates which 1t
establishes, until after you have become reasonably assured, - the
rates having been notified to the Board, - that it does not mean %o
review.

‘It is more mioim. however, I think, for you not to act
at all, after notification to the Board, until it has notified you of
its action in the premises. |

The rates ean only, in my judgment, be held to have been
fixed after establishment by the Bank and review and determination by
the Board.

It mey be that a failure by the Board, after the lapse of &
reasonable time, may be taken as indicative of 1ts intention not %o
review; but I would not advise astion by your Bank on such suggestion.

I therefére answer generally, that I de not think the rate
established by your Bank, becomes effective upon such establishment,
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until it has been reviewed by the Federal Reserve Board and that Board
has made its determination in the matter.

"3. If the rate does not become effective prior %o review
by the Board, does its efféctiveness, when it is Tinally reviewed and
approved by the Board, date back to the time of its establishment by
the Bank?"

I prefer to answer this gquestion by saying that, until the
rate established by the Bank, has been reviewed and determined by the
Board, it does not become effective.

"4, H¥ay the Federal Reserve Board, in reviewing a rate
established by a Federal Reserve Bank, determine that a different rate,
not established or recommended by such Bank, shall become effective?

The power of the Hoard is not one merely to affirm or re-
Jeot. The power enferred upon it is to review and deteraine.

A roview carries with it something more than the idea of ex-
amining with a view to mere dissent or asseat. The wrd "review"
used in connection with the very potent word "determination®, convinces
me that the review may be of such a charascter as to involve changes
of rates, and that the determination by the Board that such changed
rates should bs charged, is final and conclusive upon the Bank.

I think the Board has the fullest power to alter and modify
rates, and to insist upon its final determination as enelusive upon
the Bank

The review by the Board is not like that which am Appellate
Tribunal mekes, in the case of a judgment submitted to it upon appeal.
In faect, in many eases, the Appellate Tribunal mey modify, and does
modify, decrees.
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Hed it been intended to confer upon the Bom nothing more
than e power to approve or disapprove, the idea, in my judgment, would
have been expressed in very different language from that which we find
in the Act.

Ii’ the Board eannot compel the Bank to aceept the rates whiech
it finally determines in review of those established by the latter,
what hmnu of the power of review? If the Board can merely dis-
approve, we will have an endless see-sawing between the Bank and the
Board.

The rates, in my judgment, which becomes effective, are those
which result from the initial aetion of the Bamk, supervised, reviewed
and modified by the Board.

In my opinion, the Bank must carry into effeet only such rates
as shall finally be determined by the Board, in review of the imitial
establishment by the Bank.

"S. May the Federal Reserve Board review and determine the
rate at any time, or is it limited %o review such rate withian a reason-
able time after its establishment by the Bank?"

I see no warrant ‘in the Aot for advising that there is a
limitation of time upon the Board in its review and determination in
the matter of rates established by way of initiatiom, by the Bank.

Naturally, the Board, if it feels that the Bank cannot act

in the matter of rates until it has determined, will feel censtrained
to act promptly. It is not compelled =0 to do, however.

I think it may defer, for a&s long a time as 1t shall see i,
its aotion in the way of review and determination, subjeet to 1its

sense of duty, as to whieh it alone must be the judge.
It may be that if the Board defers its action for any defi-
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but I do not advise it so to infer.

"8, What is the effect of the word "determine" in Seetion
147 Does it mean that the Board may determine a rate and make it ef-
fective at any time, for any Bank, without prior asction by the Bank?"

In my opinion, the Bank having deferred for such lemngth of
time as to it shall seem proper, its action of review and determination,
may fimally review and determine, and the rate will become effective
only thereafter.

In my judgment, no other action is demanded by the Bank after
it has established the rate, and the same has been reviewed, modified,
if thought wise, and determined by the Board, than to carry the rate,
thus finally determined, into effect.

"7. lay a rate established by a Bank and reviewed and ap-
proved by the Board, be re-reviewed by the Board without any inter-
vening action by the Bank?" '

An affirmetive answer to this question may be sustained with
great force, and my first impression was, that the answer should be in
the affirmative.

More eareful consideration of the whole Aet, and a muech more
thorough study of the Seetion I have quoted, however, convinees me that
the answer should be in the negative.

I was at first very much impressed by the fact that, if the
Board had no power of re-review, there would be & paralysis of action
in case the Bank determined to stand by a rate determined by the Board,
after it, the Bank, had originally established the same.

This view, however, I am convinced, was %oo superficial. It
lost sight of the very important words "from time to time."

The Bank, at any time, may initiate the establishment of a

Digitized @M RAtE, subject to the action of the Board in reviewing and deter-
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mining upon such newly established rate.

Of ecourse, if I am right in whaet I have heretofore said, the
new rate sstablished by the Bank, cannot be put into operation umtil
the Board has acted by way of review and determination. Were it
otherwise, the Bank could always set aside the aoticon of the Board
by establishing a new rl“ and meking the same effective until the
Board should have acted anew in the review of the Bank's later action. - 8

It is the Bank which may "from time to time" establish rates.
unmu.m‘mtmm, from time to time, reviewing and
determining the rates established by the Bank.

The Aot, I am convinced, after additional reflection, clear-
ly gives to the Bank the initiative in the matter of establishment of
the rate., It makes such rate effective after the Board has reviewed
and determined. The rate remains in force until the Bank has acted
anew, its action being subject to the reviewing power of the Board.

If the Board, after the Bank has established the rate and
after it has scted thereon, may thereafter, under the guise of a re-
review, without intervening action of the Bank, esteblish a rate, the
initiative will have been shifted from the Bank to the Board by reason
thereof. The Act does mot, in my judgment, permit such shifting of
power to initiate.

Presumably, the Bank, under changed circumstances, will es-
tablish a new rate and will not continue to retain ean old one, in

order to prevent any further supervision in the matter by the Board.

Different conduct by the Bank is almost inconeeivable.

I think we may assume that the draftsman of the Aet acted
upon the theory that, from time to time, as the Bank should find
business exigencies would reguire, it would establish a new rate,
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even at the risk that such newly established rate would be modified
by the Board in the exercise of its supervisory power.
I am
Very truly yours,
(8igned) Johm G. Johnson
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OPINION OF ATTORNEY GENERAL PUBLISHED IN VOLUME 32, PAGE 81
OF OPINIONS OF ATTORNEYS GENERAL

REGULATION OF DISCOUNT RATES OF FEDERAL RESERVE
BANKS BY FEDERAL RESERVE BOARD

The Federal Reserve Board has the right, under the powers conferred by
the Federal Reserve Act, to determine what rates of discount should be
charged from time to time by a Federal reserve bank, and, under their
powers of review and supervision, to require such rates to be put inteo
effect by such bank.

s

Department of Justice,
December 9, 1919.

Birz

In response to your request for my opinion concerning the powers
of the Federal Reserve Board to regulate discount rates of the several re=-
serve banks, I reply as follows:

By section 14 of the Act of Congress, designated by the short
title "Federal Reserve Act" (Act of December 23, 1913, 38 Stat. 251, 264),
it is provided that "every Federal reserve bank shall have power -

"(d) To establish from time to time, subject to review and deter-
mination of the Federal Reserve Board, rates of discount to be charged by
the Federal reserve bank for each class of paper, which shall be fixed with
a view of accommodating commerce and business."

By section 4 of said Act each Federal reserve bank is under the
supervision and control of its own board of directors, subject, however, to
the provision of section 11 of said Act (38 Stat. 2613, which provides, in
part, that =
"The Federal Reserve Board shall be authorized and empowered ¥ ¥ *
(j) to exercise general supervision over said Federal reserve banks,

"The Federal Reserve Board is also further authorized and empower-
ed to examine at its discretion the accounts, books and affairs of each
Federal reserve bank * * * and to require such statements and reports as it
may deem necessary." (Sec. 11, subdiv. a.)

By section 12 there is also created a Federal advisory council
composed of representatives chosen in the manner prescribed in said section,
which is to confer directly with the Federal Reserve Board. Among its
powers it is authorized to "ecall for informetion, to make recommendations in
regard to discount rates, rediscount business,™ etc.

The question for determination is whether, taking into considera=
tion the language of section 14 (d), giving the power to the Federal reserve
banks to esteblish from time to time rates of discount, "subject to review
and determination of the Federal Reserve Board," and the further power of the
Federal Reserve Board to exercise general supervision over said Federal re-
serve banks, the power of the Federal Reserve Board is limited to reviewing
and approving or disepproving rates of discount made by such banks, or
whether said board may, in the exercise of its powers, from time to time
review the rates of discount in use and direct specific changes and altera-

tions thereof.
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The legislative history of the act shows that as originally drawn
section 14, subsection (d), conferred the power upon the Federal reserve
banks to make discount rates "subject to review" by the Federal Reserve
Board, and that said section was amended in committee by adding the words
"and determination” after the word "review," so as to make said section read
as now enacted.

It is quite evident that if the Federal Reserve Board is confined
to the power to review and approve or disapprove rates of discount made by
the Federal reserve banks, and is without power to itself direct specific
changes, the words "and determination™ are wholly without significance., The
very signification of the word "determination" used in such a connection,
carries with it the right to pass upon and to decide and fix, and thus deter-,
mine what should be done. Coupling this with the power given the Federal
Reserve Board to supervise the business of each Federal reserve bank, taking
also into consideration the recommendations contemplated by the advisory
council to the Federal Reserve Board in regard to discount rates, such power
would be futile if such Federal Reserve Board could not, if agreeing to such
recommendations, direct them to be carried out. I think it is quite clear
that the Federal Reserve Board is the ultimate authority in regard to redis-
count rates to be charged by the several Federal reserve banks and may pre-

scribe such rates.

This is in all cases necessarily a review of rates existing at
the time in the bank, and therefore strictly calls for the exercise of this
power, The determination reached by the board carries with it the exercise
of the power of determination specified in section 14, subdivision (d), and
also exercises the power of supervision granted in section 11, subdivision

(J).

The scheme of the entire Act is to have Federal reserve banks in
different parts of the country, so that their operations may be accommodated
to the business needs of each section, and to vest final power in the Federal
Reserve Board, so as to insure a conduct of business by each bank which will
not be detrimental to the carrying out of the entire plan. The powers of
the Federal Reserve Board are therefore to be exercised in regard to each
reserve bank as the conditions surrounding said bank may dictate, keeping in
view the general purpose and plan of the Federal Reserve Act. Bearing in
mind such general purpose, I am of the opinion that the Federal Reserve
Board has the right, under the powers conferred by the Federal Reserve Act,
to determine what rates of discount should be charged, from time to time by
a Federal reserve bank, and, under their powers of review and supervision,
to require such rates to be put into effect by such bank.

Very respectfully,

ALEX, C. KING,
Acting Attorney General,

To the Secretary of the Treasury.
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WHITE & CASE
14 WALL STREET

JDW.LC New York, February 25, 1920.

Federal Reserve Bank,
120 Broadway, New York.

Dear Sirs:

You have asked for our opinion as to whether under the Fed-
eral Reserve Act the Federal Reserve Board has the power to initiate
discount rates from time to time, or whether such power resides solely
in the Federal reserve banks.

There can be no question as to the power of the Congress.
The Federal Reserve Board could have been given the absolute and ex-
elusive power to initiate rates. In faect in subdivision (b) of See-
tion 11 of the Act is has been given the exclusive power to fix the
rediscount rate to be charged by a Federal reserve bank on the redis~
count for other Federal reserve banks of discounted paper. The ques-
tion is, therefore, what the Congress intended by the language of the
several sections of the Aet as to the power of the Federal Reserve
Board in connection with the discount rates.

No legal principles seem to be involved in the gquestion ex-
cept a few simple maxims of statutory construction. The Attorney
General in his opinion of December 9, 1919, invokes one of these -
that, if possible, meaning must be given to all words of a statute.
In applying this prineiple he emphasizes the use of the word "deter-
mination™ in subdivision (d) of Seetion 14 of the Aet, wherein it is
provided that discount rates as established from time to time by a
Federal reserve bank are subject to review and determination of the
Federal Reserve Board, and the conclusion he draws, which seems to us
justified by the language, is that the power of the Federal Reserve
Board is not limited to a review of such a rate but that the Federal
Reserve Board may follow such review by a determination establishing
another rate, if not satisfied with the one under review. And the
Attorney General goes further and holds in effect that the Federal Re-
serve Board has the power to initiate rates.

The same principle of statutory construetion requires, how-
ever, that use be made of the words found in the same subdivision giv-
ing to every Federal reserve bank the power "to establish from time to
time *** rates of discount.” Our opinion is that the meaning which
must be given to those words is that the Federal reserve banks have the
power to initiate rates and, because we find no specific grant of suech
power to the Federal Reserve Board, that that Board has no such power
except in so far as a determination in conneection with a review may be
regarded as initiation. We think that the Federal Reserve Board's
power is, however, spent after a review and determination in respect of
a rate established by a Federal reserve bank.

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis



Federal Reserve Bank. 2 2-25=20.

