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Office Corresponuei ^e boam>
FEDERAL RESERVE

D a t e  I f  1 ^ 8 «

T o _  Members o f the Board__________  Subject

From Mr. HdClollflsd__________________ ______
iro 2—8495

At the meeting this morning, there was ordered circulated, the 
attached letter , dated May 29th3 from Mr. Matteson, transmitting a 
copy o f  the minutes o f the meeting o f the Open Market Investment 
Committee, held jba Washington on May 25th,

Wwremor Toung 
XMr. Platt 

Mr. Hamlin \/
Mr. Miller 
Mr. James ,
Mr. Cmmingfcam 
Mr. McIntosh * /

Please return to Secretary*s o ffice
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June l t 1928,

Dear Hr. Matteson: ■ , . a < , , ,

Receipt is  acknowledged o f  your lefctey qf_
May 29th. addressed to Governor Young, transmitting 
a copy o f the minutes o f the meeting o f the Open 
Market Investment Committee, held in Washington on 
May 25th. These minutes are being brou^it to the 
attention o f  a ll  members o f the Board.

Very truly yours,

.k:i.,+-od') ‘B. M. McClelland.

E. M. McClelland,
Assistant Secretary.

Mr. W. B. Matteson, Secretary,
Open Market Investment Committee, 

c/o Federal Reserve Bank,
Hew York, IT. Y.
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F e d e r a l  R e s e r v e  B a n k  

o f  N e w  Y o r k

P E R S O N A L May 2 9 ,  19£8

Dear G o vern o r Young:

I  am e n c lo s in g  h e re w ith , f o r  y o u r f i l e s ,  a  copy o f  the

m inutea I o f
j 2- i  S' 
o f  th  meete t in g  o f  th e  Open M arket In ve stm en t Committee h e ld

\
in  W ashington on May 2 5 t o g e t h e r  w ith  a copy o f  th e  s e c r e t a r y 1s  

r e p o r t  to th e  m eetin g , and a copy o f  th e  p r e lim in a r y  memorandum 

c o n s id e re d  by the com m ittee, dated May 24*

V f r t f r  t r u l y  y o u rs ,

I ,  B. M atteson  
S e c r e t a r y ,  Open M arket  
In v e stm e n t Committee

H o n o ra b le  Roy A* Young,
G o v e rn o r, F e d e ra l R e se rv e  B oard, 
la s h in g t o n ,  D* C.

E n d s .  ( 3 )
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F e d e r a l  R e s e r v e  B a n k  

o f  N e w  Y o r k

:Sssam

confidential May 2 9 , 19£8

Dear G overnor Youngs

I  mi e n c lo s in g  a, copy o f  the ja in u ls g y o f the m eet- 

in g  o f  th e  Open Market Investm ent Committee h e ld  in  la s h in g -  

ton  on May 25......

S e cre ta ry , Open Market 
Investm ent Committee

H onorable Roy A. Young,
G overnor, F edera l R eserve Board, 
W ashington, D. C*

tool s .  ( * )

K r s f ) * * b
UiN t 1W8

4f
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May 25, 1928

Deer Mr* Case:

The Federal Reserve Board hag considered the report and 
recommendations submitted by the Open Market Investment Com
mittee today, a eopy o f uhloh, In the fora fin a lly  adopted 
by the Committee is  attaehed hereto*

The Board approves the policy outlined In the report 
and authorises the sale o f further securities from the Open 
Market Investment Aoeount, i f  suoh sales are deemed neces
sary by the Committee*

Very truly yours,

R. A* Young, 
Governor*

Mr* J* H* Case, Acting Chairman, 
Open Market Investment Committee, 

o /o  Federal Reserve Bank,
Hew York, K* Y*
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At tha time o f the last mooting of the °p©n Market Casrcittee on 

April SOth# i t  appeared that the expansion in tha total voluxao o f  

bank credit was continuing at what appeared to be an unduly rapid rate* 

Sine© then, sales o f securities by th© reserve banks have continued, 

several o f  the reserve banka have increased their rediscount rates 

and there have been further exports and ear marking o f gold* 

atiile there has been acne pause in  the expansion o f bank 

credit t i t  is  not yet clear that the expansion is defin itely  checked*
, V

This meeting o f the ooaraittce m s , therefore, called to review and 

consider th© prosent credit situation with the a i»  o f determining 

whether any different policy than that adopted at the last meeting 

should be reooioseiftded*

After considering the aeaorandua submitted by the Chairman and 

reviewing the various factors in th# credit situation, the ooamlttee 

sees no reason to change the policy adopted at the last nesting and 

concurred in by th© Federal Reserve Beard* The e&aadttee believes 

that i t  nay s t i l l  be necessary to exert further pressure on the credit 

situation and, tc  this end, that it  aay be advisable to iake further 

sales o f  securities*

The oonr&tteo %ould expect to meet again within the next month*
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At tho tiae o f the last meeting o f tho &pm Market Co»dttee on 

April SOth, I t  appeared that tfre expansion in the total roluae o f
6

bank credit was continuing at «Jmt appeared to be ah unduly rapid rate* 
Sinee then* sales of securities by the reserre banks have continued* 
several of the reserve hanks have increased their rediscount rates 
and there have been further axports and ear marking o f gold# 

dhlle there has been eoiao pause In the expansion o f  bank 
credit* i t  ia not yet clear that the expansion is defin itely  cheeked* 
This meeting o f  the ooaraittee naa# therefore* called to review and 
eonaidor tho present credit situation with the ain of determining 
whether any different policy than thnt adopted at the last meeting 
should be reooBK&anded*

After considering the aejaorandui sutaltted by the Chairnftn and 

reviewing the various factors In the credit situation* the ooaraittee 

sees no reason to change the polity  adopted at the last meting and 

concurred In by the Federal Heserve Board* the oonaittee believee 

that i t  any s t i l l  be neoessary to exert further pressure on the credit 

situation and, to  this end, ttmt i t  nay be advisable to tmUm further 

•ales o f  securities*

The eowdtteo ^ciuld expect to meet again within the next month*
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xX L U L ' '
The Committee believes that it; may be necessary to exert further pressure

A

on the credit situation and, to this end, that it may be advisable to make further 

sales of securities* J? ■rfSTn,*>
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At the tim e  o f th e  la s t  m eeting o f  th e  Open M arket Committee on 

A p r i l  3 0 th , i t  appeared t h a t  th e  e x p a n sio n  in  the t o t a l  volume o f  

bank c r e d i t  was c o n t in u in g  a t  what appeared to  be an u n d u ly  r a p id  rate®  

S in c e  th en , s a le s  o f  s e c u r i t i e s  by th e  re s e r v e  banks have c o n tin u e d ,

s e v e r a l o f  th e r e s e r v e  banks have in c re a s e d  t h e i r  r e d is c o u n t  r a t e s
■ / >

and t h e re  have been f u r t h e r  e x p o rts  and e a r m arking o f  g o ld .
\ . ■ ;

I h i l e  t h e re  has been some pause in  th e  e x p a n sio n  o f  bank ... f
(S. 1J .. -H-li

c r e d i t ,  i t  i s  not y e t  c le a r  t h a t  the e x p a n sio n  i s  d e f i n i t e l y  c h e ck e d . ^

T h is  m eeting o f  th e  committee was, t h e r e f o r e ,  c a l le d  t o  re v ie w  and

c o n s id e r  th e  p re s e n t  c r e d it  s it u a t io n  w ith  th e  aim  o f  d e te rm in in g  r 1
\ .

w hether any d if f e r e n t  p o l ic y  th a n  th a t adopted a t  th e  l a s t  m eeting < i 

sh o u ld  be recommended*

A f t e r  c o n s id e r in g  t h e  memorandum subm itted by th e  Chairm an and  

re v ie w in g  th e  v a r io u s  f a c t o r s  i n  th e  c r e d it  s it u a t io n ,  the comm ittee  

sees no re a s o n  to  change th e  p o l ic y  adopted a t th e  la s t  m eeting and 

c o n c u rre d  in  by th e  F e d e ra l R e se rv e  B o a r d ^  inu&nfr..<fchia " p o lic y

The com m ittee w ould exp ect to  meet a g a in  w it h in  th e  next; month#

t̂vyvv̂ XOsl, ofc pM.
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The Gomittee has considered the iMBorwxdan oultaittod by tho Zh&irmn

reviewing the orodit situation

While thoro has heea mm pauee in tho expansion of orodit, it  i«  not /it Z J P  

clear that tho expansion is definitely chocked. She Owaalttee believes that 

it is difficult to estimate tho exact effect of tho tales of securities that 

bore been aade to date, aad feels that it Is possible that a cumlative effect 

not yet apparent aay neks itself aonlffcst la the near fcxture*

The Oosaaitteo believes that sales of securities should he continued at 

least during the next week.

fo take care ef aay acute situation which aay develop suddenly, the 

Cooalttee Relieves ftortheaaorc that it tfwuld have authority to asks purchases 

of securities to aa amount not exceeding $100,000,000 as aay he necessary to 

teke eare of sadh a situation i f  it rfhowld arise*

aJtj c?. yyi, Ajî LstÂ L-̂ k,
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'She Comitteo has considered the noraormitai smhraitted by the Chairman 

reviewing the credit situation*

f/hile there h*as been some pause In the expansion o f credit, It  is not yet 

clear that the expansion is definitely checked. The Oomittoe believes that 

it  ia d ifficu lt to estimate the exact effect of the sales of securities that 

have been made to date, and feels that it  Is possible that a craiulatlre effect 

not yet apparent my nalse itse lf manifest in the near future.

The Comlttee believes that sales of securities should be continued at 

least daring the next week*

fi?o talc© care of any acute situation which my develop suddenly, the 

Coisraittee believes farthemore that it  should have authority to mke purchases 

of securities to an assount not exceeding 5100,000,000 as may be necessary to 

take care of such a situation i f  it  should arise.
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The Committee has considered the memorandum submitted "by the Chairman 

reviewing the credit situation.

While there has been some pause in the expansion of credit, it  is not yet 

clear that the expansion is definitely checked. The Committee believes that 

it  is difficult to estimate the exact effect of the sales of securities that 

have been made to date, and feels that it  is possible that a cumulative effect 

not yet apparent may make itse lf  manifest in the near future.

The Committee believes that sales of securities should be continued at 

least during the next week.

To take care of any acute situation which may develop suddenly, the 

Committee believes furthermore that it should have authority to make purchases 

of securities to an amount not exceeding $100 , 000,000  as may be necessary to 

take care of such a situation i f  it  should arise.

f S
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REPORT OF THE SECRETARY OF THE OPEN MARKET INVESTMENT COMMITTEE 
_______TO THE MEETING OF THE COMMITTEE ON MAY 25. 1928_______

Holdings of Government securities in the System Account on April 25, 
1928, as reported at the last meeting of the Committee on April 30, 1928,
amounted t o ----------------------------------------------- 0170,078,300

In accordance with the policy agreed to at the said meeting, net

sales in the Account have resulted in a further reduction of 70t 078r 300
leaving total holdings in the Account on May 23 ----------------  $100,000,000

Following is a statement of the transactions in the Ac
count since April 25;

Holdings in Account on April 25 ------------------ 0170,078,300

Changes week ending May 2:

Sales to Foreign Account 0 7,140,000
" “ Member Bank 250,000
M " Market 17,000.000

024. 390. 000
Purchase from Foreign Account 11. 470. 000 12. 920T 000

0157,158, 300
Changes week ending May 9:

Sales to Foreign Account 2,450,000
" " Market 14.200,000 16T 650T OOP

Changes week ending May 16:
)140, 508, 300

Sales to Market 15r 550f 000
0124,958, 300

Changes week ending May 23:
Sales to J. P. Morgan & Company
as Fiscal Agent 15,000,000

Sales to Market 9.958. 300 24.958. 300
Total holdings in Account close of May 23 - )l 00, 000, 000

On May 11, 1928 the Federal Reserve Bank of Chicago requested that, 
until further notice, we reduce their share of System purchases of bills one half* 
Accordingly their allotment percentage was reduced from 14/£ to T/o and apportioned 
to other participating banks.
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On April 28 the Federal Reserve Bank of Chicago advised that they did 
not wish to participate in the distribution by the Federal Reserve Bank of Boston 
of over purchases of bills made by the latter#

Under date of May 17 the Federal Reserve Bank of Philadelphia by 

resolution of their Board of Directors requested us, until further notice, to 

omit them from participation in “overages*1 in the purchase of acceptances by other 
Federal reserve banks#

Attached are statements showings

Exhibit A - Outright holdings of Government securities by 
individual Federal reserve banks and their 
participation in the System Special Investment 
Account* Government securities; also classifica** 
tion of issues held in the System Account by 
maturities as of close of business May 23, 1928,

Exhibit B - Statement showing earning asset holdings of all 
Federal reserve banks May 16, 1928 as compared 
with previous week and May 18, 1927; also weekly 
average of earning assets from December 28, 1927 
to May 16, 1928 as compared with corresponding 
period 1927 and entire year 1927*

Exhibit 0 Statement showing actual earnings of all Federal 
reserve banks for the first four months in 1928*

Exhibit D • Bills purchased outright by System by weeks from 
December 29, 1927 to May 9, 1928.
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EXHIBIT "A"

STATEMENT SHOWING HOLDINGS OF GOVERNMENT SECURITIES BY FEDERAL RESERVE BANKS

Outright Holdings of 
Government Securities 
by Federal Reserve 
Banks as at the Close 
of Business May 16, 1928

Participation by Fed. 
Res* Banks in System 
Spec. Inv, Acct* GovH 
Securities as at the 
Close of Business May 23 Totals

Boston 0 707,000 0 7,721,000 0 8,428,000

New York 6,252,000 * 26,550,000 32,802,000

Philadelphia 15,188,000 7,203,000 22,391,000
Cleveland 26,309,000 8,334,500 34,643,500

Richmond 1,153,000 2,671,000 3,824,000
Atlanta 3,138,000 2,348,000 5,486,000

Chicago 19,928,000 1.5, 412,000 35,340,000
St. Louis 16, 625,000 5,091,500 21,716,500

Minneapolis 7,585,000 3,864,000 11,449,000

Kansas City 9,733,000 6, 784, 500 16,517,500

Dallas 9,994,000 5,424,500 15,418,500

San Francisco 9.680T000 8. 59 6.000 18T276.000
Totals 0126, 292,000 0100,000,000 0226, 292,000

* Of this amount 0^,869,000 was held temporarily and resold after close of state-
ment week ending May 16, 1928,

CLASSIFICATION OF ISSUES OF GOVERNMENT SECURITIES HELD IN 
THE SYSTEM SPECIAL INVESTMENT ACCOUNT _____

3 l/&% C/l due June 15, 1928
4 1/4$ L/L " Sept. 15, 1928 (Thirds) 

Dec. 15, 1928 (old) 
Dec. 15, 1928 (new) 
Mar. 15, 1929 
Mar. 15, 1932 
Sept. 15, 1932 
Dec. 15, 1932

Total

3 1/4# C/l n 
3 1/4% " " " 
3 3/3% " " " 
3 1/2% T/N “ 
3 1/2% " " " 
3 l/2/o " " *'

0 1,185,000 
1,35 6,700
47.189.000 
22,218,500
5,450,000
10.160.000 
5,000,000 
7.440.80Q

0100,000,000
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EXHIBIT "B"

STATEMENT SHOWING EARNING ASSET HOlDI!!OS OF ALL- FED” h.M. RS3ERV/ BATIKS MAY 16, 1928 C0WPARF3) V/ITH '  3VI0US TOK AMD I/AY 1?, 1927; ALSO WEEKLY
AVERAGE OF EARNING ASSETS FROli' DECEMBER 26, 3927 TQ KAY 16, 1928 ;S COTPAT'.ED .VITH CORRESPONDING PERIOD 1927 AND ENTIRE YEAR 1927______

(OOO Omitted)

B ills  Discounted

Net Chang*

May 9
" 16

Boston

t 54,589 
57,562

2,973+

New York

♦290,126
2 9 6,82?

6,703+

P h ila .

147,215
55,197

7,982+

Clevelend

$67,575
59,439

3,136-

Ri chnond

$39,025 
42,251

3 , 2 26+

A tlanta

*48,^85 
46,236

2,549-

Ghi ĉ .go

$105,670
112,779

7,109 +

St. Loui e

♦31,134
*5,322

4,138+

f'inn.

$10,346
9,001

1,345-

Kan. City

♦19,643
22,006

2,363+

~) a l ia s

♦ 6,832 
7,144

il2 +

San Fran.

$56,201 
63,646

7,445+

Totals

| 777,141
807,412

30,271+

B ills  Purchased -M ay 9 38,375 84,050 38,249 35,589 16,941 22,184 50,159 2,769 19,925 15,050 l6 » i44 25,669 365,104
" " " 16 40,023 69,884 38,984 34,178 16,754 ?2,519 47,682 1,472 20,502 14,489 14,855 25,950 347,292

Net Change 1,648+ 14,166- 735+ 1,411- 137- ^35* 2,477- 1,297- 577+ 561- 1,289- 281+ 17,812-

Go verapent Securities -  May 9 11,555 49,501 25,309 38,434 4,905 6,463 43,483 23,779 13,013 21,016 13,176 21,753 277,392
" " " 16 10,355 46,900 24,189 36,724 4,490 6,071 39,237 22,988 12,413 2G,4ol 18,071 20,421 262,320

Net Change 1,200- 2,601- 1,120- 1,710- 415- 392- 4,246- 791- 600- 555- 105- 1,337- 15,072-

Total Earning Assets
* m m

Ret Change

-  May 9 
"  16

104,519
107,940

3, 421+

423,677
413,613

10,064-

110,773
118,370

7,597+

141,598
130,341

11,257-

60,871
63,495

2,624+

77,432
74,826

2,606-

199,312
199,698

386+

57,682
59,782

2,100+

44,274
42,906

55,709
56,956

1,368- 1,247+

41,152
40,070

103,628
110,017

1,082- 6,389+

1,420,627
1,418,014

2,613-

Cwparison of Weekly Average 
.f mirini IMrt!
Dae. 28, 192T ta Kay 16, 1)28 108,250
Sasto period 1927 72,051
Xntire year 1927 79,546

Rot Cbrage froa saae period 1927 36,199+
• « entire year 1927 28,704+

Cw porlooa o f  larning Assets

Karl*. If21 
• 18, 2*2?

lot Chaago

107,940
69,025

334,365
247,912
282,822

86,453* 
51,543+

413,613
219,158

114,919
78,371
88,085

36,548+
26,834+

118,370
82,027

133,478
108,797
111,895

24,681+
21,583+

130,341
103,562

59,351
39,770
55,679

19,581+
3,672+

63,495
40,204

38,915+ 194,455+ 36,343+ 26,779+ 23,291+

54,145
47,237
49,U 5

6 ,908+
5,030+

74,826
49,798

25,028+

180,512
154,514
155,812

25,998+
24,700+

199,698 
114,470

85, 228+

64,245
53,867
59,695

10,378+
4,550+

59,782
60,311

529-

39,320
31,79.4
35,537

7,526+
3,783+

42,906
32,385

57,543
52,288
55,562

5,255+
1 ,981+

56,956
52,084

45,731 111,518 
39,705 107,168 
46,416 WO, 415

6 , 026+
685-

40,070
40,396

4,350+
11,103+

110,017
91,159

1,303,377
1,033,474
1,120,579

269,903+
182,798+

10,521+ 4,872+ 326- 18,858+

1,418,014
954,579

463,435+

>c
B-o

Si
pi
J/35ZJ:5 1

ir ft:
SUMMARY FOR SYSTEM

B ills  Discounted for  week $30,271+
B ills  Purchased fo r  week 17,812-
Goveniment Securities fo r  veek 15,072-
Total Sarning Assets fo r  week 2,613- 
Comparison o f  Weekly Average of Earning Assets Dec. 28, 1927

to  May 16, 1928 with same period 1927 269,903+
Comparison o f Weekly Average o f Earning Assets Dec.28, 1927

to May 16, 1928 with entire year 1927 182,798+
Comparison o f Earning Assets May 16, 1928 with May 18, 1927 463,435+
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Exhibit ,fC"

STATEMENT SHOWING ACTUAL EARNINGS OF ALL FEDERAL 
RESERVE BANKS FOR THE FIRST FOUR MONTHS IN 1928

Federal
Reserve

Bank
Gross

Earninps
Current

Ex-penses

Net deduction 
from current 
net earnings

Available for 
depreciation 

allowances, 
reserves, 

surplus and 
franchise tax

Boston 0 1,268,234 0 610,518 0 198,317 0 459,399

Now York 3,927,873 2,151,30 6 837,998 938,569

Philadelphia 1,355,514 671,289 290 ,846 393,379

Cleveland 1,632 ,614 880 , 387 296,714 455,513

Richmond 712,763 467 ,942 139,535 105,286

Atlanta 632,003 413,298 101,416 117,289

Chicago 2,227,286 1,282,253 389,677 555,356

St* Louis 756,299 450 ,765 105,982 199,552

Minneapolis 447,712 342,551 66,770 38,383

Kansas City 725*873 564,314 78,564 83,995

Dallas 548,313 408,155 117,793 22,366

San Francisco 1.312,776 811.4.22 203.999 297*355

Total 015,547,260 09,054*200 02,827>618 03,665,442

Total for same period 1927 01,901,358
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Weeks New York

BILLS PURCHASED OUTRIGHT BY SYSTEM BY WEEKS 
FROM DECEMBER 29, 1927 TO MAY 9, 1928 

(000 Omitted)

EXHIBIT HDM

Ending Boston
' •£

Banks Dealers Total Phi la . Cleveland

Jan* 4
• 11 
" 18 

25

* 3,029 
12,855 
5,472 
5,584

# 18,275 
28,708 
26,824 
19,208

# 8,202 
20,825 
7,351 
4,565

#26,477
49,533
34,175
23,773

# 4,083 
2,147 
4,899 
4,696

# 1,200 
2,080 

530 
713

r«v. l  
" 8
• 15 
- 21 

29

11,071
7,508
1,083
3,736
3,407

40,225 
14,111 
4,584 

10,531 
17,003

4,946
5,702
6,174
2,839
3,760

45,171
19,813
10,758
13,370
20,763

5,411
4,842
5,177
3,820
4,641

1,613 
2,272 

716 * 
809 
252

Mar. 7
• 14
• n

• 28

4.015 
7,162 
4,529 

~ 8,591

15,991
17,290
16,891
26,150

2,375
5,214
2,733
2,042

18,366
22,504
19,624
28,192

928‘ 
2,342 
2,921 » 
2,409

1,909
380
723
714

Apr# 4 
• 11
• I I
• V

10,256
21,547
13,632
15,553

21,347
15*300
19,997
23,258

5,903
3,744

10,643
6,623

27,250
19,044
30,640
29,881

6,476
3,853a
7,770
5,500

795
184
500
—0—

•
I

>• 
M 7,510

4,703
24,765
20,887

6,253
10,938

31,018
31,825

3,366
4,771

727
100

#151,243 #381,345 #120,432 #502,171 #80,052 ♦H,21?#
▼

Richmond Atlanta Chicego D allas

V 4 &
200
130
210

155
433
■e0»*

918

2#4 
215^ 

# 270 
-0-
%50
100
122
398
-0-

1,134

241
66

222
88

152
32

457
131
98

107
105

4 
30

348 
107 
% 60 
203

5
184

$ 2,897 
1,293 
2,320 
5,028

5,713

388 
1,356 
2,109

1,730'
2,5*6
2,840
1,676

7,849
2,041
4,898

622

2,025
2,315

/

t 1,149 
1,711 

779 
506

1,042
762
210
584
275

1,259
1,152
1,034

926

281
1,377
1,041
1,132

1,364
638

San IT an. T o ta ls.

| 3,164
2,700
2,304
1,275

2,367
1,099
1,053

439
1,649

1,001
1,670
4,968

997

2,297
1,704
4,830
3,391

1,459
278

INCREASE or l»CREASE 
IB Holding* Dealer* operations

# 43,964
72,585
50,831
41,873

72,695
41,154
19,842
24,245
34,112

29,567
38,066
36,913
43,535

56,002
49,957
63,493
56,680
47,474
45,952

New vork 
Operation*

System 
Op* ratios* Received

| 4,400- 
1,900+ 

13,700* 
15,500-

# 1, 600* 
5,400* 

23,508- 
21,700-

$ 2,773
1.835 
1,505
2.836

1 30,700* 
I 1? ,800-  
I 15,200- 
I 2,100-

9,300-

30,000* 
8, MO- 

14,500- 
1,500- 
9,500-

4,962
5,299
3,337
2,461
3,631

8,700-
7,700*

10,500-
12,600+

5,300”
4,900*

10, 600-
13,500+

2,384
1,313
1,916

919
2, 800-
1,600-

30,500—
1,200*

2,500-
18,000*
10,800-
15,100*

5,74*
1.0T5

•TT
106

3,800-
1, 600*

2,700*
2,000+ S J M

A ctual Chung* in  System '* holding* during period
Baee* on New Y ork 's operation*, change would ham been

Outright

#28,700+
31,500-

Sales
Contract*

#48,900- 
44,700-

Hot Change

#20,200-
76,200-

Sent

# 7,658 
12,008 
7,320 
9,901

9,928
9,526
3,463
6,827
4,002

4,497
5,061
6,091lo)736

12,589
17,812
10,170
12,537

6,713
3,324

#6,703 #2,640 #54,041 #17,222 #38,645 #868,940 #76,200- #20,200- #56,*36 #1(0,998

0

Reproduced from 
the 

Unclassified I Declassified 
Holdings of the 

National Archives
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EXHIBIT "D (a),f

MATURITIES OF BILLS PURCHASED BY THE SYSTEM 

DURING THE PERIOD FROM DECEMBER 29. 1927 TO M Y  9. 1928_», 

EXCLUDING SALES CONTRACTS

(OOO OMITTED)

Over
1~30 days 31-60 days 61-90 days 90-da ys Totals

Boston 0 32,408 0 28,801 0 82, 764 0 7,270 0151,243

New York 201, 682 146,184 136, 534 17,777 502,177

Philadelphia 12, 503 27,49 6 40, 053 0 80, 052

Cleveland 701 7, 557 7, 646 313 16, 217

Richmond 2, 019 2, 271 2,413 0 6, 703

Atlanta 935 806 899 0 2, 640

Chicago 14,145 28, 243 11, 653 0 54, 041

Dallas 3, 517 5,240 5, 247 3, 218 17,222

San Francisco 11.199 14, 301 11.552 , 1*,§93 38. 645

Totals 0279,109 0260, 899 0298, 761 030,171 0868,940
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'i- •

Confidential May 24, 1928,

Preliminary Memorandum for the Open Market Investment Committee,

 ̂  ̂ Operations conducted since the meeting at the end of April havej 

been successful in increasing materially the indebtedness ofm&mber banks, 

©specially New York City members, and in tightening further the New York 

money market. Changes in member bank borrowings are summarized below:

(In millions of dollars)

New York City All Other 
Member Banks Member Banks

April 28 
May 21

172
272

572
608

Total

744
880

COicvCTj

sa
>

The increase in the indebtedness of a ll member banks at the 

reserve banks increased about 140 million during the three weeks, due chief

ly  to the following factors:

Reduction in the System Account from $154,000,000 
on April 27 to £>100,000,000 on May 23.

Gold loss through additional earmarkings of 68 l /2  
million and net exports of 16 million*

Reduced buying of b ills  and consequent reduction 
of about 25 million in Reserve Bank b il l  holdings.

As the tabulation above indicates, most of the increase in member 

bank borrowing has been by New York City banks. £ Advances in discount . 

rates of five Reserve Banks from 4 to 4 l/2 per cent in the latter part of 

April appear to have greatly assisted in keeping funds from flowing to 

New York, and consequently helped to make effective the further sales of 

securities in the New York marketTj^ The result is  apparent in the course 

of money rates previous to the advance in the discount rate of the 

New York Reserve Bank on May 18. The advance at New York after New York
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City members had been placed heavily in debt at the Reserve Bank has been

effective in tightening the money market further. Present money rates

and changes since the latter part vof April and since the latter part of

last October are indicated in the following table:
Change Since _____

May 23 April 27 OctoDer 28
1928 . 1928 1927

Call money 6 + 1 + 2 1/2
Time money, 90-day 5 l/2 + l/2 + 1 1/4
Commercial paper 4 l/9, - 4 3/4 + l/8 + 1/2 ~ 3/4
Bills, 90-day 4 - 4 l/8 + l/8 - l/4 + 3/4 - 7/8

These rates are the highest for the time of year since 1923* It

is evident that rates on security loans have been advanced much more than
rates on commercial borrowing, which is in keeping with the nature of c r e d i t

expansion in recent months.

Loans on Stocks and Bonds 
Notwithstanding the substantial increase in interest charges on 

security loans, such loans have continued to increase rapidly. A further 
increase of over 350 million during the past three weeks has carried the 
total of loans to brokers placed by New York City banks to 4 l/Z billion 

dollars, an amount 800 million higher than in the first week of March, and 
nearly 1,600 million or 55 per cent larger than a year ago. Changes in 

these loans during the past three weeks are summarized below;
(In million of dollars)

April 25 JjJeur 16 Change
Loans placed:

For own account. 1,200 1,312 + 112
For out-of-town banks 1, 614 1, 655 + 41
For others lf 331 1* 535 + 204

Total 4,145 4, 502 + 357

Most of the increase during this period has been in loans of
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New York banks for their own account, and in loans for others than banks.

The heavy indebtedness of New York banks, together with the recent advance 

in the discount rate of the New York bank, should give these banks an in

centive to restrict their lendings.

It is too early to determine the effect of this latest move in 

checking credit expansion. The movement of stock prices, which rather than 

the volume of trading has caused the expansion of security loans, has been 

highly irregular during the past week, -  evidence of fairly  heavy liquidation 

on several days has been followed by a recovery.

