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Deossiiey 32, 1927.

Dear ¥r. Caees

Jour mnﬁmnﬁ u;’%r of the ﬂ—‘«‘é with re-
lation to open marke$ opera since last
letter to Covernor Youmg, dated Deoember 134h, came
this sorning snd I read §§ o the meabers of the
Poard at our mesting this moraing. There was favore
able cozment I may say on the statement that jyou do
not anticipste any changs in your program outlined
in your letter $o Governor Young.

Yours very truly.

Yice Governor.

¥r. J. H. Casgse, Deputy Governor,
Yedaral Reserve Bank,
New Yerk, New York.

ederal Reserve Bank of St. Louis

—
r R
S S P A



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Authority ‘_E.Q;LQ,ZQ(_‘

FEDERAL RESERVE BANK

ofF NEw YorKk

RS

CONFIDENTI AL Decemnber &

s 1dz7

Dewr Governoer rlatt:

Since my Jdwst letter <o Governor Young o e .
195% ﬁhere has bsen ingresce in toe par vaiue of ilac noldings of Govern—
ment securities in the Special account.  There nuve, aowever, in connecticn
with the Decemver 1o, 18Z7 operations been soue cienges in the maturities of
the iessues held. These changes were, for the most part, ceused oy supply-
ing tae fiscul agent of tue Britisnh Government witn the $9&,000,00u. oud of
Treasury Notes due December 15, 197 to Te used by them in meking the payment
to this Government, and at the same time acquiring from these fiscol agents
a like zmount of other short-tera notes. Everytoing worked according to
schedule with one exception, tgat is, one of the foreign correspondents at
the lust minute decided to reinvest the smount realized from the maturing
notes in bankers acceptances waich left us with $z0,000,U00. of sbort duted
Government securities aue warcn 15, 19z8. These were pluced teuporarily
in our own investment account, over $4,030,000 having since been sold cna e
expect to dispose of tie balance shortly directly to ke Trewusury, or 1o
others, if fuvorable opportunity occurs before toc Irewsury is grepared to
take them upe.

Our loans to member banks on the Tifteenti snowed & slight reauc-
tion but with tioe coliection of tiae income tax checks toe New York City in-
stitutions have sturbted borrowing agein on a rather learge scale, and tasir
losns now stend some $80,000,000. higher tnan they were & weoek sgo.  How—
ever, despite the fact thet shipments wnd esriwrking or gold during this
movement have continued and now resci & total of about §L74,Uud,udd, «CCOi—
panied Ly the usuel seasohal ueuwnG for currency, ths volume of federal re-
serve credit in use thus far nas been due to the increase 1n our losns witi-
out further purchases of Government securities Leyona the §48,000,000. Sre—
viougly reported.

Call money to—duy is 4 1/Zk and while we expect laat taere mny
be o temporary hardening in money rstes within the next Tew deys with cail
money possibly going to 5% or higher, we anticipate no chunge in the progrom
outlined in my letter to Governor Young of ilust neek.

Very

Je He CASE
Acting Chairmen, Open karketl
Investient Committee

fionorable kdmund Platt, :Zkkﬁzziiééé

Vice Governor, Federul leserve Board, -
AT BOARD MERTING

Washington, L. C. / / g
. , ALY DEC 22
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Decewder 18, 1927,
| Deay Mr. Case:
| I brought to the abtention ef the Tedersl Reserve
E Board yesterday your letter of Devenm 34k, edvising

that totsl shipments end earme 'i‘ﬁ?" the re-
sont movament have new ruahu a aggregats of $148,000,000,
with further antisipated shipments this week of $14,000,000,
Dut that ns additionsl effsetting purchases of Govermment
seourities have Yeen made deyomd the $45,000,000 previcusly
”mh‘t

The Beard wes interested in your disoussion of the
prodeble money merket situation in ocammeotion with the
Deseubey 15tk Treamury operations, and I was requested
o advise you of the Board's sensirrense in the epinion
of your diresters that it night be wall t0 1let your
A menber Danks derrew any additional funds that may be
? . aevded rather than to wndertake to sase the sitwation
by making further purchnses of securities,

Very truly yours,

T T T T PR AT R T T B eI e

.

Seiznac! f. A, Young

Re As Ym‘,
Gevernor,

? Me. J. He Case, Deputy Geversor,
Foderal Reserve Bank,
] Bew York, ¥.Y.

igitized for
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FEDERAL RESERVE BANK

OF NEW YORK

CONFIDENTIAL December 13, 1927.

Dear Governor Young:

In Governor Strong's absence, I shall be glad to undertake to keep you
informed regarding any changes in the Open Market Investment Account and to
furnish you with such information as may have a bearing on the status of the
account,

Additional shipments and earmsrking of gold on the recent movement have
now reached an aggregate of $148,000,000, with further anticipated shipments this
week of $14,000,000. No additional offsetting purchases of Govermment securities
have been made, however, beyond the $45,000,000 previously reported.

The recent ease in call money has in pert been due to the rather un-
expectedly large redemptions of Second Liberty Loan bonds caelled for psyment
November 15, with & resultant overdraft of $57,000,000 now being carried by this
bank. This overdraft will be further sugmented, on Thursday, December 1&, when
the maturing 4;% Treasury notes will be presented here for redemption, at which
time the overdraft, we estiméte, may run as high as $150,000,000 or thereabouts.
With the receipt and presentation of the income tax checks, this overdraft should
be materially reduced from day to dey until about Tuesday, December 20, when, by
reason of & call from depositary banks, it is anticipated that the overdraft will
be wiped out and the Treasury again have a normal balance. During the last ten
days in December, we anticipate that the usual holiday currency withdrawals and the
usual year-end "window-dressing" on the part of banks throughout the country, will
cause money to be in good demend and that, temporarily at least, call money rates

may range from, say, 45% to 5%.

o ST 20/
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_sERVE BANK OF NEW YORK. ‘ ' - Governor Young . 12/15/27.

As you know, this situation was discussed with our directors when you |
were here in the bank two weeks ago, and the prevailing opinion was and is that

it might be well to let our banks borrow any additionsl funds that may be needed

——

(which we estimate may run as high as from $100,000,000 to $150,666:5557_;£€her
than to undertake to ease the situation by making further purchases of Government b;y
securities.
There will be an unusually large volume of transactions in connection
with the Treasury's turnover for December 15, perhaps the principal one having
to do with our furnishing the fiscal agents of the British Government, from our
open market portfolio, with §92,575,000 of the 43% U. S. Treasury notes due
December 15, 1927, which, in turn, are to be used immediately by the fiscal agents
in making payment to the U. S. Treasury. We have agreed to teke over from the
fiscel agents, in replacement, a like amount of other short-term Government paper.
This transaction is being made in order to simplify the Treasury's borrowing
program as of December 15, 1927.
* The foreign exchanges continue strong:v sterling has maintained its position

at high levels, today's cable quotations being 4.88 5/16.

Very truly yours,

Rz e

Tf] et
*

‘/ J. H. CASE,

Deputy Governor.

Honorable R. A. Young,
Governor, Federal Reserve Board,
Washington, D. C.

/éj, M \
&y
PED T e '
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Dessaber 12, 1927,

of the Board, who Bave noted with interest
what you have te say regarding the reductien
of our gold export peints teo various European
opunbrios,

Very traly yowrs,

B 4 E\n ‘@'ﬂ
»5\[“1‘?;&@@) %

Re Ao YOI:‘,

Mr. Guovge L, Harrioem, Deputy Gevernmor
Pederal Reserve Bank, ’
M !m. 'Or'
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J SPECIAL CIRCULATION

PLEASE READ FRO PTLY, T
& INITTAL AND RETURN T0 oug
Gov. Young / + 10 FZGRETARY'S OFFI

I'. dellnc4M }“ . . / -
Mr. Platt € FERERAL RESERVE B % Hr. Molntosfapt
a LA

r.Cunnin

OF NEW YORK N 3 =

n'd .
Dear Governor Youngs: f.w?/‘)r?

Supplementing the 1ette\(twhich I dictated on Seturday but

which has not been mailed until today, concerning the changes in our
gold export points, you mey be interested to know tpat because of the
approach of the guilder to our outgoing point Dr. Vissering has ar-
ranged with us to ship $4,000,000 in gold coin to the Netherlands
Bank on Saturday of this week, December 10,
Since the guilder has not as yet reached the export point,
it would not be profitable as a commercial transaction to ship gold to
Hollend. But the arrangement made by Dr. Vissering is somewhat in
line with the usual policy of the Netherlands Bank to limit gold move-
ments to and from Hollsnd to transactions with the Netherlands Bank
rather than with the private banks if it is possible to do so, Fven
when exchsnge rates have in the past warranted the shipment of gold
from Holland as & commercial transaction, the Netherlands Bank has
generally undertaken to make the shipment themselves rather than to have
the shipments mede by private banks.
Very truly yodrs,
(L d W A

GEGRGE..L. HARRISON,
Deputy Governor.

Honorable R. A. Young, : W

3

Governor, Federal Reserve Board,
Washington, D. C.

12 0
e S > /"‘7 @
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FEDERAL RESERVE BANK 333,71

ofF NEw YORrRK /

December 9, 1927.

A -
Dear Governor Young: dod

As you no doubt have observed the pound sterling closed last night

at $4.88 5/32 the highest it has been since December 1914. This morning it L///‘

opened at $4.88 1/8. Guilders which, not many weeks ago, approached our

import point of 40,07¢ heve advanced steadily since the increase in the dis-
: count rate of the De Nederlandsche Bank.on October 1£, 1927 and closed last
night at 40.42 3/4. Other Contimental exchanges are also strong.

As & result of this more or less general rise in the exchenge value
of foreign currencies much discussion hag been heard of late as to the possi-
bility of our losing gold to Europe., This is particularly true of England
and Holland concerning which there has been much newspaper eomment in the last
several days.

| ' In the circumstances you may be interested in knowing what we esti-
mete to be the presenmt outgoing gold points as revised to meet the recent
reduction in eastward freight rates. In the case of London the freight rate
is now .15% in place of the 3/8% heretofore prevailing. Prior to the reduc-
tion we figured that the outgoing point to London was $4.89 31/3%. ke now
figure it to be $4.88 7/8 so that this morning's opening for sterling is only
'3/4 of one cent under the outgeing point. |

Our export point to Holland has also been reduced owing toc lower
freight rates and is now 40.49¢ rather than 40.58¢ prior to the change in
those‘rates. |

So also for the same reason we have had to lbwer our outgoing point
to Germeny from 24.02¢ to £3.97¢. The mark this morning opened at 23.89 1/c¢.

/QJHZ<‘L'°°_ /?7"374;7
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FEDERAL RESERVE BANK OF NEW RK A Governor YC’UI’]B . 12/".’;/27.

The strength in sterling at this season of the year is unusual

and has been difficult to account for except by an accummulation of factors
such as the delay in the production and export of cotton and an apprecisable
shift in the Pinancing of cotton from the sterling draft to the dollar draft.
It is also likely that speculative short covering of sterling has played some
part in its strength during the fall months. But even with its increasing
strength we have not thought in the past few weeks that we would lose gold to
London believing that it would not have sufficient momentum to reach the
export point from New York before some of the sterling drafts drawn to export
cotton and other commodities from this country begin to mature.

| In the past few days, however, we have had inquiries from some of

our New York banks as to the possibility of their purchesing sovereigns from

us. As you perhaps know we hold sbout E 500,000 in sovereigns. 1t is our
npinion that we should be willing to part with them for export to London only
et a price which when the coin is melted down in London would yield a return
the exporter of about the eguivalent of what the bars would yield if bought
in New York and sold in London at the present buying rate of the Bank of
England. iie have therefore informally indicated that we would sell the
sovereigne at a price of $19 an ounce 11/12 fine which would net us a profit
of some $7,000 on the total amount. This profit results from the fact that
we bought the so#ereigns by weight less a slight discount for the loss which
usuelly results from melting any coin which has been circulated.

The price which we have quoted means that it will not be vrofitable
to buy them for export until sterling reaches the same point that Would meke
it profitable to export bars, $4.88 7/8. It is likely, however, that if
sterling does reach that point sovereigns would be teken in preference to

bars owing to their immediate availebility in London.

Digitized for FRASER
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/"'/FEDERAL RESERVE BANK OF NEW\_V,SRK_ - Governor Young,_w, _.w,’ 12/5/27

«

For your information I am enclosing & table showing the various
factors teken into consideration in figuring the present export point to
London.

Please let me know if there are any questions which occur to you
concerning which you would like our further views.

Very truly/fyours,

GEQRGE L. HARRISON,
Deputy Governor.

Hon. R. A. Young, ,
Governor, Federel Reserve Board,
Washington, D, C.

Enc.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank_of St. Loujs




) i i e e rmeen
T DECLASSIF 1IED

R . Authority ‘_E:_Q‘_IQZQL' :

ENGLAND

QUR GOLD EXPORT POINT

U.S. $18.949181735 (Selling Price) -+ £3.8875 (Buying Price)
= U, S. $4.87438

Packing in New York ($3,50 per $50,000)
Trucking in New York (3%¢ per $1,000)
Freignt (1% 0/00)

Insurance (4 1/4¢ per $100)

Interest (8 days at 4% on 100%)
Interest (8 days at 4% on 1%)

s

© U.s, $4.87438 X .2928% a Expenses. + + Us S..__ ,014927
; U. S. $4.88865
| H Gold Export Point . . . .U.S. $4.88865
- ; (say $4.88 7/8)

o

November 29, 1927

Digitized for FRASER
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FEDERAL RESERVE BANK

. <
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OF NEW YORK

December 2, 1927.

Dear Governor Young:

Since writing you on November 2§, the anticipated firming of cell

e

money rates has taken place. As I explained to you yesterday, this is due
partly to the heavy calls made upon depositery banks by the Treasury, and
partly to the contimed outflow of gold. Totel shipments and earmarking of
gold on this movement now amount fo $128,500,000, while the total of Government
securities purchased as an offset amounts to $44,000,000, leaving a net
balance of $84,500,000 against which no purchases have been made.

ks you know, in our talk yesterday we pretty generally agreed that,
under existing conditions, there is at the moment no occasion for making
further offsetting purcheses of Govermment securities. The 4,000,000
purchased during the past week represents a single block of Treasury paper
due December 15, which we took over from a foreign correspondent.

There will, of course, be some necessary shifting about incident
‘to the December 15 Treasury operation. For instance, at the request of
the Treasury Department we are proposing presently to sell, from our Open
> Market Investment Account and from holdings for account of foreign
correspondents, as nearly as mey be $92,000,000 of the 4:% notes maturing

=
LY 2 December 15, 1927, to the fiscal agents of the British Govermment for its

payment to our Treasury on December 15. We shall, at the same time,
acquire in their stead a like amount of other maturities. This program

will enable the Treasury to reduce its current borrowing reguirements by

523,-3
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/_ FEDEPAL RESERVE BANK OF NEW YORK.. o GOVGI‘I?.OI‘ Y g 12/2/27.

the amount of December 15 paper turned in on account of the British debt
payment.

I am inclined to think that it may be desirable to have a meeting
of the Open Marketvlnvestment Committee within the next two or three weeks,
and I am asking Mr. Case to arrange this with you during my absence from
the bank,

Very truly yours,

BENJ. ST
Chairman, Open Market
Investment Committes.

Honorable R. A. Young,
Governor, Federal Reserve Board,
Washington, D. C.
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Office Correspondeice "™ " |

ICQ, orrespon €n.ce 1 v Date November 28, 19279

; : ) e e R e I |
To __Governor Young , , ) Subject; _ Amount of gold tha?could be

exported without causing a shortage
of gold in the United States,

% |
I have read Governor Strong’'s very intemsting letter ﬁ Pvember 21 J
regarding the amount of gold which the erai reserve basnks co ose for

export purposes without causing a shortage of gold in the United States, and
have examined the statements enclosed with his letter which wers prepared by

his Reports Division,

From Mr. ,‘_39_9._3'_(1-,

Owe of the statements indicates that the System could lose 993 millions
of gold for export purposes by the purchase of a corresponding amownt of United
.,otates securities, as compared with a total of 782 millions given in my memorandum

’(of November 4. Ly memorandum did not make any allowance for increased note cir-
culation and deposits, being based on the condition of the Federal reserve banks
on November 2; nor did it contemplate any change in vresent overating methods,
under which the Federal reserve barks hold in their own vaults, secured by
collateral pledged with the agents, about 400 millions of unissued Pederal reserve
notes, The New York caloulation made an emergency allowsnce of 2%5 millions for
additional note eirculation and deposits, but did not provide for the 400 millions
of collateral required agsinst Federal reserve notes held by the reserve banks,
i.e., 1t provided for collateral against notes in circulation instead of notes
outstanding, Neither did it provide for a 35-million 5 per cent gold redemption
fund which the Federal reserve banks would have to carry ageinst 700 millions of
paner-secured notes,

If the New York memorandum had made allowance for 400 millions of col-
lateral against unissued notes held by the reserve banksand for 35 millions in
the gold redemption fund, its figure would have been reduced by 435 millions, or
from 993 millions to 568 millions; while if we had made the emergency allowance
of 235 millions for the additional note circulation and deposits, our figure would
have been reduced from 782 to 547 millions. The two calculations are substantially

reconciled as follows:
(In millions of dollars)

NEWYOBK FIG’UBE LIC I BRI AU I SR I IE BE B BB B 3 995 OUR FIGm ® @0 ioss s 400000000 782

Deduct gold required as col- Deduct emergency allow-
lateral for 400 millions of ance for additional:
unissued notes held by Note circulation .... 200
F. R, banks .....ccc0eese... 400 Deposits ............ 356 236

Deduct 5% gold redemption
fund against 700 millions
of paper-secured notes ..... _35 435

NEW YORK FIGURE adjusted ......... 558 QUR FIGURE adjusted ......... 547

If gold exports were to be offset by member bank borrowings and by bill
purchases, the limiting factor would be the 40 per cent reserve agsainst note
cirgulation (plus the 36% deposit reserve), since discounts and bill purchases
would replace the gold collateral withdrawn for export. When, howaver, United
States securities are rurchased to offset gold exports, the limiting factor is

the requirement for collateral, as pointed out by Governor Strong, since the
Digitized for FRASER
http:/firasérstduistettorg/
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securities are not eligible to replace the gold collateral withdrawn for export,
Inasmuch as, under the law, collateral is required for the total smowmt of notes
outstanding, not the amount in circulation only, it would seem that the figures
given by New York should be reduced by 435 millions, or from 993 to 558 millions,
Of course, the amount of unissued Federal reserve notes held by the Federal reserve
banks could possibly be reduced from the present figure of 400 millions (the New
York bank alone holds 120 millions), with a corresponding release of gold for

| export, although it should be noted tmt this amount of unissued notes is close
to the average held in recent years in the reserve banks' vaults.

The second table prepared by New York is based on the assunption that
1 billion of gold is withdrawn from circulation in exchange for a like amount of
Pederal reserve notes, and indicates that of the 2,033 millions of gold that could
then be withdrawn from the Jystem for export purposes, 1,040 millions wonld have
to be released by the Pederal reserve banks through the discount or purchase of
eligible vaper, leaving a maximum of 993 millions, as in the first calculation,
that could be rsleased through the purchase of United States securities,

This table, like the preceding one, is compiled on the basis of
collatersl requirements against notes in circulation, rather than notes out-
standing, and like the other one it makes no provision for the 5 per cent
redemption fund against paner-secured notes outstanding. Furthermore, it
assumes that about 1 billion dollars of gold could be withdrawn from circulation,
although there is considerable doubt about the feasibility of this as only 1,068
milliors of gold certificates were in circulstion on November 1.

Assuming that 1 billion of gold could be withdrawn from circulation,
but basing our calculations on notes outstanding instead of notes in circulation,
and making provision for the gold redemption fund, we find that of the 2,033
millions of gold exports, 1,553 millions would have to be offset by eligible
paper and only 480 millions could be offset by security purchases. Ihe differ-
ence of 513 between our result and New York's represents the 400 millions of
additional paper that is required to cover the unissued notes held in the
bank's vaults and 113 millions of paper to replace the gold which would have
to be carried by the banksagainst paper-secured notes outstanding. This
difference is brought out in detail in the following comparison of Illsw York's
calculation and ours:

D¢ 14 1321
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{in millions of dollars)
TEW YORX OUR

FIGUERES FIGURES
Fo R. nOte Cimulation ] . . “a o . L] » o @ L] . L . ¢ O . . 2'900 29900
(1700 + 1000 to replace gold + 200 emergency allowance)
DQPOSitS ) - L] . . L] . L] . . . . * - - * L] - » . L] - . L4 - L] 2’450 2,450
(including emergency allowance)
F. R, bank reserves after withdrawal of 1,000
frOHl Oirculation . . ) . . . . ] . L3 3 . . . L) . . - L] - . 4’050 4'050
GOld GXportS L3 [ - L ] * » [ . » . . L[] L] L] . . L] L] . - [ ] * [ . 2'053 2’033
Reserves after exports . . « + o ¢« ¢ ¢ o ¢ o o o s o . 2,017 2,017

Reserve required:

Agninst F. R. note circulation - 404 . . + ¢« ¢« . « « « . . 1,160 1,160

Against deposits e BBF e v e e e e e e e 857 857

Total 2,017 2,017

Collateral reguired against:

EJOtes .}n Oiroulation ¢ o &+ 6 ¢ B & @& 8 €& o B 0 e * e+ & s 2 2,900 m—

}TOtas OutStanding I A I R I A A S O T A - 5’300

e

Gold reserve available aé colluateral . . ¢« + « ¢ « ¢ ¢ « o+ @ 1,160 1,047

(The New York figure includes and ours excludes 113
millions of gold required to be maintained by the bsnks
as a redemvtion fund against paper-secured notes)

Eligible paper required as collateral:

IIOW available - . - . - - L] . . - - . . L] L . . L ] - » ] . 7oo 700
Additional requirements ., 4 ¢ ¢« ¢ 4 4 4 0 s 00 e e e o 1,040 1,553
Total 2,900 3,300
G01d exports L) . . . L] * * - . * . * . - L] - - - . L . L] » L ] 2’033 2'033
Amount to be offset by discountsand bill purchases . . . . 1,040 1,563
Amount that can be offset by security purchases . . . . « 993 480
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PLEESE REA
Gov. Young{?
My dear Governor Ynmng?latte?

WA i ot
ﬁr.Cunninghaﬁﬁ%ﬂé

Referring to the last paragraph of your letter of November 16/ the

Treasury overdraft together with the November 15 financing undoubtedly hes
had a tendency to rather sharply esse the money merket. Our lerge member
banks today were sbout ninety millions over in ectusl reserves although only
about six millions over in average. This situation should corrsct itself in
a fow deys as withdrawsls of Govermment deposits and their disbursement in
payment of Second Liberty bonds subject the large amount of deposits to the
usuel reserve requirements when no longer held by the Government. We are
making no further purchases of securities and probebly will not do so until
the true position of the money market is clesrer.

Very truly yours,

e, brrony

Honorable R. A, YOung,
Governor, Federal Reservs Board,
Washingtan, D. C.

BS. KMC

org/

Federal Reserve Bank of St. Louis
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Rovember 25, 1927

Denr Governor Strongs

I asknowledge receipt of and have brought
to the attention of the other menbers of the Hpard

who are here today your letter of the ZSEg‘ﬁnqtant,
advising of the stmtus ol The Upen Lafket Invest~

ment fesount and the extent Lo :vhioch purcheses hmave
been made to offset recent exportations and ear-
maricdngs of gclde

Very truly yours, Y
\\uﬁ"

e o
& ‘Q‘p@%;‘}»
&

Re Ay Young,
Governor

Mr. Benj. Strong, Govemor, :
Foderal Reserve Bank,
New York, N. Y.
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November 16, 19287 \

Dear Governor Strongt

will acknowledge receipt of your lotu; of
dsupplement$ing our talsphone conversation

‘ in reference to govering the earmarking
and expartstion of gald. I heve not as yet reparted this
matter farmally % the Board, but I explained the procedure
shish you are following to a majority of the members, and
hey advised ms that they approve of your aotion in not
{ offsetting with purchases all of the gold that has bsen sax-
mayked and exported.

. Mills advised me this moyning that the Tree-
sury overdraft will run approximately $90,000,000 as of the
oless of husiness last night. Their satimate was about

2000, It mst be, however, that the great amount of
publicity given to the redenmption of Seqconds hos been quite
sweesssful, so that more of the obligations were turned in
on the ocall day ‘¥han has been the osse with any previcus
issuss It will be imSereading to watoh the ovexdraft
she Treasury for the next week. :

lithmd psraonal regarda, 1 am

Yours very truly,

0
(Signed) B« A Yourg
~ Re A+ Young,
Govexrnor,
Mr. Benjamin St%rong, Governor,
Yederal Reserve Bank,
Fow York City, Ne Yo
Digitized for FRASE !
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* FOR SPECIAL CIRCULATICN
PLEASE READ PE PT" INITIAL AND RETURN T (%

WS
"y i/éw' Youn éj Mr. Bamlin d‘*Mr. Jame

, if;‘%; My Pl, tt@ Mr, Millergé‘/* Mr.Cunninghan@esG
\z VR P FEDERAL RESERVE BANK
7 S
\d: W o
\} % oF New York
, )
T : November £3, 1927
,k -

Dear Qovernor Youngs
There have been no changes in the holdings of Government securities
in the Special Investment Account since 1 wrote you on_November 15, the total

apount and the respective issues still being as follows:

| 4 1/2% Dec. 15, 1927 T/N $ 26,195,500
| 3 1/4% larch 15, 1528 ¢/I 69,546,500
| 3 % March 15, 19zs ™ 87,%99,000
| 3 1/8% June 15, igz8 ¥ 53,500,000

4 1/4% Sept. 15, 1928 3rd L/L _177,181,000

$415,824,000

Additiondl esrmarkings and some further shipments of‘gold during
the past week brings the total movement to date up to $101,500,000 as foilows:

Previously earmarked for & foreign correspondent. . $5C, 000,000
Shlpyed 'bO Braéll on November 4 ® o @ @& & s » s o 11 O\IO U\)O
armarked for Poland on November 10 « o« o « « « « o 13,000,000

bhluged to Brawzil " v i 11,030,0&0

n % Canada o H 17 o o o o ¢ o o o KNV RV Y

u woon " u 18 ¢ ¢ ¢ o ¢ o o« 1,000,000

Earmarked for Poland ™ " 18 o o o o s « « «  £,000,000

Shipped to Brazil " n 18 o & o« o « o o 11,000,000
n

" " Canada u Z1 o o o o o & o o __24500,000 $101,500,000
thile it is considered likely that further earmarkings or shipments will be made
this month, we know definitely as to the following:

To BPAZIl o o o « o o o o o« o « o = « « « $ 8,500,000
M POLENA o o.¢ o o o o o o o s o o o o o 3,000,000 6,500,000

iisking an aggregate of . . . .$108,000,000

No offsetting purchases beyond the $40,000,040 of which you nave already been

advised have as yet been made to cover these trsnsactions. The large Treusury

/
o | Qee ;ZyZZ:;}/ ?7%7/3‘7
igitized for FRASER
htt%) //f(:aseC)r stlouisfed.org/ w W 4 .)b /‘);7
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2. Governor Young 11/23/27

transactions in connection with the redemption of the Second Liberty Loan bonds
have resulted in some ease in monéy, the Treasury having a temporary overdraft
at the Federzl reserve banks estimated to amount to vbout $72,030,000 as at the
close of business to-night. The Treasury has made a call upon depositary banks
for payment of this amount on Friday, November zb. Call money has remained
easy all week at 3 1/2%, while sterling has remained steady, the cable rate
being 4.87 5/8 to-day. With the covering of the Government overdraft, however,
we may expect some firming up of money. It may therefore be desirzble to meke
further purchases of Governments in the‘hear future as a partiul offset to the
large amounts of gold exported or earmarked. We shall continue to keep a care—
ful lookout in order to act promptly if conditions seem to warrant rurther
action.

Very truly ycurs,

BENJ . STFONG
Chairman, Open Narket
Investment Committee

Honorsable R. A. Young,
Governor, Federal Reserve Board,
Washington, D' Co “

http://fraser.stlouisfed.org/
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November 23, 1927

Dear Governor Strog!

. /

This will spknowledge receipt of youp
Y o }in refercnoe to the amount
of gold expor$s tha$ could be offse$ by purchases
of segurities, togesher with a memorandum prepasy-
od by your statistical department.

I have read your letter very hurriedly
and have found it most interesting. Tomorrow is
a holiday and I will have an opportunity to study
it a 1ittle more carefully., Many thanks for your
thoughtfulness in fdrwarding the information to me.

With kind perscmal regards, I am

Yours very truly,

L&S'a‘?; 3} i g Touls
R. A+ Young,
Governoxr.
¥r, Benjamin 8trong, Governcr,
Federel Heserve Bank,
H“ ka 01%?. N' YQ
e
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FEDERAL. RESERVE BANK =

523, "Ll /

OF NEW YORK

Dear Governor Young: /

At the meeting of the Federal Reserve Board and the Open Market In-

November 21, 1927.

vestment Committee recently the question was raised as to how much gold could
be exported from this country without forcing additional borrowing on member

banks, and thus tightening money conditions. To put it another way, the

question is how much gold exports could be offset by our purchases of securi-

ties. We have been making a little study of this problem, some of the

results of which I am attaching herewith.
The answer appears to be that we could export not far from one

; billion dollars of gold, offsetting it with purchases of securities, before
B B S V,r
the reserve percentage of the Reserve System reached its legal minimum. The

oo

limiting factor, as the computation shows, is the requirement for collateral

for Federal Reserve notes. Because of the fact that bills purchased and
discounted now amount to only about 700 million dollars, all the rest of the
collateral for Federal Reserve notes must be in the form of gold, and thise
ties up one billion dollars of gold against Federal Reserve notes, whéreas
the actuel reserve requirement for these notes is only 40 per cent of $1,700
million dollars, or 680 million dollars.

The export of one billion dollars of gold would still leave us a

considerable elasticity in our domestic situation because borrowing by member

e e
————

ba.nke, or additional purchases of bankers acceptances, would promptly provide V

addltlonal collateral whlch would release gold, and gold could aleo be ab-

e

sorbed from circulation. If we assume that member banks would be allowed to

;‘ ge —ANRAAD N/’{/ 27 o Qe MX’
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FEDERAL RESERVE BANK OF NEW YORm~—__ 4 __ Governor Young, -~ Ne. .mber 21, 1927.

borrow to pay for gold exported, or assume a considerable incresse in our
holdings of bills, it would be possible to export another one billion dollars
in addition to the first billion. This could only be done at the cost of
firm money conditions as member bank borrowing was increased.

This raises, of course, the whole question as to our future policy
with regard to gold. I think we would all agree that looking into the future
we want to give ourselves a considerable amount of leeway; that is, we want
to have sufficient gold so that it is possible at any time, by the purchase of
securities, to keep money rates moderately easy when this condition seems to
be required by the business situation or the world financial situstion. In
other words, we want in the future to be able to do exactly what we are doing
this autumn. NS;

As we look into the future, it is reasonsbly clear that the nommal

increase in business from year to year, about 4% a year, will require some

additional amounts of currency and some additions to bank reserves, so that
our basic need for gold reserves will increase. There are so many complicat—
ing factors like the increase in time deposits, the replacement of currency
transactions by check transactions, the policy to be pursued with respect to
national bank notes, etc., that it is difficult to predict how much the
requirements for gold reserves will increase year by year; though it will be
of value to estimate these tendencies as closely as we may.

The principal conclusions as to the present situation, it seems to
me, may be summarized somewhat as follows:

1. Any large loss of gold beyond, say, a few hundred million, and the
persistence of conditions indicating further lasses, should raise
the question as to whether our policy should mot be changed so
a8 to protect us from further large losses.

2. We have at present sufficient leeway in our gold supply so that we

can well afford to lose up to at least two or three hundred million
further, without retarding or hampering this country's business.

Digitized for FRASER
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FEDERAL RESERVE BANK OF NEW Yonhm.a_ib;____ Governor Young, ~o VED ’_’jﬁ. 21, 1927.

3. Our position is sufficiently elastic so that we can at least
well afford to allow the world's output of gold to go to
other countries for many years to come.

4., The problem of the world's future gold supply and the gold
policies of different countries is one to which we should
give most careful continuous study, with a view to avoid-
ing disturbance by a capricious gold policy on the part of
any country. There is plenty of gold in the world if it
is intelligently dealt with.

We are making some further studies along these lines, the results of

which I hope to send you from time to time.

Very truly yours,

BENJ. STRONG
Governor

Honorable Roy A. Young,
Governor, Federal Reserve Board,
Washington, D. C.

f enc.

ttp://fraser.stlouisfed.org/
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MISC, 3.1 60M 7-26 FEDERAL RESERVE BANK
_ OF NEW YORK
| _
| OFFICE CORRESPONDENCE DaTE November 16, 1927
| To__Dr. Burgess SussecT: Amount of gold that could be
| exported without causing a shortage of
| FroM H. V. Foelse £old in the United States.

The amcunt of gold that could be exported without seriously affecting
money conditions in this country appears to be & little over 850 million dollars.

This figure is arrived at as follows:

Total Reserves, all Federal Reserve Banks « « « o« « « « o o s o o » » - $3,050,000,000%

Security for note circulation,
Present note circulation . . . .
Less bills and discounted

notes aveilable as collateral . . 700,000,000

|
t . Reserve requirements, all F. R. Banks
l
? -
| $1, 700,000,000

Gold required as collateral for
note circulation « « « o « & o« & $1,000,000,000

Reserve sgainst deposits . . . . . 822,000,000
(85% of $2,350,000,000)

Fmergency allowance for additional

note circulation (100%¢) . . . . 200,000,000
| Emergency allowance for reserve
| against additional deposits
| (35% of $100,000,000)# . . . .. 35,000,000
Total gold requirements .eceevese 2,067,000,000
Surplus available for export cescccescoscasee,e $ 998,000,000

To avoid drawing down the reserve deposits of member banks, $993,000,000 of
securities would have to be purchased by the Reserve Banks to offset the gold
exports. '

* After allowance for earmarking now in progress; and month-end currency circulation.

# The $100,000,000 to be provided by security purchases by the F. R. System
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MiSC. 3.7 60M 7-26 FEDERAL RESERYE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Dare___November 16, 1927

To Dr. Burgess

Sumyecr:  Amount of gold that could be

exforted without causing a shortage of
FROM W_H. V. Roelse gold in the United States.

-2-

The emergency sallowancesindicated sbove should grovide for any
ordinary fluctuation in demand. /

A considerable additionsl amount (about one billion dollars) might
be exported before the reserves of the Federal Reserve System fell to the
legal minimum, through the withdrawel of gold from circulation, but only in

" the event of heavy borrowing at the Reserve Banks which would produce a money
situation like that of late 1919. This could be accomplished as follows:

Reserves of all F., R, Banks
Reserves after withdrawal of $1,000,000,000 from circulation.. $4,050,000,000

mld exporte Ll » * L ] - L ] L L] [ 4 L 2 * L 4 L] * L] L L 3 L] L d * L] L ] * L * 2.053‘000.000
Reeervea mer e@ol‘ts [ L ] L ] - L) L J * L 2 st e L] - L J *e * * L] $2,017,000’000
Required Reserves

Collateral required for note ciroculation '
Necessary note circulation . . . . . . $2,900,000,000 '
($1,700,000,000 plus $1,000,000,000 '
to replace gold, and $200,000,000
anergency allowsance)
Less bills and discounted notes avail-
atbl e L] L 3 L] L] - L] E d » L 3 L J L] ® - - - L] 1_‘-"7 = J.Q- O‘LOQ.Q
{Additionel discounting to the
amount of $1,040,000,000 would be
required.)

Gold reserve — 40% minimum - required as
collateral for note circulation « « + ¢ + o « « +» « « $1,160,000,000

Reserve against deposits
(354 of $2,850,000,000, which includes emergency allowance) 857,000,000
\\LZ

Total requireci TEEOIVE o o o + o o « 8 o o s s o o s o » $2,017,000,000
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}}f " Gov,

ASE READ N MP" 7, INITIAL AND RETURN IO O

~  FOR SPECIAL CIRCULATION -
\ w’&

Y ng\ Mr. Hamlin ecw Mr. Ja

v (5T R t Mr, Miller Mr.Cunninog
( ’ FEDERAL R VE BANK
Tl OF NEW YORK November 15, 1927.

Dear Governor Young:

I have received Lour letter of November lz’and am glad that you found
the informetion contained in mine of the 10th,\with regard to open market »

anmma——

transactions, of interest.

Since that time there>has been but & small increase in the holdings
of Government securities in the System Account. Including the transactions
completed todsy, the par value of the securities held on November 15 will be ap-
proximately $415,000,000, against (375,000,000 at the middle of last month, the
increase of £40,000,000 representing purchases to offset the $50,000,000 of gold
earmsrked for one of our foreign correspondents.

A recapitulation of the important gold export transactions that have
been consummated during the past month, is as follows:

Earmarked for foreign correspondent...$50,000,000
Shipped to Brazil, November 4......... 11,000,000

Earmerked for Poland, November 10..... 10,000,000
Shipped to Brazil, November 1ll........_11,000,000
$82,000,000

It is also expected that further earmsrkings or
shipments will be made this month: \\§§

To Polandecessvescssesevsesescecsasssaces GIOOO,OOO

TOtaleeeoeseaso$102,500,000

No further offsetting purchases have as yet been made to cover these transactions,
as the setisfactory price of sterling (4.87 7/16 for cables today) ahd the favorable
state of the money market have not seemed to justify such action.

In other words, teking into consideration gold already earmarked or shipped,
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we are now upwards of $42,000,000 short of making offsetting purchases, with

$20,000,000 outstanding commitments yet to be executed. The recent activity in
the open market account has, therefore, been confined, in the main, to changes in
maturities. The present state of the Govermment security market afforded a good
opportunity to dispose of the longer meturities, and, with the approvel of the
Open Market Investment Committee, we have sold (at a profit) all of the 33%

3~5 year Treasury notes and Fourth Liberty Loan 4%% bonds, aggregating some
$79,000,000, replacing these with shorter maturities, mostly the new 3 1/8%
Treasury certificates. This will result in the total holdings in the account being
in short~time paper maturing within the next ten months, as follows:

E 4 1/2% Dec. 15, 1987 T/Ne.....$ 28,195,500

3 1/4% Msrch 15, 1928 C/I...... 69,548,500

3 % March 15, 1928 C/I...... 87,399,000

3 1/8% June 15, 1928 C/I...... 53,500,000
4 1/4% Sept. 15, 1928 3rd L/L.. 177,181,000

$415,824,000

As to our future program, a good deal depends upon how the operation of
redeeming the Second Liberty Loan bonds works out. It looks now as though the

Treasury might run something of an overdraft for & number of days, which would tend

to keep money moderately easy, but it also seems possible that toward the latter

part of this month money conditions might tend to be considerebly firmer and it )
might be desirable to offset more fully the amounts of gold exported or earmarked.

! We shall continue to watch carefully the condition of the money market, and will
keep you informed as to the situation.

Very truly yours,

Chairmen, Open Market
Investment Committee.
Honorable R. A. Young, '
Governor, Federal Reserve Board,
Weshington, D. C.
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Novexbor 12, 1927

Dear Gorernor Sirong:
Thiz wil) acknowledge receipt of youy

e e it

letter of November w.\ glving detailed ixformation
= \

in veforencs toﬁpon !.*Arhst matters.

I anyracinte your sotion in forwerding
this information and hope that a letter of this

kind can ¢ sent %o ma each week,
Yours very truly,

‘ R. A, Young
Sigged) B Foune,
Governor,

Rr., Benjemin 3%rong, Governm,
Foderel Reserve Bank,
Rew Yoxk City, N, Y.
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Gov, Yo‘unsz"tr Mp, Y
o gg' Hamlin &M yr, Jame@ Mr. McIntgs
> Mr, Miller Mr.Corininghan )
FEDERAL. ERVE BAN

OF NEW YORK

é?

November 10, 1927.

Dear Governor Young: céiz;

In accordance with our cenversation, I am writing you something
of open market matters and will do so at frequent intervals, if you de-
gire. Details of the activities of the Open Market Investment Committee
and the changes in the holdings of Govermment securities are,as usual,
contained in the weekly report of the secretary of the coﬁmittee, which is

regularly sent you.

You will observe that there has been a gradual increase in the L/f*

———

ap—

Government security noldings during the past few weeks. As you know, ’

these increases have been due to purchases to partially offset the current |
earmarsing oi gold, amounting in all to $50,000,000, for a foreign cor- .
respondent. The following will show guch recent changes:

Approximately

Holdings of Government securities
in account, October 19.ceeeessvssess$:375,000,000
Purchases during week ending Oct. 26.. 12,000,000 |
n n " u Nove &.. 18,000,000
n n # ¥ . Nov. 9..__ 6,500,000

Making a total of.......i411,500,000

From these figures you will note that, so far, offsetting purchases
alﬁ&f;f $36,500,000 have been made against $45,000,000 of gold already earmarked.

4;6OD.§00 Turther purchases of Goverrnment securities will gradually be made to offset ..

the total of $50,000,000.

/// -
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/.{» FEN
" Re = Governor ;”';mg,‘

FEDERAL RESERVE BANK OF NEW VORK,_( ..... e
v .

13 . ,{‘4 -

.

In addition to the earmarked gold for French account, shipments to

Brazil, amounting to $36,500,000, and to Poland, amounting to $15,000,000,

a total of $51,500,000, are to be made this month. About $11,000,000 has

already gone forward to Brazil, and it is expected that the total going to

both Brazil and Poland will be shipped between now and- November 30. No

purchases have as yet been arranged as an offset to these latter prospective
shipments, and we are inclined to await developments before doing so. At
the moment, therefore, we have deferred offsets to $8,500,000 on account
of the French and $11,000,000 on account of the Brazilian transactions.
The shipment of $31,500,000 to Argentina was not entirely offset ,either.

In our view, tﬁé continued steady rates for money and the strength

of sterling, which closeﬁ yesterday at 4.87%, justifies this delay in further
i

buying of Govermments.

!
7
|
!
i
{
i
i

4&172? ; Very truly yours,
4 o i
C

c e |
6 t/ o0 ? ’
\ ~/ «

| A &) '
\C\ . : . BENJ. STRONG,
; . Chairman, Open Market
/ : Investment Committee.

Honorable R. A. Young,
Governor, Federal Reserve Board,

Washington, D. C.

U
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SYSTEM PURCHASES OF BANKERS ACCEPTANCES

A

Prom report of
Committee for per .
to October 12, 1927, fne usive.

er V-2t Invesiment

Uctober [

e N

N et o

Purchaseg of bankers acceptances since the beginn%ggfff theAyear.