But there is a practical side to the matter. Subdivision (Jj)
of Section 11 of the Act gives to the Federal Reserve Board general '%
supervision over the Federal reserve banks. Those words, which have

: d dicial consideration and construction, are broad and
§?$3§¥ ve g‘tggires:epg and $% has been hela that en’offieer who ean

only advise or suggest to another has no general supervision over him,
his aets or his econduect.

Bearing in mind the scope of the power of general supervis‘ion,E
assume that a bank was satisfied with its existing rate, which had al-

eady been reviewed and determined by the Board, and assume that the
Board had decided that the rate should %e cheangéd. The Board might oa&t

upon the bank to establish and report its rate, and even though the ra
80 reported might be the same as before we think there would have been
a sufficient exercise of the power of initiation by the bank to open
the door for review and determination by the Board.

Or assume that the bank was not satisfied with the rate es-
tablished by the Board, after review and determination. It might es~-
tablish a new rate, which also would open the door for another review
and determination. Should such a course result in an unseemly race be-
tween the Board and a bank to fix the rate, it would, we think, be a
fair construction of the general supervision provision of the Aet teo
hold that in such circumstances the Board might direet the bank not to
change the rate as determined by the Board until the lapse of some ar-
bitrary but reasonable periocd, unless some change in the situation
"with a view of accommodating commerce and business" (Sec. 14 sub. (d))
should, in the judgment of the bank, have reasonably suggested it -
that is, some change from the conditions obtaining at the last deter-
mination by the Board. Such instructions would practically tie the
hands of the bank, beecause its directors could not resolve that in
their judgment such a change had taken place merely because they
thought the rate was wrong. They would in justice to themselves be
obliged to believe and find that some such real change had teken place.

We are not commenting on the wisdom or unwisdom of the sta-
tute but on the statute as we find it. The history of its passage
shows a struggle between the ideas of a central bank and of more or
less autonomous regional banks. The latter policy prevailed in general
and yet the statute is in several respects a compromise, and the intent
is elearly reflected to co-ordinate the several banks through a central
power to whieh is given, ameng other powers, "general supervision,"
such absolute and coercive control as the power, on the affirmative vote
of five members of the Board, to require a bank to rediscountthe dis~-
counted paper of other banks at rates fixed by the Board, and the power
to suspend or remove any officer or director of any Federal reserve bank.

There are inconsistencies in the statute, as there usually are
in statutes that have passed through the fire of compromise between
strongly-urged conflicting theories, but the idea of central control,
while it may have, in the popular understanding of the statute, been
defeated, nevertheless is really the dominant thought of the statute as
a whole. As a further instance, it is provided in Section 4 that the
board of directors of a Federal reserve bank shall "subjeet to the pro-
visions of law and the orders of the Federal Reserve Board extend to
each member bank such discounts, advencements and accommodations as
may be severally and reasonably made with due regard for claims and de-
mands of other member banks.” The conclusion seems to us to be clear
that the intent of the Congress was, for all praectical purposes, to
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give to the Federal Reserve Board the power, directly or indireectly,
eventually to enforee its own views as to discount rates to be ehlrged
by the Federal reserve banks.

Our conclusion, therefore, is that the banks alone have the
power to initiate rates but that the Board has the power to change ;
those so established; that the Board has no power direetly to 1nit1;to
a rate but that the sweeping power of the Board is sufficient to enable
it by one means or another to bring about any changes in the discount
rates in any district that its judgment may dictate. i

Yours very truly,

(Signed) White & Case.
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SENT TO GOVERNORS OF OTHER FEDERAL RESERVE BANKS,

STRICILY QORFIDENTIAL Nay 12, 1927,

Dear Governor

Vie were advised yesterday afternoon that the Governmors Conference
had authorized the partioipation among all Federal reserve banks of the gold
which we recently purchased in London, A telegram to that effect was im-
mediately sent to you m order that the distribution of the account might be
reflected in yesterday's press statement, and I am enclosing a copy of the
telegram for confirmation,

1 understand that Govermor Strong has fully explained this transac-
tion to you at tho Conference, and I am now u-iting merely $o confimm the
details as a matter of record,

We purchased from the Bank of France om llay 6, 89,5698,0622 fine
kilos (2,060,643,862 fine ounces) of gold, delivered at the Bank of Ingland,
Londom, At the statutory mint price the value of this gold is $59,548,191,54,
and we pald for it (59,337,206,06 which, you will observe, gives us a margin
of $210,985,49 less than the full mint value, The price at which we bought
this gold took into consideration the shipping charges to New York which
would smount to about $126,422,856 and also the interest that was saved to the
Bank of France by our making lLmmediate payment, Assuming the gold is ultimate~
1y brought to New York at current rates the allowance made for interest would,
of course, represent profit in which all Federal reserve banks will participate.
The item of $210,985,49, pending final disposition of the gold, is being

sarried in suspense om our books,

Will you be kind emough to write us at your convenience confirming



the participation of your bank in this purchase of gold so that our records

will be complete,
With kindest regards, believe me

Faithfully yours,

J. H, CASE,
Deputy Govermor,

JdEC MK
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STAICTLY CORPIDENTIAL June 14; 1027,

Desr Govermor Herding:

I em writing to confirm the telegram which I sent you yesterdasy,
and to explain in e 1litt-le more detall the transaotion to whioh it re-
ferred.

You have doubtless seen reference in the newspapers to the fact
thst the Bank of Prance has been accumulating large bslances abroad, par-
ticulerly in London and New York. We would like to explsin cur under-
standing of the situstion, which gives rise to the present transsction.

Owing to the flow of funde to Parie heavy purchasee of foreign
exchange have been made by the Bank of France in order to keep their ex-
change rate stable. In line with their present monetary policy, it has
been the desire of the Sank of Franoe to convert some of thees large
foreign balances into gold to be held under earmark for them abroesd,

Thie heas already been dome on a considersble scale both in Londen and
Bew York and, in order to fascilitate these large operations, now under
wsy by both the Bank of Prance end the Bank of England, we have agreed to
resell to the Bank of France for payment in sterling the gold which we
bought from them leet month end which is now earmsrked for our scocunt
with the Bank of England.

The selling price sgreed upon is 24 s. 11 5/11 4, per fine cunce
which is the Bemk of England's statutory selling price and the equivelent
of cur mint parity. At the present rate of sterling exchange, $4.85 5/3,
there ie¢ a potemtial prefit of approximetely $85,000, btut since we are
taking payment im sterling, our actual profit, whem comverted into dollars,



2 Mr. W, P, G, Harding. June 14, ey,

will depend upon the rate of exchange at the time of comversiem. With England
on & gold basis and on the basis of present shipping costs, the gold impert
point from London to New York is approximately $4.85. Fe may therefore con-
sider thet as the minisum rate below which sterlinmg will not fall under presat
conditions. Instead of taking the profit of $85,000 on this sale of gold at
this time, however, we propose to use this sum to write down the value of the
sterling received in payment for the gold to a price slightly under the gold
import point.

The net effect of this transaction will be to convert a mon-reserve
deposit of gold into esrning assets abroad which, whem written down bty the
amount of $85,000 referred to above, will represent a book value below which
w actuasl value should not fluctuate under existing conditions.

The Bank of England has agreed either to invest the sterling for ue
in prime commercial bille or else to employ the money at interest as contem-

g plated by our original 1017 agreement with the Bank of England. As you kuow,

‘ the Federal Reserve Bank of New York has at th_o present time an account with
the Bank of England which is mot participated smeng the variocus Federal reserve
banks. It comprises the equivalent of $£73,000 in prime commercial bille;
$243,000 balance at interest and $341,000 free balance. This side of the
Bank of England account has never in the past been offered for participation
among the other Federal reserve banks owing to the fact that for some time
before England returned to a gold standard there was a loss in the ascount.
ihile that loes hes cessed to exist szince England's return to the gold standadd,
nevertheless we have felt until now that the amount of the account was too emall
to justify ite participation. Ai you may remember, this matter has been discussed
from time to time with the Open Market Investment Committee and at the various
Governors Conferences, when it was understood that until the account increased
in sise there would be no oceasion to offer a participation to the other Federal

reserve banke,



L June 14, 1927.

In its brosder aspects we delieve this transsction conmstitutes
a sost construotive step Im cur cooperstion with the foreign benks of
{ssue end one which will aseist materislly im prosoting the stability of
the gold standard sbresd. Our directors have given the mstier thelr amsst
csreful comsideration snd emtirely spprove of the proposed astion.

¥11l you plesse be good emough to let us kmow et your early con-
venlence whether you care to participate in this sccount with the Bank of
Englend. I as sure that you will sppreciste the need for regarding the
contente of this letter ae most confidential.

Very truly yours,

BENJ. STRONG,
Gevernor.

Nr. &, P, G, Hearding,
Gevernor, Federsl Reserve Bank,
Boston, Hasa.
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FEDERAL RESERVE BANK OF  RICHMOND

June 1%, 1927

Dear Mr. Harrison:

Receipt today of the Board's tabulation St. 5405, showing the
average rate of current net earnings on paid~-in capital of the several Federal
Heserve Banks, brings to my attention the fact that this bank is showing
earnings upon capital lower than any bank in the Systep at the present time.

In times past, we have had several metheds of distributing
System investments, one being upon the basis of capital and surplus, another
upon the relation which the earnings and expenses of a particular bank bore to
the aggregate earnings and expenses of all the banks, and another upon the need
of & particular bank to build up its earnings to meet dividend requirements and
certain depreciation chargese. 1t does not appear that adjustment has been made
in the plan of distribution since the first of the year, slthough 1 believe it
has been the practice to make such adjustments neretofore.

We did not join in the general plan of distribution of System
investments for the purpose of adding to our earnings, which since the organi-
zation of the System up to the present time have been adequate for requirements
in the regular course of rediscounting for member banks. Inasmuch, however,
&s We have joined in participation in Systlen investments, 1 am calling attention
to the fact thats apparently, some adjustment should be made in the present rate
of distribution which will meet our requirements. Heretofore there hés been an
occasionusl defieiency of earnings in the first six months of the year, usually
in the first three months when it occurred, but in the latter half of the year
we made up the defipiency. Up to this time, there has been no reuascn to think
that the result of the latter half of the year would not conferm to previous
experience in making up the deficiency. It is now rather doubtful that this
will be the case.

From the enclosed sheet you will see the amount of participation
of six banks in System investments in compearison with their capital and surplus.
The participation of the Richmond bank is the lowest of any of them and relative-
ly it is much the lowest bDecause the capital end surplus of the Richmond bank is
very much in excess of that of any of the other banks specified.

Will you pleuéé call to the attention of those who have the
matter in charge the fact that some adjustment of distribution is called for?

Yours very truly,
(Signed) Geo. J. Seay
Governor

Mr. George L. Harrison, Deputy Governor
Federsl heserve Bank of New York,
New York Uity
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FEDERAL RESERVE BANK

OF RICHMOND

STATEMENT JUNE 15, 1927
(Even Thousends)

Richmond __ Atlanta _St, Louis __Minneapolis _Kensas City Dallas

Capi‘ta.l. [ E RN E R R s 6, 206 s 5,103 $ 5’ 289 * 3’ 005 * 4’ 217 ‘ 4’ 247
SUrpluSeeassesess _12,198 9,632 9,939 74527 92029 8,215
Totele..es $18,404 314,735  $15,228 $10,532 $13, 246 §12,462

Holdings of:
Bills Bought in :
Open Market... § 8,329 $ 9,860 11,427 $ 7,013 $ 9,175 $ 8,629

Us S, Government 8.8 85 6416
SecuritieSeecss 10; 542 9,591 v_g 2830 23,01 33, Jz_.l._}-
Totale.... $18,671 $19,451  $40,257 330,02% $43,02 $35,045

NOTE: The earnings of Richmond for year to June 15, 1927, are insufficient to meet
expenses and dividends, there being a deficit of $87,383, not including in the deficit
the end=-of =year charge offs.
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June, 18, 1927
liy dear Governor Seay:

1 want to thank you for your letter of June 17, referring to the

present distribution of the System's investments and enclesing a tabulation
of the allocation of those investments to six of the reserve banks.
Your letter and the table seem to me to indicate the need of some . ‘

readjustment but inasmuch as 1 personally have no contact with the handling

of that account, 1 have discussed your letter today with Mr. Matteson in

lir. Case's absence and learned from him that they are now working on figures
and estimates of earnings with a view to making an early redistribution ef
the account largely because of your own exceptional position. In the cir-
cumstances I am giving your letter together with the enclosed table to

lir. Matteson for his information in connection with the work which is now
being done in this matter.

.1 understand from ham that while the reallocation of the account

is ordinarily not made until the latter part of the year, nevertheless

they are considering an earlier readjustment largely on saccount of your

N e el

present position. ‘

L am calling your.letter to the attention of kr. Uase from whom
you will probably hear directly.
Very truly yours,

GEORGE L. HARRISON
Deputy Governor

Mr. George J. Seay,
Governor, Federal Heserve Bank
Richmond, Va.