Interdistrict Movement of Funds 

The flow of funds to and from the New York money market is also an 

important factor in the extension of credit for stock trading purposes. I t  

has been apparent in more than one instance since the beginning of this year 

that an inflow of funds to New York has largely offset the effect of open 

market operations; i t  has been apparent also that banks in other parts of 

the country as a whole have had no surplus funds since the end of January, 

but that these transfers were accompanied by increased borrowing by member 

banks outside of New York*

The accompanying chart shows the afccumlative movement of funds 

to and from New York City banks since April 18, the date that marked the 

culmination of a heavy inflow of funds to New York, and that just preceded 

the beginning of Reserve Bank advances in discount rates* Call loan renewal 

rates also are shown*

The decline in call money renewals %o 4  3/4 at the beginning of the 

period, together with Reserve Bank discount rate advances in several dis

tricts, appear to have caused some withdrawal of funds from New York until 

the end of April. The usual month-end inflow and subsequent outflow fo l

lowed, and recently some movement of funds to New York has accompanied 5 l /2 :
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PER CENT 
7

Citil Load Renewal Rates

MILLIONS (/DOLLARS 
+50

+25

ie ia no a  &  x4 zs zt zr zb so 1 z 3 4 5 t e 9 to n tz 1+JSJ6 IT IB &  21ZZU
A pril

Accvr.lativ% ..ovdmeat of Pucds to tad from S.Y.Bank* 
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4\ . . . .  
to 6 per cent call money. This latest inflow thus far has been moderate,
but the further rise of money rates since the discount rate of the N e?7 York
Reserve Bank was advanced may tend to draw funds more heavily toward New York

Conclusions
1 - Further Reserve Bank security sales, restriction of bill pur

chases, and gold loss have substantialljr increased member bank 
indebtedness, and have caused a further advance in money rates.

2 - Advances in discount rates of several Reserve Banks other than
New York, most of which occurred in the latter part of April, 
appear to have been effective in preventing a further flow of 
funds to the New York money market, and in confining the in
crease in member bank indebtedness largely to New York.

3 - The increase in indebtedness of New York members and the rise in
money rates previous to the advance in the discount rate of the 
New York Reserve Bank did foot)check the expansion of credit used 
for security.. tracling purposes'. ---- ~— — — ----— ..-

4 - The advance in the discount rate of the New York bank, after
New York member banks had been placed heavily in debt, has 
resulted in a further tightening of the New York money market.

5 - This further advance in money rates„may tend to attract funds 
from other sections of the country, which would neutralize the 
effect,, ,pf further security operations. |(
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FEDERAL RESERVE SYSTEM
(LEASED W<RE SERVICE)

RECEIVED AT WASHINGTON, D. C.

196
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HewYork 45Lp May 18 1928
Yotfng

Washn

Ooaflmiag o®J? talk fey telephone today, Meeting of open markBt investment 
committee originally called for foasday Hay 22 has been postponed to Friday
May 25 ten Jtt office of Board Washington#

Oase
402p

• -O'**, A " ' ""
#,T aM/W 1 g
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Fe d e r a l  R e se r v e  Ba n k  

o f  N e w  Y o r k

May 16, 19£8.

Dear Governor Platt:

Following my talk with you last Monday, I have ar

ranged for a meeting of the Open Market Investment Committee, 

to be held at Y&shington on Tuesday, May 22, at ten a. m., in 

the office of the Federal Reserve Board*

I am hoping that i t  may be possible for the committee 

to meet with the Federal Reserve Board at about eleven o1clock 

tlaat morning*

Very truly yours,

Acting Chairman,
Open Market Investment Committee,

Honorable Edmund Platt,
Vice Governor, Federal Reserve Board, 
Washington, D. C*
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F o r m  STo. 131. ^

O f f i c e  C o r r e s p o n d  j i  :e  "CARD
FEDERAL RESE1RVE * 4 v •*’

Date__ 14, 1928_____________

T o _________ A ll Members o f  the Board-------  Subject:----------------------------------------------------------

From y _Mr * Ed d y _____________________ -______________________________________________ 2—8*96; i* <>
At the meeting th is  morning there was ordered c ircu la ted  the

attached le t t e r  dated May 7thL from the Acting Secretary o f  the ^
Open Market investment Committee, transm itting copies o f  minutes \ \ * ! l- - - - ■ • * ~ *' 1 & Ja '̂̂-4o f  the meetings o f  the Committee held in  Washington Aprir~29th V/ 3 - 
and 30th, /  <l - : ~' (s

Governor Young: 
Mr. P la t t :
Mr* Hamlin; ^  
Mr* M iller :
Mr* James:
Mr* Cunningham 
Mr* McIntosh:

Please c ircu la te  promptly and return to  the Secretary’ s O ffic e .
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Say 14, 1928.

Doar Mr* B arrim t*

W  Tthi«« rwlTtd la
do* caur•• and th# nlmxtea or th® Qp«* Kark«t , ~  ̂ „ & , 
Inr«*tn«nt Cowcltt#© hold on April ^ *’ 

woro tra»#»itt«i therewith, have boon brought ?*«■-'*$ 
to th* attention a t thm m&boro of th# Board*

Vory truly yours*

(Signed) W alter L. Eddy

Waltor L* M dy, 
Soorotary*

Hr* Qoorg# i** Starr iw m , Acting Sooratary, 
Opon Mark«t *u*»«ti*Kit Cosmittoo* 
o /o  Fadaral Hoaort# Bask,
Mew fork, H*

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives

May 8, 1928

Dear Mr* Harriaon:

of tfea »etin ga  of the Open Market InYeatraent Co*&- 

nlttee held in Waahington cm April @9 and 50*

Youra Tory tru ly ,

R* A* Young, 
Governor*

Mr* Qeo* L* Harriaon! 
Daputy Governor, 
Federal Beaerve Bank, 
lev York Oity, N. Y.

Thia w in  acknowledge reoeipt of your
V/

letter o f May 7^>aoloaing a oopy o f the mimtea j

DECLASSIFIED
Authority E .C .
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i* y  8t 1928

Doar Mr. Harriaonf
V/ >

V Booolpt ia acknowledged o f  voar 
Tgfri tfawlttiag aopy of tha mlnuteg ipf tho Hoot
ing# o f  tho Opoa larfcat Inva«t»ant Coaslttoo hold 
la ®aahlm-toa cm April 2$t*t aad April SOth, togothor 
attfe copies of tho taerotaxy’a report and tho pro* 
l la ln s ry  momoraiwte »hieh m o  proaentod t o  tho 
Mittoe. Thoaa doouaant« aro fcoing brourM to tho 
atten tion  o f  a l l  m m to m re  o f  tho Soard*

Tory tru ly  youra.

j .  e. Bo»n,
A ssistant Secretary

Mr* Goorgo L* Barri*on, Aoting Secretary, 
Opon Markat In/e Aioat Comalttoo, 
a/o Federal Bestfirve Bank, 

law fork* I. T.
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F e d e ra l R e se r v e  B ank  

o f  N e w  Y o r k

CONFIDENTIAL 7, 1928.

S i r s : /•
3 3 3.-* 4 - X.I beg to enclose herewith a copy of the minutes, of the ^  ̂j  ^ ^

meetings of the Open Market Investment Committee held in Washington 

on April 29 and Ap>ril 30,j together with a copy of the secretary* s 

report dated April 30, and a copy of the preliminary memorandum 

considered by the committee, dated April 27.

Very truly youre,

GEORGE L. HARRISON,
Acting Secretary, Open

Market Investment Committee.

Federal Reserve Board, 

Washington, D. C.

Ehos.

AT BEijC'UTITm J I102ITTII3
mhel.* ck
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o f  N e w  Y o r k

DECLASSIFIED
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y- - y
/ ;0>'°

CONFIDENTIAL 7, 1928.

Dear Governor Young:

I am enclosing herewith for your confidential infoma-
nj$ ?/ ̂ ̂   ̂ s 3 j 5 ,

tion a copy of the minutes) of the meetings o f  the Open Market In-
/

vestment Committee held in Washington on/April 89 and April 30.

The supplementary confidential memoranda referred to in the minutes 

were handed to you in Washington so that they are not attached to 

the enclosed minutes.

Very truly yo#fs,

GEOjfGE L. HARRISON,
Acting Secretary, Open

Market Investment Committee.

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

REPORT OF THE SECRETARY OF THE OPEN MARKET INVESTMENT COMMITTEE 
________TO THE GOVERNORS1 CONFERENCE. APRIL 30. 1928______________

The holdings of Government securities in the Special Investment Account 
at the time of* the last Governors* Conference, held in-Washington in November 1927, 
amounted to approximately -  0375,000,000
Since that time there have been several changes in the amount of 
total holdings in the account as follows:

1927

»ov> & Dec* Account increased by purchase of
045.000.000 Government securities to offset in part 
the loss of funds to the market due to earmarking and 
shipping of gold for foreign correspondents, which 
from the latter part of October 1927 to the fir s t  of 
January 1928 amounted to 0194,000,000* (Further ear
marking and shipping of gold since the firs t  of the 
year has amounted to 0121, 000,000  net, making the total 
amount of this gold movement since last October about
0315.000.000.) .

These purchases of Government securities, amounting to 048,000,000  were 
made under authority given the Committee at the meeting held in Washing
ton on November 1, 1927, and increased the total holdings in the account 
to about---------------------------------------------------  - ------------------------ ----------------------- 0423,000,000

1928

Jan. tV Feb. Account decreased by sale of
0150.000.000 Government securities under authority 
given to the Committee at the meeting held in 
Washington on January 12, 1928, at which time the 
Committee was charged with the policy of working 
towards somewhat firmer money conditions, and as 
far as necessary to> check unduly rapid further in
creases in the volume of credit*

These sales of Government securities amounting to 0150,000,000 de
creased the total holdings in the account from 0423,000,000 to -  -  -  -  0273,000,000

March &
April Account further decreased by sale of about

0103.000.000 Government securities under authority 
given to the Committee at the meeting held in 
Washington on March 26, 1928, at which time the 
Committee was charged with the program of making 
more effective, prevailing rediscount rates of 
the Federal reserve banks.

These additional sales amounting to about 0103,000,000 decreased the 
total holdings in the account, as of close of business
April 25, 1928, to ............. .................... - ------------------------ ---------------------------------0170,000,000
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Other principal transactions effected in the account since last November 
(which either did not change the total holdings or changed then only temporarily) 
consisted of

November 1927 -  Exchange in the New York and Chicago markets of

$54,098,800 U. S* 3 l / z %  Treasury Notes due 1930-32 and
25.000.000 "  M 4 l /4 $  Fourth Liberty Loan bonds for 

$79,098,800 a like anount of short-term Governments,, 
the greater portion of which consisted of
3 l/8 $  certificates maturing June 15, 1928,

December 1927 -  Sale of §92,575,000 4 l / 2 %  Treasury notes maturing December 15,
1927 to the fiscal agent of the British 
Government to be used by them in making pay
ment to the United States Government account 
British Government Debt* About 058,000,000 
of these certificates were acquired from 
foreign correspondents on December 15 for re
sale to the Agent of the British Government 
and we purchased from the latter, in exchange, 
a like amount of 3 l/2% Treasury notes due 
March 15, 1932.

December 1927 -  Sale of §37,560,000 short-term Governments to foreign corres** ..
pondents to partly replace their holdings of
4 l / 2 %  notes which matured December 15, 1927 
againfct which sales offsetting purchases of 
other issues of short-term Governments had 
been tnade.

December 1927 -  Exchange in 
the market
of about $60*000,000  0f 3 1 / 2^ Treasury notes due March 15,

1932 acquired from the fiscal agent of the 
British Government for a like anount of the 
shorter-term Governments*

January 1928 -  Sale on
Jan, 4 of 022,000,000 3 l/%% certificates of indebtedness due

March 15, 1928 to the fiscal agent of the 
British Government* This sale was re -  
placed by, purchase of other issues of short
term Governments in the market.

January 1928 -  Exchange in 
th© market
of 045,000,000 4 l/4/^ Third Liberty Loan bonds for a like

amount of short-term Government paper.
These Third Liberty Loan bonds were sold to 
satisfy the demand in tho market for this 
issue of bonds to be used in connection with 
the exchange for new 3 l/2% Treasury notes 
due December 15, 1930-32 under the Treasury*s 
exchange offering.
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January 1928 -  Exchange of 0100,000,000 4 l / $  Third Liberty Loan bonds for a
like amount of the'3 l/Z% Treasury notes 
due December 15* 1932 under the Treasury's 
offering* This exchange was in accord
ance with the action taken at the Commit* 
tee meeting held in Washington on January 
12.

February 1920 -  Exchange in 
the market
of 0 41,000,000 3% certificates maturing March 15, 1928

for a like amount of the 3 l/Q% c e r t ify  
cates maturing June 15, 1928 and 3 l/4$  
certificates maturing December 15, 1928, 
in order to meet the requirements of our 
foreign correspondents*

March 1928 » Exchange with 
fiscal agent 
of British
Government of $30,000,000 3 l/%% certificates of indebtedness du?

December 15, 1928 for a like amount of 
3% certificates maturing March 15, 1928* 
The latter issue of certificates together 
with 04,125,000 of the 3 l/4 $  certificates 
maturing March 15 were sold to the Treas
ury for redemption during the period 
March 8 to March 14 inclusive, and were 
replaced in the account by purchase of 
other issues of short-term Governments*

March 15, 1928 -  Sales to
Treasury of 0 23,768,500 June 3 X/Q% certificates for account of

Alien Property Custodian and Mixed Claims 
in exchange for a like amount of the new 
3 l/4 $  certificates due December 15, 1928 
which they had acquired by subscription 
in exchange for their holdings of March 
15 maturities. This exchange was effect
ed in order to accommodate the Treasury 
with the shortest term Government paper 
for these Treasury accounts*

March 15, 1928 -  Sales to 
foreign 
correspon
dents of 0105,000,000 short-term Governments, principally

3 l/B% certificates maturing June 15,
1928 in partial replacement of their 
holdings of March 15 maturities#

These transactions constitute a total turnover of more than $600,000,000.

On November 25 the Federal Reserve Bank of Minneapolis, due to its reserve 
position, sold 05,000,000 of Government securities from its  participation in the 
System Account* Those securities were apportioned to the other participating
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banks and a like amount of b ills  was sold thorn by the New York bank from its  
portfolio.

On December 2 the Federal Reserve Bank of Dallas, due to its  reserve 
position, sold §5,000,000 of Government securities from their participation in 
the System Account. These securities were apportioned to the other'participat
ing banks, and the Federal Reserve Bank of New York sold to Dallas from its  
portfolio §5,000,000 bankers acceptances.

On January 5, 1920 the Federal Reserve Dank of Atlanta* due to an antici
pated loss in their gold settlement fund, requested that they be temporarily re
lieved of §3,000,000 Government securities from their participation in the System 
Account. Due to the fact that this request was received too late in the day to 
make apportionment, these securities were purchased by the Federal Reserve Dank of 
New York on January 5 and apportioned to the other participating banks on January
6. The Reserve Bank of Atlanta repurchased these securities on Saturday, January
7.

Attached are statements showing:

Exhibit A -  Participation of Federal reserve banks in
System Special Investment Account Government 
securities and classification of issues held 
in the account by maturities as of close of 
business April 25, 1928.

Exhibit B -  Statement showing earning asset holdings of a ll  
Federal reserve banks April 25, 1928, as com
pared with previous week and April 27, 1927; 
also weekly average of earning assets from 
December 28, 1927 to April 25, 1928, as compared 
with corresponding period 1927 and entire year 
1927.

Exhibit C -  Statement showing actual earnings of a ll Federal 
reserve banks for the first three months in 1928.
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Exhibit MAW

STATEMENT SHOWING PARTICIPATION DY FEDERAL RESERVE TANKS IN SYSTEM 
SPECIAL INVESTMENT ACCOUNT AND CLASSIFICATION OF ISSUES HELD 

______________ APRIL 25t 1928 IN THE ACCOUNT DY MATURITIES____________

joston 0 13,130,500 Dec, 15, 1928 - 3 l/*% c/i (old) §61, 239,000

I.cxi York 45,155,800 Dec, 1928 m 3 l/4/» if (new) 32, 818,500

Philadelphia 12, 251, 500 June 15, 1928 3 l /8 /0 « 13,140,000

Cleveland 14,177, 500 March 15, 1929 - 3 3/8% it 19, 450,000

Richmond 4, 541,000 March 15, 1932 * 3 1/2/ t/ n 13,990,000

\ilanta 3, 991, 500 Sept* 15, 1932 - 3 1/2 i tt 5,000,000

Chicago 26,212, 500 Dec, 15, 1932 Mr 3 1/2% » 24,440,800

St* Louis 8, 660, 000

Minneapolis 6, 570,000

Kansas City 11,540,000

Dallas 9,227,000

San Francisco 14r 621.000

Totals 0170,078, 300 0170,078,300
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Exhibit "B"

STATEMENT SHOWING EARMING 
OF EARNING

ASSET HOLDIN 
ASSETS FROM

J5 OF ALL FLDiKAI- HESEHVS BA'JKS APRIL 
DECS:3J* 26, 1927 TO APRIL 25, 1928 AS

25, 1928 1
COMPARED

SOMPAHSD WITH PREVIOUS W2EK 
■VITH CORR SP0NDIN5 P SRI OD

AriD APRIL 27, 1927; ALSO WEEKLY AVERAGE 
1927 AND OTRE year 1927

(000 Omitted)

Boston Nsw York Phil a. Cleveland Richmond Atlanta Chicago St. Louis 1/inn, Kan. City Dallas San Fran.

B ills  Discounted 
«• «

-  April 18 
25

♦56,396
41,317

#153,029
242,617

♦48,191
44,211

♦57,251
56,249

♦33,359
36,408

$42,717 
47,730

$74,298 $41,437 
97,544 34,656

$14,090
13,367

$23,369
19,448

$ 8,705 
9,471

$66,775
65,555

Net Change 15,079- 89,588* 3,980- 1,002- 3,049* 5,013* 23,246* 6,781- 223- 3,921- 766* 1,220-

B ills  Purchased
N N

-  April 18 
" 25

67,384
50,926

82,328
95,264

30,110
32,385

29,678
33,115

13,337
15,836

15,592
13,380

39,937 4,497 
41,345 3,667

15,191
18,490

13,375
14,797

14,578
14,427

24,749
26,209

Net Chang# 16,458- 12,936* 2,775* 3,437* 2 , 499* 3,288* 1,408* 830- 3,299* 1,422* 151- 1,460*

Government Securities -  April 18 
• H -  25

16,146
13,838

67,526
54,635

29,592
27,439

42,978
40,486

6,493
5,694

7,649
7,107

52,746 26,807 
47,170 25,285

15,309
14,155

26,601
24,273

21,768
20,372

26,871 
24,301

Net Change 2,308- 12,391- 2,153- • 2 , 492- 799- 742- 5,576- 1,522- 1,154- 2,328- 1,396- 2,570-

Total Earning Assets
N m m

-  April 18 
-  25

139,926
106,081

302,883
392,516

107,893
104,535

129,907
129,850

53,139
57,938

66,158
73,717

166,981 72,741 
186,059 63,608

45,580
47,502

63,345 
58,518

45,051
44,270

118,395
116,065

Net Chang* 33,845- 89,633* 3 , 358- 57- 4,749* 7 , 559+ 19,078* 9,133- 1,922* 4,827- 781- 2,330-

Comparison o f Veekly Average
•f lam ing Assets
Dee. 28, 1927 to  Apr. 25, 1928
Same period 1927
Entire year 1927

109,243 
73,438 
79,546

321,348
248,643
282,822

114,888
78,728
88,085

132,798
110,071
111,895

58,838 
39,760 
55,679

50,260
46,784
49,115

177,720 64,799 
159,101 52,996 
155,812 59,695

38,289
31,490
35,537

57,310
52,323
55,562

46,310
39,976
46,416

111,458
108,705
100,415

Net Change from same period 1927 
"  • " entire year 1927

35,805*
29,697*

72,705*
38,526*

36,160*
26,803*

22,727*
20,903+

19,078*
3,159+

3,476*
1,145+

18,619* 11,803* 
21,908* 5,104*

6,799*
2,752*

4,987*
1,748*

6,334*
106—

2,753*
11,043*

Coaoarieon o f Earning Assets 
April 25, 192d 
April 27, 1927

106,081
49,529

392,516
226,869

104,535
80,884

129,850
106,796

57,938
38,921

73,717
50,294

186,059 63,608 
144,173 63,857

47,502
35,255

58,518 
54,557 '

44,270
40,134

116,065
114,306

Met Change 56,552* 165,647* 23,651+ 23,054+ 19,017* 23,423* 41,886* 249- 12,247* 3,961* 4,136* 1,757*

TOTALS

$ 619,617 
709,073

89,456*

350,756
365*841

15,085*

340,686
304,755

35,931.

1,312,049
1,380,659

68,610*

1,283,261
1,042,015
1,120,579

241,246*
162,682*

1,380,659
1,005,577

375,082*

SUMMARY FOR SYSTEM
B ills  Discounted for  week $89,456*
B ills  Purchased fo r  week 15,035+
Government Securities fo r  veek 35,931-
Total Earning Assets fo r  seek 63,610* 
Comparison of Weekly Average of Earning Assets Dec. 28, 1927 to

April 25, 1928 with same period 1927 241,246* 
Comparison of Weekly* Average of Earning Assets Dec. 28, 1927 to

. April 25, 1928 with entire year 1927 162,682*
Comparison of Earning Assets April 25, 1928 with April 27, 1927 375,082*
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Exhibit "Cw

STATEMENT SHOWING ACTUAL EARNINGS OF ALL FEDERAL 
RESERVE BANKS ?DR THE FIRST THREE MONTHS IN 1928

Federal
Reserve

Bank
Gross

Earnings
Current

Expenses

Net deduction 
from current 
net earnings

Available fjrr 
depreciation 

allowa# ces, 
reserves, 

surplus and 
franchise tax

Boston $ 941,712 0 460,053 $ 148,659 .$ 333,000

New York 2, 86 7,040 1,612, 716 623,415 6 30, 909

Philadelphia 1,037,989 519,625 220, 595 297, 769

Cleveland ' 1, 235, 741' 670, 469 223, 874 341, 398

R. ichmon 6 547, 427 351, 302 105, 208 90,917

Atlanta ' . .438,460 307, 898 74, 823 55, 739

Chicago 1,670,467 975,767 295, 387. 399, 313

St. Lou is 577, 304 339,174 76,000 162,130

Minneapolis 330,070 259, 316 55, 878 14,867

Kansas City 547, 587 422# 862 57,775 66,950

Dallas 415,168 307,493 74, 820 32, 855

San Francisco .992.044 607.828 151; 005 233. 211

Total ■ 011,601,009 $6, 834, 503 02,107,439 v2, 6 59, 06 7

Total'for same period 1927 $ 1 ,5 7 0 ,2 5 9
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April 29# 1928.

Report o f the O pocigarketJD aijfinigt Coggalttee.
llThe Committee has considered the memorandum submitted by the 

Chairman, and hat carefully reviewed the Open Market operations of the 
$ystee since the last meeting of the Coras!tteef in the light of the 
general credit situation referred to in the memorandum.

In view of the fact that it now appears that the expansion 
in the total volume of bank credit, referred tc in its last report, 
has continued at what sees® tc be an unduly rapid rate since that 
time, notwithstanding the sales of securities made by the Conraittee 
and the recent increase ia the discount rates of some of the ftesarve 
Basks, the Cawalttee now recommends that the general policy adopted 
at its laat meeting be continued until its next seating, which it 
would expect tc hold shortly after the middle of June, unless con
ditions make an earlier meeting advisable*

The Committee would expect to make such changes in the Open
Market account as might be aeecesary to carry out the policy recommended. 91

/ /J ///"/ /?.

( 9
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COOTIDBffl'IAL A pril 27, 1928.

Preliminary Memorandum for the Open Market Investment Committee.

Since the la st  meeting o f  the Committee on March 26t 1928, there 

has been a r enewed crad it f largely  in the form of loans on...
stocks and bonds* Changes ill the loans and investments o f reporting member 

banks are summarized belowi

( in  m illion s o f d o lla rs )
March 21 A p r i l .J i Chance

Commercial loans 8,936 9,070 .+134
Loan8 on stocks and bonds -  -  - 6,334 6,693 ♦359
Investments -  -  * 6.655 =_21

Total 21,925 22,381 +456

This increase occurred largely  at the end o f March and in the early 

part o f A p r il , but i t  is  not clear that the tendency toward expansion has been 

checked as y e t, notwithstanding a considerable r is e  in money rates during the 

month*

Since March 36, further sales o f  approximately §119,000,000 o f  securi^- 

t io s  from the System Account have boon made, reducing the amount in the open 

market p o r t fo l io  from §2 73 ,000,000 to  $154,000,000* In addition there has been 

a lo ss  to th© market o f about §57,000 ,000 through gold exports and earmarking 

since the la st  meeting, and reserve requirements o f member banks have been in

creased approximately §50,000,000 as the resu lt o f  cred it expansion. The com* 

bined e f fe c t  has been to increase member bank indebtedness at the Reserve Banks 

by over §200,000,000 during the past fiv e  weeks, and money rates in general 

have advanced.
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Changes in rates since March 26 are as..follows:

March 26. 1928 April 27. 1928 

Call money 4 l /?  5

Time money, 90~day 4 5/8 -  3/4 5

Commercial paper 4 - 4  l /4  4 l /2

B ills , 90-day -------------------------------- ----------  3 l /2  3 7/8

Call Money Market

Call money advanced to 6 per cent early in April partly as the result 

of Easter currency requirements and the usual first of the month flow of funds 

to the interior, but subsequently declined to 4 l /2  per cent on several days 

around the middle of the month, due to a heavy flow of funds to New York from 

other d istricts, which appears to have been accompanied by renewed borrowing 

by member banks outside of New York*

'^^Following tho advance in the rediscount rate of several Reserve 

Banks from 4 to 4 l /2  per cent in the latter part of April, there was some with

drawal of funds from New York, indebtedness of New York City banks was increased, 

and call money advanced to 5 per cent* ^

Commercial Borrowing and the Condition of Business 

The increase in commercial loans of reporting banks from the end of 

January to the middle of April was unusually large this year, and it  now appears 

that requirements are tending to diminish* Productive activity appears to

fairly  stable following a rapid recovery in a number of important industries 

earlier in the year, and trade has been in moderate volume*

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives DECLASSIFIED
Authority £  .6 . USSfe

3

Conclusions

1# An excessively  rapid increase o f bank cred it has occurred during the

past month* and i t  is  not clear that the tendency toward expansion 

has been halted#

2« Money rates have advanced further as the resu lt o f  security sales* 

gold lo s s e s , and increased reserve requirements#

3« The advance in discount rates o f f iv e  Reserve Banks appears to have 

resulted in some withdrawal o f  funds from New York, and thus to have 

assisted in preventing softness in the New York money market•

4* The highest point o f seasonal business cred it requirements has prob

ably passed and there is  no indication  that the tightening o f the 

money market has in terfered  with the extension o f  a l l  necessary cred it 

to  business*

5 . A fter the May f i r s t  in terest and dividend requirements have been met, 

the normal tendency would be toward easier rates*
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Changaa la  r&taa alaea Harch 26 ara at follow a*

198£ ? V l sg6

C all oenajr

3111a* 30-day

CcsaerclAl papar

Ti?aa a o a iy , 90-day

4 1 /*

4 J/8 -  3/< 

4 - 4  1 /4

3 1 /?

4 1 /*

3 7 /6

V,

£iUu. S hmiJ M iil
C all m o m tj advaaaad to  6 par aaat aarly ia  April p artly  aa tha 

raault o f Saatar ourraaay raqalr — anta  aad tha aaaal f lr a t  o f tha M ath

flow  of fuada to tha la ta r io r 9 hat aubaaqua&tly dacllaad to  4 1Jt par 

east oo aaaaral daya around tha talddla of tha awoth, dua to  a heavy f le a  

of fuada to  Haw York from othar d la tr le ta 9 ahich appaara to  hava baaa 

att«apaAi«d h j raaaaad borrowing by aaabar banka outaldo o f Saw York.

Baake fr o m  4  to  4 1 /2  par aaat la  tha la tta r  part o f Aj r i l ,  thara aaa aoaa 

withdrawal o f fuada froa  How Tcrk, ladabtodaoaa Of How Tcrt C ity b a n k *  aaa 

laaraaaad, aad c a ll noaay adwaaoad to  5 par can t.

Tha inaraaaa la  >p— ar t la l  laaaa o f raportlac banka t r m  tha and

of Jaauary to  tha adddla a f April aaa aauaually la i^ a  th ia  yaar# aad i t  

acw appaara that raquiraaaait ara taadlae to d ls la iife . Productivo a c tiv ity  

appaara tc  bo fa ir ly  atabla follow ing a rapid raeovar? la  a Busbar o f 

important iaduatrlaa e a r lla r  la  tha yaart aad trada haa baaa i*
®odarato

waluma.

fellcw lu g tha adwaata la  tha ra^iaaouot rata  of m t n l  Boaarva
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X. m  Increase et bmk credit h m  osewrrefi torlng
the pftst sGnik* m d  it 1* net cJkor th*t the tendency tesart 
ex^jisJcn h m  tam 

Zm i<majr rat©* tie*® a4v#»c#d further as th# r#tult #f security #&!##, 
geia losres, ai*j iiier**«#d reserve recyiresseats.