1927

Bills Acquired

91, 448, 000

Bostom.....convvuinnnnn veses$
New YOIk, eeveeernonnnn. ... 295,612, 000
Philadelphig.............. .. 89,528,000
Cleveland.......... veerern /110,040,000
Richmond....... Cerereeeeene ?f 88,926,000
ACLanta. e eernnneennnnnn. :fi 49, 566, 000
CRACAEO. v uuvrnneeennns .. ; . 159,191,000
§t. LOULBe.erqerensnnn. ... 60,271,000
Minneapolis...}...... /5..... 48, 452, 000
Kansas City.....;},ff....... 67,236,000
Dallas,.....coovuvncnens cesne 49,088,000
San FranciscOieeeceeesencss . 80, 547, 000
Total $1,189, 905, 000
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$ 88,299,000
297, 970, 000
89, 064, 000
110, 928, 000
90,718, 000
49,081,000
159, 685, 000
60, 569, 000
49,602, 000
68, 371, 000
49, 877, 000
75,741,000

$ 1,189,905, 000
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At a meeting of the Federal Reserve Board held on May 5§, 1927,
Governor Strong reparted verbally arrangements being madée to purchase
$60,000,000 of gold fram the Bank of France, to be held by the Bank of
England for the New York benk's account., Ths following is an excerpt
from the minutes of that meeting:

“At this point, Governor Strong of the Federal Reserve Bank

of New York, entered the room and advised the Board that the Bank

of France had contemplated and made arrangements to ship $90,000,000

of gold to the American Exchange Irving Trust Company of New York

City, that $12,000,000 of the gold had been received by the member

bank and $18,000,000 is now in transit, He stated that the Federal

Reserve Bank of New York has about completed an arrangement wheredy

the balance of the gold not yet shipped ($60,000,000) would be sold

to it by the Bank of France and held for the Fedseral Reserve Bank,
properly earmarked, by the Bank of England. He also referred to

a telephone conversatiocn this morning with Deputy Governor Harrison

of the Federal Reserve Bank of New York, regarding impending arrange-

monts for stabilization of the Polish Currency.”
No action was teken by the Fodev/tl Reserve Board at this meeting.

The Board hes in its files/a letter fram the Secretary of\ the Governcrs'
Conference, dated May 24, 1927, enclosing a copy of the minutes of the
meetings of The Open Market Investment Commnittee held in Washington on
May 9th, 11th and 12th, and & copy of the preliminary memorandum rels-
tive to Open Market policy which was submitted to the Governors' Conference
jn connection with the Cammittee's report. The Governars' Conference was
in session in Washington during the pericd fram May Sth to 12th.

the mimites of a meoting of the Open Market Investment Committee
held in Weshington on the morning of May 9th show thet the Secretary
read the preliminary draft of the msmorandum referred to above and that
it was the opinion of the Cammittee that copies of the memorandum, with
suggested amendments, should be submitted by the Chairman of the Commitiee
to the Federal Reserve Bomrd for its consideration in oarder to familisrize
the Board with the faotors which would be in the minds of the Committee
later in preparing its report. The minutes of a meet of the Open
Market Committee held on the afterncon of May 9, 1927,/Phat the Committee
considered a redraft of the preliminary memorandum ¢ antaining the amend-
ments agreed to at the morning meeting, and that the Chairman of the
Comnittee was requested to transmit seven copies of the memcrandum as
amended to Governor Crissinger for the members of the Board, with advice
that the Comittee would be glad to meet with the Board and discuss the
memorandum any time suitable to its convenience. According to the
minutes of said meeting, copies of the amended memcrandum were submitted
to Governor Crissinger at 115pm, immediately following adjournment of
the afternocon meeting of the Comittee,

Ac of the preliminary memarandum referred to is attached hereto,

, from which the following is quoted: ¥ £
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"During the last pert of April, the Bank of France recovered apmroxi-
mtely $90,000,000 of gold from the Bank of England by the remmyment of
its credit to the Bank of England. Of this $90,000,000, $12,000,000 ar-
rived in New York last week, $18,000,000 is still on the water, and
$60,000,000 was purchesed 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, In addition to this Bank of France gold, $2,500,000
has recently been imported from Australia, and another $2,500,000 more
is now on the water fram Australia and expected to arrive in this country
this week

*A sanewhat disturding factor arose in the probability of the
importation and sale to the Federal Reserve Bank of New York of the
$90,000,000 of gold, negotiations for the purchase of whioh had been
concluded by one of the New York member banks from the Bank o France.

It was learned that space had besn 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 loeded.
In view of this situation, after consulting with all members of the Open
Market Investment Cammittee and with the Federel Reserve Board by tele-
| phope, it was arranged to purchase from the Bank of France all of the
gold - nearly $60,000,000 - which had not been shipped, and to sell
the Bank of France a like amount of the September maturity of certifi-
cates of indebtedness held in the Open Market Investment account. By \/
this arrangessnt, the money market status remained unchanged, except as
to the gold which had already been shipped, leaving the comittee in
position to determine 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 fram Australia, amounting in all to about $20,000,000. With
the sale already made and further sales, if made to offset further
gold arrivals, the securities remaining in the System's portfolio
sccount will be a little over $1C0,000,000, too smsll an amount to
afford security ageinst possible future developments. This will be
appreciated, for example, if the $90,000,000 now purchased had arrived
at & time when we had no portfolio of government securities available,
It is clear, therefore, that the committee must fram now on give cere-
ful attention to meeting this gold problem, either by increasing its
portfolio in anticifation of future developmsnts, or by adopting other
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 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 Committee's report and which are now subnitted
simply for discussion. None of them are recommended at this tims, but
are intended simply as & summary of all possibilities."”

oitized for FRANZ 4 0, reduce the borrowings of member banks, principally in New York,and possibly
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The first of the several possibilities referred to in the prelimimary

memorandum is as follows:

"(1) The committee could replace the sscurities sold to
the Bank of France, The immediate effect would be to reduce
the amount of meuzker bank borrowings in New York, which are

now running on the average at from $100,000,000 to $150,000,000."

A secord meeting of the Open Market Cammittee was held on the After-
y 9, 1527, attended by six members of the Federal Reserve Board.

LTTRAYh

noon of Ma
The minutes of that meeting show that there was a long discussion by various

members of the committee and the Federal Reserve Board of the prelimimery
memorandun previously distributed among the members of the camittee and
the Federal Reserve Board, and that Governor Strang explained that this
preliminary memorandum did not embody any recommendations but merely
raised points for discussion with the Reserve Board which would ensable

the committee later to file a report with definite recommendations,

meeting adjourned with the understanding that the Cammittee would submit

its final report to the Federal Reserve Board later on in the week,

A report of the Open Market Committee dated May 11, 1927, was submitted

to the Board at a meeting held on May 12, 1527, 1In this repart, the
Open Market Cammittee made the following recommendations:of poliocy for

the pericd ending August 1, 1927:

"(1) That 7n6 TUrthor Bales of system securities be made in
order to offset arrivals of gold from abroad now known or antici-

p‘t‘do

"(2) That it shall bs the policy of the cammittee between
now and August 1 next, gredually to acquire, if possible to do
so without undue effect upon the money market, sufficient addi-
tional short-time govermment cbligations to bring the total of
the camittee's investment acoount up to $260,000,000, 1In inter-
preting the expression 'undue effect upon the money market,' the
cammittee would expect to keep in mind any changes which might
ocour in the general level of money rates, as well as the extent
to which these purchases might effect a reduction in the amount

of borrowings by member banks,

"while this policy is not directed towards bringing about a
reduction in discount rates by any Federal reserve bank, nor is
that inmedistely anticipated, it is recognized that some lowering
of market rates for money might nevertheless justify such a reduc-

tion lster in the year, especially at the principal financial

centers.. The recommendation in paragraph two is also made after

consideration of the fact that scmewhat lower interest rates

ordinarily operate to check gold imports; in fact, that was e

of the effects of purchases of securities made in 1924,

“phe committee further expects to contime studies of those
thods set out in the preliminary memorandum which increases
ﬁ Eho"Systox&“l s portfolg might bay brought sbout without increasing

.org/
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the amount of Federal reserve credit inthe market, It expects to
discuss with the Treasury Department those methods with which the
Treasury is concermned, and requests that the Federal Reserve Board
give cmsideration to those particular items, such as reserves on
time deposits, which relate to the regulations of the Federal
Reserve Board,”

At the May 12th meeting of the Bomrd, following submission of the
above recomnsndations, Governor Crissinger called attention to the fact
that the Board, under the impression that the Federal Advisory Council
would meet here tamorrow recently requested the Council to make a care-
ful review of the open merket policy of the Federal Reserve System since
the organizetion of the Open Market Committee and to give the Board the
benefit of its views and to submit any recommendations that may seem
desirable with regard to changes in the method or objectives of open
market policy. The Governoar stated that the Federsl Advisory Council
would not meet until next Friday, May Z20th, and ¢ msequently would
not be able to discuss the matter as cmtémplated jointly with the Board
and the Open Market Camittee., Governor Strong, “hairman of the Committee,
called attention to the fact that the preliminary memorandum presented to
the Board shows the present condition of affairs and requested that con-
sideration be given to that memorandum in connection with consideration
of the Committee's recamendations. Thereupon ensusd a detailed discussion
as to the present Opsn Market situation and the desirability of increasing
the System's portfolio of govermment securities, as recommended by the ,
Coanpittes, and of methods whereby such an increass oould be accomplished e
without disturbing the monsy market, Mr, Miller expressed his opinion x,{
that the recammendation of the Coamittee for an increase in the invest-
ment account up to $250,000,000 was in the right direction but that
the most importent question concerned the proper time at which to make
purchases, Governor Strong gtated that the purpose of the Committee
was to agree with the Board upon the policy which would extend, under
existing conditions, until August lst, and having done so that it would
seem to be the responsibility of the Camumittee to put the polisy into
execution, keeping the Board informed daily of all transactions, There
followsd a discussion as to the possibility of future imports of gold
and the effect of such imports upon the money market, in conjunction
with a policy of the Federal Reserve System which itself might result
in adding to the present supply of money. Governor Sirong expressed the
opinion that the policy omtemplated in the Committee's recommendations
would not result in any increase in Federal Reserve credit in the money
market, but would be offset by reductions in member banks' barrowings
from the Federal Reserve Bank of New York or in the bill holdings of the
System. Upon motion, the recammendations of the Operi Market Investment
Committee were received by the Boerd and made spscial order of business
for a date to be fixed by the Governor after confsrence with the Chairman
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The Board reconvened during the afternoon of May 12th, and during
that session the Governor referred to the statement made by Governor
Strong at the meeting of the Board on May 5Sth to the effect that the
Federal Reserve Bank of New Yori: was endeavoring to purchase from the
Bank of France certain gold which the Bank of France was withdrawing
fram the Bank of England and had sold to and intended to ship to the
American Exchange Irving Trust Company of New York City, which, if
purchased, the Federal Reserve Bank of New York intended to have ear-
marked and held foar it by the Bank of England. The Governor stated
that he had been advised by Governar Strang that the gold in questionm,
totaling $59,5648,000 had been purchased by the New York benk, had been
earmarked and was being held by the Bank of England, and that at the
Conference of Governors of the Federal reserve banks nor in sessiocn
in Washington it had been voted unanimously that all Federal reserve
banks perticipate in the purchase and that said gold be not counted as
part of the banks' gold reserves, The Governor stated that he had also
been advised thet the participation was to be made effective as of May
11th, and recommended that in the Board's published statement shawing
the cordition of the twelve Federal reserve banks, the gold in question
be reported against the caption, "Gold Held Abroad", immediately pre=~
ceding the item "Due from Foreign Banks", and that the published
anlysis thereof accompanying the statemsnt contein the following
brief cament in regard thereto: "During the week the Federal Reserve
Bank of New York purchased abroad $59,548,000 of gold, the purchase
being participated in by all Federal reserve banks, This gold is now
held earmarked by one of the foreign correspondents of the New York
bank and is shown in the statement against a new item 'Gold held
abroad, '"

The only action teken by the Board at this meeting wes with regard
to how the gold should be reported, and to reaffirm a previous position
taken that Federal resarve banks should not regard as part of their
reserves gold earmarked in foraign countries. Up to this point, no
formel sction had been taken, according to the mimites, approving of the
purchase of the gold,

At a meeting of the Board held on May 13, 1927, consideration was
given to the recommendations of the Open larket Investiment, which had been
submitted at the meeting held on the previous day, and in this connection,
the entire record as it appears in the minutes of the Board is quoted

below: )
"At this point, the Secretary of the Treasury entered the %T'
meeting and took the Chair. /
"The Board then proceeded with further comsideration of the <

recommendations of the Open Market Investment Committee, submitted
at the meeting yesterday and on which no action was taken at that

meeting.
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"Mr. Hamlin moved that the Board approve the recommenda-
tions of the Open Markst Investment Committee contained in
the report of the Camnittee dated May 11, 1927,

"Mr, Miller stated that he would prefer to have action
on the recommendations of the Coumittee deferred until the
Board has had sn opportunity to discuss the general question
of open market policy with the Federal Advisory Council at
their meeting on next Friday. He stated, however, that if
the Board did not believe it desirable to defer action he
wished to present for the Board's consideration, as an
alternative for Mr, Hamlin's motion, a memorandum prepared
by him as the basis of a letter to the Open Market Investment
Committee regarding its report.

"fhe Chairman pointed out the desirability of establish-
ing a policy which he stated could, of course, be changed by
the Board at any time if developments warranted. He stated
that he believed unless there was some partiocular reason for
not doing so the Board should cmeur in the recommendations
of the Opsn Market Investment Committee, and pointed out that
if the Board did so, and following the meeting of the Federal
Advisory Council, wished to change that policy there was no
reason why an amendatory action should not be taken by the
Board, He suggested that the Board might approve the recom-
mondations of the Cammittes and in advising of such approval
state to the Camnittee that the question of open markst policy
will be kept under consideration and that the Board upon review
might wish to take further action,

"Mr. Platt then moved that Mr. Hamlin's motion be amended
to read as follows:

"'Resolved, that the Federal Reserve Board approve the
report and recommendations of the Open Market Investment
Committee, with the feeling that the securities proposed to
be purchased should be acoumulated slowly and with a view to )
the possibility that it may not be advisable to purchase the /°
full amount authorized within the time 1limit mentioned,' '

®Mr, Hamlin acoepted the amendment moved by Mr, Platt and
by unanimous consent withdrew his original motion,

7

randum prepared by him and as a substitute for Mr, Platt's y

motion moved its adoption by the Board as the btasis of a
letter to the Open Market Investment Ccammittee;

“Mr, Miller then read to the Bosrd the following memo- \1
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"'The Board has considered the recommsndations of the
Open Market Commitics dated May 11, 1527, for the pericd
ending August 1:

(1) Thet no further sales of System securities be made
in order to aoffset arrivals of gold from abroad now known
or anticimted.

(2) T™at it shall be the policy of the committee between
now and August 1 next, gradually to scquire, if possible to do
so without undue offoct upon the money market, sufficient
additional short-time government obligations to bring the totel
of the committee's investment acoount up to $250,000,000.

With respect to recommendation No. 1, it does not appear
to the Board that the next few months will show gold imports
to the United States in any such volume as would indiocate the
necessity or desirability in existing circumstences of an off-
setting operation by the sale of System securities. It has,
therefore, nothing to suggest by way of modification of the
course of action outlined by the Committee, unless there
should be a marked change in the situation in which omse the
matter should be reconsidered. The Committee's recommendation
is, therefore, approved,

With respect to ncomandtt:.on No. 2, it is the opinion
of the Board that the System's Special Invutmnt Acoount
should, soomer or later, in accordance with the poliey which
has gonrned the operation of the Account in the past, be replenished
by the purchase of an amount of sscurities that would bring up
the total holdings in the Acocunt to not less than $200,000,000,

It is, however, the opinion of the Beoard that the present
situation is not a favorable one for such an operation and
that the resumption of purohases of s ecurities for the Special
Investment Account should be deferred until such time as it may
appear that such purchases will have a desirable stimlating
effect upon trade, industry or sgriculture., The country is now
entering a period of interseasmal trade lull with the demand
for oredit for commercial use slackening. The only highly
active market in the country is the securities market. There /
is accumulating evidence of speculative exoesses, whioh in part v
hes been reflected in recent weeks in agreat growth of
brokers' demand lcans. It is thought not to be desirable to
stimulate these by a reduction of the cost of money in the
New York market such as would result from the purchase during
the next two months of from $100,000,000 to $150,000,000 of

securities for the System account,
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It is the view of the Board that the movement of busi-
ness, oredit, gold, money rates and other factors bearing
upon the oredit and open market policy of the Federal
Reserve System should be carefully end constantly watched,
in order that when action is taken to replenish the Special
Investment Account it may be done with & minimum of undesir-
able stimulation,

For its part the Board will follow caming developments

affeoting open market policy with care and will keep in touch

with the Committee in order that there may be a prompt exchange

of views and suitable action when conditions warrant, For the Y
present the Board does yol think the situstion favorable to a L
securities-purchase opsration and, therefore, withholds ap-
proval of the reccmmendation that the Committee at this time
be given authority to purchase securities between now and ;

August 1 to an amount sufficient to bring up the System's \
acoount to $250,000,000." )
After a detailed discussion, Mr, Miller's substi-

tute motion was put by the Chair end lost, the members
voting as follows: '

The Chairman, "no"

Mr. Platt, "no"

Mr. Hamlin, "no"

¥r. James, "no"

¥ir. MoIntosh, "no"

Governor Crissinger, "aye"
e Miller, "aye

Mr, Cumningham, "aye"

Mr, Platt's motion was then put by the Chair and
carried, the members voting as follows:

The Chairman, "ays"
Governar Crissinger, "aye"
Mr, Platt, "aye"

Mr, H‘mlin’ "ay‘

Mr. James, "aye"

Mr, Cumningham, ".{0”

¥r, McIntosh
Mr, Miner,éno? ;
Mr, Cunningham then made the following statement: ~

"With the sincere hope that the view expressed
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in Mr. Platt's resolution that the securities which the
opsn Market investment committee recaoumends be purchesed
will be acoumulated gradually up to August 1lst next, I
am voting in favor of the motion."

The Board then approved the following draft of letter to the Chairmen
of the Open Market Investment Committee advising of the action taken by the
Board with respect to the Conmittee's recommendations:

"At the meeting of the Federal Reserve Board this morning,
consideration was given to the report of the Opsn Market Invest-
nent Committee, dated May 11, 1927, in which the Comittee recan- /
mended: ™(1) That ol further sales of System securities be made |-
in order to offset arrivals of gold from abroad now known or
anticipated" and "(2) That it shall be the polisy of the comw
mittee between now and August 1 next, gradually to aoquire, if
possible to do 8o without undue effect upon the monsy market,
sufficient additional shoart-time government obligations to bring
the total of the committee's investment account up to $250,000,000.
In interpreting the expression 'undue effect upon the money market,'
the committee would expsct to keep in mind any changes which might
ocour in the general level of money rates, as well as the extent
to which these purchases niﬁht. effect a reduction in the amount of
borrowings by member banks,

"The Board voted to approve the report and recommendations
oontained therein, with the feeling that the securitiss proposed
to be purchased should be sccumlated slowly and with & view to
the possibility that it may not be advisable to purchase the full
amount authorized within the period of time mentioned, "

At this point, May 13th, the account stood at approximstely $136,000,000,
having been reduced during the previous week about $66,000,000, by reason
of sales of approximately $60,000,000 of securities to the Bank of France .
and $5,000,000 for reasons not recorded,

On June 8th, the account stood at $316,060,300.

On June 9th, Governor Strong addressed a comminication to Governor
Crissinger, reading as follows:

"It will interest you to have a resume of the transactions in
the open market which have been necessarily quite active because of
the large amount of securities which we are called upon to buy.

"As you have been advised we have made purohases of a total
of $100,000,000, offsetting exactly that amount of gold earmarked
for account of one of our foreign correspondents, and that part of
the transaction is concluded.

"We have also concluded purchases aggregating a total of
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$115,000,000 for delivery on or before June 15, to replace all of
the maturitiss held in the System account and for the acoount of
- foreign correspondents maturing on that date. 1In addition to
that we have purchased in round figures $16,000,000 for the
System's open market investment sccount, thie purchase having
been made in connection with the adjustment of purchases current-
ly being mede for account of the Treasury Depertment, and so far
that is all that has been dons pursusnt to the recamendations

of the Open Market Investment Committee recemtly epproved by the
Fsderal Reserve Board.

"Preparations for the June 1 financing, occurring simultansously
with the holiday at the end of May, necessitated scmewhat heavier
borrowing here than would ordinarily be the case, and the rates in
the monsy market shoved a tendency to stiffen somewhat, ut we be-
lieve that the effect was only temporary and that the return flow
of funds fram the interior and of currency, coupled with the pur-
chases which we have made, will leave rate cmditions not greatly
above where they were during the latter part of May.

"The present situation is that the member banks in New York
City owe us sbout $50,000,000 and that the dealers owe us an addi-
tioml $60,000,000 under sales contract agreement, Between now
and June 15 this indebtedness of the banks and market to us my
be somewhat turther reduced. For a few days after the 156th es
ususl money will be easy, as Tressury meturities are in excess of
tax payments, but after three or four days large tax payments will
cane cut of the merket, The amount of funds available to the
market will be reduced from the present situation by approximetely

* $65,000,000 as & net result of June 15 maturities. That means
that the New York banks and merket will have to be barrowing from
us at least $150,000,000, and, on top of this, will come the usual
extra demend for credit in connection with the end of the half
year. This will give us a situation that we will have to think

about :nd watch ocarefully. Further purcliases will then be desir-
able.

Governor Strong's communication of June 9th was brought to the attention of .
the Board at a meeting held on June 10th. ‘@"E’:}’wtion was taken by the Board., .~
In presenting the letter, Governor Crissinger stated that Governor Strong
advised him yesterday (June 9) over the telephone that the Federal Reserve
Bank of New York had purchased froam the Reichsbank and earmerked abrosd
$2,600,000 additional of gold, meking s total of gold earmarked abrosd of

| between $62, 000,000 and $63,000,000. Governor Crissinger further stated
that Governor Strong this morning (June 10) adviged him that conditions
are so shaping themselves as to probably make it necesssry for the Federal
Reserve System to convert this earmerked gold into earning assets through

| the purchase of bills abroad.
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At o meeting of the Federal Reserve Board held on June 14th, there was
presented a letter dated June llth from the Deputy Governor of the Federal
Reserve Bank of New York, with refarence to the purchase of $2,600,000 of
gold by the Federal Reserve bank from the Reichsbank, which was earmerked
at the Bank of England, the Heputy Governor transmitting copies of ¢camuni-
cations addressed to other Federal Reserve banks regarding the transaction
and their participation therein., At this meeting, the Governor also "re-
ported a telephone c amversation with Governor Strong during which he was
advised of the ssle to the Bank of France of approximately $60,000,000 of
gold which the Federal Reserve Banks have held earmarked at the Bank of
England. The Governor reported that the ssle was made at a price approxi-
mately $86,000 above that paid for the gold which is to be taken down by
the Bank of France at the rate of $15,000,000 a week, with an option to
the Bank of France to take $30,000,000 the first week. The Federal
Reserve Banks in payment will receive a deposit credit at the Bank of
England, at interest, which is to be invested in Sterling bills as and
when such bills are available, The matter, he stated, was submitted to
the directors of the Federal Reserve Bank of New York and upsnimously ap-
proved by them and will be made the subject of a formal commnication to
the Board in the course of the next day or so.," Following the Governor's
report, a general discussion ensued as to the position of the United
States in the world gold market and the policy involved in the purchase
of foreign bills reported by the Governar.

At the meeting of the Board held on June 16th, the Governor presented -
s letter dated June 14th from the Deputy Governor of the Federal Reserve
Bank of New York, tranemitting for the information of the Board copies
of telegram and letter addressed to the Governors of all other Federal
reserve banks, concerning the sale to the Bank of France of appraximetely
$60,000,000 of gold held under earmark in the Bank of England for account
of the Federal reserve banks, as reported informally by the Governor at
the meeting of the Board on June 14th. Thereupon ensued a discussion as
to the suthority of the Federal Reserve Board in comnection with transac-
tions of this kind entered into under the provisions of Section 14 of the
Federal Reeerve Act. The relations between the Federal Reserve Bank of
New York and the Bank of England were also discussed, and by directiion
of the Board the Secretary opened and read to the Board the forml agree-
ment between the New York bank and the Bank of England which has been
carried in the files under seal. He also read the action of the Board
at its meeting on December 19, 1916 in voting "That the Federsl Reserve
Bank of New York be authorized to appoint as its correspondent and sgent
The Bank of England of London, England, and that it be further authcrized
to open and maintain banking accounts with and for said correspondent
and agent for the purpose of purchasing, selling and collecting bills of
exchange, in acc ardance with the provisions of Section 14 and other pro-
visions of the Federal Reserve Act, as amended; and for such other pur-
poses as may be permitted under said Federal Reserve Act, as amended."

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

i

Office Correspondence =~ ==
To Subject:__ R
From___ ~

Rae ot 27

-12-

Following the discussion, it was voted to request the Law Comitiee to re-
port to the Board with respect to what limitations and restrictions the
Board is authorized to impose on operations conducted by the Federal
Reserve banks under Section 14 eand as to the Board's general authority

in such transactions.

MMHW“MM%

On June 15th; the account stood at $244,256,300, having been reduced
during the week from about $316,050,300, the point at which it stood on
June 8th. Operationg over this period are referred to in the follewing
letter, dated June 16th, addressed by Governar Strong to Governor
Crissinger, and presented at a meeting of the Boerd held on June 17th:

"Referring to my letter of June 9 in regard to transacticns
in the open market there has been some change in the position due
tec the unexpectedly large overdraft of the Treasury in connecticn
with June 156 transactions which leads me to write you further as
to the position of the money market and as to prospective pure
chases by the Open Market Investment Committee,

"We had caloulated, with such informaticn as we usually have,
that the amount of the overdraft would be, in round figures,
$180,000,000., It turned out to be $240,000,000, the disbursements
for the Treasury's accbunt being larger than the preliminary esti-
mates, Against this large disbursement pending tax collections
we distributed $104,000,000 of participaticns to various member
banks, leaving the net amount of funds put into the market as a
result cf Treasury transactions $136,000,000. This means, of
course, that there must be withdrawn from the money market between
now and early next week not only the $136,000,000 which will repsy
the government’s temporary certificate of indebtedness (net) but
also poesibly $30,000,000 more to restore the government's wurking
balance in the Reserve banks. In other wards, on top of borrowings
from us aggregating between $25,000,000 and $50,000,000 at the
present time, the market will lose, say $165,000,000, and we
anticipate that the borrowing in all forms at this bank next week
for a time may exceed $200,000,000, and this, of course, will be
in the week prior to the double holiday when we have to meet quite
& heavy demand for currency, a demand on the part of those who
practice window dressing at semi-annual periods, as well as a
demand arising from the very heavy July 1 interest and dividend
disbursements,

"One hundred million dollars of the securities now held in
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the open market account were purchased to offset the loss of that
amount of gold earmarked for foreign account as described in my
letter of June S, so we have only realized about $15,000,000 of
the increase in the account which was contemplated when the com-
mittee and the Board discussed the matter at the May meeting., So
that, to realize fully the aims we hadin mind at that time, we
might still purchase an additional $100,000,000 between now and
Auguat 1.

"Having in mind, however, the size of the Stock Exchange Loan
account and the expressions of views contained in your letter of
May 13, our directors to-day, after a full discussion, toock the
view which is held by the officers of the bank that it might be
well to defer further purchases until possibly after the first of
July, even though in the meantime money rates might advance somewhat
in the general money market,

"This was the recommendation of the offiocers of the bank after
full discussion of the situation, and we thought we should bring
it immedistely to the attention of the Board. We are, however,
prepared to act pramptly in making further purchases in case money
market comditions indicate the need for it,

"I hope you will be good enough to bring this letter to the
attention of the Board as it scmewhat elaborates the report con-
tained in my letter of June S."

At the meeting of the Board on June 17th, following presentation

of the last quoted letter from Governar Strong, discussion ensued as to
the action of the Board at its meeting on May 13 in approving a recommends-
tion of the Open Market Investment Coammittee "That it shall be the policy
of the Committee between now and August lst next, graduslly to acquire,
if possible to do so without undus effect upon the money merket, sufficient
additional short time government obligations to bring the total of the
Committee's invesiment account up to $250,000,000. Attention was called
to the fact that the System account now (June 17) emounts to approximately
$235,000,000 and that regardless of the manner in which the account was
built up the authority granted by the Board has been exercised and the
aims whioch the Board had in mind have been realized. After discussion,
it was understood that there would be prepared and submitted to the Board
at its next meeting draft of a letter to Governor Strong along the lines
of the discussion at this meeting.

At a . meeting of the Board held on June 20th, Governor Crissinger,
in accordance with the action of the Board at its meeting on June 17th,
submitted draft of letter prepered by Mr., Miller replying to Governor
Strong's letter of Juns 16th, reading as follows:

"Receipt is acknowledged of your letter of June 16th, supple-
menting your letter to me of June Sth, and commenting upon the

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve BaiK ¢ St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

T'orar No, 131,

Office Correspondence =~ = e

To .. B Subyect: , , I

fom ... s
-ld -

changed position of the money market due to the unsxpectedly large
overdraft of the Treasury in connection with June 156th transactions,
I note your views regarding the possibility of further purchases

by the Open Market Investment Coammittee and note the opinion of

the officers of your Bank conocurred in by the members of your Board
of Directors that it might be well to defer any further purchases
until after the first of July, even though in the meantime money
rates might have advanced samewhet in the general money market.

"Your letter was brought to the attention of the Board at its
meeting this morning, and there was a discussion of ssveral of the
matters menticned. Particular reference was made to yowr statement
that the Open Market Investment Coammittee has realized only about
$15,000,000 of the increase in the System's account which was
contemplated when the Camittee and the Board discussed the matter
at the tims of the Governors' Conference, and the further statement
that 'to realize fully the aims we had in mind at that time, we
might still purchese an additional $100,000,000 between now and
August 1st,’

"Such purchase of an additional $100,000,000 would result in
an enlargement of the System's investment account beyond the limit
approved by the Board at its May 13th meeting, Action of the
Board at that tims was to approve the Committee's recommendation
to purchase sufficient additional short term govermment obligations
to bring the total of the investment account up to $250,000,000,

"Ths System's special investment account amounts at this
time to appraximately $235,000,000, leaving & leeway for future
purchases of $15,000,000 to reach the limit previously approved,

"In view of the contingencies pointed out in your. letter and
such other informetion as the Board has regarding money market
conditions, it may later on be advisable to make additioml pur=
chases of securities on System acocount. The enlargement of the
System's acoount in the near future, however, raises a new ques-
tion. , and the matter should, therefore, be submitted to the
Board in the usual course.” :

In presenting the draft of letter just quoted, the Governor stated
that "he understood from a telephone conversation with Governar Strong that
a further letter on this subject is being forwarded to the Board, and
action on the letter prepsred by Mr. Miller was therefore deferred.

At a meeting of the Board held on June 21st, Governor Crissinger pre-
sented the following letter fram Governor Strong, dsted June 20th, which
Governor Crissinger had stated at the meeting on Juns 20th was being for-
warded to the Board:

"In our telephone conversstion on Friday you menticned that
some members of the Board felt that the purchases already con-
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cluded by the Open Market Investment Committee had completed the
amount which was recomended by the committiee to the Federal Reserve
Board in its last report, and that the position should now be re-
viewed again to determine whether any further purchases were justi-
fied,

"We have proceeded in making these purchases in accordance
with my understand ing of the policy agreed upon by the Board with
the Open Market Investment Committee in the past, that large move-
ments of gold such as we have recently experienced are, as a matter
of course, to be offset by purchases or sales of Open Market Invest-
ment Committee holdings. I think you will find this general view
of the cormittee's policy referred to in previous reports of the
committee, three of which I have before me, that is, November 8,
1926, September 10, 1926, and the last meeting held in May., The
records of the earlier meetings of the comittee are, as I recall,
even more specific on this point, but they are not before me as I
dictate this letter,

“"ro review the present situation, when the Bank of France secured
the return of $90,000,000 of gold in London we negotiated for its
purchase, as you know, on very short notice in order to avoid its
getting into the country when, having omce crossed the exchange
barrier, it would form & permanent part of our gold reserves,
$30,000,000 we were unable to arrest in London, but we partly off-
set the effect of its addition to bank reserves by sales, as I
recall, of about $15,000,000 of the System's sscurities. The pur-
chese of $60,000,000 in London was effected by our selling a like
amount of the Syatom's securities to the Bank of France and so
avoiding the expansion of bank reserves which would have resulted
from our paying for the gold without reducing our investment account.
While the effect of this was to give the Bank of France dollar
balances for $90,000,000 in New York, about $75,000,000 or there-
abouts of this gold was actuelly offset by ssles of securities,

"Now exactly the reverse operation has taken place as to
$100,000,000, because the Bank of France has withdrawn $100,000,000
of their deposits with New York banks, transferred them to us, and
purchased that amount of gold, thus effecting a reduction of bank
reserves in this city of $100,000,000, As explained to you by
telephone, this made it necessary to offset the loss of reserves
by purchases of securities as rapidly as they could be made. Had
we failed to do so we would have had a sharp advance in interest
rates at a tims when it would have caused inconvenience to the
Treasury financing then under way and would have increased the
lildihood of even higher rates which we also expected after the
June financing was concluded.

"s8 in previous similar cases we did not feel that these pur-
chases formed a part of the $115,000,000 authorized by the Board
following the submission of the c amittee's report of May 9. 1In
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fact we felt that under that smthority only $15,000,000 of pur-
chases had been effected and that the general schems of the repcrt
to cntinue purchases up to $250,000,000 before August 1, if money
merket conditions made that possible, clearly contemplates that
regard for money market conditions and for the volume of borrows
ing in New York would be the guiding principle, Were this not the
case the effect of this loss of $100,000,000 of gold would be to
entirely nullify the action of the Open Market Ipvestment C cmittee
and the Federal Reserve Board,

"As explainsd by telephone and in my last two letters on this
subject, we are anticipating heavy borrowing this week, although
the amount cannot accurately be forecast. It will furnish the
opportunity to enlarge the committee's holdings of sscurities which
the cammittee believes, and which we felt the Beard believed, was
& desirable thing to accamplish if it could be done without creating
an undue ease of money, but the continued enlargement of the securi-
ty loan account seemed to justify our delaying these purchases for
a short time so as to see what effect a brief period of somewhat
higher reates would have,

"We realize, as the Board doubtless does, thet there has been
a considerable speculation in stocks, although far less active and
menacing in its proportions than that which had developsd in either
Berlin or Paris, Just as is stated in the comaittee's report and
in my previous letters this situation will require careful socrutiny
from day to day until the true position of the money merket dis-
closeé itself, But I am sure the Board has in mind that if a
period of definitely higher rates now develops and no purchases are
made practically all the bills in the market will came to the
Federal Reserve Bank which might make it necessary for us to advance
our bill buying rate, and that, in turn, make it necessary to advance
our discount rate. Such action at this time we do not believe is
Justified, and our directors feel would be distinctly harmful.

"So, summarizing the position as it appears to be to-day, I
should say that we are quite willing to watch the effect of soms
what higher rates for a short psriod, but we believe it would be

hazardous i ® toallow a general revision of the level
of interesst rates to occur, for the reasons -

(1) Thai it might force an increase in our bill rate
and ultimately our discount rate,

(2) That such an e would be detr to the f\

business of the country,

(3) That it would have a tendency to depress the value
of sterling and ultimately the ¢ mtinental ex-
changes, and possibly embarrass us by starting

another gold impart movement, and
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(4) Thet with the heavy refunding operations now under
way and in prospect for the Treasury we believe
that any general advance in the level of interest
rates, unless necessitated by other impelling
reasons, might have a detrimental effect upon the
Treasury's plans which would be quite unnecessary.

"I have endeavored, by telephone and letter, to keep you and the
members of the Board fully informed of these developments from day
to day in the hope that what we are doing was fully understood and
would meet with the Board's entire approval, If that is not the
case may I ask you to let me know at once, as the situation is
certainly one of sufficient importance to maks it necessary that
there should be no misunderstand ing of the Board's action and the
committes's policy."

Following the reading of the above letter, a deteiled discussion en-
sued during which Mr. Miller read to the Board the proposed letter to
Governor Strong prepared by him bn which action was deferred at the meet-
ing on June 20th. Mr. Miller also submitted to the Board certain suggest-
ions for changes in the proposed letter in light of information contained
in Governors Strong's commnication of June 20th. During the discussion
which ensued, Governor Crissinger was called from the meeting and upon
his return stated the call was fram Governor Strong who suggested that if
members of the Board desired more deteiled information regarding present
conditions than is contained in his letters, he would be glad to come to
Washington tomorrow (June 22nd) for an interview, At the request of the
members of the Board, Governor Crissinger expressed to Governor Strong
the desire of the members that he come to Washington. Action by the
Board on Governor Strong's letter of June 20th was thereupon deferred.

Acoordingly, Governor Strong came to Washington and attended a meet-
ing of the Board held on June 22nd, at which all members were present,
except Messrs. Platt and McIntosh., The minutes of the meeting held on
June 22nd are as follows:

—_—
"Governor Crissinger stated that the meeting had been called

for the purpose of discussing with Governor Strong in further de-

tail the matters referred to in his letters to the Board of June

9th, 16th and 20th. The Board, with Governor Strong, then made an
extended review of present and prospective conditions, Governor

Strong reported upon the money merkets, at home and abroad, and

on the gold and exchange situation. During the discussion, it

was brought out that if money rates should firm or rise it would

be desirable to give relief to the situation through purchase of
securities in the open market. The opinion was expressed by samue
members of the Board that authority to the Open Market Investment

Committee to make such purchases up to $100,000,000 already exists
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under the action taken by the Board on May 13th, as the $100,000,000
of securities purchmsed since that time to offset gold exported to
the Bank of France should not be considered as having been purchased
under the Board's authority referred to. This opinion was not con-
ourred in by all members of the Board,
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Following the discussion, Mr. Hamlin submitted and moved
adoption of the following:

'After hearing a report upon the money markets, at
hane and abroad, and of the gold and exchange situatiom,
the Board suthorize the Governor of the Board to advise
the Open Market Investment Committee that it doss|not]
consider the $100,000,000 of securities purchased by
the Committee since May 13, 1927 as forming part of the
authox" ity grented to the Cammittee by the Board on that
date, '

Mr, Hamlin's motion being put by the Chair
was carried, the members voting as follows:

e U

The Chairman, “aye"
Governor Crissinger, "aye"
Mr. Ha.mlin, ayo

Mr., Janes, aye

Mr, Miller, "no"

Mr. Cunningham, "no"

In explanation of his negative vote, Mr, Miller steated
that his view was already, in part, set ocut in the drafts of
letters he had submitted for the consideration of the Board
as the basis of a reply to Governor Strong's letters of June
9th, 16th and 20th.

He added, in further explanation, that open market pur-
chases and sales of securities for System account were becom-
ing the most important operating instrumentality of the Federal
Reserve System for influencing the eredit situation and he
thought it very important, therefore, that the action of the
Open Market Investment Committee should never rest upon infer-
ential or implied authority, but that every considerable in-
crease or dimumition of the System account should be considered
as & separate matter by the Board, and made the subject of
positive action,

With regard to the prospective oredit situation, Mr.
Miller said that he thought it not improbable that the later



Reproduced from the Unclassified / Declassified Holdings of the National Archives '

oram No, 131,

Office Correspondence “ >~ _

To__ Subject: -

From__ ‘ v
«] G

months of the year would shov a tedenoy toward hardening of
money rates. Should suoh prove to be the ocase he thought it
would probably be advisable action for the Federal Reserve
System, through open market purchases, to ease the credit
situation; but he added that the true position of the money
market has not yet disclosed itself end appropriate policy
cannot be determined at this time.

For these reasons, he stated, he voted "no" on Mr. Hamlin's
resolution,"

During the pericd from June 22nd to the date of the next meeting of
the Open Market Investment Camuittee held in Washington on July 27th, pur-
chases were made for the account which increased the total from $250,448,300
to $266,998,300.

A meeting of the Board and the members of the Open Market Investment
Committee was held in Washington an July 27th, and the minutes of said
meeting read as follows:

"The meeting was called as a meeting of the Open Market Invest-
ment Committee with the Federal Reserve Board and representatives of
two of the mid-western banks were present, The Chairman presented
his report reviewing open market operations and credit conditions,
The oredit policy of the System was thereupon fully discussed.

"Consideration was given to the contimed fall in commodity
prices, to the fact thet there was a diminution of borrowing from
the reserve banks due apparently to some slackening in business,
and especially to the relation of money rates in the United States
to money rates in Europe., It was reported that becauses of heavy
foreign payments which are likely to inorease with the fall movement
of commodities to Europe, there was a continued drain on European
central bank gold reserves, which made it more than likely that
central bank rates in Europe would need to be further advanced this
fall, Th)%ﬂﬂ have already been once advanced L
and there is some pro y s one per oent advance in the rate
of the Bank of England.

"A1ll present at the meeting recognized that these developments
would necessarily have a depressing effect upon business abrosd and
might tend to restrict the freedom of purchases of goolds in this
country at the usual season. It was also brought out that it is
the duty of the central banks to keep money rates at as low a level
as my be attained with mfety, and that at this time rates could
be reduced not only without harm but with reasonable sxpectations o
jeneficial results., It was felt that the only possible adverse de-
velopment resulting fram a general lowering of discount rates would
be in the speculative security merkets, but that this possibility
should not stand in the way of the execution of an otherwise desir-
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able policy.

"There was no exception to the view that the time hed arrived,
or was appreaching, when the discount rate in New York should be
reduced, and with one or two exceptions there was no dissent from
the view that a System policy of lower discount rates should in
general prevail, It was pointed out, hawever, that local conditions
in some of the interior reserve districts did not indicate any de-
mand for rate reductions in those districts and that the smwall bor-
rowings from the reserve banks ind icate an adequate supply of
credit for all needs at the present rates, Officers of some of the
larger member banks were quoted as opposed to rate reductions. On
the other hand, it was pointed out that reductions now, which would
result in no harm and considerablepossible benefit, would place the
reserve banks in position to rmke increases later which might serve
as warnings withoul penalizing business with high rates.

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

"The most importent consideration at the meeting was und ubted-
ly the fact that the differential between the rates in New York and
the rates in Londm was not today sufficient to enable London, and
therefore the rest of Europs, to avoid general advances in rates
this autumn unless rates here were lowered, and that the consegquence
of such high rates as would result in Europe would be unfavorable to
the marketing of our export produce abroad and would have an adverse
effect generally on world trade,"

The minutes above quoted were written during recess, and upon reconven-
ing, were approved by the meeting, following which it was moved and carried
that the authority of the Open Market Investment Committee be extended for
the purchase, as and when conditions warrant, of not to exceed an additiomal
$50,000,000 of investments.

At this point, July 27th, when the account stood at $265,998,300, the

Canmittee had authorzty to increase the holdings in the a.ocount up to
$315, 000,000, -

During the period from August 15th to 19th, .the following letters were

exchanged between Governor Crissinger End-Governor Strong:

"August 15, 1927,
My dear Governor Crissinger:

I am sending you a letter today as Chairman of the Open Market
Investment Committee which I think explains itself, but wigh to add
something to it personnally so that you may understand the atmosphere.