GLH.KMC
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FEDERAL RESERVE BANK OF  RICH&OND i

June 20, 1927 j
:

ir. George L. Harrison, Deputy Governor
Federal heserve Bank of New York
New York City
Uear Mr. Harrison:

1 am in receipt of your letter of the 18th in response to T
mine with respect to the present rate of distribution of System invest-
mente, and note that you say this comes more particularly under the
jurisdiction of lir. Case and we will probably hear from him in due
course.

Very truly yours, j
(sighed) Geo. J. Seay |

Governor
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COPY

FEDERAL RESERVE BANK OF  BOSION

June g8, 1927

Dear Governor Strong:

1 have received your letter of June 27
with statement showing the gross and net earnings of all
the banks for the first five months of 1927 with estimated
figures for the last seven months.

It seems to me that the ratio to be used
in making distributions of bill purchases is egunitable as it
is based upon the ratio of earnings required from assets
other than Government securities during the rest of the year
to cover expenses, dividends and charge-offs.

This is to signify my approval of the plan.
Very truly yours,
(Signed) W. P. G. HARDING
Governor
lire Benjamin Strong, Chairman,
Open Market Investment Committiee,

Federal Reserve Bank
New York, N. Y.
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June 29, 1927

Dear Governor Norris:

1 have received your letter of June 28 with regard
to future distribution of System purchases of bills, and note
that the ratios stated 1in the memoranduil accompanying my
letter of the 27th ingtant bhave your approvadl.

four further comments relating particulariy to the
jtem of charge—offs for bank buildings have been duly noted.

This is an item whlch has been rather difficult for the Com-

mittee to deal with, Dut it seems to nave Deel taken care o1

in afairlyequitable manner and I judge in & manne
i s reasonably satisfactory 10 the majority of the Danks.
However, this is a matler which might be orougidt up at &
of the Committee.

Very truly yours,

Benge. Strong

Chalriial, Open Wi arket

Investment Committee

3
4Oy y
Governor, Federad Kkeserve Bank of Philladelplhlic




FEDERAL RESERVE BANK OF PHILADELPHIA

June 28, 1927

liy dear Governor Strong:

I am in receipt of your fevor of the 27th instant, in
reference to future distribution of bill purchases, and beg to
advise you that the ratios used in the third column of the memoran-
dum attached to your letter seem satisfactory, and have my approval
as a member of the Committee.

There is but one point, which I have previously made in
correspondence and conference with Mr. Case, and which 1 wish to
repeat. That is that it is entirely proper that these distributions
should be made with due congideration of the gross earnings of the
banks from other seurces, and their expenses, dividends, and such
charge-offs — furniture, fixtures, and possible losses — as really
appertain to transaction of the banks' business, but there ought not
to be teken into consideration any charge—off which a bank may see
fit to make on its building. If a bank desires to make a large charge-
off on this account, and can do so out of earnings from business origi-
nating in its District, no other Reserve Bank is in a position to object
or criticize, but I strongly object to taking earning assets away from
banks which have been economical in their building program to amortize
the cost of more elaborate buildings erected by other banks. Such &
course is in fact a levy upon some banks to pay for the buildings of
other banks.

My recollection is that in 1926 over $2,000,000 was charged
off for depreciation om bank buildings. The figures in the statement
attached to your letter indicate that charge-offs on this account are
likely to be less this year, as the total of charge-offs is only
$2,840,000. of which $400,000. is for possible losses in the Seventh
Distriet. 1 am,

Very truly yours,

(Signed) Geo. W. Norris
Governor

Mr. Benjamin Stromng, Governor,
Federal Reserve Bank,
New York City
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FEDERAL RESERVE BANK OF  CLEVELAND

June 30, 1927

Mr. Benj. Strong,

Chairman, Open Market Investment Lommittee,
Federal Reserve Bank of New York,

New York, N. Y.

Desar Governor Strong:

four letter of June 27, with enclosures, received.
1 have carefully gone over the statement of gross earnings
and expenses and note the realignment of percentages for the
distribution of bills, to become effective in the near Tuture
if spproved.

1 am in accord with. the proposed basis, with the
condition. imposed that the matter will sgain be studied in
September, having in mind that perhaps there should be some
adjustment in the percentages as of Uctober 1.

Very truly yours,
(Signed) E. R. Fancher

Governcr
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FEDERAL I ERVE BANK OF CHIGAGO

June 30, 1927

Mr. Benj. Strong, Chairman,
Open Market Investment Committee,
Federal Reserve Bank of New York,
New York, N. Y.

Dear Governor Strong:

Your letter of the 27th instant was duly
received, and based upon the exhibits which accompanied
the same, the proposed plan for distribution of further
purchases of bills seems to be equitable to all concerned,
and consequently 1 nave today wired you 1n accordance with
copy of telegram enciosed nerewlvn.

Very truly yours,
(Signed) J. B. McDougal

Governor
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July 19, 1927.

My dear Governor Criesinger:

After a good deal of reflection I em heeitating a good deal
about making & trip west. It would be most fatiguing during the hot
weather and, as you realise, there ie alwaye some possibility of s mis-
understanding and other unfavorstle reactions.

The action taken by the Board on the recommendations of the
Open Matket Investment Committee made in May suggests the need for &
neetm; of_ﬂie i?c“-ittu the latter paﬂ of this month, and I am wonder-
ing uhet.'!“m.r' thi;c m not be & substitute for our trip. Would m' advige
me in reply on what date we eﬂlld.emct to find the membere of the Board
availsble in Washington for s diecussion toward the very end of this
month and I will communicate with the members of the committee to see
shether & meeting cen be arrsnged.

Things are very quiet hers. Money has showmn an easing teundency
and we are now meking no further purcheses beyond ﬁu £15,000,000 already
reported.

Very truly yours,

Behj. Btrong
Governor

Hon. D. R. Crissinger,
Governor, Federal Reserve Board,
Washington, D. C.




(Similar letter sent to Mesers. Norris, Fencher and McDougsl)

July 20, 1927.

Dear Governor Hardings

With further reference to our telephome conversation with ysu
today rog;rdix;g the large holdings of Government securities bheld by & foreignm
correspondent meturing on Beptember 15, 1927, and the probeble difficulty we
will bave in replscing them at that time with other short meturities, I sa
glad to advise you that all members of the Committee heve spproved of our
delivering to this correspondent March maturities from the System Account in
exchange for Seplember maturities.

Thie will afford en opportunity to effect & better distribution
of the mesturities in the Syetem Account z& we are now holding upwards of
81 miliion dollars maturing Warch 15, 1928, and a comparetively emell smount
(ebout 25 millien dollars) of the September 1827 maturity. I have therefore
arrsnged en exchenge of this sort of 10 million dollers. It is possible that
other sxchangse mey be made at sn eeriy dste.

You were elso edvised thel the Tressury is desirouws &t this time
of purchasing & round emount of Second Liberty lLoen tonds. They are now dﬂfi—
oult to obtain in the market and it ie proposed to sell to the Tressury, if
neceseary, sll or any part of the 9 million dollsrs of that issue in the System
Account to be repleced with other short maturities. The members of the Committee
beve also approved thie and we shsll be guided accordingly.

Very truly yours,

BENJ. STRONG,
¥. ?o G. W hq.' ‘
Governor, Federsl Reserve Bank, ﬁ:imtm .::::f
Digitized for FRASEROSE0R, Mass. Comni
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COPY

FEDERAL RESERVE BOARD

WASHINGTON

July 27, 1927

Dear Governor Strong:
This is to advise you formally of the action of the °
Federal Reserve Board todsy, following its meeting with the
Open Market Investment Committee, in voting that the authority of
the Committee be extended for the purpose, a s and when cop-
ditions warrant, of not to exceed an additional $50,000,000
of investments.
Very truly yours,
(signed) D. R. CRISSINGER,

Governor.

Mr. Benj. Strong, Governor,
Federa 1 Reserve Bank,
New York, N. Y.
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July 28, 1927,

By dear Governor Criseinger:

Thie ie to acknowledge and thank you for your faver
of July 27 advieing ! | the sotion of the Pederal Reserve
Board in extending ﬁmrlty to the Open HMarket Investment
Committee to make further investments not to exceed an addition

of $60,000,000, ss and when conditione warrant.

Very truly yours,

Benj. Strong
Governor

"n- P R Mldl‘or,
Governor, FPederal Reserve Board,
Washington, D, C.

BS/RaHl
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July 28, 1927.

By dear Governor ﬂﬂ?(ngtﬂ ' 7
Thie will / lorve to acknowledge your favor of July 27
enclosing for our confidential informetion copy of the minutes
of the mesting held in Washington on July 27. This report was
read to our directors st their mecting to-day, and I may say gave
much satisfactien.
e all foel that it was a most enjoyable and constructive
meeting, @d that the action teken was greatly in the interest of

the System snd of the country.

Very truly yours,

Benj. Strong
Governor

Hon. D. R. Criesinger,
Governor, Pederal Reserve Board,
Washington, D, O,

BS/RAH
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PRIVATE ASD CONFIDENTIAL: August 15, 1927,

My dear Governor Crissinger:

I am sending you a letter today as Chairmsn of the Open Market Investment Com- &
mittee which I think explains itself, but wish to add something te it personally so that you
may understand the atmosphere.

There has been & oconsiderable movement of funds away from New York. It resulted

a8 you have observed in the money market remaining somewhat firmer than we had anticipated
and it not only resulted in our purchasing somewhat more for open market m@nt than I had
expected, but in our doing so much ioro rapidly thsn h@d been anticipated. Tfho transg-
actions reported in my sepsrste letier sre simply routine and arose in comnection with
adjustments made in the various accounts as e;;lainud.

Ve afé “about fmecing the need for a very considerable praparation for the
September 15 financing. We hold for account of the Open Market Investment Committee and
for account of our foreign correspondents something over $200,000,000 of the certificates
maturing September 15. If repayment of these were roceived from the Troa/a;;yvlthmt
any offsetting purcheses it wmould of course result in & very severe stiffening of money
rates and & large shortage of reserves in New York, much the largest in fact that we have

experienced in some years. In view of this fact we are now proceeding vigorously to

purchsase several longer meaturities against offsetting sales of the September 15 maturities
ae rapidly as theee can be effected. The account will be up snd down from dey to day,
but I want you to understand just what ie taking place, and hope you will explain it te A

your collesgues in the Board.

A

From thie time on I anticipste there may be a fairly Bteady growth in demands

S5
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2 Governor Crissinger 8.15.27

upon us by the money market snd we would mot wieh to have the money situation complicated

by feilure te anticipate these maturities.

#ith beet regards believe me,

S8incerely yours,

Bonorable D, R. Crissinger,
Governor, Federzl Reserve Board,

Jaghingten, D. C.

itized for FRASER
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SIMILAR LETTER T0: Geo. W. Norris, Governor, Federal Raaerva Bank of W
E. P, Bancher, ¥ Cleveland
J. B, HcDougal, " ‘ " "  Chicago

- August 15, 1827.

Dear Governor Harding:

I have today written Governmor Criseinger s letter outlining the - @
present status of the Open Harket Investment Aecount. 4 copy of the let-
ter ig enclosed for your informstion.

he you probably know, there has developed within the last few
daye & good demand for the nes Treamsury & 5/8% bonde, snd it has, therefore,
eeemed a good oppartunity for ue to carry out the program agreed upon in
June; viz,, of trading out this $20,000,000 of bonds and acquiring in their
place short-term Governsent obligetions. As indicated in wy letter to
Governor Crissinger, we shall probably dispose of the remsiming $10,000,000
of & 8/6% bonds within the next few days.

Fe now hold something more than $200,000,000 of September 15
certificates for account of Foreign Correspondents, and for the Open Harket
Investment Account, which may creste a difficult transaction to handle im
September, A¢ occasion offers between now and that date, it seems desirsble
to switch some of these September 15 obligaticnms n the System Account inte
other short-ters psper meturing in December and/or next yeer.

Do you agree?
Very truly yours,
BERJ. STEOEG,
Chairman, Open Harket
r, ¥, P, G, Harding, Investuent Committee.

Governor, Federal Feserve Bank of Hostom,
Beston, Yassachusetts.
Encl.
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Augnet 15, 1927,

Pear Governor Crissinger:

At the opening of business this morming the Open Harket Investment
Account stood at about $301,000,000, with additionsl purcheses made last
week, for delivery today, of $4,000,000, which will make the total
§805,000,000. This brings us up to a total of $40,000,000 of purchaszes
agaeinst the $50,000,000 recently suthorized.

This morming one of our foreigm correspondents requested us to
sell $10,000,000 of September 15, 1827 certificates, which we are taking
for the System hccount. This will complete our purchases for the present.
In addition to this §10,000,000 purchase we have been offered & block of
$20,000,000 of the September 15 certificates, and as we hold in the
System account §20,000,000 of the ireesury-% 5/8% bonds (for which we tﬁd
in Second Liberty loan 4 1/4 bonde on June 15) which can now be sold to enm
sdvantage, it has seemed to us an oppor’bmc time to metiee the switch. We
are, therefore, teking in the $20,000,000 of September 15 certificates,
againet which we will sell the long-term % 5/8% bonds, ané have today scld
$10,000,000 of the latter at 100 22/32, for delivery tomorrow. The re-
meining $10,000,000 will undoubtedly be sold within the course of the mext

few days.
Very traly yours,
BENJ. ETFONG,
Chairmsn, Open Harket
fionorable D. R. Crissinger, Investment Committee.

