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On Monday, August 3, while talking with Mr, Paddock over the teleplione
I advised him that Boston was the only Federal reserve dank which was pledg-
ing bills payable in foreign currencies as collateral security for Fedesml
reserve notes. I also stated that ®hile the Board had taken no specific
action with regard to whether or not they should be o pledged I thought he
would like to know the practice followed by the other Federal reserve banks.

I wanted to dring this smbjest to your attention last Thursday moraning
but you were so busy with other matters that I concluded it wonld be better
not t o bother you with it at that time. On Thursday aftermoon, Mr. NcClelland
called me and stated that the Borrd would like to have me talk the matter over
informally with the officials of the Boston bank while I was there on Friday,
While in Boston I was informed by Governor Young and Mr, Paddock that they
had discontinued the practice promptly following my telephone conversation
with Mr. Faddock last dNonday, and upon reference to the bank's balance
sheet I find that the change was made on Wednesday, August 5.

This question first aroee in 1927 at which time I discussed it with
Governor (Crissinger and Governor Strong. Governor Strong was quite esphatic
iz bis position that none of the sterling bills which were then being |
bought through the Bank of Zingland shuuld be pledged as collateral security |
for note issues. Section sixteen of the Federal Beserve Act, in descriding |
the collateral that may be pledzed ae security for Federal reeerve notes
states that "The collateral security thus offerred shall be notes, drafts,
bills of exchance. or acceptances acquired under the provisions of Section
thirteen of this Aet, or bWlls of exchange indorsed by a member bH nk of any
Poederzl reserve district and purchased under the provisions of Section
fourteen of this fSct, or dankers' acceptances, purchased unier the pro-
visions of sald Sectiun fourteen, or gold or gold certificates.® TYou will
note fro: this that trade bills (not bankers' acceptances) to be elegible
as collateral for Pederal reserve notes must bear a member bank endorsement.

Some of the bills now heing purchased abroad are trade bilis which,
of course, are not endorsed by member banks and consequently are not
elegidle as collateral security for notes issued. If, therefore, the
decistion were reached to pledge any of these bills as collateral eecurity
for Federal reserve notes, the trade bills would have to be separated from
the bankers! bills and arrangements made for the bankers' bilis to be held
in custody for the smcount of the respective Federal reserve agente.
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Subiect: Foreign ipill's bought for the achnt
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To Governor Young

| r) Smead

I am handing you Herewitlh a statement showing the amount of foreign bills
bought for the Federal Reserve Bank of New York by months from Jamuary to
August, 1929, inclusive. This statement also shows the rate at which the
bills were purchased and the exchange rate. On September 19 the System held
about $16,040,000 of Sterling bills, $650,000 of French bills, and $770,000
of Hungarian bills, or a total of $17,460,000.
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FOREIGN BILLS BOUGHT } . THE ACCOUNT OF THX FEDERAL RE: J/E BANK OF
NEW YORK DURING 1929

Bought by Bank of England

Iate Days to run
January 62 - 20
February 70 - 83
March gl - 84
April 68 - 91
May 72 - 90
June 80 - 86
July 69 - 76
August 28 - 93

Bought by Bank of France

January 4o - 78
February 28 - 77
March 32 - 80
April 32 - g2
Vay 28 - g2
June L - g
July 58 - 83
August 66 - 8l

(3terling)
Amount Discount rate
(per_cent)
$139,266.84 L-2/16 to L4.9/32
90,611,53 W-1/4 to 5-7/32
105,632.71  5-3/16 to 5-2/32
120,109.77  5-3/32 to 5-1/4
148,963.28 5 tc  5-9/32
71,751.41 5-7/32 to  5-1/U
112,782.07 5-1/4 to 5-13/32
10, 889,187.9 L-3/4 to 5-13/32
(Franc)
434, 156.31 3-1/8 to 3-G/3¢
197,116.23 3-1/4
Lg3, 783,81 3-1/4
272,642.15 3-1/4 to 3-5/16
433,948.90 3-1/4 to 3-3/8
309,233.73  3-3/8 to 3-1/2
304,096.20 3-3/8 to 3-1/2
296,399.43  3-3/8 to 3-1/2

Bought by Bank of France from the Magyar Nemzetti Bank of Budapest

July 22 - 84

August 52 -~ 80

FEDERAL RESTRVE BOARD
DIVISION OF BANK OPERATIONS
SEPTEMBER 24, 1929,
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1,012,287.42

207,393.13

7-1/2 to

7-1/2 to

8
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Exchange
_rate

$L. 8493
4. gluo3
4.2493
L. 8493
4. 8493
' 4.8u93
4.8493
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I discussed with Governor Crissinger some few days ago the adés%biiity /
of us sterli ch the system is buying throngh the Bank of

mﬁ i as collateral security for Federal reserve poias, and Jovernor Streng,
WHU Tams 1nto the room at the time, was very emphatic in his position that

none of them ghould be pledged as collateral security for note igsues, Governor
Crissinger asked that I submit a memorandum covering the subject,

reserve banks, not being endorsed by member banks, are not under the law
eligible as collateral security for Federal reserve hetes, Bankers acceptances
/ 80 acquired, however, are apparently eligible as collateral security, and the

\ Trade bills bought by the Bank of England for the account of the Federal

quagtion as to whether or not they should be so used would seem to be one that

of which is attached hereto, to “be uged in case the Board should decide that
bills payable in foreign currencies and held abroad should not be used as
colla.teral for note issues,
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

August 1, 1927.

[BJECT: Paper pledged as collateral
1 security for Federal reserve notes,

Dear Sir:

Section 1§ of the Federal Reserve Act provides
that paper acquired Ry the Federal reserve banks in the
open market, in order§o be eligible as collateral security
L. for Federal reserve no%es, must be in the form of bankers'
acceptances or of bills§i exchange endorsed by member banks.
Some of the sterling bil\s which are being purchased for the
Federal Reserve Bank of Iyw York by the Bank of England, and
in which a participation 1§ allot ted to each other Federal
reserve bank, are bankers";cceptances and thus eligible as
collateral security for Fed&al reserve note issues, while
others are trade bills. As ®pe trade bills do not bear the
endorsement of a member baﬂ{,ﬁphey are not eligible under |
the Act as collateral security®Rfor Federal reserve notes.
Imesmuch, however, as all of thgse bills are payable in a
foreign currency ani are in the $hysical possession of
a correspomdent in a foreign cour§ry, the Board has ruled
that none of them should be pledg®l with Federal reserve
agents as collateral security for $utstanding Federal
reserve notes. i

DRAFT OF SUGGESTED LETTER TO ALL F.R.AGENTS
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BOARD
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For the information of the Board I am giving below a swmary table
showing the amounts of sterling bills purchased by the Fedsral Reserve
banks since September 18, 1924, the date on which, according to our
reocords the first bllls‘payable in a foreign currency were purchased by a
Federal reserve bank. e

Mr. Eddy #

The bills purchased by the Federsl Reserve Bank of New York on Sept~
ember 18 from the Bank of Bngland represent. an investment of a portion of
the balance carried with the Bank of Zngland for a number of years. These
bills had a maturity ranging from 84 to 90 days and as they matured in
December other bills were purchased to take their place. The bills pur-
chased in March 1925 were also to replace maturing bills purchssed in
December, The aserling bills purchased by the Boston and Cleveland banks
and those purchased from the International Acceptance Bank by the Federal
Reserve Bank of New York were all taken on an exchange secured basis. The.

exchange at which sterling was converted in the case of the bills bought
by Cleveland was several points below actual sterling quotations on the
dates of purchase while in the case of the Boaton and New York purchases
conversion was apparently made at the exchange rate of the day.
land bank stated that the Bank from which the bills were purchased has con-
. tracted in writing to #mke them up on the maturity date at the same rate for
sterling at which they'were so0ld to the Reserve bank.