There has been a considerable movement of funds away from New
York. It resulted as you have observed in the money market remain-
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ing sanewhat firmer than we hed anticipated and it not only resulted
in our purchasing somewhat more for open market account than I had
expected, but in our doing so much more rapidly than had been antici-
peted., The transactions reported in my separate letter are simply
routine and arose in connection with adjustments mede in the various
accounts as explained,

We are about facing the need for a very considerable preperation
for the Septembar 15 financing. We hold for account of the Open
Market Investment Committee and for account of our foreign corres-
pondents something over $200,000,000 of the certificates maturing
September 15. If repayment of these were received from the Treasury
without any offsetting purchases it would of course result in a very
severe stiffening of money rates and a 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
purchase several longer maturities against offsetting sales of the
September 15 maturities as rapidly as these can be effected. The
account will be up and down from day to day, but I want you to under=-
stand just what is taking place, and hope you will explain it to your
colleagues in the Board,

Fran this time on I anticipate thers may be a fairly steady
growth in demands upon us by the money market and we would not wish
to have the money situation complicated by failure to anticipate
these maturitises,

With best regards believe me,

Sincerely yours,
(Signed) Benj. Strong"

"sugust 15, 1927,

Dear Governor Strong:

I have received this morning your private and confidential
letter of August i5th concerning the market situation as it is now
developing. It is very interesting, I think it was reasonable to
expect it in view of the differential between the rates of New
York and London.

I quite agree that you should take vigorous steps to prepere
for off-setting the September maturities.

It appears to me that we have same problem on, but I feel
confident that you will be able to work it out. I would be very
glad to take this matter up with the Board if there was any Board /
here, but there is nobody here but Mr. James, W
are away as usual; killer is in California; Cunninghem is at his
farm in Iowa; and the Comptroller is in and out, but not very well,
So there is nobody left but the cripples to run the business,

Sincerely yours,
(signed) D, R Crissinger"

ederal Reserve Bank of St. Louis
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"August 15, 1927,
Dear Governor Crissinger:

At the opeming of business this morning the Open Markst In-
vestment Account stood at about $301,000,000, with additional pur-
chases made iast week, for delivery today, of $4,000,000, which will
meke the total $305,000,000. This brings us up to a total of
$40,000,000 of purcheses against the $50,000,000 recently authorized,

This morning one of our foreign correspondents requested us to
sell $10,000,000 of September 15, 1927 certificates, which we are
teking for the System Account. This will complete our purchases for
the present, 1In addition to this $10,000,000 purchase we have been
offered a block of $20,000,000 of the September 15 certificates, and
as we hold in the System account $20,000,000 of the Treasury 3 3/8%
bonds (for which we turned in Second Liberty Lean 4 1/4% bonds on
June 15) which can now be 80}d to an advantage, it has seemed to us
an opportune time to make the switch. We are, therefore, taking in
the $20,000,000 of September 15 certificates, against which we will
sell the long-term 3 3/8% bonds, and have today sold $10,000,000
of the latter at 100 22/32, for delivery tamorrow, The remsining
$10,000,000 will undoubtedly be sold within the course of the next
few days.

Very truly yours,
(Signed) Benj, Strong,
Chairman, Open Market
Investment Coomittes,"

"August 16, 1927,
Dear Governor Strong:

I have your letter of August 15th explaining the condition of
your Open Market Investment Account and note that it is now up to
$305,000,000, and that you are about to complete the full authoriza-
tion,

I am very glad to have your letter and will bring it to the at-
tention of the Board. ‘

With my kind regards, I am

Sincerely yours,

(Signed) D, Re Crissinger"
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"August 16, 1927,
Dear Governor Crissinger:

Since writing you yesterday we have still ancther development
which has a bearing upon the money market, Sterling exchange since
our rate reduction has been consistently str 20d yesterday we
were able to liquidate L 1,000,000 of ocur Lond/scoount at a satis-
factory rate. And the arrangement with the Bank of England to con-
tinue this policy will possibly result in further sales of sterling
from time to time 8o long as the market justifies it.

These sales of courss have the effect of taking funds out of
the money market in New York and consequently of impairing banking
reserves, If sterling is strong enough to justify c msiderable
sales it will possibly be necessary for us to extend cur purchases
of Government securities. This, of course, is one of the offsetting
transactions which will be current fram time to time, and it simply
means that as the London portfolio decreases the New York portfolio
will correspondingly increase, and vice versa. On the other hand,
it may be that we can buy gold in London at satisfactory prices and
hold it earmarked so as to be in position to sell it at a favorable
opportunity,

Very truly yours,

(Signed) Benj. Stroﬁg"

"August 17, 1927,
Dear Governor Strong:

Your letter of August 16th in re selling of b 1,000,000 Sterling
out of your London account has been received, and it is noted that
these sales of Sterling from the London account will withdraw funds
from the New York market and that it will be necessary probably to
extend the purchases of securities in order to offset it,

I am bringing your letter to the attention of the Board,

Very truly yours,

(Signed) D, R, Crissinger,
Governor,"

Federal Reserve Bank of St. Louis
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"August 19, 1927,
Dear Governor Crissinger:

Matters are developing from day to day in money market affairs
and onoe more I should advise you just what is transpirings

In the first place you will observe from the gold settlement fund
figures that we have lost over $120,000,000 of our reserves in the
last few weeks to the rest of the country. While this is not unusual
at the season, I have a feeling, which is shared by some of my associa-~
tes here, that the movement has been accentuated by the failure of l//
Chicago and Philadelphia 10 reduce their discount rates. But sfter
all that is a matter for them To d8cidé and we must make ocur arrange-
ments accordingly,

Until the iast dey or two the trend of the money market disclosed
an underlying strength which disturbed me somewhat, but within the
last forty-eight hours it has shown evidence of ease, stock exchange
rates today were reduced to 3-1/2%, there is a scmewhat lessened de-
mand for Federal Keserve funds, and signs that the commercial paper
merket has eaged a bit as well as the rate on collateral time loans,

One of the results of this ease, of course, is to strengthen the
sterling rate somewhat and we have been successful in disposmng so far
of about b 3,760,000 of our sterling balances - in round figures sbout
$18,000,000 ~ This, of course, takes money out of the money market and
considerirg that it involves no change in policy and simply a shift in
portfolio from London to New York, we have felt obliged to buy a moderate
amount of governments in order to offset these withdrawals,

: Taking the situaticn as & whole, it has worked omt most satis-
factorily. If we find after the turn of Jamary that our portfalio is
larger than necessary we can readily liquidate a part of it, And as
matters stand today I think it may be better later in the year to let
the needs of the market be supplied by the member banks borrowing fram
us, The liguidetion immediately following the first of January will
enable us to judge of the extent, if at all, we should sell govermment
securities,

I hope the whole program has worked out to your satisfaction. I
know it has to ours, and our directors expressed satisfaction when the
subject was reviewed at yesterday's meetirg.

I beg to remein

Sincerely yours,
(Signed) Benj. Strong"

All of the above c amunications were presented at an Executive Committee
meeting held on August 24th. Noaction was taken by the Committee except to
note the contents therecf,

At the meeting of the Executive Committee held on September 2nd, the
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Camittee noted the following cammunication from Governor Strong dated
August 26th:

"Since my letter of August 16 in reference to changes in the
Open Market Investment Account, the strength in sterling has
enabled us to make further sales fram ocur London account, Such
sales have reached a total of b 7,180,000 through the close of
business tonight, involving the withdrawal from this market of
approximately $35,000,000, and up to the close of business last
night we had purchased for the System Account, as an offset, a
total of 17,004,500 per value of Government securities.

"Podsy one of our foreign correspondents requests us to sell
from its holdings $25,000,000 of Treasury certificates maturing
September 15 next; of this amount we have purchased for the System
Account $15,000,000, making total purchases to offset sales of
sterling $32,000,000 and increasing the holdings in the System
Account to $347,000,000, The remaining $10,000,000 of these
September certificatos we have purchased for our own investiment
account, to be held there temporarily for sale to the Treasury
early in September.

"With the continued strength in sterling, we will, no doubt,
be able to make further substantial sales, in which event we shall
continue making offsetting transactions.”

Narherel in the Board's records does it appear that formal action was
taken approving specifically the purchage of securities by the Open Market - k
Investment Committes to offset sales of 'sterling balences. The first sale

of sterling was made during the week ending August 17th, and on that date

the Open Market Investment Account stood at $317,966,300, Since that

date, the sterling balance has been practically liquidated, and the Open

Market Investment Account has increased right along up to September 21st,

when it stood at $362,819,000,

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




Reproduced from the Unclassified / Declassified Holdings of the National Archives '

DECLASSIFIED
Authority 'E.Ot ! Ofﬂ [

’) ’ Septsmber 30, 1927,

At 8 mesting of the Federal Moserve Board held on Mey 6, 1927,
Governor Strang reported verbally arrangements being made to purchase
$60,000,000 of gold frem the Bank of Prance, to be held by the Bank of
Exgland for the New York bank's sccount. The following is an exserpt
from the minutes of that meeting:

; "At this peint, Governor Strong of the Federsl Reserve Bank

; of New York, entered the room and adviged the Board that the Bank

| ; of Franvce had contemplated and made arrangements to ship $90,000,000
| ,(J of gold to the American Exchangs Irving Trust Company of New York
B City, that $12,000,000 of the gald had been received by tho member
bank and $18,000,000 is now in transit. He stated thet tho Federal
? \ Reserve Bank of Eew Tark has about completed an arrangement wheredy
i the balance of the gold not yet shipped ($60,000,000) would be seld
te it by the Bank of Frence snd held for the Federsl Reserve fank,
properly earmarked, by the Bank of England. Ee also referred to

a telephorw comversation this morning with Deputy Governor Harrisem
of the FPedersl Reeerve Bank of New York, regarding impsnding arrange-
5_ ments for stabilization of the Polish Currenoy.”

; : otion was taken by the Federal Ressrve Board at this meeting.
. he Board has in its files a letter from the Secretary of the Governors'
' Conferense, dated May 24, 1927, enclosing & copy of the minutes of the
mestings of the Open Market Investment Cammittee held in Washington om
Nay 9th, 11th and 12th, and & sopy of the preliminary memoranium rela-
gv* ©  tive te Open Market policy which was submitted to the Governors'Conference
' in connection with the Camittee's report. The Governors' Conference was
An session in Washingtom during the pericd from May $th to 12th.
e ™he minutes of a meciing of the Open Markst Investment Committee
held in Washington on the morning of May 9th show that the Secretary
read ¢ preliminary draft of the msmorandum referred to sabove and that
‘ it was the opinion of the Camittee that coples of the msmorandum, with
| —mpmm————T cested amendments, should be submitted by the Chairman of the Caemmittee
to the Federal Reserve Baard for its oconsideration in arder to familiarize
ths Board with the fuotars which wonld be in the minds of the Committee
4( inter in preparing its repert. The mioutes of a meetipg of the Open

Narket Committee held on the afternoon of Mey 9, 18277 that the Committee:
oomsidered a redraft of the rrelimimary memorandum ¢ mtaining the amend-
ments agreed to at the morning meeting, and that the Chairman of the

7/" Committes was requested to transmit seven ocopies of the msmorandum as
amended to Qovernor Crissinger for the mexbers of the Board, with advioce
that the Cammittee womld be glad to meet with the Board and discuss the
nemorandum any time suitable to its convenience. Accarding to the
minutes of said meseting, copies of the amended memarandum were submitted
to Governer Crissinger at 115pm, immediately fellowing adjournment of
the afternoon mesting of the Committes,

Ao of the preliminary nemorandum referred to is attached hereto,

from which the follawing is quoted:
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"During the last part of April, the Bank of France recovered approxi-
mately #90,000,000 of gold from the Bank of England by the repayment of
its credit to the Bank of England. Of this $90,000,000, $12,000,000 ar-
rived in lev York last week, $18,000,000 is still on the water, and
$£0,000,000 was purchased by the Federal Reserve Bank of Hew York on
May 6 and is nor held by the Bank of England under earmark for account
of the New York bank. In addition to this Bank of France gold, $2,500,000
has recently been imported from Australia, and another $2,500,000 more
is now on the water fr acnAustralia and expected to arrive in this country
this week

"l somewhat disturbing factor arose in the probability of the
importation and sale to the Federal Heserve Bank of Maw York of the
$90,000,000 of gold, negotiations for the purchase of which had been
concluded by one of the Haw 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 fear shipping the entire amount of gold; in fact, one
shipment was about to arrive in Haw York, and others were being loaded.
In view of this situation, after consulting with all members of the Open
Market Investment Committee and with the Federal Reserve Board by tele-
phone, it was arranged to purchase from the Bank of France all of the
gold - nearly $60,000,000 - which had not been shipped, and to se]l

jbe Bai&htf Franc-ea like amount of the September maturity of certifi-
cates cf imetrtedness held in the Open Market Investment account. By
this arrangement, the money market status remained unchanged, except as
to the gold which had already been shipped, leaving the committee in
position to determine 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 nmade
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 sale 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 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 available.
It is dear, therefore, that the committee must from new on give care-
ful attention to meeting this gold problem, either by increasing its
portfolio In anticipation of future developments, or by adopting other
measures. The method of doing so should be determined with regard to
whether the tia* 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 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 Committee’s report and which are now submitted
siaply for discussion, None of them are recommended at this time, but
are intended simply as a summary of all possibilities.”
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The first of the severel possibilities referred to in the prelimimary
memorandum is es follows:

*(1) The coamittee could replace the meurities sold to
the Bank of Rrance. The immediate effect would be to reduce
the amount of member bank boarrowings in New York, which are
now running om the average at from $100,000,000 to $150,000,000."

A second wmeeting of the Open Market Committes was held on the After-
noon of May 9, 18527, attended by six members ef the Federal Reserve Bard.
The minutes of that meeting shaw that there was a long discussion by various
; members of the committee and the Federal Ressrve Board of the prelimimary
; memorandun: previously distributed smong the members of the sommittee and
' the Pedersl Reserve Board, snd that Governor Strong explained thet this
| preliminary msmorandum did not embody any recommendations but merely
| \ raised points for discussion with tho Reserve Board which would enable
! X the committee later to file a report with definite recommendations. The

/}a meeting adjourned with the understending that the Committes wemld suwbamit

its final repart to the Federal Resesrve Board later on in the week.
A report of the Open Market Ccmmities dated May 11, 19527, was submitted

4o the Board at a mesiing held on May 12, 1827. In this repart, the
: Open Markot Cammitiee made the follewing recemmendations:ef poliey for
' the peried ending August 1, 1927:

"(1) That no further sales of system securities be mede in
order to offset arrivwals of gold from abroad now known or antici-
pated, .

"(2) That it shall be the policy of the camittee between
now ard August 1 next, gradually to acquire, if possible to do
so without undue effect upon the money market, sufficient addi-

: tional short-time government obligations to bring the total of
the caumittee's investment account up to §260,000,000. In inter-
| preting the expression 'undus effect upon the money market,' the
eamittee would expect to keep in mind any changes which might
eccur in the general level of money rates, as well as the extent
to which these purcheses might effect a reduetion in the amount
of borrowings by member banks.
‘i ’ ’ "while this policy is not directed tawards bringing about a
reduction in discount rates by any Federsl reserve bank, nar is
that immediately anticipated, it is recognized that some lavering
of market rates for money might nevertheless justify such a redwo-
tion later in the yesr, especially at the mrincipal finanecial
centers.. The recommendation in paragraph two is also made after
consideration of the fact that somewhat lower interest rates
erdimarily operate to check gold imports; in faot, thal was ane
of the effects ef purchasss of securities made in 1924, .
"ghe committee further expects to contime studies of thom

' s_se t in the limirery memorandum by which increases
igitized for FRASER ﬁ*‘%ﬁ Sys 0'}‘ poﬁ}olﬁ.:i;ht i’.’ brought about without inoreasing
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the sanount of Federal reserve crodit inthe market. It expects to
disouss with the Treasury Depariment those methods with which the
Trecsury is concermed, and requests that the Pederal Reserve Board
give cmsideration Lo thowe particular items, such as reserves on
tims deposits, which relate to the regulations of the Federal
Reserve Bcard,"”

At the May 12th meetigg of the Bomrd, following submission of the
above recommendations, Gevernor Crissinger called attention to the fact
that the Board, under the impression that the Federal advisory Council
would mest here tomorrow recently requested the Council to make a osre.
ful review of the open merket policy of the Federal Reserve System since
the organimtion of the Opsn larket Committee and to give the Board the
bensfit of its views and to submit any recommendations that may seen
desirable with regard to shanges ir the method or chjsctives of open
market polisy. The Governar etated that the Federal Advisory Cauncil
would not meet until next Friday, May 20th, and ¢ msequently would
not be able to discuss the matisr as emtempleted jointly with the Board
and the Open larkst Committee., Gaovernar Strong, “Yhairman of the Committes,
called attention to the faet that the preliminery memorandum presented to
ihe Board shore the present condition of affairs and requeeted that son-
sideration be given to that memorsandum in conneotion with consideration
of the Cosmittes's recommendetions. Thereupom emsusd s detailed discussion
ae to the present Open Market sitmation and the desirability of increasing
the System's portfolio of goverrment securities, as recemmended by the
Cammittes, and of mehhods whereby such an increase could be sccomplished
without disturdbing the nonsy merket. Jprlbiler-axprossed-NIEF PPINISE
that—-the--rosamendation. of -the--Camitteow-for-ak. . i00LAA88--i0-Lhe- inveet - {
nent-woeondb-epto-$3-80,000,000-wae~tn--bhe- right-direstiortat-thet
Sho-nost-important. Juest)ign. fanssrnsd-the-preper—tine at-whivh-to-mike |

. Gwornﬁ“ﬁ"&on; stated that the purpoee of the Committee
was to agrse with the Baard upon the policy whish would extend, under
existing conditions, until Awgust lat, end having dene so that it would
sten to be the responsibility of the Committee to put the polisy into
exeoution, keeping the Board informed daily of all transsctions. There
fallowed a disouseion as toc the possibility of future imparts of gold
and thes effect of such imports upon the xoney market, in conjunetien
with a polisy of the Federal Reserve Syatem which itself might result
in adding to the present euprly of money. Governor Strong expressed the
opinion that the poliey eantemplated in the Committee’s recommendations
would not result in any ineresse in Federsl Bsssrve oredii in the meney
market, but would be offeet by reductione in menmber banks' borrowings
fram the Federal Reserve Bank of Bew York or in the bill holdings of the
System. Upon motion, the recosmendations of the Open Market Investment
Committes were recsived by the Board and mads speoial order of businese
for a date to be fixed by the Governor after conference with the Chairmen
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The Board reoonvensd during the afternoon of May 12th, snd during
that session the Governar referred to the statement mmde Yy Governor
Strong at the meeting of the Board an May 5th to the effect that the
Federal Reserve Bank of New Yoyl aas endesvoring to purchase from the
Bank of Franoe oertain gold whish the Bank of France was withdrawing
| from the Bank of England and had sold to and intended to ship to the
E Amsrisan Exchange Irving Trust Company of New York City, whieh, if
i parchesed, the Federal Reserve Bank of New York intended to have eer-
marked and held far it by the Bank of England, The Governar etated
that he had been advised by Governor Strang that the geld in queetion,
totaling $69,5648 ,000 had been purchased by the New York bank, had deen
sarmarked and wme being held by the Bank of England, and that at the
Conferenoe of Governors of thw Federal reserve barks now in sessica
in Washington it had been voted umnimously that all Federal reserve
banks participate in the purelmse and that ssid gold be not eocunted ae
part of the banks' gold reserves. The Governor stated that he had alse
been sadvised that the participation was to be made effective as of May
11th, and recommwnded that in the Beard's published statement shaving
the eomiition of the twelve Federal reserve banks, the gold in question
| be reported against the caption, “Geld Held Abrosd”, immsdiately pre-

% oeding the item “Due from Foreign Banks”, and that the published
anlysis thereof scoempanying the statemsnt eontain the fellewing
brisf cauwent in regard thereto: "During the week the Federal Reserve
Bank of New York purelmsed adbromd $59,548,000 of gold, the purochmse
being participated in by all Pederal reserve banks, This geld is now
a held esraarked by one of the foreign eorrespondents of the New York
i bank and is sham in the statement against a new item 'Gold held
: abroad, '

The only action taken by the Board at this meeting was with regerd
, to haw the gold should be roported, and to reaffirm a pregious position
; taken that Federal reserve banks should not regard as part of their
: reserves gold earmarked in foralyn countriss. Up to this peint, ne
| formal a0tion had been taken, scearding to the minutes, approving of the

; purchass of the gold,
JL % At a meeting of the Board held on May 15, 1927, oconsideration was
Y given te the recommendations of the Open Market Investment, which had been

submitted at the meeting held on the previous day, and in this oomneotion,
: the entire record as it appsars in the minutes of the Board is quoted

? belaw:

z -

“st this point, the Seoretary of the Treasury entered the
meeting and took the Chair.

"7he Beard them procesded with further emsiderstion of the
reccamendations of the Opsn Markst Investment Committee, submittied
at the meeting yestorday and on which no sciion was taken at that
meoting.

é'
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"Mr. Hamlin moved that the Board approve the reeamends-
tione of the Open Marimt Ipvestment Cousittes contained in
the repart of the Camuittee dated May 11, 1927,

"Mr., Uiller statad that he weuld prefer to have actiom
on the recomwndations of the Committee deferred until the
Board hme had an oppartunity to discuss the general question
of opsn market polioy with the Federal Advisoary Council at
their weeting on next Priday. He stated, however , that if
the Board did not bdelisve it desirsble to defer action he
wished to present for the Board's oonsideration, ag an
altermative for Mr. Hamlin's motion, a nenorandus prepered
by him as the dasis of a letter to the Opsn Market Investment
Comnittes regarding its repert.

"fhe Chairman pointed out the desirsbility of esteblish-
ing a policy which he stated could, of courss, be ehanged by
the Board at any time if developments warranted. Ne stated
that he telieved unless there was some particular resson for
not doing so the Board should oomcur in the recommendations
of the Open Market Investmant Committee, and pointed oat that
if the Beard did so, and following the meeting of the Federal
Advisory Council, wished to ehange that policy there was no
reason why an amsndateory sction should not be taken by the
Board, BHe suggeeted that the Board might appreve the recom-
mtndations of the Coomittee and in advising of sueh approvel
state Lo the Camittee that the Qquestion of open market poliocy
will be kept under consideration and that the Beard upon review
night wish to take further action,

“Mr, Platt then moved that Mr. Hamlin's motion be amended
to rend as follows:

“‘Resalved, that the Federal Resarve Baard approve the
report and recommendations of the Open Market Investment
Committes, with the feeling that the securities proposed to
be purchased should de accwmlated slowly and with a view to
the possibility that it may nct bs advisable to purchase the
full amount authorised within the time limit mentioned,'

"Mr. Bamlin asoepted the smendment meved by Mr. Flatt and
y unanimous eonsent witikirew his arigimal motion,

“Mr. Miller then read to the Board the following memo-
randus prepared by him and as a substitute for Mr, Platt's
motion moved its adoption by the Board as the btasis of »
lstter to the Open Market Investmsnt Coammitties;
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"'The Board has considered the recommsndations of the
Open arket Commitics lated May 11, 1927, far the poriod
ending August 1:

|

|

’ (1) That no further sales of Sysiem securities bs made

; in erder to offset arrivals of gold from abroad nov knewn

| or antieimted.

i (2) ™at it shall be the pelicy of the committee between

| now and August 1 next, gradually to acquire, if possible to do

l’ 80 without undue effeot upon the monsy market, sufficient
additional short-time government ebligations to bring the total

| of the cumittee's investment account up to $250,000,000.

|

|

{

[

¥ith rospest to recommendation ¥o. 1, it does net appear
to the Board that the nsxt fow months will shaw gold imports
to the United States in any such volume as would indicate the
e necessity or desirability in existing circumstences of an off-
; sotting operation by the sale of System sesurities. It has,
' therefare, nothing to suggest by way of modifiomntion of the
course of action outlined by the Committee, unless there
5 should b6 a marked change in the situgtion in which cuse the
mtter shauld be reconsidered. The Committee's recommendation
is, therefore, approved,

With respeot te recommendation No, 2, it is the opinion
of the Boxrd that the System's Special Investment Account
should, sooner ar later, in accordance with the peliecy which
tas gzoverned the opsration of the Account in the past, be replenished
r¢ by the purohase of an amount of sscurities that would dbring up
E the total holdings I Lhe Aceount to not less than $200,000,000,

It is, however, Lthe opinion of the Board that the present
| situation is not a favorable one for such an operation and

: that the resumption of purchases of s eouritiss for the Special
: Invastment Acceunt should be daferred until such time as it may
: appear thal such purchases will have a desirable stimmlating

‘ effect upon trade, indusiry or agrisulture. The country is new
: entering a poriod of interssascual trede lull with the demsnd
for oredit for commercial use slackening. The only highly

g active market in the cowntry is the seourities mwarket. There
is acoumlating evidence of speculative excesses, which in part
,( has been reflected in recent weeks in a great growth of

E brokers' demand loans, It is thought not to be desirable to
stimulate these Ly a reduction of the cost of money in the

How York mmrket such as would result from the purchase during
the next two momths of from $100,000,000 teo §150,000,000 of

; securities for the System acosunt.
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It is the view of the Board that the movement of busi-
ness, credit, gold, money retes and other factors bearing
upon the oredit and open market pelioy of the Federal
Reserve System shauld be carefully and constantly watohed,
in order that whem action is teken to replenish the Special
Investaant Ascount it may be dome with & minimum of undesir-
able stimulation,

For its part the Board will follow ooming developments
affecting open market polioy with eare end will keep in touch
with the Comittee in order that shere may be & prompt sxchange
of views and suitable sotion when conditioms warrant. Por the
present the Board doess not think the situation favarable to s
seouritiss-purohase operation and, therefore, withholds ap-
proval of the resammendation that the Committee at this time
be given suthority to purchase secwritiss detween now and
August 1 to an amount sufficient to bring up the System's
acoount to $250,000,000." _

After a detailed discussion, Mr., Niller's substi-
tute motion was put Dy the Chair and lest, the members
voting as fellows:

The Chairmn, "no"

Mr. Platt, "no"

¥r, Hamlin, "no"

Kr. James, "no"

kr. MeIntosh, "no"

Govertar Crissinger, "aye”
o Miller, "aye

Mr. Cunningham, "sye"

Mr. Platt's motion was then put by the Chair and
carried, the members voting as follows:

The Chairman, "ays"
Governar Crissinger, "aye”
Mr. Platt, "aye®

¥r. Hamlin, “aye

Mr. JMO, .a,"‘v*.-

Nr. cunninginn‘ "aye"

Mr. MoIntosh, “ays"

M, lill‘!’, nc.

Mr, Cubmingidier then made the following statement:

"With ths sinoere hope that the view expreseed
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in Mr. Platt’s resolution that ths ssowrities which the
open Market invesiment committee reocmmends be purchased
will be acounulated graduslly up to August lst next, I

am voting in favor of the motion.”
/rht Board then approved the following draft of letter to the Chairmsn
of the Open Market Investment Committee advising of the action taken by the
Board with respect to the Comittee's recoumendations:

"st the meeting of the Federal Reservs Board this morning,

é consideration was given to the report of the Open Karket Invest-
ment Committee, dated May 11, 1927, in which the Comittee recom-
@ monded: "(1) That no further sales of System securities be made
N in order te offset arrivals of gold from abread now knewn or
anticipated” and "(2) That it shall be the policy of the com-
\ mittee between now snd August 1 next, gradually to aoquire, if

possible to do so without undus effect upon the monsy market,
sufficient additioml short-time government obligations to bring
the total of the eamittee’'s investment soccount up te $250,000,000.
In interpreting the sxpression 'undus effect upon the meney market,'
the committee womld expeot to keep in mind amy changes which might
ecour in the geoneral level of money rates, as well as the extent

to which these purelmases -liht effsot a redustion in the amount of
borrowings by member banks.

"she Board voted to approve the report and recammendations
contained therein, with the feeling that the securities proposed
to be purelmsed should be acoumlated slowly and with a view to
the poseibility that it may not be sdvisable te purchass ths full
emount suthorized within the period of time mentioned.”

‘/—:g this point, My 13th, the sccocunt stood at appreximetely $136,000,000,
heaving been redused during the previons week about $65,000,000, by reason

of salés of approximately $60,000,000 of securities to ths Bank of Franohe

2nd o0 do e n ot AT it y516,060,500.
On June Sth, Governar Strong sddressed a commnidstion to Governar

Crissinger, reading as fellows:

: \0 "It will interest you to have a resume of the transsctions in
”’fy the open market which have besn necessarily quite active because of
V,wT the large amount of ssouritiss which we are called upon to buy.
K\ "As you have been adviesd we have made purelmses of a total
\ of $100,000,000, offsetting exactly that smount of gold earmsrked
for scoount of one of our foreign correspondents, and that part of
the transsction is conoluded.

"Ne lave aleo concluded purchases agzregating s total of
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$115,000,000 for delivery on or before June 15, to replace sll of
the maturities held in the Svstem account and for the aceount of
foreign sorrespondsnis maturing on that date, In addition to
that we have purchased in round figures $16,000,000 for the
System's open market investment sccount, this purchase having
been made in comnection with the adjustment of purchases surrent-
ly being made for assount of the Treasury Deprtment, and se far
that is all that has been deme pursusnt to the rescomendations

of the Open Market Investment Committee recently approved by the
Fedoral Reserve Board.

"rreparations far the Juns 1 financing, occurring simultanecusly
with the holiday at the end of lay, nesossitated somewhat heavier
borrowing here than would ordinarily be the easo, and tho rates in
the money market shared a tendency to stiffen scmewhat, ut we de-
lieve that the effeet was only temporary and that the return flow
of funds from the interior and of ourrency, coupled with the pur-
chases which we have made, will leave rate emditions not greatly
above where they were during the latter part ef May.

"fhe present situation is that the member banks in ¥ew York
City owe us sbout $50,000,000 and that the dealers owe us an addi-
tioml $50,000,000 undor seles contract agreement. Betwoen now
and Juns 15 this indebtedness of the banks and market te us my
be somewhat further reduced. For a few days after the 15th as
usml noney will be easy, as Treaswy maturities are in excess of
tax payments, but aftor three or four days large tax payments will
eame cut of the merket., The amount of funds svailable to the
market will be reduced fram tho present situmticn by appraximately
$65,000,000 as a net result of Juns 15 maturities. That means
that the New Yoark banks and market will have to be borrowing from
us at least $150,000,000, and, on top of this, will come the usual
extra domand for crodit in conneotion with the end of the half
year. This will give us a situation that we will have to think

about :nd watch carefully. Further purchases will then be desir-
abla. .

. Qoverner Strong's communicetion of Juns Sth was brought to the attention of

the Beard at a mesting held on June 10th. Ne sotion was taken by the Beard.
In presenting the letter, Governcr Crissinger stated that Governor Strong
advised him yesterday (June 9) over the telephons that the Federal Reserve
Bank of New York had purchased from the Reichsbank end earmarked abread
$2,600,000 additional of gold, meking & total of gold earmsrked adbromd of
between $62, 000,000 and $63,000,000. Governor Crissinger further stated
that Governor Strong this morning (June 10) advised him that oconditions

are so shaping themselves as to prcbably make it necessery for the Federal
Reserve System to convert this earmarked geld into eerning assets through
the purehase of bills abread.

org/
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At o meeting of the Federal Reserve Bosrd held om June 1l4th, there wae
presented o letter dated June lith from the Deputy Governar of the Federal
Reservs Bank of ¥ew Yoark, with refersnce to tho purchess of $2,600,000 of
gold by tho Federal Reserva bank from the Reichsbank, which was earmsrimd
at the Bank of England, the Daputy Sovernor transmitting ocopies of oammuni.
cations addreesed to other Federal Reserve banks regarding the transaction
and their participation therein. At this meeting, the Governor slesc "re-
ported a telephone earversation with Covernor Strong during which he wes
sdvised of the sale to the Bank of Franoe of appreximstely $60,000,000 of
gold whish the Federal Ressrve Banks lmve held earmsrked at the Bank of
England. The Governor repurted that the mle was mde at a price approxi-
mtely $85,000 above that aid for the gold which ie to be teken dawn by
the Bank of Prance at the mte of $16,000,000 a week, with sa option to
the Bank of France to take $30,000,000 the firet week. 7The Pedersl
Reserve Banks in payment will receive s depesit oredit at the Bank of
England, st interest, which is to be invested in Sterling bille ae and
when such bille are available. The matter, he steted, wae sudmitted to
the directors of the Federal Reserve Bank of New York and umanimouely ap-
proved by them and will be made the subject of a formml communicetion te
the Board in the ecurse of the rext day/or eo.,” Follaring the Governcr's
report, & general discuesion ensued ae to the position of the United
States in the world gold market and the poliey involved in the purchase
of foreign hille reported by the Governer,

At the meeting of the Board held on June 15th, the Governor presented
a letter dated June 14th from the Deputy Govsrnor of the Federsl Reeerve
Bank of New York, transmitting for the information of the Board eoples
of telegram and letter adireesed to the Governors of all other Federsl
reserve banks, oonocerning the sale to the Bank of Franee of appreximtely
$60,000,000 of gold held under earmark in the Bank of England for aceount
of the Pedersl reserve honkm, ae roported informally by the Governor at
the meeting of the Board ou June 14th. Thereupon enswed a diacuseion se
to the suthority of the Federsl Reserve Board in conneotion with transsc-
tions of this kind entered imto under the irovisions of Sootion 14 of the
Federal Reserve Act. The relations between the Federal Reserve Bank of
New York and the Bank of England ware also disouseed, end by direstion
of the Board the Seoretary opsned and read to the Board the forml agree-
ment between the New Yark dbank and the Bank of England which hee deen
carried in ths filee undsr seal. Ee aleo read the sotion of the Eeard
at its meeting on Decamber 19, 1516 in veting "That the Federal Reserve
Pank of New York be authorised to appoint ae ite eorrespondent and agent
The Benk of England of London, England, and that it be further authorized
to epen and mintain barking accounte with and for said correspondent
and agent for the purposs of purchesing, selling and colleoting bille of
exehange, in scccardance with the provisions of Seotion 14 and other pro-
visions of the Peders] Reserve Act, ss amended; and for such ovther puir-
poses ss may be permitied under said Federal Reserve Ael, as amended,”
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Following the discussion, it wa* ~oted to request the Law Conanittee to re-
ort to the Board with  pect to what limitations and restrictlone the
d la authorised to impose on operations conducted by the Federal
Reserve bank* under Section 14 and as to the Boardl* general authorit

in such transactions. “wmwwtlenj H» Janes requested that the
0-GftHiAtwe i — AMira—jr-# i iiR opirv-iesi «*e in «p |ty ~0He-
. i Uoaorwe~Hanks ~4ft- e w4tft th» fw ehaoe of..4%opeign. bills,
I e-datpoce a ecamisslea aueh as wes inposed.on the Natioral —Ban?< d =

Belgium and the Bank cf-froianA 4<ud<Ba>tU <M dIM h» . ftgroew nts-4mt*rad-
M»rte with tiiMt jyUh>--1t4twU liu m banks tff pwrshsev
yrlme bills bearing their -guarantee.

~ June 16th, the account stood at $244,256,300, having been reduced
during the weak from about #316,050*300, the point at which it stood on
June ath. Operations over this period are referred to in the following
letter, dated June 16th, addressed by Governor Strong to Governor
Crissinger, and presented at a meeting of the Board held on June 17th:

_ “Referring to ny letter of June 9 in regard to transactions
in the open market there has been sone change in the position due
to the unexpectedly large overdraft of the Treasury in connection
with June 15 transactions which leads ne to write you further as
to the position of the money market and as to (roepeotive pur-
chases by the Merket Investment Committee.

1s hed calculated, with such information as we usually have,
that the ampunt of the overdraft would be, in round figures,
#180,000,000* It turned out to bs #240,000,000, the disbursement#
for the treasury*s accfcunt being larger than the preliminary esti-
mates. Against this large disbursement pending tax collections
we distributed #104,000,000 *f participations to various nember
banks, Isaving tlae *et amount of funds put into the market as a
result of treasury transactions #136,000,000. This means, of
oourss, that there rust be withdrawn from ths noney market between
mw and early next week not only the #136,000,000 which will repay
the government’s temporary certificate of indebtedness (net) but
also possibly $30,000,000 nors to restore the government’s wwrking
balance in the Reserve banks. In other words, on top of borrowings
from us aggrsgating between #25,000,000 and #60,000,000 at the
present tiro, the market will lose, say 1165,000,000, and we
anticipate that the borrowing in all forms at this bank next week
for a time nay exceed #200,000,000, and this, of course, will be
in the week prior to the double holidey whenwe have to meet quite
a heavy cemand for currency, a demand on the part of those who
practice window dressing at semi-annual periods, as well »s a
cemad arising from the very heavy July 1 interest and dividend
disbursements.

"One hundred million dollars ef the securities now held in
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the open market account Mare purchased to offset the loss of that
Attaint af gold ocamerkwd t*T foreign account aa described In r%r
latter of June S, sowa have only realized about $15,000,000 o
the inereaae in the account which wes contemplated when the com
®Rittee and the Board dlaouaeed the waiter at the Kay meeting® So
that, to realise fully the aims we hadin mind at that tin*, we
/&nlhghttsi[_ i1l purchase an additional #100,000,000 between rew and
Qust 1,

"Having in mind, however, the size of the Stock Exchange Lean
account and the expressions of views contained in your letter of
Ay 1S, our directors to-day, after a full discussion, took the
view which is held by the officers of the bank that it might be
well to defer further purchases until possibly after the first of
July, even though in the meantime norey rates might advance somewhat
in the general noney market*

“This wes the reconwendetion of the offfeere of the bank after
full discussion of the situation, and we thought we should bring
it immediately to the attention of the Board. W are, however,
prepared to act promptly in meking further purchases in case norey
market conditions indicate the need for it* _

*1 hope you will be good enough to bring this letter to the
attention of the Board as it elaborates the report con-
tained in ny letter of June 9."

At the meeting of the Board on June 17th, following presentation
of the last ?uoted letter from Governor Strong, discussion enetted aa to
the action of the Board at its meeting on My 13 in approving a recommenda-
tion of the Qoen Market Investment Committee "That it shall be the policy
of the Committee between mowand August 1st next, gradually to acquire,

If possible to do so without effect upon the norey market, sufficient
additional short time govemment ooligations to bring the total of the
Canmittee’e investment account up te $280,000,000. Attention wes called
to the fact that the System account row (June 17) amounts to approximately
1236,000,000 and that regardleas of the manrer in which the account wsa
built up the authorlt¥agranteq by the Beard has been exercised and the
aitte which the Beard In mind have been realised. After dleouaelon,

it wea understood that there would be prepared and submitted to the Beard
at its next meeting draft of a letter to Governor Strong along the lines
of the diecusslon at this meeting. _

_ At a meeting of the Beard held on June 20th, Governor Crleeinger,
in accordance with the action of the Board at its meeting on June 17th,
eubmitted draft of letter yawpsred. Vipjrtn ftfifclsw replying to Governor
Strong’s letter of June 16th, reading as follows:

"Receipt is acknoelodged of your letter of June 16th, supple-
menting your letter to ne cf June 9th, and commenting upon the
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Ohanged potition of tho uatwy kdrket duo to tho unsxpeotedly largo
overdraft of tho Treesurr in connection with June 15th transactions.
1 noto your views r}gwNlistf *he possibility of further purchase*
the Qpen Market Investment Cemittes and note tho opinion of
the officer* at your Bank concurred in by the members of your Board
of Directors that it muf;ht e well to defer any further_ purchases
until after the first of July, even though in the meantime
rates might have advanced somewhat in tho general market.
eYour letter wes brougi:]t to the attention of the d at its
meeting this morning, and there was a discussion of several of the
matters mentioned, particular reference wes mack to your statement
that the Qpen Market Investment Committee has realised only about
115,000,000 of tho increase in the System's account which wes
contemplated when the Committee and the Board discussed the matter
at the time of the Governor#l Conference, and the further statement
that 1to realise fully the aims we hed in mind at that tine, we
might still purchase an additional #100,000,000 between row and
August 1st. * - _
"Such purchase of an additional #100,000,000 would result in
an enlargement of the System’s investment account beyond the limit
appro the Board at its My 13th meeting. Aotion of the
Board at that time wes to approve the Committee*s recommendation
to purchase sufficient additional short term government obligations
to rlq_ﬂethe total of the investment account up to #250,000,000*
! System’s special investment account amounts at this
time to approximately #235,000,000, leaving a leeway for future
purchases of #15,000,000 to reach the limit previously approved*
uln view of tho contingencies pointed out in your letter and
such other inforsaation as the Board has regarding nmorey market
conditions, it nay later onbo advisable to rede additional pur-
chases of eeeuritlee au *>yjwmaccount. The enlargement of the
System's account in the near future, however, raises a new ques-
tion*, and the matter should, therefore, be submitted to the
Board in the usual course*l

In presenting the draft of letter just quoted, the Governor stated
that "he understood from a telephone conversation with Governor Stg?%g that
a further letter on this subject is being forwarded to the Board,
action on th* letter Mcqg;? b; l«rr*ltHej vas therefore deferred.

At a meeting of Ah* d held on June 21st, Goremor Crissinger pre-
sented the follomng/ letter fraa Governor Strong, dated June 20th, which
Governor Crissinger/had stated at the meeting an June 20th waB being for-
warded to the Boarg;

"In our/telephone conversation on Friday you mentioned that
sore nerbars/ of the Board felt that the purchases already eon-
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cluded by the Open Market Investment Committes had oompleted the
amcunt which weas recamended by the committee to the Federal Reeerve
Board in its last report, and that the peosition should now be re-
viewed again to dotermine whother any further purehsses were jueti-
fied.

"Fe have proseeded in neking those purchases in acoordance
with my understand ing of the policy agreed upon by the Beard with
the Open Market Investment Cemmittee in the past, that large move-
ments of gold euch ss we have recently experienced ars, es a mtter
of sourse, to be offset by purchases or sslos of Opsn Merkst Invesi-
ment Committee holdings. 1 think you will find this general view
of the oommittee’s policy referred to in previocue reports of the
oormitiee, three of which I have before me, that is, November 8,
1928, September 10, 1526, and the last mesting held in May, The
resords of the sarlisr msetings of the eamittee are, ss I reeall,

iE ~—"sven more spscifis on this point, but they are not before ms as I

dictats thie letter.

Sso review the present situation, when the Bank of France seeured
the return of $90,000,000 of gold in London wo negotiated for its
purchase, s8 you know, on very short notice in order to aveld its
gotting inte the country when, having once crossed the exchange
berrisr, it would form s pormanent part of cur gold reserves. :
$30,000,000 we weres unsble to arrest in London, but we partly off-
set the effect of its addition to bank reserves by salee, as I
reeall, of about $15,000,000 of the Bystem's sscurities. The pur-
ohese of $60,000,000 in London was effected by our selling a like
amount of the System's securities teo the Bank of France and so
avoiding the expamsion of bank reserves which weuld have resulted
from our paying for the gold without reducing our investment sccount,
Thile the effect of this was to give the Bank of France dellar
balsnoes for $90,000,000 in New York, about $76,000,000 or there-
sbouts of this gold was sctually offset by mles of securitiee.