£* lli#  udmsrice it* dircou&i r&te# # f  fiv e  &es#r*s task# e.pps&r# ter 

have resulted 1& sesxe « i  WWmtml ©r fume t r m  »•# Terk, oxtf 

thus te  have aesJctec in pre*#nt5«g sefta##* in  tit# Tcrlr 

sa^cey w % # t«

4 . m #  higheut p * i» t o f cred it requirement® has

rrofcably passed aiut tlisr# Is  m  iod icn ticii that the tifh tim in g e t  f  * \ )
I C

the m m f  v rn rm t ha* t » te r fe r « c  with the #xt«a#ie& e f  a l l  

iHKttstry cred it tc  bu«l&###»

S* /ft#r the first interest <md {dividend rtQiifricwnt# have fcG#n 
the aermX Uadfney «eul6 I# toward e&eior rotes, ̂
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Mlmztos a t  m a t i n g  o f Opta Market 

Inreatzmsnt Comal tie©  fa r  Hi* Federal Beeerr® ,
3 3 3 . -M~2-
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ffflOTA8 ftl « aHllag of the lldiiftl Iia im  Board and tin Opoa Mnxleet 

Xnrestasnt Oowittee hold on Joaoarjr 13, 1938, It appeared to th* — ibsrs 

of the Board and the Oonndttee that operations in the Opoa ttaxfeet Xnvestaant 

leoont of tho fedexal Bourn Sjrston should 1m directed toward fcrlndnf

rapid farther inareaeee in tho volant of credits

tBOBBUS, tho federal Bosexre Board In Xiao with tho policy agreed upon 

on Jaoaary 12. 1938, toted to authorise tho Opsn Haxteot lai'estaoxxt Ooaadttee 

to aoJcs sales of Qoremosnt securities from tho Systm  Aeoaant fma tine to 

tisMi during the following two Months* aid also authorised tho Oocaittoo tsm- 

porarlXy to purohase each securities shenXd developments not than in sight 

require m A notion;

1SXKSA8« in fortherance of tho akors stated pHiey approximately 

$137,000,000 of securities were eold from tho Opso Kaxfest Xnvestaoat Aooooat. 

which sales gpgether witfc an increase In the rediscount vat# of tho 7edox*l 

Beeerft Saak ot  9ev Tork and ecrtala of 1ft*e other <M b if reoulted in flxnor 

noney conditions and lead to dlooontiananoo early in Felwmary farther 

ealec ef seaurltiee tvm the Account m tll tho effect of salee already Made 

and tho ohaagee In redleecnmt rates oould be acre closely observed;

f  HP,148, tho federal Boeerre Board at this aeetin* ha* eottcldored tho 

written Made V  tho Opoa Maxteet Zeros tasnt Oconlttee today

and tho vwrtal asowanoo reooirod fro® the naaberB ef tho Oosartttee that tho 

operations in tho Opsn Hottest XsrootMont Aooeunt should he oondastod with a 

riev to nearing nore effective, and not increacing, prevailing redleeomt rate* 

of tho federal Eeeerte bonkss

101, THMJQRI, BX If BB80LYXD, fhat tho M oral Beserve Board approve 

tho poller reosoMsndod V  the Open Haricot Investment Oooodttee in its writtsn

about oonowhat fix»sr Money conditions as far as necessary to check undnly
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flttl rmttoX report* ** l i l i  t e l l  mc& o o lh o r it i a tid  Coualtto* to fiaarHsMP 

*t rntmmm rnrnmm tmm t in t  to  t lx *  %  *# tt ir  H3d> aft *aw «i 

* iteh  H a* caoth#* meting o f  th* Oowaittoo with Itm JtoMrro So*** 

w in  %* Im ld u l m  *  tihmes in  Wm mm%im m * »«  o a r llo r  mmmUmmm
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fJHERfiASt in aessrdsaiiee wMh the above stated policy approximately 
t *

$130,000,000 of securities vm» sold from the Investment Account, 
fU#**

which^ together with an increase in the rediscount rate at the 

Federal Reserve Bank of New York and certain of the other banks, 

resulted in firmer money conditions and lead to discontinuance early 

in February of farther sales of securities from the Account until 

the effect of sales already made and the change in the rediscount 

rat© could be more closely observed;
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WHSaaAS at a meeting of the Federal Reserve Board and the Open 
Market Investment Committee held on January 12, 1928, it appeared to 
the members of the Board aad the Committee that operations in the 
Open Market Investment Account of the Federal Reserve System should be 
directed toward bringing about somewhat firmer money conditions as far
as necessary to check unduly rapid further increases in the volume of
credit;

WHEREAS the Federal Reserve Board in line with the policy agreed 
upon on January 12, 1928, voted to authorize the Open Market Investment 
oommittee to make sales of Government securities from the System Account 
irom time to time during the following two months, and also authorized 
the Committee temporarily to purchase such securities should develop
ments not then in sight require such action; and

eemsaltajilon -witti thê )*fi*ers of the OpenXricet Investment,£(4nittee, 
that irythe Open Market Iptfestment Account sh^Qd be con-

/  /  ^  y d<* h ^ Y  k «■■?' ‘-1
A W  -f.n m o V 1! ~ -Or*___L. •__ f 1 Jpf ' f I;ed with ajrlew to making mor^ pr Kaffir

_____________________________  9  s ' * £TH^FORE, BB IT HESOOTBD, That the Federal Reserve Board,authorize
A

said Open Market Investment Committee to make further sales of Government
securities from time to time up to May 1, 1928, at about which time
another meeting of the Committee with the Federal Reserve Board will be
held unless a change in the situation makes earlier reconsideration de- 
sirable*
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Besoltttlaa /

fhe oonaittee has considered the memorandum s tto ltta d  by the 

chairman and baa re v iewed tha resu lt* o f Astern open Basket ftperatlans

during roeont months,

Ihile It appeared for a tiae that the purposes set forth ia th*

0oraraittee,8 recosrasndatloos of Januaiy IS were be tog accomplished, there
QMXiM

baa recently been a re*ewed tendency towards^an wmecoeuaxy expansion of 

credit indicating that the 4$ discernt rate in the larger money aaitats 

Is not as effective am bad been contemplated.

fhe ComnittSQ therefore recoaraends that the general poliqr 

reooiaaended la January bo eon tinned m i l l  mother meeting is held at the 

tiao of the Oo'femors* Conference m less or oatil a change In tha situation 

aataas an e a r lie r  reconsideration desirable* fhe committee would expect to 

ask* sruoh change® in the open Market aecoont as are necessary to cany oat 

the ptllqr*

AT BOAKT
:MR 1928
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's&iL ,

& 4MZU#,

yf

v W t  M m  xouiM^*- 
v d *  U X ^ A ^ m t  A Z *  y n  L y U z u } Up A ^  Jt?

6r<*** %io4 Uu*. tis; ; o+-ut 6%

Cxr-w* < ^ 1  0L/«ic î M ■^5^4 ^V<^4iA - ^  ̂ 4 *
~f«̂ ~*t» ̂

A,

Statement of Mr. C# S. Hamlin • Smi miiitffcaa Mfcrcfc 26, 1928
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Mr* Miller stated that he voted M3JoM $ x ,Qloaaajl

(1) Eaninno of'Thn absence of any evidence of expansion 

of "borrowings for commercial purposes beyond what is seasonal 

and proper in character;

(2) Beeaxtss=s£ The uncertainty s t i l l  characterizing the 

business outlook following the recent recession of the autumn 

and winter;

(3) The adverse influence on business recovery that in

creased money rates may be expected to exert; and

(4r) The almost certain influence that farther firming of

money conditions such as is contemplated by the program of the

Open Market Committee and a policy of further sales of securi-
advanc ing

ties to the open market may be expected to have in/money rates* 

WI am of the opinion,** said Mr* M iller, "that the 

adoption or the approval by the Board of a policy of further 

firming money conditions w ill be inadvisable until the whole 

situation with respect to the probable future course of trade

andindustry is clearer. The present status of the stock ex-
■, in ny opinion, 

change loan account of the banks is not/sufficient ju stifica

tion for a policy of further firming of money at this time.*

See Minutes March 26, 1928
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REPORT OF THE SECRETARY TO THE OPEN MARKET INVESTMENT 
-. COMMITTEE MEETING AT WASHINGTON. MARCH 26. 1928

At the meeting of the Open Market Investment Committee held in Washington 
on November 1, 1927 (during the week of the Governors* Conference) the Committee 
was charged with the policy until March 1, (unless developments not anticipated re
quire a further review,) of maintaining stable rates for money at or about the 
evels prevailing at that time and to prevent further imports of gold. in line 
;/ith this action, purchases of Government securities amounting to approximately 
<*>45,000,000 were made during November and December of f setting "in part the loss of 
funds to the market due to the earmarking and shipping of gold for foreign cor
respondents, which from the latter part of October 1927 to the first of January 1928 
amounted to §194,000,000. (Further earmarking and shipping of gold since the first 
of the year has amounted to 6̂7,000,000, making the total amount of this gold move
ment since last October about §260,000,000).

These purchases of Government securities amounting to $45,000,000 increased 
the total holdings in the account from the amount held at the time of the Committee 
meeting in November to about 0423,000,000,

Other principal transactions effected in the account since last November 
(which either did not change the total holdings or changed them only temporarily) 
consisted of

November 1927 - Exchange in the New York and Chicago markets of

§54,098,800 U. S. 3 l/2/£ Treasury Notes due 1930 - 32 and
25,000,000 ” ” 4 l/4^ Fourth Liberty Loan bonds 
§79,098,800 for a like amount of short-term Governments, 

the greater portion of which consisted of
3 l/8/£ certificates maturing June 15, 1928.

December 1927 - Sale of 9̂2,575,000 maturing 4 l/2/£ Treasury notes to tho
fiscal agent of the British Government 
to be used by them in making payment to 
the United States Government account 
British Government Debt. About 
§58,000,000 of these certificates were 
acquired from foreign correspondents on 
December 15 for resale to the Agent of 
the British Government and we purchased 
from the latter, in exchange, a like 
amount of 3 l/2ĉ Treasury notes due 
March 15, 19 32.

December 1927 - Sale of §37,560,000 short-term Governments to foreign corres
pondents to partly replace their holdings 
of 4 l/Z% notes which matured December 
15, 1927 against which sales offsetting 
purchases of other issues of short-term 
Governments had been nade.

December 1927 - Exchange in 
the market
of about §60,000,000 of the 3 l/2% Treasury notes due March

15, 1932 acquired from the fiscal agent 
of the British Government for a like 
amount of the shorter-term Governnents*

DECLASSIFIED
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January 1928 -  Sale on
January 4 of $22,000,000 3 l/4/£ certificates of indebtedness

due March 15, 1928 to the fiscal agent 
of the British Government* This sale 
was replaced by purchase of other issues 
of short-term Governments in the market 
and from temporary holdings of the 
New York reserve bank.

On November 25 the Federal Reserve Bank of Minneapolis, due to its  
ieserve position, sold $5,000,000 of Government securities from its  participation 
in the System Account. These securities were apportioned to the other partici
pating banks and a like amount of b ills  was sold them by the New York bank from 
its portfolio*

On December 2 the Federal Reserve Bank of Dallas, due also to its re- 
serve position, sold &5,000,000 of Government securities from their participation 
in the System Account, These securities were apportioned to the other partici
pating banks, and the Federal Reserve Bank of New York sold to Dallas from its  
portfolio s?5,000,000 bankers acceptances.

On January 5, 1928 the Federal Reserve Bank of Atlanta, due to an 
anticipated loss in their gold settlement fund, requested that they be temporarily 
relieved of ^3,000,000 Government securities from their participation in the System 
Account* Due to the fact that th is request was received too late in the day to 
make apportionment, these securities were purchased by the Federal Reserve Bank of 
New York on January 5 and apportioned to the other participating banks on January 6* 
The Reserve Bank of Atlanta repurchased these securities on Saturday, January 7«,

At the meeting of the Open Market Committee held in V/ashington on January 
12, 1928, the following conclusions were adopted 1

1. The object of the policy adopted on November 1 has
been accomplished.

2. The Committee program should now work towards some
what firmer money conditions as far as necessary 
to check unduly rapid further increases in the 
volume of credit*

3. In order to accomplish this program the Committee
would expect to sell further amounts of Govern
ment securities and if  necessary,to deal with 
gold movements in such manner as necessary to 
carry out the program*
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In line with the execution of this program to work toward somewhat firmer 
money conditions by the sale of Government securities, sales were made from the 
Open Market Account of 0150,000,000 as follows:

During January 1928 - ;)123,000,000 
" February 1928 - 27.000.000

Total 3150,000,000

iheso sales accordingly reduced the total holdings in the account from 0423,000,000 
t o ------- ---------- ------------- -------- - ...............  273,000,000

Other transactions since January 12 which did not affect the amount of 
toxal. holdings in the Account consisted of
January 1928 - Exchange in

the market of 045,000,000 4 l/$% Third Liberty Loan bonds for a
like amount of short-term Government 
paper. These Third Liberty Loan bonds 
were sold to satisfy the demand in the 
market for this issue of bonds to be 
used in connection with the exchange 
for new 3 l/2% Treasury notes due 
December 15, 1932 under the Treasury*s 
exchange offering*

January 1923 - Exchange of 0100,000,000

February 1928 - Exchange in 
the market 
of 0 41,000,000

4 l/4/£ Third Liberty Loan bonds f or a 
like amount of the 3 l/2% Treasury notes 
due December 15, 1932 under the Treasury's 
offering. This exchange was in accord
ance with the action taken at the Commit
tee meeting held in Washington on 
January 12. These exchanges were made 
as opportunity offered*

3% certificates maturing March 15, 1928 
for a like amount of the 3 l/8jo certifi
cates maturing June 15, 1928 and 3 l/4/£' 
certificates maturing December 15, 1928, 
principally the June maturity.

March 1928 - Exchange with
fiscal agent of 
British Govern
ment of 0 30, 000,000 3 l/4j£ certificates of indebtedness due 

December 15, 1928 f or a like amount of 3jo 
certificates maturing March 15, 1928, The 
latter issue of certificates together with 
04,125,000 of, the 3 l/4/£ certificates 
maturing March 15 were sold to the Treas
ury for redemption during the period March 
8 to March 14 inclusive, and were replaced 
in the account by purchase of other issues 
of short-term Governments*
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March 15, 1928 - Sales to

Treasury of $23, 768, 500 June 3 l/8/£ certificates for ac
count of Alien Property Custodian 
and Mixed Claims in exchange fora 
like amount of the new 3 l/4/o cer
tificates due Dec* 15, 1928 which 
they had acquired by subscription 
in exchange f or their holdings of 
March 15 maturities* This exchange 
was effected in order to accommodate 
the Treasury with the shortest term 
Government paper for these Treasury 
accounts*

March 15, 1928 - Sales to 
foreign 
correspon
dents of 0105,000,000 short-term Governments, principally

3 l/Q% certificates maturing June 
15, 1928 in partial replacement of 
their holdings of March 15 maturi
ties.

These sales on March 15 were replaced in the account by purchase of a 
like amount of short-term Governments*. With a view to stabilizing conditions 
in the money market over the tax period, delivery of about )85,000,000 of these 
purchases were deferred until after the 15th. This, together with the sale to 
New York City banks of a 0115,000,000 participation in the special one-day 
Treasury certificate to cover the overdraft, resulted in call money remaining 
stable on March 15 and the succeeding dates.

Attached are statements showing;
Exhibit A - Participation of Federal reserve banks in System 

Special Investment Account Government securities 
and classification of issues held in the account

maturities as of close of business March 22, 1928.
Exhibit B - Statement showing earning asset holdings of all

Federal reserve banks March 14, 1928, as compared 
with previous week and March 16, 1927; also weekly 
average of earning assets from December 28, 1927 
to March 14, 1928, as compared with corresponding 
period 1927 and entire year 1927*
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Exhibit "A”

STATEMENT SHOTTING PARTICIPATION BY FEDERAL RESERVE RANKS IN SYSTEM 
SPECIAL INVESTMENT ACCOUNT AND CLASSIFICATION OF ISSUES HELD 

_ ______ MARCH 22. 1928. IN THE ACCOUNT BY MATURITIES_________

Boston

New York

Philadelphia
Cl ev eland

Richmond
Atlanta

Chicago
St, Louis

Minneapolis
Kansas City
Dallas

San Francisco 
Totals

$ 21,098, 500 
72, 553, 800 

19, 683,000 
22,779,000 
7, 29 7, 500 

6,414,000 
42,115, 500 

13,914, 500 
10,553,500 

18, 541,000 
14, 825, 500 
23, 494. 000 

:)2 73, 2 69 , 800

Dec. 15, 1928 - 3 i—1 C/l (old) $ 66,089,000
Dec, 15, 1928 - 3 1/4% ,T (new) 64,818, 500
June 15, 1928 - 3 1 /81- « 2, 746, 500
March 15, 1929 - 3 COCO » 28, 500,000
March 15, 1932 - 3 1/2$ t/n 59,175,000
Dec. 15, 1932 - 3 \/2f t* 51,940,800

0273,269,800
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EXHIBIT "B"

SUMMARY FOR SYS 1ST 
B i l ls  Pi scour, ted* Tor" VeeT $ 9,312-
B ills  Purchased for  week 4,821+
Govemmfm S ecu rities  for week 1,825“
Total 2&rnin£j Assets fo r  *eek 6,306-
Conpsrison of Weekly ;,vera.;e of '•\v.raini; Assets 

Dec. 2 8 ,  1927 to  Mar. 1.4, 1928 with s:.:\s period 1927 216,066+ 
Cciro..risen o f ,/eekly hverat;G of v .i’nint Assets 

Dec. 2 8 ,  1927 to h'ar. 14, 1928 with en tire  y e r r 1927 15C,4?9 + 
Gomv-riiicr. o f Naming ^ssets March 14, 1928 with

I/arch 16, 1*2 7 190,777+

s fA ia r '" 'n sh:
£AK

EARNING AS3--1’ HOLDINGS OF 
j  ASSETS FROM 0ECSK3ER 28, 1>_

DERA’ RilSJRVri BANKS M. 
. TO .GH 14, 1928 AS

ARCH 14, 1-J23 
COMPARED 7/1 TH

dompar^ ' ' i i m  p ^ v io u s
CORRESPONDING PSRI0D

■/IL3K AND 
1927 AND iSN

ARCH 16, 1927: 
iIRE YKAR 1927,

ALSO WEEKLY
I

AVERAGE OF

(000 0-'-itied) W

Boston New York p h ila . Cleveland Ri chniond Atlanta Chicago St. Louis Minn. Kan. c ity Dallas San Fran, Totals

B ills  Discounted
II H

-  Mar. 7
-  Liar. 14

$45,738
48,182

$124,388
111,036

$42,06I 
51,362

$53,620
5 1,1 8 8

$24,375
27,845

$26,867
22,814

$60,957
51,058

$24,776
25,769

$ 1 ,5 9 1
1,86 8

$ 7,844 
11,062

$ 3,442 
3,754

$66,149
66,358

$ 482,108 
472,296

Net Change 2,444+ 13,352- 9,001+ 2,432- , 3,470+ 4,053- 9,399- 993+ 277+ 3,218+ 312+ 209+ 9,812-

B i l ls  Purchased
N M

-  Mar. 7
-  Mar. 14

42,183
46,953

93,240
100,815

32,306
30,596

30,154
28,691

14,726
14,929

10,247
9,803

41,.50 8 
39,914

10,762
9,671

10,131
10,648

12,290
12,098

14,106
13,677

26,842
25,531

338,495
343,326

Net Change 4,770+ 7,565+ 1,710- 1 ,463- 203+ 444- 1,594- 1 ,"9 1 - 517+ 192- 429- 1,311- 4,821+

Government S ecu rities
N N

-  War. 7
-  M ar. 14

21,"99
21,509

75,916
75,923

34,863
34,593

49,739 
49 , 427

8,448
8,349

9,926
9,770

62,995
63,109

31,919
31,729

18,135
17,990

30,769
31,014

25,017
24,613

33,184
32,361

402,712
400,887

V. et Change 290- 5+ 270- 312- 99- 156- 114+ 190- 145- 245+ 404- 323- 1,825-

Total Earning Assets
n m m

-  Mar. 7
-  Mar. 14

109,720
116,644

293,546
287,774

109,530 
116,551

133,513
129,306

47,549
51,123

47,040
42,387

165,160
154,081

67,457
67,169

30,857
31,506

50,903
54,174

42,565
42,044

126,175 
124, 750

1,224,315
1,217,509

Net Change 6,924+ 5,772- 7,021+ 4,207- 3,574+ 4,653- 11,379- 288- 649+ 3,271+ 521- 1,425- 6 , 806-

Comparison of »Veekly Average
o f  Earning Assets
Dec* 28, 1927 to  !/ar. 14, 1928
Seme period  1927
E ntire year 1927

104,244
78,739
79,546

310,760
245,276
282,822

119,495
80,057
88,085

132,697 
114, 464
111,895

6 2 , See
40,733 
55,679

46,855 
46,910 
49,115

176,967
169,132
155,812

65 , 491 
47,988 
59,695

36,899
31,598
35,537

56,368
53,283
55,562

48,137
40,615
46,416

110,337 
106,195 
100,415

1,271,058
1,054,990
1,120,579

Net Chtnge from same period 1927 
M " " en tire  year 1927

25,505+
24,698+

65,484+
27,938+

39,428+
31,410+

18,233+
20,802+

22,075+ 
7,129 +

55-
2,260-

7,835+
21 , 155+

17,503+ 
5,^96 +

5,301+
3,362+

3,o85+
3c6+

7,522+
1,721+

4,142+
9,922+

216,068+ 
150,479+

Comparison o f Earning Assets 
March 14, 1928 

M 16, 1927
116,644

69,909
287,774
263,110

116,551 
66,810

129,306
104,351

51,123
36,205

42,387 
44,007

154,081
16 7,353

67,169
55,860

31,506
32,868

54,174
51,554

42,044
35,673

124,750
98,932

1,217,509
1,026,732

Net Change 46,735+ 24,664+ 49,741+ 24,955+ 14,?18+ 1 ,700- 13, T72- 1 1,309 + 1,382- 2,620+ 6,371+ 25,818+ 190,777+

> ! 
I  !
$  w! m  QH : O >C/3
6  g ‘oj 2 fr m ©
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March 24, 1928*

|V
Memorandum to the Open Market Investment Committee

At its last meeting on January 12, 1928, the committee recommended a 

System open market policy which should ”work toward somewhat firmer money con

ditions as far as necessary to check unduly rapid further increases in the volume 

of c r e d i t . I n  accordance with this policy net gold exports, totaling 

U63,000,000, (exclusive of exports of earmarked gold) since that time have not 

’■'oen offset by purchases of securities, and sales have been made from the open 

arket portfolio amounting to §150,000,000, and the portfolio has been reduced 

from 0423,000,000 to $273,000,000. Accompanying these sales of securities the 

discount rates of a ll the Reserve Banks were increased from 3 l/Z to 4 per cent* 

Partly as a consequence of these actions, money rates have risen some

what, as indicated in the following table:

January 12, 1928 March 23. 1928

Call money 4 4 l /2

Time money, 90-day 4 l /4  4 5/8

Commercial paper 3 3 / 4  - 4  4 - 4  l /4

B ills 90-day 3 3/8 3 l /2

The total volume of member bank credit decreased during January and 

the first half of February at a somewhat more rapid rate than the usual seasonal 

decrease* The decline was largely in loans on stocks and bonds, and commercial 

loans increased* There has not been sufficient liquidation of credit to re

lease any appreciable amount of reserve funds and total b ills  and securities of 

the Reserve Banks are currently about 200 million larger than last year. In 

the past two weeks, accompanying a very active stock market, brokers loans have 

begun to increase again and with them the total volume of credit*
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The policy adopted in January was thus effective in preventing further 

increases in the volume of credit, until the past two weeks* A partial ex

planation for the diminishing effectiveness of the policies adopted may be seen 

by observing the changes in b ills  discounted of member banks in New York City 

and member banks in other districts* As sales of securities were made in 

January the borrowings of member banks in New York City were increased,until 

they reached a point well above 100 million. From early in February, however, 

borrowings:in New York City showed something of a downward tendency, accompany

ing transfers of funds from the interior and increases in the discounts for 

:nember banks outside of New York City. These figures are given in the attached 

diagram and table* They raise the question whether the amount of indebtedness 

of member banks in New York City is now sufficient to prevent further increases 

ii\ the use of credit, particularly for speculation.

Condition of Business

In ip*T*recent weeks the available evidence indicates a continued 

tendency toward business recovery, and this improvement has gone far enough so 

that Federal Reserve policy may be considered more independently of the condi

tion of business than for some weeks past* **
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/
Bills discounted by Federal Reserve Banks

Boston

New York

Philadelphia

Cleveland

Richmond

Atlanta

1927 1928

Jan* 33 24
Feb. 29 45
Mar. 33 47

Jan* 118 153
Feb. 91 119
Mar. 109 130

Jan. 44 45
Feb. 36 53
Mar. 37 49

Jan* 62 51
Feb. 39 51
Mar* 30 56

Jan. 23 27
Feb. 23 27
Mar * 23 28

Jan. 34 29
Feb. 27 28
Mar. 31 26

in millions of dollars)

1927 1928
Chicago

Jan* 90 59
Feb. 79 51
Mar* 74 59

St. Louis
Jan. 19 17
Feb. 15 24
Mar. 14 26

Minneapolis
Jan. 4 4
Feb. 4 4
Mar. 4 3

Kansas City
Jan. 10 13
Feb. 9 11
Mar* 8 10

Dallas
Jan. 5 4
Feb. 3 4
Mar* 3 4

San Francisco
Jan* 38 41
Feb. 39 52
Mar. 48 69

1927 1928
Total

Jan* 481 465
Feb. 393 471
Mar. 414 506

March figures are for the 1st to the 20th, inclusive
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Form  No. 131. O  J J
_ FEDERAL RESERVE

O i i i c c  C o r r e s p o n d e n c e  BOARD rw  January i s ,  192 8 .

Fxom____ Mr. Bddy.________________________  ________________________ ____________ __

At the meeting th is  morning, there was ordered circu la ted  
the attached le t te r  dated January 16thffrom the Secretary o f  
the Open Market Investment Committee, transm itting oopy o f  the 

/ / / ?  / 2 ¥  S*£*lfe®a/of the meeting o f  the Committee held in  Washington on 
/  j  'y t 'i January/ 12th-

governor Young 
^Mr* P latt 

Mr. Hamlin 
Mr* M iller 
Mr. James
Mr* Cunningham /  a <r ""
Mr* McIntosh

Please return to  Secretary ’ s O ffice*

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives

!
\¥*ryV frn vm ry %7t 1928

Do*r Mr*

I knowledge reooipt of and thank you for 
your letter of_th« Ifl&h InrtantA *ddro««o4 to  Ooromor 
Toua*# <molo«lng ftor tho «eSf£teit|«Cl infofuRtion of 
the Bowl oopy of the ralnutea. of the mooting of ib§
Opon Mmrfcoi fwro*tmo»flSM®fttf« held in Washington# 
January U , 1920* ■■!/// 7j  7 f  'j ?

Vary truly youra# ^ ' * /

m ltor L. rniy* 
Sooretary

Mr* w#B# Soor®tary#
Opon Market iRveataaent Committee, 

o/o Federal fie«erre Bank,
Mow York, y, t*

Authority E .6 .  USSfc '

P W  1 ■ ■'
“ d e c l a s s if ie d
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F e d e r a l R e s e r v e  Bank  

o f  N e w  Y o r k

C \

CONFIDENTIAL January 16, 1928

Dear Governor Young:

I am enclosing herewith, for your confidential *
/ w  2 -  2. 3  ?  3 , ~

information, a copy of the minutes) of the meeting of the
Open Market Investment Committee held in Washington,
January 12, 1928.

Secretary, Open Market 
Investment Committee

Honorable R. A* Young,
Governor, Federal Reserve Board, 
Washington, D. C*
Ends. (2)
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F e d e r a l R e s e r v e  Bank  

o f  N e w  Y o r k
/

P E R S O N A L January 16, 1928

Dear Governor Young:
I

I arn enclosing, for your files, a copy of
, Ljuj 3

the minutes/of the LieeTing of the Open Market Invest
ment Committee he Id , J^^^s^nuton January 12, 1928,

ery truly yours,

W. B. i&TTSSCN 
Secretary, Open Market 
Investment Committee

Honorable R. A. Young, 
Governor, Federal Reserv̂  
Washington, D. C.
Ends. (2)
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- H 7
tha Oonslttaa h u  ««M id «r td  the p>osit"jr<oiduBi\swhBlttad Iqr tha

'(> 7 fa  $

Chalraaa and has rariawadtho program adoptad by tha aoonittaa on

upon, tha following ooaalusiotis wars adoptods

l« Dm objaat of ths felUgr ■i>ptri on 1 sr—har 1 hM 

bm  aaaowpllahadU

<• lha 0— Attaa pragraa should now work towarda MM* 

vhat finawr aooay aonditlana as ffcar as wsaasssry to ahaak un

duly vapid furttar laoraasaa ia tho v o te  of eradit*

S* 2a opd*r to aaaoNpliah this prograa ilia soanittaa 

would axpaat to aall ftarthar aaouats of Ooconm ut saourliiaa 

and if  noaaawy to daal with gold navmnta ia su# aaimar 

as noaasairy to aajrry out tha prograa#

Aa outlinad ia tha program of Hcrraribar 1 , iha m s f  
aittaa would axpaat to ba ahargad with tha ooaaution of this 

prograa for tha aoooxstt of thosa rasarra banks vhioh appro** 

and participate and would htpa this program guidt tha

aavdttaa fbr tha prasont, unlaas a ahanga of aonditloas nates 

further rariaw dosirabla*

Vorombor l 9 19X7 and approvad tha Fsdsral  Raserra Board* Tharaf

JLT HOftlft*
UH13*
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The Committee has considered the memorandum submitted by the 

Chairman and has reviewed the program adopted by the committee on 

November 1, 1927 and approved by the Federal Reserve Board. Thereupon, 

the following conclusions were adopted:

1* The object of the policy adopted on November 1 has

been accomplished*

2* The Committee program should now work towards some

what firmer money conditions as far as necessary to check un

duly rapid further increases in the volume of credit*

3* In order to accomplish this program the committee 

would expect to se ll further amounts of Government securities 

and i f  necessary to deal with gold movements in such manner as

necessary to carry out the program*
As outlined in the program of  November_1«J

(xjfe~camai^ee' Wtlltt ‘Sxpectto be charged with the

execution of this program for the account of those reserve 

banks which approve and participate and would hope this pro

gram might guide the committee for the present, unless a change 

of conditions makes further review desirable*
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MEi&RANDUM FOR THS OPEN MARKET INVESTMENT COMMITTEE

January 12, 1928

The major features o f  the current cred it situation  

to Federal Reserve p o licy  may be summarized as fo llow s;

VOUJME OF CREDIT

Over the past 12 months the growth o f bank cred it in 

has been morft +.hf>n *n year since 1924, and more rapid than i s  or din-

a r ily  required by the year to year growth, in the country* s trade* I t  appears 

to  have been much more rapid than was required by the growth o f  trade th is  year 

in view o f recessionf iv\ many branches o f  business*

As far as may be judged from the available s ta t is t ic s  the country1 s 

bank c r e d i l^ jC R aa & fiA ^ ^  compared with a norma l^ r s i i k ^ l

possib ly  6 per cent*

USE OF CREDIT

The amount o f commercial loans as indicated by tta ll  other loans'* o f 

reporting member banks, is  now no larger than a year ago. The increase in 

to ta l loans and investments o f  these banks was divided almost equally between 

loans on stocks and bonds and bank investments. Of the increase in investments 

more than half has been in Government se cu ritie s , r e fle c t in g  in part the Treasury 

refunding program which retired  three b i l l io n  d o lla rs  o f  widely d istributed  bonds 

largely  by issuing lower y ie ld  short term issues which were carried more largely  

by banks.