The Cleve-

The difference in rates on prime bills in the London market and in
this country is clearly brought out by the fact that bills purchased for the
Federal Reserve Bank of New York by the Bank of HEngland on March 11 were
taken on a basis to yield 4-13/52 per cent, whereas the bills bought on
March 7 and 13 hy the Federal Reserve Bank of Cleveland from the Central Bank,
Savings and Trust Company were taken on a basis to yield 3-1/4 per cent.

PURCHASES OF STHRLING BILLS BY FEDURAL RESURVE BANKS

Date

Amount

Pounds

Dollars

Rate
of ex-

change

Discount
rate
(per cent)

Maturity
(days)

Purchased from

1924
Sept. 18
25

29

Dec. 10
1%

12

13

17

18
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50,633:4:5
100,654:0:11
402,085:12:6
7,946:637
3,009:11:7
6,182:5;1
4,486:8:4
13,421:14:0
15,989:0:18

Federal Reserve Bank of New York

226,689499 $4.4771

448,917 .04
1,793,301.86
37,292,92
14,129.59
28,964 .48
21,058.,34
62,953.14
75,082 .90

4.46

4.46

4.6931
4,6949
4.6851
4.6938
4,6904
4.6959

3-11/16
2~1/4
2-1/4
3-9/16
3-9/16
3-9/16
3-5/8
3=11/16
3-11/16

84 to 90 Bank of ZEnglend
75 to 90 Internationsl Ac. Bk

68 to 90

"

87 to 90 Bank of England

82 to 86
85
84
84
83

"
"
"
11
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PURCHASS OF STURLING BILLE 37 FEDIRAL REDRVI BAITLS
Amount Rate Piscount vaturit
Date Pounds ollars of ex- rate - (days? Purchased from
change |{{per cent
1925 Federal Reserve Rank of New York (Cont'd)
Mar. 4 2,822:9:5  13,440661 40762 4-7/16 84 to 88 Bank of Ingland
9 15,532:18;11 74,017.60 4.7652 4-7/16 90 tc 91 "
10 3,494:19:1  16,663.59 447679 4-3/8 85 "
1l 19,790:1:3 94,430 026 447716 4-13/32 91 "
18 9,952:3:11  47,529470  4.7758 4~11/32 93 "
Federal Reserve 3ank of Boston
195
Dec. . 9 100,755:2:0 474 ,304463 4,707 3 64 to 79 First National Bk.
Federzl Reserve Bank of {leveland
1924
Octe 31 20,218:14:3 950,984.20 4.5 2-1/4 54 to 56 Central Bk.Svgs.& Tr
Nov. 8 22,142:6:9  114,360457 4450  2-1/4 75 to 77 " "
24 20,501:5:7  92,255.79 4.50 . 2-1/4 74 to 80 " "
28 25,218:3:5  113,481.77 4.0  2-1/4 75 " n
Dec. 17 25,000:0:0 115,000.00 4,60 2--7/8 78 o "
30 25,838:0:2 118,854.85 4460 - 3-1/8 65 to 76 " "
1925
Jan. 15 25,515:18:8 121,334488 4.70  3-1/8 58 to 90 " "
Feb. 6 25,385:6:8 119,311.07 4.70  3-1/8 75 to 78 " "
13 25,631:12:7 120,468466 4.70 Z-l/8 75 to 87 " "
25 50,637:4:5 238,023.13 4.70  3-1/8 69 to 79 " "
Mar. 7 25,456:056 119,643.31 4,70 Z-1/4 73 " "
13 25,095:05:0 117,946.50 4.70  3-1/4 73 to 76 " "
>
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IN REPLY PLEASE REFER

Ao JEPE
A7 :

o GL - HF February 13, 1925.

{ Federal Reserve Board,
Washington, D. C.

Attention Mr. E. L. Smead, Chief
Division of Benk Operstions

Gentlemen:
In reply to your letter of February 12, it will be

satisfactory to us for you to amend our previously published

J; figures to include in "Bills Bought in Open Market," Sterling

. it a5

Bills Purchased thru the Bank of England of $245,000 shown on

L e

September 24 and October 1 in "All Other Earmning Assets."

it

A o i g e Y e &

Any figures published by us hereafter will be in accordance
with this revision.
Very truly yours, L
. 1
f - R
) XY -

~J. M. Rice,
Manager, Accounting Department.

JMR
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Fabruary 12, 19E5.

Dear Siria

You will doudbtless recall that whben your baak purchesed skierling
bdills from the denk of Fagland ea September 18, 1924, there was some question
‘&8 to Dow they should bs repurted ia the weekly press statements, It ves
finally deoidsd that they should be inaluded with bills bought in opsm market
and this was dons bdeginning with the statensat for Cotober 3. Ia the statoments
for September 24 and Octobsr 1 these bills wers shown aa *"iAll other assrning
assets,” bul 1t was not thought necesasry when the Dotober 3 siutement was
issusd to meke say revisioa of the figures already pudlished.

In preparing our awmul report, howsver, wo find it nesecsary sither
to makxe the change, 1. #., to increase dills Bought iz open meuypiet for
Septewbar 24 and October 1 by $2485,000, or slse to show thet on the dsutes
mentionad such bills are included with all other earning assets and thersafter
with bills booght in open merket. 7o would prefer not to taxe the latter
sourse, end as we understand from Yr. Preeland of your of fise that there will
be no objectien on ithe part of your bank to amending the weekly statesant
figares, wo shall 4o this instead. Your bdenk's boldings of bills dought in
opan market o shown in the waskly prens statemente for September 24 amd
Ootober 1 will therefore be incrassed by $245,000, with an offeetting change
in A1)l other sarniag asseta,

¥s shull sppreciate your advioe in osse this action is mot entirely
sutllsfastory to your danmk.

Yery truly yours,

Be L. Smead, Chlef,
Diviston ¢f Bank Uperstions.

Mr. J. M, Hioe , Esnager,
socoayting Departaent,
Pedsers) Eeseryp Bank,

Xow YTorx, 5. Y,
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Janusry 30, 1925.

SUBJECT: Schedules reporting the
purchese of sterling tills.

Mr. E. L. Smead, Chief,
Division of Bank Operations,
Federal Reserve Board,
Washington, D. C.

Dear Mr. Smead:

The sterling bills scheduled on schedules
numbers 193, 198, 216 and 226, reporting purchzses on
November 24 and 28th and December 17 and 30th, aggregating
$439,592.41, were all purchased exchenge secured. The
bank from whom we purchesed them heve contracted in writing
to take up the bills on the maturity date at the same rate
for sterling at which they were purchesed by us. Bills
aggregating $121,334.88 purchased on Januery 15, 1924 and
shown on schedule number 16, were purchased under the same
condition.