"How exnctly hn revesww operation hes taken place as to
$100,000,000, because the Barnk of France has withdrawn $100,000,000
of their deposits with ¥Yew Yerk banks, transferred them to us, and
purchased that amcunt of gold, thus effecting s reduction of bank
reserves in this oity of $100,000,000, As sxgplained to you by
telephons, this mado it necessary to offset the loss of reserves

purchages of sscurities as rapidly as they could be made. Had
we feiled to de so we would have had a shmrp advance in interest
rates at » tims when it would have caussd inconvenisnce to the
Treesury financing then under way and would have increassd the
1imiihood of even higher rates whish we 2lso sxpected after tiw
Juns finansing was consluded.

"As in previcus similar ouses we did not feel that these pur-
chases formed a part of the $115,000,000 suthorised by the Board
following the submission of the o amittee's report of My 6. 1In
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fact we felt that under that smthority only $15,000,000 of pur-

; chases had bean sffected and that the general schewms of the repert

| to cmtinue purchesss up to $250,000,000 before Angust 1, if money

; sarkst cauitions made that possible, olearly emtemplates that
regerd for mohey market conditiona snd for the volume of berrow-
ing in New Yark wonld be the gulding principle. Wers this not the
oass the effect of this lees of $100,000,000 of gold would be te
sntirely nullify the action of the Opun Market Inveetment Committes
and ths Federal Reserve Beard, ~

"as axplainsd by televhone and in my laet two letters on this

subjeot, we are auiieipating heavy borrowing this week, although

§ the smount cannot ascurately be ferescast. It will furnish the

; oppartunity to enlarge the coumitiss's holdings of wmeurities which
the ocamittes believes, and which we felt the Board believed, was
s desirable thing to accomplish if it oould be dme without creating
sk undue sase of money, but the oontinued enlargement of the securi-
ty loan acocunt seemed Lo justify cur delaying these purcheases for
s short tize 80 a3 {0 ses what efisct a brisf period of somewhat
highsr ratss would bave. _

"Wo realize, as the Bourd doubtless doss, that there hse been

a sonsidersble epeculation in stosks, although far less aetive and
menao ing in its (ropartions than that whioh hed developed in either
Eer}in er Farisa, Just as is dated in the cammittee's report and
in »y previcus letters this situstion will require careful scrutiny
from day to day until the true position of the maney merket dis-
elosed iteelf. But I am sure the Besrd has in mind that if a
period of definitely higher retes now develops and ne purchasee are
made practically sll the bills in the market will coms to the

| Federa)l Reserve Bank whioh uight make it nesessary for us to advance

, our bill buying rate, and that, in turn, make it necsssary to advanee

? air discount rate. Such motion at this time we de not delieve is

E Justified, and our directors feel would be distisctly harmful,

"So, summarizing the position as it appssrs to be teo-day, I

i should say that we are quite willing {0 watch the effest of some-

| what higher retess for a shart period, but we belisve it wouid be

3 hasardous at this tims to allow a general revision of the level

3 of interest retes to ocour, for the rsasons -

{1) Thai it might faoree an incresse in our bill rate

: and ultimately our discount rate, .

5 . {2) That sueh em inoresss would be detrimsntal to the
business of the eocuntry,

{3) That it would have a tendency to depress the value

of sterling and ultimtely the cmtinentsl ex-

? changes, and poseibly embarrass us by starting
another gold impart movement, end
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(4) That with the heavy refunding operatiors nor under
way and in prospect for the Ireasury we believe
that any general advaroce in the level of interest
rates, unless mecessitated by other impelling
reasons, might have s detrimental effect upom the
Treesury's plans which would be quite unnecessary,

"I have endeavored, Dy telephone and letter, to keep you and the
members of the Board fully infeormed of these developments from day
to day in the hove that whert we are doing was fully understood end
would meet with 1L Beard's catire approval, If that is not the
cese my I ask you to let xe know at omeoe, as the situation is
esrtainly one of suffisisnt importance to mmke it necessary that
there should be no misunderstand ing of the Board's ection and the
comittee's poliey.”

Follewing the reading of the above letter, a detailed discussion en-
sued during which My, Miller resd to the Board the proposed letter teo
Governer Strong prepared by him én whish sction was deferred at the meet.
ing on June 20th, Mr. Miller also submitted to the Board eertain suggest-
ions for changes in the proposed letter in lipght of information oonteined
in Governore Strong's ecmemunication of June 20th. During the discuseion
whisk ensued, Governor Crissinger was oslled from the meeting and upon
his return stated the onll was fram Gowrnor Strengfwho suggested thet if
members of the Board desired more detailed informstion regarding present
conditions than is contained in his letters, he would de glad to come to
Washington tomarrow (June 22nd) for an ixterview, At the request of the
members of the Board, Governor Crissinger expressed to Governor Strong
the desire of the menbers that he cans to Washington., Actiom by the
Board on Coverner Strong's letter of June 20th was thersupen deferred.
Acsordingly, Governor Strong omms to Washington and attended a neet-
ing of the Board held on Juns 23ad, at which all members were present,
exsept Messrs. FPlatt and Melntosh. The minutes of the mesting held on
June 22nd are as follews: ‘

*Governor Crisainger stated thst the meeting had been called
1 for the purpose of discussing with Governar Strong in further de-

tail the mtters referrsd t» in his letters te the Board of June
9th, 16th and 20%L, The Board, with Governor Strong, then made an
extended revisw of resent and prespective conditions. Governor
Strong repoarted upon the money markets, at hoeme and abroaad, and

on the gold and exchange situstion. During the discussion, it
w.s brought out that if money rates should firm er rise it weuld
be desirsbls to give relief to the situation through purchess o
ssouritiss in ths open market, The opinion was expressed by sone
members of the Board thet autharity to the Open Market Investment
Camittee to make suwh purchases up to $100,000,000 already sxists

.org/
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voder the action taken by the Board on iny 13th, as the $100,000,000
of seocurities purcmsed since that time to offset gold exported te
the Bank of Franes should not be sonsidered as having hesn parchased
under the Baard's autherity refsrred to. This opinion wes not con-
curred in by all members of the Bourd.

l : e
', Vxé“ll/ Pollowing the discussion, Mr. Hamlin submitted and moved
¥ adoption of the follewing:

2 fter hearing & report upon the money merkets, at
k hame and abromd, 18 of the gold and exchange situatiom,
| the Bosrd authorize the Governor of the Board to advise
| 8 the Open Market Investmant Coammitiee that it doss not
| : consider the £180,000,000 of securitiss purchmsed by
r Wﬂ the Conmittes sinee May 13, 1927 es forming part of the
; %f/ suthority granted to the Caumittes by the Beard an that
| date.,

Mr. Bamlin'e motion being put by the Cheir
was carried, the meuhers voting as follows:

The Chairmen, "sye"
Gevernar Crissinger, "aye"
Nr. Hamlin, "sye

¥r. James, "sye)

Mr, Miller, "no

¥r. Cunningham, "ne"

In explamtion of his negetive vote, Mr, Miller stated
that his view was already, in part, set out in the draftsz of
letters he had submitted for the consideration of the Board
as the basis of a reply to Governor Strong's letters of June
9th, 16th and 20th. o

fie added, in further explammtion, that open merket pur-

! ohaees and males of sveurities for Systenm acoount were hecom-

| ing the most importamt operating instrumentality of the Federal
Reserve System for inflwnoing the sredit situation and he
thought it vory impxint, therefore, that the aetion of the

| Open Market Invesiment Committee should never rest upen infer-
{ ential or implisd guthority, but that every considerable ine

' oraase or dimmitiom of the System ecoount shold be censidered
‘as a separate mmtter by the Board, and made the subjeet of
‘pesitive aetion.

¥ith regard to the prospective oredit sitmmiion, Mr,
Miller ssid that he thaught it not imprebable that the later
Pigitized for FRASER
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nenths of the year would show a tedemoy toward hardening of
noney rates. Should such rove to be the onse he thought it
would probably be advisable mction for the Federal Reserve
System, through open market purchmsee, Lo ease the eredit
situation; ut he added that the true positiom of the meney
market hae not yot disclesed itself and sapmropriate peliocy
cannot be determined at this time,

Yor thees reasons, he stated, he voted "me" om Mr, Hamlin's

resolution,

During the pericd fram Jums 22nd to the date of the next mesting of

the Open ¥arket Invostwont Camitt~9 held in hashington om July 27th, pur-
okases woere made for thw mooount which incresased the total from $250,448,3500
to $2856,5%6,300,

A meeting of the Board and the membere of the Qpen larkst
-wes held in Waehington an July RTth&I/nE the minutes of s

ting read as follwg?l S ———

S~
s b P ORI <y g Y

"The mesting was oalled ms a meeting of the Open Market Invest-
ment Cammittee with ithe Federal Reserve Board and representatives of
two of the mid-western tanks were present., The Cheirmmn presented
his repert reviswing open market operstions and eredit cenditions,
The oredit policy of the System was thersupon fully discussed,

"Consideration was givem to the contimmed fsll in ecmodity
prioces, to the faet that there was a diminution of darrowing from
the reservs banks due apparently to some slaciening in business,
and espeeislly to the relation of money rates in the United States
to monsy rates in Eurcope. It wae repoarted that becsuss of hesvy
foareign peyments which are likely to inoreese with the fall movement
of oommedities to Burope, thers was a oontinued drain on Eurcpesn
central benk geld roservee, whish mede it moro tham likely that
oentrel bank retes in Burope wauld need to be further adwvanced this
fall, The German and Austrisn retes have already been onee advanced
and there is sone prodability of a one par sent adwvance in the rate
of the Bank of England,

“All present at the meoting recognized that these developments
would neesssarily bave a depreesing effsot upon businees abresd ard
might tend to resirict the freedom of purcheses of goods in this
oguntry at the usual soegon, It wes also brought ocut that it is
the duty of the eantral banv® to keep uoney rates at as low ¢ lavel
as My be attained with afety, snd that at this time rates sould
be redused not only without harm dut with reasomable expectations o
joemsfioial results. It was felt tlmt the mly possible adverse de-
velopment rosuliing fram a general lowsring of discount rates would
be in the speoulativs sesurity markets, but that this possibility
shauld not stand in the way of the execution of an othorwise desir-
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able poliey.

"shere wee no sxception to ths view that the tims had srrived,
or was approaching, when the discount rate in Xew Yark should be
| reduced, and with one or two exceptions there was no dissent from
' the view that s System policy o lower discount ratce should in

gensrsl rrevail. It was pointed out, however, that locsl congitions
in soms of the interior reserve districts did not indisate any de-

| mand for rate reductions in those distriots and thet the smll bor-
rosings frau the reserve banks indicate an adsguete supply o
oredit for ell nseds at the present ratee, (fficers of some of the
‘; larger member banks were quoted as opposed to rate redustions, On
the other hami, it was pointed out that redustions now, whioh womld
‘ result in no herm and considerablepossible benefit, would place the
reserve darks in position &~ —wks inorecses lstar which might serve
&3 warnings without pemmlising business with high rates.

"It was also suggested tiai in arder to make a three and ome-
L half per cent discount rats effective some further purcheses of
; sepurities might be desirsble up to say $60,000,000,
| "the most important censideration at the meeting was undubted-
‘ ly the fact thet the differential between the mtes in New Yerk and
the rates in Landan was not today suffieient to emable Londom, and
5 therefere the rest of Eurcpe, to avoid gemeral advances in rates
this autumn unless rates here were lowered, und that the consequence
of such high retes as would rssult in Europe would be unfavorsble to
the marketing of our export produce abromd and would have sn adverse
offect gensrally on world trade.”

The minutes above quotcd wers written during recees, end upon reconven-
ing, were aprroved by the meeting, following which it was moved and ocarried
that the aunthority of the Open Market Investment Caumittee be extended for
the purchase, as snd when conditions warrant, of not to exceed an additioml
$50,000,000 of investments. '

At this point, July 27th, when the account stood at §286,993,300, the
Cosmittes had authority to increase the holdings in the acoount up to

18,900 Lo8. B
During the period from August 15th to 19th, the follewing letters were
exchanged between Governor Crissinger and Governor Strong:

; ;{} [ “August 15, 1927,
%{ My dear Governar Crissinger:

I am sexiing you a lettar today as Chajirmen of the Open liarket
Investment Coxmittse which 1 think explains itself, but wish to add
something to it psrsonmally so that ycu may understand the stmesphers.

Thers has been a considerable movement of furds away from Hew
York. It resulted as you have observed in the money market romain-

E
:
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ing somewhat firmer than we had enticipated and it not omly resulted
in our purchasing somewhat more for open market scoount than I had
axpected, but in eur deing so mueh more rapidly than had deen antisi-
pated. The transactions reported in my separate letter are slimply
| routine and arcse in eomection with adjuetments made in the various
ascoounts as explained,

We are about facing the need for a very considerable preparation
for the September 15 fimmneing. We hold for acocunt of the Open
Market Investment Camittee and for acoocunt of our foreign cerree-
pondente samething over $200,000,000 of the eertificates maturing
Septemder 15. If repayment of these were received from the Tressury
' without any offsetting purchases it would of ecurse result in a very
e severe stiffening of money mies and a large shoartage of reserves in

Sew Yark, much the largest in fact that we have experienced in some
yeare, In view of this frnetl we are now preceeding vigorously to
purchase several longer mpirrities against offsetting sales of the
September 156 mturitise as rapidly ss thess can be effected. The
: sscount will be up and dcown from day te day, but I want you te under-
otand just what ie taking plaee, and hope you will explain it to ywr
celleagues in the Beard,

From this time o I anticipate thers may be a fairly steady
grovth in demands upon us by the money market and we would not wish
to have the momey situation oomplisated by failure to antioipate
thess naturities.

With beat regarde belisve me,

Sincerely yours,

(Signed) Benj. Streng”

; | "sugust 18, 1827,
Dear Gevernor Strang:

E 1 have received this morning your private and confidential
letter 6f August 15th ecncerning the market situatiom se it is now
develeping. It is very interesting. I think it was resesmable to

| sxpeot it in view of the differential between the rates of New

York and London.

E’ 1 quites agres that you should take vigarous steps to prepare

for eff-setting the September mturitiss.

é It appears to ms that we have some problem on, but I feel
confident that you will be adble to work it out. I would be very .
glad to take this matter up with the Board if there was any Board )
here, but there iez nobody ho = but itr, Jamee, Hamlin snd Platt

are away as ususl; iikller is in California; Cunningham is et his

farm in Jowa; and the Campireller is in and out, but net very well.
S0 there is nobody left but the oripples to run the business,

jaigitized for FRASER Sincerely youre,
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"Ag“t 15. 1927,
Dear Governar Crissinger:

At the opming of business this morning the Open Narket In-
vestaent Acecunt stood at about $381,000,000, with sdditional pur-
chases mde last week, for delivery today, of $4,000,000, which will
make the tetal $3506,000,000. This brings us up to a total of
$40,000,000 of jurshasee against the $50,000,000 recently suthorised.

This merning ons of our foreign oarrespondents requeeted us teo
sell $10,000,000 of September 16, 1927 certificates, which we are
taking for the System Acsount, 7This will complete cur purcheses for
the present. In addition to this $10,000,000 parchase we have beenm
offered a block of $20,000,000 of the September 16 eertificates, and
as we held in the Systom soccount $20,000,000 of the Treaswry 3 3/8%
bonds (for which we turned in Second Liberty Lean ¢ 1/4% bonds on
June 15) whiech oan now be sn¥4 Lo an advantage, it has seemed to us
an oppertuns tims {0 mmke the switch. ¥%e are, therefore, taking in
the $20,000,000 of September 15 certifioates, sgainst whigh we will
sell the long-term 3 3/8X bonds, and have today seld $10,000,000
of the latter at 100 22/32, fer delivery tumorrow. The remining
$10,000,000 will undcubtedly be sold within the ecurse eof the next
fow &‘y.-

Very truly youws,
(8igned) Benj. Strong,
Chwirman, Open larket
Investaent Committes,”

~ "aAugust 16, 1927,
Desr Governor Stromg:

I have your letter of August 15th explaining the candition of
| your Open Market Investment Account and note that it is nar up te
r $306,000,000, and that you are sbout to eomplete the full amthorisa-
| tion,
’ I am very glad to have your letter and will bring it to the at.
: tention of the Beard,
i With my kind regards, I am

Sincerely yours,

(83gned) D, R, Crissinger"

:
]

"iupust 18, 1927,
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"August 15, 1927,
Dear Governar Crissinger:

8ince writing you yesterday we have still another develemmont
which has & bearing upon the money merket. Sterling exchange since
our rats reduotion has besn omsistently etr and yesterday wo
were abls te liquidate & 1,000,000 of our I ount at a eatis-
fastory rete. And the arrangement with the Park of England Lo ean-
tinue this poliocy will pessidly remult in further sales of sterling
from time to time so lang as the market justifies it,

These sales of ecurse have the effect of taking funds cut of
the money market in NWew York sand eomsequently of impeiring banking
reserves, If sterling la strong enough to justify o msiderable
selss 1t will possibly de neceasary foar us to exisnd cur purchases
of Government securities. "Uls, of eowrss, is one of ths offsetting
tranesotions whieh will be current from time to time, and it sinply
means thet as the Londom portfolio desreesss the New York partfelio
will eerrsepondingly increase, and vice verss. On the other hand,
it my be that wo oan buy geld in Lendan et satlafactory prises and
hold it earmarked so as to be in position te sell it at a favorable
eppartunity,

VYery truly yours,
(8igned) Benj. Strong”

"August 17, 1927,
Dear Governor Strong:

Your letter of August 18th in re selling of & 1,000,000 Sterling
out of yaur London acoount has besn received, and it is noted thet
these sales of Sterling from the London sescount will withdraw funds
from the New York market and that it will be neceesary prebadly to
extend the purchases of securities in order to offset it.

1 am bringing your letter to the attention of the Board,

VYery truly yours,

(signed) D, R, Crissinger,
Governor.”

E:ederal Reserve Bank of St. Louis
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"sugust 19, 1927,
Dear Governar Grissinger:

Matters are developing from day to day in aoney markei affairs
and cmoe more I should edvias you just what is transpirings
In the first plaso you will cbaserve fram tho gold saettlement fund
figurea that we have leat over $120,000,000 of cur reservee in the
last fow weeks to the reat of the sountry. Fhile this is net umisunl
| at the aeason, 1 have a feeling, which is sharsd by scme of my associs-
tes here, that the movessnt bas been ascentunted by the failure of
Chioago and Philadeiphia Lo reduce their discount rates, But after
all that is a matier for them te deelde and we must msks our arrange-
; ments accordingly.
i Until the last day or two the trond of the mmey market disclossd
an underlying etrergia walen diaturbed me somewhat, but within the
last farty-eight hours it haa shown evidence of saas, stock exchange
rates todsy were redwsed to 3-1/2%, there is a scmewhat lessened de-
mard for Federal Reservs funds, and signs thet the oommercial paper
market has eased a bit as well as the rste on cellateral time lomns.

One of the results of this ease, of ecurse, 1s to stresngthen the
starling rato somswhat and we have been succesaful in disposing so far
of about b 3,760,000 of our sterling balances -~ in ramd figures about
$18,000,000 -~ This, of ocourse, takes money out of the memey markst and
oconsidering that it involves no change in policy snd simply a shift in
s porifolio frem London te New York, we have felt obliged to buy s molerate
amount of govermments in order to offset these withdrawnls.

Taking the situstion as & whole, it has werked ot most satis-
faebbkily. If we find after the turn of Jemary that our pertfdiio is
largor than necossary we oan resdily liquidete a part of it. And as

i mattera stand today I think it may be better later in the year te let
the needs of the market be supplied by the member banks borrowing from
us., 7The ligquidation immedistely following the first of Janwary will
emable us to judge of the extent, if at all, we should sedl govermment
ssour ities.

I hepe the whole program has warked out to your satisfection. I
kanow it has Lo ours, and our directors expressed saiisfaotion when ths
subject was reviewed at yesterday's meeting,

I beg to remain

syt — TR Rt T NS W Wt e el e

Sincerely yours,
(Sm) Blnj- Btrmg"

: All of tho sbove commmications were presented at an Executive Committee
§ meeting held on August 24%iu. Noza ciiom was taken by the Commitiee except te
: acte the eantents thereeof,

At the meeting of ths Executive Commititee held on September 2Znd, the
Digitized for FRASER
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Committee noted the follewing sammunication from Governer Strong dated
August 26th:

l
| “Since my letter of August 16 in reference to changes in the
E Opsn Market Investmeni Agoount, the sirangth in sterling has
| enabled us to make further sales fram our Londion sccocunt. Sush
5 sales have reached a total of L 7,180,000 through the close of
business tonight, invelving the withdrawal from this markst of
| appraximetely $35,000,000, and up to the close of business last
t we had purchased for the System Account, ns an offset, =
total of ¥17,004,600 per value of Sovornmeni securitiss,
"Today one of our foreign correspondents requests us to sell
from its holdings $26,000,000 of Treasury certificates meturing
Septenber 15 next; of this ameunt we have purchased for the Bystem
Aocount £16,000,000, mking total purchases to offset sales o
sterling $32,000,000 2nd lnoressing the holdings in the System
Aceount to $347,000,000, The remminimg 410,000,000 of these
Septexber ocertificcics we have purchased for our omn investiment
seoount, to be held there tezparsrily for sale to the Treasury
early in September.
"Nith the continued strength in sterling, we will, no dmdt,
be =ble to make further substantial sales, in which event we shall
M 1,0 continue making offsetting transaotions.”

m. in the Baard's recards does it sappsar that formal sction was
talen approving specifically the purolmse of seourities by the Opsn Market
Investment Camittes to offset mmlea of sterling belances., The first sale
of sterling was made during the week snding Auguat 1Tth, end m that date
the Opsn Market Inveetment Account stood at $317,966,500. Sincs that
date, the sterling balanee has been practically liquidated, and the Open
Narket Investment Acoount has inoreassd right alomg up to September 2lst,
when it stood at $362,819,000.

e

o
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FEDERAL RESERVE BANK

OF NEW YORK

June 24, 1927.

Dear Governor Crissingér:
I beg to acknowledge &nd thenk you for your let+sr
~of June 2$/ edvising of the actiun of the Federal Reserve
Boerd at its meeting on Wednesdsy lest in regerd to the
operations of the QOpen Market Investment Committee.

—
I am very sure that this meets the situstion very

fully end that the result will te satisfactory to the Federsal
Reserve Board.

Very truly yours,

,Q/-

Benj. Strong

Governor
d

Hon. D. R. Orissingef,

Governor, Federal /Reserve Board,

Washington, D, &£,

BS/RAH

e
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June 23’ 1%7 .

Dear Qovernor Stroug:

In view of whet you had to say in letters of
June 9th, l6th snd 20th,\and duriag the %%mm{on of
""" hereof w took place at the mesting of

the Beard yesterday, the following motion was adopled
by the Bosrd:

"After hoaring & report upon the money markets,
ot home and abroad, and of the gold snd exelange
sitwstion, the Board ewthorise the Governor of the
Board to wdvise the Open Merket Investment Committee
that it does fiol) consider the $100,000,000 of seow i=
ties purcimsed by the Coumitteec sinoe Mey 13, 1527,
as foruing part of the authority grunw to the
Oounittee by the Bomrd on timt dete."

Vory truly yours,

(signed) D.R Criselnge™?

De Re Crissinger,
Qovernore

Mre 3‘130 Sm CMM.
Open Market Investuent Coumittee,
i c/o Pedera) Reserve Bank,
4 . ¥ew York, N.Y.

Aok Ao é/ 7¢/ )7
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June 23, 1927
After hearing a report upon the money markets, at home
and abroad, and of the gold and exchange situation, the Boaré
authorize{the Governor of the Board ’to advise the Open Market
Investment Committee that it does not consider the $100,000,000
of securities purchased by the Committee since May 13, 1927, as
forming part of the suthority granted to the Committee by the

Board on that date. -

Basis of motion by Mr. Hamlin
At Board Meeting June 23, 1927
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July 13, 1927,

Statement by E, H, Cunninghem relative to -

eredit policies of the Federal Reserve Board. ,.

rded

Realizing that the question of a eredit policy by the Federal
Reserve Banks may come up for discussion and consideration during my
absence, I ddsire in this memorandum to present my views relative to
such policies so far as can be discermed at this time:

First, In the absence of sny material change in existing
credit c§nditions between this date and August 15th, 1927, I would
favor a reduction in the discount rate of the Federal Reserve Banks
on or about Auguét 15, 1927, I believe such action would have a
very stimulating effect on the marksting of erops and on general
business activities during the fall season, without gziving undue
encouragemsnt or added impetus to stock market activities.

Second . I do not favor additional Open Market purchases
by the Open Market Committee unless or until it has been fully demon-

strated that the reduction in the discount rate hes not created the

ease in the credit situation that was expected,

Submitted at Board Meeting
July 13, 1927
JCH
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July 13th, =927 ‘

Statement by ®. H. Cunningham relative to credit policies of the

e e -~ - .

Federal Reserve Board, i 3 ‘ja

Realizing that the question of a credit policy by the Federal
Reserve Banks may come up for discussion and consideration during my
absence, I desire in this ﬁxemorandum to present my views relative to
such policies so far as can be discerned at this time:

Pirst. Tn the absence of any material change in existing
credit conditions between this date and August 15th, 1927',.!—!2—‘1111

fgvor a reduction in the discount rate of the Federal Reserve Banks

on or about August 15, 1927, I beliewve such action would have il?g"

e e e e e e,

stimulating effect on the marketing of crops and on general business

e — e

activities during the fall season, without giving udue encouragement

or added impetus to stock market activities,

Second. I do@favor additional Open Market purchases
by the Open Market Committee unless or until it has been fully demon-
strated that the reduction in the discount rate has not created the

ease in the credit situation that was expected,

LLE L2 ]
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July 27, 1927

Dear Governor Strong:

This is to advise you formally of the motion
of the Federal Reserve Board today, following its mect-
ing with the Open Morket Investment Committee, in vot-
ing that the authority of the Committse be extended for
the purchase, as and when conditions warrant, of not to
exceed an additional $50,000,000 of investments.

Very truly yours,

D¢ Re Crimsinger,
Governor

Mr. Benj. strong, Governor,
Foderal Reserve Bank,
New York, ¥. Y.
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CHATEAU LAKE LOUISE ALTA JULY 26 1927

~ HON D R CRISSINGER (jﬁk»oa4n¢4u%j

FEDERAL RESERVE, %SWASHN Hé
YOUR TELEGRAM RECE | VED{ ASSUMI G PURPOSE OF MEETING TO OPEN MARKET

- OR RATE ACTION IMPRESSIONS AND INFORMATION GAINED SINCE LEAVING WASH|NGTON
| AND SUBSEQUENT REFLECTION HAVE CONFIRMED ME IN OPINION PREVIOUSLY STATED
~ STOP CONVINCED SITUATION NOT YET SUFFICIENTLY CLARIFIED FOR WISE ACTION
. WITH INDICATIONS OF FIRMING GOMMODITY PRICES AND OF ACTIVE TRADE FOLLOW-
NG~ AUGUMENTED RETURNS FROM CROPS THIS AUTUMN GHEAPENED MONEY «IGHT GIVE UN-
© ' HEALTHY STIMULUS,POLICY SHOULD THEREFORE BE TO WAIT FURTHER DEVELOPMENTS
BEFORE ACTING GREETING TO ALL

AC MlLLER

: | 935AM JULY 27
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FEDERAL RESERVE BANK

TGP £ 25 31

OF NEW YORK

July 28, 1927. "

My desar Governor Crissinger:
Thie is to acknowledge and thank you for your favor i
T ——
- of July 27 Advising of the sction of the Federal Reserve

AR P a1

Board in extending authority to the Open Market Investment

L

Committee to make further investments not to exceed an addition
of $50,000,000, &s and when conditions warrant.

Very truly yours,

e

Benj. Strong |
Governor %
|

Hon. D. R. Crissinger, |
Governor, Federal Reserve Board, 1
Washington, D, C, |

BS/RAH

,.\.
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FIDERAL RESERVE BANK S - '{*'
OF NEW YORK ’
(Following letter sent to Governors Harding Boston
Fancher C(leveland
Mcihougal Chicago )
Norris Philadelphia
CONFIDENTI AL ) Septembsr 20, 1927.
Dear Governor :

The accompanying letter which is being sent to the Governors of all
Reserve banks explains itself. What with the transazctione for account of the
Treasury, for our foreign correspondents and for the Open Market (ommittee account, .
Mr. Case has been sutmerged with a mass of transuctions, the net result of which Yﬂﬁgﬁiiﬁ
could hardly be reported until now. They wers forecast in our letter oif §9g95§y264Lf """"

and the details, of course, appear in the regular weekly reports. ..#/ .-

There are two questions aboutwhich we must give consideration at an eurly
date. One is in regard to further purchases to offset the effect of exports of
gold. W& heve been making these regularly to offset the withdrawal of tunds from

- tHe market resulting from asles of sterling balances, but have not completed pur-

chases to offset gold exports such as those under way to Argentina. That movement
may run up to between $20,000,000 and $25,000,000. Our own view is that we should
buy government securities for an equivalent amount as at this season of the year
when there is a pretty heavy draft on New York reserves, the influence of the loss
of thet emount will be quite marked. We would appreciate an expression of your
views.

The secqnd question is generally as to the outlook for the fall and
whether it indica%es the need for further open market purchases beyond those above
referred to. The Federal Reserve System from some date in August, which varies
according to conditions, to the first of the following January each year, is called
upon to supply an expansion of bank reserves aggregating around $400,000,000 as
shown by pest experience. FRoughly, nearly half of that has already bteen taken.

We anticipate there mey be some little slackening of this demznd after the first
of October, but for only a short period, and thereafter the holiday demand will
arise and we must be prepared to mest it  Our decision of course relates to the
discount rate. Having reduced rates to 3 1/2 per cent., it seeme to ue that it
would be rather unfortunate to have too much of this demend met by discounting at
the Federal Reserve Benk of New York, where most of it occurs, and we would prefer
to moderate its influence upon open merket rutes by buying a round amount of gov-
ernments with the underetanding of course that immediately sfter the first of
January, or even anticipating the large return of currency which then occurs, we
ghqulqmggg;gwpgml;guiﬂgggwgmpﬁgtmgi;jhﬁmgpggMggfket account. If the entire re-
quirements of the season were met by borrowing, it would automatically liquidate
as it did last year and the year before, but if we furnish the entire amount by
buying securities,we must of course be prepared to sell them promptly, otherwise
money would be unduly cheap and we shall not experience the seasonal liguidation
which is wholesome and to be promoted.

In view of the possibility of its being misunderstood during the pendency. >~
of ell of thig discussion of.rate chanses in Washington, I have hesitatea to sug-

gesi'a meeting of the Open Market Committee there and believe ii was wise to defer A
it. 1f, however, the committee will be willing to meet in the near future, I
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think it is important that they should do so, and if circumstances meke it unwise
to meet in Washington, I shall take the liberty of asking Mr. Plalt to arrange

for some of the members of the Board to meet with us in New York. Won't you please
write me very frankly just how thisimpresses you, and believe me,

Very truly yours,
(Signed) Benj. Strong

: Chairmen, Open Merket
Investiment Committee.

ARARSaEE A T e
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FE. .AL RESERVE BANK OF NEW® YOrw

(Following letter sent to Governors %ellborn Atlanta

Biggs St. Louis
Young Minneapolis
Bailey Kensazs City
Talley Dallas
Calkins San francisco
Sesay Richmond

CONFIDENTIAL

September 20, 1927.
Dear Governor Seay:

Since I wrote you last on August 26, the principal change in the amount of
Govermment securities held in the System Open Market Investment Account has been due
to the continued;purchaae of securities to offset sales of sterling which would other - /-
wise have had the effect of tightening thé mMofiey market and poseibly jeopardizing the
object of recent System rate action. Because of the strength in sterling, it has
been possible to make somewhalt larger sales than had been anticipated with corres-
ponding reduction in our sterling bulance. Such sales now zmount to $47,000,000,
consequently our purchasee for the Open Market Investment Account now total $47 009,000,
increasing the account to $362,000,000 at the present time. ~\j

",

In addition to this change in the total, there have been a number of changes
in the composition of the account, as we advised you would be necessary. These
changes consisted largely of the replacement of the September 15 maturities with
other issues and the exchange of our Second Liberty Loan bonds for the new issue of
3 1/2 per cent. notes.

The weekly reports will show the details of transactions made in replace-
ment of the September 15 meturities in the Open Market Account. Besides these we
have purchased in the market spproximately $80,000,000 of Government securities to
replace the September 15 maturities held for foreign accounts. With all of these
transactions our turnover of Government issues around the 15th of the month was about
$320,000,000.

As you will have noted, the tex period passed without any serious distur-
bance to the market. The Treasury overdraft here was $200,000,000, out of which we
gold temporary participations of $50,000,000 to member banks to take up the temporary
over-supply of funds. The overdraft has now been retired, which has caused the banks
to enter this week deficient in reserves. With the Treasury balance in the reserve
banks piling up, ae income taxes continue to be received, there msy be an appearance
of somewhat ti:hter money for the belance of this month and poesibly early nexi, but
we are hoping that it will be only temporary.

Since September 1 there have been losses to the money markel due to net \
ggléﬂggpgrts, larcely due to shipments of $13,500,000. (and more in prospect) to
Arfentina, against which no purchases of Govermment securities have as yet been made.
Further purchases to offset this gold loss will be made in due course, after consult-
ing the Committee, if they agree with our own view, that we shoulid endeavor to offset
aeny undue influence upon the money market due to considerable gold movem:zntus,

I am writing you sgain at this time in ordsr to keep you fully advised. It
ie sometimes difficult to do this as frequently as we would like when in the midst of
so active a period as the pesent. You no doubt will be interested, however, to learn
that the various operations about which I wrote you previously, have gone through
satisfactorily, all of which I trust meets with your approval.

Very truly yours,
(Signed) Benj. Strong.
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FEDERAL RESERVE BANK 3 3 3'\{"- /
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OF NEW YORK September 28, 1927.

Dear Mr. Platt:
Referring to our recent telephone conversation about a possitle meeting
of the Open Market Committee, I recently wrote the members of the committee, as

per enclosed copy ofwgzwlq§§§r, and I now have replies, the substance of which sare

as follows: | &}Mé 2.2 02 7

All the members of the committee agree ses to the wisdom of making pur-
chases to offset ehipments of gold to Argentina and, of course, they have already
expressed a similar view as to making purchases of securities ageinst sales of -
sterling. We should like to liquidate the balance of the sterling account very
shortly, and this involves the purchase of $10,000,000 or $12,0C0,000 additionel,
so thet these two sccounts together at the present moment will involve the addition
of about $25,000,000 to our Open Market Committee holdings, bringing it close to
$400,000,000. You have in mind, of course, that the additions to the account so
far made roughly comprise —

$100,000,000 to offsel the loss of gold to the Bank of France

47,000,000 to offset sales of sterling

30,000,000 under the authorization arranged at the meeting lasi May
50,000,000 under the authorization arranged &t the meeting of July 27

a total of$227,000,000, which with the committee's original holdings in round fig-
ures accounts for the present total.

Ae to the suggestion of making additional purchaces to meet the seasonal
demand for funds, the replies are as follows:

McDougeal :

Believes as the sccount is now $360,000,000, addition should
only be made if demonstrated to be clearly desirable and,
therefore, & meeting at & convenient date is important.

Expresses some spprehension about status of Stock Exchange
speculation.

Harding:
Believes we should increase our purcheees in addition to those
mentioned ebove so &s to meetthe fall demends without any

Digitized for FRASER considerable chenge in the open market rates.
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Fancher:
Thinks we should have a meetxng, snd if we decide to increase
our portfolio it should be done in the expectation of making
liberal sales around the turn of the year.

Norris:
Is opposed to further purchases unless the demands upon us in
New York become excessive.
Expresses some doubt as to the speculative situation in the
Stock Exchange.
Would like to have meetxng held in Philadelphia.
Personally, I should like to see a meeting held in New York if it could
| be arranced on the day thet our directors meet, as an exchenge of views wiih these
gentlemen, who are in close contact with affeirs here, I believe would be helpful
to everybody.
After considering this letter, could you not have your secretary call me
on the telephone so that we cen telk it over?

I beg to remain,

Very truly yours,

., hrwong-

Honorable Edmund Platt,
Federal Reserve Board,
Washington, D. C.

BS/RAH

|
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FEDERAL. RESERVE BANK AR S /

i

P OF NEW YORK

f/// | September 29, 1927. |

Supplementing my letter of yeeterdag,\poseibly I was not clear as to

Dear Mr, Platt:

| just what had been done so far in the System investment account:

| At the low point we held ..eceviicernencneenc. oo 135,000,000,
i e purchased to offset the sale of gold to
” the Bank Of FraNCe eeecececcscsssccsssassesssss 100,000,000,
Of the suthorization of $100,000,000 arranged
in May, we purchased ONlY eeccecsecsscccrccccens %0,000,000.
e purchased the entire .ce.eeecveccccecrccncescecnns 50,000,000.
which was authorized at the meeting of July 27.
And our purchases to offset sales of sterling
up to date amount t0 ceccsecccscrcrecccorencses 47,000,000.

Making the present £ObHl evevcncsoscnsensscscncsssssed362,000,000.
We are concluding the sale of the balance of our sterling which will add about
$10,000,000 or $12,000,000. You will see, therefore, that the total purchases
made to date, except those which offset withdrawale of funds from the market due
to sales of gold or of sterling, amount to only $80,000,000.

I am attaching a statement from which you will observe that the difference
between the amount of credit now being furnished by the Federal Reserve System this
year and last year very nearly offsets the addition to our gold due to imports dur-
ing the first seven or eight months of this year; salso that the seasonsal increase
in the amount of Federal Reserve credit being employed since the first week in
August is $130,000,000 for 1927 as against $120,000,000 for 1926. Roughly spesk-
ing, imports of gold this year are to some extent offset by reductions in our earn-
ing aseets, and the seasonal increase is almost exactly what it was last year for
the same period.

In view of the replies received from the other members of the committee,

and considering the fact that our money rates are still comfortable and that the

‘EDigi‘[ized for FRASER
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of the Open Market Investment Committee be deferred for a fortnight or thereabouts

and shall then be held in Washington after Mr. *oung is there. We can then review
the whole situation. And this meeting, coming but a few weeks before the Governors
Conference, will enable us to discuss the results of the meeting at the time of the

conference with all present.
I hope this is satisfactory to you and your colleagues.

Sincerely yours,

Honorable Edmund P latt,
Federal Reserve Board,
W ashington, D. C.
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Dally Average of Total Bills and Securitied held by System

(In millions of dollars)

Wesk Week
Ended Ended
1926 1927
Avg. 7 1163 Aug. 6 1016
14 1133 13 1004
21 1162 20 1019
28 1161 27 1032~
Sept. 4 1191 Sept. 3 1080.
11 1206 10 1144
18 1206 17 4
26 1240 24 1121
3 days ended 3 days ended
Sept.28 1283 Sept.27 1147
ot !
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FEDERAL RESERVE

Office Correspondeuce ™ =

To

_ , i _ Subject: ___

- From___ .

On December 3, 1928, the Federal Reserve Board considered a report
submittef by the‘\olpomﬁt Investment Comittee at the Conference of

Governors held in November, and following a meeting with the members of
the Committee on the same date, adopted a resolution declaring itself in
favor of the purchase of a limited volume of. shart term government securi-
ties, it being understcod that the Board reserved the right to discontinue
purchases and to require the sale of any of the securities purchased at
any time it might deem expedient. The minutes of the Cammittee show thet
it was understood that the Chairman would ask for the views of the Federal
Reserve Board and the participating reserve banks as to further purchases
after a totel of $100,000,000 had been acquired. The Committee agreed
that only early maturing obligations of the Treasury should be purchssed,
At the begimning of the year 1924 the Open llarket Investment Account
amounted to $12,775,000. By the end of Jamery the account amounted to
something over $51,000,000 and a meeting of the Camittee was held in
Washington on February 8th at which the principal subject of discussion
was the increased grice of government sscurities., One of the actions of
the Canmittee was "That the esuthorized prices for purchase of government
securities be revised to an extent that will permit of increased purohases
in moderate volume, say up to the amount of $100,000,000 as previously
agreed upon *kx," ‘

Ancther meeting of the Committee was held with the Boerd on February
26th at which the Committee rec anmended the extension of the purchases of
Treasury nctes and certificates to include all maturities up to and includ-
ing the issues maturing in the year 1927 and voted to authorize the Chair-
man to submit to all Participating banks a recommendation that further
purchases, not exceeding $100,000,000, be made at & new schedule of prices
to be approved by the Camittee, after the first $100,000,000 purchase
had been completed, Apparently this action of the Committee was Géver’
submitted to the Board, At that time (February 27, 1524) the account
smounted to $84,090,500. A new schedule of prices for purchases of securi-
ties was shortly afterwards approved by all Federal Reserve banks, includ-
ing issues maturing up to December, 1927, and the account began to expand
until April 22, 1924, the date of the next meeting of the Committee when
it had almost reached the $200,000,000 mark. At this meeting it was voted
that additionsl purclases for the account be authorized up to an amount
not exceeding in the aggregate $250,000,000 and that within this limit
the Cammittee might meke purchases at its disoretion at current merket
prices, By May 28,-19245—the account had expanded to $258,093,300, and
at a meeting of the Board and the Coammittee held in Washington the follow-
ing day, Mey 29th, it was voted that the holdings in government securities
for special investment account be increased by an additional $150,000,000,
such purchases to be mede at the discretion of the Committee at current
market prices., This action raised the limit of the acoount to $400,000,000.
At & meeting of the Camittee held in Boston on Jduly 16th, it was voted to
raise the limit of government securities for the special account from
$400,000,000, at which figure it then stood, to $500,000,000, such purchases
to be made at the discretion of the Chairmen as toprices and to be so

At et e
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conducted as toawoid or minimize changes in the credit situation or the
market quotations for the securities., It was also voted that the Committee
express the view that it would be in favoar of increasing still further
the limit of $500,000,000 if conditions remain substantially as they now
are and that the Federal Reserve Board be asked to give this proposal its
consideration and furnish the Comittee with an expression of its views,
The Board at a meeting on July 29th approved the recommendation of the
Open Market Committee thet the holdings be increased to $600,000,000 but
action on the question of further increasing the account to $600,000,000
was deferred, The peak of holdings of securities in the Open Market
Investment Account was reached on September 17th when they amounted to
$610,768,000, but purchases and §alés during the ensuing week for later
execution actually balanced the account on that dete at $500,000,000
where it continued until the middle of November, 1924. At a meeting of
the Committee held in Chicago on Ootober 24th; a resolution was passed
that the Chairman should be given authority to buy or sell, after con-
ferring with the other members of the Cammittee, up to $100,000,000 of
goverrment securities in order to meet any situation in the money market
which might develop. As stated above, however, the account continued at
$500,000,000, and at a meeting of the Board held cn November 10th, the
Secretary was instructed to confer with the Chairman of the Open Market
Committee and repart the present status of the resclution adopted at

the October meeting. However, ancther meeting of the Committee was held
in Washington the next day, follaring which the Federal Reserve Board
approved several recommendations of the Camittee including (1) That the
Comnittee ¢ ontinue to make temporary sales or purchases from the special
account as may be necessary to stabilize money c anditions at tax periods;
(2) That the Committee be authcrized to cammence as soon as practicable
to exchange certificates maturing after December 31, 1925 for shoarter
term certificates; (3) That the Cammittee be authorized to replace
$65,000,000 of December maturities to such extent as may be advisable in
consideration of market conditions at that time and to offset exports or
earmarking of gold for foreign account to such extent as may be advisable
in consideration of merket conditions but not to exceed $100,000,000; and
(4) That the Committee be authorized to sell investments in the special
account in order to reduce that account to the smount of $600,000,000 as
rapidly as money conditions make it practiceble. There was an under-
standing that another meeting of the Committee would be held some time
during December. This meeting was held on December 19th at which time
the account had been reduced to about $436,000,000, The Comnittee reported
that since the last mesting the principal operations of the Ccmmittee had
been the sale of March 15th certificates of indebtednsss to facilitate
the distribution of new Treasury 4% bonds and the redemption of $65,000,000
of December 15th maturities. It was felt by the Cammittee at thet time
that the account should probably not be increased above the then amount
but that from time to time some of the holdings should be liquidated and

o this was concurred in by the Beoard with the understanding that a meeting
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would be held shartly after the first of the year to review, before any
further action is taken, the effect of sales and of advances in bill
rates which had been agreed upon. At the end of the year the Systém
account stood at $449,035,000,

On January 8, 1925, the Open Merket Investment account stood at
$398,125,500, A meeting of the Conmittee was held in New York on January
9th at which it was voted "That the Cammittee stand ready to make such
further sales of securities as seem necesgsary from time to time in view
of changing money conditions to prevent undue ease in the money market,"
According to the minutes of the Committee "This was also concurred in
by all the members of the Federal Reserve Board present.,” (Messrs,
Crissinger and FPlatt), Approval was given to the sale to the Treasury
of certificates of indebtedmess held in the account maturing March 15,
1925, or September 15, 1925, and it was also voted to approve the sale
of some $40,000,000 of June and September certificates to a dealer in
New Yorks The minutes of this meeting of the Cammittee were presented
to the Board on January 16th and were noted with approval.