Governor, Federal Feserve Board,
®aghington, D. C.

ederal Reserve Bank of St. Louis



IS LETTER SENT TO GOVERNORS OF ALL OTHER FEDERAL RES

PRIVATE & CONPIDENTIAL August 16, 1927,

Dear Governor Harding:

I am enclosing copy of our telegram advising you of the sale
of £1,000,000 from the account with the Bank of Zngland in which you
participate. You will recall that our purchases of gold in London last
spring were made to avold the importation of gold into this country
and that the subsequent conversion of this gold into sterling bills and
a balance at interest was effec‘ﬁ‘ to aid the Dank of England and the
Bank of France in adjusting the Paris-London eu_nwng° position.

Since these purposes have now been at least partly accomplish-
ed, we have arranged with the Bank of England that our sterling balance
may be gradually brought home as and when favorable opportunity offers.
The recent strength of sterling excheange afforded us such an opportunit
by permitting the-sale of £1,000,000 at an attractive rate, namely
$4.86-3/32. As this sterling cost zbout $4.8493, this transaction nets
a profit of $11,837.50 but in view of tha uncertainty as to the method
of disposing of the balance of the sccount with the Bank of England or
the rates at which it might be disnosed of, we have thought best to
defer for the time being distribution of this profit. Ve are, there-
fore, carrying this in suspense for distribution at a later date.

It may be that if sterling continues firm we will make
further sales, and we shall send you telegraphic advice from time to

time should that occur,

Ur, W, P, G, Hardling, Je. He CASE,
Governor, Federal Reserve Bank, Deputy Governor.
Boston, kKass.

JTEO K
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PRIVATE & CONPIDENTIAL sugust 16, 1927,

Desar Governor Harding:

I am enclosing copy of our telegram advising you of the sale
of £1,000,000 from the account with the Bank of England in which you
participates You will recall that our purchases of gold in London last
spring were made to avold the importation of gold into this country
and that the subsegquent conversion of this gold into sterling bills and
a balance at interest was effactgd to ald the Bank of BEngland and the
Rank of France im adjusting the Paris-London eﬁcn:ng: position,

Since these purposaes have now been &t least partl
ed, we have arranged with the Bank of England that our sterling bzlance

1

may be gradually brought home as and when favorable

D

recent strength of sterling exchange afforded us such an opportunity
by permitting the-sale of £1,000,000 at an attractive rate, namely
$4.86-3/32. As this sterling cost about $4.8483, this transaction nets
a profit of $11,837.50 but in view of ths uncertainty as to the method
of disposing of the balance of the account with the Bank of England or

o

the rates at which it might be disposed of, we have thought best to

defer for the time being distribution of this profit. Ve are, there

fore, carrying this in suspense for distribution at a later date,

ol

11 make

It may be that if sterling continues firm we w

further sales, and we shall s
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md you telegraphic advice from time to
time should that occur.

Very truly yours,

¥r, W, P. G, Harding, J. He CABE,
Governor, Pederal Reserve Dank, Deputy Governor.

Boston, kass.
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HIS LETTER SENT TO GOVERNORS OF ALL OTHER FEDERAL RESERVE BANKS

TE CONFIDENTIAL August 16, 1927,

Dear Gowernor Harding:

I am enclosing copy of our telegram advising you of the sale
of £1,000,000 from the account with the Bank of Zngland in which you
participate. You will recall that our purchases of gold in London last
spring were made to avold the importation of gold into this country
and that the subsequent conversion of this gold into sterling bills and
a balance at interest was cffectad to aid the
fank of France in adjusting the Par s-London exchange position,

Since these purposes have now been at least partly accomplish-
ed, we have arranged with the Bank of England that our sterling balance
may be gradually brought home as and when favorable opportunity olliers.
The recent strength of sterling exchange afforded us such an opportunit]
by permitting the sale of £1,000,000 at an attractive rate, namely

$4.86-3/32. ss this sterling cost about $4.8493, this transaction nets
a profit of $11,837.50 but in view of tha uncertainty as to the method
of disposing of the balance of the a ~count with the Bank of England or
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being distribution of this profit. Ve are, there-
fore, carrying this in suspense for distribution at a later date.
sontinues firm we will make

further sales, and we shall send you telegraphic advice from time To

time shouléd that occur,.

¥r., W, P, G, Harding,
Governor, Pederal Reserve D
Boston, liass.
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CONPIDENTI AL: : August 19, 1927

Dear Governor 6r1ning§r:
Mattere are developing from dsy tc dey in money merket affasire and once 8
more I should advise you just what 1s transpirings e
In the firet place you will observe from the gold settlement fund
figures that we have lost over tm,ooo,odo of our reservee in the last few feckc
to the rest of the country. While thie ie not unususzl at the sesson, I have a
feeling, lhichr is shared by some of my associates here, that the movement has been
agcentusted by the failure of Chicago and Philadelphia to reduce their discount
rates. But after all that is & metter for them to decide and we must mske our
arrangements accorcdingly. _
Until the last dey or two the trend of the money market dieclosed an |
underlying strength which disturbed me somewhat, but within the last forty-eight
hours it has shown evidence of o#ae,' stock exchznge rates today were reduced to ;
8-1/2%, there is a somewhat lessened demand for Federsl Reserve funds, sad signe ‘
that the commercial paper mairket has eased a bit ‘aa well as the rate on collatersl
time loens. '
One of the results of this esse, of course, is to strengthen the
sterling rate somewhst and we have been succeseful in disposing so far of about
L 3,750,000 of our sterling balances - in round figures sbeut $18,000,000 -
This, of course, tckes money out of the money market and considering that it
fnvolves no change in policy and simply a shift in portfolio from Logdon to New

York, we have felt obliged to buy a moderate amount of governments in order to
offset these withdramels.
Digitized for FRASER
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2 Governor Criseinger 8.19.27

Teking the situation ae a whole, it hss worked out most satisfactorily.
If we find after the turn of January that our portfolio is larger than nscessary
we can readily liguidate a part of it. And ae matters stand today I think it
may be better later in the year to let the neede of the market be supplied by the
member bsnke borrowing from us.  The liquidstion immediately following the
first of Jenuary will enable us to judge of the extent, if at sll, we should
sell government securities,

I hope the whole program hae worked out to your satisfaction. I know
it hae to ours, and our directors expresscd satisfaction when the subject was
reviewed at yesterday's meeting.

I beg to remain

Sincerdly yours,

Honorsble D. R, Criesinger,
Governor, Federal Reserve Bosard,
Washington, D. C.
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August 25, 1927,

Dear Governmor Crissinger: -

Since uy letter of August 16 in reference to changes in the Open
Harket Iovestment Account, the strength in sterling hasz ensbled us to make
further salee from owr London socounmt. Such sales bave resched s totsal
of & 7,180,000 through the close of tusiness tonight, involving the withe
drawsl from this market of approximstely $8£,000,000, and up to the close
of business last night we had purchased for the System Account, s an offset,
e total of §17,004,600 par value of Government securitiee.

Today one of our foreign correspondents reguests ue te sell from
ite holdings $25,000,000 of Treasury certificstes saturing September 18
nexts of this amount we have purchased for the System Account §15,000,000,
saking total purchases to offset sales of sterling $32,000,000 and incressing
the holdings in the System Account to §347,000,000, The remsining
§20,0004000 of these September sertificates we hsve purchesed for our own
Wm@,wgwmwrummmm
early in September.

With the contizued strength in sterling, wewill, no doubt, be able
to make further substantisl sales, in which event we shall continue msking

Yery truly yours,
BERJ « STRORG,
Homorsble D. K. Crissinger, ' mw
M.:mm&mm' Invesiment Committes.

Federal Reserve Bank of St. Louis



(The following letter sent to Governors Beay, Wellborn, Biggs, Young
Bailey, Talley and Calkins 5

CONFIDENTIAL
August %' 1987,

Dear Governor Seay:

In vier of the sctivity in the System open market investment sccount
and the consoquent chsngee in the Government securities held, it secems desirsble
to summarize the recent trsnssctions which have appeared in detail in our seekly
reporte.

On June 9 you were advised concesning (1) the inerssee is the sccount
from & totsl of $136,000,000. to $236,000,000. due to purchsses made to offset
£100,000,000. of gold esrmerked for sccount of one of our forelin correspondents,
and (8) the trenssctions incident to the June 15 msturitics in the syetem sccount
and in the holdinze of foreign corrsspondenis.

During June snd July additionsl purchsses sgyrezating $29,000,000 were
made under the suthority given the committes at the Covermors' Confersnce in Hay
which termminsted on August let. Thie brought the total purcheses uwp to §265,000,000.
st which the figure remsined until recently when sn additionsl £50,000,000 were
purchased pursusnt to action tsken at & mesting of the Open Market Investment
Commi ttee held in Fashington om July 27, thus bringing the sccount to £315,000,000.

Puring the last tem dsye sdditionsl purcheses sggregating £52,000,000
have been necess=ry a8 sn offset to the ssle in this murket of the System's sterling
bslsnces. Sterling exchange eince our rate reduction hes been consistently stromg
end it hae, therefore, seemed desirable to liguidate = portion of our London ac-
count. Up to this date oo heve sold in round figures L7,000,000. It is probstle
that further esles of sterling will be made from time to time as the markei cermite.
These ssles, of course, have the effect of tmking momey out of the market in Hew
¥ork, conseguently impsiring banking reserves, snd such securlty purchases, there-
fore, are in the ncture of offsetting transactions. The total of the system scoount
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2 #r. George k. Sesy 8,28,27.

&t the present time is $347,000,000. ¥e do mot contemplate further sdditions te
it except as so offset to szale of the sterling balsnces.

In the meantime some exclengee have Leen made in the acoount shich have
not affected ite total. On June 235, $20,000,000. of Seccond Liberty Losn 4 1/4s
were exchanged for a like smo@nt of the new 3 3/8 per cent. Tressury btonds under
the torme of the Treassury's offer, and on August 6 these Treasury bomds were sold
in the merket sand & like amount of certificstes maturimg Septesber 15, 1987, were
purchased. On July 8 sn exchange of $3,400,000. certificates maturing September
15, 1927, and of §$17,000,000. certificates maturing December 15, 1927, was made
¥ith other Pederal reserve banks for s like amount of Third Liberty Loan & i/4s
held by those bsnks outside of the system sceount. On July £1 we transferred to &
foreign corrospondent $50,000,000 3 1/4 per cent. certificates due March 15, 1948,
and took in oxchange a like smount of 3 1/4 per cent. certificates due on September
15, 1927. &Since the first of August we have sold im the market $30,000,000. of the
September 15, 1927, certificatee and purchesed s like smount of Third Liborty Losa
4 1/4e.

At the present time »e are bolding in the system sccouni approximstely
75,000,000, of certificates msiuring September i5. We are slso holding for the
account of foreisn correspondents approximately $80,000,000. of the same maturity.
ke opportunity offers we shall ;ake exchsnge of thees certificetles for others of &
longer maturity, and possibly beiween now and Beptember 15 it may be desirable
temporarily to purchase some additional smounts o be held in snticipation of the
September 15 msturity.

The progrem which hus been followed during the past two wonths has been
quite satiesfactory from our standpoint and se hope is ewuslly so to you. Ths only
protlem &t the moment ie to meke satisfactory dispesition of the rather heawy
meturities which will occur on September 15.
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3 ¥r. Goorge J. Seay 8/ea/27.

You will observe dnt, at Jesst for the present, se lnqm sccomplished
the important object discussed by the committes at the time of the Governors’
Confsrence in Ssehington; namely, the accumulation of an sdeguate perifolio ef
government securitles without plnehg‘m undue smount of our fumds in the markst.

If you have sny suggestions in connection with the handling of ttn.
socount wen't you feel fres to write me quits fraakly.

Sinoerely yours,

Benj. Strong
Chalrmen
Open Harket Inveswent Committee.

Hr. George §. Sesy,
Governor, Federsl Reserve Bank,
ﬁm&, ¥s.

B/ RaE
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COPY (sample of telegram sent to Governor of Each Federal Reserve Bank)

August 26, 1927

We have sold from our account with Bank of England further
amount of L1,000,000 the cost of which was $4,849,300.00 Your
propertion is ¢ which amount we credit ym; today.
Please apply this credit on your books to account "Due from F‘oreign
Banks-Bank of England Special Interes.t Account." Details byvma,il

CASE

Harding, Boston $ Amounts
Norris, Philadelphia Listed
Zurlinden, Cleveland

Seay, Richmond

Wellborn, Atlanta

McDougal, Chicago

Biggs, St. Louis

Young, Minneapolis

Bailey, Kansas City

Talley, Dallas

Calkins, San Fran.
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FEDERAL RESERVE BANK
OF MINNEAPOLIS

August 27, 1927.