We shall be very glad in future transactions
to state on our schedules that the bills are bought exchesnge
secured, as it is our policy to buy them only under that

condition.

Very yours,
ERF. Governor.
ZCDh.

iZZ ] .9
%Ww,

p://fraser.stlouisfed.org/
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SUBJB0?: Schedules reporting the purchase
of sterling bills.

Dear Sir:

We have your scheadules numbered 198, 198, Z16
and 226 reporting purchases on November 24 and 28 and
Deoenber 17 and 30, of prime sterling bills Wting
$429,592.41. Thess schedules 40 not state whether .
those bills were bought exochange secured or whether in
the event that the rate of exchange on the due date is
not 1dMitical with the rate at which the bills were pur-
ohased, the profit or loss on sxehange is %0 be absorb-
od by the Pederal reserve bank.

|

] It will be appreciated if you will kindly ad-

| vise the Soard in this regard and ia the future have the
| sahaodialea themselves show whether or not the bills are

‘ bought exchange-aecured.

Very traly yours,

4 e T
(iguoid) L

3' LQ sm' m@f,
Mvision of Bamk Operstions.

Br. %. R. Fancher, Governor,
Federal Ressrve Bank,
Cleveland, Chio.
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To Committee on Discount & Open Larket Policy Subject:

l ~ (Messrs. Niller, Platt & Cunningham) 3 o o
From_Y¥r. £ddy B

4/ //3”/ }/ }W f;%t’z//w ’L"f““"’%—wf{‘f //////im ”;/
2 LI £ - ; 1
LR %/ﬂw \// ! 4

By direction of the Governor, there is referred to the Committee
on Discount and Open Farket Policy, for report at the meeting of the
f Board on Thursday, the attached memorandum with regard to action of

_ the recent Federal Heserve Agents' Conference on the subject of
g investments by Federal reserve banks in foreign bills.

: The Board on November 12th spproved & recommeéndstlon of the
Governors' Conference, contained in the report of its Open karket
Committee -

_MFhat action on the recommendation of the Advisory
// Council relative to the purchase of foreign bills be
deferred until such time as we may be in a position to
*’ know more about the development of conditions relating
igitized for FRAS to foreign exchanges; and that the System make no
ttp://fraser.stlovfed.org/ purchases of such bills until that time.™
Kederal Reserve Bank of St. Louis
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Ofﬁce COlTeSPOn ience ., < " Date_December ¢, 1024,

To___ PFedersl Reserve Boards Subject: 333 ¢ “‘/

- The following topic was considered by the recent Federal Reserve
Agenta' Conferences

*Eas the time come for Federal reserve banks to consider investing
some of their funds in foreign bills?" \

The following report of a Committee sppointed to consider this topic i
was unanimously adopted:

*The committee has been advised by Mr. Jay that he discussed

. the resolution of the Federal AMvisory Council with the Governor
A\ of the Bank of Englend a fortnight ago, and lesrned from him that
in his opinion it would not be practicable for the Federal reserve
- banks to meke any really substantial investment in the lLondaon
merket, ss under present oconditions it would not be practicsble to
secure a large volume of bills, The committee feels that when the
System goes into foreign merkets to invest in bills it should do so
for some constructive purpose other then merdly to secure earnings,
Should England snd some of the continentel countries like Holland
and Switzerland deaide in due course to resure gold payments there
will doubtless be an opportunity for Federel reserve banks to ez~
tend them.a considerable volume of oredit, either here or abrosd,
in &« menner which would be very helpful not only to them, but to
the stabilization of exchenge generelly with 211 of the attendant
adventages to Ameriocen trade and commerce, It appears to the com-
mittee thet if Federal reserve benks should undertake, contrary to .
the aredit polioclea being pursued in England and other European
countries to enter their markets st the present time, the result

might hinder rather than help thelr return to a gold besis,*

[RRv—————ow wqm--mmd

AT BOARD
DEC 25 1924

‘ W%ﬂkyy 124 el

A=Y
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Joint Conference discussion of the following topic:

"Hag the time come for Federal reserve banks
to consider investing some of their funds in
foreign bills. (Resolution adopted by the
Federal Advisory Council, September 25, 1924,
copy enclosed.)
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Governor (rissinger: Then we will take up M. 7,
Mr, Perrin.

7. Has the time come for Federal reserve
banks to conslder investing some of
their funds in foreign bills, (Resolution
adopted by the Federal Advisory Council,
Sentember 25, 1924, copy enclosed.)

igitized for FRASER
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Mr. Perrins The committee has beén advised by Mr..
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Jay that he discussed the resolution of the Federal

Governor of the
Advisory Council with the/Bank of England a fortnight
ago, and learned from him that in his opinion 1t would
not be practicable for the Federal reserve banks to make
any real, substantlal Investment in the London market, as
under present conditions it would not be practicable to
secure & large volume of bills. The committee feels that
when the system goes 1into forelgn markets to lnvest 1n
bills 1t should do so for some constructive purpose, other
than merely to procure earnings. I England and some of
the Continental countriés, like Holland and Switzerland,
declde in due course to resume gold payments there will
doubtless be an opportunity for the Federal reserve banks
to extent them a considerable volume of credit, either
here or abroad, and in a manner which would be very help-
ful not only to them, but to the stabllization of the
situation generally, with all of the attendant advantages
to American trade and commerce, It appears to the com-
mitte® that 1f Federal reserve imnks should undertake,
contrary to the credit policy pursued in Epngland and other
European countries, to enter thelr markets at the present

time, the result might hinder rather than help a return to
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a gold basis,

Governor Crissinger: What have the Governors to say
about this toplc?

Governor Strong: < ubstantlally the same thing. It
depends on who speaks first, I see. I do not want any
member of the Board to think that there has been a conspir-
acy between the Governors and the Chairmen at =all, We
have not collaborated,

Mr, Perrin: We had lunch together, that's all.

Governor Strong: Our action fas this: That action
on the recommendation of the Advisory Council relative to
the purchase of for-lgn bllls should not be taken until
we were in a position tq know more about existing qonditions
relative to foreign exchanges, and that the System make
no purchase of such bills until that time, It 18 a 1lit-

tle shorter, but to the same point.

Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Pigitized for FRASER
http://fraser.stlouisfed.org/
kederal Reserve Bank of St. Louis

!
-

e

22

RESOLUTIONS ADOPTED BY THE FEDERAL ADVISORY COfJNéIL
SEPTEMBER 25, 1924.

RESOLUTION NO. 1: WHEREAS, a further easing of money rates at this
time might render it extremely difficult to ward off a period of acute inflation with
its subsequent evil consequences with which the country is only too well familiar,
and

WHEREAS, forced investments of Federal Reserve Banks in our market and con-
tinued substantial importations of gold into the United States are factors that might
tend to enhance the plethora of money already existing,

RESOLVED, that this Council recommend to the Federal Reserve Board to con-
sider the question whether the time has come for Federal Reserve Banks to exercise
their power to invest some of their funds in foreign bills with approved American
banking indorsements and payable by and Tepayable to Federal Reserve Banks in
dollars.