Another meeting of the Committee was held with the Board on February
@, 1925, at which time the System account stood at about $270,000,000,
At ThIsheeting the Committee voted that in case the flow of fumds to
New York continued the Comnittee should continue to sedl securities from
time to time to prevent undue ease in money conditions, such sales to be
limited for the present to an amount to bring the specisl System account
down to $200,000,000, No action by the Board was deemed necessary,

At the time of the Governors' Conference (April 6, 1925) a meeting
of the Open Market Investment Committee was held in Washington at which
it was voted to be the sense of the Comittee that, under authority now
vestedy in it,the Committee should increase its holdings up to appreximate-
ly $300,000,000 as and when market conditions warrant, it being the belief
of the Camittee that present and prospective gold movements make this
increase advisable, At the closes of business March 31, 1925, the account
stood at $245,203,500. The minutes of this Committee meeting were sub-
mitted to the Board at a meeting on April 23rd and were merely ordered
circulated,

At a meeting of the Board held on May 21, 1926, attention was called
to the fact that no purchases had been made by the Camittee under its
authorization to increase the account by purchasing $50,000,000 of securi-
ties from time to time. The Board advised the Chairman of the Committee
thet upon review of existing conditions it felt that before any purchases
to increase the aggregate of the account were made they should be submitted
to the Board for consideration. Governor Strong replied that the recent
distribution of investments, together with the situation in the money
market, made it unnecessary for the present to consider exercising the
authority and that he would not feel willing to do so without further
congsultation with the Comittee and the Beard,

At the time of the next meeting of the Committee on June 24, 1925,

RN

the account amounted to $221,408,800. At this time it was the consensus
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of opinion that further sales from the account might b necessary, under
existing authority, for an amount which might bring the acoount down to

$2 0,000,000 if there appeared to be a large flow of out-of-town funds to
New York during the summer dull period, No formal vote was taken, however,
and it was agreed that the members of the Committee should be cmsulted
before any mles were made, The minutes of this meeting were presented

to the Board on June 26th and were ordered circulated.

On June 29th the Board approved a recammendation of the Open Market
Committee that $31,000,000 of June 16th maturities in the account be re-
placed, $16,000,000 immediately and $16,000,000 at a iater date,

On September 21, 1925, the account stood at $210,000,000 and & meet-
ing of the Camnittee was held in Washington on September 22nd. It was
suggested by the Committee that the present situation appeared to call
not for open market operatiomms but careful consideration of the position
of the discount rate which was outside of the province of the Committee,
Following the meeting of the Camnittee a motion by Mr. Miller was voted
on and lost, The motim read 25 follows:

S
D
"Resolved that a reduction of holdings of goverument securi- \{
ties, to be followved in due course by an advance in the dis- |,
count rate of the Federal Reserve Bank of New York should its |
discounts show an appreciable increase, will be conducive to |
the maintenance of a good state of business sentiment and to \)
e healthier credit condition,"

At the time of the Wn Merket Invest-~
ment Account was still being maintained at $210,000,000, In the report
gsubmitted to the Conference, it was stated by the Committes "The influence
of our rates is now felt on a considerable body of borrowings end if it
appears desirable the next step should possibly consist of changes in
disc aint rates rather than changes in open market holdings. It also seems
desirable to maintain the present account at at least its present size so
that we may be prepared to deal with any emergency situation. The Committee,
therefore, is not prepared to recommend at present any change in our hold=
ings of sscurities.” Reference was made to preparations for the usual
turn of the year slackening in the demand for credit and the Committse
stated "It will, therefore, be well to consider same temporary purchase of
securities at the time of the Christmas currency demand to be sold in
Jamu.rz. The wisdam of such a policy can not be determined upon in ad-
vance," This report was considered at the meeting of the Board on
m@:;:;é?_/_‘__,xm The ultimate action of the Board was to approve in
genera e report of the Camittee and to advise the Cammittee that an
immediate meeting is desired to consider whether changed conditions do
not make a change in the Open Market policy of the System desirable. One
of the matters referred to the Committee was the question of allowing
December 15th maturities of government securities to run off without

replacenent,
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In accordance with this action a meeting of the Camittee with the
Board was held in Washington on December 1st., At this meeting it was the
cmnsen; of opinion that the Treasury certificates held in the account
amo\mtm about $38,000,000 maturing on December 15th, should be replaced
by other maturities to be purchased by the Camnittee and this procedure
was approved by the Board,

On Decembsr 21, 1925, conditions in New York City resulted in the
directors of “that bank authorizing the Governor to meke open merket
purchases for its account up to $50,000,000. Governor Strong took the
matter up with the Board and expressed the opinion if the purchases were
made they should be for the System's account, although if the Board dis-
approved the transactions as a System ome the New York bank would carry
in its own portfolio $18,000,000 of purchases which had already been con-
tracted for., After discussion, the Beoard approved the recommendation
that there be purchased for the System's open market account from $25,000,000
to $50,000,000 of securitiss. It was understood that these securities
would probably be resold during the early part of January. Under this
authority the account by the enl of the year was increased to $260,000,000.

A meeting of the Open Market Investment Committee was held in New
York on Wﬁ, and the following day Governor Crissinger re-
ported to the Board that the Cammittee had discussed the question of dis-~
posing of the $50,000,000 of short term government securities which it
acquired during the latter part of December far possible resale in
January. At this time, the account amounted to $260,000,000, He stated
that the Committee felt in view of existing market conditions and the
fact that there were about $65,000,000 of sscurities in the account which
would mature the following March that it would not be advisable to sell
the $50,000,000 immediately, but that developments in the situation should
be closely watched and action teken at such time as developments disclose
the desirability of selling. On January 25th, the Board considered a ietter
from the Deputy Governor of the New York bank advising that money cmditions
in New York were easing considerably with the result that a moderate demand
for short term governmemt securities has sprung up and advising further that
the New York bank is inclined to the view that it might be well to supply
the market from time to time with a moderate amount of these securities,
not exceeding $50,000,000 from the System's opon market investment account,
as and when definite orders are received, The proposal set out in the
Deputy Governor's letter was noted by the Board with approval,

v At a meeting of the Board on March 8th, Governar Strong appeared be-
fore the Board for a discuseionmand prospective business con-
ditions, He stated that the System held about $100,000,000 of government
securities which would mature on March 16th, ebout $54,000,000 of which
were held for account of foreign banks and the remainder in the open market
investment account. The account at that time amounted to about $245,000,000,
He stated that the bank had to date received from foreign correspondents
requests to replace about $31,000,000 of securities held for their account
and that he thaught it advisable, and would recommend, that the run off of
about $66,000,000 of securities from the open merket mvestment acoount be
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replaced if it possible to do so. He stated, however, that it might be
impossible to replace the entire amount. Later on in the meeting, the
Board voted to "interpose no objection to the Open Market Investment
Comnittee replacing so far as possible the $66,000,000 of government
securities held in the System account which mature on March 15th, "

A meeting of the Cammittee was held in Washington on March 20th, at
which meeting "it was the unanimous opinion of the Coamittew tHat other
than to replace March 15th maturities no action should be taken, at least
until after March 23rd, when the Treasury pays off $121,000,000 of Third
Liberty Bonds and when readjustments after the usual quarter day movement
will have been campleted. It was felt that until that time it will be
difficult to judge the normal trend of the money market," At a joint
meeting with the Federal Reserve Board on the same day "individual members
of the Federal Reserve Board expressed their agreement with the recommenda-
tion of the Comnittee relative to replacement of March 15th meturities,
but no formsl action was taken wilh respect either to that or to the sug~
gestion as to possible future purchases., At that time the System account
stood at §178,5688,900, The question of future purchases was discussed in
a report which the Comittee submitted to the Governors' Conference then
in session which contained the statemsnt "we should prepare ourselves now
for a prampt purchase of some further amount of securities if and when
there should be further evidence of a recession in business activity, es-
pecially if there is no further liquidation in the amount of Federal
Reserve credit employed.”

At a meeting of the Board heldon March 23, 1926, it was voted "that
the Committee be advised that the Board has considered the report and ap-
proves the proposal c mtained therein to the effect that the System's
apecial investment account should not be changed in amount, except that the
March 16th maturities should be replaced as conditions seem to warrant."
The following day there was a discussion & open market policy at a joint
session of the Board with the Governors' Conference, following which the
Conference voted "if develofménts in the money market indicete any need
for doing so the amount of securities in the System account be increased
to $300,000,000, but no purchases shall be mede after April 16, 1926,
without further consideration." The ultimate action of the Beoard was
to adopt a motion "that the recammendation of the Open Market Investment
Committee and the Governors'Conference be approved,

In a letter dated Mh (at which time the account stood at
$276,000,000) the Acting Chairman of the Open Market Investment Committee,
with the approval of the Committee, took up with the Board the question
of replacipg certificates of indebtedness maturing June 15, 1926, held in
the System s special investment account totalling $36,526,500, The
Aoting Chairmen stated "this, of course, will not change the face amount

* of government securities held ia the special account and is in line with
the usual procedure," This replacement was approved by the Board at its
meeting on June 2nd,

At a joint meeting of the Bomrd and the Camnittee held in Washington

Digitized for FRASER
http://fraset Stiouisferd:biy/
Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Jorm No, 12f.

Office Correspondence =~ »w - )

To . Subject: , . N

From__. o
=T

on June 21st, it was voted "that it is expedient that the System holdings of
goverment scurities should be maimtained for the present at the existing
amount, approximately $275,000,000 (actual holdings  $270,500,000) but

with authority to make temporary purchases or sales, within a range of
$50,000,000, as may be deemed advisable by the Cammittee, any such pur-
chases to be ligquidated within a reasonable time as market conditions
warrant,”

At a meeting of the Cammittee held in New York on August , it
was voted that a sale of approximately $40,000,000 of Third Liberty Loan
bonds, about $25,000,000 of which were in the System account, be made to
the Treasury without replacement, and that a meeting be called the early
part of September to consider conditions at that time. It was also voted
to approve the sale without replacement of approximately $20,000,000 of
securities fram System account to foreign correspondents. This action
of the Open Market Investment Committee was presented to the Board at a
meating on August 24th, by the submission of the minutes of the Committee's
meeting which were ordered circulated without action. A previous advice
received from the Secretary of the Opsn lMarket Committee that the proposed
sale to the Treasury had been approved by the Federal Reserve banks was
noted without sction’at a meeting of the Board held on August 23rd.

The Open Market Committee meeting held on M%P'L’;QZS, voted
"that the Open Market Account should be maintained for the present at
$200,000,000, with the understanding that the C anmittee could, in its
discretion, increase or decrease the account by not more than $50,000,000,"
At that time the account stood at about $210,000,000. The Board on the
same dete considered the Committee's report and voted "to authorize the
Open Market Investment Committee to meintein the System's special invest-
ment account at from $200,000,000 to $225,000,000, therefore increasing
the limit of the account to $225,000,000.

The Open Market Investment Committee, at the time of the 1626 Fall
Conference of Governars, submitted a report containing the suggestion
that “it may be desirable to purchase up to $100,000,000 of securities
during the coming six weeks to be sold again at such time as credit con-
ditions appear to make that course desirable. (The account at that time
stood at $200,000,000.) At a meeting on November 10th, the Board directed
thet a letter be addressed to the Acting Chairmen of the Committee stating
"the Board understands from the Comnittee's report that as the Committee
views the situation at this time there is no need for action locking toward
a change in the amount of the special investment account, as approved by
the Board on September 10, 1926, and in this view the Board caxcurs. The
Board, therefore, construes the Committee's suggestion as an expression
of opinion on the part of the Committee that in the event of a future
change in the present siluation, it may be desirable to give c msideration
to increasing the account temporarily,

At a meeting of the Board on March 21, 1927, with the Open Market
Investment Committee, the Cammittee recommended that it be authorized to

o replace $25,000,000 of government securities which were held in the special
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investment account and matured March 15th, and that the Comittse be author-
ized to purchase an additimel $50,000,000 of short term government securiw
ties should a situation develop that would seem to justify such action,

At that time, the Systemaccount stood at about $175,000,000. The Board
placed a limit of $200,000,000 upon the account by authorizing the replace-
ment of the $25,000,000 of March 15th maturities, but did not approve the
recammdndation that the Cammittee be authorized to purchase an additional
$50,000, 000,
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL, RESERVE BOARD
June 22, 1927.

Dear Governor Strong:
g\ Receipt is acknowledged of your letters of J June 16’chLand Zo-t,h, X

supplementing your letter to me of June 9th end commenting upon the
changed position of the money market due to the umexpectedly large
\,§ overdraft of the Tressury in connection with June 15th trensactions.
I note your views regarding the possibility of further purchases by
§ the Open Market Investmernt Committee and note the opinion of the
officers of your beank concurred in by the members of your Board of
_ ' Directors thet it might be well to defer any further purchases until
after the first of July, even though in the meantime money rates
/§ might have advanced somewhat in the general money market.
§\ Your letters were brought to the attention of the Board and there
was discussion of several of the matters mentioned. Particuler refer-
ence was made to your stetement that the Open Market Investment Com-

mittee had reelized only about $15,000,000 of the increase in the

System's account which was contemplated when the Committee and the

and the further statement that "to realize fully the aims we had in

ind at that time, we might still purchese an additional $100,000,000

3 Boerd discussed the matter at the time of the Governors' Conference,

nﬁ between now and August lst."

Such purchase of an edditional $100,000,000 would result in an
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enlargement of the System's investment account beyond the 1imit approved

V by the Board at its May 13th meeting. Action of the Board at that time
wes to epprove the Committee's recommendation to purchase sufficient
additiorel short term government obligations to bring the total of the
investment account up to $250,000,000, which is the amount now held
in the account, accordingly to the Board's latest information.

In view of the contingencies pointed out in your letters and such
other information as the Board has regarding money market conditions,

it may later on be advisable to make additional purclmses of securi ies

on System account. The enlargement of the System's account in the near
future, however, raises & new question, and the matter should, there-
fore, be submitted to the Board in the uswel course, especially in view of

the fact, as stated in your letter of June 20th, that at this time and

"until the true position of the money market discloses itself", it can
not be determined whether additionel purchases would be advisable.in the

; immediate future. Very truly yours,

De Re Crissinger,
Governor.

Mre Benjamin Strohg, Governor,
Federal Reserve Bank,
New York, N.Y.
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FEDERAL RESERVE BOARD

WASHINGTON

/ ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD June 17 1927
s 4

Dear Governor Strong:

Receipt is acknowledged of your letter of June 16th, supplement-
ing your letter to me of June 9th and comment ing upon the changed
position of the money uerket due to the unexpectedly large overdraft
of the Treasury in connection with June 15th transactions. I note
your views regarding the possibility of further purchases by the Open
MBrket Investment Committee and note the opinion of the offi‘cers of
your bank concurred in by the members of your Boerd of Directors that
it might be well to defer any further purchases until after the first
of July, even though in the meantime money rates might have advanced
somewhat in the general money merket.

Your letter was brought to the attention of the Board &% its meet~
ing this morning, and there wes & discussion of several of the matters
mentioned. Particular reference was made to your stat ement that the
Open Merket Investment Committee has realized only about $15,000,000
of the increase in the System's account which was contemplated when
the Comnittee and Boerd discussed the matter at the time of the
Governors' Conference, and the further statement thet "to realize
fully the aims we had in mind at that time, we might still purchase

an additional $100,000,000 between now and August lstl"

http://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis S

Eigitized for FRASER




Digitized for FRASER

Reproduced from ﬁ& Undlassified / Declassified Holdings of the National Archives

-

Such purchese of an additional $300,000,000 would result in an
enlargement of the System's investment account beyond the limit approved
by the Board at its May 13th meeting. Action of the Board &% that time
was to approve the Committee's recommendation to purchase sufficient
additional short term government obligations to bring the total of
the investment account up to $250,000,000.

The System's special investment account amounts &t this time
to approximetely $235,000,000, leaving & leewsy for future purchases
of $15,000,000 to reach the limit previously approved.

| In view of the contingencies pointed out in your letter and such
other information as the Board has regarding money market conditions,
it may later on be advisable to make additionel purchases'of securi-
ties on System account. The enlargement of the System's account in
the near future, however, raises & new question, and the matter should,
therefore, be submitted to the Board in the usual course.

Very truly yoﬁrs,

De Re. Crissinger,
Governore

Mr. BenjeStrong, Governor,
Federal Reserve Bank,
New York, N.Y.
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A FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

June 17, 1927.
Degr Governor Strong:

; Recelipt is acikmowledgzed of your letter of June 16thJ

supplementing your letter to me of June ch‘nconmenting upon
the chunged position of the money market awd the unexpectedly
large overdrzft o7 the Treasury in connection with June 15th
transactions. I note your views regarding the possibility of
further purchases by the Open larket Investment Committee and

. m%ww

note the opin on40i your Baunk concurred in by the members of
your Board of Directors thut 1t might be well to defer any fur-
ther purchases until after the first of July, even though in

the meantime money rates might have advanced somewnat in the

gener:zl money market.

Your letter was brought to the attention of the Board

%t its meeting this morning, and there was a discussion of
.several of the matters mentioned. DParticular reference was made
to your statement that the Open llarket Investment Committee has

the
realized only sbout 315,000,000 of the increase inASystem's ac-

!
i
1
i

count vhichn was contemplated when the Cormittee and Board dis-

cussed the matter at the time of the Governors' Conference, und
’ ] z

tne further statement that "to rezlize fully the aims we hadnat
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that time)we might still purchuse «n additional 100,000,000

! between now and August lst." }%DSach purchuse of an additional
3100,000,000 would result in an enlargement of the System's
investment account beyond the limit approved by the Board at
its lay 13th meetinge. Asction of the Board at that time was
to aoorove the Committee's recommendation to purcnuse suffi-

cient cdditional short term govermment oblisations to bring

the total of the Jewswieemesds investment account up to 250,000,000,

The 3ystem's specicl investment account amounts at
this time to approximutely 3235,000,000, leaving a leeway for
future purchases of 315,000,000 to reach the limit previously
approved.

In view of the contingencies pointed out in your let-
ter and such other information &s the Board has regording money
market conditions, it muy later on be cdvisable to muke addition-
al purchases of secufities bn System a00022t. The enlargement

;

of the System's accopgnt ,in the near futursqraises a negw question,
Zﬂsf" b zﬁEL'gggggéé::j

7
and the matter should be submitted to the Board ol &
)

N
R r—mo—mads

Abmn44. Very truly yours,

D. R. Crissinger,
. Governore.
lr. Benjumin Strong, *
1 & erve Bank
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FEDERAL RESERVE BOARD
WASHINGTON
/ ADDRESS OFFICIAL CORRESPONDENCE TO

THE FEDERAL RESERVE BOARD June 16, 1927.

Digitized for FRASER

Dear Governor Strong:

Receipt is acknowledged of your letter of June 16th, supplementing
your letter to me of June 9th, and commenting upon the changed position
of the money market due to the unexpectedly large overdraft of the
Treasury in connection with June 15th transections. I was very much
interested in your views regarding the possibility of fwrtiher purchases

v
by the Open Market Investment Camittee end note the r&fienet¥rvion of
the officers of your tank, concurred in by members of your board of
directors, thet it might be well to defer any further purchases until
after the first of July, even though in the meantime money rates might
advance somewhat in the general money market.

This morning, I brougﬁt your letter to the attention of the Board,
and general discussion was carried on of the various metters referred to.
in—yoor-tedter. Particular reference was mnde to your statement that
the Open Merket Investment Committee has realized only about §15,000,000
of the increase in the System's account which was contemplated when
the Committee and the Board discussed the matter at the time of the
Governors Conference, and that "to realize fully the aims we had in
mind at that time, we might still purchease an edditional $100,000,000
between now and August lst."

The action of the Board st the time of the May meeting‘specifically)
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was to approve & recommendation of the Open Market Investment Comittee
"that it shall be the policy of the Committee between now and August

lsty next, gradually to acquire, if possible to do so without undue
effect upon the money market, sufficient additionel short term Govern-
ment obligations to bring the total of the Committee's investment account
up to $:250,000,000:' The System account at the present time amounts to
approximately $235,000,000, and merbers of the Board are of the opinion
that what was in contemplation at the time of the May meet ing,‘to wit,
the building up of the Open larket Investment account, has been sub=
stantially satisfied. Of course, there is the question as to whether

or not it would be adviseble, in view of the contingencies pointed out

in your letter and other information which the Board hes before it,

to build up the account to a larger amount by the purchése of additional
securities. Whether, as suggested in your letter, additional purchases
of $100,000,000 should be made between now and August 1lst is not clear
to the Board, which, however, is of the opinion that the situwetion should
be reviewed and the rAtter sumitted to the Board before any such pur-
chases are made,

Very truly yours,

De Re Crissinger,
Governor .

&. Benjs. Strong, Governor,
Federal Reserve Bank,
New York, NeYe

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

~
¢
\[f\
-y

| REQEmivEn

FEDERAL RESERVE BANK 33 3'"j i ‘oo
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OF NEW YORK e

June 20, i e

Dear Governor Crissinger: g

In our telephone conversation on Friday you mentioned that some members
of the Poard felt that the purcheses already concluded by the Open Market Invest-
ment Committee had completed the amount which was recommended by the committee to
the Federsl Reserve Board in ites last report, and that the position should now be
reviewed again to determine whether any further purchases were justified.

We have proceeded in making these purchases in accordance with my under-
qtanding of the policy agreed upon by the Boerd with the Open Market Investment

-

Committee in the past, that large movements of gold such as we have recently ex-

perienced are, s & matter of course, to be offset by purchases or sales of Open
T e s ey

e e

Market Investment Committee holdings. I thinklyou will find this general view of

vhich I have before me, that is, November 8, 1926, September 10, 1926, and the last

o

!
‘ the committee's policy referred to in previous reports of the committee, three of
|
i

Qggﬁigg,hakd*in*ﬂay. The records of the earlier meetings of the committee are, as
I recall, even more specific on this point, but they are not before me &s I dictate
@ letter,
To review the present situation, when the Benk of France secured the
‘d:;;urn of $90,000,000 of gold in London we negotiated for its purchase; as you know,

&

Eon very short notice in order to avoid its getting into the country when, havirg

once crossed the exchenge barrier, it would form a permanent pert of our gold re-
serves. $30,000,000 we were unable to arrest in London, but we partly offset the
effect of its addition to bank reserves by sales, as I recsll, of about $15,000,000
of the System's securities. The purchase of $60,000,000 in London wa,s‘effe‘.cted by
our selling a like amount of the System's securities to the Bank of France and so
avoiding the expansion of bank reserves which would have resulted from our paying
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for the gold without reducing our investment account. While the effect of this was
to give the Benk of Frsnce dollar balances for $90,000,000 in New York, about
¢75,000,000 or thereaboute of this gold wae actually offset by sales of securities.
Now exactly the reverse operation has taken place &8s to $100,000,000, be-
cause the Bank of France has withdrawn $100,000,000 of their deposits with New York
banks, transferred them to us, and purchased that amount of gold, thus effecting a
reduction of bank reserves in this city of $100,000,000. #4s explained to you by
telephone, this made it necessary to offset the loss of reserves by purchases of
securities &s rapidly as they could be made. Had we failed to do so we would have

had a sharp advence in interest rates at a time when it would have caused inconven-

jence to the Tressury financing then under way and would have increased the likelihood

of even higher rates which we also expected after the June financing was concluded.

As in previous similar cases we did not feel that these purchases formed a
part of the $115,000,000 suthorized by the Board following the submission of the
comnittee's report of May 9. In fact we felt that under that authority only
$15,000,000 of purchases had been effected and that the general scheme of the report
to continue purchases up to $250,000,000 before August 1, if money market conditions
made that possible, clearly contemplates that regard for money market conditione &nd
for the volume of bharrowing in New York would be the guiding principle. Were this
not the'caee the effect of this lose of $100,000,000 of gold would be to entirely
nullify the action of the Open Market Investment Committee and the Federal Reserve
Boerd.

As explained by telephone and in my last two letters on this subjsct, we
are enticipating heavy borrowing this week, although the amount cannot accuretvely be
forecast, It will furnish the opportunity to enlarge the committee's holdings of
securities which the committee bclieves, and which we felt the Board believed, was

e desireble thing to eccomplish if it could be done without creating en undue ease
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Hon. D. R. ‘is ger 8/20/27.

FEDERAL RESERVE BANK OF NEW AK

of money, but tk continued enlargement of the security loan account seemed to

e e A T T i T
e

justify our delaying these purchases for a short time so a8 to see what effect a

brief period of somewhat hlgher rates would have.

We realize, as the Board doubtlese does, that there has been a considerable
speculation in stocks, although far less active and menacing in its proportions than
that which had developed in either Berlin or Paris. Just as is stated in the com-
mittee's report and in my previous letters this situation will require careful

scrutiny from day to dsy until the true posltlon of the money market dlecloses

BESRS= b o RSN, e o A A

itself, But I am sure the Board has in mlnd that if a perlod of def1n1tely hlgher
s

et

rates now develope end no purchases are made practically all the bills in the market

will come to the Federal Reserve Bank which might make it necessary for‘ue to ad-
vance our bill buying rate, and that, in turn, make it necessary to advance our
discount rate. Such action at this time we do not believe is justified, and our
directore feel would be dietinctly harmful.

So, summarizing the position as it appears to be to-day, I should say
that we are quite willing to watch the effect of somewhat higher rztes for a short
period, but we believe it would be hazardous &t this time to allow & generel re-
vision of the level of interest rates to occur, for the reasons -

(1) That it might force an increase ir our bill rate and
ultimetely our discount rate,

(2) That such an increase would be detrimental to the busi-
ness of the country,

(3) That it would have a tendency to depress the value of
sterling and ultimately the continental exchanges,
and possibly embarrass us by starting another gold
import movement, and

(4) That with the heavy refunding operations now under way
end in prospect for the Treasury we believe that any
general advance in the level of interest rates, unless
necessitated by other impelling reasons, might have a
detrimental effect upon the Treasury's plans which
would be quite unnecessary.
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I have endeavored, by telephone and letter, to keep you and the membere
of the Board fully informed of these developments from day to day in ﬁhe hope that

what we are doing was fully understood end would meet with the Board's entire ap-

tion is certhinly one of sufficient importance to make it necessary that there should
be no misunderstanding of the Board'e action and the committee's policy.
I beg to remain,

proval., If that is not the case may I ask you to let me know at once, as the situa-
Sincerely yours,

Benj. Strong
Chairman
of the Open Market Investment Committee.

Hon. D. R. Crissinger,
Governor, Federal Reserve Board,
Washington, D, C,

BS/RAH

\
|
|
|

|
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FEDE\RAL. RESERVE BANK

OF NEW YORK
CONFIDENTIAL June 16, 1927.

My deer Governor Criesinger:
Referring to my letter of June 9\in regard to transactions in the open

market there hes been some change irn the position cue to the unexpectedly large

. Toaene

gxgigfgijgj;EgE_EIEEEEEY in connection with June 15 transactions which leads me
to write you further as to the position of the money market and as to prospective
purcheses by the Open Market Investment Committse.

We had calculsated, with such informstion &8 we usually have, that the
emount of the overdraft woﬁldfbe,-in round figures, $180,000,000. It turned out
to be $240,000,000, the disbursements for the Treasury's account being larger than
the preliminary estimates. Against this large disbursement pending tax collecfions
we distributed $104,000,000 of participations to various member banks, leaving the
net amount of funds put into the market as a result of Treasury transsctions
$£136,000,000. This meeans, de course, that there must be withdrawn from the money
market tetween now and ezrly next week not only the $136,000,000 which will repay
the government's temporery certificate of indebtedness (net) but also possibly
$20,000,000 more to restores the government's working belance in the Reserve banks.
In other words, on top of borrowings from us aggregeting between $25,000,000 end
$50,000,000 at the present time, the market will lose, say $165,000,000, and we
anticipate thst the borrowing in all forms at this bank next week for a time may
exceed $£200,000,000, and this, of course, will be in the week prior to the double
holiday when we heve to meet quite a heavy demand for currency, a demand on the
pert of those who practice window dressing at semi-annuel periods, as well as &

demand arising from the very heavy July 1 interest and dividend disbursements.

One hundred million dollars of the securities now held in the open market
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JERAL RESERVE SANK OF NEW © MK . R ssi or 6/16/27.
account were purchesed to offset the loss of that amount of gold earmarked for
foreign sccount as described in my letter of June 9, so we have only realized
about $15,000,000 of the increase in the account which was contemplated when the
committee and the Board discussed the matter at the May mesting. So that, to
reslize fully the airs we had in mind &t that time, we might still purchase an
additional $100,000,000 between now snd August 1.

Heving in mind, however, the size of the Stock Exchenge loan account
and the expressions of views contained in your letter of May 13, our directoxs
to-day, after a full discussion, took the view which is held by the officers of
the bank that it might be well to defer further purchases until possibly after
the first of July, even though in the meantime money rates might advence somewhst
in the genersl money merket,

This was the recommendastion of the officers of the bank after full dis-
cussion of the situation, and we thought we should bring it immedistely to the
attention of the Bosrd. We are, however, prepered to act promptly in msking
further purchases in case money msrket conditicns indicate the need for it.

I hope you will be good enough to bring this letter to the attention of
the Board as it somewhst el aboratesthe report contained in my letter of June 9.

I beg to remain,

Very truly yours,

Benj. Stréng
Governor

Hon. D. K. Crissinger,
Governor, Federsl Reserve Board,
waShi r\g 'tOn » D. C . "—“—‘,Wa

| ARD
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Juns 11, 1927,

My dear 'Gonrnorz

I have your letter of June 9th in which you give

& resume Oof yonur doings in the open market under the
authorization of the Board, I have brought this letter
to the attention of the Board whioh proved to be of great
interest,

Singerely yours,

De R. Orissinger,

Mr, Benj, Strong, Governor,
Federal Reserve Bank,
Rew York, K. Y.
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June 9, 1927,

FEDERAL RESERVE BANK

OF NEW YORK

l

Dezr Governor Crissinger:

It will interest you to have a resume of the transactions in the open
market which have been necessarily quite active because of the large smount of
securities which we are called upon to buy.

As you have been advised we have mede purchases of & totel of $100,000,000,

offeetting exactly thet emount of gold esrmsrked for account of one of our foreign
correspondents, and that part of the transection is concluded.
We have also concluded purchases sggregating e totel of $115,000,000 for

JIUSE ._.__.__._._.....—-————-‘-‘

delivery on or before June 15, to replace all of the maturities held in the System

account and for the account of foreign correspondents maturing on that date, In

addition to that we have purchesed in round figures»§16,000,000 for the System's

open market investment account, this purchase having been made in connection with
the adjusfment of purchases currehtly being mede for account of the Treasury
Department, &nd so far that ie all that has been done pursuant to the recommends-
tions of the Open Market Investment Committee recently spproved by the Federsl
Reserve Board.

Preperations for the June 1 financing, occurring simultaneoucly with the
holiday at the end of May, necessitated somewhat heavier borrowing here than would
ordinarily be the case, and the rates in the money msrket showed a tendency to
stiffen somewhat, but we believe that the effect was only temporery and that the
return flow of funds from the interior and of currency, coupled with the purchases
which we have made, will leave rete conditions not greatly shove where they were
during the latter part of May.

The present situation is that the member benks in New York City owe us

about $50,000,000 end that the dealers owe us an additional $50,000,000 under sales

e AT C/ns/';v-/ ]
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fEDERAL RESERVE BANK OF NEW  RK.. Hon. D. R. Criss _er 6/9/27.

contract sgreement. Between now and June 15 this indebtedness of the tanks and

gy s i

market to us may be somewhat further reduced. For & few days after the 15th as
usuel money will be easy, as Tressury maturities are in excess of tex pesyments,
but after three or four days large tax payments will come out of the merket. The
emount of funds availeble to the market will be reduced from the present situa-
tion by epproximately $65,000,000 as a net result of June 15 maturities. Thet
means that the New York banks and market will have to be borrowing from us at
lesst $£150,000,000, and, on top of this, will come the usual extra demand for
credit in connection with the end of the half year. This will give us & situation
that we will have to think about and watch carefully. Further purchaces will then

be desgirsble. .
Very truly yours,

Cheirman
Open Market Investment Committee

Hon. D. E. Crissinger,
Governor, Federsl Reserve Board,
Washington, D. C.

BS/RAH
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My 18, 1827,

Dear GJuverncr BLrong:

Ab the meeting of the Mederal Resorve Board this
sorping, considerstion was given to the report of the
Opsn Market Investment Comxdttes, dated My 11, 1827,
| in whieh the Committes recosswndsd; "(1) That ne
: fwrther smies of System ssewrities bo mede in order te
affset arrivals of gold Crom abrosd now aiowvor antiei-
pated” mnd %(2) Thet it shall be the policy of the ecom-
nittes between now snd August 1 next, gredwlly to age-
} quire, if pessible to do so withowt undus effect upon
: the money wmriet, suffisient additional short ime
{ povermwut obligations %o bring the total of the com-
' nitten's investasnt sscownt wp to $£50,000,000. In

interpreting the wpression 'undus effect upon the
money meriet,’ the sgmaittee would expect to keep in
uind sny changes whieh night ccow in the general level
of smey retes, ss well as the extent to vhich these
pweolnese night effect & reduwetion in the smount of
borrowings by mmber bana," '

™he Board veted to spprove the report and recom-
mendt dons cordained therein, with the feeling that
the semrities proposed to be puwchased should be age
cumiated slowly and with a view to the possibility
that it way not Le advisable te purchage the full
swount sutborised within tiw period of tine nentimmed.

Very truly yours,

e dusnd

MAY 18 % De Re Crissinger,
Bovernor.
\f\ Nre Henjamin Strong, Chairmn, |
N, Open iariet Investnent Comittes,
-, o/0 Yederel Reserve Pank,
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May 13, 1927

Statempnt of kir, Cunningham

With the sincers hope that the view expressed in Mr,
Platt's resolution that the securities which the Opsen Market
Investment Committee recommends be purchased will be accumulated

gradually up to August lst next, I am voting in favor of the motiom,
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With the sincere hope that the view expressed in Mr, Platti's
regsolution that the securities which the Open Market Investment
Committee recommends be purchased will be accumulated graduwally up
to Aungust lst next, I am voting in fevor of the motion,
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EXCERPT FROM MINUTES OF THE FEDERAP RESERVE BOARD, MEETING OF MAY 13, 1927.
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. . Vet 5=11-27
"Résolved, that the Federal Reserve Board spprove
the and recommendations |of the Open Market Invest-
ment Committee, with the feeling that the securities pro-
posed to be purchased should be accumulated slowly and
with a view to the possibility that it may not be ad-
visable to purchase the full amount authorized within the
time limit mentioned."

Federal Reserve Bank of St. Louis
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Form No. 131,

F : Mar 30
N FRDERAL RESERVE {,
0 flce COI’ r -9 s BOARD » bt
€spor..e. e Late_ s _ ﬁ, 027,
To__ Governor Crissinger Subject: 3734

From__ Mre. Eddy.

28495
GPO

e St= 27
This is Yo remind you of the sction of the Beard At its
mesting yesterdsy in voting that the recommendstions/of the
Open Merket Investment Cosmittee, which were submitted at
that meeting, be received by the Board snd made special
order of business for a date te be fixed by yeu after
conference with the Chairuen of the Board.
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PRELIMINARY MEMORANDUM RELATIVE TO OPEN MARKET POLICY Y

rded
The princinal 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 replace 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 business 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 geheral.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 oil industry, disturbing financial developmenté
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 hetween 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 immorts.

The figures for Reserve System earning assets are as follows:

(in millions)

April 27,1927 April 28,1926.
Billg discounted - - = = = = = = = - - - 444 514
Bills bought in open market - -~ - - - -~ = A 242 199
U. S. Securities - - - = - = = = = - = 318 ‘ 389
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 tendéncy
is for higher rates than last year. For example, time money is 3/8 higher
than last year, 90-day bills 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.

Money rates at New York
April 28, 1827 April 28, 1926 .

Call money - =~ === = == = =~ - = * 4 * 3 1/2
Time money - 90-day - - = ~ = = = ~ - - - - 4 3/8 4
Prime commercial paper - - - = = - - « - = _ 4-4 1/4 44 1/4
Bills - 90-day unendorsed - - - - - = - - - 3 5/8 3 1/8
Treasury certificates and notes -

maturing June 15 - - - - - - - - - 3.46 ' 2.51

maturing September 15 - - - - - ~ 3.51 3.07
Federal Reserve Bank of New Yorit -

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

buying rate for 90-day bills - - - 3 3/4 3 1/2

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

(1) That the general level of interest rates in Yew York, where
changes of rates generally orizinate, is about 1/2 of one wer 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 muntry'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, L///

—
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, coupled with
the considerable decline in interest rates which is occurring in Europe,
the question is raised as to whether the somewhat greater restraint now
being avvlied to the extension of credit at the money center (¥ew York),
coupled with the reduction of the total of the opecn market investment ac-
count over the past 18 months or two years from $500,000,000 to less than
$200,000,000, has not gradually had the effect of exercising some nrcssure,
imperceptible in any chgnée over a short period, but now becoming apnarent

when examined as to its effects over a longer period.

Gold Movements

Between January 1 and May 1 of this year, g0ld imports into the
United States have amounted to about $110,000,000, including $8,000,000 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 discussioun, about $98,000,000 was the net amount added to
the monetary gold supply of the country durinz the first four months of the
year. This gold movement, together with the imports of 1926, 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 tie above
figures. During the last part of April, the 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 $90,000,000, $12,000,000 arrived in
New York 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 éew York bani. In
addition to this Bank of France zold, $2,500,000 has recently been imported
from Ausfralia, 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
$90,000,000 of gold, negotiations for the purchase of which had been
Qoncluded by one of the New York member banks from the Bank of France.

It was learned that space had been reserved on the steamers an& 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
Oven Market Invegtment Committee and with the Federal Reserve Roard by
telephone, it was arranged to purchase from the Bank of France all of the

gold - nearly $60,000,000 - which had not been shipved, 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 Open larket Investment account. By this arrange-
ment, the money market status remained unchanged, except as to the gold
which had already been shipped, leaving the committee in position to deter-
mine later at its meeting whether these securities shoula 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 sale already made and further sales,
. if made to offset forther gold arrivals, the securities remaining in the
System's portfolio account will be a little over $100,000,000, too small
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 other
measures. The method of doing so should ﬁe 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 member 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 committee's report and which are
now submitted simply for discussion. None of them 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
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\Bank borrowings in New York, which are now running on the average at from
$100,000,000 to $150,000,000.

(2) Those Federal reserve banks which have considerable holdings of
long time bonds could dispose of those bonds, realize their profit and repurchase
through the committee as a part of the committee'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-
crease the committee's account to over $200,000,000.

(3) Arrangements might be made with the Secretary of the Treasury for
somewhat 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. Fur-
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.

(6) Plans could be undertaken for retifing the greenbacks, which
however 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 raquirecments,

(9) A readjustment of the relations of the Reserve banks to the

market for gold could be effected if the Secretary of the Treasury saw fit
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as §uthorized by law, to discontinue paying cash up to 98 per cent. of the
voelue of imported gold, tius throwing the market for gold entirely upon
the Federal reserve baalks ond 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 addquate study,
could revise the definition of what constitutes a time deposit, tlus rais-
ing the reserve recuirements. This is probably justified by the fact that
someﬁhing like 60 per cent. of the increase in bank deposits in the United
States over thec past ten years consists of that class of aeposits which re-
quire only 3 per cent. reserve.

(11) A revision of the regulations of the Fedcral 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 not be overlooked, and may
indeed be imminent. The underlying causes of such a movement would be:

(1) The continued maintenance of our present level of interest

.org/
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< .rates, somewhat higher than a year ago, in the face of declining interest
rates and reducing rbank 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 dif-
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 yea.r;

(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,
there 1s indeed & 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 then 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 governments and foreign banks of issue, which, as in the case
of Germany, may decide to take gold for reéerve purposes, irrespective
of the gold point.

No danger need bp apprehended as to a normal export of gold, but
we might sustain a l_arge 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 bty the Federal reserve bank,

igitized for FRASER
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the export of which could easily be provided for by our purchasing the
securities now held for aecount of our‘fore'ign correspondents. The only
embafrassment likely to occur as a result of such a demand will be due to
the lack of an adequate supply of American gold coin, concerhing which
discussion has been had from time to 'time with thé Treasury. 7

Looki'ng, ‘therefore, fo the future, that is, say for the next
three yeai's, the cémmitteé is of the "®ih16n that the policy of the Fed:
eral Reserve System éhould be to prepare itsélf'to deal ﬁith either a
large impért ‘movement of gold or a large éirportvﬁiovemént.of gold. Any
other position would expose 'th'e‘ Systérd to the chai'ge of lack of foresight.

In view of the many alternatives to be considered, and especially

in view of the fact that whatever may be the policy of the System it will

involve taking a deflnite posit:.on as to the money market, the comittee

prefers to defer any recommendatlon untll after dlscussion with the Fed-

" eral Reserve Board and a def:.nite expressmn of ‘their views,

http://fraser.stlouisfed.org/
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FEDERAL RESERVE BANK

OF NEW YORK

Tlaamnhh 00 R EaLxird
e A S T )

Dear Governor Crissinger:

: ( :
I have Lour Letter of March Ei;/notifying/me that the Federal

4

Reserve Board as of that date aporoved the proposal to replece the

P

.