Mr. J. H. Case, Deputy Governor,
Federsl Reserve Bank,
New York, N. Y.

Dear Mr. Case:

Our net eamings today amount to $192,000.00, our
dividends, depreciation charges and furniture and equipment
=mount to $191,000.00, leaving us a bare margin of $1000.00
over and above our dividend and depreciation charges. From
now on our rediscounts should decrease as our country banks
will be paying us very fast in the next sixty days and, of
course, the eity banks are only in and out from day to day.

Would. it be possible to allot us a somewhat larger
proportion of acceptances? I feel that we should have sn
additional $10,000,000. of earning assets of one sort or an-
other.

I shall be glad to hear from you at your conveni-
ence,

Very truly yours,
(Signed) W. B. Geery

Deputy Governor.
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COPY
Mugust 30, 1927

Mr. W. B. Geery, Deputy Governor,
Federal Reserve bemk of Minneapolis,
Minneapolis, Minn.

Dear lir. Geery:

I have received your letter of August 27 with regard
to your earning requirements for the balance of the year. |

With a view to effecting & redistribution of those

earning assete which come within the scope of the Open Market |
" Investment Committee, a revision of the allotment percentages |

has been made based upon the figures recently furnished by zll !

of the banks. The new ratios will go into effect September 1

and the ratio for your benk will be double that recently used.

These ratios will, of course, be subject to change should fig-

ures to be submitted later indicate further changes are neces-

sary, but provided the earning assets of the system keep up to

sbout their present level, the Committee hopes to be able to

distribute them in such & way as to give all beanks sufficient

earnings to cover their requirements for this year.

I hope this change will be satisfactory to you, but
if it should later develop that any further adjustments &re
necessary we expect to be in & pesition to make them. Ap you
know, the problem of the Committee is to so distribute the earn-
ing assets coming under its direection as to effect an equitable
distribution to all banks.

Very truly yours,

'Jo H.GASE
Deputy Governor

LRR/LAL j
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FEDERAL RESERV

Mr. J. H. Case, Deputy Governcr,
Federal Reserve Bank

New York, N. Y.

»

Dear ur. Case:

4 have yours of the 30th and note that beginning
oeptember 1, you will double ocur proportionste allotment

01 acceptances. 1 think this will probably carry us througt

i good shape and 1L want to thank you for your action in
the mattere

loure very vuru.iy,

(oigned) W. B. Geery
Veputy Governor
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SENT TO EACH GOVERNOR OF OTHER FEDERALS

({ },ﬂf‘

CONFIDENTIAL September 6, 1927.

Dear Governmor Harding:

Owing to the weaker tendency of sterling s&x-
change during the past fortnight, we have temporarily discontinued
sales of sterling from our balance with the gﬁnk of England. Ve

e

-may, of course, resume again should the exchange strengthemn but we

are now entering the season when there is normally some pressursa
on sterling and it may be, therefore, that we shall have to dafer
further sales for the present.

In any event, we have accomplished our main
purpose. You will recall that the gold which we bought in London
was sold for payment in sterling and that thers was a potential
profit in the sale of $85,000 if we calculated the value of sterling
at the then existing rate of exchange, say $4.85-5/8. However,
we did not take this profit but instead wrote down the value of the
sterling on our books to $4.8493. Vie were thus cerrying the
sterling at less than the gold import point from London which is
about $4.85.

The strength of sterling during August offered
us an opportunity to convert our London balance into dollars at
an advantagesous rate and at the same time permitted us to reduce .
the Bank of Sngland's liability te us which they were pleased
to do without depressing sterling. We have sold £7,525,000 at
an average rate of about $4.88-1/8. Since this sterling was

carried on our books at $4.8485, there was 2 profit on the sale



2 9/8/2%7

of §89,625.92. I think it is advisable to hold this profit in
5uspense for the present since the London account is not entirely
liquidated. We still have £2,435,000 esmployed at interest,
approximately £2,463,800 bills and £77,800 in current account.
The money employed at interest yields us 3-7/8% while the bills
carry 4-1/4%.

I hope you feel as I do that this account has work-
ed out most satisfactorily not only from theilarger standpoint of
assisting our Ruropean neighbors and improving our own economic
and monetary situation but algo from the stanmdpoint of profit.

I shall keep you fully informed of any new develop-
ments in this account.

With kind regards, believe me

Faithfully yours,

— BENJ. STRONG,
Governor.
Er. “‘. ?o G‘. Harding,

Governor, Federal leserve Bank,
Boston, HMass,



FEDERAL RESERVE BANK
OF BOSTON

W P G. HARDING, GOVERNOR FREDERIC H. CURTISS

WILLIAM W. PADDOCK, DEPUTY GOVERNOR CHAIRMAN OF THE BOARD

WILLIAM WILLETT, CASHIER AND FEDERAL RESERVE AGENT
KRICKEL K. CARRICK, SECRETARY ALLEN HOLLIS

ASSISTANT CASHIERS DEPUTY CHAIRMAN OF THE BOARD

ELLIS G. HULT ERNEST M. LEAVITT CHARLES F. GETTEMY
L.WALLACE SWEETSER ASSISTANT FEDERAL RESERVE AGENT

September 7, 1927

ear Governor Strong:
V

I have received your letter of Seotember € and note
with muech interest what you have to say regarding the sales of sterling
from the balsnce with the Bank of England. I think the Systen is
grestly indebted to you for “the wg¥érly way in which you have handled
this whole transaction and as far as this bank is concerned, I wish to
express our appreciastion of what you have done.

I am gratified to learn that the Federal Reserve Bank
of Chicagohas at last come in line with the discount rate. I presume
that Philadelphia and perheps San Francisco will not lag behind mmch
longer.

With kind regards, I am

Sincerely yours,

- T

Governor.

Mr. Behjamin Strong, Governor,
Federal Reserve Bank,
New York, N. Y.
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September 7, 1927

Mr. Benj. Strong, Governor,
f Federsl heserve Bank of New York,
: X !
1 New York, N, Y.

Dear Governor Strong: /

I have your confidentiel communicetion of September £
outlining the hendlingz of the Sterlingebelance with the Benk
of Engleand. It ie noted tFat ssles have been discontinued
temporarily end that the profit realized from sgales already made
will be held in suspense.

I know that Governor Fancher will be interested and
pleaeged with your report and it muet be very gretifying to you
to see thies sccount work out eo setisfactorily in 211 respecte.

#ith wermest regerds, 1 en

Very truly yours,

Governor

ptnrs

e

Az




FEDERAL RESERVE BANK OF CHICAGO

230 SOUTH LASALLE STREET

OFFICE OF THE GOVERNOR

September 8, 1927.

CONFIDENTIAL

fr« Benj. Strong, Governor,
Federal Reserve Bank of New York,
New York, N. Y.

Dear Governor Strong:

I have received your confidential letter of the
ant, and note therefrom that because of the recent
in sterling exchange, you have temporarily discontinued
sterling from our balance with the Bank of England.

I also note your reference to the present status
of the account and the profits that have acerued to date. I
quite agree with you as to the advisability of holding these
profits where they are for the present,

It seems to me that the whole matter has been
admirably handled; that the desired objectives have been
accomplished, and that the results ensuing should be most satis-
factory to all concerned.

Thenking you for your advice in the remises and
=) J ]
with kindest re;:ards, I am

Very truly yours,

*\,74 Hiteg,

Governor. = ©

>




FEDERAL RESERVE DANK

OF ATILLANTA

OFFICE OF

GOVERNOR Se~\;€m08r ﬁ-'th‘, 15’2?.

Mre Benjemin Strong, Governor,
Federal Reserve Bank,
New York, N.Y.

Dear Governor Strong:=

Receipt is acknowledged of your confidential lw*ter
of the 6th instant, furnishing us a resume of the handling
of the sterling account with the Bank of En;l&nu.

I fully concur in your fleeling that these transectio:

have been very beneficial from a broad standpoint in assist-
ing our Europeen neighbors, and at the same time helping
our own monetary situation. Our responsibility as the worl

ns
1

(=P

financiel center is, in my epinion, being properly borne in
the handling of these thxprn, end I wish to congratulate
you on the manner in which this has been accomplished,

We thank you for this information, and desire to assure
you of our appreciation of the usual marf<v* pation by us

Lo | with vour bank in connection with foreign transactionse
L -~ o

With essurances of high esteem, I am

rer w1l v
VCIQ, Cruly yours,

77 p
v y - 7’ 4

M.B. Wellborn,
Governors

We




W. J. BAILEY, GoveRnor
C.A . WORTHINGTON, DepuTY GOVERNOR
o, W.HELM, Casrien
, JOHN PHILLIPS, UR, A5ST.CASHIER
E.P. TYNER, ASsT.CASHIER
G. E.BARLEY, Asst.CasHien
M.W. E.PARK.ASST. CASHIER J‘\

G.H.PIPKIN, AssT.CasriEn f

FEDERAL RESERVE BANK

OF CHAIRMAN BOARD OF DIRECTORS
AND FEDERAL RESERVE AGENT

KA N SAS C lTY HEED?P’:TO"RCEAIRMAN

BOARD OF DIRECTORS

A.M.MCADAMS
ASST. FEDERAL RESERVE AGENT
AND SECRETARY

SEPTEMBER NINTH,

-1927 -

Dear Govermor Strong:

I thank you very much for your letter of
Sep tember sixth, in which you fully explain your
transactions with the Bank of England, in which this
bank is interested. The letter was submitted to our
Executive Committee and they join in expressing their
satisfaction of your conduct in this matter.

Very truly yours,

2/
2

Benj. Streong, Esq.,
Governor, Federal Reserve Bank,
New York, N. Y.




FEDERAL RESERVE BANK

W. J. BAILEY., GovERNOR M. L. MECLURE
C.A.WORTHINGTON, DEPUTY GOVERNOR OF CHAIRMAN BOARD OF DIRECTORS
J.W.HELM, Casmien AND FEDERAL RESERVE AGENT
JOHN PHILLIPS, JR. ASST.CASHIER KANSAS CitY HEBER HORD

E.P.TYNER, AssT CASHIER DEPUTY CHAIRMAN
G.E.BARLEY, AssST. CASHIER BOARD OF DIRECTORS

N A > L O e
: { SEPTRMBER NINTH, T
N
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¢
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Dear Governor Strong:

I thank you very much for your letter of
Sep tember sixth, in which you fully explain your
transactions with the Bank of England, in which this
bank is interested. The letter was submitted to our
Executive Committee and they join in expressing their
satisfaction of your conduct in this matter.

Very truly yours,
_///7%%%/

Benj. Streong, Esq.,
Governor, Federal Reserve Bank,
New York, N. Y.




FEDERAL RESERVE BANK

OF MINNEAPOLIS

: September 10,1927.

Mr. Benj. Strong, Governor,
Federsl Reserve Bank,
New York, N.Y.

Dear Governmor Strong:

This will acknowledge receipt of your letter
of September 6 in reference to the disposition of
a portion of our free balance with the Bank of Englend.

—————

These transactions required a little study on
my part, which oocasioned delay in my replying to
your specific inquiry. I believe/t?f)at the whole ,
transaction has been handled edmiraply, and/our bank
wents to thank you for permittidg Ms to }}m;ticipate.

/

Yours veﬁ'/ 1\}//
i ‘v ' | : ,”
| { r' : 4" i &

R - A 0,-" rYleg ”:2//
Goveynor
{ /

—r —

RAY=-C
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FEDERAL RESERVE BANK

OF MINNEAPOLIS

&N September 10,1927.

Mr. Benj. Strong, Govermor,
Federal Reserve Bank,
New York, N.Y.

Dear Govermor Strong:

This will acknowledge receipt of your letter
of September 6 in reference to the disposition of
a portion of our free balance with the Bank of Englend.

—

These transactions required a little study on
my part, which occasioned delay in my replying to
your specific inquiry. I believe/that the whole o/
trensaction has been handled edmiraply, and /our benk

RAY=-C
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FEDERAL RESERVE BANK

OF MINNEAPOLIS

September 10,1927.

Mr. Benj. Strong, Governor,
Federal Reserve Bank,
New York, N.Y.

Dear Governor Strong:

This will acknowledge receipt of your letter
of September 6 in reference to the disposition of
& portion of our free balance with the Bank of Englend.
\
These trensactions required a little study on
my part, which occasioned delay in my replying to
your specific inquiry. I believe/that the whole
treansaction has been handled

RAY-C




PARIS WASHINGTON, D. C.