The Council believes that observing these safeguards and by properly scatter-
ing its purchases the Federal Reserve System can safely invest substantial amounts
abroad, without any risk of loss on account of exchange or otherwise, and in doing
so ward off to that extent the inflow of gold, incidentally assisting the foreign
countries involved in their efforts to stabilize their exchanges and to bring them
back to definite gold relations.

RESOLUTION NO. 2: The Council has learned that the Secretary of the
Treasury is about to call in for redemption on February 1, 1925, the $118,489,900-4%
Loan of 1925, and desires to record its entire approval of the policy involved in this
step.

J
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FEDERAL SERVE BankK

oF New York

November 20, 1924.

My dear Governor:

The enclosed reply to Vice Governor Platt's inquiry in re-
gard to the recommendation of the FPederal Advisory Council was dictated
on Election Day, but has not been sent before this date because of my
desire to complete inquiries then under way as to the technique of the
conduct of dealings in future exchange.

This has now been completed, and I feel satiefied to send the
report, explaining, however, that were any important transaction imminent,
I would have preferred to rearrange the letter in & little more logical
form, so that this rather technical subject would be reported upon in a
less technical way.

Dr. Stewart has expressed a good deal of interest in this matter,
and I therefore ask that the letter be shown to him.

Very truly yours,

/%y Y A

BENJ. STRO
Governor.

Honorable D. H. Crissinger,
Governor, Federal Reserve Board,
Washington, D. C.

Enc.

ederal Reserve Bank of St. Louis
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FEbDERALRESERVE BANK 3”3’37
OF CLEVELAND

aiad

333, -

November 8, 1924.

Federal Reserve Board,
Yashington, D. C.

Attention: Mr. E. L. Smead,. Chief,
Division of Benk Operations.

* Gentlemen:

I thank you for your lstier of November %4 in

answer to my letter of October %1 in comnection with
sterling bills purchesed by us on October 31.

I am glad to have your instructicns regarding
the method of reporting these trensactions and will be
governed accordingly. I failed to state in my letter
of October 31 that a schedule of the complete transaction ,
was being forwarded to the Board in the usual msnner. The 4
bills in question were purchased from the Central National :
Benk Savings and Trust Company of Cleveland, and I might
add thest we are making another purchase today from the same ‘
bank of about 20,000 pounds under the same conditions. If ;
you will refer to our schedule of October 31 you will find f
the trsnsaction of that date fully reported.

"ith best regards, I am,

Very truly yours,

Z. C.D. //////// ty Governor.

/0
| /i}\/
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FEDERAL RESERVE Bank "\ Oﬂ«\g’

oF New York "O

Wovember 5, 1924,

Federal Reserve Board,
.‘ Weashington, D, C,

Dear Sirs:

Replying to Vice Governor Platt's letter of October 25, the following is
a statement of personal views regarding tl_le resolution passed by the Iederal
Advisory Council at its meeting on September 25, 1924, recommending that thae Fedéral
Reserve Board conslder investing funds in foreign bills, Our directors prefer to
defer an expression of opinion pending further consideration,

liy associates inform me that advocates of the plan believe, (&) that it
will furnish investments for PFederal reserve banks without the inflationary effects
which it is olaimed result from domastic investment; (b} that it will facilitate
the creation of a market for sterling bills in iew York, and (o) that it will assist

in the stabilization of sterling exchange and promote return to gold payment,

Before discussing the recommendstion and argwnents, it should be understood

what has been the usual course of business in handling psper of the character de-
scribed, and just how the investment recommendsd by the Federal Advisory Council
would be made by Federal reserve banks, so that they might be reasonably insured

against risk of loss either on the paper itself or by fluctuation in exchange,

Prior to the war, (but to a less extent since the dollar acceptance has been

introduced into this market) exports from the United States of certain commodities,

such as cotton, etc,, were iargely financed by drawing sixty and ninety day bills

on foreign acceptors, with documents attached.,

various chamnels at the points of origin, finally reached New York banking institu-

tions which had banking commections abroad, and by those banks were remitted to thelr
Digitized for FRASER
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FEDERAL RESERVE BANK OF NEW -~  .77°%

foreign correspondents who presented the bills for acceptance and then disposed of
them in accordance with the instmctioné of the New York banks by which they were
remi tted.

Much the same course was pursued with various banking centers on the con-~
tinent, as with London. During a large export movement of such commodities as
cotton, the volume of bills so handled was very heavy, in fact too great at times
for even large American baunks to carry them all to matwrity in portfolio as invest-~
ments, and the customary practice was for the New York banks to sell the bills in
London and draw demand exchange against the proceeds, the drawings of ten being made
simul taneously with the remittance of the documentary bill, so that the bills re-
mitted and the bills drawn arrived in Londomm frequently by the same steamer and the
New York banks got immediate reimbursement for the funds invested in the bills by
the sale of exchange in New York. when the money rates in London were higher than
in New York, it proved profitable for the New York banks to carry some portion of
these bills in portfolio in London, but when money rates in New York were higher then
in London, an immediate sale of the bills in the London market and simul taneous
drawing against the proceeds enabled the New York banks to employ the funds in New
York at the more profitable rates.

During all the years of the writer's experience prior to the war, vhen
these bills were passing through New York banks in very large volune, there was
no difficulty whatever in their negotiation so long as the responsibility of the
drawers, endorsers and prospective acceptors was well known to the New York banks and
the documents were in order. The natural market for the discounting of the bills was,
of course, at the place where the bills were ma‘de payable by the drawer, {that is,
London) the discount naturally taking place in the currency o. the country where the
bills were payable.

With the outbreak of the war, interruptions of malls, and the suspension of

gold payment, the handling of these bills became impeded because of the uncertainty

ttp://fraser.stlouisfed.org/
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and insecurity of transit, the difficulty of drawing against the procseds, and the

possibility of heavy losses in exchangs in cases where the purchase and resale of

the bills and the corresponding sale of demand exchange were not simultaneous, By gradual

gstages of evolution, dealing in so-called vforward" exchange has developed throughout

the world, so that buysre 0f bills maturing in the future are now able t0 make sales

of the resulting exchange to be deliversd and paid for at maturity date. This busiw

ness has gone through a variety of changes and assumed a variety of forms, but at the

present time, even with mail facilities rastored and ths facilities of thse discount

markets about as adequate as they were before the war, it is still necessary, because of

the exchange risks, for all dealers in exchange either to "balance™ thair books, that is

to say, to discount and sell against everything tney buy, and buy against everything they

gell simultaneously, Or else t0 cover futurs maturities by future sales.