$25,000,000.short—term Government securitics that were permitted to run
off as of iarch 15, 1927, and that, in the event that it should presently
appear desirable to purchasc an additional amount, say up to 50,000,000
of these short-term government securities, the Board will be prepared to |
act upon a recommendation of the Open Market Investment Committee, ac a
comnittee, or of the Federal Reserve Bank of New York, if the‘Comnittee
srefers to leave the matter of such recommendation in its hands.

Thanking you, I an

Very truly yours,

- - Acting Cn
4 Open larket Investment Commi’ee.

Honorable D. R.
Governor, Fede
Weghington,

singer, ‘
serve Board,

Digitized for FRASER
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Mayeh 31, 193%

Jenr ¥r, onaes Ve
‘./

Tollowing the meeting today with the Cpen Market Invest-
nent Committes, the Fedarnl Hesorve Boazrd considered the Com-
nitteets recoymendations, which you made verballr, to the eof-
foct thet the Onen Harket Investment Commitioe be authorized
to ggg}gggmgggimmunntQ&gglggo.oco) of govermment securities
vhich were held in the Spocinl Investment Acosount and matured
on ¥afeh 15¢h, sand that the Jomzsittee be authorized to yarchas e
~n additionel 350,000,000 of short-temm govermment securities
should = situntion develop that would seem to Justily sueh
9‘“3310&.

™e Board voted to autlicrize the Comelttee to repslace
the %25,000,000 of povermuont securities which metured from
the Shecial Investment Account on ¥areh 15th, and will hold %te
3e0lf ready, wwn advice from the Open Marioet Invastnent Come
aittee, as a committes, or Trom the Yederal Reserve Banic of
Tow York, 1f the Comaittee nrefers ic leave the m:tter in the
hands of the Federzl HReserve Bank, to ast won & recoamendation
for the purchzse of san sdditional $H0,000,000 of short-temn
govermuent securities, at any time such ¢« course should ampecr
tc b~ desirsble, e

Vary truly yoars,

De Re Orissincoer,
Covarnpr,

¥r, Je o ca’a. Acbi!:xf‘ mhﬁim.
nen Harkket Invertwont Corwnlttes,
o/0 Tedernl Reserve Tenk,
Yew Yﬂﬂt. Te To

2 /
Digitized for FRASER e Al ? 7 ,
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*“h G, 1m.

Der Mrs Onset

The Bonrd is gretified to bave your letter of

Wwreh 54h Sthjuyruamg the view of the directors of yowr
byl LHKt, if the Open Market Investmert Committes
ooncurs, 1t would be well to let the Wareh 1565th meturi.
ties in the System's special investmemt acooumt run
aff. The Board had this in mind when it oaneelled the
meet ing of the Open Market Investment Committee called
for March 7th, and in order that the record zay be in
proper form, I an writing to say that the Board approves
of the Camaittee gllow miwrities
At the nesting oalled for Mroh 2lst, it omn be deter-
mined if and when it will be advisable to replace theme.

Very truly yours,

: L ftae .
‘é’,‘;’y’ » : ""’%s\ AR R
Ednund Phtt.

Vios Governor, -

¥re J: He Onse, Deputy Governor,
Pederel Reserve Bank,
Bew York, N.Y.
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RECEIVED
MAR 7 1927

FEDERAL RESERVE BANK o O

OF NEW YORK

March 5, 1927.

Dear Governor Platt:

We are in receipt of your letter of Mardh 2 transmitting the

resolution of your executive committee, asking us to get the views of our
board concerning recommendation No. 1 of the Federal Advisory Council.

Your letter arrived while our directors' meeting was in session
on Thursday and was read to the directors. There had not been, however,
any time for us to prepare a review of the question for the directors snd
it was not possible to give the question the extended consideration which
it warrants. Since the Open Market Investment Committee meeting has been
postponed there will, we trust, be an opportunity to give it more adequste
consideration.

As you know, we are facing a very complex situation &t the tax
day period. In addition to the 30 million dollars of maturities in the
system account, there are 90 million dollars of maturities in foreign
accounts, all of which must be teken care of in one way or sanother. Total
maturities of Treasury notes, of well over 600 million, constitute the
lergest maturity for some time and the new Treasury issues will probsbly
be more difficult to handle than for some time past.

In view of the complexity of the situation, we have not yet
been able to make up & comprehensive balance sheet as to the probable
effects on the money market of the operations on and following the fifteenth

of the month, and before that is done it is difficulf,to li?cnﬂ;any satie—

factory program for our operations. 4 0E CONDETTTIE

MBERIING,
MAR 8 19 ]
Digitized for FRASER .
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L - * FEDERAL RESERVE BANK OF NEW YOuncooee oo, Hon. Edmund Platt, 5/5/27
' Federal Reserve Board.

In discussing the matter, however, in a tentative way, it was the

view of our directors that, if the Open Market Investment Committee concurred,

it would be well to let these securities mature on March 15, thus having the
effect, for the time being at least, of removing the funds from the market L///

for the period when money tends to be very easy gg;;}gg\few days following

the fifteenth, and that the time and manner of replacing these maturities be
determired ubon later as it becomes possible to visualize the situstion more
clearly.

Ve hope to be able to meke up a survey of the tax dsy operations |
before the end of next week, which we shall be glad to send you as soon as |
it is ready.

With regard to the policy relating to bankers acceptances, our view
here has coincided with the position taken by the Federal Advisory Council, |
and it has been the feeling of our officers that our buying rates at which we
stand reedy to purchase bills should be maintained at the present levels, so
that if end when market rates declined there would immediately be some pressure
on the market to reduce the amount of ite offerings to the Reserve Bank. This
process will, we believe, tend to absorb any substantial amount of money in
the market available under 4 per cent, and keep our discount rate effective.

Our directors have concurred in this generel program.

As you may have noticed, the New York City banks now owe us about
$80,000,000. There is no danger of sloppy money as long as that is true.

Very truly youks,

J. H. Cii/&/\\

Deputy Governor

Honorable Edmund Platt,
Vice-Covernor, Federazl Reserve Board,
Washington, U. C.
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Karch 3. 1827,

Doesy ¥r. Cazep

At 2 mweting of the XKxocutive Coxmittee of the Federal Reserve Soard
on yesterday, following the presentation of the recem:endatiops of the re-
cant meeting of the Federal Advisory Couneil, it wus voted

"that Recomvendation Ne. 1 Bo transmitted %o the Board of
Dircators of the Federal Roservs Dank of YWew York for an axpression
of their visws acd any recommendations they mey care to moke, and
that trhe direetors b2 advised that the loard thinks it pertiaeat,
in connection with considerstiorn of the recormendation, to take
cognizance of e z0ld imports since the firat of the year and the
prezent state of the acceplance market, =nd to consider ahether
thare should be any change in the voluxe of isnvestrente in the
System's special investwent sccount, especinlly in viev of the
March 15th moturities fyom the account.”

This resolution spesks for itcelf, but I might adé thet while the re-
comiendation of the Council, if taken literally, would seem to refer only
tc "bills bought in the open market®, the Council in diseussion with the
Board indicated that they had re¢ference rather mors to short term Qovernment
securities bougit through the Open Market Committee thsn to bills, though
scre of them evidently had in mind the fact that bills purchased are maturing
every day and that there might be some meane of reducing the purchase each
dﬂyt .

As there iz to be an (Open Market Committee meeting on londay next I
presume this whole matter will be dlscussed at that time with the Hoard.

Yours very truly,

VICE GOVERROR.
Mr. J. H. Case, Deputy Governor,

Federal Reserve Bank,
¥ew York, New York.

P. S. = I am enclosing cepy of the Council's recommendations to the Board.

: Lot 210727

-
Digitized for FRASER 3/} /;7
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FEDERAL RESERVE. 2335 ,.:’;_.\ /

Oiflce Corresponuer. e ™ o Date. Mech 1. 1557,

To Mr. Platt i Subject:

From Mr. Noell, . - o :
iw ) 2‘—8'495

At the meeting this morning, following presentation of the at-
tached recommendations of the Federal Advisory Council, it was voted
— Clig z-4F-27

"that Reconmendation No. 1 be transmi‘bted to the Board of
Directors of the Federal Reserve Bank of New York for an
expression of their views and any recommendations they may
care to make, and that the directors be advised that the
Foard thinks it pertinent, in connection with consideration
of the recommendation, _‘E,_gtake cognizance of the gold imports ‘/
since the first of the yvear and the present state of the
acceptence market, and to consider whether there should be
any chenge in the volume of investments in the System's
special investment account, especielly in view of the March
15th maturities from the account."

Akl ,&/m,v 3/ 7‘/ 7 o Caae %,?/
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RECOMMENDATIONS OF THE FEDERAL ADVISOKY COUNCIL TO o /g |
THE FEDERAL RESERVE BOARD <4270

Febtruary 18, 1927.

TOPIC No. 1. What is the view of the Federal Advisory Council in respect

b e e s et

to the future discount and open market policies of the Federal Reserve Banks?

RECOMMENDATION: The Federal Advisory Council does not believe that there
is anything in the present business situation which would warrant any reduction
of existing discount rates, or necessitating any change in present open market

policy. The Council feels, however, that should interest rates continue to

- o

decline the Federal Reserve banks should reduce thelr holdlngs of bllls bought

s B R

in the open market.

TOPIC No. 2. What aid should be rendered by a Federal Reserve Bank to a
member bank in weakened condition. Should consideration be given in(xhe first
place to the depositors of the bank or to the ability of the bank to make

further loans?

RECOMMENDATION: The Federal Advisory Council believes that no general
rule can be laid down in regard to the assistance to be rendered by a Federal
Reserve Bank ‘o a member bank in weakened condition. The Council is of the
opinion that satisfactory management is of first importance in determining
policy and that the ultimate end to be achieved should be the conservation of

the interest of depositors,

TOPIC No. 3. What action, if any; is advisable in view of the diminution

of the number of par points?

RECOMMENDATION: While there has been s ome diminution in the number of

par points largely due to failures and mergers, there is ng&z %; iz

LY PTRP 1'11— Or\

present situation to warrant any action at this time. AL BT
MEBTING,

wan 1 19212

o —m

http://fraser.stlouisfed.org/
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ERC ¥ LES SECTION
\ FEB -11944 ¢~
“ AR L - B

y S32, ﬁ { L

Rotes on Recocmendations of the 0. M. 1. &.

/2 ~Slo—2 &

Rote 1: 1/18/26 The Committee met and disoussed advisability of disposing

of $50,000,000 short term sscuritiee asquired during December,
1925 for possible resalo at this time. Agreed that while it was
not desirable to sell these securities Immediately(be , of ax~
istipr conditions and since theme were $65,000,000 of March ma-
turities in the sccount) dsvslopments should be carefully watohed.

Hote 21 1/25/26 The Board, in meeting, authorized the sale of not more than

Digitized for FRASER
ttp://fraser.stlouisfed.org/
FJederaI Reserve Bank of St. Louis

$60,000,000 of securities against definite ordesrs. Action taken
following presentation of letter from the Deputy Gevermr of the

H. Y. Bank, advising that s moderate demand for short term securi-
tiss was deling felt resulting from s considerable easing of money
conditions, and that Y. Y. Bank officials felt timt the msrim¢
should be supplied from time to time with moderate amounts of

the se seourlities, not exceeding $50,000,000 from the 8. I. acsount,
on receipt of definite orders. {pp.48~49}

Note 32: 3/8/26 Chairman of O.M.I.C., present at Bosrd meeting, stated that

about $66,000,000 of committes account holdings would retire March
16 and suggested that the meturing securities be replaced, if pos-
sidle. Ths Board voted to interpose no objection to this action.
(p» 50}

Note 4: 3/23/26 The O.M.I.C. submitted its report to the Board, no imrediate

change except recommending that the issues which had matured on
March 15 be gradueally replaced as markst oonditlons werranted, and
that preparation be made "to purohsse some furthsr amount of securi-
ties if and when thewe should be evidenoe of a reocession in bdusiness
activity, especially 1f there is no further liquidstion” of reeerve
bank credit. (ps 55)

On 3/24/26 the joint meeting of the Board and Governors waa
advised that the Beard had voted approval of the replacement of
Berch 15th maturities dbut had taxen no vote om the recommendation
of further purchases, foeling that the Committee's report had not
been specific on this point. The committee roquested authority
to bring up to $390,000,000 additional securities raising total
holdings te $300,000,000 should developmsnts warrant it before
April 18, 1926. Approval of the Poard was not granted. (p. 56)

On 3/25/26 the Board granted approval of an increass of
the scooumt to $300,000,000; no purchase to be made under such
sathority after April 15. (p. 56)
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Hote O

Hote &

Kote 7%

Xote 9:

Bote 10:
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6/15/26  After the maturity date the acoount fell off to $239,000,000,
snd was increased to $275,000,000 the securities being replaced
with Board approval. (p. 56}

6/21/26 The Committee and Boerd voted to malntain the S. I. so-
count at about $275,000,000; the Commmities boing granted authority
to make temporary purchases or sales within a range of $50,000,000
as decmed advisable; such purchases to be liquidated as soon as
gonditions warrant., (This suthority wus evidently not expacted
10 ocover more than the subsaequent two weekea.) {pp. &7 and 59%)

8/17/26 Committee voted {1) to sell to, amd on request of the
freasury, $25,000,000 Third Liberty Loan 4#7 Bonds (im addition
to $£15,000,000 from the holdincs of three F, R. banks) without
replscemsnty {2) to spprove tho sale of $2,337,000 to a foreign
gorrespondent without replacerenti (3) to sell 35,000,000 during
the current week, and $15,000,000 during following weeks, to
foreicm correspondents. ({p. 60) '

8/17/26 to 9/10/26 During this period the mcoount decreased from
$275,000,000 to about $210,000,000, the sale of $40,000,000 of
Livertios to the Treasury (Note 7] was made entirely foom the ac-
oount, the three F. R. banks having exchange Liberties from thelr
holdings with the sccount for other securities. At this time
authority to purchase smounte incressing the account up to
$325,000,000 was held by the Committee. (p. 63)

9/i0/26 The Comuittee voted to maintain the account for the time
being at about $200,000,000, with the understanding that the Com-
mittee could at discretion effect purchases or sales of not more
than $50,000,000. It was also understood by the Committee and
the Board that the effect of gold imports in the near future
should be offaset by furnishing foreign correspondents securities
from the 3, I. acaoount.

The Board, mestimg on 9/10/26, voted to anthorize the main-

tenance of the socount at from $200,000,000 to §225,000,000.
(p. 66)

11/7/26 The Committes suggested the desirsbility of purchasing
ap to $100,000,000 during the following six wesks to be sold as
ohanging oredit comditions imdicate. {p. 68}

The Board in meetime on 10/10/26 comstrusd the Committes's
suggestion as an expression of opinion, and s0 informed the Com~
mittee, adding "The Board assumos that should there be any change
sssghich would seem to warrant incressing the account{above the
$2265,000,000 approved 9/10/26) temporarily the Committee will
oonfer further with the Board®.

kederal Reserve Bank of St. Louis
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A

YEAR-END MOVEMENT OF FUNDS 332, ﬁ i

-

(Extraét from Minutes of Board of Dircctors of the Federal Reserve

Bank of New York, Deccrber 16, 1926)

On the subject of open market operations, Mre Casc referred to the

report of the Open Market Investment Committec of Npoverber 3, 1926, sucgesting v

: . T
that the purchase up to 3100,000,000 of securities may be desirable over the

year-end, and the action of the Fedcral Reserve Doard in noting the suggcestion
and rcquesting that the matter be referred to the Board again beforc definite
action was taken in this direction with rcespcet theretoce  DPre Burgess presented
comparative figures on the situation in thec money market over the year-cnd
periods of 1924, 1925, and discussed the probable situation this years

In the course of the discussion it developed that the inercascd derand
for credit durin; the forthcoming year-end period would bc due to the following

four causcss

(1) Income tax collections, which would create a Treasury balance in
the rescrve banks which might total ;100,000,060 by December 23

(2) an increase in the demands of the money market upon New York banks
due to (a) withdrawals of out-of~-town funds, amounting to
perhaps 150,000,000, (b) an increase in total requirements
because of “window dressing” by corporations and others,arocunte
ing to a further $150,000,0C0.

(3) ®Window dressing” on the part of the New York City banks which
leads them to seek large average reserves the last weck of the
year, but to show no debt to the Reserve Bank on Decerber 3l.

(4) Currency withdrawals, which in previous years have totzled as ruch

as 50,000,0C0 in Ner York end 100,000,000 elsewhere in the
week before Christmag,

~——

Mr, Case reported with regard to (1) thet it wos the intention of the V///

Treasury to invest its balance by purchases of securities up to 360,000,000 to

the extent that ‘he securities arc available and that, with rezard to (2) and
(3), as previcusly reported, he had discussed the problem with some of the larse
City hanks and understood they would he preparcd to furnish the funds reguircd

in the moncy market even thoush it were necessary for then to revort & dech: to
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Year End Movement of Funds - 1925

(In millions of dollars)

SSAIYOLY [RUONEN B} JO SBUIPOH PalISSE|0a(] / PYISSBIOUN BUI WOl paanpoiday

T ! I 'i‘;'_(;aaury __: ~_goavi.'t.:i.onof Ne;l Yo;}—_CityBanks ]
] Currency in Circulation|Trensfers Street Loans Balances | Balance Borrowing at F.R.BJ Reserves (23 Barka) ~  Call
Gain or | 7 7 of with | Deily ]Aver.Week Loun
Date New York u. s, Loss Own Account (Correspondents) Correspondents F.R.Banks Actual Change | Required |[Actusl| to date Closing

iv.. 17 +9 + 0.5 ! +17 15 ' -1 6.2 | 110 +39 593 601 | 594 4,15
18 +10 -32.5 +61 =31 -2 ;1.9 164 +54 593 635 600 5.50
19 +5 -19.4 +2 +1 ; -28 L 35.5 1 126 -38 593 570 570 -
21 + 4 +163 + 7.1 -9 -10 ; +5 | 30,0 = 142 +16 593 583 575 £.00
22 0 (Bst.) |+ 6.7 +18 - 2 +7 3.0 |15l 49 593 633 589 6.00
23 +10 + 4.4 +5 R 08! -20 L29.1 150 P el 593 623 596 6.00
24 + 8 -14.5 +13 -8 +3 . 20,0 146 - 4 593 - 619 600 5.50

Totel +46, \ -47.7 +107 -54 .36 | +75

Dec. 26 -3 - 9.5 +2 -2 +1 215 L 130 -16 604 | 59 = 5% -
28 -16 + 2.4 +19 -29 412 17.9 162 +32 604 | 627 . 607 6.00
29 -11 =147 -11.3 +34 -1 -13 19.3 i +9 604 | 640 615 6.00
30 +2 (Bst,) | + 1.3 +74 -34 +38 15.1 219 | +48 604 686 629 6.00

TR -28 ‘ -17.1 +29 =72 +38 ' +73 :

Dec. 31 | 46 J -11.0 +68 -14 +39 6.4 | 161 | -58 604 603 . 625  6.00

f.. change| ‘ ;

Dec.17-30 | +18 -64.8 +236 -126 +2 +148 ; ,

Net change _ . . .

n.c.n'.‘?% +24 -75.8 +304 -140 +41 + 90 1

‘ | il

#In addition to changes in discounts $37,000,000 of securities were purchased in New York and $13,000,000 elsewhere from Decamber 17 to 31; also
there were net bill purchases in New York of $13,000,000 from December 17 to 24 and net sales of $3,000,000 from December 26 to 31,

Digitized for FRASER
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Year End Movement of Funds - 1924
(In millions of dollars)

Treasury Position of New York City Banks
Curren in Circulation Transfers Street Loans Balances Balance Borrowing at F.R.B.t Reserves (22 Banks)
~ “lain or of with Daily i |Aver Week Loan
New York U. S. Loss omn Account Correspondents Correspondents F/R.Banks Actual Change Required Actual to date Closing
T
Dec. 17 -2 -11 -1 -3 + 2 13 +1
18 + 8 -14 o7 -6 27 22.3 12 -1
19 +9 -29 +*33 27 -4 41.2 1 10 -2 )
2 +4 +120 +10 * 7 -1 16 55.1 16 +6 Not compiled .
2 +6 (Est.) -3 -13 -9 +17 63.5 78
23 *1 -10 +12 -4 -6 62.3 +12 5
24 +3 +1 -14 +29 *5 58.1 D0 0 *
Total +29 -56 +31 L 29 +78
Dec. 7% -2 -2 3 +1 -3 57.3 & -6
7 13 -6 5 -3 21 59.4 84 0 614 629
p.e) -8 -158 26 1 —iji +12 +19 62:3 80 -4 614 655 638
D -6 (Est) +10 -14 +20 +16 54.0 56 -24 614 653 642
-2 +1 457 -18 +12 51.2 &Y 24 614 653 i 645
Total 31 -9 8} +12 +23 -58
N 1hanfe
Dec, 17-31 -2 47 +71 -9 -6 +20

tin addition t change, iIn ai.aou.rt., there wero net purchn.es of tf1.000.000 of hills fro» December 17 to 24, and net Bales of $4,000,000 free December
2% to 3.
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Bovenber I, 1928.

/, Dear My Case: ,g,,{/ =33, V[ - T
The Board has considered the raport. of the Open Mket
Qﬁt—«-""tm&cﬁmn& Cm:ltm and notes particulerly the Committes's

suggestion that "it mey be desirmble to purchase wp to 100

million of securitles during the coming six weeks, to be s#old

agrin ot such time as credlt conditions eppear to :mke that

course desireble", The Beard understands from the Coumitiee's

report that as iho Counmitiec views the zitumtion &t this +ime

theme it no need for sction looking towsrd s chenge in the

amount of the special investuent sccount, as mppruved by the

Bosrd on September 10, 1926, amd in this view the Boerd gone

cursy The Bomrd, therefore, construes the Coumittee's gugges-

tion a8 an expression of opinion on the pert of the Committee

that in the event of & future change in the present situmtiion,

it =y be deslrable to give aonsideration to increasing the

accoaunt tempararily.
The Board assumes that should there be sny change in the

present situation or may new developments which would seem to %

warrant increaelng the cooount temporarily the Comittee will ‘

confer further with the Bosrd.

N
[ Py IR S
vﬁ . ‘i }j

A

———

.

Very truly yours,

De Re Crissinger,
Governor.

Mre JO ﬁ. Q‘”. Ming chlm.
Open Market Investuent Comalt tew, é
Waghingtou, De C»

o o
AT BOARC NENTING
¥ 10
Pigitized for FRASER
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FEDERAL RESERVE BOARD
WASHINGTON

OFFICE OF GOVERNOR

November 9, 1926

Dear Mr. Case

overnors' Confg ence, now in
respect to the Committee's sug-

Committee to the
session, and with
gestion that "it

unt, as approved by the

at the present time fo k%;?ange in the amount of
0 225 million. It is

, N,

The Board stands ready, of sourse, to give con-
sideration af any time to any proppsal affecting the
account prefented by the Committee in the light of
any new cghditions or developments whlch the Comnlttee
mey bring to its attention.

Very truly yours,

Governor

Mr. J. H. Case, Acting Chairmen,
Open Market investment Committee,
Washington, D. C.

Tty Y - e Rowd it P Tt 10,1924
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FEDERAL RESERVE BANK

OF NEW YORK

September 13, 1u&6.

Lear Governor Crissinger:

I am in receipt of your legyggwgﬁwﬁggﬁember‘inglQZG’fin
reference to the action taken at the joint meeting of the Open
Market Investment Committee and the Federzl Reserve soard on that
date, and note your statement that the ;oara votea to authorize the

committee to maintain the System Special Investment Account at from

—

$200,000,000 to $225,000,000,

- ,‘lé é
e
233 3|

meeting. I think you will recsll that the resolution which was 57?/9.t£ &

Enclosed you will find a copy of the minutes of the

tinally voted upon provided for the maintainirg ot the account, for

the present, at $200,000,000 or thereabouts, with the understanding
that the committee might, in its aiscretion, increase or decrease the L////
account by not more than $50,000,000.

Yery truly yours,

oy

J. H. CASE,
Leputy Governgr.
Honorable D. R. Crissinger,
Governor, Federal Reserve Loard,

Washington,-D. C. \}g
. &@ lima B

5

Encl. AT EXECUTIVE CONNMITTHA
ya MERTING,
e

SEP 15
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33 7

<
-t

Septerbor 10, 1925,

| Dear lir. Caget

| [’1/ P’f ,
The 134.?:1 Regorvs Eourd this aftsrmoon

sonsidered the report submitted by you as Acting

Chairman of the Open Market Investwent Somnittee st

the neeting of the Oommittee held with the Federal

Reserve Board this morning. The Board voted to

authorize the Ovpen Marlet Investnont Coumijtee to

maintain the 3ysten Speelal Investoeul Acoount =t

from $200,000,000 to $325,000,000, V4

Yery truly yours,

(riseinger:

(S,gnod) D.ELL

De 2. Crigsiager,
G()'Qmar'

;

|

|

|

l

|

I

l

|

|

; ry Jo W Case, Deputy Governor,
Fedaral Resarvs Banl,

Hew York, 7. Ve
l
|

G

igitized for FRASER
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1

/

éh¥

Lol ey
“u ‘ ' ‘ g < e
‘ (I e

-~ N
47‘. /‘ j e '-".f,'_f

“:Upon motion, it was Yoted that the open market mccount
should be maintained for the present et $200,000,000, with

the understanding that the committea oouid ’ @n its diman.
B [

inoresse or deorease the account by not more than 050,900%,060.
v , \-\ B

WM&W%%)WW 7//0/24
24

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



i Reproduced from the Unclassified / Declassified Holdings of the National Archives

b/‘ Hav ing considered the report and the final recommen-

dztions of the Open larket Investment Committee, the Board is

0f the opinion that the present situation of the money market

-

requires;§§)interference by the Federal Reserve System either

by purchases or sales in the open market. Should subsequent

developments arise as the autumn advances that would make a de-

parture from this position advisable, the Board will be ready
to consider the matter again in the light of actusl changes in
the money or general économic situation. -

The Board has, therefore, cOncluded::

l. That there should be no change in the present vol=
ume of securities held in the System's Special Account. -The
10 millions of September 15th maturities should, therefors, bé

replaced as the opportunity for purchase is favorablse.

While this would result in an enlargement in the amount
not
of securities held in the System's account, it would/in effect

alter the amount of money maintained in the open market by pur-~
chases 07 Treasury securities either for prederal Reserve or for
foreign correspondent accounty in brief, would leave the exist-

ing situation ummodified so far as the Federal Reserve's relation

to it 1s concerned.

DigitizedforFRAM é %. M ?//0/2é o
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FEDERAL RESERVE BANK di/% ,
OF NEW YORK = 2 L -TF A

August 19, 1926

Federal Reserve Board,

Washington, D. C.
i

Attention: Honorable D, R. Crissinger

Dear Governor Criseinger:

Approval has been received from all Federal reserve banks to
sell to the Tremsury from System's holdings approximately $40,000,000
Third Liberty Loan 4 1/4% bonds, without replacement. The Treasury
has advised that $10,000,000 of the bonds will be taken over on
August 19 and the balance August 24,

At the request of Governor S&ay of the Federal Reserve Bank
of Richmond, I am sending you herewith & copy of his telegram dated
August 18, 1926, setting forth his views with regard to the action
taken at the Open Market Investment Committee meeting held August 17,

Very ,truly yours,

W. B. Matteson
Secretary, Open Market
Investment Committee

Bncl, (1)

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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S1BEDBO Richmoad, Vo, 10:12 am, Aungust 18, 1926
Matteson:

Troasury is welgome to our proportion of bonds if it wants them We do not
need the investment ut I f£ind it 1lposiiblo to approve the policy of buyping
system bonds if it results in taking sueh a large amount of credéis from the
market in the face of rising interest rates at a time when finanoing orops
and preparation for tax payments is going on, 1t can hardly fail to further
inorease interest rates at least temporarily, and coming onm top of increcse
in the New York bauk rate oast & chill over business which has managed to
survive splendidly notwithstanding the work ¢f the oracles and si,gn readers
who predicted decline and depression. Business does no* need & shill but
enoouregement when odnodit: prices and eoistrustion work are showing heai-
taney and deslining tendemoies, Purthermcrs rising interest rates shonld
have an unfavorable influendce on PTreasury Sepieber finaneing. Please ex-
press this zuinion %o the Board and cther Foderal reserve bdanks,

Seky Y:ib a.m

Digitized for FRASER
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>

FEDER/ R™SERVE BANK OF RI 41M™ND

{FIRMATION - OUIGOINs PRIVATE WIRE _TELEGRAM e
SENDER DEPARTMENT TIME WRITTEN CHARGE vaB?L A
\ T R G ]
GJS:N ' Officers 9:45 A, M. 0Cc-1 S EPTCS e
! l‘H:x"}x {TQ}‘J Wik 8OV

TO MATTESON, SECRETARY, NEW YORK DATE Auguet 18, 1926

b3

N TREASURY IS WELCOME TO OUR PROPORTION OF BONDS IF IT WANTS THEM. WE DO NOT NEED
THE INVESTMENT BUT I FIND IT IMPOSSTRIE TQ APPROVE THE POLICY OF BUYING SYSTEM =

N BONDS IF IT RESULTS IN TAKING SUCH A LARGE AMOUNT OF CREDIT FROM THE MARKET IN

- THE FACE OF RISING INTEREST RATES AT A TIME WHEN FINANCING CROPS AND PREPARATION

FOR TAX PAYMENTS IS GOING ON. IT CAN HARDLY FAIL TO FURTHER INCREASE INTEREST

RATES AT IEAST TEMPORARILY, AND COMING ON TOP OF INCREASE IN TE K

BATE CAST A CHILL OVER BUSINESS WHICH HAS MANAGED TO SURVIVE SPLENDIDLY NOTWITH-

STANDING THE WORK OF THE ORACIES AND SIGN READERS WHO PREDICTED AND

[EPRESSTON. BUSINESS DOES NOT NEED A CHILL BUT ENCOURAGEMENT WHEN COMMODITY PRICES

4 L

»

é AND CONSTRUCTION WORK ARE SHOWING HESITANCY AND DECLINING TENDENCIES. FURTHERMORE

ff: RISING INTEREST RATES SHOULD HAVE. AN UNFAVORAELE INFLUENCE ON TREASURY SEPTEMBER
FINANCING, PIEASE EXPRESS THIS OPINION TO THE BOARD AND OTHER F. R. BANKS.

A\

; fb& C b ﬂ«,w‘ l\"“ }»Q%‘; ) D\ru o o , SEAY . : f -

§ . & ot bt LYY [ ey 5«»%4»% /V'M. cdos M J ‘f“h’«i«”-’hf Govern e 4 2"5‘

\
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June 9, 1926.

Dear Mr. Case:

In the Governor's absence I discussed with the Board
this morning the question of holding an Open Market Com-
mittee meeting on June 21st with particular referemce to
the question whether it should be held in Washington or
Hew York. I stated that as I understood it there was no
proposition for & change in the general policy, i.e. in
addition to or subtractlon from the System's open market
fund, but that temporary purchases on account of the con-
ditions arising from the Treasury's umusual action and from
the window dressing at the end of the month might be necessary.
Several members of the Board expressed considerable interest
in the situation due to the fact that the Treasury is not
to issue any new certificates but is to accumulate funds and
pay off the maturing obligations, and the sentiment seemed to
be very strongly in favor of holding the meeting in Washington
on the date mentioned.

Yours very truly,

Edmond Platt
Vice Governor.

Mr. J. H. Case, Deputy Governor,
Federsal Reserve Bank,
New York, N. Y,

é-f\t—?. ,//f,«__ i(fv 33 = ——'f -}
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Dear Mr« Cones

|
|
i
t -
Bageipt is soxmowledged of .
of 20¢h, amd you are sdvised that Vhé \/
e today approved tha replacement by :
the ardhase of other short tem“govermmont seouri~
tiem, af tho Uuited States Tressury certifioatss
of indabteodnsss, maturing Juoe 15, 1926, held in
the Aystem Spveial Imvestmnt Acoount, totaling
w'm|MO

Yery truly yours,

2awod Platt,
Vioe-dovrernore

¥re Js He Case,
Tedaral wweorve Benk,
Kow Yerk, K. Yo

Digitized for
hitp://fraser.sthlisfed.org/
Federal Reserve Bank of St. Louis




e

Rovenber 10, 1926,

}f‘: Dear M, Case: LL 33‘3/

msmmemwcmwmonwmmwm
~— Iavestuent Cowalttee and notes partioularly the Comittes's

suggostion that "1% may be desirsble to purchase wp to 100
nillion of securities during tle coming mix weeks, to be sold
again at such time as oredit conditione appear to mske that
sourse desireble”s The Beaard understends from the Comittse's
report that as the Comalttees views the situstion at this tine
there ic no need for sctlon looking towmrd & change in the
amownt of the specisl investusnt eccount, a8 Approved by the
Bosrd en September 10, 1926, and in this view the Board gone
cutse Tha Board, therefore, construee the Committee's g a-
tion as apn expremsion of opinion on 4he part of the Committee
that in the svent of a future change in the present situatlion,
it =y be desirable to give aprsideration to incressing the
acoonnt tempararily. o

The Board asmuzes that should there be many change in t,ha
present nituation or any new developments which would seem to
warmant increasing the acsount temporarily the Committee will
eonfer further with the Board.

N

Very truly yours,

by 10 @

Ev'\gitized for FRASER
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OFFICE OF GOVERNOR

FEDERAL RESERVE BOARD
WASHINGTON

November 9, 1926

Dear Mr. Case

The Board ®t its meeting this sfternoon con-
sidered the repoxt of the Open Mardet Investment
Committee to the \(overnors' Confgfence, now in
session, and with ‘respect to th€ Committee's sug-
gestion that "it be desirgble to purchase up
to 100 million of s during the coming

at the present time f
the special investme unt, as approved by the
- 200 §§ 225 million. It is

understood that the Committeg is authorized to re-

hkgfange in the smount of

may bring to its attention.

Very truly yours,

Governor

Mr. J. H. Case, Acting Chairmen,
Open Market Investment Committee,
Washington, D. C.

DlgltlzedforFRASW At 7/-’ /&C /M%" 7””5.7‘7?/ .}%”ﬁf /9,1'»/9 24
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FEDERAL RESERVE BANK

OF NEW YORK

September 13, 1¥c6.

Dear Governor Crissinger:

I am in receipt of your letter of September 10, 1926 { in
reference to the action taken at the joint meeting of the Upen
Market Investment Committee and the Federzl Reserve Soard on that
aate, and note your statement that the ;oara voted to authorize the

committee to maintain the System Special Investment Account at from

>

$200,000,000 to $225,000,000.

- \
fudsd
133 31

meeting. I think you will recall that the resolution which was ;9%/J.n£ &

Enclosed you will find a copy of the minutes of the

finally voted upon provided for the maintainirg of the account, for

[

the present, at $200,000,000 or thereabouts, with the understanding

/

that the committee might, in its aiscretion, increase or cecrease the
account by not more than $50,000,000.

¥ery truly yours,

oy

J. H. CASE,

Leputy Governyr.
Honorable D. R. Crissinger,
Governor, Federal Reserve board,

Washington,D. C. @ )y
- - Y Ziv. .

I

Encl. .~ AT DXECUTIVE COMMITTES

fﬁr MHERTING,
Digitized for FRASER
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- ~F-1

Septemder 10, 1926,

) 7’ v

The Yedaral Ressrve Board this aftsmmoon
considered the report submitted by you as Acting
Chairman of the Open Yarket Inveatoent Sonmnittee at
the meeting of the Oommittee held with the Faderal
Reserve Board this moraing. The Bosrd voted %o
authorize the Onen Marizet Investment Cormittee to
maintain the Iyetes Sneclal Trivostaoul Account at
from $300,000,000 to $325,000,000. v/

Very truly yours,

(Signc-d') D. R, Crissinger:

D. R, Orissiager,
dovemaor,

¥r, Jo He Guae, Doputy Governar,
Tedaral Reeerve Bank,
Now Yok, X. Y,

Dygitized for FRASER
tp://fraser.stlouisfed.org/
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R

Upan motion, it was voted that the m&p market seoownt
uhould be maintained for #ho present st QM,OO0.000. with -
the understanding that the committes mu. Q.n ite anu.
h\ovouo or deorease the tbomt by mot more. M uo,poo,ooo.

AN ,ﬂ i
; \! . N v
: \

%M%W)WW 7/10 /24
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Having considered the report and the final recommnen=-
dations of the QOpen larket Investment Committee, the Board is

of the opinion that the present situation of the money market

o

requireai§§>interference by the Federal Reserve System either

N et e,

by purchases or sales in the open market. Should subsequent

S

—_—

developments arise as the autwmn advances that would make a de=-
parture from this position advisable, the Board will be ready
to consider the matter asgain in the light of actual changes in
the money or gemeral économic situat ion. ’

The Board has, therefore, concluded::

l. That there should be no change in the present vol-
wme of securities held in the System's Special Account. -The
10 millions of September 15th maturities should, therefore, bé

replaced as the opportunity for purchase is favorable.

the S§§i§m's Spec
While this would result in an enlargement in the amount
of securities held in the System's account, it woulﬁ?gn effect
alter the amount of money maintained in the open market by pur-
chases 07 Treasury securities either for Federal Reserve or for
foreign correspondent accountjy in briei, would leave the exist:“N

ing situation ummodirfied so far as the Federal Reserve's relation

to it is concerned.

QM é }%m Veofst o

Federal Reserve Bank of St. Louis
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OF NEW YORK {; .. .

August 19, 1926

Rederal Reserve Board,

Weshington, D. C.
/
Attention: Honorable D, R, Crissinger

Dear Governor Crissinger:

Approval hss been received from all Federal reserve banks to
gell to the Treasury from System's holdings approximately $40,000,000
Third Liberty Loan 4 1/4% bonds, without replacement. The Treasury
has advised that $10,000,000 of the bonds will be teken over on
August 19 and the balance August 24,

At the request of Governor Séay of the Federal Reserve Bank
of Richmond, I am sending you herewith & copy of his telegram dated
August 18, 1926, setting forth his views with regard to the action
taken at the Open Market Investment Committee meeting held August 17,

Very truly yours,

W. B. Matteson
Secretary, Open Merket
Investment Cormittee

Bnel. (1) = v —
AT BO mﬂm
LG 20 926
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S1EDBO Richmond, V&, 10:12 am, August 18, 1926
Matteson:

Troasury is welocms to our proportion of bonds if it wants them Wo do not
nesd tho investment but I f£ind it impossible $o approve the poiiecy of buying
system bonds 1f it results in taking such & large amount of oredit from the
market in the face of rising interest rates at a time when financing orops
and preparation for tax payments is going on, It can bhardly fail to further
inorease Interest ratas at least temporarily, and coming on top of inoresase
in the New York baunk rate oust a chill over business which has managed %o
survive splendidly notwithstanding the work of the ornoles and sign readers
who predicted dscline and depression. Businesa doe2 no% need & chill dut
encouregenent when eommodity prices and eoiztruction work are showing hesi-
taney and deslining tendencies, PFuwrthermcrs rising interest rates should
have an unfavoradle influensce on Treasury Sapienber finaneing. Please ex-
press this z2uinion %o the Md and cther Foderal reserve banks,

Se&ky 7;45 a.m

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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(FIRMATION - OUTGOINs PRIVATE WIRE TELEGRAM e

FEDER/ R™SERVE BANK OF RI 4M™ND

s 5o

: SRR ) i
TIME WRITTEN ! CHARGE SYMB"EL i
\ ‘\ S SR S A 15 [
9:45 A. M, 0C-1 - SE PO s

1 T RS VA TS E N TR R,
B I oroey

W <

SENDER DEPARTMENT

GJS:N Officers

TO MATTESON, SECRETARY, NEW YORK

)

ot

-

("57:4/ s 4&’1’&«‘;“;;« ‘

DATE August 18, 1926

%: TREASURY IS WELCOME TO QUR PROPCRTION OF BONDS IF IT WANTS THEM. WE DO NOT NEED

THE INVESTMENT BUT I FIND IT IMPCSSTRIE TO APPROVE THE PQLICY OF BUYING SYSTEM
BONDS IF IT RESULTS IN TAKING SUCH A LARGE AMOUNT OF CREDIT FROM THE MARKET IN L

THE FACE OF RISING INTEREST RATES AT A TIME WHEN FINANCING CROPS AND PREPARATION
FOR TAX PAYMENTS IS GOING ON. IT CAN HARDLY FAIL TO FURTHER INCREASE INTEREST
RATES AT IEAST TEMPORARILY, AND COMING ON TOP OF INCREASE IN TE L% K
BATE CAST A CHILL OVER BUSINESS WHICH HAS MANAGED TO SURVIVE SPLENDIDLY NOTWITH-
STANDING THE WORK OF THE CRACIES AND SIGN READERS [HO PREDICTED DECLINE AND
[EPRESSTON, BUSINESS DOES NOT NEED A CHILL BUT ENCOURAGEMENT WHEN COMMODITY PRICES
AND CONSTRUCTION WORK ARE SHOWING HESITANCY AND DECLINING TENIENCIES. FURTHERMORE
RISING INTEREST RATES SHOULD HAVE. AN UNFAVORAELE INFLUENCE ON TREASURY SEFTEMRER
FINANCING. PLEASE EXPRESS THIS OPINION TO THE BOARD AND OTHER F. R. BANKS.

SEAY.

. s 3 . e : | .
ﬁ"’(:r o &“"! »'&'Ltj;* 1\ 7 /ﬁ‘“n‘{{—&*w &V\AM é LAt 5,,1,%(,% /VM &by ’ M Mf gf“n)}‘_@j a'b'(/&'ifl.,, ka? z_%
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June 9, 1926.

Dear Mr. Case:

In the Governor's sbsence I discussed with the Board
this morning the gquestion of holding an Open Market Com-
mittee meeting on June 21st with particular reference to
the question whether it should be held in Washington or
New York. I steted that as I understood it there was no
proposition for a change in the general policy, i.e. in
addition to or subtraction from the System's open market
fund, but that temporary purchases on account of the con-
ditions arising from the Treasury's umusual action and from
the window dressing at the end of the month might be necessary.
Several members of the Board expressed considerable interest
in the situation due to the fact that the Treasury 1s not
to issue any new certificates but is to accumulate funds and
pay off the maturing obligations, and the sentiment seemed to
be very strongly in favor of holding the meeting in Washington
on the date mentioned.

Yours very truly,

Edmond Platt
Vice Governor.

Mr. J. H. Case, Deputy Governor,
Federsl Reserve Bank,
New York, N. Y.

0_7’\(,47, /(f,u,(c 33 ) —'{ -
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Dear Mr. Canes

P fnipergt el o )

uay 26th, and you are advised thet thé

Bomé today approwed tha replacement by
ﬁa puruam of other short twm“joverment securi
tisa, of tho United States Tressury gertificates
ot Mbt‘m‘.. m Jue 15. 1%6; hald in
the Jystem Spreisl Imwestmert Acoount, totaling
Mvmrm*

Yory truly yours,

Damupt Plats,
Tioe-Governor.

¥re Jo He Case,
Deputy Oovemeor,
Tedara) 2ewcrve Denk,
How York, Ho Yo
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June B, 1926.