WHALEY-EATON SERVICE

FOUNDED 1918

FoR SLIRNTS ONLY American Letter No. 471.
COPYRIGHT, 1927, BY
WHALEY-EATON SERVICE, INC. September 10 . 1927 =
Dear Sir:
1. In our American Letter of June 18 we outlined the developing diver-

gence of opinion in the Federal Reserve System and indicated that a crisis

was to be expected. That cris;s has developed through the action of the Fed-
eral Reserve Board to reduce iégaggdiscount rate. The issues involved are so
fundamental, affecting finance and business everywhere, that this entire Let-

ter will be devoted to the subject. We necessarily give largely the

Washington viewpoint.
e HISTORY: It is not true that this is the first time the Board has ordered a

Reserve Bank to reduce its rate. The Board, in 1921, gave an identical order
to the Chicago Bank. The latter, however, on the afternoon of the same day,
after conference by telephone with the then Governor Harding, requested that

it be ﬁermitted to "ask for" a lower rate, this to be sanctioned by the Board
and to take the nlace of the "order." This device was employed and the order
itself, it is believed, was expunged from the record.

a. In the present case, Chicago submitted the then current rate
to the Board, which declined to apnrove it. Chicago was left
for several days without any authorized rate and asked for
delay on the ground that a quorum of competent officials could
not be got. The Board refused to permit delay on this ac-
count and, after notifying the Chicago bank to that effect,
took action on its own account.

b. Similar pressure had already been brought on the San Francisco
bank, the Board declining to sanction a continuation of the
old rate. The only difference was that San Francisco tech-
nically asked for an aporoval of the lower rate as if the ac=
tion were voluntary, whereas Chicago refused so to do.

¢. The policy of easing the money situation was adcpted at the
conference of central bankers in New York, in July. The plan,
before adoption, was submitted to each of the 12 Federal
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Reserve Banks. It was accepted by 11 of them, Chicago
objecting.

3. AUTHORITY AS TO RATE: As to the authority of the Federal Reserve Board to order
a particular rate, it is not believed that Senator Carter Glass, "Father of the
Federal Reserve Aet", is correctly reportéd as being dubious. There is on
record a letter written by Mr. Glass, in 1919, to the Attorney General, wherein
he states, we are told, that he not only concurs in a legal opinion favoring
the Board's authority, but adds that the opinion by counsel "could have been

——
made even stronger had he kmown the facts as I know them," and urges, we are ad=
vised, that unless the Board did have complete power to fixz rediscount rateé,
"it would be powerless to control operations of any regional bank in the System
which might engage in transactions perilous to the entire System and to the com=
merce and industry of the country." And Mr. Glass was the more insistent on
this point because, he pointed out, the authors of the Act realized that rate-
making nmight, and frequently would, affect the commerce and industry of the
vhole country. Official Washington is entirely convinced that there is no
doubt as to its legal authority in the premises. It looks for political, not
legal, attack, meaning that the issue is not one for the courts, but for the
people, to decide.

4. MNOTIVE: The Federal Reserve Act specifically provides that discount rates

"shall be fixed with a viéw of accomodating commerce and business.” There is a
powerful element in Washington which takes the following view:

It is mandatory that rates be fixed to accommodate commerce.
The movement of crops is commerce, Therefore, when crops are
to be moved, instead of money rates hardening, as they have
done in the past, they ought to be put at the lowest possible
figure. It ought to be fundamental national policy, and it
is believed the Federal Reserve Act so directs, that anmually,
in crop-movement time, the Reserve System should be used to
ease the situation. Discount rates, in normal circumstances,
should be lowered every Autumn.

This yeer there were abnormal and compelling circumstances.
The foreign central bankers were quite frank in declarirg
that they could not of themselves handle prospective American
crop purchases this year. They insisted, however, that if

igitized for FRASER
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American rates were such as to attract bills to New York,
New York thus bearing the burden, Zurope could fill her en=-
tire crop requirements, and do so soundly. On the other
hand, Britain, in particular, could not maintain the gold
standard and purchase in volume in America also.

The "easy money nrogram was adovnted, therefore, for one pur-
Dose and one purpose only, namely, to assure European pur-
chases of American crops under facile conditions. The domes-
tic factor was the determining factor absolutely.”

"It is idle to talk of helping the farmer by new legislation
if we do not use the legislation we already have. What
good to grant him subsidies or any other aid if every Fall
we raise obstacles against the free movement of his crops to
market? He is entitled to have the Reserve System used for
his benefit, as it is used for the benefit of all other in-
dustry, and that is how it is now being used."

5. CENTRALIZED POWER: The broad issue raised is as to whether or not the Federal
Reserve Board is to have the equivalent powers of a central bank in fixing dis-

count rates. We are told that in the Glass letter previously referred %o the

statement is made that it was the intent of the authors of the Act to enable
the Board to exercise a power on discount rates throughout the couatry Ttantaw
mount to the power exercised over the money market by the Bank of England." Ve
get this point of view:

There is certain to be centralized control. The only issue
is whether that control shall be through the New York Bank
or through a Board in Washington. In one case, there is
private control and in the other there is partial Government
control.

The System is now.regional only in the sense that the re-
glonal banks issue currency and d¢ discounting. There must

be centralized control. There is such control. Were there
not and could American finances not be mobilized, were no
consideration given to world requirements, as affecting main-
tenance of our foreign markets, this country being the world's
capital reservoir, a disaster comparable to that of the de-
flation period would ensue. In these circumstances, it is
essential that the Board have complete power. That is the
practical aspect, and any discussion otherwise must be academic,

6. POLITICAL PHASES: I% is believed in Washington that the Thompson anti-foreign
campaign in Chicago has affected the attitude of Chicago financiers. It is al-
S0 believed that the present incident, which gives the appearance of an American
financial policy having been dictated abroad, will give the Thompson elements a
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strong position before the people, which even the agricultural feature respon-
sible for the policy may mnot overcome. It may fire anew the.old Anti-League
issue, and thus be determinative not only of the Presidential candidate to be
nemed by the Republicans but also of the election.

&. It is well known in Washington that Mr. Mellon's first choice
for the Republican nomination is Calvin Coolidge, if he can
be persuaded to accept, and his second choice Mr. Hughes. The
movement for Mr. Hughes is already far developed in important
business and other quarters. But Mr. Hughes has been taking
a broad view in international matters. He would hardly fit
into a Republican campaign a chief feature of which would be
to win the Middle West on an anti-foreign platform.

b. It comes more and more to be accepted in Republican circles
that Smith will be the Democratic nominee. "Is it better to
bid for the whole Middle West and figure on winning without
New York or to run the risk of losing some of the Middle West
and winning in New York?" In other words, which is safer, a
Middle Westerner or Hughes (Coolidge)?

A fight on the Reserve System which developed a sectional issue i
complicate the whole political situation.

7. QUARRELS: It has been the practice of the Administration to try to prevent,
within reason, public quarrels on economic issues, as in the case of Eastern
railway mergers where the executives have been urged to get together and solve
their own problems. It is feared that if the bankers now permit a banking 1s-
sue to go to the polls, as they did mistakingly in Jackson's time, there will be
trouble ahead. Other issues automatically subordinate themselves to a bapklng
fight, when the question is fundamental. An effort may be made, when. the Fed-
eral Advisory Council meets next week, to reach some sort of accommodat%on, or
at least to postpone a general fight until after the Presidential elections. b
Th¢ Chicago position, however, will have formidable support and mnot even New Yor'.
is inclined to acquiesce in far-reaching powers for the Board.

8. PERSONNEL: Criticism of the personnel of the New York bank administration is
not taken seriously . "We do not see how Governor Strong could safely be re-=
placed just now.," As to the Board itself, there are to be vacancies in several
of the independent commissions and the Board is not considered as lmmune to
changes. If there are any, however, this situation will not have caused them.

D The very vitals of the Administration’s policy, as developed over the
past few months, is the stimulation of business through the Federal Re§erve Sys-
tem, and otherwise. The Treasury operations of this and other count?les are
based on the promise of cheap money. There will be no change of pollcy,.asn
will be ‘shown when the Minneapolis rate drops. The outlook, therefore, is for
a continvation of stimlating influences. Moreover, the influence of Mr.Mellon,
"the optimist¥y has made Tashington even more confident that business over th?
Fall is to be good. Not much importance 1is attached to complaints of gommerc1a1
banks that the "easy-money” policy imperils their ability to make earnings.

WHALEY-EATON SERVICE.
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Foreign Letter No. 439.

COPYRIGHT, 1927, BY

September 13, 1927.
Dear Sir:

There is apprehension in Europe lest the controversy between the
Federal Reserve Board and the Chicago Reserve Bank may lead to a political cam=-
paign, similar to that over the League of Nations, and thus destroy, or tend to
destroy, the delicate equilibrium of international finance. We get, in sub-
stance, the thoughts of a gentlemen who participated in the New York confer-
ence of last July, where the policy of easing credit was accepted.

We presented no ultimatum to the American authorities. They

had their own complete reports of the situation and did not

need our observations to guide them. It was a simple matter

of arithmetic to show that the maintenance of the gold stand-

ard in Europe was out of the question unless America intended

to perform her proper function as the credit capital of the

world. She was asked to do nothing that Britain has not done

& dozen times, as a matter of course, in the days of her fi-

nancial supremacy. Even so, the deciding arguments came from

domestic American considerations, particularly facilitation of

crop movements, It would be unfortunate if the contrary were

believed in the United States.

There is reason to believe that the foregoing is a comparatively mild
statement. It is no exagéeration to say that the situation described at the
New York Conference was one of intense seriousmess. - So much so that such ex-
pressions were used as "a collapse possible within a week", etc., ete. London
is not alarmed over the present outlook, since there is no possidbility of a
change in the agreements entered into in July. Adoption subsequently of a
provincial attitude on finance by the United States would have far-reaching
and disastrous results, it is believed.

COMPULSO épBITRATION It is admltbed ﬁn dlplomatlc circles that Str?Aemann e
|

acceptance pf tbe prln;lple 9£>com3ulsory arhi%ratlon will a/sume 1arger L

\/
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WASHINGTON, D. C.
PARIS

WHALEY-EATON SERVICE

FOUNDED 1918

FORCLIENTS ONLY American Letter No. 472.
AL TN BRI, NG, September 17, 1927.
Dear Sir:

1. It is probable that, within 30 days, the Florida Citrus Exchange

will formally make an offer which Secretary Jardine will accept, resigning
from the Cabinet. The negotiations, so far, have been through intermediaries,

wherefore "denials" have been technically correct.

Ur. Coolidge has returned from the Northwest pretty well
convinced that some sort of farm relief is imperative.

It is indicated that he would favor naming a new Secretary
of Agriculture who would versonify a positive farm legisla-

tive program, as an alternative to the McNary-Haugen pro-
posal.

2, APPOINTMENTS: 1In addition to the vacancy on the Federal Reserve Board occa~
sioned by the resignation of Governor Crissinéer and the foregoing probable
vacancy in the Cabinet, the President will be called on to make apﬁointments
to two or three other of the independent commissions, by reason of resignations.

It is indicated that some of the bitterest fights in the Senate will be waged

over some of these appointments.

a. Although farm-organization leaders are saying publicly that
they are "open-minded® as to the confirmations of Messrs.
Meyer, Cooksey and Harrison as members of the Farm Loan Board,
they are actually antagonistic. Their complaint is mnot so
much against Mr. Meyer personally as agzivst the fact that
two of his intimate subordinates were appointed with him,"the
effect being to give one man three votes on the Board." There
is complaint also about Mr. Meyer's optimistic forecasts as to
farm income for this year, it being urged that such forecasts
are not part of his job and are not accurate. The Administra-
tion, on the other hand, feels that Mr. Meyer has read order:
into the situation and that his record of achievement will be
decisive in his favor.

3. FEDERAL RESERVE POLICY: The resignation of Governor Crissinger, it is indicated,

will occasion no change in broad Federal Reserve policy. On the contrary,
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that policy may be strengthened in its essential details, which ares (1) As~
sertion of America'’s world financial supremacy by courageou$ performance of
the functions this entails, including active cooperation with the central
banks of other nations; (2) Use of the System actually to accommodate business
by fixing rediscount rates with that end in view, with particular reference to
facilitating crop movement every Fall and enabling Europe te buy surplus crops;
(3) Tull concentration of the mation's financial reserves, a step in which
direction was taken by the enactment of the McFadden measure at the last ses-
sion of Congress. The theory underlying (3) is that finance, like man-power,
is the first line of the national defense, and must be ready for immediate
mobilization. It may be stated authoritatively that Treasury requirements
were not determinative as to the present cheap-credit policy. Moreover, the
policy was decided on in commection with the July conference of world central
bankers, is in the nature of a definite engagement and could not be changed
without breach of faith. Therefore, it will not be changed until the engage-
ments have been carried out, which means that a stimulating financial policy
will continue, in the absence of unexpected developments, over the next few
months.
a. Governor Crissinger has been the outstanding "farm member"
of the Board, although not appointed as a farmer. His sym~
pathies throughout have been with agriculture, he having
personally experienced its difficulties through his own farm
operations.
b. An accommodating spirit has been shown in an effort to patch
up the Chicago affair. Apparently it has gone too far, how- -
ever, for the issue to be avoided in Congress, where a real
battle is forecast, It will center, in the House, around
the Strong bill, which directs the Board to fix rates .s0 as
to stabilize prices.
c. The delicate feature. of the situation concerns the weight
given to international requirements in fixing Board policies.
Unquestionably the British situation was a major influence
in fixing the discount policy now in effect. Frank state- .
ments that Britain would have to abandon the gold standard,
unless aided, were made, This opens a field for political
activity. The Thompson elements, of Illinois, in all their
conferences as to a Republican Presidential nominee, have laid - .
Digitized for FRASER

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



3. 9/17/27.

it down as a sine qua non that the man they support must
be 100% anti-League and 100% anti-internationalist. It is
stated as a truism abroad that should the United States re-
fuse to cooperate in stabilizing world finance, new debt
settlements would become almost immediately requisite.