In interpreting these member bank figures two other considerations 

should be borne in mind#

1* °A11 other loans" are not a complete measure o f  business 

-use o f  c re d it . Much o f  the funds recorded as investments 

and loans on stocks and bonds find th e ir  way into business
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2
use# Through new financing for example, this year 

about 6 billion dollars has gone into construction 

of building, roads, bridges, plant equipment, etc.

Business credit requirements of these sorts continue 

to grow even in periods of recession and these uses 

of credit are a factor in business recoveries from 

recessions. In the banking figures some of this ap

pears in investments and loans on stocks and bonds*

2, With our huge time deposits some considerable increments 

of bank credit are due to accumulation of interest# The 

country has perhaps 26 billions of time and savings de

posits, Annual 4 per cent interest on this sum is over 

one billion dollars,

^Bui.Jftgarly half of. Jr.he increase in .deposits this year has been in demand 

rather than time deposits, and much of the increase in bank credit has been ab

sorbed in increased prices of securities rather than in business enterprise.

The rate of increase in credit has been clearly more rapid than can be continued 

without leading to abnormalities of value, the eventual readjustment of which 

might involve a severe strain on the country’ s business.

The changes in the loans and investments of reporting member banks are 

shown in the following diagram.
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CONDITION OF BUSINESS
Recent changes in business activity are summarized in the following 

diagram which gives the components of the volume of trade index compiled by the 

New York Bank* In each case the figures are shown as percentages of the trend 

of growth of past years* The principal recessions have been in productive 

activity and wholesale (primary) distribution. Retail distribution has been 

better sustained and financial activity which includes sales of stocks, new 

financing, and trading in cotton and grain futures, has been going forward at 

a tremendous pace. This very high rate of financial activity has accounted 

for the fact that debits to individual accounts have been at such high levels* 

While the figures s 10v a distinct recession in business they do(noti 

show anything approaching a depression* In none of the groups are the figures 

appreciably below what may be estimated as normal, ulfhile industrial employ

ment has decreased 5 or 6 per cent since a year ago there are jnd indications of 

serious unemployment*
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It i s ^riot^easy to explain the recent recessions inJtutaiaesst There x

has been jpoj general overproduction^ r i  aryv criadiiL̂ aAELiî fiflfiyt New financing 

which reflects new enterprise has gone on in ever increasing amounts* It  is 

likely that it is the effect of the accumulative action of a number of causes  ̂

which include the Ford cessation of new car production* the soft coal strike, ’ 

the floods, the collapse of the Florida boom, the let-down in new building and 

plant construction, conservation of railroads in ordering new equipment#

I f  these are the causes of recession they are mostly temporary and the 

present almost unanimous opinion that business is likely to improve as the year

advances appears to have some justification#

As to the effect of changes in money conditions upon business recovery 

there are tv/o phases of the problem, the real supply of funds, and the psychological 

reaction* Under present conditions banks are finding difficulty in employing 

their funds safely and profitably. This would s t i l l  be true even i f  credit were 

increasing less rapidly and money were somewhat firmer; business could s t i l l  

obtain all the credit necessary at reasonable rates* As to the psychological 

effect of any action the Reserve System may take in the direction of firmer money 

there is perhaps some question since business is now probably very sensitive to 

changes in the credit picture* The question for Federal Reserve policy is how 

the present credit expansion can best be controlled i f  possible without adversely 

affecting business*

FOREIGN EXCHANGES AND GOLD MOVEMENT

tfhen Federal Reserve discount rates were reduced last August and 

September, money conditions abroad were an important consideration* Sterling and 

other European exchanges were weak and stringent money conditions abroad, with 

increasing discount rates and consequent pressure on world commodity markets which 

might logically be followed by unemployment and declining purchasing power for our 

own goods, appeared inevitable unless money were easier in this country*
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Now the situation is quite changed* Much that was hoped to be 

accomplished by our rate action has been accomplished# Most of the European 

exchanges are above par and European countries have both taken gold from us 

and increased their holdings of dollars* Since the first of the year the ex

changes have declined as b ills  drawn in dollars have come due and as short cover

ing has become less of an influence* Firmer money here would put more pressure 

on the exchanges and might possibly lead to some rate advances abroad, but 

European money markets are now more firmly entrenched and much more able to take 

care of themselves.

The gold outflow appears to be slackening as foreign exchanges have 

weakened and firmer money here would perhaps operate as a further check except 

for central bank transactions or for other unusual transactions which may be 

made regardless of the exchange position* The recent gold exports, however, 

have not only improved the monetary position of a number of countries but have 

also had good psychological effect* As a result, consideration of Federal 

Reserve policy at this time can properly be much more independent of the 

European situation than was the case last summer.
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PRESENT POSITION OF THE MONEY MARKET '

Between September 1 and January 10 net gold exports and earmarkings
—t-r n n------------— i~niiimnj,u.ij_..i.jli.i ..i . i . - . r r n - f ir min l .j . /  ii.jr.::r..gni'li't.'irnni^tlV.............

have taken approximately 330 million dollars out of the market* Of this only 

45 million has been offset by purchases of securities thus leaving a net loss 

to the money market of about 185 million* During this week we have sold ap

proximately 30 million of Government securities and anticipate selling an ad

ditional 15 millions within the next few days* In addition, the required 

reserves of member banks have increased about 100 million dollars. Thus since 

early autumn, taking a ll these changes into consideration, the requirements for 

reserve money for which banks or the market feel responsibility have increased 

330 million dollars# The fu ll weight of this borrowing has only just begun to 

fa ll  on the market because of the extended Treasury overdraft from November 15 

to December 20 and the distortion of the picture by year-ehd trans act ions*

At the last report a ll member banks owed the Reserve Banks about 500 

million dollars aad banks in New York Gity 180 million, and in addition b i l l  

and security dealers have secured funds under sales contracts totaling 76 million* 

The experience of the past shows that this amount of burden on the banks and 

market w ill ordinarily keep the call money rate from X/Z to 1 l /2  per cent above 

the discount rate with other rates in correspondence. Thus the conditions a,re 

now present for considerably firmer money conditions than in the autumn* The 

adjustment of the market to these conditions has been a l i t t le  slow because of 

general expectancy of e&sy money after the turn of the year, but the adjustment 

now appears to be taking place*

The accompanying charts show recent money market tendencies compared 

with a year ago and the relationship which has existed between member bank 

borrowing and interest rates.
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SUMMARY

The foregoing may be summarized as follows:

1* In recent months the volume of credit has been in
creasing more rapidly than appears to have been re

quired for the needs of business#

2f The increase seems to have flowed largely into the

channels of investment and speculation, though business 
has probably benefited indirectly to some extent*

3* Business has been receding due probably to causes which 
are temporary. Fundamentals are generally sound*

4* Even with somewhat firmer money conditions, business 
is likely to get all the funds required, but business 

psychology may be sensitive to abrupt changes in money 
conditions,*

5* European money markets are now in a position largely to 
take care of themselves and consideration of Federal 

Reserve policy may well be more independent of them than 
was the case last summer*

6, Conditions now seem to be present for substantially firmer 
money conditions than last autumn, though the market has 

been slow in adjusting to these conditions*
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jjfederal Reserve Board Washn
i/pi-4 / h M

Referring to ay t e l e g r a m S a t u r d a y /  and your ta lk  with & r  McSarrah th is
afternoon, I am now arranging to have the open market investment cosaaittee 
meat in Washington on thursday January 1 2 *

Case
507pm

. 'taoVMKMBNT PKDRnO Om O l 2—11901
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jjfederal Reserve Board Washn
1/1 / h M

Referring to ay t e l e g r a m s a t a r d a y f and yonr ta lk  with u* McSarrah th is
afternoon, I as now arranging to have the open market investment committee 
meat in Washington on thursday January 12.

Case
507pm

. ntamRo orrica 2—11901

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives
i p

DECLASSIFIED 

Authority E.6. USSfe

TELEGRAM

FEDERAL RESERVE SYSTEM
(LEASED W IRE SERVICE)

I35bs

Yonng
HewY ork IP «3an 7 / ? 2*

Washington
Confirming my telephone conversation with you today, A meeting of the %>en 

Market Investment Committee has been called for Brarsday, January 12, ten A*M, 

ia this bank. I understand that yon and as many of your associates as possible 

will attend

Case

H  8P

MVWNmMT F&mTXKQ OITZCI 2—11901

a j u . n /W "
y O M  J k X & r '
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December 3 , 1927

SMff Mr* Omwi
XOf m M t w  8/ Qorernor strong 

•dTlw A t t a i  k «  * 3 5 s  fc* « w y  fircn  fch* bank and that 
h* lad. aaksd you to  a rran a i, d u rin g  lila  afcaroo*, f o r  
• K M tln e o f  » •  Opm M ufcat Iwraatnant O w n itta * .

whan tou datemina upon a dafinlte dat*, I 
vouM aipraoiat* it w y  annk If JTOtt WPttlA *•* *• 
knew*

Tburs *ejy truly,

^Signed) R> K  Y«w*
R. A . Tcung, 
Oorernor.

Mr. 7. H. Oaaa,
Deputy Qonremor, 
fMtanO. Bea*r*» Bank, 
Ha* To* Otty, V. 7.
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Fe d e r a l  Re s e r v e  Ba n k  

o f  N e w  Y o r k
November 9, 1927.

' FOR SPECIAL CIRCULATION* "//e/j y 
PLEASIREADPROM PTLY.^^aND RETURN TO SECRETARY’ S OFFICE

T  J T A ( P [ Mr- Hamli“  Mr- Mr. M cIntoshWnJMr. Plat NT Mr, Miller^. Mr. Curmingnar^^
CONFIDENTIAL '

Dear Governor Youngs
I am enclosing herewith for your confidential information
, £ijt //-/-&.* //•*-i. f  lau4  3 ' 1 3 , - 4 - 1 9 >

the minute# of the meetings held by th#Open Market Investment 
Committee in Washington on November 1 and 2. The supplementary

, / / -a  -  2-7
confidential memoranda Referred to in the minutes were handed to you
in Washington so that they are not attached to the enclosed minutes.

Very truly yours,

GEORGE L. HARftisoll, 
Deputy Governor.

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

Enc.
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Kovember 2§ % W

Dear Oovemor Strong!

At the ©eating o f  the Federal Beserve Board 
held today fo llow in g  tha confarenoe with the members 
o f  your Ooaraittee, during which .the report o f  the oo®*
m itteejla te d  l oaMifeaC-JLy.I f l t t S m  submitted to the
Board and disoussed in deta il*  i t  wee voted by the Board 
that approval be Riven to  tlit p o licy  governing open aar~ 
feet operations as reooamended %y your oowaittea in it*  
report referred  to*

Very truly yours,

R# A* Tom g, 
Ctm&mor

Mr* Benj* Strong, Chalrwan,
Open Market Inveetrooat Committee*
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REPORT OF THE SL £U OF THE OPEN MARKET INVEST JT ' MITT EE 
_______TO THE GOVERNORS* CONFERENCE, NOVEMBER 2* 1927_______

35^.-^-

The holdings of Government securities in the Special Investment 
Account at the time of the last Governors* Conference held in Washington* 
during the week commencing May 9, 1927, amounted to approximately $136,000,000» 
The holdings in the account since last May have been increased to 
§375,000,000 by the following purchases:

May & June To offset earmarked gold for account of
foreign correspondents 100,000,000

June & July Additional purchases made under authority
given the Committee at Governors*
Conference in May (for purchases not
to exceed $100,000,000) which authority
terminated on August 1, 1927 29,000,000

July & Aug. Additional purchases pursuant to action taken
at a meeting of the Open Market Invest
ment Committee held in Washington on
July 27, 1927 50,000,000

Aug* & Sept* To offset the sale in this market of the
System’s sterling balances 60,000*000

Total holdings $375,000,000

J,

" P M

There have been various other changes which have not affected the 
total holdings in the account (with the exception of purchases made in re
placement of June and September 15 maturities which only temporarily changed 
the total holdings), the principal transactions being:

June 1927 Purchases in replacement of June 15
maturities for System and Foreign
Accounts $115, 000., 000

June 1927 Exchange of Second 4 l/4̂  Liberty Loan
• bonds for new 3 3/B% Treasury bonds 
due 1943/47 pursuant to terms of 
Treasury offering* These Treasury 
bonds were subsequently sold at a 
profit in the market in August and a 
like amount of 3 l/Q't certificates
due September 15, 1927 were acquired* 20,000,000
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July 1927

July & Aug,

September

September

Exchange with other Federal reserve banks 
whereby we purchased from their hold
ings outside of System Account, Treas
ury certificates and notes maturing 
September and December 15, 1927, and 
sold them a like amount of Third 4 l/4/£
Liberty Loan bonds (approximately) ^20,000,000

Exchange with a foreign correspondent
whereby we purchased from them 3 l/4/£ 
certificates maturing September 15,
19 27 and sold to them a like amount 
of 3 l/4/£ certificates maturing March 
15, 1928* In August, the September 
15 certificates were exchanged in 

. the market for a like amount of Third
4 l /4 s .  30,000,000

Purchases made in replacement of September 
15 maturities for System and Foreign 
Accounts. The Open Market Investment 
Committee approved, including in these 
purchases, a block of $25,000,000 

. Fourth 4 l /4 s  against which authoriza
tion a total of $22,500,000 of this
issue of bonds was purchased* 155,000,000

Exchange of Second 4 l/4/o Liberty Loan bonds 
for like amount of new Treasury 3 l/Z% 
notes due September 15, 1930/32 pur
suant to terms of Treasury offering 24,100,000

On June 3 the Federal Reserve Bank of St* Louis asked to be 

relieved temporarily of $8,000,000 of their participation of Govern
ment securities held in the System Account* This amount of Governments 

was sold from their participation on that date and allotted to all 
the other participating banks, and on June 9 the Federal Reserve Bank 

of St* Louis repurchased these securities* On June 29 and July 1 

the. Federal Reserve Bank of St. Louis again asked to be relieved 

temporarily of $10,000,000 aggregate amount of their participation of 
Government securities held in the System Ac cou nt*  $5,000,000 of these 

securities were allotted to the other participating banks and the 
remaining $5,000,000 was apportioned to the Federal Reserve Bank of RichmondDigitized for FRASER 
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3 ,

(having in mind their urgent need for earnings to cover current expenses, etc.)

On July 13 the Reserve Bank of St, Louis advised that they csuld take back the 
$10,000,000 of Government securities which they temporarily sold and accordingly 

a sale, was made to them on that day of the $>5,000,000 which had been allotted tt 
the other participating banks and $5,000,000 from New York’s participation in the 

System Account to replace the $5,000,000 which had been sold to Richmond*.

Due to their low reserve position, the Federal Reserve Bank of Richmond 
requested on October 17 and 19 that they be temporarily relieved of $5,000,000 

and |10,000,000, respectively, of their participation of Government securities 
held in the System Special Investment Account, This sale was accordingly made 

and the securities were allotted to the other participating banks on the prevail

ing allotment ratios*
During the first half of the current year System purchases of bankers 

acceptances and new purchases of Government securities were apportioned to 

reserve banks on percentages based on each bank's expenses, dividends and charge- 

offs. With the approval of all the banks, new ratios were put into effect on 

July 8 based on each bank’s earning requirements for the balance of the year. 

These ratios were again adjusted on September 1, September 19 and October 13, 
and further adjustments on the same basis will be made from now until the end of 

the year if the figures submitted by the banks indicate that further changes are 

necessary*
On September 21 the Federal Reserve Bank of Richmond requested that we 

discontinue for the present allotting them their share of any new purchases of 

Government securities. They further advised that they wished to continue their 

participation in allotments of bankers acceptances and replacement purchases of 

Government securities*
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Attached are statements showing:

Exhibit A - Actual net earnings of all Federal reserve 
banks for the first nine months of the 
year 1927 and estimated net earnings for 
last three months of year 1927, and esti
mated amount of net earnings or net 
deficit at end of year#

Exhibit B - Participation of Federal reserve banks in
System Special Investment Account Govern
ment securities and classification of 
issues held in the account by maturities#

Exhibit C - Purchases of bankers acceptances since the
beginning of the year and amount each bank 
has received in excess or short of its 
pro rata share*

Exhibit D - Earning asset holdings of Federal reserve 
banks October 19, 1927 as compared with 
previous week, also weekly average from 
December 29, 1926 to October 19, 1927 as 
compared with corresponding period of 1926«
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EXHIBIT "A"

STATEMENT SHOWING ACTUAL NET EARNINGS OF ALL FEDERAL RESERVE BANKS FOR THE FIRST 
NINE MONTHS OF THE YEAR 1927 AND ESTIMATED NET EARNINGS FOR LAST THREE 

MONTHS OF YEAR 1927, AND ESTIMATED AMOUNT OF NET EARNINGS 
_______  . ________OR NET DEFICIT AT END OF YEAR_______________________.

Actual Net Earn* 
ings in Excess 
of Expenses and 
Dividends, but 
Before Charge- 
offs, 9 Months 
Ended Sept. 30/27

Estimated Net Earn
ings in Excess of 
Expenses and Divi
dends, but Before 
Charge-offs, for 

Balance of 
Year 1927

Estimated 
Charge-offs 
for Year 
1927

Estimated Net 
Earnings After 
All Charge-off 
Available for 
Surplus and 
Franchise Tax 
for Year 1927

Boston $ 138,000 $ 143,000 $ 172,000 $ 109,000

New York 842,000 397,000 475,000 764,000
Philadelphia 175,000 3,000* 78,000 94,000
Clev eland 474,000 178,000 285,000 367,000
Richmond 39,000 124,000 147,000 16,000
Atlanta 406,000 139,000 135,000 410,000
Chicago 6 47,000 346,000 697,000 296,000
St* Louis 435,000 130,000 317,000 248,000
Minneapolis 89,000 2,000 102,000 1 1,000*
Kansas City 239,000 82,000 166,000 155,000
Dallas 82,000 8,000 41,000 49,000
San Francisco 629,000 60,000 140*000 5 49 * 000
Totals £4* 195,000 $1,606,000 12,755,000 $3,046,000

*Def icii
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EXHIBIT "BH

STATEMENT SHOWING PARTICIPATION BY FEDERAL RESERVE BANKS IN SYSTEM 
SPECIAL INVESTMENT ACCOUNT AND CLASSIFICATION OF ISSUES HELD 

________ OCTOBER 19« 1927 IN TOE ACCOUNT BY MATURITIES_________

Boston $ 25,853,500 Dec# 15
New York 96,994,800 March 15
Philadelphia 22,987,500 March 15
Cleveland 31,102,500 Sept. 15
uichfflond 11,214,000 March 15
Atlanta 9,860,000 Sept. 15
Chicago 53,979,500 Oct* 15
St* Louis 20,280,000
Minneapolis 16,672,000
Kansas City 26,019,000
Dallas 2 3,821,500
San Francisco 36*105* 500

Totals 1374,889,800

1927 - 4 1/2% Treas* Notes $ 19, 327,500

1928 - 3 1/4# Cert, of Ind« 60,283,500

1928 - 3% " " " 48,596,000

1928 - 4 l/4$ 3rd L/L bonds 145,049,000

19 32 * 3 I/27S Treas# Notes 60,889,800

19 32 - 3 l/2$ Treas* Notes 18,244,000

19 38 - 4 1/4% 4th L/L bonds 22,500,000

$374,889,800
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EXHIBIT ”C"

PURCHASES OF BANKERS ACCEPTANCES SINCE THE BEGINNING OF THE YEAR, AND 
AMOUNT EACH BANK NOW HOLDS IN EXCESS OR SHORT OF ITS PRO RATA 

SHARE UNDER THE APPORTIONMENT PLAN PUT INTO EFFECT IN 
THE EARLY PART OF THE YEAR AND REVISED ON JULY 8 

_ __________ SEPTEMBER 1. SEPTEMBER 19 AND OCffOBBB 13 _________

Bills Entitled Bills Over Bills Short
Bills Acquired to Ac Quire Pro Rata Share Pro Rata Share

Boston 1 95,808,000 s? 9 3,456,000 02,352,000 0

New Y0rk 309,294,000 309 , 8 32,000 0 5 38,000
I iladelphia 91,519,000 94,7 37,000 0 3,218,000
i cv eland 114,105,000 114,023,000 82,000 o
Ric hmond 96,457,000 97,938,000 0 1,481,000
Atlanta 49,648,000 49,081,000 567,000 0

Chicago 168,174,000 167, 421,000 75 3,000 0

St. Louis 61,230,000 61,600,000 0 370,000
Minneapolis 52,016,000 5 3,728,000 0 1,712,000
Kansas City 69,755,000 70,434,000 0 679,000
Dallas 52,412,000 5 3, 487,000 0 1,075,000
San Francisco 81,060,000 75,741,000 5,319.000 0

Totals ei,241,478,000 *1,241,478,000 $9,073,000 $9,073,000

The overages shown in the above statement are being adjusted in the 
usual manner by making distribution to other reserve banks*
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EXHIBIT MDM

STAiEMiSNT SHOTTING EAR1 ING ASSET HOLDINGS OF A ll FSDKRAI RESERVE BAVKS OCTOBER 19, 1927 COJ.YAR̂ D V.'ITH PREVIOUS WEEK AND OCTOBER 20, 1926, ALSO WEEKLY AVERAGE
______OF EASING ASSETS FROM DECEMBER 29, 1926 TO OCTOBER 19 , 1927 AS CO?TARED WITH CORRESPONDING PERIOD 1926 AND ENTIRE YEAR 1926 -------------------------- ------ -------

(000 (knitted’)
Boston New York p h ila . Cleveland

B i l l s  Discounted
II II

-  O ct, 12
.1

$33,932
27,641

$119,787
96,873

$35,404
38,563

$54,590
43,306

Net Change 6 ,2 9 1 - 22,914- 3,159+ 11,284-

B i l ls  Purchased 
t» *t

-  O ct. 12 
19

28,873
30,366

111,125
102,843

11,940
12,601

16,620
18,757

Net Change 1,493+ 8 , 2 8 2 - 661+ 2,137+

Government S e cu r it ie s  -  O ct, 12
h 11 n ^9

27,049
27,592

105,216
102,026

36,222
38,172

5 5 , 5 8 5

57,203

Net Change 543+ 3,190- 1,950+ 1 , 6 1 8 +

Total Earning Assets
It H  M

-  O ct. 12 
19

89,854
8 5 , 5 9 9

336,128
301,742

83,566
89,436

126,795
119,266

Net Change 4,255- 34 ,386 - 5,870+ 7,529-

Comparison o f Weekly 
o f  Earning Assets

Average

81,087
90,072
91,705

107,012
106,914
115,174

Dec. 29, 192^ to Oct, 
Same period 1926 
Entire year 1926

. 19, 1927 71,647
8 0 ,8 18  
82,511

259,977
272,491
278,628

Net change from same period 1926 
" " M e n tire  year 1 9 2 6

9 ,171 -
10,864-

12,514-
18,651-

8 , 9 8 5 -

1 0 , 6 1 8 -

98+
8 , 1 6 2 -

Comparison o f Earning Assets
89,436 
94,846

1 1 9 , 2 6 6

136,604
O ctober 19, 1927 
October 20, 1926

8 5 , 5 9 9

6 5 , 2 8 5

301,742
205,574

N et Change 20,314+ 96,168+ 5 ,4 1 0 - 17 ,338 -

Richmond

|29,01A
33,375

4,361+

33,251
38,053

4,802+

27,455 
12, 455

1 5 , 000-

89,720
83,883

5 ,837 -

Atlanta

122,505
25,129

2,624+

2,404
2,414

10+

12,988
13,370

382+

38,197
40,913

Chi c ago 

$33,043
51,129

18,086+

25,014
30,533

5,519+

74,227 
74,583

356+

132,284
156,245

St. Louis K'inn. Kan. C ity Dallas

$18,805
28,260

9 , 4 5 5 +

3,866
3,700

$ 6,493 
2,007

4 ,486-

10,186
11,652

$ 12,516 
21,707

9,191+

9, 822
10,656

$ 4,797 
7,756

2,959+

11,672
13,504

l66* 1,466+ 834+ 1,832+

36,600
36,900

300+

59,271
68,860

22,880
24,230

1,350+

40,079
38,409

35,082
35,832

750+

57,420
6 8 , 1 9 5

31,023 
32, 227

1,20 4+

47,492 
53,487

2,716+ 2o,96l+ 9,589+ 1 ,6 7 0 - 10,775+ 5,995+

San Fran.

$ 59,363 
41,851

17,512-

9 , 5 8 8

7,424

2 ,164 -

45, 802 
45,803

1+

114,753
95,078

19,675-

48,804
61,342
59,659

49,214 
75,957 
76,645

146,389
153,674
164,144

59,277
63,210
63,841

32, 447 
37,973 
37,874

53,141
63,902
63,528

43,018
53,501
52,777

102,678 
115,279 
116,047

12,538 -
10 ,855 -

26,743-
27,431-

7 ,285 -
17 ,755 -

3 ,933-
4 ,564-

5 ,526-
5 ,427 -

10,761-
10,387-

1 0 ,483 -
9 ,7 5 9 -

1 2 , 601-
13,369-

83.883
67.883

40,913
92,479

156,245
173,788

68 ,860
67,504

38,409
50,788

68,195 
59 , 070

53,487
52,045

95,078
123,044

16,000+ 51,566- 17,543- 1,356+ 12,379 - 9,125+ 1,442+ 27,966-

T ota ls

$ 430,249 
417,597

12, 652-

274,361
282,503

8,142+

510,129
500,393

9 ,7 3 6 -

1,215,559
1,201,113

14, 446-

1,054,691
1,175,133
1,202,533

120,442-
147,842-

1,201,113
1,188,910

12,203+

> 
t  '
m  n 
o > \

PIP H O

SUlfl'ARY FOR SYSTEM
B i l l s  Discounted fo r  week $12,652-
B i l l s  Purchased fo r  week 8,142+
Government S e cu r it ie s  fo r  week 9 ,736 -
T ota l Earning Assets fo r  woek 14,446-
Comoarison o f Weekly Average o f Earning Assets Dec. 29, 1926 to

Oct, 191 1927 w ith same period  1926 120,442-
Conparison o f  Weekly Average of Earning A ssets Dec. 29 , 1926 to

Oct. 19, 1927 witi)i e n tire  year 1926 147,842- 
CompariSon o f Earning Assets Oct, 19, 1927 with O ct. 20, 1926 12,203+
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ffoteoiber 1. X9ZT.

fhe coandttee has consSdored the oonfIdentlal prolialnaxy 
nenorand* snbaltted %  Chalmon, tnft \a>on tho ̂ t U  of the nano*- 
aada proposes that tho open me&%»% policy ef the Syston watll I M  1st 
next, mltss developments not bow  anticipated require a further review, 
shall b*i to naiataia stable rates for atone? at about present levels aad 
prevent far^ior laporte of gold.

fa order to earty oat the above policy, the coaraittee would 
adopt tlio following pregrws and procedure!

(1) fbe plan of effsotting gold moTeaaents by purchases and 
ealoe of securities would be continued as heretofore.

(2) Iny considerable advance in rates for money towaxds the 
end ef the year would bo dealt with only If neoeseary by teaporary pur- 
Ohasee of oooorltioe*

(3) taring ©is return flow of currency which usually occurs 
la AMmasgr, oaloe of securities would be node In amounts sufficient to 
i m o  retirement of the eoaeonal lssoe sad prorsnt it* being added to

3F®JWJF V®®*

(4) t& event of tho renewal ef a told mcrrmsent to the tJfeited 
States, gold nay bo purgsaoed abroad In London, and possibly in Holland 
and M & M t a a d *  if ne#oe«a*y, at approximately their gold export ptints, 
or mge on those countries say bo purdmsed, oo as to arrest, if 
possible^ m further Importation of gold. the limit upon each purchase* 
to bo $100,000,000. Such pordhaeoe would also be offset the sane as

lL <D
tho gold movement. Gold or exchange p«rdiasod nay bo Invested in bills 
or employed at Interest* aa in the case of the Bank of

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED 

Authority E .6» U35fa

a

(5) The considerations nhieh wilt guide tho coaaittee as to 
whan and for what amounts such transactions shall bo made, aro*

(a) fhe amount of borrowings hjr weaker hanks fro* 
tho leserve hanks;

(h) general level of interest rates;
(c) fh e  movement of foreign exchange ratos as an 

Indication of DOaslhle gold lwports.
Tho commit too would expect to ho charged with tho execution 

of the orogram for aecomt of those loserve hanlts which approve and 
'participate.
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The Committee has considered the memorandum, submitted by 

tlrman and has reviewvd the program adopted by the committee on 

weaber l 9 1927 and approved by the Federal Reserve Board* Thereupon, 

the follow ing conclusions were adopted: y / - z r

1* The ob ject o f  the p o licy  adopted on November 1 has 

been accomplished*

2* The Committee program should now work towards some

what firm er money oaftAlftlons as fa r  as necessary to  check un

duly rapid further Increases in the volume o f  cred it*

5* In order to  accomplish this program the committee 

would expect to  s e l l  further amounts o f  Government se cu ritie s  

and i f  necessary to  deal with gold movements in such manner as

necessary t o  carry out the program*
As a u t U » M - i ^ .NgiQMBbax.1J

the committee would •xpect to  be charged with the

execution o f  th is  program fo r  the account o f  those reserve 

banks which approve and p artic ip a te  and would hope th is  pro

gram might guide the committee fo r  the present, unless a change 

o f  conditions makes further review desirable#

i v'r '
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/ V

Fe d e r a l  Re s e r v e  Ba n k  

o f  Ne w  Yo r k //
V

October 25, 1927.