This development of the "forward® exchange market, while not entirely new
since the war, has, nevertheless, progressed until it is now conducted in a fairly
orderly way on very closa margin, and has bacome an lmportant element in the conduct
of the foreign exchange business, It should, however, be understood that the capaclty
of dealers in "forward® contracts t0 make these contracts, is limited by three factors.
The first 1s the actual amount of true exchange which is produced by actual purchases
and sales of goods for future paymant, that is to say, those who ssell goods abroad
to be paid for at a future date, have ™forward™ exchange to sell in the market, where-
as those who buy goods abroad for future delivery and payment, are in the market to
buy ™future" contracts, both seller and buyer undertaking this foy the purpose of in-
suring against exckanga losses incidental to trade in goods, This 1s the true supply
or trus demand for “futures,® arising out of the business of those who conduct actual
trade in goods and who supply the market with the exchange or demand for exchange for
future delivery, 4 second source of supply of "futures™ is that furnished by the

brokers, dealers and speculators who zre constantly trading in contracts for exchange

i
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and who may themselves be willing at times to assume speculative future commitments
beyond the actual amount vhich they immediately cover through purchases or sales,
& third source of supply is actual accumulated balances in bank, against which sales
of "futures" are mde, usually by banks and bankers,

dowever, in a broad way, it may be said that the supply of future contracts
for exchange is limited by the amount of tramsactions in goods for future payment,
by existing bank balances, and by the extent to which those who indulge in speculative
operations in exchange are willing to enter into contracts without having exchange
in hand or the payment in hand for cover,

ihe process, therefore, by which iederal reserve banks would purchase
sterling bills jn the American market would be to buy them at the rate of exchange
on the day of purchase from American dealers in long sterling bills, and simliane-
ously with this purchase make an actual sale of the "future! exchange arising at the
maturity of the bill, to some responsible purchaser whose contract to take it could
be relied upon as absolutely good, ihese would be umaccepted bills with documents
attached and would have to be immediately remitted to London for acceptance and there
held by our correspondent ifor collection at maturity, {4 possible purchase of bills
in London is discussed later,) It will be observed that the risks involved in this
business are, first, the ordinary commercial banking risk o: the goodness of the paper
purchased, with dependence upon the documents, as well as the acceptor, endorser and
drawer of the bill, and second, the risk involved in the contract for the delivery of
exchange to the buyer of the "future" which is limited to the pos sible exchange depre-

ciation,

At the present time, and probably usually, it will be found that the difference
between the rate of exchange at which long bills can be purchased and the rate of

exchange realized for the "future" delivery is so great that it will absorb the

entire difference between the discount®rates prevailing in the London market om

paper of this character and the rates commanded by dollar acceptance in New York,
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Purchases made through Rew York institutions would, necessarily, be subject either
t0o a commission charge or to some slight advance in the rate of exchange at which
the transaction was conducfed 80 as to insure a prorit to the iiew York bank over what
would be realized by the institution itself remitting the bills to London and selling
forward exchange, or discounting them and selling demand, This is discussed in a
letter addressed to Governor Crissinger by our lir, Case on ueptember 30 last, and I
shall not repeat the figures therein stated, It will be observed that there is no
adventage over rates at which our funds can be employed in this market when the dif-
ference in the exchange rate is considered, and especially when commissions are dew
ducted by th0se with whom the business is transacted, ot only is there some addi-
tional risk in the purchase 0of these bills as against domestic bills, but the amowmt
of clerical work and expense involved in the accounting, aistribution, collection and
settlement of the bills is greater than any other type of iunvestment which we conld
make,

Referring to the arguments mentioned, i.e,,

(al 4s to the point that these purchases will have less inflationary tendency
than the purchase of domestic bills or Govermment securities, there is in fact no
difference whatever, 4in investment in foreign bills places an aquivalent amount of

Federal reserve funds in the market in the hands of member banks, which serves as reserve

just as any other lederal reserve funds serve as reserve for the members, and the same
structure of credit can be erected upon the credit balance so created us will arise

from any other credit balance at the Reserve bank, he effect is illustrated by what
transpired in our purchase of bills from the Intermationmal icceptance Lank, or
£100U,000 of bills, we issued to the Intermational .cceptance bank our check for 450,000
in round figures, i‘hese are rederal reserve funds and count as reserve t0 the member
bank which gets them, 4he International icceptance vank deposits this check with its

depositary bank, say, the Hanover lational, and against the balance draws its check

to the exchange dealer from whom it buys the £100,000 sterling with which to pay for the
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bills in London., (The £100,000 payment in London is probably mads by a cable
tranafer, and is simply a transfer of a balance in an Inglish bank from the credit

of one party to another,’] The exchange dealer who receives the check of the Inter-
national Acceptance Banmk in turn deposits it in his bank, which thereby gets the
additional reserve at the Reserve bank of 450,000, And from then on the process of
lending and relending this amount of Pederal reserve funds goes through the usual
course and creates the usual structure of baunk loans and bank deposits, rasult;ing
either from gold imports or from any expansion in the earning assets of Reserve banks,
It effects no trensfer of ¥money* to Londan, but simply effects a transfer of a sterl-
ing balance in London from one depositor to ancther, It does withdraw £10C,000 of
bills from the London discount market temporarily and creates a future demand for
dollars in London vhich must be satisfied whensever the account is ultimately liquidated,

(b) The creation of a market for paper of this character in New York im-

presses the wrifer as mythical and liable t0 be misleading as to what 1s sought to

be accomplished, The real market for sterling bills must always be London, Jjust as
the resl market for dollar bllls must be in New York, The purchase of sterling bills
by Federal reserve banks will neither improve the *market™ for thoss bills, nor will
it provide a trus discounting place for them, but will simply substitute the Federal

reserve banks temporarily as holdsrs of the bills instead of the American banks vihich,

in the usual course, must renit them promptly to London for acceptance and to be
carried as investments or to be discounted through the London banking machinery, If
we buy them prior to acceptance, we would then be obliged ‘to send them to London,

In my experisnce in dealing with sterling bills, which would go back for
tan or fifteen years prior to the commencement of 1_:he wvar, there never was any diffi-
culty about marketing bills in New York for remittance to London in the ususl course.
Almost our entire export cotton movement was financed prior to the war on long bills

and no difficulty was exparienced in the movement of those bills through the banking

Digitized for Fgeinery in the south and in New York, The same is true of other types of long
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bills which are drawn against actual exports and which have that comeercial character
which qualifies them for discount ai the Bank 0f England in the case of sterling bills
or at the Federal Reserve Bank of Hew Yori in tbe case of doliar bills. oOur purchase
would simply be a substitution of one holder for another, penjing remiviance to London
tor acceptance collection or discouni. o “"market" is needed hers.

As to (c), that tre holding of a large investment accounti of this character
would be an aid toward the siabilization of exchange saad a retura to the 0ld standard,
we think »ossibly the efrect ot such investuents in any volume which would be of im-
porisance to that end, might prove t be a menace to the stabilization of exchangze and
the return to gold payment rathsr than an assistance. Ia the first place, our in-
vestigations of this market indicate that the amount which could be purchased with
satisfactory "forward" exchange sales countracis, in otber words, with the obligations
of institutions in wiich we have conridence, is limited. A%t the ouiset, we believe
it might be limited to no% over 50,000,000, if that rmch. It must also he borne in
mind thot the names which we would get on thess c;ntracts are vsry largely names of
institutions vibich already appear on many dollar bills which we buy, and it would then
be a2 multiplication of the credit risk. Ve would not be willin. %o accept forward
coniracts from firms and individuals, and the number of insiitutions whose names we
could zet on these contracis is probably comparatively few. If, as we believe, the
number o7 those making camnlwmenis for funure purchases of excuange ls rather limited,
and if we undertaie 0 cover purchases of sterling bills by sales or fuiures to a
limited number of the strongest institutions doing this business and maintain the
volume of the account ai a large amouns, say 100,000,000, indefinitely, it would mean
that those instwitutions, because of the size of shese commitments, would ikereafter
be limited in the amount of this business which they could undertake. It might
eftect a considerable impairment of the capacity of ibhe market generally to undertake

dealings for future delivery. Our sales of exchange for fuiure delivery would be
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conducted with a comparatively small number of institutions and if the account was a
large account the amount of their obligation to us in each case would be guite heavy,
Should the time come when these institutions, for one or another reason, became unwille
ing to continue to make purchases of futures to replace those which metured, we might
ba forced to let the bills rum off or continue the operation at constantly declining
rates for sterling, The tendency would likely be to widen the difference between the
demand rate for sterling and the rate at which iutures could be sold, It is not dpffi-
cult to conceive of & situation where the continuance of an investment account of this
character would be guite beyond our control, and where, in fact, it might be necessary
to reduce it or close it out at a time which would embarrass the stabilization of the
exchange market and the return to zold payment,