Dear Mr. Martin:

In reviewing the open market operations of the
hdorsl reserve banks for the month of May, we note that
between ¥ay & and 20 your bank purchaszed a total of
$3,000,000 of Third lLidberty Bonds from C. F. Ohilds and
Company and the Bankers Trust Qompany. You will reasll
that the gquestion of dbuying United States bonds was dis- ,
oussed quite thoroughly at the April 1825 Gavernors' v
conference, and 1t seemsd to be the convensus of opinion
&t that time that the Pedersl reserve basks mey dbuy United
States securitiee from their own member banks without going
through the Open Iarket Investment Committee, dut that all
ether purchases of (Jovernment securities should be mads
through the Committee. It has also been the general

understanding reoently that sll inveatment
operatigng are to be oarried on in acoordance wit
open market polioy of the Board ae outlined in its 1§23

Annual Report, and not for the purpose o ing up the
earning poeition of the reserve banks.

in view of the adbove, we should appreciate
advice regarding the factors which your dank took into
consideration in purchaeing the $3,000,000 of Libderty
bonds and whether or not is ie your intsntlion to hold
.them unti] mmturity or to sell thaa in the near future
elither locally or ia the centrel money market.

Yery truly 'yourn.

¥r, W. ¥oC., Martin,
Federal Reserve Agent,
8t. Louis, Mo.

igitized for FRASER
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« <Re 31,%?%5 h¥.

Governor Crissinger s Recent opon—nariif’

¥r. Joldenweiser e operations

On Mareh 22 the onn—ﬂarkot Investment Committee request-
ed authority, in addition to replacing $66,000,000 of maturing
United States segurities, to make further purohases not to ex-
oceed 390,000,000 during the last week of March and the first two
weeks of April. This amount would have oarried the total acoount
to $300,000,000. At the time the reoommehdation was made and
approved by the Board money rates in New York were falrly high,
the renewal rate on call loans being around 5 per cent, and dis-~
counts at the reserve bank were also relatively large, averaging
around §150,000,000. It was, furthermore, the opinion of the
Open-Market Gonnitfee that business was slowing down and that it
would be desirable to bring about somewhat groatér ease in the

money -.rx.z<§;’;;;.x to ancogf:E:—EEEEEEEE;: ;{/

Furchases, over and abo¥e-replacements, began with the approval

of the Federal Reserve Board on March 29 and continued until April

14, the total amount of securities purchased during the period
being $65,000,000. During that time the call losn rate deolined %o
about 4 1/4 per cent and soon after fell further to 3 1/2 per ocent.
On April 23 the Federal Heserve Bank of Kew York roducog its fate
from 4 to 3 1/2 per oent; discounts of the New York bank want down
to a low point of $61,000,000 on April 21, but increased again and
were at the end of April about as large as at the end of Maroh.
This was due in part to the fact that during the period New York

Qigitized for FRASER
hytp://fraser.stlouisfed.org/
Hederal Reserve Bank of St. Louis
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lost funds to the interior Shrough the withdrawal of bankers'
balances and otherwise.

The attached table shows daily purchases of United States
ssgurities by the Investment Committee between karoh 24 and April
28, total holdings in the system investaent account, the volume
of discounts at the Pederal Reeerve Bank of New York, the renewal

oall rate, and the dliscount rate.
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¥arch 24 6,000 193,000 148,000
22 6,000 195,000 149,000 g 3 ﬁ
2 11,000 210,000 129,000 ¢ M
1 e HEsw  lew
30 1,000 217,000 161,00 g P
31 7,000 224,000 150,000 4 i
1 »,000 227,000 1
| 2 ) ggkooo 13 ggg > i
; 3 . A, 4 1/k
| 3 3,000 }3 000 125 M };, ﬁ
, 2}0,000 »000 § 17k 4
b pm e R :
| » . ’
| 10 43’000 1187000 * M
| 12 ,000 250,000 139,000
| 1 11,000 251,000 156,000 b
1 11,000 275,000 133,000 17k 4
1 275,000 000 3%y 4
1y 213000 98,000 :
20 275,000  &.000 y Y* 4
21 275,000 61,000 4
22 275,000 62,000 3 4
2 275,000 117,000 3 4
2 275,000 1 1,000 3 1/2
26 275,000 »000 3
27 275,000 1 »000 3 3 1/2
28 275,000 161,000 3 g yg
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Form 148
TELEGRAM
FEDERAL RESERVE BOARD A f /
LEASED WIRE SERVICE
WASHINGTON 2— B4

GPO

Jume 3, 13925,

| Boawl interposed no dbjeotion to your
overmaent seourities s outlined thorein,

P
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Form 148

TELEGRAM
FEDERAL RESERVE BOARD

LEASED WIRE SERVICE

WASHINGTON 2—0454
ePO
June 1, 1926
Tailey -~ Umllns / g{ 6
%%r[a exchange of Governtents. Matter will be ¢ nsidercd next
ting %41 wire you noti:n taken by losrd,
Eddy