Dear Governor Young:

I have already sent you the Chairmans memorandum for 
the Open Market Committee meeting, and Dr. Burgess*s memorandum 

to me about stock speculation. This I now supplement by the 

Secretary* s memorandumj of the detail transactions.
iJu j u - ^  1 . 7

A further supplement will be needed to cover the sale 
of gold to the Bank of France, but that has not yet been prepared.

Very truly yours,

Chairman
Open Market Investment Committee,

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

enc.
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Fe d e r a l  Re s e r v e  Ba n k

o f  N e w  Y o r k

R. ,

OCT 2 7 1927
October 21, 1927it *

My dear Governor Young:

Following our talk in Washington, I have discussed the 

immediate outlook with my associates in the bank and we have all 

agreed that i t  will not be necessary to hold a meetingof the Open 

Market Investment Committee until the time of the Governors Con

ference.

Believing that this will best suit your own plans, I 

have written to the members of the committee asking them i f  they can 

arrange to be in Ufashington on the morning of November 1 so that we 

may have ample time that day for discussion of the memorandum already 

sent you, and for the formulation of some* recommendations. I hope 

this is  entirely satisfactory to you.

Sincerely yours,

/
BXHJ. STRONG, 

Chairman, Open Market 
Investment Gommittee.
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■-rt~?ygo
F e d e r a l  R e s e r v e  Bank 0Gf 8 i wtf

W;y viiyijNOJB
o f  N e v ^ Y o r k

PERSONAL " /> ‘ ‘ October 19, 1927.

- 3 3 ^ - 1 ^ -
My dear Governor Young: ,

With this I am enclosing a memorandum'#hich is  being submitted to the 

members of the Open Market Committee for their consideration prior to the meeting 

which we hope to have in Washington in the near future, also a copy of ti^e memo- 

randum (prepared by Dr. Burgess at my request on the subject of the Stock Market*

I hope you will consider these memoranda privately for the moment, a  ̂

changes may be made before the meeting and i t  would be a mistake to have opinions 

crystallise until a final draft of the memoranda can be submitted.

X am sending two copies of each memorandum as I hope you will find i t  

possible to hand one set to Secretary Mellon so that he and you may both be ac- 

quainted with the material to be discussed at the meeting.

There is  one point of view about our credit situation which is  not cov

ered by the papers, and concerning which I am not willing to express any very 

definite views. The situation may be summarized very roughly as follows:\
In the last three years there has been no considerable addition to the 

gold stock of this country. Me figure i t  amounts to only $18,000,000 net. During 

that period the average amount of Federal reserve credit in employment has in

creased gradually by the sum of about $200,000,000. In the same period the total 

volume of bank credit in the country has increased considerably. The figures for 

reporting member banks are about $5, 000 , 000 , 000 ,. and in the ratio which usually 

prevails this would indicate a total increase of bank credit for all institutions 

of possibly over $5,000,000,000. Of this increase, however, possibly as much as 

60 per cent consists of time deposits of which possibly 80 per cent, are actual 

savings accounts. In other words, in the absence of additions to our gold stock
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- D E R A L  R E S E R V E  B A N K  OF N E W  YO Ft
Hon, R. A. Young j f  '27

the banks have required $200,000,000 more cred it  at the Reserve banks in order to 

maintain the reserve necessary to sustain th is  increased volume o f deposit l i a b i l 

i t i e s  caused mainly the growth o f  savings and p artly , o f  course, by the growth 

o f  population and o f  business a c t iv ity .

tion  has been employed by the banks in  loans upon se cu r it ie s . I t  i s  the growth o f  

th is  loan account which has caused apprehension in  the minds o f  some people, and 

at times led  to  the suggestion that we should s e ll  some o f  our secu rities  and main-

that loan account. I have not f e l t  that such a p o licy  was ju s t i f ie d  by the fa c t s , 

that any e ffo r t  through higher rates d irected  esp ecia lly  at stock speculation would 

have an unfavorable e f f e c t  upon business generally , and that this  would be particu

la r ly  unfortunate at a time when we are producing a surplus o f  exportable farm 

products which cannot be marketed abroad unless th is  country remains a free  loan

ing market fo r  the rest o f  the world. In a word, i t  would mean d irectin g  the in

fluence o f  the Reserve banks against stock speculation regardless o f  the conse

quences to business generally and the consequences especia lly  to  the farmers at 

home and our customers abrot

question o f  our p o licy  should be faced squarely and an understanding arrived at as 

to  general p o lic y , the execution o f  which should he entrusted to  the committee,

Ihen the committee meets we shall probably be able to  lay out a program 

which w ill be fa ir ly  s p e c if ic  and cover a p eriod  o f ,  say, three o r  four months.

I  w ill leave i t  to  you to  have a word with Secretary Mellon about  i t .

Very tru ly  yours,

amount o f  increase o f  bank cred it  re fe rra l t o ,  a considerable por-

ta in  higher discount rates or at lea st  not lower the®, so as to  check the growth o f

At the next meeting o f  the Open Market Committee I think th is  general

Hon. R. A. Young,
Governor, Federal Reserve Board, 
&shington, D. C.
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To Governor Strong 

From W# Burgess

m r n m m m

%  <»
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October l $ f 1927 

Memorandum on the Stock Market

&Jfhe concern o f  the Federal Reserve System as to  the stock market has 

to do with i t s  use o f  cred it*  there are two p rincipa l ways in which the amount 

o f  cred it  employed by the market can be judged*

ESCflfe* ^ comparison o f  change* in  such use o f  cred it with such related 

fa ctors  as the prices o f se cu r it ie s , the volume o f  trading* 

and changes in other forms o f  c r e d it .

SSSSM.* the soundness, i*e> permanence* o f  current market values against 

tsftiicb the cred it  i s  advanced*

*• ttae o f  Cre d it  in  Security Markets

terfoy fomJBljMaBEfc f x M m
the follow ing chart shows the changes ia  recent years in  Ioann on 

stocks aad bonds o f  the reporting member banks in  p rin cipa l c i t i e s ,  in  comparison 

with p rices i f  common stocks* la  general the two lin e s  move c lo s e ly  togetherf but 

in the past year secu rity  loans have increased lees  rap idly  than stock prices*

The spread between these two lin es  would appear to  indicate some tendency toward 

greater conservatism in  the use o f  cre d it  in  secu rity  market operations, which 

i&ay be due to  such fa ctors  as larger margins o r  a la rger proportion o f  investment 

buying fo r  cash*
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Security Loans and Volume of Security Operations 

A further test of the present volume of loans on securities may be 

found in the concurrence of the movement of security loans, the volume of 

trading, and the volume of new financing* This comparison is made on the 

following diagram and indicates that increases in extensions of credit have 

been no greater than the' increases in the volume of security operations*

Security Loans in Relation to Total Bank Credit 

The second chart on the page shows the ratio of bank loans on 

securities to the total amount of loans and investments of the reporting member 

banks. It indicates that, while in 1925 the ratio of security loans to total 
bank credit increased from 25 to 29 per cent, since that date this ratio has 

fluctuated within narrow limits.

The proportion of brokers loans to total loans on stocks and bonds 

has been rising since early this year but remains slightly lower than in 

January and February 1926, though higher than at any other time in recent months* 

These ratios are shown in the following table*

Percentage of Brokers Loans to Loans on Stocks and Bonds 
______ of all Reporting Member Banks of System_______

Reporting Date 1926 1927

January 56*2 49.9
February 57.3 50.7
March 47* 6 50.2
April 46* 6 51.1
May 45*9 52.1
June 46.0 53.4
July 47.8 53.6
Augu st 49*7 54*4
September 5G.2
October 48.2
November 48*6
December 48.8

srnmegESBmmmmmmmaMmsmBk
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3*fBoĥ  to ?<a s s * '- .
" *  ■ -

3 0

28

26

ZZ
1922 1923 19 24 1925  1926 1927

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED

Authority E»0- 123Sk

5

Summary as to 1>

The foregoing facts may be summarized by saying that while loans on 

securities are very large and have been increasing they d^not) appear, if  

they nay be judged by previous experience, to be seriously disproportionate 

to;

A* Stock prices 

B* Volume of trading 

C, Total bank credit
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2• Soundness of Current Market Values

Y/hile the foregoing comparisons are interesting and give some 

indication that th© preeent relation of the use of credit in the security 

markets to the general growth of credit in the country and the general 

trend of stock market prices and voluwe of trading is not unprecedented* 

the more important related question is whether present values in the se» 

curity market have a sound basis, for the danger to be feared is a collapse 

of the market, which would react upon business and bring serious losses to 

many people* The l i kelihood of such a crash is  increased when stock market 

prices get out of touch with reality*

There are two general tests as to the soundness of current stock 

market prices* Stocks are dealt in the same as commodities at varying prices, 

and presumably there should be some relation between their price movement and 

the movement of the prices of commodities* But stocks are also a particular 

kind of commodity, the value of which consists in the current and prospective 

yield* Thus a more important test of stock prices is their yield compared with 

the yield of other forms of investment*
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Stocks and Commodity Prices 

The following diagram compares prices of stocks with the movement 

of commodity prices and indicates that up until comparatively recently the 

prices of stocks have increased less since 1913 than the wholesale prices of 

commodities, but that in the past two years the prices of stocks have tended 

to exceed the prices of commodities# This comparison for a number of reasons 

is very rough and very general# The industrial plants, stores, etc#,which 

stocks represent̂  are commodities the prices of which would not normally move 
with a general index which includes largely basic commodities. Moreover, 

industrial concerns are continuously expanding their plants and equipment by 

ihe use of surplus earnings, and hence increasing the value of their stocks# 

This factor is partly compensated for by additional issues of steck. There is 

no way of knowing how precise is this compensation*
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Yields on Stocks Compared with Other Investments

Over a long term of years it has been clearly demonstrated that the 

dividend yields on stocks at their currently quoted prices bear a significant 

relation to the yields on bonds or money invested for short periods* Stock 

yields have in this country tended to be one or two per cent higher than bond 

yields, and also higher than time money rates (as an example of short money 

rates) but there have been times when stock yields have gone below both bond 

yields and short money rates* The general relationship of these rates over a 

period of years is shown in the following diagram.
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Thej normality or abnormalityjjof stock market prices can perhaps he 

measured more precisely by observing the deviations of stock yields from bond 

yields and current money rates# Such computations are made in the following 

diagram# They indicate that while stock yields are low, they are not as low 

relative to bond yields and money rates as they have been a number of times 

in the past.
Moreover, there is some reason to believe that a fundamental change 

may be going on in the relative popularity of stocks and bonds in this country*

In our historic emphasis upon bonds rather than stocks as a vehicle for invest
ment, we have not followed the usual European practice. In many of the older 

European countries in which industries have been very firmly established, 
stocks of old industries have frequently sold on a yield basis lower than high- 

grade bonds# This relationship has been justified by the expectancy of increases 

in prices and yields of industrial shares#
The very heavy losses suffered by bond holders in this country in the 

past 20 years due to declines in bond values have led to some questioning of the 

soundness of our historic practice, and more latterly a number of statistical 

studies have shown that over the past 50 years purchases of common stocks would 

have constituted sounder investments than bonds# These findings have undoubtedly 
led to some change in the popular relative esteem of stocks and bonds, which 

xas found expression also in the establishment of many investment trusts a con
siderable proportion of the funds of which has been invested in common stocks#

All of this may be leading to a new relationship between the yields on common 

stocks, on bonds, and on short time money*
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Money Rates an Important Factor

The foregoing charts make: it clear that money rates have a 
large influence upon stock prices* It seems reasonably clear that an in

crease or reduction in short money rates of 1 per cent, for example, 
night be almost a determining factor in the immediate trend of stock prices, 
and the permanence of present stock market values depends not a little on 

the future prospects for money*

Summary as to 2«

A comparison of stock prices and commodity prices indicates that 
stock prices are now higher relative to 1913 than are wholesale commodity 
prices* but this comparison is inconclusive because of the number of differ

ences in the two things being compared#

A study of stock yields compared with yields on bonds and short 

money rates indicates that, from this point of view, stock prices are high, 
but no higher than they have been a number of times in the past, and there 
may be going on today also fundamental changes in this relationship# The 
present level of stock prices appears to be closely related to current money 

rates#

Security Prices Abroad
Some collateral light on security price movements here is thrown 

bv comparing then with movements abroad* This is done in the following two 
charts, which indicate that both in stocks and bonds we have been dealing 

recently with a world tendency toward higher prices, which in a number of 

countries has exceeded the movement here#
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The figures are shown in terms of the domestic currencies of various 

countries converted to a January 1925 base and in the cases of France and Italy 
are. affected by fluctuations in the gold value of those currencies* The decline 

shown by Italian stock prices, in terms of lire, particularly since the middle 
of 1926 is due largely to appreciation in the value of the lire* In the case of 

France, if allowance were made for the appreciation of the franc since the middle 
of 1926̂  stock prices would be even higher than shown in the chart#

It would take further analysis than has yet been given to account fully 

for this world-wide movement. One of the possible explanations is that for the 
world as a whole we have been going through a period of readjustment to new 

bases of values* Another theory is that it is an era of unbridled speculation.

In any event it is clear that the movement of security prices in this country 
cannot be laid wholly to our domestic monetary policy*
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CONFIDENTIAL

Preliminary Memorandum 
for the

Open Market Investment Committee 
October 18, 1927.

In accordance with the general policy forecast by discussions 

at the governors* conference in May and at the meeting of the Open 

Market Investment Committee on July 27, all of. the Federal Reserve Banks 

have since that meeting reduced their discount rates from 4 per cent to 

3 l/2 per cent. The timing of these changes was as followsi

July 29 - Kansas City 
Aug# 4 - St. Louis 
” 5 - Boston, New York 
” 6 ~ Cleveland 
" 12 - Dallas 
” 13 - Atlanta 
H 16 - Richmond 
Sept. 7 - Chicago 
M 8 •* Philadelphia 
" 10 *■ San Francisco 
" 13 - Minneapolis

In order to make the change of discount rate effective in New 

York it was found necessary to purchase 50 million dollars of Government 
securities for account of the System, as previously authorized. The 

reduction of the rate in New York was followed by large transfers 01' funds 

to other districts, principally to the west* Between August 3 and 

September 7 (when the Chicago bank reduced its rate) the gold reserves of 

the New York bank declined 109 million dollars, most of the loss §ft going 
to the Reserve Banks which still maintained a 4 per cent rate* Over the 

whole period from July 20 to October 12 the New York Bank lost 181 millions 
of gold, including transfers to other districts as well as gold exports., 
and withdrawals of gold currency for circulation. As a consequence the
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borrowing of Now York City member banks increased about 75 million dollars 

and, with prospects of even larger borrowings, it was necessary to purchase 
in August the 50 million of securities* Otherwise money rates would have 

experienced a sharp advance which would have defeated the purposes of the 

policies adopted#
In this same period it has been possible to liquidate all of 

the special sterling account with the Bank of England̂  at a profit of 
$163,000• In order to offset the loss of funds to the New York money 

market resulting from these sales a corresponding amount of securities 
has been purchased, a reversal of the operation which took place in the 

Spring when purchases of gold abroad were offset by sales of securities*

The transactions in the account since early in the year, exclusive of 
temporary or minor adjustments, are shown in the following table:

Major Transactions For 
System Special Investment Account

Approximate amount in account January to May 1, * . * * $201,000,000
Sale of securities, Hay 1 to May 9, to offset
purchase of gold (mostly gold held abroad)* . . . . . 65,000,000

Balance in account May 9, « • * $136,000,000
Purchases to offset gold earmarked in May and
June............ * . . * . .................... 100,000,000

Purchases during Juno and July under authorization
of Committee meeting, held week of May 9* . . • . • • 29>000 tQQQ_ *

Balance in account July 18. • * $265,000,000
Purchases in August under authorization of Open
Market Committee meeting of July 27* * * • . • « . • 50 «Q00 >000

Balance in account. * * • « * *  $315,000,000
Purchases in August, September and October to
offset sales of sterling* * * « * « » »  • • • • £ * *  . 6Q*QQ0aQ0Q.

Balance in account October i|* « $375,000,000
* out of an authorization of $10 0,0 0 0,000.

It will be observed that as a net result of the year’s operations
to date the Special Investment Account has been increased $174,000,000* Of
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this $95,000,000 represents offsets to market losses through earmarkings,
etc*, and §79,000,000 represents purchases made in keeping with policy aims*

A further result of the movement of funds from New York to other

districts has been that member banks in districts other than New York have
been able to meet the seasonal increase in credit requirements without any

increase in their borrowings at their Reserve Banks, whereas banks in New

York have increased their borrowings* The figures are as follows:

Discounts and Advances

(In Millions of Dollars)
(Monthly Averages)

New York District Other Districts Total System
July, 1926 166 383 549
Sept., 1926 182 460 642

. July, 1927 123 331 454
Sept*, 1927 142 280 422

The decrease in total member bank borrowings as compared with a year ago 

arises partly from a lessened demand for Federal Reserve credit due to smaller 

currency requirements and gold imports and partly from the increase in the System’s 
holdings of securities* The average figures for September for total bills and 

securities are as follows;
Sept* 1926 Sept. 1927 

Bills discounted $ 641,797 & 422,192
Bills bought 263,992 215,926
U, S* Securities 315,, 747 500,637
Total bills and

securities 1,225,236 1,139,342
Under these conditions money rates have become relatively stable at 

Revels about l/4 to l/2 of 1 per cent lower than at the middle of July and sub
stantially lower than a year ago. The changes in rates are shown in the follow

ing table:
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Money Hates at New York
Septt 30 July 15 Oct* 17
1926 19 27 1927

Call money *5-5 l/2 *4 *4
Time money - 90 day 5 1/8 4 l/2 4 3/8
Prime commercial paper 4 1/2-4 3/4 4 1/4 4
Bills - 90 day unendorsed 3 7/8 3 5/8 3 l/4 
Treasury certificates and notes
maturing December 15 3*54 3*03 2#89

,f March 15 3*56 3,24 3*08 
Federil Reserve Bank of New York
rediscount rate 4 4 3 1/2 

Federal Reserve Bank of New York
buying rate for 90 day bills 3 3./4 3 3/4 3 l/4

*Prevailing rate for preceding week

Consequences of Lower Rates 
Aside from the domestic movement of funds from New York t6 other 

districts, the following changes, related in

some measure to the lower rate level, have taken place in the money market 

situation*
X.* Higher Sterling Exchange* 'Whereas a year ago sterling exchange 

moved steadily downward from early July unt 11 the end of October, ana such a 

movement had begun early in July this year, the lower level of interest rates 
prevailing has been an influence toward stronger sterling exchange, and the 

demand rate has moved from a little above $4*85 the middle of July to nearly 
04*8 6 3/4 recently, and the cable rate from ^4.85 l/Z to ^4*87 l/8, - this 

notwithstanding sales of over 12 million pounds of sterling by the Reserve 

Banks.* This strength in the exchenge reflectsthe tendency for funds to move 

from New York to London, and some tendency for short and long term financing 

to be shifted from London to New York* The rates London banks are now paying 
for deposits are about 4 l/4 to 4 l/2 per cent, and are higher rates than tho 

at which funds can be employed at short notice in tho New York money market* 
Acceptance credits are now cheaper to obtain .in New York than they were and

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

C A U  R A T E S
v / E tta r  AVERACBS

■T a . *>• O. * N. o’

m i l l i o n s  o/ d o l l a  as

1927

BILLS DISCOUNTED
SYSTEM

200l__.. ..__.. .._______,____ i___
J. A . ^ O I >1 D

6 / i . L f O f t S ?  S ' A  f t  5

DECLASSIFIED 

Authority E»D« IZ3SG

DOLLARS

Billio n s  o/ d o u a r s  
ZZ

20

18

16 J. A. S. 0. N. D.

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED
Authority E»Q. 123Sfe

per car. P E R C E N T.

Federal Reserve Bound' e Index of Produotioo of 
Manufacturers.

DOLLARS
ZOO~~*

100_
^roe* p r t e e s

J F M A M T J A 0 N D
Standard Statietioa Goapany Index of Prioea of 

2£8 Stocka.

m illio n s  o f C ars  
%

%•

MDSC.C/M/SCL. :
CAR LOAD/MS

. L

Bureau of Lab*r StatieUee Index of Vholesaie 
Prices.

D O LLA R S
loo- •—

9 0 -

1915"...

eo___&OM PRICES
J  f  **, a  r  I j  j  a  ^ .) t< :•

Me* Ink Haoa Price Arerage of 40 Corporation 
Bonda*

biLUONS Of JO lt.."/. i

F H A M J / A S O  M D

BANKDS3/TS
O u ts id e , N . Y.

'  F M A N  J J / S O i < J)

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED

Authority E.D. 123S4?

■7

tho dollar volume of bills outstanding in this market is as large as at 
any time since 19 20* Sterling long bills are also bought here by our banks 

and "carried” in London after acceptance instead of being discounted*
2* Net Go Id Export s in Septernber ♦ In every month this year up to 

September there had been a net import of gold (if we exclude earmarkings)#

But in September there has at last been a net export movement of gold and 

gold inports for the mmmmmmk are arrested* A net outgo of about 13 

million dollars was largely the result of a shipment of 23 million to the 
argentine* more than offsetting imports of about 10 million from Australia, 

./hile the .argentine shipment was in the nature of a special transaction, the 
relation of exchange rates made it cheaper to purchase this gold in New 

York than in London*

So far this year all movements of gold (exports, imports, and 

earmarking operations) have resulted in a net gain to this country of about 

49 million dollars* This is contrary to general views, which are based 

on reports that omit earmarked gold held by us. In this connection it is 

interesting to note that in the past three years, 1925, 1926, and 1927, 

during which there has been considerable discussion of our sterilizing gold, 
this country has gained as a net result of gold operations only about 18 

million dollars of gold, which is less than seasonal movements of single 
years at times prior to the war*

3* Growth in Speculation. A further and less favorable result of 

easier money, and one which was anticipated, has been some stimulation of 
stock exchange speculation. There has been a growth of 336 million dollars 

since the middle of July in loans to brokers and dealers in New York, ac
companying an irregular advance in stock prices*

There is no means of knowing beyond question how far this recent 

rise in stock prices represents excessive speculation and how far it represents
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a gradual readjustment of values to increased industrial efficiency, 
larger profits, higher commodity prices, and a lower basic interest rate 

level than for some years past* It is clear from a study of such re
lationships as those of stock yields with bond yields and with money 
rates, that the current level of stock market prices is less abnormal 

than a casual inspection of prices alone would suggest. The invest
ment trust and the growing popularity of common stocks as investments 

are factors which may also be changing somewhat the old price and yield 
relationships^

4, Growth in Volume of Credit* There has been a considerable

growth in the volume of bank credit, more rapid in fact than took place
tu*--i ̂  ̂  • ifig

in either 1925 or 1926** The figures of report** member banks in princi-
------  -------------- — —

pal cities for this year to date, in comparison with the three years 

previous, are as follows:
Increase January 1 to October 1 (In Millions)

> 1924 1925 1926 1927
Total loans and invest
ments 1,571 611 404 911

Commercial loans 275 153 301 23
Loans on stocks and
bonds 440 573 87 333

Inve stment s 856 115 190 554

* Includes 300 increase in governments, with 
biggest change at March tax period.

The increases in these items between the middle of July and the

first of October have been as follows:

Increase Middle of July to first week of October (In Millions)

1924 1925 1926 1927

Total loans and investments 1,029 495 359 634
Commercial loans 301 360 298 271
Loans on stocks and bonds 209 171 107 321
Investments 519 36 46 42
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5* Greater Firmness in Commodity Prices. An index of prices of 
basic commodities, computed by the New York Reserve Bank, has been tend

ing generally upward since early in the spring, due almost wholly to in

creases in agricultural prices,, which may be ascribed largely to particu

lar crop conditions but partly to success in marketing surplus production 

abroad. The upward movement, has been accelerated, however, in the past
.. ------ — ___________________

two months and the larger index of the Department of Labor, made up from 

quotations for over 500 different commodities., also moved upward in July 

and August, This index is still, however, a number of points lower than 

it was a year ago*
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General Condition of Business 

There has been^nojmarked change in the general business outlook. 
The general volume of manufacturing production is somewhat lower than a 

year ago and lower than it was early this year, a change which is reflected 
in a smaller currency demand than last year,. The agricultural situation, 

however, has improved and there are prospects for larger crops than had 

been anticipated early in the spring., and an increase in the purchasing 

power of the farm population. The general business outlook is, however, 

for a continued fairly good volume of business activity during the balance
of the year, (without either a recession or a boom«\Many authorities agree 

that increasing domestic competition is affecting profits adversely*
Developments Abroad 

The outstanding new developments in European money markets are 
the increases of the discount rates by the Reichsbank from 6 to 7 per cent, 
and its Lombard rate from 7 to 8 per cent and but recently of Holland from 

3 l/2 to 4 l/2* Aside from these changes the rates of central banks 
abroad have been at the same level as in July. The explanation of the 

change of rate by the Reichsbank is its reduced reserve assets, and in 
general it illustrates the narrowness of margin within which the banks of 

issue of Europe are operating and probably reflects some strain in meeting 

payments due to the U. S. The reserves of most European banks of issue 
are not adequate generally to undergo any considerable or continued strain 

without the necessity for increases in rates. The latest moves emphasize 

th© importance of this countryts maintaining, if possible, a rate relation

ship with Europe, such that at least the world1 s new gold output available 

for monetary purposes may not be diverted to this country but may flow to 
those centers where the reserves are most in need, of reinforcement.
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The Sterling Position 

While our rate reductions, together with a recent increase in 

foreign loans placed in this market* a movement by American banks to 

accumulate balances in London, and probably some covering of short posi

tions in sterling have led to the sharp advance in sterling rates com

mented upon earlier, there remains some question as to the position of 

sterling for the balance of this year* The movement of cotton, while 

smaller than last year, is  at much higher prices and the delayed move* 

ment has probably not reduced to'la! dollar requirements. The larger 

amount of b ills  being drawn in dollars than last year, simply d&fers 

the demand abroad for dollars*

Some of these developments simply defer but do not finally  

effect dollar payments. It is hoped that the ultimate demand for 

dollars may go over until the period of liquidation and ease of rates 

immediately after January 1st, In the meantime, however, the committee 

should be prepared to intervene* i f  necessary., and again accumulate a 

London portfolio at the London gold export point, or buy gold in London 

when offered for export to New York* In case of such purchases the 

committee should consider whether offsetting sales of securities should 

not be made in New York just as they were in the spring when gold was 

acquired abroad#

The Guilder Position 

The holiday delayed cable exchanges which might have enabled us 

otherwise to agree with the Nederlandsche Bank upon a plan to avoid their 

rate increase or limit it to X/z per cent, instead of 1 per cent* This 

situation may recur and should be considered by the committee*
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As to Offsetting: Gold Movements of  the Equivalent 

The experiences of th is  year have provided a demonstration of the 

effectiveness of the policy o f o ffse ttin g  gains and losses of gold through 

import, export, or earmarking by purchases or sales o f se cu rities . Pur

chases or sales o f gold abroad or of exchange, which have just the same 

e ffe c t  on the market as gold movements^ have been sim ilarly o f fs e t , as ■- 

indicated by the table on page 2* That table indicates, that whereas the 

open market account increased from 136 m illion  in May to 375 m illion in 

October, only 79 m illion  of the purchases were of a nature to  affect the 

credit situ ation j the balance represented o ffse ts*

The e ffe c t of such o ffse ttin g  purchases or sales has been tp 

prevent disturbance to the credit situation from a r t i f ic ia l  causes* I f  

purchases or sales of th is  sort are not made promptly, not only w ill  

money ra:tes be a ffected , sometimes quite sharply, but the borrowings from 

the reserve banks w ill  become readjusted automatically at times when not 

desirable* In the case of imports of gold, unless repayments of loans 

are at once made to the reserve banks, loan expansion occurs at once in 

the market;*

Failure to "o f f s e t "  a gold import or export (or equivalent earmark 

transaction) has the same result as a purchase or a sale of secu rities when 

no gold movement occurs. The same situation arises whenever large transact 

tion s for foreign banks alter the reserve p osition , and occasionally when 

changes occur in Treasury balances with the Reserve Banks*

I t  should be understood that these necessary adjustments w ill be 

made from time to time, within reasonable lim its  and for a round amount, the 

members of the committee being consulted by telephone* At times action must 

be taken at once, *  for example* when a foreign bank desires to s e ll  securi

t ie s  and earmark gold, or when our own foreign balances are being liquidated
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as recently♦

Sales of Securities in January 

In addition to any sales of securities which may be necessary 

to o ffse t  any purchases o f foreign exchange* or gold abroad, it  w ill be 

necessary to consider whether sales should be made in January* In case 

borrowings at the New York Reserve Bank, and possibly other Reserve 

Banks, are not su fficien t to absorb the January return flow of currency

and Reserve Bank cred it, the committee should consider sales of securi-* 

t ie s .
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Future Program

As to  s p e c i f i c  c a s e s

The committee should consider the following -

lm The Reserve Banks being prepared to repeat the 

operation of buying gold or balances abroad, 

i f  necessary, to  prevent gold movement from 

London or some other foreign center,

2m A continuance of the general understanding that 

the committee w ill undertake to o ffse t by 

purchases and sales of secu rities any such 

major gold, or equivalent, operations as have 

been o ffse t th is  year. This would include 

the o ffse ttin g  of purchases or sales of 

sterlin g  or other foreign currencies.

3* The d esira b ility  of sales of secu rities in January,

i f  i t  appears necessary, to  take up slack in  the 

money market.

As to general p o licy .

CA review of the events of the past two months makes i t  clear  

that the p o lic ie s  agreed upon in July have so far been successful, 

more so perhaps than could have been a n tic ip a ted C o n c ern in g  the future, 

the principal questions are -

1 , How long w ill  the firmness of sterling and other 

European exchanges be maintained, even with 

present rate relation sh ips, when the fu ll  

seasonal strain for making American purchases 

appears ?
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2* W ill money rates in th is  country r ise  later

in tto* year with Christmas demands for funds, 

so as to disturb the international rate 

relation sh ips!

3* Is  there lik e ly  to be increasing d iff ic u lty  

for Europe in meeting payments due in the 

United S tates!

4* Is  there likelihood of speculation in stocks

or commodities, using so large an amount of 

credit as to constitute a danger?