Bven though we were able to secure a large volume, 50 or 100 million dollars
or more, the effect of such.purchases would be to create a large unliquidated open
account hanging over the sterling market, and were conuitions to change, - for example,
were we to have heavy discounting by our members or & large export gold movement, -
we might then be forced to llguidate the account at an unpropitious time and jeopardize
whatever progress had been made abroad toward stabilization and gold payment by other
and more comprehensive methods,

The above remarks apply simply to local purchases of long sterling bills

of American origin bearing American names, Such purchases would, of course, necessi-

tate the remittance of bills to London, whare they would be held for our account watil
maturity, <ihe small transaction already effected, however, was in fact a purchase of
bills of Fnglish origin, the bills themselves being actually jaken out of the Iondon
market and shipped to this country, The comments above in regard to purchases of bills
of American origin should be modified as to this form oi purchase in the following

respactis;
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the process which. we would employ in buying bills in London of British origin
would be somewhat different from that whidh would be necessary in buying them in New
1ork, We would probably make an arrangement with the sank of ingland by which they
would make regular parchases in London, and it would be necessary to mke the sales
of futures there, payable, of course, in dollars in wew rork, in fact, a sale of
dollars would have to be effected first in uLondon by drafts on New rork so as to cre-
ate the necessary sterling balance with which to buy the bills, because the sale of
the dollars to create the sterling balance, the sale of the future cover, and the pur-
chase of the bills, must be substantially simaltaneous transactions in an exchange
market which fluctuates as rapidly as the market does just now, Otherwise, the ioss
of time in cable transfers, etc,, waild subject the bank to a risk of exchange loss
which might indeed eat up all of the discount proﬂt. L at one time discussed some
such arrangement with uovernor Worman and he expressed a great deal of doubt whether
more than a very limited volume of bills could be acquired in uondon, the limitation
in the volume of bills and in the amount of good "futures" which could be obtained
being such as to restrict the volume of purché.ses which cold be made,

1t is undoubtedly trus that at a time vwhen discount rates are higher in
ondon than in New iork, the tendency‘ is for amsrican buyers of bills to carry them
in portfolio in iondon so as to realize the higher rate of discount return, insuring
themselves, of course, by selling “#forward’ exchange as above described, it might,
therefore, be argued that discount facilities for american banks shuld be developed
here for their protection in case their portfolios become unduly large in uLondon, e
doubt whether the demand for such protection is of any considerable proportions, if
it exists at all, ihe uLondon market has always, even during the war, been ample,
sost of the large american banks are doubtless glad to take advantage of the higher
retum for their funds so employed than at yresent can be realized on similar employ-
ment in nNew rork, when New 1ork rates are higher, they can promptly melt their

London bills, un the other hand, however, consideration should be given to what
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effect such a policy conducted in a large way, woaild have upon the respective money

marke ts, and especiaslly upon the prospects of a returmn to the gold standard, ihe pank

of sngland is at preseant pursuing a polig of meintaining a somewhat higher money mer-

ket in London than prevails in nNew rork. ‘he withdrawal of a large amount of bills
} by the rederal reserve banks from the iLondon discount m.rket would have a tendency to
create easier money there, that is to say, to reduce the demand for loans upon bills
at the joint stock banks by bill dealers, thersby releasing funds for other employment,
whereas at the same time the equiwvalent in dollars would be injected into this market
the same as in the case of the mrchase of domestic bills,

it is impossible to forecast absolutely that large transactions of this sort
woald in fact have any considerable effect upon the money market in London, but if
it had any effect, it would be in the direction of creating easier money in that mar-
ket and a somewhat similar effect in this market, <he return of sterling to par,
however, will best be facilitated by high rates in wondon and 1ower rates here,

we do not believe that such a program should be undertaken without a wery
full understanding in bondon, especially having in mind the mjor object of an ulti-
mate return to the gold standard., Lf the time comes when the rederal reserve banks
should make investments in London for the purpose of facilitating the return to gold
payment, we think that such purchases should be made actually in London through mr
own connections there, and with every possible safeguard against loss either on the
bills or on the rate of exchange.

ihe writer believes that one of the greatest services that can now be
performed for the business interests of this country and the rest of the world would
be to secure the restoration to gold payment by the principél natioms of rurope, and
especially by ureat sritain, uhis will not be accomplished by the rederal reserve
banks ayppearing as volunteers in gn investment account of this character without any

arrangement to insure that the result of the effort will in fact be a return to gold

payment by ureat sritain,
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the officers of the Bank of ingland, and we believe those who are generally
responsible for the sritish poligy in this regard, fully understand that whenever the
time is propitioas for considering this question, we stand ready to discuss it with
them and, if possible, aid in bringing about this desired result, but until we are
able to undertake some comprehensive plan with some assurance of success, and in
fact with some obligation on their part to return to gold payment, we bhelieve any
attempt by us to volunteer to promote it single-handed and without cooperatiom and
understanding in London, will be unavailing and might'do more harm than good,
4his is a subject which has been discussed, as the Board knows, &t great
length with uwovernor mnorman and his associates while he was in this coantry and during
my visits to London, 4if the psoard believes that this is the principal ohJect to be
served by the purchase of sterling bills and that this is a favorable time to under-
take some constructive work along this line, it would be more desirable to take it
up directly with London and arrive at understandings which waald have more assur-
ance of success than could be expected from the paurchase of an unimportant amount
of sterling bills by the methods proposed, ur, Jay has been asked by cable to dis-
cass the mtter with yovernor yNorman, and will be able to throw further light upom
the subject on his return,
sy recommendation to our directors has been that the bills already pur-
chased be permitted to run off at maturity, and that, as a mtter of policy, we do not
undertake to contimie these transactions except under some arrangements with ocur
friends in wondon, which we are willing to discuss at any time, some further and
more formal action will likely be taken by our directors at a later date, which will
. be transmitted to the Board,

Very truly yours,

&1’ -

BENJ. STH
Fovernor,
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November 4, 1924. 2332 3.v7

Dear Mr. Zurlinden;

Recelpt ia acknowledged of your letter of October 31
in whioh you advise that you have purchased from a member bank,
exchange secured, sterling bills payable in Iondon, and that pending
receipt of the actual bills, which are now in transit, you have mede
an advance of $112,500 to the member bank aguinst 4% per cent Treas-
ury notes.