4. TARIFFS There appears to be an idea in Europe that the American tariff bar-
rier can be crossed through the negotiation of treaties, on the theory that a
treaty is supreme law in the United States and would over-rule a mere tariff
law.  The Administration is utterly hostile to any such device.

a. Section 317 of the Tariff Act directs the President to levy
"new and additional duties® against foreign nations which
discriminate against American commerce. The Administration
reads this as a mandate to negotiate most-favored-nation
treaties only. Four such treaties have been negotiated,
those with Germany, Hungary end Esthonia being in full effect,
while that with Turkey has not been ratified by the Senate.
Fourteen such treaties are in process of negotiation, with
Norway, Sweden, Finland, Latvia, Poland, Switzerland, Austria,
Serbia, Czecho-Slovakia, Honduras, Guatemala, Salvador, Brazil
and France. A most-favored-nation clause appears in the
modus-vivendi agreements under which commerce is now carried
on with Albania, Brazil, Dominican Republic, Finlarnd, Greece,
Guatemala, Haiti, Latvia, Lithuania, Poland, Rumania, Turkey
and Spain. With all other countries (except Cuba which has
special reciprocity) old treaties of various kinds are still
operative.

b. There is no important nation, it is felt, that can afford to
enter into a trade war with the United States. France and
other nations might be able to gain some concessions in the
administration of certain laws, outside the Tariff Act, which
burden their commerce with America. It is intimated that
this may be an object of the present French strategy.

¢. Dominant factors in the Tariff Commission rather welcome the
Argentine refusal to permit American agents to investigate
production costs, a system which has caused much trouble and
hard-feeling. The alternative is "United States Valuation®,
and that is what elements which formerly demanded "American
Valuation" will fight for in the next tariff measure. The
French agitation has not strengthened the hands of those who
want a "trading feature" in the next tariff bill.

d. The Tariff Commission has just completed final revision of
its Dye Census for 19425, Copies should be ready for dis-
tribution about September 23.
The volume of tariff matters reaching Washington is growing rapidly
and indicates tkat the country is getting ready for tariff revision., = The

next session of Congress will lay the ground for this as an issue in the

Fresicential camaign.
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TREATIES: A significant view as to treaties is furnished by a high authority:
Treaties are no longer political; they deal with commerce
almost entirely. More and more, our commercial policies

will have to be determined through treaty provisions.

Menifestly this will be impossible, in practical politics,

if treaties continue to be made by the Chief Executive with

the sanction of the Senate only. There will have to be a

constitutional amendment providing that treaties shall be

subject to approval by both Houses of Congress and that a

majority vote shall be decisive in each House.
"NO PROFITS*: The article, "Prosperity but mo Profits®, in the Nation's Busi-
ness, has been enthusiastically praised by numerous manufacturers who claim
that they are being forced to accept non-profitable contracts "by the tyran=
nical methods of purchasing officers of large corporations.” The official
view is that Washington can do nothing about it and that the motor industry,
in particular, will have to solve this problem for itself.
BOLSHEVISM: In advising business leaders not to contribute to orgamizations
soliciting funds with which to combat Bolshevism, the adviser on public re=-
lations to some of the most important American financial interests takes this
view: "The best way is to let the radicals talk themselves to death. They
are not fooling American workmen who know a gold brick when they see omne,”
This is in contrast to the great number of letters reaching Washington pro=-
testing that Bolshevism is active and should be watched carefully.
CONSOLIDATIONS: Work on\the Parker railway comsclidation bill has been going
on all summer. It will be introduced so soon as Congress convenes. Quick
comnittee action is not yet assured, but it is hoped final passage will be got.
It is understood to be the position of the Interstate Commerce Commission that
"legislative removal of some existing impedimenta to mergers would be helpful.

The political situation continues to be confused. Professional
Republican leaders are in doubt which way to jump. They are confused by
statements, said to have been made by the President himself, that Fess or
Hoover would do, and they cannot tell how far the Hughes situation has actual=-
ly developed. Neither are they by any means convinced that Mr. Coolidge is
out of the picture. Admittedly, however, active support of any candidate by
Mr. Mellon would be almost decisive. Reports continue to flow in of the in-

creasing strength of Smith and of the practical manner in which his campaign
in the provinces is being conducted.
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TWO VIEWS OF EUROPE.
(Pamphlet Vol. II. No. 24 - Now Ready.)

The text consists of two private letters to Whaley-Eaton Service.
The first of them is written by an American who knows Mussolini intimately.
}t quotes the Duce on such subjects as the Sacco-Vanzetti case and gives the
strong-government" view of conditions. The other letter, much shorter, is
written by an authority who has been in intimate touch with European indus=-
trial leaders all summer and who denies that there is any substantial anti-
Americanism in business circles abroad.

The price for single Pamphlets is 25 cents each. Those who have
not placed a blanket order for 2ll Pamphlets, as issued, will find the form
below convenient for ordering Pamphlet No. 24.

Whaley~Eaton Service,
Munsey Building,
Washington, D. C. September . - YO37,

Please mail to the following address copies of "Two Views of Europe."

The price is twenty-five cents the copy. Charge to my account.

(Signed)

(Address)
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S8eptember 19, 1927,

By dear Herding:

You have been good enough to send me & copy of your letter to Governor
8eay dated September 14, #nd I have just received yours of September 18 addressed
to Mr. Platt. I em vending you & copy of « letter which I wrote to Goverdor Seay
«nd one shick I am to-dey addressing to Secretary Melloa.

-

¥ith most of your letter of September 18 I n-in entire mccord, but there

is one point where I think we take & different vies of: the meaning of the act

which you will find discussed in my letter to SBecretaryliellon.

If Congrese intended that rates should be initiated only B the directors

of the Reserve banis, that shen initiated they should &t once become efisctive, and
thet the right of review by the Federsl Reserve Bosrd was not éimply the right of
review of that particular chenge shen it must with reseonable prompilness be ap-
proved or diesapproved, then the language of the Acl is indeed very loept in exprese-
ing any other intention. For inetznece, if 2s suggested in your letter, thie Board
should sccept the decision of the directors of any reservs bunk, pemii the rate to
become effeciive and continue for, say, & yesr, then exerciee ite right of review,
end, &fter reviewing, detsﬁini to chsnge the rate, obvliously the right of review
is continuous from the dsy the rate ie chenged umtil t.hé Bourd in its discretion
decides itsell to initiate & chenge, and the Aot could readily snd cleerly have
expressed that intention in other language so clear snd unmistakable that the lan-
guage that it did employ cou'd hardly be accepted ss containing that wcening. My
own opinion has always been that the w?a-ioo expressed in this lsnguage left
out of account certain poesibilitiee which have, in fact, arisen from time to time,
end it ie those very poesibilities shich cause the trouble,

Those, I think, are firet, shere & rete is estatliched by & reserve bank
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2 Mr.ldis.P. . Gi. Haxdiog 8/18/27.

and where the Board, desirimg to increase or decreuce the rate, decides that it w»ild
do so but not te the extent proposed by the directors of the Reserve bsak. In that
event, would the Board heve the right te diespprove the rete sutmitted but to estab-
lish some other rate different from the one which had them been in operation?

The second possibility is the question which has sriecen im Chicago, where
the directore decline to mske e chenge but re-sutmit the old rate. There is no
formule in the Act to determine shother the re-sutmission of the old raste by the
directors of the Reserve bamk gives rise to the right of rsview, and if so, whether
the Board has the right then to establish some different rate after disapproving the
continuance of the old rate. |

Third, except for thess two poesibilities I ses no chance of misunder-
etanding se to the mesning of the #ct, and cannot read inte il the inteatl thatl the
right of review should be continuous. You mention the provision of Sesetion 11,
paragraph (b) es sustaining your view. I thiok it more nearly ssetaing the view
expressed in my letter to Mr. Mellon.

I had intended te telephone you zbout this metter last week, but wes so
busy that I did not get aroumd to it. You have given such & whele-hearied suppert
of the progrem -dopted last July thet I am meet anxious you ds;uld net misunderstand
our position in New York. We have not wished to intervene in the controderey between
the Pederal Reserve Board end the Pedersl Resarve qu of Chicago, sand, 1# fact,
heve scrupulously refreined from doing so from the very beginning, with ome excep-
tion. When I lesrned from Governor Urissinger that the Board proposed lo take the
sction thzt it did teke, I expressed & strong hope that lhey could be persuaded mot
to do so, and on ths eve of their action I had opportunity to talk it over with
Becretary Mellon and had hoped that his own wishes in counselling delay until he |
reached Washingtou would prevail. Unfortunstely, the BHoard hed slready scted shen

I communicated thie to Govermor Crissinger.
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5 Mr. ¥. P. G. Harding 9/19/27.

I am sure you will also recall that when we sutmitted the proposal for
& reduction in New York add acked the views of the members of the Open Market
Investment Committee, I was careful to state that we would not make any recommeénda-
tion as to rate changes in other districts, that what we wanted was thelr reaciion
as to a change in our rate, and according as might be decided &t the meeting we
would elther reduce first, or if others preferred to reduce first we would wait
until they hod opportunity to take it up with their directors. ~

I do hope this matter can be dealt lithllo a8 to avoid ei ther liﬂxat&a
or appeale for amendment. |

Many thanke to you for sending me the letter.

Sinocrely yours,

Mr. ¥. P. G, Harding,
Governor, Pedersl Reserve Bank,
Boston, Mass.

BS/RaH
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September 19, 1927.

My dear Mr. Bgker:

It is good newc to lesrn that you =re expectimg shorily to be in New
York, and I hope you csm eprre the time for a visit with ue.

Knowing hor interested you must be in recenl developmente inm our af-
falrs, I thought you might be ahble to spare the time for » little chat alout that
also.

The question of the anthority to initiate chunges of discount rate hus
been the eubject of & difference of opinion within the Svestem end, st times, of
some digpute, ‘rom the very beginning. A= ie so often the comse thie srises from
inept languege in the statute, chpeen 26 the resilt of compromise of opinien,
end poesibly delibarately ambiguoue so es to be cupable of construction to meet
different viswe,

The whole gquestion revolves around the mesning of Paragreph (d) of
Section 14, and would probably boil down to = decision as to shether the eatab-
likhment of retes "from time to time® by the Reserve benke offers the ocoasion
for & "review and deteninaﬁon' when changes sare made only, or whether inat
review is continuoue cnd may be exercised at any time sfter a rate is established
and result in the initiation of u different rate se the result of that review.

I have never f<lt that Congress intended that the Board chould have
thet poser, partly becsuse it would have been so simple to have expreassd it
differently in language of unmistakeble intent, and partly because it ceems to
be inconsistant with the provieione of Paragrsph (b) of Seotlon 11. Hould Con-
greas have required five votes out of seven (the number of members of the Board
originally pmvﬁt«l) in order to require thies ocoasional and comparatively unim-

portant act, snd then ipevmit = bare majority vote in order to require a Reserve
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2 Hon. Wewton D, Baker 8/19/27.

benk to change its diccount rate which is the most importemt act it performs?
There are certain general provisions in the Act of supervision, regu-
lation end control which heve been donstrued by thoee previously rendering opin-
icne &s giving the fverd this power, irrsspective of thie specific question of
Section 14, abd there i@ still ancther view cccuelenzlly expressea that the gen-
erel powers of the Board obuld be sxercised to require & change of discount rate g
by some one or iwe reserve banks mﬁiéh were receleitrint in conforming to a
goneral System polley. However this msy be, and shatever fﬁanérus may have
intended, I deplore the shole thing snd believe it ic unnecesssry and llkely
to do us an immense harm unless wnderstencing cen be errived at which will be
sufficiently satiefsctory to escape a lot of legislative tinkering #ith the Fed-
ersl Reserve Act.
Frankly, what I fear 15 samcthing which has mever as yet arisen within
the Sederal Reserve Jysiem, snd shich msy be procipitated by this controversy.
1 huve had vcossion more than once to appear before Uongress im order t.o make
explanations of various matters connocted with the System, and they bave in each
instence beenm the result of crikiciam by the public or by members of Comgress or
by othera outaide of the Sysiem se to some purticular taings thut ws have dona,
i1f Cobgreass inguiresinto this matter in coanection sith sttempts o mmend the Act
it will involve the sppeerance of vsrious members of our own org:nization who
hold coatrary opinions on this subject, snd the country will be concermed lest
internal wsr lead to = situstion in which the whole country mightyeuffer. GCon-
gress sseembles in less than three months. Belwesn now and then it ceeme to mo
we muet find some formuls and publicly announce it =o 28 to aveid discrediting
ourselves by glving evidencs of internal dissensica.
I ea really dietressed beyond my power to express it. It is eo diccour-
sging after these thirtesn yesrs to feel thet we may =11 be victimized by this
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5 Hon. Neswtoen D. Baker 9/15/27.