5 . In view of these p o s s ib ilit ie s  what f le x ib i l i t y  

in operations should be given the Open Market 

Committee!
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^  ‘ ^  (4  -  October 29, 1927)

Supplementary Note on Gold Earmarking

Since the preceding pages were written we have received instructions 

from a foreign correspondent t o  earmark 50 m illion dollars of gold for th eir  ac

count* This earmarking operation has precisely  the same 'e ffect in withdrawing 

funds from the money market as the export o f 50 m illion dollars o f gold, or the 

sale o f 50 m illion dollars o f  secu rities by the Reserve System,' ^n order that 

th is operation may not disturb the money market and defeat the p olicy  we have 

been pursuing, the committee is undertaking to o ffs e t  these earmarkings by a 

purchase of 50 m illion dollars o f secu rities , so that the net result o f the oper

ation w ill be to leave the mone y market unaffected*

This transaction illu stra te s  precisely  what occurs #ien gold is ear

marked* Under the instructions which have been received, 30 m illion dollars of  

the earmarked gold w ill be paid for by applying the proceeds o f bankers accept

ances now held for the account o f th is  correspondent, which mature between now 

and November 11*- The remaining 20 m illion w ill be paid for by funds to be de

posited with the New York Reserve Bank by a number o f the New York City banks, 

#iich  hold balances for the account o f th is  correspondent.

The procedure which we have agreed upon for the earmarking o f gold 

resu lts in our setting aside gold in the amounts and on the dates indicated below:

GOLD TO BE EARMARKED FOR FOREIGN CORRESPONDENT
Proceeds To be received
Maturing From New York

Date Bails Banks Total

October 25 $10, 000, 000 $ 4 ,000 ,000 $14,000,000
26 2,000 ,000 2,000,000
27 2, 000, 000 2,000,000
28 2,000, 000 2, 000, 000
31 5, 000, 000 2,000, 000 7, 000, 000

November 1 2, 000, 000 2, 000,000
2 5, 000,000 2 ,000 ,000 7,000, 000
3 2,000,000 2,000, 000
4 2, 000, 000 2,000,000
7 5,000 ,000 5,000, 000

11 5,000.000 5,000.000
$30,000,000 020,000, 000 $50,000, 000
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Should any of the payments from the New York banks be made in 

Clearing House funds, it  would result in delaying one day the earmarking of 

gold.

I t  w ill be seen that* as the b i l l s  held for th is correspondent 

mature, the market pays to the Federal Reserve Bank the amounts due, and 

that as these sums are applied to the purchase of gold and are not reinvested 

in the market they w ill constitute a lo ss  to the market, reduce the reserves 

of the New York City banks, and (in the absence of o ffse ttin g  operations) 

force those banks to increase th e ir  borrowings at the Federal Reserve Banks* 

Payments to the Reserve Bank by New York City banks have a p recisely  sim ilar  

resu lt. In order to maintain the present status quo it  is necessary, there* 

fore, to put 50 m illion dollars into the market to  replace the 50 m illion  

dollars withdrawn by th is  earmarking operation* Securities are being pur* 

chased a l i t t l e  more slow ly than gold is being earmarked and thus a daily  

test is made of market conditions*

At present the New York City banks owe the Federal Reserve Bank 

of New York about 90 m illion d ollars, and th is  amount of borrowing w ill  

normally be increased somewhat as Christmas approaches. Any large extended 

increase in th is  borrowing would be followed inevitably by firmer money rates, 

and would imperil the p olicy  which the Reserve System has been following*

One other phase of th is  earmarking operation is worthy of considera

tion* Exports and imports of gold from and into th is  country since the be

ginning o f th is  year resulted in a net import o f about 125 m illion dollars*

I f ,  however, earmarking operations are taken into account the net gain to  

the market through imports w ill , a fter  the completion of th is  transaction,
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have been en tire ly  o ffse t by losses through the earmarking of gold* Thus the 

actual facts as to gold movements are quite contrary to the general b e lie f  

based upon the published figures for gold exports and imports.

The s?une thing is true i f  we go back a few years* Since the autumn 

of 1924 the figures for gold imports and exports indicate a net movement to  

th is  country o f about 100 m illion dollars, and it is the common impression that 

in the past three years we have been absorbing and ste r iliz in g  the world's 

gold. TIHhen earmarkings are taken into consideration, however, the past three 

years (including th is  current transaction) show a net loss of $50,000,000 of 

gold rather than a net gain*

In view o f the important influence of gold movements upon money con

ditions, and the somewhat misleading character o f statements which are now 

made public, it is believed that we should consider some weekly statement as 

to gold held under earmark. I t  is true that figures given out once a month 

by the Department of Commerce for the stock of gold in the United States do 

make allowance for earmarking, but these figures are published only once a 

month and some time a fter  the event* The publishing o f weekly figures for 

gold earmarkings would correct possible erroneous impressions and aid in a 

general public understanding o f Federal Reserve p o lic ie s .
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F e d e r a l e r v e

OFFICE OF

Ghaikmajst of the Boabd 
Fedehai Reserve Agent

O F  A T L A N T A

September 3, 1927,

p e s t v s o  
stp i  i

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

Dear Governor Crissinger: / ■■  ̂ i   ̂ - . {. )
At the; regular meeting of our Board 

of Directors held on August 12th, Governor Wellborn pre
sented a copy of the minuteslof meeting of the Open Market 
Investment Committee, held with the Federal Reserve Board 
on July 27th, together with report of the Chairman of the 
Open Market Investment Committee; a ll of which you trans
mitted with your letter of July 27th A for the confidential 
Information ofour Board.

I was requested to express to the 
Federal Reserve Board the appreciation of our directors for 
the information contained in the communications, and to re
quest, i f  consistent, that future reports of the Open Market 
Investment Committee be furnished by the Federal Reserve Board, 
nfrien available, for the confidential information of the direc
tors of this bank.

Very truly yours,

Chairman*
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Fe d e r a l  R e s e r v e  Ba n k  

o f  R i c h m o n d

August 9, 1927•

y  J  /

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

Dear Governor Crissinger:
Your letter of July 27th.1addressed jointly 

to Governor Seay Md eiî I'S"sing certain informa
tion for confidential presentation to our Board, was 
received during my absence on an inspection tour of 
certain branch banks. This is to advise you that your 
letter and its enclosures will be confidentially present
ed to our Board at our meeting day after tomorrow*

Very truly yours,

Hoxton,
Chairman of the Board 
and Federal Reserve Agent

F
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R E O E I V ' -  

; lilt 2 •'
FEDERAL. RESERVE BANK ! ©OTTOS ©If: -r.-pcni

I -
OF NEW VORK

J t

July 28, 1927.

(r

Governor Crissinger:

This w ill serve to acknowledge vour favor o f July 27 /

7 / > 7A 7 Aenclosing for our confidential information copy o f the minutes! 1 j   ̂ #”3 3 "3 ■
o f  the meeting held in Washington on July 27. This report was 

read to our directors at their meeting to-day, and I may say gave 

much sa tisfa c tio n .

We a ll fe e l that i t  was a most enjoyable and constructive  

meeting, and that the action taken was greatly in the in terest o f  

the System and o f the country.

Very truly yours,

Benj. Strong 
Governor

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

BS/RAH
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Fe d e r a l  R e s e r v e  Ba n k  

o f  R i c h m o n d

Dear Governor Crissinger:

We are in receipt 
o f your confidential le t te r  of the ft7th,\ 
addressed to  myself and Mr. Hoxton, Chair
man, Join tly , accompanied by a copy of the 
report of the Open Bferket Investment Committee, 
the contents of which w ill  be communicated to  
our directors at their next monthly meeting.

Very tru ly  yours,

Washington, 3). C.
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VOnn \ \  » “ A  • S _
FEDERAL RESERVE BOARD "■ ^

LEASED W IRE SERVICE 
% W A S H I N G T O N

The telegram given below is hereby confirmed. ________________________________________________

July 28, 1937

Bailey

Kansas City

Meeting disclosed that all favored action In New York and all governors 
present exoept Chicago propose to recommend similar action at their next 
board meeting with hope of favorable action as constituting a system policy* 
Of course members present could not pledge their boards of directors bat 
propose to recommend it . Wired you last night to call will give you details 
by phone ---- ?--------------------- V  *

CRissmia 9
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July 3?, int.

V. h *

$«i*i*N B ! ':)\r
*hoi% it for

in ?  iafo«**U «a »n* for m jftteattal pr#» 
f«alatioo %i» Board * f  Birsotort o f fm* 
feuiEf a otny o f tfe* atapiW o f * •§ «*i»§  of 
tlM Opo* Hsrlaii Inmimit Ctam&tto* h«14 
today v itli tit* f*d*rai Mm*rv* Beard, top** 
tho* trim oo*)f of - tha r*fs«rt o f t l*  9 ^ M  
o f €£•* tfasfeftt Iat«sU*at Obsadtt**, *•#* 
£ « r r » *  to  t it«rtU u

t a i l  t a O ?  pwapt*

2 .  ! •  C r l * a t n * # r ,
flfc 1‘irii ̂  Mi flilMhw orensor*

Mr* ••#» #. S«*7i •framor* ^
m* 9m f*  Soxtoa# Omlram* — y j / y j
IhNNtiPSl IbMHTFS %«>>! '  '  .

L« ?**
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t a l i ’ 37, 198?

i&BQBHXUIifc

W m m  1 «  fm m ltfk  f o *
l « u >  ta d fe m tta R  «m & f o r  f v d h A M t fe l  
•«a w t im i  I t  I3a» Bsar& ® f y o o r ,
fciiak* ft | to  *  a w t i a t  o f
III# % «» Ifesfc#* Qnmitim* *»U  
tod** witfi Ui* JM fdi i«*«onr» t*g«~
f t o *  w it *  «tijvy o f  Ht* r * * * r t  o f  t t o
t f  Hi* ©pin iMBit twmlmml feaMUtoii t*~ 
fm t t#  I t  t fa r * ia «

i# » y  w i * y  jpwwpf

&» 1* Q ifU ila g e r ,
llO fflW * *

* » .  « .  * .  f fa U t w s t  t e r e n W i  „
Mr. 0*#a» Kartell, QttiVM&t ---- • SU«,«W/i» / 5/W

JRWwJp V w ^
Attastt** §•*
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j

27, 392?

armwi r amA L .

f t a r a  $•
fo u r  itU o n m U tn  t o d  # « r  p r * -

to t t »  * > « *  o f SfhotftS* o f yew 
boas, a to0  o f tt» wlattm int *  af
«b* 0?«a ifertet luwirfettt, J»14
tod*m w itfe tiw  X tM rm  fe a n l, *< ««-
tfear « 4Ui mmt o f te* w jwrt of « »  9»Um* 
• f  Mm C?«b ifcxfeat $ «»• « «* » «  OsMltU*. w -

4m V m r a l f  iJp̂JPMr ŵlWPP

T «y  t»uly f«u e .

9, S. CMtoalogar, 
O w r»roor.

Hr* <f. B. Udfcwfol, 3evM*a?« 
Ir. V, A* 8**Ui, gtelnfta, 
M m t  !* * ♦ * * #  iMtfe* 
Chi****. XllimoU.
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In tacslaaed fa* 
joeur imiombUm and fo r wofl&mblaX pr#* 

to tiw Bo*r& of at $m* 
Itasfc* & eOf®f -of mkmMmi of * a»«fciaf of 
fee Op«m gonad tt* » balA
tatia? v itli tfa» fteAnral looetvt Jfe**** t«# i* 
ikm t w ith  m p #  a t %m  * « $ * * !  o f  ife i ca » ir»e i»
6# tJbt jfifcyfaitt  2&V<ftl fraftfit 9G£RBLtt#0*

t o  tlMnwlA*

¥ «*r  ixu ijr y < w * *

9* l »  0 « * s i » f * r ,  
fhWMWWWJf*

Mr* »* 0« Bifig^t OoTemor^
Mr* W», *«£. jbtttit* CSa**r«t§.# 
f t m m l Sasi^
8 w  fc v lf t*  Ho.
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to lj 37, 1987

JSQIOfiSQStbk

Ihoro 1* m Aw«1 horooltt for
year isfonMttm *»4 fcr oonfidontlftl pro- 
ooatatioft to tt* Bo»rt of Mrootor* o f *ow 
Duk, •  Mpjr o f tt* o f • a »*tU f o f
th* tow  «Mk»t Iwoo~fiH#*-Ooa»lttoo h*U 
totar Witt tto I***wa Booorro Board• «»*•* 
tter with oopjr o f report of tt*  Chftliwa 
of tt*  0»«a HKriMt In»o«t*oiit 0M*ltto*, **• 
forrot to tto**la.

T « r  tmljr j w « ,

D. t, Orloolagor. 
Oowmor.

Mr. X. A. Tout. O w rnor, 
Mr. J. 1L m w holl, ObftlsHk, 
hdm l iMorvo S*akt 
MianoftpolU, Mlaa.
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*Oy ST. 193?

Omtlmmmt 7 ' ]

Oxer* I* jhorowitfc f«r 
foof i»fo*w*Uoa *a& tm  mmIAi»tta* pft» 
•aataUon to U* Board of iHractor* of your 
teak* * «opy of lb* o f »  «aotln* df 
Ibt Opts Kwrtcot Iar#«fo«al CkwttiHM bold 
today wlto tfeo M in i  !••«*** Board* k n *  
thor wilfe oopy of ill* raporl of Umi Ohalirsi* 
of tteo Opm ifeifeii Ooa*iu*of m* 
fow d  |» thoraia. 

Tory Imly y w t,

D. 1* CrittiofOT, 
Qovormoy*

Mr. W» J* Bailoy, Goraraor.
Mr* X* 1** acOluro, (Swdrato, 
M oral X i««m  Boak, 
laaaai &|yf Mo*
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JWjr 37, 1937.

A Iu.

Star* 1* tntlftcA lUr*witb for 
j w  imfmmUm « « i  *** oonfid*nU*l pr»» 
* « I » U «  I t  lUt lt*rd  1f  l^ rto ltft t f  fta r 
taste* a «ojgr of *  «tttSa§ t f
Hit Opt* titifctl Imrtitmal Cbaadlltt ktW 
ItAtjr «|m m  ftdt*tl itttfft Serai, lt§t~ 
l&t* will* t f  rtptrl t f  Hit (taliwi 
t f  Ilit Opts ifcstotl %tttim l Otoadtlt*, ft* 
ftrrtd  It tUtrtlm*

fejpy traijr jW ft#.

D, E* Qpitl|»ftf f 
9f?tfft**«

Hr. Ljnm F« Mltjr* Otvttatt, 
Ir# Ot c. faitfe* Omlwmm$ 
Udifftl Htttfft Saak. 
MU*« ftaat.
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•*> i

JUly 2?, 1927

Sentlam »ai „
, 1 * 4 . 1  - t r y

There ie  enclosed fo f
your in fo ra a .tio n  and fo r c o n fid e n tia l pr®» 
sen t& tio a  to the Board o f D ire c to r* o f  jrour 
bank, & copy o f the sd autos o f a  m eeting o f  
the Open Jiarket I  uvea to ea t Committee he ld  
today with the fe d e ra l Beserve Board* toge
th e r w ith  copy o f ih #  re p o rt o f  th e  Ofcatrfflea 
o f the Open Maxtoet Investm ent Committee, re 
fe rre d  to th e re in .

?©ry traly youre,

B. B. C riftfti& gor, 
Governor.

Mr* J . U. C a lk in s , Governor, 
M r. Isaac B. fenrtoc, Chairman, 
Fedorel le a e rre  la n k ,
Sas F ran c is 00f O a lif*
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CONFIDENTIAL July 2 7 , 1927,

PRELIMINARY MEMORANDUM RELATIVE TO OPEN MARKET POLICY

The gold movements of the past two months have illu stra ted  the need for 

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

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

the la s t  Governors* Conference. This year’ s gold movements have included the im

port of 130 m illion  dollars of gold from abroad, the purchase of 62 m illion  dollars  

.broad, the sale of 100 m illion  dollars for earmarking here, and the resale of 60 

m illion abroad. There has thus been an import movement, or i t s  equivalent, of 190 

m illion  dollars and an export movement, or i t s  equivalent, of 160 m illion d o lla rs . 

Fortunately these t¥/o Movements have largely o ffse t each other in their influence 

on the domestic credit s itu a tio n . Otherwise thej  might have occasioned embarrass

ment. These movements were largely unforeseen and unforeseeable, although at any 

time possible under present conditions.

Recent transactions in the special investment account have been largely  

for the purpose of dealing with these changes in gold . At one time, in May, the 

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

m illion  d o lla r s . The increase represents largely purchases to o ffs e t  the ear

marking of 100 m illion dollars of gold here, but includes in addition the purchase 

of about 30 m illion  dollars of securities under the authority arranged at the time 

of the Governors* Conference. The following figures show the changes from week to 

-,s/eek in the special investment account. I t  would appear that th is p ortfo lio  should 

be increased from time to time when favorable opportunity o ffe r s , i f  the system is  

to be in a position to meet future extraordinary gold movements.
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April 27 -  * -  -  -  &201 m illions
May 4 -  -  -  -  -  200

» 11 ------------ ---  136
"  18 -  -  -  -  -  152
" 25 -  -  -  - » 188

June 1 -  -  -  -  -  222
■« 8 ------------  -  316
" 15 -  ------------ 246

22 ---------------- 250
" 29 -  -  -  -  * 250

July 6 ....................250
"  13 -  -  -  -  -  250
» 20 ----------------  265

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

in replacing 56 m illion  of m aturities in September which includes 30 m illion taken 

over from a foreign account in exchange for March c e r tific a te s . I t  may be necessary 

to take over further^ amounts of secu rities from foreign correspondents.

The Credit Situation

C A number of important changes have taken place in the domestic and foreign  

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

fo llow s:

1« Money rates abroad have risen vigorously; open market money1 rates in 

London, B erlin , Zurich, and a number of other centers are markedly higher than they 

were three months ago. The Reichsbank and the Bank of Austria have rais-ed their 

discount ra te s . Open market money rates are close to or above the bank rate in 

London, B erlin , Zurich, Amsterdam, and Milan, as shown in an attached ta b le . These 

firmer money conditions are undoubtedly exerting continuing pressure upon world trade 

and world p rices, which is  lia b le  to react unfavorably upon our own trade and p rices,

2* There has been some reduction in business a ctiv ity  in th is country, 

not serious, but indicating a sp ir it  of great caution in business,

3. There has been some congestion of the bond market, due largely to 

undigested new issues. This situation has been p a rtia lly  corrected*

4 . Due largely to reduced industrial payrolls there has been
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a slig h t reduction in the past few weeks in the credit and currency demand, and
/  ■

to ta l b i l l s  and secu rities of the Reserve System have dipped below one b illio n  

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

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

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

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

the New York Reserve Bank. Current quotations for money are as follows compared 

with la st  year,

A Year Ago July 23. 1927

Call money 4 3 3 /4
90-day time money 4 1 /2 4 3/9
Commercial paper 4 4 1 /4
90-day b i l l s 3 3 /0 3 1 /2
Treasury Issues

Dec. maturity (notes) 3.03 2 .87
Mar. "  (C of I ) 3.31 3.19

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

The Prospect for Autumn

Normally the approaching seasonal demand for 'funds might be expected to 

tighten money conditions somewhat. I f  th is takes place i t  would have the result

(1 ) of increasing the pressure on world money markets and perhaps forcing up the 

Bank of England discount ra te , and certain of the Continental discount rates, with 

consequent unfavorable reaction upon world trade and prices; (2 ) of accentuating the 

existing tendency towards some reduction in business a c tiv ity .

I f  on the other hand steps should be taken which would prevent any seasonal 

increase in money rates, and tend rather towards somewhat easier money conditions, 

the following resu lts might be anticipated;

1 . An easing of the pressure upon world money markets, which would react 

favorably upon world trade. Tha resu lts  would be fe lt  partly through the tendency 

for balances to move in the direction of the highest rate , and partly as lower b i l l  

rates here would attract financing to our b i l l  market which might otherwise go to
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London and require funds there*

2. Coming at the crop moving season easier money conditions would tend 

to fa c ilita te  the marketing of the crops at favorable prices,

3* I t  would tend to remove any credit pressure which may now be exerted 

upon business, and would encourage business enterprise.

4 . There would on the other hand be danger that easier money might- en

courage speculation. The sp ir it  of business is  so cautious that i t  seems doubtful 

whether speculative tendencies in business would ea sily  arise, but i t  is  probable 

that easier money would stimulate speculation in secu rities .

I f  under these circumstances i t  should seem wise to follow  a policy  

favoring easier money conditions, the immediate problems would be (1 ) to lo ca lize  

the e ffe c ts  of easier money conditions, where they would bo most b e n e fic ia l; and

(2 )  to prevent excessive speculation or excessive growth in the volume of

In th is  connection the attached table shows the to ta l b i l l s  discounted 

at Federal Reserve Banks in the 12 d is tr ic ts . The to ta l is  nearly 100 m illion  

smaller than i t  was a year ago and the decreases in b i l l s  discounted exceed 25 per 

cent in the New York, Richmond, Minneapolis, Kansas C ity, and Dallas d is tr ic ts .

Total B il ls  Discounted by Federal Reserve Banks 
(in  m illion s of d ollars)

Week Ended
July 21. 1926 July 20. 1927

Boston 24 32
Now York 126 87
Philadelphia 44 42
Cleveland 35 28
Richmond 43 19
Atlanta 44 37
Chicago 56 55
S t. Louis 35 33
Minneapolis 8 6
Kansas City 17 11
Dallas 18 8
San Francisco 45 45

Total 495 403
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Money Rates in World Markets

July 1926 May X927 July 19

London - Market Rate 4*25 3.69 4.31
Discount Rate 5 4 .5 4 .5

Berlin - Market Rate 4*5 4.88 5.88
Discount Rate 6 5 6

Paris Market Rate 6 2*25 2.13
Discount Rate 6 5 5

Amsterdam m Market Rate 2 .76 3 .5 3 .5
Discount Rate 3 .5 3 .5 3.5

Brussels m. Market Rate 6,70 4 ,25 3.75
Discount Rate 7 5.5 5

Zurich Market Rate 2.31 3.13 3.81
Discount Rate 3.5 3.5 3.5

Milan Market Rato 8 .5 9 .25 8
Discount Rate 7 7 7

Vienna Market Rate 6 5.38 5 .75
Discount Rate 7.5 6 7

New York B il l  Rate 3 3 /8 3 5 /8 3 1 /2
Discount Rate 3 1 /2 4 4
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TELEGRAM 3 3 3 .

i R E O H i v r r >  
FEDERAL RESERVE SYSTEM \ 1UL 2 9 ,

(LEASED WIRE SERVICE) '0 *lr

| y: HJE ^ ;-
RECEIVED AT WASHINGTON, D. C., t-**'"- 7

4 9 g O

S t L o u i a  9 4 1 a  J v l  2 3  _  ^  '

G rissinger

Washington
Arranging to attend meeting in  Washington July twenty seventh 

as per your l e t te r  o f the twentieth*
Biggs

1 0 5 5 a

f a
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TELEGRAM

FEDERAL RESERVE SYSTEM 3 3 0 #  -
(LEASED W IRE  SERVICER

RECEIVED AT WASHINGTON, D. C.,

69gn 

M lnaeapolis 952a Jialy BE /
Crissinger

Washington
lolm oi&eaglng rece ip t  o f yotir l e t t e r  Jttly Ep\aaad a t t ie  sam© time 

adTialng you that I  w i l l  be very glad to s it  la  a t the oonferenoe 

on Jtily if#

Totm g

1109a

e&rwmmm natmm emea 2—-1MQ1Digitized for FRASER 
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FEDERAL RESEF VE BOARD
w a s h i n g ; in

OFFICE OF GOVERNOR

dear Mr. Cunningham:

I have
and note what you s 
at this time, this  
rates and I have 6. v 
desire in  connection 
w ritten statement, I

July 22 , 1927

er from Cresco, dated July 20j  
t wiring. So far as I c"^  see 
is  only going to ta lk  about 

stin c t understanding o f  what you 
the rate question, so that your 

sw u ld  think, is  a l l  that would be ne
cessary. Of course, Governor Strong*s standpoint -  and he 
has developed i t  through our foreign friends -  w ill be in ter
estin g , but the ultim ate end w ill be as to what we can do 
with the rates, and in that respect I am sure you fe e l that 
i f  i t  were thought necessary to lower, you would be in favor 
o f i t .

Of course, I would lik e  to have you present i f  
you want to be troubled with the tr ip , but i t  seems to me 
that i f  I were in your place and f e l t  about the situation  as 
you do, and having a clear idea o f what is  going on as you 
do, I would not trouble myself with an extra trip back. How
ever, I should lik e  you to have fu l l  information and to govern 
your conduct accordingly. There w ill be a quorum o f  the 
Board here without you so that from that standpoint i t  w ill  
not be necessary for you to return.

I hope you w ill have a pleasant vacation and am 
pleased to learn that the corn crop looks better than you 
thought i t  would. With my sincere regards, I am

Sincerely yj

Mr. E. H. Cunningham, 
Boute No. 5 ,

Cresco, Iowa.
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J u ly  8 2 , 1927

%  dear Mr, Qunnlngha*t

I  hawa i w r  le t t e r  ftroa C rtic o , dated J u ly  3 0 . 
and not® *h a t you la y  about w ir in g . £o n tr  as I  can see 
a l  th is  l i s t ,  th is  n estin g  Is  o n ly  going to  ta lk  about 
ra ts #  and I  hay* a w r y  d ia t in e t  understanding o f  what you 
d e s ire  ia  oonneotion w ith  th e  ra ta  question, as th a t your 
w r it ta ii statem ent* I  should th in k * is  a l l  th * t  would be me» 
o a M ary . O f oourse, Oovernor S trong’ s stan dpoin t -  and ha 
has deraloped i t  through oar fo re ig n  fr ie n d *  • ' w ilt  be in te r -  
• • t in g ,  h u t th a  u lt iS K t*  and w i l l  ha as to what wa oaa da 
w ith  tha ra te s , and in  th a t r e d a c t  I  am sura yon f r a l  th a t 
i f  i t  wara thought naeeeea*jr to  low er* you would ha im fawor 
o f  i t .

O f 0o u r*e , I  would l i k *  to have v®u pr«»en t i f  
you want to  be troub led  w ith  th a  t r ip ,  t a t  i t  ee e** to  as 
th a t I f  I  ware ia  yo w  p laea  and f a i t  about tha s itu a tio n  a *  
you do* and h arin g  a  o la a r id ea  o f what is  going on aa you 
do, I  would not tro u b ls  « y s e lf w ith  an a x tra  t r ip  back. Bow  
ew er, 1 ahould I lk a  you to  hawe f h l l  in fo rm atio n  and to govern 
your eondnet ac co rd in g ly . Shore w i l l  be a quotum o f tha 
Board her# w ith o u t you so th a t from  th a t standpoint i t  w i l l  
n ot ho necessary fo r  you to re tu rn .

I  hone y<*u w ill  have a p laaaant vaoation  and m 
plaasad to lo a m  th a t the com  orop looks h a t ta r  than you
thought I t  would, f l t h  Biy s in cere  regards, I  am

S in c e re ly  yo urs ,

D. & , C ris s in g e r, 
Governor.

H r. S. H. Cunninghe*, 
lo u t#  Vo. 5 ,

Creaoo, lows.
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''M ESTiC CABLE

i- -cGRAM X FULL RATE

DAY LETTER DEFERRED
NIGHT

MESSAGE
CABLE

LETTER
NIGHT

LETTER
WEEK END 

LETTER

“"v transmitted as a fnll-rate ^  
i communication. /

WESTERN
UNION

NEWCOMB CARLTON. PR E S ID E N T J .  C .  WILLEVER, FIR S T  V IC E -P R E S ID E N T

J  NO.

Form 1206-A 

CASH OR C H G .V

CHECK

TIM E  FILED

Send the following message, subject to the terms on Back hereof, which are hereby agreed to

* 0 * 3 3 *  m t  
3 » U  |t» »

Hr* 1 * 8* ftmnlnghMi 
Bout* 8*« 0

a m * * ’  i a , . .  ‘A  *  *  - ■ *  7

tottwr tonight. TUm  jan 4m1tc to k w  dltwMirai it  no* n m  it  waM 
M t  M  M N M « r  t o j w t i  r e t a n .  i f  a a y ttia g  %  HowUgr *1X1 win 
M ils, letter aipUlm  pup«M.

D. R. CrUtlaftr
Off1elal taslztets 
CNi« 7«d«ral In « v e  Boat*  
®¥f% f * t i #

^  7 ^ v v / v l  

A j t f  / X > A ?
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives DECLASSIFIED
Authority E.O- 123Sfc

TELEGRAM

FEDERAL RESERVE SYSTEM
(LEASED W IRE SERVICE)

RECEIVED AT WASHINGTON, D. C.,

fsasoity ju l  ZL 1145a / ^  ^ 

governor /3rissinger 
Washington 

Your w ires twentieth*

iffcrw

3  3 5

150gul2

4m arranging to he Washington Tuesday morning*

Bailey

1253p

\
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f o r m  K o .  1 3 1 .

;e
FEDERAL RESERVE 

BOARD rw  -air to. w t

James, PJat t  and Me o Subjects

f i d s  i i  t o  « * * • •  you t t o t  a  t i *
flwwjttiM )»• Imnmi «*U«A ^

m ttfd w ith  tii*

/ 2—W96
G P  O
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Department
WESTERN UNION TELEGRAM - j  *2? , ,

a—3786 Q  O w*~ t

SOW K t3 COLLECT GVT 
TDNB MATTAPOlSETT MASS 1^3P UUL 20  1927  
GOVERNOR ORISSINGER

- l [ x t | p ^  . . t C  FEDERAL RESERVE BOARD WASHINGTON
TELEGRaW r ECEIVED W ILL BE IN  WASHINGTON NEXT MONDAY MORNING FOR THE 

WEEK
C S HAMLIN

2 14 P
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V z ^ e

•*%*t

* s

h:"" '" ----

s î e  < e  ^
V SS y  ~s~ ‘4 ?^ *-

jp r~t^<y, ^  ^

a ^ L ,

< k -0 ^ y *s £  **

y ^ r  ^ y

Cu ,  / ------  /  ^  y 7
--- --------C^ V^ J  yt̂ %^»% C-&S\*sf ^ L /

/O ^ jI  <w «  y > > / v 7

’ V E D
JUL. £ 2 ;::;r.