In our weekly statement to the press showing the oon-
dition of the Federsl reservae banks such hills will be oombined with
other bills bought in open market, and consequently they ray be com-
bined with other bills on your daily balance shest form 34. If you
prefer, however, they may be shown separately against the ocaption now
used. In your Wednesday night form 34 telegram, it will be necessary
for you to give the maturity distribution of these bills the same as
of any other bills. Iu oase the actual maturity is not known and
ocannot be definitely ascertainsd, a orreful estimate should be made
of aotusl maturities and proper distribution wired to the Board pend-
ing the arrival of the bills,

In the case of future purchases 1t will be appreclated
1f you will furnish us with a memorantum schec.de on the dute the
purchage is made, giving such particulars es are available, followed
by & detalled scheuule giving: full psrticulars ae soon as the bills
are actually received.

Very truly yours,

B. L. Smead, Chief,
Iivision of Bank Operations.

¥r. F. J. Jurlinden, leputy Governor, ETD
Fedoral Reseive Bank, R
Cleveland, Ohio. :
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October 31, 1924.

Federal Reserve Board,
Washington, D. C.

Attention: Mr. Smead.

Gentlemen:

¥e are today opening & new account on our general books
entitled, "Advances secured by U. S. Government obligations account
of Sterling bills in transit"”. The circumstances are as follows:

We todey purchased from & member bank sterling bills,
peyable in London and which are in transit from London to the member
bank. Pending receipt of the actual bills we heve made an-advance
to the member bank of $112,500, representlng 25,000 pounds,at $4.50,
secured by $120,000 Series B-1926, 4 1/4 per cent Treasury Notes.
The bills in question will approximate 25,400 pounds.

On receipt of the bills the member bank will endbrse them
and deliver them to us, at which time we shall release to the member
bank the Government obligations deposited with us. Then the bills
are delivered to us we shall compute the discount on the dollar
amount of the bills, based on a rate for sterling agreed upon today,
($4.50), crediting the account of the member bank with the difference
between the proceeds as arrived at on receipt of the bills and the
smount of the edvance made today against the bills. The member bank
will guaranty reimbursement to us at maturity at the same rate for
sterling. The purchase consists of prime sterling bills with
maturities between sixty and ninety days, and the discount is to be
computed at 2 1/4 per cent.

I trust that this account as set up will meet with your
approval but I- would be very glesd to have your suggestions, as it
appears that other transactions of this nature are probeble.

Very trudy yours,

Governor.
z2.C.D.

Jederal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK

oF New York

October 29, 1924,

Dear Governor Platt:

Your favor of the 28th is received this morning.

{ Certainly there is no difference whatever, so far as in-
& flationary influence is concerned, in the purchase of domestic billas or
" foreign bills, in the making of loans to member banks or to foreign
* banks, or in the ‘purchase of anything by Federal reserve banks which
creates a reserve balance for a member. The inflationary effect is
identical in any case.

I shall hope to have a report in your hands early next week

covering this matter, and in the meantime do not hesitate to advise you

that I am very strongly opposed to continuing the purchase of foreign ’y’*
bills as I informed Governor Crissinger in Chicago.

Very truly yours,

&‘7_"

BENJ. STRONG
Governor.

Honorable Edmund Platt,
Deputy Governor, Federtl Reserve Board,
Washington, D. C.
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QOctober 23, 1924.

Dear Governor Strong:

Your letter of QOctober 27th, with relation to
the investment of Federal Hesarve Bank funds in for-
eign hillm, reached me this morning and as Governor
Criasinger was present and also Dr. Hiller, who had
been confined to his home by an attack of influenza
for several days, we disciszsed the matter somswhat
at length.

e Advisory Council resolution gpsars to taks
the ground that the purchase of foreig: tills does not
have ths aamw inflaticnary influence that the purchsase
of Jjomastic bills bes, tut the discussion of the
Board this morning brought most of us I think to the
opinion that there is practically no difference.
Governor Créssinger informed us that you were rather
strongly agzinst the increase of purchase of forelgn vills.

Tours very traly,

Fay)

Yies Bovernor.

¥y, Benj. Strong, Governor,
Pederal Roserve Bank,
Bow York, H. ¥.

igitized for FRASER
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FEDERAL RESERVE BANK

oF New York

October 27, 1924.

Federal Reserve Board, .
fashington, D. C. g

Attention - Honcrablie Edmund Plett

Dear ¥r, Platt:

On my return to the bank today Mr, Case hiss hended me
your letter of Qctober 25, asking for s comprehensive report from
this benk covering the recent resoluticn of the Federal Advisory
} Council recommending the investment of Federal Reserve Bsnk funds
* in fereign bills.

This repcrt we will very gladly submit to the Board i
the near future, but, before cdoing so, we wizh to make some

} particuler inquiry as to the volume of business of this charscter

which may be done within the limitations of prudence and with due

regerd te the variocue important coneiderations which would affect

the decisicn.

This matter was discussed at some length at the meeting
of the Investment Committee in Chicago on Fridey lest week, and
doubtless Governor Crissinger will advise you of the views which T
expressed at that time, which you, of course, will understand
were without opportunity for cenference with my associates in the
bank.

I hope to have the report to trsnsmit the lstter part
of this week.

Very truly yours,

BENJ. STRGH
g Goveraor.

igitized for FRASER
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October 25, 1924

Dear Mr. Case:

At the meeting of the Board yesterday, reference
wag-made to the recent purchases by your bank, amounting
to approximately 500,000, of sterling bills bearing the
indorsement of an /merican bank and payable to you in
dollars. This lead to a discussion of the resoclution
passed at the recent meeting of the Federal Advisory
Council, in which the Council recommended that the Board
congider the question whether the time has come for
Federal Reserve banks to exercise their power to in-
vest some of their funds in forsipn bills with spproved
Amerdican banking indorsements and payable by and re-
payable to Federal Reserve banks in dollarse.

Following the discussion, one of the members moved
“that the Federal Reserve Bank of New York be directed
to make a comprehensive report covering the recent
resolution of the Federal Advisory Council recommending
the investment of Federal Reserve bank funds in foreign
bills".

Thie motion wes adopted and an early reply from you
would be appreciated.

Very truly yours,

Vice-Governor.
Hre Je« He Case, Deputy Governor,

Federal Reserve Bank,
Hew York, N. Y.

Digitized for FRASER
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RESOLUTIONS ADOPTED BY THE FEDERAL ADVISORY COUNCIL

SEPTEMBER 25, 1924.

RESOLUTION NO. 1: WHEREAS, a further easing of money rates at this
time might render it extremely difficult to ward off a period of acute inflation with
its subsequent evil consequences with which the country is only too well familiar,
and

WHEREAS, forced investments of Federal Reserve Banks in our market and con-
tinued substantial importations of gold into the United States are factors that might
tend to enhance the plethora of money already existing,

PEEEN

RESOLVED, that this Council recommend to the Federal Reserve Board to’con-
sider the question whether the time has come for Federal Reserve Banks to exercise
their power to invest some of their funds in foreign bills with approved American
banking indorsements and payable by and repayable to Federal Reserve Banks in

dollars.”
[

The Council believes that observing these safeguards and by properly scatter-
ing its purchases the Federal Reserve System can safely invest substantial amounts
abroad, without any risk of loss on account of exchange or otherwise, and in doing
so ward off to that extent the inflow of gold, incidentally assisting the foreign
countries involved in their efforts to stabilize their exchanges and to bring them
back to definite gold relations.