.

of differences of opinion between men of mature experisnce who should be capatle
of more foresight them has been exhibited in thie matter.

How, I have let off this steam, end it has de#e me good. When you coms
to New York I will tell you all zbout it.

You #ill be interecied to kuow that I had gquite a4 visit st Tuxedo with
¥r. George F. Baker & ‘few weske sgo. He inguired particularly about you, szad &e
I found him inlerested in hies 0ld age in reeding comothing sbout the Constitution
of the United Stetes, I heve sent hia a copy of your book. |

» With best regarde,
Feithfully yours,

Hor. Neston D, Beker,
Union Trust Building,
Clevel mnd, Ohlo,

BE/RaH
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September 19, IDEZT.
Dear Mr. Secrstary:

You mey not heve understood my comments upon the suggestion of ebtaining
further opinion from the Attorney General im regerd to the right of the Pederal
Rezerve Board to initiste changes of discount rats, us the telephone connection wse
not satiefactory. The polnts I desired to make were the following:

First, it hes been staled to me that it ie the prsctice of the Attorney
General not to review opinions rendered by hie predecessors in office, but slweys
if poseible to rely upon former opinions such as the one rendsred by Solicitor King
on thie subject in 1919,

Second, if thie prsctice preveils and he should either dscline to render
mnother opinion giving « dfforent interpretetion of the law, or should asdopt the
opinion of Solicliter King se the view of the Depertment, the enly slternstive protest
s'ost.iag~ with the Pedersl Reserve Bank of Chicsgo would be elther to resort to the
courte or to attempt to eecure snmendment to the Act, ds e¢lther of thess courses,
it seems to me, might be quite unestiefectory in their consequences becauze of the
wideepread sgitation, I had hoped that some other methed of esdjusting the difficulty
would be found possitle. \

Third, if the practice referr=d to above does not prevail end the Attorney
General should render a new opinion, then = further difficulty lies in the wvery
oi'rmtanen ude} vhich such opinions sre uswally sought. The oﬁc requested by
former Becretary Glass in 1919 weae, we understand, the result of a difference of
view betscen Secretery Glese snd his associstes in the Tressury snd the Poderal Re-
serve Bank of New York, the latter having with incressing urgenoy sdvocated advances
in discount ratee throughout the yeur 1919. The suitmission of the guestion at that
time wae ‘ia ‘the form of & letter addressed to the Attormey Genersl by Becretary
Glass, acoompanied by sa oplolon of Speclal Counsel Ellfott shich we are adviesed
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2 Hon., 4. ¥. Mellon 8/19/27.

urged the Tressury's point of view. The position of the Pederal Reserve Bunk of
Hew York as to the true intent of the law snd as to the fecte of the eitustion at
thet time was, of course, never presented to the Attorney Gemeral. The yesr 1919
was one of very serious strain upon our credit resources st & time of feverlsh
speculation in toth eecurities and commodities. A very large expaneion of bank
oredit was taking place, and we were facing the probability of large exports of gold
following the removel of the embarge. On the other hand, the Trezsury had & float-
ing debt of over $6,000,000,000 snd contemplated & large refunding loam of possiltly
$2,000,000,000 in the fall of that year. There was, in fact, slmosi a nationel
emergency in tho fall of that yesr. It is only fair to remember that the Attorney
Generzl's opinion was rendered in that stmosphers.

Fourth, &t the present time the circumstances sre quite different. There
is mo nstionsl emergenecy, the sctiom of the Board in forcing o reductiom of rate
in Chicsgo can hardly be susteined upon that ground, and & review of the Aet to
determine the true intent of CUongress should, it scems to me, be undertaken judi-
cially, without any influence such as might have been important under the circum-
stances preveiling in 1019. Indeed iL has been suggested by some of our directore
that this difference in circumstances between 1919 and 1927 might poesibly make the
basie for an opinkon limiting to en emergency Whatever rights the Federsl Reserve
Board may have to initiate rates.

Fifth, the officers snd directors of the Pederal Reserve Bank of New York
have never sgreed to the interpretstion given by Seliciter King to Section 14 of
the Act which provides "svery Pederal reserve bunk should have power * * # (d) to
estatlish from time to tims, subject to review snd determination of the Federal
Reserve Board, rstes of discount to be charged by the Federal reserve bank for sach
class of paper, which shall be fixed with & view of accommodniing commerce and busi-

ness.® This lemgusse sppesrs to be appropriste to what would undoubtedly be the
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5 Hon. A. ¥, Mellon 8/1/27.

praotice of the Federal Resorve System. Rates, amccording to chemging circumstances,
should be subjeot to change by the different Reserve bsnks "from time to time.®
These changes of rates made st reourrent periods should be subject to "review

énd determination by the Pederal BReserve Board." If the Board feiled to approve
changes made from time to time it would obviously have the power to veto any chabge
under thie langusge. But the 4ot iz mot clesr on two or three poinis, nemely, (a)
in csee the Bourd dicapproves a change of rete established by & reservs bank, csn
it fix some other rate, or muet it simply regquire the old rate to cogtinue? Lb)

ie the right of "revies end determinetion® a2 continuous right or does it only arise
®from time to time" es new rates are estatlished by a reserve bank.

It has elways seemed to uwe that when a Federsul reserve bank sutmits a new

rate, that rote becemes effective from the moment of its estallishment by the Fed-
ersl reserve bemk snd spproval by the Federal Reserve Board. We do mot believe that
the Board once hating zpproved of the new rate could laler revies and change it. ™
The only poesible excepticen sceme to we to be that where a Hystem policy has beesn
sdopted, the Board uader the gemeral provisions of the &ot giving them brosd super-
vieory powers, might requirs a chaage of rate after an eppropriste interval to

&evoid a poseilble emergency and only after it became cloar thst such change wasnot
only juetified in the ordinary semse but that it was actually required in order to
give effect to a mecessary system policy. The aseumption of the right by the
Federal Reserve Board, ss recently sttempted, to initiate a change of rats, would
sppear to be predicated uwpon the theory that the right of ®review and determination®
ie s continuous right of revies, that once the direcilors of the Pedergl reserve bank
had ecetablished s new rute which the Board had approvoed, they nevertheless have the
right at sny time to m:ke & revies of that rate and if not then found satiefectory,
to estullish o new one. The lenguege of the preeent ket is so inept in cxpressing
any intention to give the Board this continuous right of review (whick could have

been eimply end sffectively expressed by the use of other words) that we cammot
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4 Hon. 4. ¥. Mellon 8/19/27

believe Congress had any ouch intention.

Pyrthermors, we believe our view is upported by referenmce to Scotien 11
in -hieh are enumerated the powers of the Pederal Reserve Board snd shich reads in
part as follows: "The Pederal Reserve Board shall be suthorized snd empowered * * #
(b) to permit or, on the affirmative vote of at least five members of the Reserve
Bosrd, to tequire Pedersl reserve benks to rediscount the discounted paper of other
Foderel reserve bemke at rates of imsterest to be fixed by the Pedersl Rescrve Baard.t
4t the time the Act was passed the Board consisted of seven members, and this pro- :
vielon required five votes out of seven to give the Hoard power to require such
redi scounte znd to fix the rate. Trmossctiome of that character are infreguent and
of comparatively minor comsequence, while, on the other hand, probably most impertsnt
act performed by a Reserve benk is & change of its oiumilhad discount rate., It
mould seem inconsistent with the intention of Congress that fife out of seven votes
would Peqrequired to permit the Boerd to fix the relstively unimportent rate and at
the szame time enable the Fedord Resserve Board to initigte a change of the estab-
lished @bkcount rste with only s majopity vote.

Sixth. At the present time the Board's procedure is frequently embarrsszsed
by the fiot that it consists of eight memberse, and the possibility of a tie vote not
only mskee the deoision of ﬁol‘.hnt questions of policy at timee difficult or im-
possible, but slso leads to the unsstisfactory poesibility that the Board's position
must sometimes be det rmined by whether the proposed sction is in sn sffimative or
negative resolution; in other words, whether it is an sttempt to adopt 2 new pro-
posal which requires at least five votes with &ll in sttendance, or whether it is an
sitempt to reverse s former action where four votes would hove the affirmetive
effact of continuing sction formmerly taken.

‘It has esemed to me that tho sokWition of thie difficulty, if ansmendment

to the Federal Reserve Act should become neceesary, would be to require either that
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5 Hen. A. ¥. Mellon 8/19/27.

the governer of the Board chould be given two votes or that et bbast five affirma-

tive votes ghould be required in order to ensble the Bosrd te initiate & change of
rate.

Seventh. After thirteen years discussion of this matter which has been re-
current eince Japuary of 1818, I em personally of the o'in:lonA that, with suitetle
safeguerds, the Boerd should heve the powsr in an emergency or when a System poliey
8o requires and come indifidusl bank ie recalcitrent, to initiate s change of rate.
But even in such & cuse it should be provided that the number of votes required
should be large euough to insure thet hasty end f1l-considered action is not possi-
ble.

I? the Federel Reserve Board would agree upen & formula which would be
satisfactory to all parties interssted it should be designed to obviste this diffi-
culty. I should hope that by that method all need for a resort to the courts or
en smenduent by Conmgress ocould be obviasted. ‘

I am iaspired to 'm-tov this letter because of the aumber of letters which
&re now coming te me from officers of other Pederal reservs mn, indicating their
desire to bave the matter settled without further controversy and ngim.

I beg to remain,

Reepectfully yours,

Hon. A. %. Hellon
Secretary of the Treasury,
¥ashington, D, C.

BS/RiR
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SEFTEMBER 21, 19%7.

Ky desr Mr. Governor:

%ord resches me that considerable notice has been taken in the press

sbroad of shai say sppear to be a ssrious controversy between the Federsl Reserve
Board aad the Federsl Reserve Bank of Chiecsgo in regard to the recent reduction of
diseount rate, end I think I should write you eapluining something of the olrous-
atanoes,
The lsaguage of the Federsl Reserve Act on thie point is ze follewe:
Section 14.
"Brery Faderal reserve bank shall have power $sessesssssves
(d) %o establish from tise to time, subject to review and
deterainstion of the Federal Reserve Hoard, rates of discount
%0 be charged by the Pedersl reserve bank for each clsse of r
paper, shich shall be fixed with s vies of sccommodating P
cummerce snd business."
1t e difficult of sxast construction and hes been & dieputed poiat ever since the
Federsl Reserve System was sstablished. I shall not elsborate the varicus views as
to the wesning of the Section. They are too many and varied to be recounted. In the
present instance z policy wmes ympoud &t a meeting held in July, uand with Tsalr
unsoimity was sdopted by thous present is the bope that it would guide the whole
System. The direstors of the Federali Reserve Bank of Chicago did not necessarily
di sapprove of the poliey ss to other Federsl roserve bsnke, especlally Wew York, but
rather heald that the locsl situstion within their district gave no ladipstion of the
need for s reduction., After s delay of a few weeks the Federal Reserve Board under-
took to reduce the rate at Chicsgo from & to 5-1/2 per cent. The reduction was so-
septed by the directors and given immediste effect, end &s San Pranclscc and Einnespolie
promptly fellowsd by similsr reductions the wzhole Systes now has & i-}f!.-;w cent Tate §
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2 Governer ¥oresu 9.21.27.

of discount. In the meantime, however, it bas been reported that the Chiocego Ped-
eral reserve Dank objected to the action of the Board; sand the Federsl Advieory
Council hes taken the same positiony but the lsiter has expressed oo view as to the

AT oy .;,L;

viadom of the policy of reductions of discount rates. They mersly disspproved the
metbod adopted by the Board, ¢
Much unfortunste snd mislending publicity hus been given to the matter, e
’ #

end there hae been conaidersble surmise es to shether the Chicago baak will test the
powers of the Federsl Reserve Pozrd in the courts or shether Congress will be ssked :
% alarify tie Act by smendment. I hope thet nelther course will be necesssry, but i
have 00 neans of inowing what sill eventuslly happea.

The significsnee of the incident aan be much exeggersted. For thirtsen
yesre the Fuderal Reserve System has osecsped s ssrious controversy on this point, snd
I hope that it ¢un continue %o do so without litigation or smendment to the Act.

8Scvernor Orissingsr's resignation, snnounced recently, had no relation to
this development. He had informed me over s month before of his intention to resign
shich he could sot do finslly without swmsiting the return of the President and

feeretary ¥ellony but bis engsgenmenie slready made were such thet he could not defer

carrying out kis decision even though it did happen to come at 2n unfortunste moment.
The spprebensions exprecsed in soms of the nowspspers that thie will
result In & eerlous controversy thiroughout the country, I believe are exaggersted.
There nay be some dlscussion when Congress convenes which I hope will be minimised
end result io no msberisl changes in the Federal Reserve fct. Bor de I fesl that
there sre lliely to be mny substantisl changes in the policies of the System, - whieh
ie genersl Luve enjoyed inoreseing publie approval and suyport. |
Sincerely yours,

‘it:uti,mr faile Woresu,
The Bank of Frauocs,
Parliz, France.
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