;/ Qi’PXOJE OF
I ^ov.siusi“Oja
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C U SS OF SERVICE DESIRED

T'LEGRAM
DAY LETTER
NIGHT MESSAQE
NIGHT LETTER

Patrons should mark an X oppo
site the class of service desired; 
OTHERWISE THE MESSAGE 
WILL BE TRANSMITTED AS A 

FULL-RATE TELEGRAM

Form 1206A

A M
NEWCOMB CARLTON. PRESIDENT GEORGE W . E. ATKINS. F IR ST VICE-PRESIDENT

NO. CASHORCHG

CHECK

TIME FILED
... /

Send the following message, subject to the terms on back hereof, which are hereby agreed to

m u h in g tm  0 C ao l i t r

W m  » 1« H* Cunningham
to u t#  1  <jlJdt (W >
Cm«9 Io n

fioiu -$• 0* 'ICiHot* 'Hon* Ch*a. 0* Hamlin
Ch©t*au ink* Louioo Mottftpoioott. Miss.
USce Louiaa. ^3,3 7/-v.y „  
Alborta, ( M i t  7Ay>7 / >0/> 7

li f t i ng Board w ith  iovom ora* C ow dttoo o a ll« 4  fo r  Ju ly  tw anfcy-iavifith#

C r is iln c tr

O f f lo ia l btioiooaa 
FoaofTO f&ardi 

Govt ra to
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• V '’/0 * # «

%  (fovjruttP? 

I  wi\*-cW $ 9 7  in w r*

3 t o 5 a;s.d B a lla y  fjc m  % k» a & ri§ a lt* u u l %m%f  

t witiug thssa ta lia pyassat at Vm awttlgf 

on Jj&y 2 ft Iv&Ylu# 1% g^tldaal *zi%% total*

?«xy trnly fs*mr*,

B* I .  C r iia la g e r *  
OoTsra&r.

Mr. i t a j *  * * r o a fv ® * * tv * »r9 
y s d tr a l  E tfw rvt Btuk, 

S«* Tone* 9 « ?*

* 7 - 1 0 - 2 . 7

’]

-
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TELEGRAM

140 gu 2 FEDERAL RESERVE SYSTEM 3  ^  ^
(LEASED W IRE SERVICE)

Stlonis 1130 a jiil SO /  *9 i  ¥
RECEIVED AT WASHINGTON, D. C-,

Criasinger
Washington

Will be present at meeting in Washington on July twenty seventh. 
Planning to sail from Hewyork on thirty first with a party of 
friends on the Aquitania to be abroad only one week. Wish you 
would arrange to join us*

D G Briggs
1240p
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*«r

I oaXlod * m rntim  of 
Itoifcot foi* fotooodagrt ^ ty  2f t to bo fe#2&
la Hit Board #oo» in itecfcir̂ itun. It la eocpootoft 
t&at Atl o f %h*. o f th$ Opoa flNrfcni (fe^a&ttoo
w ill 1»  fc»TO. 

t  aa Xnvitim $m to t>« preswt at 
m s  tiftn# ffe t̂ It  <?tlt V  oonvtAifliil m i
agsoool&o for 71m to &ttoNU ttwro mm soiao wattooo 
of fcroad t*ott«3r w îofc aro to *0 4Uea*»o*. Of oottimo, 
t&t» t* wit 01 ofiwr f  or ?»% to ooao* tott I f  f®* 
msalA «i| o? titU o * In At tfti« weetia*, I  omud to 
im U f  piooood to I m  *m#

9po» tooolpt of tm# lottor, M slly 
t ir t  m wimib** or aot foo tn%m& to ooat*

V̂JMUMO A.OlfMi'̂  Ofe OOtfMMdMfc¥w f  JHWfcfcy |VBil|

S» 1* GrlMiogor,
I I I I  P P J M W I •

nr* %  cu H i t * «  d u v n o t ,  

st* i m i f in* f

/  v V ^ 7
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\
for 1 '8  f

T E L E G R A M

LEASED WI RE SERVICE 
W A S H I N G T O N

M #  aof l $ 2 t

l o a i t

Imritiag jrm io to* pvê mt al 

m *f%ily £?* to lle r Jfellowlug*

AJ&e. l / * *

fiS U . ( *3> ® f % J
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2Mr §fttrsit*t

X havt c a l le d  a  o f  Ik* Op«a
ttudost fo a n lH t*  fo r  f^d aatd ay, & tly  27* i t  I *  la tl4  
in Dm f t t * 4  **$osi la WsaMtigVHU It I t  «x$te tt&
that alt of t*ta ::«sdte* o f  th» Oym Mutet ^tn&llttt

W i l l  t»0 h a f t ,

1 an inritlng to V© p m n t *| 
th is  t i l l i n g  ttm l I t  w i l l  %t toavtnieai tad

for fro  lo aH*ad. ifctrtt*t  aosw nttUr* 
tf-K ilp t p t lit f  fcft I t  %t d i*oo»ta. t f  tMfftt* 
Ifclt i t  at* t ft 't fit?  f i t  jw  it  tout* fe t' i f  f t *  
wg*H ta jt f t i t llo f i t  *1 tbit »tt|l»£* I would I t  
* r t* tt j f l t t t t i  It  b**t |o«.

% t» ftotipt tf Ifclt l©titr, Xin&lj 
wlrt tut *fecth*r tf fitl fto lattftd. to ««ai« 

T trjr  I f a ly  jremr«,

B . X* G r i i t t a g e r ,  
Q trtr& o r.

Mr. I . A* Tttati Ot^t«ior, 
VtdtMl Sttftfft Itak* 

K it t t t tp t l i i > Mlam

A J U L  C U v #
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%
Jtoor 148

T E L E G R A M
FEDERAL. RESERVE BOARD

LEASED W IRE SERVICE  
W A S H I N G T O N  2 - mm

o r o

AOr 30, 1937

T « m

W tm m p e li*

ta H U a c  nm to  b « p n  M t M  la

*  * * »  * * » u r  M U M H i

otissnnra
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JUi- 30, J3ST.

I  kira cr-U«d «  aeettag o f tb* 
l l t v k i i  $ 0 M l* * e e  fa r  ’? On. £ ?»  to  fce te»2A 
ia roou ia. ~.'&ah*iigU»&« It if* :;-?p*ote& 
ibat <£1 a f tilt mmWsi o f tfcs Ca«a Jterfeal Goioaitt#* 
w|3£ ba &g*«*

I $,*a ;tirri fclâ  you to ut p2*»e»| # i 
tftU a**|i&£ and Slope that I I  *111 toe e&mnietil *«4 
afree&tote fo* gfm to mitea*. flier# tort *oae ?*att«rt 
o f torn* poliqr are to toe iiewmeft* Of eoor*e, 
Vol9 is m% m order Jtoy you to cc-^* M l i f  fm  
vould ittJbjr sittt&c ia  e l thf* aeetiM* 1 wauLt toe 
«r<**tt? plea*#d %o fe*ft jf*ju

Bpea reeelpt of tfcit | e ll«rt kindly 
wire ■* jr iM lh tf e* net von i&tMd le eosse* 

ferjr Ifo iy  pmm»

B. ft* Cri»*iai«r,
rt JLM- fc  1 »JL«twWWWWmmm*

Mr* V. J* Belle?, ©e*e»ee»t 
3NNMwwkJ» fte®ejppe Beelc^ 

Seneee ty+ Ho*
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fori*1 148

T E L E G R A M
FEDERAL RESERVE BOARD 3 ^3. ~<£

LEASED WI RE SERVICE 
W A S H I N G T O N  2 -M 6 4

O P O

JUy 30, 193?

B i l l e r  

Mamum Gltj 
I t  Mgr be Ae«ii*ble ffc* you to be hart TaetAajr taamlag •* t f  d»«lr*d 

fou tea retain to jour Beard aeetlag aa $bersday«

CSOSGIfcm*

7 > ' A 7
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FOi'm 148
T E L E G R A M

FEDERAL RESERVE BOARD 333, “"£■0
LEASED WI RE SERVICE 

W A S H I N G T O N  a-9«4
Q P O

July 2G# 193?

B a ilo r

K m a m  a  t r

Xnvitlag yoa. to bo at msetinf la ieahiagton

on JuXy 27m le t t o r  fo llo w in g *

flM'-V’-IBBJ*

t w  Y v »/>7
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"'5 ~ I?

m ?  so, t»37.

3?, «s & tlNipw flat* tc* %&• 
t m l t t i * .  I  So t*o% Im m
♦f fee S»«rt will fe# 1hw«» %at I 
ftr. 9t*%t will haw* rttand l̂r H*rt .it**# ’ •ad* If aiwif#yt m mm. hmm m* Wmltm 
wm & m  t*m  ite * £ m »  m& I *tii

f « t j  t n i y  | «m * »

a.

mr* IP**®# 9 w W ip f P ffU fim i«

»JiSSV!Rt!*
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FEDERAL RESERVE BANKc

SC

j [ } !... ;)

OF NEW YORK

July 19, 1927.

My dear Governor Crieeinger:

After a good deal o f  re flection  I am hesitating a good deal 

about making a tr ip  west. I t  would be most fatiguing during the hot

weather and, ae you r e a lize , there i s  always some p o ss ib ility  o f  a mis

understanding and other unfavorable reactions.

The action taken by the Board on the recommendations o f the 

Open Market Investment Committee made in May suggests the need for a

meeting o f the committee the la tte r  part o f th is  month, and I am wonder

ing whether th is  may not be a substitute fo r  our tr ip . Would you advise 

me in reply on what date we could expect to find the members o f the Board 

available in Washington for a discussion toward the very end o f  th is  

month and I w ill communicate with the members o f  the committee to see 

whether a meeting can be arranged.

Things are very quiet here. Money has shown an easing tendency 

and we are now making no further purchases beyond the $15,000,000 already

reported

Very truly yours,

Behj. Strong 
Governor

Hon. D. R. Criesinger,
Governor, Federal Reserve Board 
Washington, D. C.
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FoSm  K o! 181. 7
Office CorrespG^^ei :e
To A ll  Members o f the Board____________

Flam lir^ lddy

FE D ER A L RESERVE  
BOARD

Dfttc________2 ? i_19^

Subject:.

4
(iA sS  At the meeting this morning, there was ordered circulated the attached 

le t te r  dated May 24th\from the Secretary o f  the Governors* Conference trans 
m itting copy o f the minute^ o f the meeting o f the Open Market Investment 
Committee held in Washington on May 9th, 11th and 12th,

2. 33 3 » ”* 4:- “ p. f
>vemor Crissinger 
*. P la tt  

rMr. Hamlin 
\Jlr. M iller  

Mj< James •
j/M r, Cunningham y  

Mr, M c I n t o s h ^ /

Please circulate promptly and return to Secretary’ s o f f ic e .
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May 27, 1937.

Doar Mr* HarrUont

lactlpl la aoksiowlodgoa of yoag i/
l»U «r  o f 34ttu addraaaad to Oowwar l ^  ^
OTlgtrn êr, encloaing copy o f the nlmfceB o f the r
m ooting* o f th e  Open M arket Invootraani ©oramlttoo* 
hold  in  HM hington on May 9 th * U th # and 12th*

Tory truly yourtv

m itor I** Bidyf 
Soorotary*

Mr* Goo* I** Garrison, Deputy/ Qovowior* 
M i « l  Hoaorf® Bank,

Mm fork* H. T.
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Fe d e r a l  R e s e r v e  Ba n k  

o f  N e w  Y o r k

RKOSJVKP
MAY 2 —  
©WPKffl 03T

I  TH.E Q-n VBHIFOII. |

CONFIDENTIAL
kay '24, 1927

Dear Governor C rissinger:

I am enclosing herewith, fo r  your confidential

information a copy o f !he minutes o f  the meetings held
L U j  3 '3 3 . - 4

by the Open Market Investment Committee in Washington on 

May 9* May 11, and May 1 2 . I am also enclosing a copy 

o f the preliminary memorandum re la tiv e  to open market 

p o licy , which was submitted to the Governors Conference 

in connection with the report o f the committee*

Very tru ly  yours, \

\ K 0 h
Getfi*ge Harrison
Secretary, Governors Conference-

Honorable i>. R. Crissinger, 
Governor, Federal Reserve Board, 
$ ash in gton , D. G.

E n d s.

MAY M l
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, 11, 1HT.

■ft* 0|»n C m m lti.* « t * ft * r  een a id arioe  th » kttauihad

ftu i m fW  * ith  th« M M r*«  *ttb

* lt «  |» ll# y  f« r  ih t  § *ri3 &  tnA'Iat

I  m m t*

* r t * r  to  o C fir t * r r i m l i  « f ^©14 frata •'term # »«p kum * or

U )  I t  * im il b« tin t ctf ih *  t r a i t t # *  sot

m &  A u& m i I  ®m%9 p rU m X V y  *© I f  t o  d o  •© w i* h «»t

ttnitt* th« ««n«y sawfcii, **f I toi«nt a44tU»r*a •h«rt«tlew

K«POV»RMKit io taring the total «r th# 

a*nt W I*  $fiO»OQO*000# 1b VvWrfrtiinc *•**« «*£***•!•*
•nndwit •*’£«« 4 nfim th« 'mm*$ wmlA io

la fcfty #!»»$«« wlvioh feigki mm r̂ In th« g*ti#r*i l#v*I atf

»«es*y at* will m th* 1* utiiafc th««« fourth* ««* aight

•fftet • i»  its* umard «f b * r r by »««&«r bank.**

to  i i n f l i i i l  r« t« «  by «uqr m a t tm  bank, aar ! •  th a t

IimC lately atttte||.*te4» i t  it  r#cofr,ift*d t » * i  *<*:« liaarlag *f 

murfcft rftte a  fo r  »«n«y i* d # i  a *w tfe « l# a «  ju a t ify  «««h » ratfntiiaas  

J a i# r its y«mr$ a « £ *« tftily  a t ik #  tk m m tm l  a ** ii# r**

Tm In p fa g ra ffe  t t o  I t  « U o  » 4 #  a fte r  *«nai*ara~  

tie r* « f ite# ftw ii th a t am avkat la v a r litte ra a t ra te a  « r4 la a r ily  

tpftrate t #  ahaelt §« !£  lie f« n « | In  fa  a t , that « « • mm ®3 t i«

th i. i  «o fiup tlw r M l# «  « f iy *t« K  • • e u r i l i« *  b« i» ii«  in

U t il#  th is  ffik%9f I t  Bet i i i r i i  fertf»gi»g •b e n t «
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A  I /k

Tb* twtomr i i p l i  is  etntissw ila llii  «f titsss
o*th«4s l i t  i t !  In lli« preliminary *jr wfcisli fenrssss* is< r_

tfc* S ystem s p s r U s iU  s ig h t  *• t a r o ^ t  tb M i w tthaut iiisrsastm g tb s 

• M in t « f  i s t o r s i  r s s s **• s r s t fit  l »  ih #  «* rk * t . I t  t s f s s t s  t s  l i t *  

•u s * w ith  tb s  fr t s s n iy  fcs fsrt»# a t th «ss  »s tfc«* s  w ith  whiefc tb s  ? r s * a - 

sry  is  s «n w * w 4 »  s a l rs<*w«sU t lis t  tb s  t s i s r s i  i» s s r v s  fcssri gtom 
mmmMmmkim t s  D u m  p r l l n i k r  i t s » s f s«sl» »•  sn t in *  **•

i»ssi% s# «fti*§i f v l i i t  i «  th « rsg ttifttiso s  « f  tiMi f t i s v s l  u ««*rvs S ssri*
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4̂ - ■ May 9, 1927.
Revised copy May 11.

^  FRELIUIMA3Y taBOHigDOa BSIATIVZ TO OPES MAHKIT POIIOT
;■ t

The principal transactions in the Special Investment Account since 

the last Governors Conference were reviewed in the chairman’ s report to the 

committee on March 21, and copies of this report were sent to all Governors.

In accordance with the action taken at that meeting, pirrfTa.gea._a:f 25 

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> .......— ' ‘ ' r" 1 ... " T" ' ' "h

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 general business and financial situ

ation not been fundamentally sound. These developments are, of course, 

the extensive floods in the lower Mississippi Valley, some overproduction 

and price declines in the o il industry, disturbing financial developments 

in Japan, reduced production and consequently reduced working time for 

labor in two or three large automobile concerns, and not so recently the 

collapse of a number of real e state and builiing speculations and of one 

or two large installment finance companies.

^  The total volume of credit in use, estimated from the reports

of the reporting member banks, is now about a billion and a half dollars 

larger than a year ago. The considerable expansion of the last two
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months has 'been distributed "between increases in commercial loans, security  

loans and investments. .On the other hand, the tota l amount o f cred it ex

tended by the Heserve banks is  about one hundred m illion  d ollars le ss  

than th is time la st  year. As the net gold imports (excluding the move

ment now under way) within th is  period were about 105 m illio n s, the re

duction o f Heserve bank credit has about o ffs e t  gold imports.

The figures for  Heserve System earning assets are as follow s:

(in  m illion s)
April 37,1927 A pril 28 ,1926 .

B i l ls  discounted - - - - - - - - - - - -  444 514
B il ls  bought in open market —  -  —  -  -  242 199
(T. S. Securities -----------------------------------------  318 389
Total b i l l s  and s e c u r i t i e s -----1006 1114

While to ta l discounts at the* Heserve 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. &oney rates are about 1 /2  per cent, above th is  

time la s t  year, as shown by the follow ing ta b le . The present tendency 

is  for  higher rates than la s t  year. For exanrple, time money is  3 /8  higher 

than la s t  year, 90-day b i l l s  are 1 /2  higher, and Treasury c e r tific a te s  and 

notes show an even larger increase. The $ew York discount rate is  1 /2  per 

cent, higher.

Honey rates at lew York
April 28, 1927 April 28, 1926

Call money —  * 4 * 3 1 /2
Time money -  9 0 -day -  - -  —  -  - -  —  —  4 3/8 4
Prime commercial paper -  - -  - -  -  —  -  -  4 -4  1 /4  4 4 1 /4
B i l ls  -  90-day unendorsed - - - ------------ ------------ 3 5 /8  3 1 /8
Treasury c e r tific a te s  and notes -

maturing June 15 -  -  — -----—  -  3 .46  2 .51
maturing September 15 —  ------------ ------------ 3 .51 3.07

Federal Heserve Bank o f New York -
rediscount rate  -  - -  - -  - -  - -  4 3 1 /2  

Federal Heserve Bank o f Uew York -
buying rate for  90-day b i l l s --------------------- 3 3 /4  3 1 /2

v* Prevailing rate for  preceding week. -
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A review of the general credit situ ation , of rates and business, 

brings out the follow ing strik ing fa c ts :

(1) That the general lev e l of interest rates in -Tew York, where 

changes of rates generally origin ate, is  about 1 /2  of one per cent, above 

la s t  year, the discount rate of the Federal reserve bank also being 1/2  

of one per cent, higher.

(2) The amount of bank credit employed for conducting the country* s 

business, a t  a volume certain ly  much above the average of the la s t  few years 

is  only $1 ,500 ,000 ,000  above what i t  was lasbt year.

(3) While irregularly  distributed between the classes of goods, 

the general lev e l of commodity p rices has experienced a considerable f a l l ,  

and over the greater part of the pact '/ear 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 in terest rates which is  occurring in Europe, 

the question is  raised as to whether the somewhat greater restrain t now 

being applied to the extension of credit at the moriey center (New York), 

coupled with the reduction of the to ta l of the open market investment ac

count over the p a st 18 months or two years from $500,000,000 to le s s  than 

$200,000 ,000 , has not gradually had the e ffe c t  o f exercising some pressure, 

imperceptible in any change over a short period, but now becoming apparent 

when examined as to i t s  e ffe c ts  over a longer period.

Gold Movements

Between January 1 and May 1 of th is year, gold 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 . 2Tet imports 

during th is  period were therefore $84 ,000 ,000 . Inasmuch as approximately 

$14,000,000 of the gold exported was gold which had been earmarked before
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the period under discussion, about $98,000,000 was the net amount added to 

the monetary gold supply of the country during the f i r s t  four months of the 

year. This gold movement, together with the imports of 1326, account large

ly  for the fa c t that the System’ s earning assets show a decline during the 

past year, in spite of an increase of some b illio n  and a h a lf dollars in bank 

c red it.

E ntirely apart from the movement o f gold referred to above, there 

have been some sign ifican t developments since May 1, not included in the above 

figu res. During the la st  part of A p ril, the Bank of France recovered approx

imately $90,000,000 of gold from the Bank of England by the repayment o f i t s  

credit to the Bank of England. Of this $90 ,000 ,000 , $12,000,000 arrived in 

New York la st  week, $18,000,000 is  s t i l l  on the water, and $150,000,000 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 o f the New York bank. In 

addition to th is Bank o f France gold, $2,500,000 has recently been imported 

from A ustralia , and another $2,500,000 more is  now on the water from Austra

l i a  and expected to arrive in th is  country th is week.

A somewhat disturbing factor arose in the probability  of the 

importation and sale to the Federal Reserve Bank of New York o f the 

$90,000,000 of gold, negotiations for  the purchase of which had been 

concluded by one of the New York member banks from the Bank of France.

It  was learned that space had been reserved on the steamers and arrange

ments had been made for shipping the entire amount of gold; in fa c t , one 

shipment was about to arrive in New York, and others were being loaded.

In view of th is situ ation , after consulting with a l l  the members o f the 

Open Market Investment Committee and with the Federal Reserve Board by 

telephone, i t  was arranged to purchase from the Bank of France a l l  of the 

gold -  nearly $60,000,000 -  which had not been shipped, and to s e l l  the
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Bank of France a lik e  anount of the September maturity of c e rtific a te s  o f  

indebtedness held in the Open Market Investment account. By th is arrange

ment , the money market status remained unchanged, except as to the gold  

which had already been shippsd, leaving the committee in position  to deter

mine la ter  at i t s  meeting whether these secu rities should be replaced or 

not. Securities were sold to o ffs e t  $9,000,000 of the $12,000,000 already 

arrived, but no arrangements have been made for sales to o ffs e t  the balance 

of the gold which w ill  arrive from London and from A ustralia , amounting in 

a l l  to about $20 ,000 ,000 . With the sale already made and further sa les , 

i f  made to o ffs e t  further gold a rriv a ls , the secu rities remaining in the 

System’ s p o rtfo lio  account w ill be a l i t t l e  over $100,000 ,000 , too small 

an amount to afford  security against possib le  future developments. This 

w ill be appreciated, for example, i f  the $90,000,000 now purchased had 

arrived at a time when we had no p o rtfo lio  o f government secu rities av a il

able. I t  is  c lea r , therefore, that the committee must from now on give 

careful attention jto  meeting th is  gold- problem, either by increasing i t s  

p o rtfo lio  in anticipation of future developments, or by adopting other 

measures. The method o f 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 e ffe c t  of which would be 

to reduce the borrowings of member banks, prin cip ally  in Hew York, and 

possib ly  to reduce the System*s holdings of b i l l s .  There are various 

p o s s ib i li t ie s  for dealing with the gold problem as a whole which have

never heretofore been discussed in the committee's report and which are
f

now submitted simply for discussion. None of them are recommended at 

th is time, but are intended simply as a summary of a l l  p o s s ib i li t ie s .

They are:

(1) The committee could replace the secu rities sold to the Bank 

of France. The immediate e ffe c t  would be to reduce the amount o f member
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"bank borrowings in ITew York, which are now running on the average at from 

$100,000,000 to $150,000,000.

(2) Those Federal reserve banks whioh have considerable holdings of  

long time bonds could dispose ox' those bonds, rea lize  their u r o fit  and repurchase 

through the committee as a part of the committee’ s account, an equivalent amount 

of short time se c u ritie s . These, with other short term government secu rities  

owned by individual Reserve banks, could be added to the System holdings without 

reducing the to ta l earning assets o f the individual Reserve banks, and thus ir>-

~: ease the committee’ s account to over $200,000,000 .

(3) Arrangements might be made with the Secretary o f the Treasury for 

cmowhat increasing balances carried with the Federal reserve banks, and reducing

uhe amount carried with special depository banks*

(4) Some or a l l  o f 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 o f the 2 per cent. Consols o f 1930 could be made in anticipation  

o f their possible retirement in 1930, as contemplated by the Secretary of the 

Treasury in h is report of 1924.

(5 ) By gradual stages, or a l l  at once, the time schedule o f the Par 

Collection System could be adjusted so as to increase the volume of uncollected  

checks and correspondingly reduce the reserve o f members.

(6 ) Plans could be undertaken fo r  retirin g  the greenbacks, which 

aowever would require le g is la tio n .

(7) Further amounts o f  the capital of the Federal reserve banks could

be called .

(8) The re c la ss ific a tio n  o f reserve c it ie s  could be gradually under-* 

taken so as to increase reserve requirements,

(9) A readjustment o f  the relations o f the Reserve banks to the 

market for gold could be effected  i f  the Secretary o f the Treasury saw f i t
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as authorized by la y , to discontinue paying cash, up to 98 per cent, o f the 

value of imported gold , thus throwing the market for gold en tirely  upon 

the Federal reserve "banks and enabling them to reduce the gold point for  

imported gold by the equivalent o f a loss of in terest for the period dur

ing which payment would be delayed. By reason o f our Treasury p ractice , 

the United States is  today paying the highest price o f  any world market 

for gold.

(10) The Federal Reserve Board, of course, a fte r  adequate study, 

could revise the d efin itio n  of what constitutes a time deposit, thus rais

ing the reserve requirements. This is  probably ju s t if ie d  by the fa c t that 

something lik e  60 per cent, o f the increase in bank deposits in  the United 

States over the past ten years consists o f that class of deposits which re

quire, only 3 per cent, reserve.

(11) A revision  of the regulations o f the Federal Reserve Board 

in re lation  to the maintenance o f-reserv es, by averaging reserves for a 

period of a week in Federal reserve bank c i t ie s ,  and two weeks in the rest  

o f the country, could have the p ractica l e ffect o f somewhat increasing the 

amount which member banks must borrow.

(12) The Federal Reserve Board could revise  its  ruling re la tiv e  to 

currency in tra n sit , which in e ffe c t  reduces reserve requirements in those 

d is tr ic ts  where the ruling is  now applied.

The above comprehend most, i f  not a l l ,  o f the possible measures 

available for dealing with the problem of gold imports in view of our re

duced p o r tfo lio . They are submitted for consideration and study*

The p o s s ib ility  of gold imports must not be overlooked, and may 

indeed be imminent. The underlying causes of such a movement would be:

( l )  The continued maintenance of our present level o f in terest
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rates, somewhat higher than a year ago, in  the face of declining interest  

rates and reducing bank rates in  Europe.

(2) The fa c t  that o\ir technical practice in dealing with gold  

makes th is  the best market in  which to s e ll  i t  and one of the most d if

f ic u lt  from which to export i t ,

(3) The p o s s ib ility , regarded by some as the p rob ability , that 

within the next two years Germany w ill be forced to ship us large amounts 

of gold in  order to meet reparation payments in  the standard year,

(4) Heavy foreign payments to meet the service on a l l  foreign

loans.

Nor must the p o s s ib ility  be overlooked that conditions may change 

rapidly and instead of experiencing a large addition to our gold reserve, 

there is  indeed a p o s s ib ility , although more remote, that within the next 

few years we may sustain a large lo ss  of gold.

Gold exports from th is country can arise  from two causes:

(1 ) The f i r s t  is  the p erfectly  normal movement resulting from 

exchange rates reaching a le v e l at which i t  i s  cheaper to make payments 

abroad by shipping gold than by buying exchange.

(2) The other, however, can occur irrespective o f the gold  

shipping point, because o f large balances held in  th is country for account 

o f foreign governments and foreign banks o f issu e , which, as in the case 

o f Germany, may decide to take gold for reserve purposes, irrespective

of the gold p oin t.

No danger need bp apprehended as to a normal export of gold, but 

we might sustain a large lo ss  o f gold under the second category at any 

time, and that we are now prepared to deal with successfully  because o f  

the large proportion o f such balances held by the Federal reserve bank,
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the export o f which could easily  "be provided for "by our purchasing the 

secu rities now held  for account of our foreign cor respondents. The only 

embarrassment lik e ly  to occur as a resu lt of such a demand w ill he due to 

the lack o f an adequate supply of American gold coint concerning which, 

discussion has been had from time to time with the Treasury.

Looking, therefore, to the future, that i s ,  say for the next 

three years, the committee is  of the opinion that the p o licy  o f the Fed

eral Reserve System should he to prepare i t s e l f  to deal with either a 

large import movement o f gold  or a large export movement o f gold* Any

other p o sitio n  would expose the System to the charge o f lack o f foresight* ^
i

In view o f the many a ltern atives to he considered* and especially  j

in  view o f the fa c t  that whatever may he the p o licy  o f  the Systejn i t  w ill j
; 1 : ■ ; j

involve taking a d e fin ite  p osition  as to the money market, the ooasaiHee 

p refers to defer any recommendation u n til a fte r  discussion with the Fed— I 

eral Reserve Board and a  d e fin ite  expression o f th eir views,
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The principal transactions in the Special Investment Account since  

the la s t  Governors Conference were reviewed in the chairman1 s report to the 

committee on March 21 , and copies o f  th is report were sent to a l l  Governors* 

In accordance with the action taken at that meeting, purchases o f 25 m illion  

d ollars o f  secu rities were made in the market to replace March 15 m aturities, 

and the Special Investment Account was thus restored to 200 m illion  d o lla rs , 

which is  approximately the same amount as has been maintained for  the past 

two years. Recent transactions resu ltin g  from large purchases o f gold, 

are described hereafter.

General Credit Situation  

$or many months business has been active  and has continued to

maintain, and in some directions even to exceed, the rate o f production
f -

and conjunction o f immediately preceding years, althou^i a number o f re

cent developments have been o f a character which might have had a wide

spread unfavorable e ffe c t  had the general business and fin an cia l s itu 

ation not been fundamentally sound. These developments are, o f course,- 

the extensive floods in the lower M ississippi V alley , some overproduetion 

and p rice  declines in the o i l  industry, disturbing fin an cial developments 

in Japan, reduced production and consequently reduced working time for  

labor in  two or three large automobile concerns, and not so recently the 

collapse o f a number o f real e s ta te  and building speculations and o f one 

or two large installm ent finance .companies.