Digitized for FRASER
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a8 172 :
TELEGRAM e
FEDERAL RESERVE SYSTEM 3 S "ORIVED
(LEASED WIRE SERVICE) = f MAY 28 1
Dallas 1254pm may 28 /5 7RECEIVED AT WASHINGTON, p. C, g: THE GOVEBI’PB.
~~~~~ L ~‘I.‘-'~~" f‘:{} f I~—s
Board, Washn 'f“ f- Alck

“ave been giving oaomnsideration to selling third liberties amounting to
about 33,750,000 which are now yielding approximately 3,71 on average purchase

price and buying like amount treasury 3 3-4 % bonds to replace them , Qur _
inclination to make exchange suggested above is predicated on thought that {/
Govt credit basis might go to lower level within fa2irly reasonable time,

We feel also that such excharpe now WOUid IMPTOVE our position somewhat in that
we would have option of holding or selling treasury bonds when third liberties
mature insbaad of being compelled to redeem thirds at that time and probably
reinvest proceeds in other Govermment issues on lower yield basis than treasury
bonds would yield if purchased at present time. .uch exchange would not inoréase

our independent holdings of Govermments and that ireasury bonds we contemplate
purchasing would be only long term bonds we would have ., vur other independent
holdings of Governments comsist of about ;500,000 first four gquarter liberties,
about 2,800,000 second four quarter liberties and 1,000,000 fourth four guarter
liberties all of which have fairly early optional maturities, jiatteson of

dewiork bank hes—advisad us can sell direst to Preasury our holdings of third
liberties at 101 7-32 net)without commissiom and if board 4oes not objedt o /
suggested exolmmge we will dispose of third liberties to Ireasury at price

quoted and place order for like amount of Treasury bonds to be completed as soon
as_prastieable, .ill appreciate your views in metter by wire as early as possibie

+alley

il . Syt 225pm

AT BOARD MRBTING
JUN 2 - 1926

e &/ x/ 26
Digitized for FRASER . el
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FEDERAL. RESERVE BANK

OF NEW YORK

May 28, 1926.

Federal Reserve Board,
Wwashington, D. C.

Attention of: Governor Crissinger

Lear Govermor Crissinger:

The matter of the replzcement of United States Treasury
certificates of indebtedness, meturing June 15, 18925, held in the
System Special Investment Account, totaling $36,585,200, has been
taken up with the members of the Open Market Investment Committee,
and they have agreed that these certificates should be replaced by

the purchase of other short-term Government securities. This, of

7N . .
course, will mot change the face amount of G t_securities
L

N

held in the Special Account ana is in line with the usual procedure.

Very truly yours,

s J. H. CASE,

AT ROAED MERTING Acting Chairman, Open liarket
JuN 2 - \@ Investment Committee.
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FEDERAL. RESERVE BANK

OF NEW YORK

April 6, 1926,

Dear Governor Crissinger:

Your favor of April 2,{£évising of the action taken at the

Board's meeting on March 8, and the further vote on March 25, in regard to
Open Market Purchases, has just been received.

Of courseyou understand that in both cases it was necessary
for the committee to ac# upon verbal advices of the action taken by the
Board,

This has proved a source of embarrassment heretofore, and the
last misunderstanding with regard to the nature of the action taken by the
Board on March 8 in respect of the Belgian €redit, might have resulted in
a very difficult situation,

Cannot some method be devised by which Board action, especially
in matters relating to transactions of the Open Market Committee, can be
immediately transmitted in writing, or at least by telegraph? :%6/

Very truly yours,

Honorable D. R, Crigaihger,
Governor, Federal ,Reserve Board,
Washington, D, g7

Digitized for FRASER
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April 2, 1928

Deay Governor Strong:

I have just disoovered that you wers not
given written advice of the astion taken by the
Board on Nareh 8th, in voting to interpose no ohjeot-
ion to the Open Narket Investment Committee replacing
80 far as possidle the Government securities held in
the System scoount which matured on Marsh 1l8th. You

* algo have not previocusly received written advios of
the Board's sotion at its meeting on Maroh 28th, in
approving the recommendation of the Open Narket In-
vostment Oommittes and Governors' Comference that;
"1 devslopments in the money

mrket indioste any need for doing se,

the amount of ssocurities in the System

acocount be inoreased to $300,000,000,

but no purshases shall be sade after

April 18, 1928 without further oomsider-

ation,*

I sx writing you this lettaer for the purpose

. of your records as Chairman of the Open Market Invest-

ment Committes.

Yeory ¢truly yours,

Governor

¥r. Ben}. Strong, Governor,
Fedoeral Reserve Bank,
Now !Ork, ¥ Y.

| Hof-
pRe P Ca/ "6 !
igitized for FRASER i
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FEDERAL RESERVE BANK f ,f""

OF NEW YORK

V4
£

174 XN

%33 :i-»/

W

April 1, 1926.

My dear Governor Crissinger:
Your favor of March 50th{von the subject of the place of
meeting of the Open Ma.i‘ket Investment Committee is just received.
I em tranamitting a copy of it to the members of the Committee.
Possibly we cen discuss this matter further when I next have

the pleasure of seeing you.

Very truly yours,

k.

BENJ. STRO
Governor.

Honorable D. R. Crissinger, Governor,
Federel Reserve Board, : |
Washington, D. C. c

7
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March 30, 1926,

My Gear Governor 8trong:

1 want to again call your attention to the uotion of the Board
yesterday in the matter of the meeting place of tbe Opon Market Iavest~
mont Ocmmittee,

It seems that the Bourd is undor the impression that important
argument and much information is brought out at these meetiags whiah }k
they are in & sepse deprived of evem though the sotlon of the Ccmmittee
is reported to the Board, a3 has always been done. You will remember
the former letter in which the verv resolution was given statimg the
sotion of the Doard, The following is a re-~draft of the resolutica,
which the Board passed, and iz self-exilagptory:

"WHEREAS, on liarch §, 1928, the Jederal Reserve

| Bosrd passed the following resoluticnm:

? 'That Washington be désignated as the future

: regular meeting place of the Open Market Investment

? Committes, exasept when the Cammittee is authorised dy

| the Board to meet elsewhere,'

BOW, THEREPORE, the Governor is ‘direated to advise,
from time to time, after consultation with the Chair-
man of said Committes, when in his opinion it is de~
sircble frem the nature of the buasiness to be transacted
that meetings of the OCammittae be held at places other
than Washington," .

I should be pleased to have your views and the views of the Open
Narxst Investment Oommittee on the Board's action,

8incerely yours,

(Sigeed) D. R. Crissiuger.

D. Re Orissinger,
Governor,
¥r. Benj. Strong, Governor,
Foderal Reserve Bunk,
New York, X. Y.

P/ 57
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+:$0 No. 131.

H:lce Correspoude .ce == Date._sisxoh 30, 1926.
To roo.. Subject:__ _ 5= ‘A’"/g I
From__ , Mre®ddy ... S E —

od

At the meeting of the Board yesterday, the following
resolution was unanimously adopted:

"WHEREAS, on March 9, 1926, the Federal Reserve
Board passed the following resolution:

'That Washington be designated as the future
regular meeting place of the Open Market Investment
Committee, except vhen the Committee is authorized
by the Board to meet elsewhers.'’

Now, therefore, the Governmor is directed to ad-
vise, from time to tims, after comsultation with the
Chairman of said Committee, when in his opinion it is
desirable from the nature of the business to be trans-
acted that meetings of the Committee be held at places
other than Washington.®
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- form Mo. 131,
FEDERAL RESERVE

Office Corresponue. te  ©w Date._Jmsth 300 I0N8__

To ____ Mre. Beslin, L - Subject: , 3334‘:£'l
From _ Mre MoClellsmel. -

2RADS~

dit ~vibrio 3626

There is mummmm(mwuwcw-a
meeting en Maxoh 9th, which it was understood tedsy you would reviss
for consideration at a later meeting.

"That Washingten be dosignated as tho future regular
mestiag place of the Open Marxst Investment Committes,
axeopt vhon the Cermittes is eutherized hy the Board te
moot slaewhoro.”
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Y

RYXPORT OF THE OPEN MARKET IFVEST”“WT COMMITTEE TO TEX
: GCVERNORS ' COUFIERENS Na"cn 22, lez6.

| - e A
0 | »4 “““‘”’333-”5*’

Sincz the last Govornors' Contference the ckanges in the

special investment account have consisted of (a) temporary TeﬂdJUSt“
ments to offset the effects on the money market of govermment financ- )(lff;{;’
ing at tax periods, (b} purchases and sales to offset seasonal changes
over the turn of the year, and {c) a reduction in total caused by the
revayment of March 15 maturities, which have not yet been wholly
replaced.
At the December 15 tax period temporary sales of 30 million
dollars were made to New Yorl: City banks, and at the March tax
period temporary sales of $38,000,000 were made, of which $35,000,000
verc mede in New York and $3,000,000 in Chicago. The rosult of these

e
gales was to exert a con51derable stabilizings influence on the market ;*,

L —

aﬁwﬂgfge periods.,

Diring the latter part of December the cormittcc purchased
50 million of short-term government securities to decrease the
seasgnal strain in the rarket, and those securities were rescld in
the latter part of January and early in February.

\ - On Karch 15 there matured 65 million dollars of securities
held in the special account, and in adiition $32,500,000 held for
forcign account, These amounts have been fully replaced for the
foreign accounts but only partially replaced as yet'by the purchasc of
$34,355,800 of securities for the System accoun@. This leaves'a balance
of $31,411,100 to be purchased for the special account in order to Tre-
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store it to 21C million dollars; the $48,160,000 of Treasury notcs
vhich matured December 15, 1925, were replaéod by purchascs of other

meturities, thus causing no chenge in the account.

In the past few weclks, therc has been some change in credit
conditions, but mere particularly in business and firancial nsycholcgy.
The stock market boom has lost its impetus and the amount of Tunds
erployed by the market has dininished by avout 300 nmillion dollars from
the date when publie reports werc commenced. Real estate specculation
has caliicd down somewhat. There arc also reports of business hesita-
tion, evidcace of which may be found in a wealness in cormodity priccs,
a decline of unfilled orders of the Stcel Corvoration, somc rccession
in rctail trade and sone decrcase in the anount of building permits
talzen out, althoush the actual volumce of currcnt busincss transactions
continues very large. But scae business hesitation appcars to be a
not wwsual accompaniment of a rather sharp arrest of stock speculation
folloving a long extended period of activity._

Thus far it would appear that the diminution of sssculative
activity is wholcsome. The movements which have talten placc have
been orderly and therc has been no indication so far of untoward con-
sequences. It is not yet clear how far liquidation will be continued
and it is, of course, still possible that there might be a revival of
speculation with the dangors it involves., It nppears more probable,
however, that the pealr of this speculative and business expansicn has
becen passed., It thercfore seems appropriate in view of the above

to discuss at this time what our open market policy should be in the

ttp://fraser.stlouisfed.org/
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event a jbusiness rocessio%ﬁLalls for a revision of policy before we meet

in another governors'! conference.

Experience in the past has indicated that member banks when

" in dobt at the Federal Rescrve Bank of New York, and in less dcgrece at

other noney centers, constantky endeavor to free thomsclves from that
indebtedness, and as a conscquence such pressure as arises is in the
direction of curtailing loans. This is now accentuated over a year
ago as the discount rate at New York is a full 1% higher, and 1/2%
higher at four other banks. As the accompanying table of the earning
assets of the System shows, the amount of credit furnished by Reserve
Banks on member banks direct borrowing, Jjust prior to the March 15th
operations, was larger this year than on any corresponding date since

1923, | \INT 3

FARNING ASSETS ~ FEDERAL RESIERVE SYSTEM
(In millions of dollars)

1922 1923 1924 1925 1926
Mar. 8- Mar.,7- Mar.l2- Mar.ll- Mar.lO
Discounts
New York (City) 14 149 53 149 103
Chicago  (City) 3 22 7 2 17
Other 614 400 423 259 382
Total 631 571 483 410 502
Bankers Acceptances 102 219 243 301 285
U.S. Securities~Committee~ ~ - 140 275 ‘ 245
U.S. Securities-Other 444 345 72 113 115
Other Earnings Assets - - - 15 = 12
Total 1,177 1,135 938 1,114 1,159
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The total smount of borrowing undoubbedly cxerts some pressure

i T ;
upon the business community. Should we go into a|business recaagignmj }{

while the member banks were continuing to borrow directly 500 or 600
million dollars, (if bills are included ncarly 800 million dollars, )
we should consider tsking steps to relicve some of the pressurc which
this borrowing induces by purchasing government securitics and thus
enabling member banks to reducc their indcbtedness.

It is not possible to predict to what extent member banks will

continue their borrowing on the present scale in the event of a business i

o—"

rceession. The release of funds now employed in the security markets,
RS EStehe
a decrcase in currency requircments, and some decreasc in bank loans
for business undertalings, would likely be partly offset by incrcasecd
requirements for funds to carry accurulating inventorics. Perhaps the
major determining factor will be the movement of gold. During the first
half'of March we received 30 million dollars of gold from Canada and
this movement resulted in casy money rates in New York in the sccond
weck of the month., It éeems possible that this gold movement may be
continued somewhat further, and, if so, it would corresrpondingly
liquidate the borrowings of member banks in New York. The usual move-
ment of gold, however, if scasonal causes operate, would lead us to
anticipatc gold exports rather than imports during the summer montns,
with perhaps further imports in the fall. With these conflicting
tcndonqies fuiﬁre. changes in our loan account are especially signi-
ficant as a guide and we should see that the total does not become or
continue too burdensome.
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Future Policy.

As a guide to the timing and extent of any purchases which “jg :ﬁd 5

might appear desirable, one of our best guides will be the amount of

borroving by member banks in principal centers, and particularly in

New York and Chicago.  Our cxperience has shown that when New York

[
City banks are borrowing in the neighborhood of 100 million dollars 'l - .
or more, there is thon some real pressure for reducing loans, and

money rates tend to be markedly higher than the discount rate. .On

the other hand, when borrowings of these barnks are negligible, as ig}

in 1924, the money situation tends to be less clastic and if gold im~
ports take place, there is liable to be some credit inflation, with
money rates dropping below our discount rate. When member banks arec

owing us about 50 million dollars or less the situation appears to be f:B)

corzfortable, with no marked pressure for ligquidation and with the
requisite elasticity. Under these circumstances no single bank tends
to be in debt for any extended period and borrowings are passed around
among the different banks. C@L}m@gdﬁiimﬁ~manﬂyuxax§§Wienﬁ~tohbeubut
slightly above our discount rate. With this situation existing in
Néw York, there is less tendency for funds ;o be attracted to New York
(particularly since cormercial rates at such times are apt to be higher
than stock exchange rates for call money) and the situation has a
considcrable degree of stability.

The accompanying chart shows the amount of borrowing of New

York City banks by weeks during the past four years. It shows borrow-

ings to be large during 1923, when, as we all know, there was some
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pressure for liquidation. Allowing for the seasonal increase and de-
crease in December 1923 and January 1924 bvorrowings were very small

during 1924 and we recall that during the balance of that ycar while

there was considerable instability in money conditions, it was accompanied.-’ 1¥L~S

e e e 7t S AN 2 T AN e,

by a gradual revival of business over 1923.  In 1925 borrowings were
sufficiently high during parts of the year to place some pressurc on the
New York City banks. It was in this stage that rote advances were made.
In the event of business liquidation now appearing it would seem ad-
visable to keep the New York City banks out of debt boyond somothing in y
the neighborhood‘of 50 million dollars. It would probably be well if
somersimilar rule could ve applied to the Chicago banks, although the
amount would, of course, be smaller and the difficulties greater be-
cause of the influence of the New York money market.

In general it would appear that we should not increase or

diminish the special account immediately beyond gradually replacing

the issues which matured on March 15 as market conditions warrant, but

that we should prepare ourselves now for the prompt purchase of some - &

fuffhﬁ?Aa@9u3§M9§W§39??EEi§S if apd» when there should be further

evidence of\& récession in business activity,vespecially if there is

no further liguidation in the amount of Federal Reserve credit employed.

March 19, 1926,
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Exhibit A

STATEMENT SHOVING PARTYICIPATION BY FEDERAL RESERVE BANKS IN SYSTEM SPECTAL INVESTMENT
ACCOUNT AND CLASSIFICATION OF ISSUES HELD IN THE ACCOUNT BY MATURITIES

Boston

New York

riladeln-ia

“levelsnd
Ric*mond
Atlenta
Cricargo

St. Louis

Minneapolis

Kansas City

Dallas

San Francisco

Helding

Holdings Ratio
$ 1,688,000 1.0%
43,733,900  24.5%
1,331,000 79
9,908, 500 S.5%
-3,488, 500 1.9%
10,289,000 5.8%
18,718,000 10.5%
16,049, SO0 3,07
7,671,000  4.37
17,726,000  9.9%
18,831,500 10.6%
29,154,000 ;5.3%
8178, 588, 900 100,0%

s

—

Holdings by Maturities

June 15, 1926

June 15, 1926

September 15, 1926

Decemher 15, 1926

March 15, 1927

December 15, 1927

September 15, 1928

3% c/1
31/4% c/1
4 1/84 TN
3 3/4% c/1
4 3/a% TN
41/24 TN

4 1/4% 3rd

¢ 1,800,000 :

28,900, 000
17,901,000
47,260,000
44,a§§3500 /3
35,371; 0

L/L 2,500,000

$178, 588, 900

e e

This statement includes future purchases to be delivered on or before March 20,1926.
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Exhibit B

PURCHASES OF BANKERS ACCEPTANCES FROM JANUARY 4 TO MARCH 10, 1926 AND AMOUNT
EACH BANK HAS RECEIVED IN EXCE3S OR SHORT OF ITS PRO RaTA SHARE
UNDER_APPORTICNMENT rLAN FUT INTO EFFECT JANUAKY 4, 1926

Bills Bills Over  Bills Shor®
Ratios of Acjuired 8ills Intitlcd Pro rata Fro roata
Participation (Net) __to Acquire _ Share __ _Shere
Boston 7% 5 19,830, 000 3 19, 247, 000 583,000 0
New York 247 62, 659, 000 65,992, 000 0 3, 333,090
Friladelphia 8/ 25, 752, 000 21,597, 000 3, 755, 000 0
Cloveland 107 217, 395,000 27, 197, 000 0 102, 000
Richnond 5% 13, 792, 000 13, 748, 000 44, 000 0
Atlanta A 11, 390, 000 10,999, 000 391, 000 0
Chicaze 14% 38,012, 000 38, 495, 000 0 483, 000
St. Louis 5% 13, 262, 000 13, 748, 000 0 186, 000
Winnezpolis & 10, 621, 000 10, 999, 000 o 308, 000
Kansas City 67 15,908, 000 16, 498, 000 0 590, 000
Dallas 47 10, 732, 000 10,999, 000 0 267, 000
San Francisco _9% __25, 543, 000 24, 747, 000 79 6, 000 0
Totals iggé' 3274, 966, 000 32174, 966, 000 5, 569,000 45, 569, 000

X

s T SR
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STATEMENT SHOWING EFFECT OF DISTRIBUTION GF S5YSTEM OFEN MARKET FURCHASES DUKING 1925 TO MEET EXPENSE
"KEQUIRESENTS OF FEDEsAL SESERVE BANKS3, WHICH DISTKIBUTION (1) DUKING FInST NINE wNNTHS
WAS ON BASIS 0F CURRENT EXFENSES sND DIVIDENDS AND (2) DURING BALANCE

OF YEAR TO £ROVIDE FOx CHARGE=OFF3 A3 COMPLETELY A3 FOSSISLE

Exhibit C,

Boston

New York
Philadeiphia
Cleveland
hichmonA
stlanta
Chicago

St. Louis
kinneapolis
Kansas City
Dallas

S5an Francisco

Tatels

Digitized for FRASER
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Gross

Earnines
v 3,288,546

10,217,174

3,135,549
4,013,456
2,182,460
2,072,378
5;424,663
2,055,637
1,438,341
2,309,986
1,813,626

3,648,890
+41, 800, 706

Current Exw
penses and
Dividends

# 2,528,503

8,213,398
2,709,480
3,378,441
1,609,776
1,502, 220
4,686, 253
1,696,853
1,291,386
1,985.870
1,478,583

3,171,555
v34,452,320

Current Net
Larnings

v 760,043
2,003,776
426,069
635,015
372,684
570,158
738, 410
358,784
146,953
324,116
335,043

617,339
V7’348’386

Charge-offs,
Depreciation
Ghari:es, etc,

v 122,110
788,674
21,162
203, 250
154,736
820, 455
551,153
159,078
105,556
299,621
312,147

_ 611,335
¥4,815, 279

e ———————

Net after
all Cherges
and Dividends

v 637;933

‘1,215,102

SBAIYOIY [BUOHEN BU} JO SBUIPIOH POYISSBIO9(] / PaLISSEIOUr BU} woly paonpoiday

404,907

431,765
217,948
250,297
187, 257
400,294
41,395
24,495
22,896

V2, 533,107 Net

P —————————
T ————



Exhibit »p*

OF EARNING ASSETS FROM DECEMBER 31, 1925 TO MARCH 10, 1926 AS COMPARED WITH CORRESPONDINZ PERIOD AND ENTIRE VEAR 1925

STATEMENT SHOWING EARNING ASSET HOLDINGS OF ALL FEDERAL RESERVE BANKS MARCH 10, 1926 COMPARED WITH PREVIOUS WEEK AND MARCH 11, 1925; ALSO WEEKLY AVERAGE

{000 Omitted)
Boston New York Philadelphia Clerl&nd Richmond Atlanta Chicago St. Louis Minneapolis Kansas City Dallas San Francidco Total
Bills discounted - March 3  $36,089 $172,576 $53,887 $48,620 $43,417 $33,055 $88,667 $25,607 $10,518 $22,558 § 6,644 $41,576 583,214
" " " 10 22,311 156,018 51,117 52,007 43,650 30,336 64,501 20,214 3,876 14,145 6,705 37,545 502,425
Net Change 13,778~ 16,558~ 2,770~ 3,387+ 233+ 2,719« 24,166~ 5,393= 6,642= 8,413~ 61+ 4,031~ 80, 789-
Bills purchased - March 3 43,375 67,263 19,299 19,124 9,374 22,312 31,092 13,797 7,047 14,739 14,194 24,991 286,607
" . *~ 10 40,595 69,140 19,717 21,009 10,841 18, 499 30,234 14,3200 7,974 13,896 13,723 24,592 284,520
Net Change 2,780~ 1,877+ 418+ 1,885+ 1,467+ 3,813~ 858= 503+ 927+ 843~ 471w 399= 2,087~
Government securities = March 3 8,267 54,349 19,063 31,559 5,443 15,208 44,021 23,907 16,578 33,960 29,458 43,945 325,758
. " * 10 7,778 61,297 21,309 33,496 6,125 17,219 46,816 27,044 18,078 37,474 33,287 49,643 359,666
Net Change 489= 6,948+ 2,246+ 1,937+ 682+ 2,011+ 2,795+ 3,137+ 1,500+ 3,514+ 3,929+ 5,698+ 33,908+
Totel earning assets - March 3 88,392 296,572 96,126 100,234 58,695 70,923 164,972 63,685 34,421 71,696 50,601 111,112 1,207,429
" " ol * 10 71,353 288,866 96,029 107,453 61,082 66,406 142,757 61,936 30,209 65,758 54,123 112,387 1,158,559
Net Change 17,039~ 7,706~ 9T 7,219+ 2,387+ 4,517=  22,215- 1,749~ 4,212~ 5,738~ 3,522+ 1,275+ 48,870~
Woekly Average of Earnings Assetis
Dec. 31, 1925 to March 10, 1926 109,703 269,472 93,283 100,275 52,905 82,023 153,507 63,756 31,740 67,702 56,654 103,443 1,185,032
Correspondins peried 1925 92,788 323,935 76,011 122,724 34,799 24,422 129,811 33,568 27,033 45,023 41,791 13,775 1,060,490
Net Change 16,915+ 54,263= 17,272+ 22, 449~ 18,200+ 57,401+ 23,356+ 25,088+ 4,907+ 22,579+ 14,863+ 327~ 124,342+
December 31, 1925 to Mar,19,1926 109,703 269,672 93,283 100,275 52,309 82,023 153,567 63,756 31,940 67,732 56,654 103, 448 1,185,032
Entire year 1925 93,459 287,133 85,078 113,904 54,714 56,543 138,045 55,936 37,2m 57,293 49,024 109,866 1,138,291
Net Change 16,244+ 17, 461= 8,205+ 13,629~ 1,825- 25,475+ 15,522+ 7,320+ 5,331~ 10,409+ 7,630+ 6,418- 46,741+
Comparison of Earnin; Assets
March 10, 1926 71,353 288,866 96,029 107,453 61,082 £6,406 142,757 61,936 30,209 65,958 54,123 112,387 1,158,559
March 11, 1925 91,730 384,799 87,649 125,294 44,466 29,501 121,914 31,195 30,581 43, 490 32,469 91,062 1,114,060
Net Change 20,377- 95,843~ 8,380+ 17,341~ 16,516+ 36,995+ 20,343+ 30,741+ 372- 22,468+ 21,654+ 21,325+ 44,499+
] SUMMARY FOR SYSTEM
Bills discounted for week $ 80,789~
Bills purchased for woek 2,087-
Government securities for week 33,908+
Total sarning assets for week 48,370-
Weekly average of earning assets Dec,31, 1925 to Mar.19/26
against correspondinz period 1925 124,342+
Weekly average of earning asseis Dec.31, 1925 to Mar.10/26
against entire year 1925 46,741+
Comparison of earning assets March 10, 1926
: with March 11, 1925 44,499+
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Deay Gevernor Itrongs

f This is %o advise youn, as Chairmen of
the Opsn Uarket Inveptamt Comittee for the
Federal Reserve Iystem, Of aotion takem by the
Federal Reserve Board at its meeting this moru- x/
ing in voting that Wushingtom be desjgnatod ag
the fature regunisr meeting place oi ths Opes
‘Morket Investment Commitces, excupt When thb
Corpittes im suthorised by the Board to woet

ol3evhere.

Vory truly yours,

WHERd) DR Crissingps-

De Re Crissinger,
Governor.

Mre. mm N rony, GOVErngi,
Fedoral .ioserve Hamuk,
New York, H.Y.

®
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Furm No. 131, .
FEDERAIL, RESERVE

Office Correspor. er e = ol

To APy MW Subject:
From. _ ¥ Fosl)

A% the meeting of tha Weaetive GomviStes yesherday,
My, Millar sabaitied the fallowing meticn whidh he requested
be voled an b tho nand skt nf the Boamdy

-rad Y aenirnedel oy e falnm
| regular Wiﬁﬁ of @ Opon "berhys Sovestmend
ol soe, whai e Serdtion Lo aatherined
| ¥ e M to vow) ntmwm.

AT BOATT fet s 23676

Qe vk i 13/ 26
@ 7 -,_m 3/?/7’6
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Forra No. 131,

O‘flce CorrespOllJe e P Datewmmmﬂ

i
To A1l Members of the Board

From____ Mr, Eddy =

For your information. Flease return to Secretary's Office.

| Governor Crissirger /
| Vlr. Flatt

\?Ir. Hamlin -—ZL@ jje::?& 2- 3 A

|

\

| Mr. James

| : v Yr. Cunningham
i .

/46}’{ Miller
L ol. bcIntosh

L
ST
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EOTT L PESERYE BE D fiLE \
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August 1

_M/J~f»“’”/ii) That no further sales of System securities be made
in ordervto\offset arrivals of gold from abroad now knowa or an-
ticipated. ‘

(2) That it shall be the policy of the committee between

jEg&jfﬁijégggﬂLjhlgggg,ﬁgradually to acquire, if possible to do so

without undue effect upon the money market, sufficient additional

short-time government obligations to bring the total of the commit-
4
tee's investment account up to $250,000,000.
with respect to recommendation Hoe 1, it does not appear

[

to the Board that the next few months will show gold impdrts to the
United States in any such volume as vould indicate the necessity )
or desirability in exiéting circumstancesrof an offsetting operatibn
by the sale of System securities. It has, therefore, nothing tofsug—
gest by wéy of modification of the course of action outlined by thé *
Cormittee, unless there should be a marked change in the situation
in.which case the matter should be reconsidered. The Cormittee's
recommendation is, therefore, approved.

With respect to recommendation Noe. 2, it is the opinion
of the Board that the System's Special Investment Account should,
sooner or later, in accordance with the policy which has governed

the operation of the Account in the past, be replenished by the

purchase of an amount of securities that would bring up the total |
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holdings in the Account to not less than 3200,000,000.

It is, however, the opinion of the Board that the present
situation is not a favorable one for such an operation and that the
resumption of purchases of securities for the Special Investment
Account should be deferred until such time as it may appesar that
such purchases will have a desirable stimulating effect upon tradse,
industry or agrigulture. The country is now entering a period of
interseason;27?§31 with the demand for credit for commercial use
slackening. The only highly active merket in the country is the
securities market. There 1s accurmlating evidence of speculative
excesses, wWhich in part has been reflected in recent weeks in a
great growth of brokers® demand loans. It 1s thought not to be
desirabie to stimulate these by a reduction of the cost of money
in the New York market such as would result from the purchase during
the next two months of from$100,000,000 to $150,000,000 of securities
for the System account.

It is the view of the Bourd that the movement of business,
credit, gold, money rates and other factors bearing upon the credit
and open market policy of the Federal Reserve System should be care-
fully and constantly watched, in order that vhen action is taken to
replenish the Special Investment Account it may be done with a mini-
mum of undesirable Stimulation.

For its part the Board will follow coming develop-

ments affecting open market policy with care and will keep in touch

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

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

T RIS PRSI, Y I

of views znd suitable action vhen conditions warrant.

Ae Co Miller.

,,,,
.

With the Committee in order that there may be a prompt exchange

For the

rresent the Board does not think the situation favorable to a
securities-purchase operation and, therefore, withholds approval
of the recommendation that the Committee a2t this time be given
authority to purchase securities between now and August 1 to an

amount sufficient to bring up the System's account to $250,000,000.



FEDERAL RESERVE BAN

OF BOSTON

W.P.G.HARDING, GOVERNOR

WILLIAM W. PADDOGCK, DEPUTY GOVERNOR
WILLIAM WILLETT, casHIER

KRICKEL K.CARRICK,SECRETARY

ASSISTANT CAGHIERS
ELLIS G. HULT
ERNEST M.LEAVITT L.WALLACE SWEETSER

Hon. D. R. Crissinger,
Federal Reserve Board,
Washington, D. C.

J
i Enclosures
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Dear Governor Crissinger:

February

K

FREDERIC H.CURTISS
CHAIRMAN OF THE BOARD
AND FEDERAL RESERVE AGENT
ALLEN HoOLLIS
DEPUTY CHAIRMAN OF THE BOARD
CHARLES F.GETTEMY
ASSISTANT FEDERAL RESERVE AGENT

3, 1926.

Supplementing my letter of January 27,\

Governor,

Very truly

overnor,

with enclosures, I hand you herewith copy of letter received
today from Mr. Case, Acting Chairman of the Open Market Investumdnt
Committee,together with copy of my reoly.
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FEDERAL RESERVE BANK
OF NEW YORK

Februsry 2, 1926,

Hon., W, P. G. Harding,
Governor, Federal Reserve Bank of Bosten,
Boston, Mass,

Dear ffovernor Harding:

I have your letter of January 27 and note with satisfaction that, upon
thorough investigation, you find that the practice of the Boston bank in buying bills
has conformed in every respect to the practice which has been carefully considered
and generally adopted for Federal reserve banks.

While there seemed to be some doubt expressed at the last meeting of the
Open Market Investment Committee in that regard, any doubt now is entirely dissipated
by the result of your investigations, and there remains only for consideration the
question of whether or not bills bought by reserve banks outsidd of New York should
be distributed as New York's purchases are distributed, in accordance with the
plan of the Oven arket Investment Committee which has been accepted by each of the
banks not represented on the Committese.

I note that your directors have expressed the opinion that the bills in your
portfolio should not be turned ceer to the Committee for distribution but, however,
are anxious to deal fairly with the other reserve banks and that you have no doubt
that if the best interests of the System call for a distribution from your portfolio,
they will be disposed to give you the nedessary authority.

To me it seems a bit unfortunate that, in mamy of the discussions at
governors' conferences with regard to the distribution of bills and the desirability
of Federal reserve banks( restricting their purchases to bills offered in their own
districts, the question of the place of oririn of bills, i.e., the location of the
acrepting bank,was frequently injected. To my mind it only serves to becloud the main
question as to what policy is most advantageous for the System, as a System, to
pursue.: I do not understand that in the deliberations, either of the Conf-rence o
Governors or of the Open Market Investment Committee, it was ever considered that
the best interests of the System would be served by any Federal reserve bank's
developing as its open market policy in the buying of benkers bills, » monopoly of
bills accepted in its own district or that, as a matter of right, any reserve bank
should regard the volume of bills accepted in its district as a measure of the amount
of bills which it mirht properly hold for investment, either with or without regard
for the investment requirements of all of the other Federal reserve banks. On the
contrary, as I have always understood it, the Syster. policy for many years has been
to distribute purchases according to the reguirements or the sbilities of each Federal -JQ

regerve bank.
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At times this has affected the position of the New York bank very substantially
and in opposite ways, In times of stringent money and credit, the offerings to the
Eederal Reserve Bark of New York and its necessary purchases would have far exceeded
the ebility of the bank to continue to render the necessary support to the bill
market, had it not been for its ability to distribute and the willingness of the
other reserve banks to participate in the purchases made in New York for System
account. At other times when the reverse of such conditions existed, the New York
bank has been entirely willing not only to distribute its purchases in proportions
determined by whatever committee Was functioning at the time, but also to give off
its own share in the distribution to bsnks which most needed additional investments,
believing firmly that the best interests of the System were served by that policy.

You will recwll that during the entire period of reserve bank operations in
support of the bill market, the distribution of New York's purcheses(and it was New
York merely because New York happens to be the principal financial center of the
country) has been dictated by a committee or comitteeman (originally, I believe,
Governor Seay Wwas a committee of one) and, generally speaking, that the extent of
the deficiency in earnings in the several reserve banks was the basis of the
measure of distribution. Practically, that is the basis of the distribution now,
as recently ordered by the Open Market Investment Committee, and you will, of course,
understend that the burden of respomsibility for carrying out the policy of the
Oven Market Investment Zommnittee, while shared by each member of it, rests in a
somewhat -reater degree upon the Chairmen, and that his position is & difficult one
if eny one of the twelve reserve benks evidences apparent disregard for the
recommendations of the policy recommended by the Open Market Investment Committee
and asccepted by each of the twelve banks, It is very apparent to me that the
retention by the Boston ressrve bank of bills bought in its market in exeess of
the proportion of bills bourht in the system that the Boston bank would be entitled
to receive or tetsin accordine to the Committee's schedules, constitutes a .
disregard for the System policy recommended by the Committes and mecapted by all of

the banks. T T e

s

Incidentally, I note from the Secretsry's report covering purchases from
January 4 to January 27 that the Boston tank bought upwards of $22,000,000 of bills
which it has retained and that this constitutes an excess holding merely on those
purchases of about $14,500,000 and I feel that I must sug~est that unless the whole
arrangement of System policy in open market bill purchases is to be thrown in to the
discard, an adherence to the plan agreed upon, i.s., distribution on a pro rata
basis of ell bills purchased, wherever purchased, and without regard to the district L
in which they originate, is clearly indicated,

An expression of your own views in reply to this will be appreciated.
Very truly yours,
s/ J. H. Case,

Acting Chairman, Open ¥erket Investment
Committes,
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Pebruary 3, 1926,

Vy desr Vr. Case;

I am obli-ed to you for your lettor of Februsry 2 which I shell
iring to the attention of ocur Directors at their nmesting next ¥ednesdny, Your
lett r, I think, olarifies the situation and o.ens the way for a satisfactory
sdjustment of the question of tte distritution of billse purchased Ly this bank,

You will remember that, st the l-st meating of the Upen Mariket
Investment Comnittee, it was rather troedly intimated that the nractice of this
bank in oupchasing bills :ss unscund and unethical as e statenent wns ~ade thod
we were in e ; I sugrested o our Dirsotors at their last
meeting that thoy suthorise ne to submit to the Comaltitee m plan for the distributien
of bills waioh sesemed to me to be equituble, Lur the Direstors were unwilling to
arres to sny proposition ss long as the Lank rested under the imputation of
unethieal oonduot, 1 said to the Directors tint as far as I knew, the direct
purchases of bills by =1l Fedarsl reserve banks oxdept lew York were retained by
them in their respective portfolios, =nd that the earninss derived fror suoh
inveetments were necesssrily taken into acoount by the Cormittee in ‘he distritution
of bills purchesed in New York. I reecall that fovernor liorris caid that the smount
of tills surchased by the Philedelphia bank wes not in excess of the smount whioh
would otherwise te sllokted to it by the Comui“tee, snd I Sugrestied that -uthority
be riven me to zay to the Commizuee that any bills held by this bank in excess of
$40,000,000 be placed at the disposal of the Com:i:tee to Le sold either direct to
the Few York bank for redistribution, or to be sold from time o time te such
reserve banks es the Chairmen of the Commiitee might indioate. HLowever, .or the
reason sbove stated, the Direotors deolinod to agree to this,

it will be necessury for this bank to hold as a ainimnm $40,000,000 of billse in
order to meet its expenses and dividends,

Bssed upon our experience of the past two years, I estiiste th‘t///;&f

I do
Committee all Lilje Y ing basok our proportionate sllotnent; and
1 do not believe that our Direotors would agree to this unless every other Federsl
reserve bank should agree to do the seme thing., At -he mext nedting of the
Direstors I shall renew my rocomnendation; nnd I hope to be able to advise you
sfter that meoting thst nll the bills in our porifolio in excess of $40,000,000
are subjeot to the disposel of the Comzittee,
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In oanse it should be found a2 the year sdvances, QP‘t 840,000,000 will
likely be more than is necessary to meet our requirements, I will then su-zest
that our holdings be further reduced in order that a larger amcunt might be made
availeble for the Commzittee,

In eiting the fizures whieh I understand were furnished by the Americen
Asoceptance Counoil showing the acceptance liability of banks end bLankere in eaoch
Fed:ral reserve distriot, my objeot was nmerely to point out the faot that Boston
ranked next to lew York as e bill market and that the scoeptance business here
was mueh larger than that in any of the other tem Pederal rescrve distriots,

1 sgree with you fully that in order to develep a bill market preperly,
ne Federal ressrve bani should undertake to secure a monopoly of bills accepted
in {:s own distrioct, or confine its purchases tc suoh biils; nor did I intend
to give the impression that it was my opinion that a reserve tank should regard
the volume of billis accepted in its own district as a measure of the amount of
‘ bills whioh it =ight properly hold for investment wiihout regard to the investment
! requirsments of other rederal ressrve banks, On this point there is no difference
i of opinion between us,

In view of the fact, however, that oredit in this district is extended so
largely through the medium of bLankers' soceptsnoes and demands on us for rediscounts
are ordinarily small, it is necessary for us to hold a larger volume of acoeptances
than would otherwise be the oase,

I shall bs glad Lo heer from you sgain before next %ednesday,

Very truly yours,

Goverror,

¥r. J. 1, Case, Aoting Chairman,
Open Market Investment Comnittiee,
Pederal Reserve Bank,

'” Yol’k. s. Y.
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}r., Hamlin

v Iixr, James
V/gi. Cunninghan
V/Mr. licIntosh

To: 4:1,. Flett
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For your information, therec is atteched

hereto letter and enclosurecs from Governor Harding

with reference to the purchase of bills in the open

market by the Federal Reserve Eank o Fosion,
Please return to Secretary's Office.
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¥orm No. 131.
FBDERAL RESERVE

Cifice Correspondence =~ = o

To __Mr. Eddy S Subject: - ﬁii_ !

Date_ Jan. 31, 1926,

4

I have glanced over hurriedly the letten/éf Kr. Matteson with a state-
ment of the practice of the Federal Reserve Bank of New York regarding the pur-
chase of bills in the open market,

From_Governor Crissinger

The practice, as reduced to writing, illustrates that you can @ot Jalways L///
depend upon just what is said at an open market conference, As I understood,
the explanation made at the open market conference was this:- that they rarely
bought from dealers, but I see from this statement that there wus $547,900 pur-
chased direct from dealers, which is not unlike the practice at Boston. To
that extent I want the Board to understand the ipformation is surprising to
me because I think Governor Strong stated that they rarely bought from dealers
but occasionally did, This would indicate that there is a pretty free access
of the dealers into the Federal Reserve Bank with bills.

I am taking the Matteson letter anmi a copy of the statement with me
and will return it.
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FEDERAL RESERVE BANK <\
OF BOSTON ‘ -

B B f
- A SRy SC I
S W g
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

DEPUTY CHAIRMAN OF THE BOARD
CHARLES F.GETTEMY
ASSISTANT FEDERAL RESERVE AGENT

",

ASSISTANT CASHIER
ELLIS G HULT

ERNEST M.LEAVITT L.WALLACE SWEETSER

January 27, 1926,

Dear Governor Crissinger:

You no doubt recall the discussion which took
place at the last meeting of the Open liarket Investment Committee
regarding the purchase of bills by the Federsal Reserve Bank of
Boston. I am now enclosing copy of a memorandum dated Jamuary 2l
from Mr. Kenzel of the New York bank together with copy of letter
I have *today addresssd to Mr., Case,

This letter was read to our directors just
before their meeting adjourned today in order that I might be sure
it reflected their sentiments correctly.

Very truly yo

Governor.

Hon. D. R. Crissinger, Governor,
Fedsral Reserve Boarg,
Washington, D, C.

J
Enclesures
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FEDERAL RESERVE BANK OF BOS'I;ON
30 PEARL STREET

January 21, 1928.

PRACTICE OF THE FEOERAL RESERVE BANK OF HER YORK 1§ Tu¥ PURCHASE- OF
| T BILLS IN THE OPEN WARKKY

| Bills sre bought for System ascount of offerings by mewber banks, banking \\
institutions and discount houses. The offerings :rg_!!%:E;é_E:E:;{g;!gg_gx_ghg_ggllgg \
and sre sceepted or deslined by the bapk, which does no for 8 or name rates 3
at whioh it would buy. All bills bought must beer banking indorsement, i. s., bsnk or {
banker (but not necessarily a member bank) favorsbly to the Federsl Reserve Bank,
thus requiring three-nsme paper, two diffsrent names ol\shich shell be banking nemea,
and at lesst one of those shall be an imerican name. indorsement of discount houses
with substantial cepital used exclusively in the diss market is regarded as banking
indorsement.

te requiring distribution

« rether than inducing or permit-

: by disccunt deslers. To this and,

is maintained at or near the rate at

gunt deslers, snd siightly lower rzies .
urpose and effect of this are to attraect b//
b is regarded as desirable in that it

tends to limit the time for which Isde Q\pradit is liberated and makes rate

changes more immediately effectiy t permits u(ii%iﬁf_§;31133to banks end benking j*L

|

t Effective buying retes sre estabdl
|

|

|

i institutions whioh buy snd hold Meondary reserve, thereby induoing breadth in
E

|

|

|

Z

]

g

»

|

!

3

;

|

of bills among the banks, benkers and othsr
ting offers of long bills directly to th:g?f‘

the minimum bduying rate for the longer »
whish investors buy iwo-name paper from<{he
are made effestive for short meturities. (i

the morket, snd it elso permits|$ hank to soe a oonsidersble portlon of the
bills which have sirculsted in ihe sb thet they sare in constant touch with the
sharacter of the paper current.

s
The prinei ® of these prectioces is to give a q;;x!gsgg_gfggi%iﬁy 1o the kS

market whioh will insp oonfidepes that prime bills may be negotiated safely by banke

at hoxe and abrosd, w e ocertaijly of their discount in the market, at retes roasonably

stable and related to b\her money/fates. This requires that the bank shall buy freely

from banks prine bills rities offered to 1t at its current established ratea

and thet short maturitie taken freely from disocount houses. Cn occasion also,

when there is a temporary surplus of bills in deslers’ rands, longer naturities nay be

gquite freely teken from discount houses, but ordinerily dealers sre not enooursged by too

fres purchases of long bills to relax in their efforts to distribute them through ordine

sry benking channels.

The cooesion for the rather free purchaee of short maturities from dealers
erises in the fact that as they must stand ready to buy all sises and meturitics offered
by their olients, and short maturities and small pleces are nct freely resalable to
banks, which buy for their reserve requirsments, oonsiderable quantitics of such bills
accumulete in deslers' hands, which constitute practically en cxcess of bills on the
market. By relieving the deslars of this unfsshionable paper their sbility to buy snd L/Xﬁ
cerry longer bills is refreshed.

In buying for scoount of foreign correspondent banks, the bank gous to the
market, thereby giving the primsry msrket the sdventage of that investment buying
through the reserve bank, the same ss would result if thepurchases by foreign banks
were made through other imerican correspondents.

The result of these practices over a period of years is illustrsted in the
stetistiocs of operetions for the year 1926.
Pigitized for FRASER
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FEDERAL RESERVE BANK OF BOSiON
30 PEARL STREET
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|

| In 1926, the bank's totasl purohsses of bills amounted to $§1,342,600,000

E On this volume, purcheses from banks and bankers were 794,600,000

| and » *  dealers 547,900,000
Eliminating purohases made for sooount of foreign banks snd member banks,
the purcheses for the System were:

' Prom banks and bankers
i From deslers

’ Total

| Of the purchases for System so
i $200,000,000 were of very sho
teken at tiwes and in amount
effeetive functioning of t

|
|
! b
|
|

dealors, roughly 2/3, or over
ies, the balance being of long bills
to maintuin stsbility of rates and %

houses.

Reference is made to the rescl
Bsakers Aoceptsnces, appointed by t
in Chiocsgo, June 12-14, 1922, an
of Federal reserve banks in the

ed pted by the Genersl Cozmittes on
onference of ay 1922, at its neeting
wh¥th, with regsrd to the operxtions

t msrket for scoeptances, is attached hereto.

Loy %;M—z
E <o e Zﬂ/du;&
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FEDERAL RESERVE BANK OF BOSiON
30 PEARL STREET

EXTRACT PROM RESOLUTIORS ADOPTED AT THR MEETINCG OF THE OGENBRAL COMMITTEE
Ba AQUE .H' L AA™A% .

(9) Operations of Federal reserve benks in the open discount market for sccepisnces.

Trensactions in the open msrket should be recogniszed as entirely distinguished
from rediscounting under Section 13. #hereas the latter permits discount only for member
banks snd contemplates ihe rediscount for any member bank of a reasonable line of such
bank's advances to customers in eligible transactions, thereby assuring to the member bank
a ressonable and certain accommodation through rediscfhnt in which the initiative is sl-
ways take member bank m@h taken by 4 \Federal reserve Lsnk, the open
narket provisions of the Act contemplete and provide the voluntary purchase by Federsl
reserve banks from sny corperstion, firm, or inuividus}\of bankers acceptunces and trade
bills of such high standing as circulate freel n market; snd free ocirculation
of any papor in the cpen market depends upon the willing of & large number of strong
financial institutions, firms, and indivii£?¢1' ~uch willingness cannot exist

ot

with respsot to paper, ihe proper origin eAd purpope of which is not recognized and under-
stood by dealers and buysrs in the open jr‘. with respesct o paper ecoepted by in-
stitutions or concerns financially unimyy only locally known, unless its market-

ability has been improved by the additfog g /wtrong and vell known indorsement, whioh a
banking indorsement is recognized to be, o regard for the smounts indorsed in re-

lation to the known finsnoial strength of thaludorser. Federal reserve banks, therefore,

in buying bills in the open marke
ochannels and should not tuy as ,
s0ld in and oarried in the ope \ bons fide and customury way. Bills accepted
for ocustomers snd discounted % ) should not be offered to Fediersl reservs

benks by the acceptor nor should\ Federal jerve banks buy suoh bills so offered. Such

a transaction is in essence a ré¢ customers' paper indorsed by the accepting

bank snd should rot be pe voglr’ in the disguise of an open market purchase. The
purchase, however, La f open market paper whioh they themselves have

either purchased or disfounted ig.a proper and necessary open merket operstion as by such
purchases, as well ss{lfy purchasep| of open merket puper offered by deslers and discount

s give that stability to the open discount market

ither the strength or breadth required to mske it of
nationsal importance and 1 asset. The true funstion of Federal reserve benks in
the open bill merket is to stantly and actively suprort it so thet holders of scoept~ <
ances mey with certain confidence rely upon it, thut when no other purchaser happens to
be in the market absorbing the bills ceming into it thet Federsl reserve banks will al-
ways he there to teke up the slack. Thus will be established a standing for bankers sc-
ceptances in the open merket that will sreste so constant a stresm of buyers thet the
moral support of the Federul reserve banks will prove of greater importance then their
sctusl purchases. GSince Federsl reserve banks must be prepsred at all times to support
the acceptance market by libersl purchases under which large lines of particulsr nages
may socumulate, the requirement of a third neme, i. e,,a banking indorsement otiher than
that of the scceptor should always he & condition. This requirement not only provides

a distribution of risk in respest of the lisbilities of any acoeptor but also assures

the bone fides of the market standing of the perticulsr bill and nsme. Care should be
taken, however, to guard sgainst sesquiring bills which besr sccommodation indorsementy /"'
as might happon if soccepting banks exchanged bills, particularly if both or eithsr of |
them were names that would not freely circulate in the open market. Luch paper should

not be taken by Federsl reserve banks as open market purchasos, since it is not open
market peper, but rether they should require it to be offered for redisoount «t the re=-
disooun: rete.

Pom only through recognised open market

s

The function of Federal reserve brnks being to give stsbility to the open v/
disoount market, they should abstain from conducting Their open market operstions in a
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FEDERAL RESERVE BANK OF BOS:ON

30 PEARL STREET
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way that would tend to oreste instebility in rates, either to advance or to depress them. 5*£
1 “hether the rete is high or low is of less importeance to the user of oredit or the holder

. of bills than the knowledge that the bill will find s resdy merket at s rate fairly come ](
| parsble with the ruling zarket rate, end the banker must e sble tec rely on s fairly 5
statle rate. Therefore, Federsl reeerve banks lhoulgwﬁaa‘gompato in tho market for biils,

even for the purpose of incressing earning ssaets, sinoe the injection of ocentrsl bank

funds by sush eompetition has the effect of reducing rstes abnormally; nor should they

sell bills from portfolio bsok into the market and so conversely create sn sbnormsl and
srtifiocial stringency in rstes, a@gggii should they deolMno to purchase at their

current buying rate congidersile gquantities 61 Pood billa|bTTered, without consideration

of the effeot that such refussl would have in sdvencing rites in Lhe market. 7The position

of a centrsl bank in relation to the open market is best \Preserved by their declining to

| bid for bills offered for immediste delivery and cqudre \offerings to be made at rates

naped by the seller. If such rate is inappropriate ¢ should be declined; in

fact, in all offerings the rosition of the Feders N should be of accepting er
deolining. Negotiations and bargaining with reffe > the usual open market offerings

of bills should not be vermitted. The exceptip he above rule sre the ressonable
assistance that should be afforded to sountyy out of close touch with up~to=the~

minute market rates, whioh might desire to{gw As from their portfolios to their

Federal reserve banks; and the guoting ef ra $7i offerings of bills to arrive from

foreign countriee st some future dete, say thi“%%‘:ixty, or ninety days hence. It is
the vroper funotion of Federal reserve bsanky to qus X pke f nrd contraet
for the Purchase of bills to srrive 4§ ¥h tedartant ¥lement of atsbility as to rates,
both 6f bills in the domestioc marke ddMer exchange in foreign markets, 1.8 thers-
by oreated. Strength and stebility[in the forksrd market is as important ss similer
sonditiens in the spok merket and at is no element in the msrket other than
Federsl reserve banis compstent and 6 /make an important forwsrd commitment that
would do justice to the posit Shange and dollar bills in world markets.

% .......... |

In establishinf/effective. buying rates for prime bills the purvese of Federsl
reaerve banks should be

ket. In the present state of development of the

s freely st suoh rates when they are offered by
whioh earry their reserves in bills, and when they are.
offered by dealers at times when there is s congestion of bills in the merket resulting
from temporary lack of demand coincident with increased offerings of new bills in the
market, thus meking it possible for deslers and discount houses to absorb the new bills
effered without themselves scoumulating unwieldy lines. In fixing the sffective buying
rate for long bills the value of the banking indorsement ghould be conaidered and allowed

» bill market they should buy
[

l

3

@ .

i for. The open market quotes unindorsed bills end indorsed bills differently, there
l

member banks and sesepiance bs

usually being from 1/8 to 1/4% per annum spresd between the two, depending upon the com-
bination of nemes, so thet a bill that sold in the open market without indorsement at

37 might sell at 2 7/8% with a good inflarsement and a Iederal reserve bank buying such bill
bearing sstiafmotory tenking indorsement at 2 7/8% or at 3% would be buying ii at or above
the market as the case might be. 100 muoh spresd between open market prices and the
Faderal reserve bank buying rste is not desirable becauss long bills will not be fresly
bought by banks and bankers for secondary reserve purposes a% ourrent rates if they bes
lieve that in the event of their having ocossion to sell a portien of their portfolio teo
e Federsl reserve benk they uillﬁncur an sotusl loss of interest on a long bill. On

: short bills, say those within fiftee thirty days of meturity, Fedesrsl reserve benks

in the vpresent stage of development of the open discount market should make and maintain
sn effestive buying rate for practically unlimited wolume slightly under the rates ob~
taining in the open merket on similsr bills of longer meturity, the purpose being to

: attract offerings of short bills, thus permitting Fedurel reaerve banks to see a goodly
bigitized for FRASER
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FEDERAL .(<ESERVE BANK OF BOS;ON
30 PEARL STREET

|proportion of all the bills which come through their respective merkets and to enocoursage,
iby msking it profitsble for benks and bankers toc oerry the longer bills in their port-

| folios as secondery reserve, buying the long bills in the market and selling them to
Federel reserve banks ws they appromsh maturity., In buying long billam and in quoting
forward rates for bills %o arrivo the aim should be to establish rates which in the judg~
| rent of the Federsl reserve bank will be a fair average of the rttes which spot bills
will oommand during the meriod from the time of purchase or contract to the maturity of
the bills bought. Thus if the tendenoy of ratcs seems to be uvrard formward contracts
will be made slightly sbove the spoet rate for bills of similar mmturity, but if the
tendency of rates is dowmymard the forward rate guoted mpgh be at or slightly under the
spot rate for simlilar meturities. In genersl, the purpopb of Federsl reserve bsnks
should not ordinarily bte to lead the merket up cr dewn. \i\hen that is the purpose of
Federsl reserve banks it is more definitely and better adcpmplished by a change in the —
rediscount rate. Fxoepting 1w unusual’ oiroumstey ‘ore. the Federsl rescrve banks

will beat serve ss biligers in the open disoount ms following the msrket in its v
| definite swings up or down but disregarding tems iich may ooccur in the open i(
| market from day to day until s definite trend loped and recognised.

¥ As with the diseount houses and bill
rtfolios in thelir service to buyers
to the meintenance of e broad snd
11 st 81l times heve avsilable to them

deslers who must sarry at all times substhgh
and sellers of bdills in the market, it is edsg
strong market thet deslers and disoount houses
funds with which to carry substantial pextfelios

|
| Inaspuch ss the primary merket
|

| pd &
vestment securities, The dey to JAY studitions in the rates for call woney sgeinst
investment securities «re suoh th A upon money loened in thst merket it such
retes is impracticable for disscou bill dealers, and a new call and short
tize money merket has been dewelopey grk and is in the course of development in

| other senters for the acoommodation r’discount market. The supply of sush funds

! available being at times es ot which the discount merket oan afford to
borrow, Federal reaerve nt merket by Lemperary

: purchesss of bills from figalers and{§iscount houses undex re~urchese sgroements /ef short
duration, say not to ex ty is

t egual in importence to y Federal reserve banks of the excess of bills that
from time to tive is orea t is purely an open market opcration and should be

granted only to dealers an nt houses who have not>the fmcility of rediscount svails .

able to member banks and further limited to those houses and corporstiona which have filed

anatisfactory finencial stetements with the Federal reamerve banki sud te smounts for such

houses as the Federcl reserve bank would be willing to teke of ihe indorsement of such

houses on short bills 1f it were the pruetice of such houses to indorse.

The rate at whioch this sceommodation is granted to discount houses and deslers
should te & xmoney rate reasonsbly related to the current rates for unindorsed ninety day
bills in the open market, snd the ourrent effestive rate at the Federal reserve bank
for short bills. The Federal reserve banks should not use thid cutlet for their funds
in competition with the outside money merket and should not grant ¢he facility at times
when thegsupply of funds available tc discount houses and deaslers inthe ud;:idn market
is sufficient for their needs at rates ressonsbly related to ths rates carned on the
portfolios oarried by the discount houses and dealers, she purpose of this operation being
to sunplement the supply of outside money in periods of temporary stringenoy and to assist
the development of locsl oall money zarkets on bills in Federel reserve bank: ocities.
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Jﬂm‘ry 27, 1926,

Denr r, Case;

Referring to the question of purchases #nd dis:ribution of
aeoeptanoces whioh was Lrought up et the redent meeting of the Cpen Market
Investument Commitise, I wish to say tha: on ¥onday last we received fronm
¥r, Matteson copy of ¥r, Kensel's memorandum dsted January 21, to whioh was
attached e paper containing excerpts from a resolution or rather a deslaration i<?
whioh was nade at & meeting held tnjggggggg\igvgggg_XER&‘:by a speoisl
oomnittee which was sppointed ac the Governcrs’ Confserence ield in YMay of thaet
yosr. This deslsration was submitted te the Federel Rescrve Board while I
was still a member of that body and was approved,

Upon reseipt of ggz_ggnlnlhmqunmq:gggnm, 1 held a conforence
with the Deputy Covernor, Ceshier and three Assistant Cashiers snd went over
it line by line, I find that in all oases we have sdhered siriotly in tuying
tilles to the rates at whioh they were bought Ly the Fedarel Reserve Eank of
New York; that we have in all ocsses required three names, i.s. the drawer snd
the acoeptence and endorsement of a bank or banker. Our praotice has coinoided
with thet of the Federal Reserve Bark of New York as outlined by ‘r. Kenzel and
conforns striotly to the principles outlined in the Chioage resolution or
deslarstion to whioh reference has Lesn made above,

The whole question was discussei fully at cur Directors' meeting
this morning and thoy see no reason why we should chasnge our praotioe,

Row, in regard to the distrilution of sccepzances. I have
vefore me some figrures which were compiled Ly our Statistios) division and whioh
show the accepiance liabilities of all banks and acoep "anoe vorporations on the
last day of esoh month throughout the year 1826. 7The avorsge for the year
for all twelve Federal roserve disiricte amounts to atout $700,000,000. The
average for the New York district wes about $600,000,000. FPor the other
distri:ts the aversces are as follews;

Boston $ 90,0.0,000
Philadelphie 12,000,000
Cloveland 11,000,000
Richmond 10,000,000
Atlanta 13,600,000
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¥r, Oase Jamuary 27, 1926,
Chiecsgo $ 32,500,000
st, Louis 8,000,000
Minneapclis 3,000,000
Kansas City 8,000
Dallas 2,300,000

San Franeisos 18,000,000

Our statistioian tells mes that socoeptanoces made by Brown Brothers & Company,
Kidder, Pesbody & Company and Lee, iiigginson & Company sre inoluded in New York's
fizures and do not appear in the Boston totals,

The avefage aceeptansce holdings of the Pederal Reserve Bank of Bosten throughout -
the year heve boon substantially loss than tho sverage scooptance liabilities of bLanks
and accepisnoce corporations in this district, “hile it is true that the bills in ocur
portfolio have not bLeen exclusively Lills ori inating in this district, the differenee
1is more than made up by the smount of Bostom bills whioh have been purchased elsewhere
In other ords, had this bank exerted itself to monopolize the purchase of Boston bills
and hed refrained from purchesing any bills whish erigineted in other distriets, our
total holdings would not have Leen diminished, However, this bank has puroheased ne

bille in ot t has confined {tself exelusively to acoepiances offered
hére Beaton. — —

Acoepteance credits are widely used in this district:more so than 1# any other
distriot with the excepiion of New York, and our transactions with member banks in the way

. of sdvences and rediscounts during the year 1828 averaged only ebout $30,000,000 or less

them 26 per oent of member banks' rcserve deposits. This is a mach smaller propertien
than 4is shown in most of the other distriots. The fncome derived from member banks
sdveances end rediscounts would have becn ut:erly insdequate te WSeT our expenses, It is
necerssry for us to have average earning assets TRFGUFMBUT the year of at least
$76,000,000 in order to pay expenses and dividends, Ve are approsching the season when
Sur earning assets mey be expeeted to decline rapidly with no resction until late in the

yosr,

Our Directors at their neeting this morning expressed the opinion that the bills
in our portfolio ohould]neg be _turned over th the Commitiee for distribution. They do not
fool that there hes besn anything unethiesl in the condust of the business of tine bank snd
are unwilling to eanction any sotion which mizht have the eppsarance of mekin: such a
soncession, They are anxzious, however, to teal fairly with the othsr reserve banks snd
if 1t could be shown that the best interest of the System calls for a relinquishment te
other banks of & proportisn of our bill portfolio, I have no doubt thet they will be
disposed to rive me the necessary suthority,

Yery truly ycurs,

Mr., J. H. Onse, Deputy Covernor,
Yodoral fHeserve Bank,
'“ York. “' '0

J
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SFLECIAL

February 1, 1924,

To: or. viller

I think vou will be interested in reading the

attached correspondence before it is presented to
the Board, I have brought it +o Covernor Crissinper's
attention, and vour sttention is called to his

memorendur: which is also attached.
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Dear My, Case?

Reseipt is soknowledged &W
s“gMSM to Governor Cris 1”. in

you state that Governor Strong has sugrested
that ym sdvise the mesbars of the Opsn ¥arket In-
vestmont Comittes that money conditions sfe emsing
considerably im New York with the resmit that =
moierate desand for shart«tarm GCovernmerts Ias
sprang up, and that you sre thorefore imolined to
the wiew timt it might be well, beglinning thit veek,
to supply the rmerket fram tiss to time with a modersts
smoust of these weourities (mot mxpeeding $50,000,000)
a8 sol when defimite orders presemt themwelves,

Yoy letter was drought t6 the sttemtion of the
Board st its meeting this morning, end mo objsotiom
was expressed to your Cemmiites furmishing the warket
with an smoumt of oertificstes wp to $60,000,000
agninst definite arders,

Very truly yours,

VicE

Blasand

¥r. J. H. Csss, Deputy Governor,
Federel Reserve Bank,
Kew York, K.Y,
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Er.asury Department
WESTERN UNION TELEGRAM ’i
2-8788  gpo - @elegraph Office

80w fn 5 collect govt
Marion Ohio 184p jan 25 1926
Eddy
fod‘ res bd Wash
Approve selling fifty million
D R Crissinger

2p
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FEDERAL. RESERVE BANK

OF NEW YORK EE e

Jenuary 22, 1928.

Dear Governor Crissinger: s
‘ IN RE: Open Market Investment Committee &dﬁ::

Referring to the discussion at the meeting of the committee held

here on January 18, with regard to the $50,000,000 of short-term Government
securities acquired during the latter part of 995 for possible resale in
Jenuary 1976:

In considering, to-day, the liquidation that has taken place in the
earning assets of the System, and the fact that our own ezrning assets have been

reduced epproximately $200,000,00C since January 1, Governor Strong has suggested

that I advise the members of the Open Market Investment Committee that money con- %%&
e e, - A
/
ditions are easing considerably in this center, with the result that = moderate

demand for short-term Governments has sprung up; and we are, therefore, inclined

to the view that it might be well, beginning next week, to supply the market from
P .
time to time with a moderate smount of these securities (not exceeding $50,000,000)

a8 and when we have definite orders presented to us for them. (Yesterdsy one of

the dealers offered to purchase $1,000,000 of the December 15 - 3 3/4% certificates

at par, and to-day another desler stated that he could place $2,500,000 on the
same basis.)
The foregoing appears to be in line with the thought of the members

of the committee as expressed at the meeting lzst Monday.

’/z LN

J. H. CASE,
Deputy Governor.

]
Very trul your;/ 4

Honorable D. R. Crissifézﬁ@ﬁZA/ .
Governor, Federal Rese Board, 'Q@?

Weshington, D. C.
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¥Form No. 131.
FEDERAL RESERVE

Office Correspo.gde ce | s

To ____ Governor Crissinger, R Subject:- . . . _ . .

From . Mr, Bddy = . L .

N
With your permission I will insert in the minutes of yesterday's meeting
the following as your verbal report to the Board of what took place at the

meeting of the Open Market Committee last Monday:

] The Governor stated that he had attended the meeting of the

| Open Market Investment Committee held in New York on Monday, Januvary
18th, and reported that the Cormittee had discussed the question
of disposing of the $50,000,000 of short-term Government securities
which it acquired during the latter part of December for possible

; resale this month, He stated that the Committee felt, in view of

| existing market conditions and of the fact that there are about

| $65,000,000 of securities in the open market investment account
which mature next March, that it is not advisable to sell the

; - $50,000,000 of securities immediately, but that developments in

% the situation should be closely watched and action taken 2t such

time as developments disclose the desirability of selling. The

Governor also reported that the Committee had discussed the matter

of the large volume of bills being offered by dealers in Boston

and acquired by the Federal Reserve Bank of Boston, and that it

was the sense of the Committee that all purchases of bills made by

Federal Reserve banks in cities outside of New York in excess of

the pro rata shares of the purchasing tenks, should be allotted

nronortlonately to all banks partlclpating in the open market

He stated that the reason for the bills being offered out of New

; York <« Boston was dwe—te the method of buying bills in Boston.

: Bills are only bought in the New York market from member banks,

] while at Boston, if bills are offered to the member banks, say,

at 3 5/8ths,*# they are not taken by the member banks, then the

practice has been to take such of the bills as the Federal Reserve

Bank of Boston desires at 3 1/2. This methpd of buying openeda a ;;%élﬁ
direct inlet into the Boston bank instead of going through member

banks and paying a commission of l/8th to the member banks for endorsing snd
handling the »ills uheraae, he method in Boston eliminated this

and gAve the it/ of 1/8th to the brokers, He stated that

Governor Hay
about changipe

this policy, but Governor Harding advised that he
would take 1t up with the directors of the Boston bank and advise
them of Ahe views of the Open Larket Committee and that he belleved
d bring about an adjustment with the directors.
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FEDERAL RESERVE BANK i \3 3
OF NEW YORK 2273
O T
\ anuary 18, 1926,
REPORT ON FOREIGH ACCOUNTS
To the ilembers of the Jﬁjﬁ#
OPEN MNARKET INWESTHMENT ITTER, e

e rmseret et Carded

Since the last renort to the Committee, there has been an increase

#

z b1

of about $44,000,000 in the amount of bills held for foreign bank accounts and \//

we expect an additional amount of $2,000,000 to be added today for account

¥
e
i
yTas
o

AT B@ARD%J -
PAt

EL R T R A .4

Digitized for FRASE

of the Swiss National Bank., The increase in the amount of bills is brought

about principally by purchases of 35,500,000 of bills for the Reichsbank;

5,000,000 for the National Bank of Hungary, and increases of ;2,300,000 in

the holdings of the Swiss National Bank; 500,000 for de Javasche Bank and

$700,000 for de liederlandsche Bank, The usual comparative statement is attach-

ed hereto from which it will be observed that all of the foreign accounts are

included in the participation which the other Federals have accepted since

the last meating of the Committee,

We have already distributed among the other Federal reserve banks

their prorata shares of the profits on the foreign accounts for the past year

and the Governors have received explanatory statements.

In accordance with the established practice, the percentages

of participation of Federal reserve banks for the foreigm accounts have been

brought up to date using the figures for capital and surplus sas of January 2,

1926. These new percentages for the year 1926 have been advised to the

other Federal reserve bsnks and are given below for the Committee'’s records:

R
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“ FEDEMAL RESEAVE BANK OF NEW vork..f~ 2{@\ To the lembers of e m
- T ,WIHIT

OPEN VARKET INVESTLIN TER.  1/18/26,

New 01d
Percent ages Percentupes
Federal Reserve Bank of Boston 7.6% 7.4%

New York £7.4 27,0
Philadelphia 9.5 9.3
Cleveland 10,7 10,7
Richmond 5.3 5.3
Atlanta 4,0 4.1
Chicago 13.7 13.8
St. Louis 4,3 4,6
linneapolis 3.8 3.3
Kansas City 3.9 4,0
Dallas 3.5 3.5
San Francisco 6,9 7.0

Very truly yours,

Deputy Governor.
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Bapk of ia&

De Nederlandsche

De Javasche

'rias YNational

January 18, 1926. “

National Bank o

Bapk Bank Bank Reicisbenk . of Hunpary Totals \
Close of Business o A
On Hand 11/19/25 $4,530,436.30  $13,475,847,23 $6,320,333.55 $12,737,326.23 § ¢ ) 0 $37,063,943.31 5
Purchased 4,322,513.56 >12,397,521.92 5,609,544,20 13,964,481.90 35.493,381.#1 5,001,586.62 76,789,029.61 ‘
Matured or dis- = . '
counted ' ‘#,322,881.11 11,708,994.76 5,126,943.60 11,657,578.32 0 0 - 32,816,397.79 i
On Hand L/lq{26 4,530,068.75  14,164,374.39 6,802,934.15 15,044,229.81 35,493,381.41 5,001,586.62 81,036,575.13
TREASURY SECJRITIES
Agent General $ 2,590,000
Bank of England 20,000,000
Sverizes Riksbank 11,000,000 .
$33,590,000 L
De Javasche Bank $ 814,260.00 - :
Bank of the Republic 1,000,000.00 -
Swiss National Bank, 2,554,965.90
Reichsbank 2,000, 000,00 '
$9, 369, 225.90 ‘
|
FORETGN_LOANS O} GO Collateral ¥
1} Amount Rat Maturity Date ‘_l.nmws._......___ﬂ.oﬂ_u ;%
Basik Polski $6, 300,000.00 4—)7%‘/1 February 25, 1926 $10,595,596.,16 Bank of England
FRAEL BALA. CES
Close 11/10/25 Clos 4
Agent General for Reparation Payuests < 32,334,90 4 0
- Bank of England 4,562,442.96
) Bank of France 66,28 65.80 {
Bank of Japan 502,213.53 502,114.00 B ;
Banque Nationale Suisse 141,898.91 2,116,133.37 l
Bankovni urad binisterstva Financi 100,159.68 1060,159.68 ;
Bank Polski 252,705.18 8,274.03 _ {
Bank of the Republic of Colombia 495,224,09 482,521,63 e :
de Javasche Bank 250,589,848 249,976.04
de Nederlandsche Bank 249,774.50 - 250, 200,26
National Bank of Belgium 583.14 583.14
Netional Bank of Hungary 127,320.79
Reichsbank 1,939,284.68
Sveriges Riksbank
$2,025,550,09 §10, 361,615.97

AL C AT SSI
From 11/1]} 2: vla 26 inclusive
2,924, 24

vasche Bk,
Bu.nkoro Aceoptancu 56 857.69 ‘2,097.11 iz 9%5.20

Treasury Notes

e B Rejchsb ) es Riksbank A Totals
% '&;'.57?.%2 "P‘LT}—F' 0 $39,200.19
3)768.83 321.95
43,290.97

Digitize deptemeen
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FEDERAL RESERVE BANK

oF NEwW YORK

FEDERAL RESERVE BANK OF

T. So
Bank Treasury
Acoeptances ecurities
Agent Gwmeral for Repsration Payments, Berlin $ - $ 7718.00
Bank of Japan “B" 3,301,75 -
Bank of Japsam "@" 1,957.67 -
Banque Eationale Sulsse, Zurich 15,487 .41 -
De Javasche Bank, Batavia v 8,513,34 -
De Nederlandsche Bank, Amsterdam 17,660,776 -
Rational Bank ef Hungary, Budapest 2,924,24 -
Reichsbank, Berlin 14,511,54 -
Sveriges Riksbank, Stockholm - 3,768.83
m- ah wm W W W e oy s e W W aw $“'356.‘1 $ 4,545&83
BECAP] TULAT] OX
Ues 8, Treasury Securitioens -« - -« = = = « 4,546,83
GROSS CROUBFIONS - - - ~ - - $68,906,44

Less estimated out-of-
pocket axpenses of Federal
Reserve Bank of New York
in running participated
agcounss July 1 to December

31, 1925 inclusive - - - - - . 1 5,69
NET AMOUNT AVAILABLE FOR DISTRIBUTION ~ = - = = = = = = $58,887,75
e — ]
Porcmhgi your participation y 2
‘Your prorata share $

Bankers Acoeptances - - - - - -~ -——— - $64,356,61
|
|

December 31, 1925,
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Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK

OF NEW YORK

FEDERAL RESERVE BANK OF

Statement of fre'e balances, investments and earmarxed gold
hsld for foreign banks as of close of business December 31,
1925, in which Pederal reserve banks participated.

e B [

Bank of England Current Account
" " " Deposit Account
Bank of France Account "A"
Bank of Japan Accoumt "B"
] " " ”" HG"
Banque Nationale Suisse, Zurich
Bankovni urad Ministerstva Financi
Bank Polski, Warsaw
Bank of the Republic of Colombia
De Javasche Bank
De Nederlandache Bank
Bational Bank of Belgium

‘Hational Bank of Hungary, Budapest

Rsichabank
Svariges Riksbank

U. 3. Treaggry Jeourities

Agent Goneral for Reparation Paywents
Bank of Bngland
Sveriges Riksbank

xer 11

Bank of Japan Agcount "B

L ] " on ﬂ@
Banque Nationale Suisss, Zurich
De Javasche Bank
De Nederlandsche Bank
National Bank of Hungary
Reichsbank, Berlin

danque Nationale Sulisse, Berne
De Yavasoh® Bank
Reichsbank

DECEMBEER 31, 1925.

Actual figures

t cloge 12/31/25

$ 312,442.96
4,260,000 .00
65.80

500,506 .68
7,961.01
423,591 .89
100,169.68
203,287 .37
482,521 .63
250, 964017
260,817.01
583.14

618,101 .18
672,672.61
172,545 .57

$ 8,246,242.70

$ 1,400,000.C0
20,000,000 .00
11,000,000 .00
$52,400,000.00

$ 2,617,159 .59
2,009,099.07
12,930,842.66
6,732,255.13
14,167,250 .99
5,001,686.62
_26,996, 69966
$70,%44,870.71

$ 6.564,965.90

814,260 .00
5,000,000.

$12,369,225.90

ra
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FEDERAL RESERVE BANK

FEDERAL RESERVE BANK OF

Boston
Philsdaliphis
Clevalznd
Rickhmoné
Atlants
Gnleagoe

St. Louls
Minnsspolis
K&nses'city

Dz1lsa

San Francisco

Tetzls

Yzw York

GRAND POTAL

OF NEW YORK

4.6

4.0
3.5

.0

73,04

27

Frae
Balencas

? 610,0607.06

767 ,625.90
867,192.99
437 ,469.95
238,420,132

1,139,072.62
379,690.87
272,386.93
320,165.98
268,896.23

577,790046

$€,028 £29,09
2,220,713,

oy

%..a

§¥.°45&24 2,70

T . Wi v

Bankers

Aggceptsnde;
& e Py
7 5,204,801.67

e

nN
3

L 521,060.18
2,817,406 26

2,463 730,50

4,928,565.00

] 2 4 s
S8l 044 101 TR

£19,000,505. 37

Fo,z20

” o
€707

g e
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January 15, 19626.

. | : %, }
FEDERAL RESERVE BANK
OF NEW YORK
My dear Governor Crissinger:

The first two weeks of January are now past, and we can begin to get
5 view of the effect of the year—end financing, although we do not consider that
the process has yet been quite completed.

From the high watennark; our earning assets have declined $160,000,000,
and they are still declining gradually, although the rate is so slow as to in-
dicate that the process is about completed.

Of the late outgo of currency, which was about $30,000,000, the entire
amount has returned and in addition about $60,000,000 less sbout $5,000,000 of

é\gpld coin paid out, which has not yet come back. But the currency is still coming
ij in rather rapidly.

s

AT EOARD
b 1;

The System figures show & reduction of about $100,000,000 in the last
. week and an increase over last year at this same time of $130,000,000 in earning

assets. The increase of $130,000,000 in earning assets does not quite offset the

net outflow of gold from the country in the period covered.

In view of this, I should suppose that we can hardly expect the earning

assets of the System as & whole this year to get much, if any, below $1,000,000,000.

In fact, I would doubt if they would get below $1,100,000,000 unless some change

in conditions develop which cannot be foreseen. Liquidation in the stock market

would naturally reduce our loan account considerably, or & reduction in the activity

of building, but viewing the situation ss a whole, the developments this January

seem to be just about what we anticipated they would be, and at the meeting on

investment account in Govermment securities.

Digitized for FRASER
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I had not expected to raise that ques-

K

Monday we will be able to determine what, if anything, should be done in the System's
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FEDERAL RESERVE BANK OF NEW Q,.m._(j?"_ ______________ Honorable D. R.{ ,,,‘15(7“\ger 1.15.26

tion, but simply consider the usual problem of percentages. If, however, you or
your associafeé have views in regard to c;ur program from now on, I hope that you
will discuss them with the Committee quite fully, ﬁnd I am glad that you are able
to attend the meeting. It is to be held here on Monday to meet the convenience
of the members of the Committee, which seemed only possible by having it on that day.

Very truly yours,
& 7%1‘7@7»;7‘%

Honorable D. R. Crissinger,
Governor, Federal Reserve Board,
Washington, D. C.

P.S. I am enclosing a memorsndum giving some analysis of the situation.
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Misc. 3. 1-50M-8-25 ) FEDERAL RESERVE BANK "
OF NEW YORK
OFFICE CORRESPONDENCE Date____ January 15 1926
To_ Governor Strong Susiect:__Money Market Changes Over the
FROM W. R, Burgess = Year-end.

Second District

Currency and Coin:

During the six weeks before Christmas coin énd currency to an
amount of about 100 million dollars was put into circulation in this
_district. Almost exactly that amount of currency and coin has now
! been redeposited ir the Federsal Reserve Bank. The rete of return is

about the same as last year.

Transferas to and from interior:

For the six weeks prior to January 1 New York lost about 60
million dollars through the gold settlement fund as funds were withdrewn
out-of-town to take care of year-end requirements in other parts of the
country. Since January 1 funds have flowed back to New York from other

districts to an amount of sbout 60 million dollars.

Use of Federal Reserve credit:

In order to meet the demands for currency and the withdrawal of
funds from this district, the earning assets of the Federal Reserve Bank
of New York had increased rather steadily during December to nearly
400 million dollars on December 30. This increase is exclusive of
50 million of U. 3. securities purchesed in New York and distributed to

other Reserve Banks. These purchases took the place of additional

borrowing by banks or the market which would have otherwise been
necessary. Hence this effect of the purchase was to lessen the year-
end credit strain. Since December 30 totel earnirg assets have been
Higitized for FRASER
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reduced, a§ the result of the return flow of currency and transfers to
240 million dollars last night. This represents a total decrease from
the December high point amounting to about 155 million dollars, as com-
pared with a total gain to bank reserves through currency returns and

transfers of sbout 160 million.

Change in street loan account:

Digitized for FRASER

The street loan account as reported bg New York City banks ran
up to a new high point for the year on December 31, about 40 million éhort
of 3 billion dollars. Since that time there has been a reduction in the
account of about 62 million dollars, but it still remains substantially

sbove the figures for any period except the last few days of December.

’

There has been an interesting change in the composition of the loan account.

In the weeks prior to the end of the year loans placed for correspondents
showed a reduction of over 100 million dollars, and loans placed by New
York City banks for their own account showed an increase of about 300
million dollars. Since the firast of the year loans for correspondents
have come back to the old level and sbove by an increase of about 127
million dollars, and loans by city banks have decreased about 190 million
dollars, or over half their previous increase. It may be noted that the
changes in the ownership of the street loan account are much larger than
would be accounted for from the transfer of funds between New York and
the rest of the country. Probably what has happened has been that heavy

dividend payments leaving New York have been returned for employment here,

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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& transaction which would result in little net change in the gold settlement
fund figures, but would result in a drawing down of deposits of New York City

benks end an increase in the amount of out-of-town funds lent here.

Federal Reserve System

Currency and Coin:

For the country as a whole it appears from changes in total reserves,
holdings of non-reserve cash, and note circulation of all Reserve Banks, that

the amount of coin and currency drawn into circulation in the six weeks ended

about 390 million was returned to the Reserve Banks. So that it appears

that the holiday currency movement has been practically completed.

f

% Use of Reserve Bank credit:

) During the period of heavy currency withdrawals total earning assets
|

of all Reserve Banks showed an increase of 242 million dollars, 200 millions

of which wes in discounts and the rest in bills and securities. Between
i December 23 and January 13, when currency reﬁired from circulation smounted
Q; to nearly 400 millions, earning assets of Reserve Banks declined sbout 295
millions, of which 260 millions represented a reduction in discounts taking

place after December 30.

Movement sbout completed:

From these figures and the attached diagram it appears that the

first of the year readjustment is now approaching completion.

-

Digitized for FRASER
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December 23 wes about 325 million dollars. In the three weeks after Christmas
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