The to ta l volume o f  credit in use, estimated from the reports 

o f the reporting member banks, i s  now about a b illio n  and a h a lf dollars  

larger than a year ago. The considerable expansion o f the la s t  two
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months has been distributed between increases in commercial loans, security  

loans and investments. On the other hand, the to ta l amount of cred it ex

tended by the Reserve banks is  about one hundred m illion  d ollars le ss  

than th is time la s t  year. As the net gold imports (excluding the move

ment now under way) within th is  period were about 105 m illio n s, the re

duction of Reserve bank credit has about o ffs e t  gold imports.

The figures for  Reserve System earning assets are as follow s:

(in  m illion s)
April 27,1927 April 28 ,1926.

B i l ls  discounted - - - - - - - - - - - -  444 514
B i l ls  bought in open market - - - - - - -  242 199
U. S. Securities -  -  -  -  - - - - - - -  318 389
Total b i l l s  and secu rities ------------------------ 1006 1114

While to ta l 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 th is

time la s t  year, as shown by the follow ing table . The present tendency

is  for  higher rates than la s t  year. For example, time money is  3 /8  higher

than la s t  year, 90-day b i l l s  are 1 /2  h it le r , and Treasury c e r tific a te s  and

notes show an even larger increase. The Hew York discount rate is  1 /2  per

cent, higher.

Money rates at Hew York
April 28, 1927 April 28, 1926

Call money - - - - - - - - - - - - - - -  * 4 * 3 1 /2
Time money -  90-day - - ------------ ---  -  -------- ------------4 3 /8  4
Prime commercial paper —  -  -  4 -4  1 /4  4 4 1 /4
B il ls  -  90-day unendorsed - - - - - - - - -  3 5 /8  3 1 /8
Treasury c e r tif ic a te s  and notes -

maturing June 15 - - - - -  -  —  -  3 .46  2 .51
maturing September 15 - - - - -  -  3 .51  3 .07

Federal Reserve Bank of Hew York -
rediscount rate - - - - - - - - -  4 3 1 /2

Federal Reserve Bank o f Hew York -
buying rate for 90-day b i l l s  -  -  -  3 3 /4  3 1 /2

* Prevailing rate for preceding week.
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A review o f tho general credit situ ation , of rates and business, 

brings out the follow ing strik in g fa c ts :

(1) That the general lev e l o f interest rates in liew York, where 

changes o f  rates generally origin ate, is  about 1 /2  o f one per cent, above 

la s t  year, the discount rate o f the Federal reserve bank also being 1 /2  

of one per cent, higher.

(2) The amount o f bank cred it employed for conducting the oountry‘ s 

business, a t  a volume certain ly  much above the average of the la s t  few years, 

is  on ly  $1 ,500 ,000 ,000 above what i t  was la s t  year.

(3) While irregu larly  distributed between the classes o f goods, 

the general lev e l of commodity prices has experienced a considerable f a l l ,  

and over the greater part o f the past year the decline in prices has been 

in both agricultural and non-agricultural commodities. Considering the 

reluctance of member banks to borrow from the Beserve banks, coupled with 

the considerable decline in in terest rates which is  occurring in Shirope, 

the question is  raised as to whether the somewhat greater restrain t now 

being applied to the extension o f credit at the money center (ITew York), 

coupled with the reduction o f the to ta l o f the open market investment ac

count over the p a st 18 months or two years from $500,000,000 to lo s s  than 

$200,000 ,000 , has not gradually had the e ffe c t  o f exercising some pressure, 

imperceptible in any change over a short period, but now becoming apparent 

when examined as to i t s  e ffe c ts  over a longer period.

Gold Movements

Between January 1 and May 1 o f th is  year, gold 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 th is  period were thxsrefore $84 ,000 ,000 . Inasmuch as approximately 

$14,000,000 o f the gold exported was gold which had been earmarked before
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the period under discussion, about $98,000,000 was the net amount added to 

the monetary gold supply of the country during the f i r s t  four months o f the 

year. This gold movement, together with the imports of 1926, account large

ly  for the fa c t that the System1 s earning assets show a decline during the 

past year, in spite of an increase of some b il l io n  and a h a lf dollars in bank 

c red it.

E ntirely apart from the movement of gold referred to above, there 

have been some sign ifican t developments since May 1 , not included in the above 

fig u res. During the la s t  part of A p ril, the Bank of France recovered approx

imately $90,000,000 o f gold from the Bank of England by the repayment o f i t s  

credit to the Bank of England. Of th is $90 ,000 ,000 , $12,000,000 arrived in 

New York la s t  week, $18,000*,000 is  s t i l l  on the water, and $60,000,000 was 

purchased by the Federal Reserve Bank of New York on May 6 and is  now held  

by the Bank o f England -under earmark for account o f the Mew York bank. In 

addition to th is Bank o f France gold, $2 ,500,000 has recently been imported 

from A ustralia , and another $2,500,000 more is  now on the water from Austra

l i a  and expected to arrive in th is  country th is week.

A somewhat disturbing factor arose in the probability  o f the 

importation and sale to the Federal Reserve Bank of New York o f the 

$90,000,000 o f gold, negotiations for  the purchase of which had been 

concluded by one of the Hew York member banks from the Bank of France.

It  was learned that space had been reserved on the steamers and arrange

ments had been made for  shipping the entire amount o f gold; in fa c t , one 

shipment was about to arrive in New York, and others were being loaded.

In view of th is situ ation , after consulting with a l l  the members o f the 

Or>en Market Investment Committee and with the Federal Reserve Board by 

telephone, i t  was arranged to purchase from the 3ank of France a l l  of the 

gold -  nearly $60,000,000 -  which had not been shipped, and to s e l l  the
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Bank o f France a lik e  a noun t o f the September maturity o f c e r tific a te s  o f  

indebtedness held in the Open Market Investment account. By th is 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 la ter  at i t s  meeting whether these secu rities should be replaced or 

not. Securities were sold to o ffs e t  $9,000,000 o f the $12,000,000 already 

arrived, but no arrangements have been made for sales to o ffs e t  the balance 

of the gold which w il l  arrive from London and from A ustralia , amounting in 

a l l  to about $20*000,000* ) With the sale  already made and further sa le s , 

i f  made to o ffs e t  forther gold a rriv a ls , the secu rities remaining in the 

System1 s p o rtfo lio  account w ill  be a l i t t l e  over $100,000,000 , too small 

an amount to afford  security against possible  future developments. This 

w ill be appreciated, for example, i f  the $90,000,000 now purchased had 

arrived at a time when we had no p o rtfo lio  o f government secu rities avail

able. I t  is  c le a r , therefore, that the committee must from now on give 

careful attention to meeting th is  gold problem, either by increasing i t s  

p o rtfo lio  in anticipation o f future developments, or by adopting other 

, measures. The method o f 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 e ffe c t  o f which would be 

to reduce/the borrowings of member banks, p rin cip ally  in Hew York, and 

I possibly^to reduce the System* s holdings of b i l l s .  There are various 

p o s s ib i li t ie s  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. Kone o f them are recommended at  

th is time, but are intended simply as a summary o f a l l  p o s s ib i li t ie s .

They are:

(1) The committee could replace the secu rities sold to the Bank 

' o f France. The immediate e ffe c t  would be to reduce the amount o f  member
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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 hanks which have considerable holdings o f  

long time bonds could dispose o f those bonds, rea lize  their p ro fit  and repurchase 

through the committee as a part o f the committee’ s account, an equivalent amount 

o f  short time secu rities* These, with other short term government secu rities  

owned by individual Reserve banks, could be added to the System holdings without 

reducing the to ta l earning assets o f the individual Reserve banks, and thus in

crease the committeefs account to over $200,000,000 .
at

(3) Arrangements might be made with the Secretary o f the Treasury for 

somewhat increasing balances carried with the Federal reserve banks, and reducing 

the amount carried with special depository banks.

(4 ) Some or a l l  o f the $75,000 ,000 o f 2 per cent. Panama Canal bonds 

could be called  and the national bank notes issued against them retired . Fur

ther purchases o f the 2  per cent. Consols o f 1930 could be made in anticipation  

o f their possib le  retirement in 1930, as contemplated by the Secretary o f the 

Treasury in h is report o f 1924.

(5 ) By gradual stages, or a l l  at once, the time schedule o f the Par 

Collection System could be adjusted so as to increase the volume of uncollected  

checks and correspondingly reduce the reserve o f members.

(6 ) Plans could be undertaken fo r  retirin g  the greenbacks, which 

however would require le g is la tio n .

(7) Farther amounts o f the capital of the Federal reserve banks could

be ca lled .

(8 ) The re c la ss ific a tio n  o f reserve c it ie s  could be gradually under

taken so as to increase reserve requirements.

(9 ) A readjustment o f  the relation s o f the Reserve banks to the 

market for gold could be effected  i f  the Secretary o f the Treasury saw f i t
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as authorized by law, to discontinue paying cash up to 98 per cent, o f the 

value of imported gold , thus throwing the market for gold en tirely  upon 

the Federal reserve banks and enabling them to reduce the gold point for  

imported gold by the equivalent o f a loss o f in terest for the period dur

ing which payment would be delayed. By reason o f our Treasury p ractice , 

the United States is  today paying the highest price o f  any world market 

for gold.

(10) The Federal Reserve Board, o f course, a fte r  adequate study, 

could revise the d efin ition  o f what constitutes a time deposit, thus ra is

ing the reserve requirements. This is  probably Ju stified  by the fa ct that 

something lik e  60 per cent, o f the increase in bank deposits in  the United 

States over the past ten years consists o f that class o f deposits which re

quire only 3 per cent, reserve.

(11) A revision  of the regulations o f  the Federal Reserve Board 

in re lation  to the maintenance of reserves, by averaging reserves for a 

period o f a week in Federal reserve bank c i t ie s ,  and two weeks in  the rest  

o f the country, could have the p ra ctica l e ffect o f  somewhat increasing the

amount which member banks must borrow.

(12) The Federal Reserve Board could rev ise  it s  ruling re la tiv e  to 

currency in tra n sit , which in e ffe c t  reduces reserve requirements in those 

d is tr ic ts  where the ruling is  now applied.

The above comprehend most, i f  not a l l ,  o f the possible measures 

availab le for dealing with the problem of gold imports in view o f our re

duced p o r tfo lio . They are submitted for consideration and study.

The p o s s ib ility  o f gold iiqports must not be overlooked, and may 

indeed be imminent. The underlying causes o f such a movement would be:

( l )  The continued maintenance o f our present level o f  in terest
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ra tes , somewhat higher than a year ago, in  the face o f declining interest  

rates and reducing hank: rates in  Europe,

(2) The fa c t  that our technical practice in dealing with gold  

makes th is  the best market in  which to s e ll  i t  and one o f the most d if

f ic u lt  from which to export i t .

(3 ) The p o s s ib ility , regarded by some as the p rob ability , that 

within the next two years Germany w ill be forced to ship us large amounts 

of gold in  order to meet reparation payments in  the standard year.

(4) Heavy foreign  payments to meet the service on a l l  foreign

loans.

Hor must the p o s s ib ility  be overlooked that conditions may change 

rapidly and instead o f experiencing a large addition to our gold reserve, 

there is  indeed a p o s s ib ility , although more remote, that within the next 

few years we may sustain a large lo ss  o f gold.

Gold esports from th is country can iarise from two causes:

(1 ) The f i r s t  is  the p erfectly  normal movement resulting from 

exchange rates reaching a le v e l at which i t  i s  cheaper to make payments 

abroad by shipping gold than by buying exchange.

(2 ) The other, howevert can oocur irrespective o f the gold  

shipping p oint, because o f large balances held in  th is country for account 

o f foreign governments and foreign bdriks o f  issu e , which* as in  the case 

o f Germany, may decide to take gold for reserve purposes* irrespective

o f the gold p oin t.

No danger need bp apprehended as to a normal export o f gold, but 

we might sustain a large lo ss  o f gold  under the second category at any 

time, and that we are now prepared to deal with successfully  because o f  

the large proportion o f such balances held by the Federal reserve bank,
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the export o f which could ea sily  be provided for by our purchasing the 

secu rities now held for  account of our foreign correspondents. The only 

embarrassment lik e ly  to occur as a resu lt of such a demand w ill be due to 

the lack o f an adequate supply of American gold coin, concerning which 

discussion has been had from time to time with the Treasury.

Looking, therefore, to the future, that i s ,  say for the next 

three years, the committee i s  of the opinion that the p olicy  o f the Fed

eral Reserve System should be to prepare i t s e l f  to deal with either a 

large import movement o f gold or a large export movement o f  gold . Any 

other p osition  would expose the System to the charge of lack o f foresigh t.

In view o f the many alternatives to be considered, and especially  

in  view o f the fa c t that whatever may be the p o licy  o f the System i t  w ill  

involve taking a d efin ite  p osition  as to the money market, the committee 

prefers to defer any recommendation u n til a fte r  discussion with the Fed

eral Reserve Board and a d efin ite  expression o f their views.
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Form No. 181.
FEDERAL RESERVE

Date Inarch 2 9 » 1927 .Office Correspoijt^ei e board
To A ll members of the Board.__________  Subject:____________________________ 5  3~5.

From__Mr.r_J.ddy * _________________________ _________ ______________
2—8406U F' O

At the meeting th is  morning, there m s ordered circulated the 
attached le tte r  from the Secretary of the Open Market Investment 
Committee, enclosing a copy o f  the minutes o f the meeting of the 
Committee heltf in Washington on March ZIbI ,  together with copies 
of the reports o f the C^airnB.n and Secretary with accompanying 
exhibits .  I 7 ^  3 'JL  ?  4fsu-A 3 3 1 , ' 4

/  T  A*-!
l^grovernor Criesinger
Mr. Platt > /

. Mr* Hamlin 
Mr. M iller  
Mr. James

• Cunningham 
Mr* McIntosh

Please return to Secretary’ s O ffic e .
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FEDERAL. RESERVE BANK 

OF NEW VORK

eONFIDENTIA March 24, 1927

S i r :

I am enclosing copy o f the minutes [of 

the meeting o f the Open Market Investment Committee 

held in Washington, March 21, 1927, also copy o f the 

Chairman’ s and Secretary’ s reports with accompanying 

ex h ib its .

3pectfully,

W. B. Matteson 
Secretary, Open Market 
Investment Committee

'/ 'LaJL#.4
V

Honorable D. R. C rissinger, 
Governor, Federal Reserve Board, 
Washington, D. C.

iJiicls. (3)

A T B O A B r MwwrrWJ

KftR 19T
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D»ar Hr# Ht&ieefnt

R«c«ipt is  o f  your 
SNrch 2 4 tlU  to  Owe m a r  
" ^ iS B G s ®  «^|>y o f th «  o f th e  s e e tlftg
o f tfen Qp*n VMrfeft lim s#te»n£ c k m X ttm  h e ld  In  
ttaabingtjpi on lfcrch i ) K ^  and ti.ao aoj»i<r# Of 
t i l *  m m & M rn** m &  Saaretyegry1*  jrtrpm *** w itfe „ o  ̂
aoao*p*nyins «xhffett** 3 ~ & / + - 2 d7 jv*** s * J f ~ 'r.

« ^*Wv<JS
¥«ry t*«& y y w » i

W*Xt»r t *  Iddfer* 
S **r»U ry«

«r#  *•  b *
Opm ite rk a i X m w tim x * C m m lU **, 

Wmdm&lL SheWTOB BK&k*
Wm~ York, »*T#

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED
Authority E.D.123S4,

€ 0 P Y a
✓ /’' h  ~  V•' REPORT OF THE ACTING CHAIRMAN TO THE OPEN

MARKET INVESTMENT COMMITTEE AT WASHINGTON,
MARCH 21, 1927.

The secretary’ s report gives the details of operations in the special 

investment account since the last meeting of the committee. Beyond the shifting 
of securities, in order to accommodate the Treasury and foreign correspondents, 
the principal change in the account has been a decrease of $25,000,000 in the 

open market account and a decrease of §50f000,000 in the volume of Government 
securities held for foreign correspondents due to maturities of March 15 certi

ficates which has had the effect of withdrawing about 075,000,000 from the 

market. It will be desirable at this meeting to determine whether or not these 
securities should be replaced.

Before discussing this question, however, it may be well to review brief
ly the December and March money market situations and the open market policies re

lated thereto.
End of the Year Situation

In view of the experience at the end of 1925, careful consideration was 
given to the avoiding of such a period of stringent money as appeared at that 
time, and such large borrowing by a few member banks. The principal steps taken 
were to discuss the problem thoroughly with a number of the large member banks in 
New York City and to make every effort to invest the Treasury balance after the 

tax day, so that no large Treasrn  ̂ balance would be built up. For a time it was 
feared that it would not be possible to avoid a large Treasury balance and open 

market purchases were contemplated. It proved, however, possible to reach the end 
of the year with only a normal Treasury balance, and as a consequence of this and 

the cooperation of the member banks in showing willingness to appear in debt at the 

Reserve Bank at the end of the year, there was no marked.stringency of money.
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March 15. Tax Period 

The March 15 tax period was extraordinary in the very large amount of 

maturities to "be redeemed in cash. Maturities of approximately 660 million dollars 
plus interest payments of approximately 9 5 million dollars, resulted in a large im
mediate net gain to the market, which was only partly offset by a Treasury call of 
123 million and income tax check collections. The consequence was a larger Treasury 

overdraft and a larger gain to the market than has taken place for several years.
The gain to the New York market on March 15 through these transactions was over 

$300,000,000*
The taking up in some way of this large volume of surplus funds in the 

market was an acute problem. A number of the banks in New York City fortunately 
anticipated this situation and allowed their reserves to remain about 23 million 
in deficit for the Saturday, Sunday, and Monday preceding March 15. Thus they 
entered the tax day with an accumulated deficit in their reserves of 69 million 
dollars. The following methods were then used to offset large Treasury payments 

by the liquidation of Federal Reserve assets:
(1) 0 75,000,000 of United States securities in the System and foreign accounts 

were allowed to run off. (Those held in foreign accounts were replaced by bills 

from our portfolio.)
(2) $ 25,000,000 of sales contracts were taken out by dealers.
(3) 0 65,000,000 of discounts were taken out by member banks*
(4) 0 10,000,000 of securities were sold temporarily for one day on March 14th 

from the special investment account.
(5) $ 63,000,000 of participations in the Treasury one-day certificates were sold 

to member banks*
Total $238,000,000 - This, together with the aforementioned $69,000,000 deficit, 

provided an effective offset to the $300,000,000 excess reserves.
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3
The sale of participations in the one-day certificate was a new method of 

withdrawing funds from the market. It avoided taking away earning assets from the 
other Federal Reserve Banks, even temporarily, as sales from the special investment 

account would have done; it avoided the complicated bookkeeping which that transac
tion involves; and constituted a simple and logical means of off-setting Treasury 
payments into the market.

As a consequence of the use of these different methods for removing surplu 
funds from the market, money remained reasonably steady all week and call money only 
dipped under 4 per cent on the exchange for a few hours on March 16. By Friday the 
banks were deficient in their reserves and found it necessary to increase their bor
rowing from the Reserve Bank to $150,000,000. Thus at the close of the week the 

money situation was restored to approximately the same position as before the tax 
period, but the Treasury still had an overdraft of $70,000,000 which is still to 

come out of the market.
Replacement of March 15 Maturities

The present outlook is for moderately firm money conditions, as the market 
settles down after the tax period. Business is active. The security markets are 
using more credit. Further large gold imports seem unlikely for the present.

If this anticipation is correct, the country will require currently, as in 
earl3r March, over one billion dollars of Federal Resen/e credit. But there will be 
a difference in the makeup of this credit, because foreign correspondents replaced 

about 50 million dollars of securities matured on March 15 with bills, and the bill 
holdings of the system will- probably be reduced to something about that amount and 

the borrowings by member banks increased. The effect of this operation will be the 

same as a sale of securities.
Under these conditions borrowing by member banks throughout the country 

will be around 400 to 500 million dollars and by member banks in Hew York City 
upwards of 100 million dollars, and the call rate will be a firm 4 per cent, or
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possibly higher, even if the 75 million of securities in the system and foreign ac
counts, which matured March 15, are replaced. If, however, these are not replaced, 

about 75 million dollars additional of member bank borrowing will be required and 
call rates will be nearer 4 l/Z or 5 than 4 per cent,

^The principal ^ secu rityportfoU o, by not re-
placing the maturities, is that the security market is very active and using more 
credit, and firmer money conditions will tend to keep speculation within bounds.

The principal arguments for maintaining our security portfolio by re
placing the maturities are:

1. A portfolio of securities is a protection against inflation, and
its size should not be reduced without good cause.

2. Higher rates here would tend to attract foreign balances and gold
from countries which need them to us who do not want them.

3. Higher rates here would force higher rates abroad and continue the
pressure on world commodity price s.^J

The foregoing was submitted to and unanimously adopted as the report

of the Open Market Investment Committee, Washington, D. C., March 21, 1927.

J. H. CASS 
Act ing Chairman.
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thoto t to n r l t to f  ehoald ho replotoe#.
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related thereto.

la  H o t  o f  tho oxf@vloaoo a t tho aod of 1926, earefal ooaeiderattea m a  
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Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED
Authority E.D- '23Sfc

m M »

t e  Mavak 18 U *  parto* MW e * * r* o r tla »ry  In the n ry  Urgt amm t o f 

•atorltlea to la  nim M ft to a*#k. ttatorltiat a f W m t e W ;  600 a i l l l «  

to U i"  **»• *»toraat *f  a*»pw*toata*r 98 atlUto* 4aU*ra, r r n lM

I *  *  tor«t t a M U M  nat S * i«  to  tto  aartot, ahloti im  oaly partly offaat V  

• iN lW r  m il i f  U3 a tU iN  n i  iaaawt t n  ohaak «>naeU*aa. tto aon- 

saqmiaaa mm • larger t m m r  oyantraft m i it largar *ato to tto a n t it  tto* 

tot takas pUaa far aaaaral jrw«ra. tto «ato to  tto  lav Talk vartot aa Jforek 

IB tknm ^ t o n  traaaaatlaM t u  aaar .|300,000,<X».

tto W d a i «» to aaa* a*r ar tola l«r«a totoaa af aarplwi fto&a to tto 

aaitot »aa aa M to  profela*. A msmb*t a f toa tonka la  Saw Tatk Stty farto* 

natolr aaU tffatai tot a attuatlea an* altoaM tbalr r»Mrra* to tmmto atoaft 

»  atlU M  to Aaftott far to* totovtor. t e t o r , aa* tondj«r prwaedto* Marafc IB. 

tkaa toar m toiM  toa t e  tor *lth  an s«a» uMta* daft a it to toatr r«sar«aa af 

f t  atUtoa toltora . *to fallavtog totoato war* toaa o*«d to offaat to r *  

Trawnifr pajpaanta kr t e  lM «M a.tte » f  totoral t e —to a*»atai 

(1 ) $ w,0oB,ee® « t  WKtoi 'H ate  h m m u ii in  t e  fy»t—  «■& imM^p m m h h  

aara allawa* to rua a ft. thaaa ha Id to f m i f i  ncoawrta aara raplaead Ijr M ila  

f*«w> ow  partfaUa.

(®) I ^,000,000 a f aalaa anntraota aara takan out kr toalar*.

(0j I  iS»0Oe90G0 # f tav«**Mftt* « m  Irttom #»» *y M fe«r ***»«

<#  I ftgofuritl#* *#y» «©ld $•*««• i i*  #1 &***h i<f*b
tm m  Wm, IwwImmU mini!
(§ } f  $3,900,000 t f  9*rtt«tp itl«a  in Hi* «a#-d®y mr%it%mU* mm

mM I i mittMr 

fr t« l $32S*#0Q0#O00.

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



Reproduced from the Unclassified I Declassified Holdings of the National Archives DECLASSIFIED
Authority E.&. 1236k

fho oolo of *crtld*»*Uoao la lit 0*0 o Mr
ottMvoving Itt&t H« k «k* Mtc»t« It «v»&dii tofclos ootttUv «***!» f»®
tfao Mftval Rooorro JMk*, ovoa a* ooloo .from tfeo ô toolol 1b~
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^/report of the secretary to the open market investment committee 7 .
„_________  MEETING AT WASHINGTON. MARCH 21. 1927____________  3 33-

The holdings of Government securities in the Special Investment Account

on November 7, 19 26, the date of the last meeting of the Committee, amounted to
$200,000,000„ Since that date the amount has been reduced to $176,323,500, the

principal transactions being the following:
^ate SALES and REDEMPTION

Dec. 1926 To the Fiscal Agent of the British Govern*-*
ment, Treasury, certificates maturing 
December 15, 1926,to be applied in part 
payment of the British Debt to the
United States $ 47,250,000

Dec* 1926 To Foreign correspondents to partially re
place their holdings of certificates of 
indebtedness maturing December 15, 1926 40,372,000

Mar* 1927 To Foreign correspondents to partially re
place their holdings of 4 3/4/£ Treas** 
ury Notes maturing March 15, 19 27 24,394,000

On various dates to Foreign correspondents 
from proceeds of dollar transfers made 
to us from the Street 48,743,000

On various dates to the Market 28,997,000
Dec. 15, 1926 Redemption and exchange of certificates of

indebtedness maturing Dec* 15, 1926 4,349,500
Mar, 1927 Prior redemption of Mar* 15, 19 27 Treas*Notes:

On March 7 ^10,000,000
” " 9 5,400,000

Redemption w '* 15 14,557,500 . 29.9 57,500
$224,063,000

PURCHASES

The sales of Government securities listed above were replaced 
by purchases of other issues as follows S

êc* 1926 From the Fiscal Agent of the British Govern-
1 ment (partly in exchange for $47,250,000

sold to them) $ 35,000,000

Dec* 1926 From Foreign correspondents 14,145,500
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2
Dec* 1926 By other Federal reserve banks 0 15,972,000

On various dates in New York Market 111,444,000
Dec* 1926 From holdings of the Alien Property

Custodian 650,000
Mar* 1927 ” " « w « n 21,000,000

Dec* 15, 1926 50 per cent allotment for Dec* 15,
1926 certificates redeemed 2,175.000

£200.386.500

Net reduction since November 7, 1926 - - - - - - - -  y23,676,500

Exchanges were also effected  with the Federal Reserve ânks o f  San

Francisco and Cleveland whereby we purchased from them on January 20 and February 7,

respectively, their outright holdings of March 15, 1927 Treasury Notes for the

System Account, and sold to them in exchange a like amount of other issues of

certificates said notes In the following amounts:
San Francisco $8,846,500 
Cleveland 7,320,000

The Federal Reserve Bonk of St. Louis temporarily discontinued their 

participation in daily purchases of bills during the period December 20 to 29, 1926 
and on December 21, 1926 sold their holdings of bills with maturities up to and in

cluding January 11, 1927, which aggregated $5,360,749.26*
On March 14, 19 27 a temporary sale was made to a New York bank for one 

day of $10,000,000 June 15, 1927 ~ 3 l/2/£ certificates of indebtedness from holding 

of the System Account and _on March 15 temporary sales of $60,000,000 were made to 

New York City banks representing participations by them in the one day special 

certificate issued by the Treasury to the Federal Reserve Bank of New York to 

cover the overdraft*
The attached exhibits "A" and MB,f show in detail the distribution of 

Government securities and bankers acceptances among the Federal reserve banks} 
exhibit "Cn a statement showing net earnings of all Federal reserve banks for
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year 1926 after deductions for expenses, dividends and charge-offs and amounts 
of franchise tax paid and transferred to Surplus accountj exhibit a compar

ative statement showing earning asset holdings of all Federal -reserve bonks
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FEDERAL RESERVE BANK  
OF BOSTON

W ill ia m  w . p a d d o c k ,  d e p u t y  g o v e r n o r  
WILLIAM W l L L E T T , CASHIER 
KRICKEL K . CARRICK, SECRETARY

ASSISTANT CASHTERS 
ELLtS G. HULT ERNEST M. LEAVITT 

L . W ALLACE SW EETSER

FREDERIC H. CURTISS
CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT

ALLEN HOLLIS
DEPUTY CHAIRMAN OF THE BOARD

CH ARLES F. GETTEMY
ASSISTANT FEDERAL RESERVE AGENT

March 3, 1927.

Mr. Walter L. Eddy, Secretary,
Federal Reserve Board,
Washington, D. C.
My dear Eddy:

I have just received a telegram stating that the 
Board has cancelled the meeting of the Goen Market Committee 
which was to be held next Monday and I would request, therefore, 
that you release the reservations which you made on the 
Federal express for me on iv'onday night.

J
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B *ar Mr* S a ilo r*

Roooipfc is  acknow ledged o f  your lo t t o r  o f  
addro#*od t o  O w oraor G ri**ln gor# 

ad-fla in g th a t arr*ngea>iiBt* have boon aade fo r  *  
o f  tb *  Open Ifrrfcot Imreetment OmaBilite® 

t o  bo h o ld  In W ashington on Monday* ttu-Qh TthA__ 
a t  10*50 a .a »  Tho aM fcor* o f  th o  Board are bO*» 
in ^ *d ¥ l# *d  o f  th o  t ln o  o f  th i*  m eeting.

T o ry  t r u ly  y o u r*,

*$# C.# Jtoell* 
A *« i* t*d t  S eo re tary*

Mr* U  tm Sailor, >wty O oforaor, 
Federal R«*erve 3Nmkf

P W  W i f  p # I«
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FEDERAL. RESERVE BANK

OF NEW VORK

February 25, 1927

Federal Reserve Board
Washington, D. C

..QF:— Honorable D. R.- Crissinger
Dear Governor Crissinger;

Referring to our conversation over the telephone this 
morning, a meeting of the Open Market Investment Committee has 
been called for Monday, March 7, 1927, at ten-thirty a. m., at 
the office of the Federal Reserve Board in Washington.

F,ach of the governors who are members of the committee
has advised me by telephone that he or a representative will be 
present at the meeting.

Very truly yours,

l. f. sailer,
Deputy Governor

AT BXBOtn’IV®

/ l o t  CLMyO V'/>7
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