RESOLUTION NO. 2: The Council has learned that the Secretary of the
Treasury is about to call in for redemption on February 1, 1925, the $118,489,900-4%
Loan of 1925, and desires to record its entire approval of the policy involved in this
step.

Digitized for FRASER
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Qotober 16, 1924.

Dear ir. Bargess:;

On sxgmining your monthly report of investment
operations form A for the mh of Septesder, we mote
that the figures are oxcdlusive of the 350,038,18; & of
soceptances purchased through the Park of Erngland oz

In our volume figures it is proposed to treat
these o purchases in the open market dariig Septesber,
ad we will sppreciate it therefore if you will kinily
q sivise us of the ®ller amoumt of thess bills and the

rate at whioh the conversion from pounds o dollars was
mafle.

Very truly yours,

i | TRigna ¥ L. S

Division of Bark Operatioms.

Mr. W, R, Burgess,

Assistant Federal Heseve jgent, -
Pederal Reserve Bank, LS
Now Yal‘k. R, Y, iaﬁ,a'ﬁ‘ﬁ- S

§330%
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FEDERAL RESERVE BANK 3{@ % {i,

ofF New York f"i

1""‘""%}.\.‘ A

October 18, 1924,

333‘ S -/

Sirs;: Attention: Mr, Smead,
Replying to your letter of 00tobq; 16, we beg to advise

- reh

that the sterling bills purchased through the Bank of England have

been converted into dollars at the rate of 4.4771, The net coat
of these bills in sterling is £50,178:7:3, and in dollars $224,653 54,
while the maturity value is £50,633:4:5 and $226,689,99,

Under the present arrangement these bills should of course
be included under bills purchased,

Respectfully,

' W. R. BURGESS,
Assistant Federal Reserve Agent,

Federal Reserve Board,
Washington, D, C,

— 7;4 »
igitized for FRA.SER @
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For i NOo. 19t { f.
® P e o Fane o
Office erg;@ T.s€nCEe Do Gotober. 11, 1924
To_ e I~ Sl o i B

{ A b

Y 25774

The attached is the firgt detalled schedilesrecelved cove ing
the prchase o7 sterling bankers’ bills from the Internat lonal ioceptansce
Bank, inmrporated. It ocours 1o ms thal you ani the Board may wish to see {

,«"

then in arder 10 have a general ideg o8 to who ihe aoceptors ami endrsers
aro. I shall ve glud to sent over future schewmles ®ver lug such purchases
in case you would like t0 see thau. y
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Form No. 131.
FEDERAL RESERVE

Office Cci;resr Jhuence - o

Subject:.. L

I advised New York over the tel ephone this morning
that the sterling bills recentl ghas ed the Feder
Reserve Bark o ¥ew York throm iy Ewlm Bank o:ymgland vo:id
in THe MEFE Te WM SY Th the weekly statement with other
bllls bought in the open market and that a brief statemert
regarding such purchase would gppear in the Board's analysis
accompanying the condit ion statement. Mr, Burgess of the
Rew York Bank advises me that Mr. Case wonrld very much prefer
that m reference to these bills be made in any published
statement, and I think that this fact shonld de oalled to
the Board's attention before our statament is releaud to
the press tommorrow.

The suggested wording of the stateuent which it
was promsoﬂ to incorponte 1n thn amlylh h a8 follmvu

P

A non s.pzanbar 18 the Federal Reserve Bark of

/ New York used a portion of the small balame whioh has
/ besn xept on deposit with the Bank of irglaml for a mumber |
' of years to purchasse prime sterling bills in the Lomlon {
{ mgrket. The amount of such bills held, $227,000, is
inoluded in the wtatement with other bills bought in opon

market ." g

‘ )v"_, ‘;

/

' " M_,
ﬂ e, o /
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FEDERAL RESERVE BANK

F New York

I wrote you on September 19/about our arrangements with the Bank of England i

whereby part of our balance with that institution would be made produoti#e, and you
will recall that £50,000 was placed in a special interest bearing account and £50,000
was invested in commercial bills.

wé have now received the full details from the Bank of England of these
transactions and f£ind that the rate of interest paid on the special account will be
I fixed each weak, For the wesk ending September 20, intersst was credited at 3-3/6%.
With regard to the comuercial bills which the Bank of Bngland has bought for us with
their guarantee of payment at maturity, I thought you might be interested in the

nsmes appearing on these bills:

Asgeptor Indorser dount
Baxk of Liverpool & Martins Ltd, Guaranty Trust Co, of New York £ 2,289: 1: 7
- and Canadian Bank of Commerce.
Btandard Bank of South Africa Ltd, ditto ditto 1,649:16: O :
ditto " n 2,668:12: O 3
n " " 1,386: 8: 0 |
Westminster Bank Ltd. Bunge & Co, Ltd, and Guaranty 670:16: B :
Prust Co, of New York. S L
Nambros Bank Ltd, ditto ditto 2,322;: b: 6 i
Midland Bank Ltd, Canadian Bank of Oammerce and 3,000; 0: O ’
Guaranty T™rust Co, of New York,
Hambros Bank Ltd. ditto ditto 1,151:16;: O
ditto " " 1,048; 7: -0
" Bunge & 0o, Ltd. and Guaranty 914:10: 3
Trust Co. of Rew Yoxk
J. Henry Schroder & Co. Ltd, Qanadian Bank of Commeroe and 2,498; 6: O
Guaranty Trust Oo, of New York
Wm, Brandt Sons & Co, Bunge & Qo, Ltd, and Guaranty
frust Co, of New Yok, 740: 2: 9
Kidland Bank Ltd, ditto ditto 1,202; 2: 6
Hambros Bank Ltd, " " 809:11:11
Laxard Bros, & Oo, Ltd, Mercantile Bank of India Ltd, 3,873; 6: 8
Barslays Bank Ltd, ) ditto ditto 5,000: 03 O
ditso " " 716:18; 4

[
3

Carried forward - £ 51,85(;‘;;5;111
Digitized for FRASER Lo ,
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FEDERAL RESERVE BANK OF NEW ° X 2 ..... Govemor A E ]g;er‘ 9/30/24'
Acceptor Indorser Ariount
Broucht forward £ 31,830:15:11
Barclays Banik Ltd, liercantile Bamiz of India 1Ltd, 2,916:13: 4
David Sassoon & Co, Ltd, ditto ditto 4,000: 0: O
aitto " " 3,708; 0: O
Barclays Bank Ltd, n " 608: 6: 8
lidland Bank Ltd, International Banking Corpora- 1,790:14:10
tion and National City Bank
of New York and Seccombe, larshall
& Campion,
¥ leinwort Sous & Co, Ltd, Mercantile Bank of India Ltd. 1,400: 0: O
Banx of Australasia, ditto ditto 3,156:13: 2
Westminster Banx Ltd, " " 605:12: O
ditto " " 617: 8: 6

Potal ......... & 50,633: 4: 5
These bills mature in from 84 to 92 days and you will note that many of
them bear American indorsements, The bills were purchased at 5-—11/16‘;3 discount
and when it is cons idered‘tnat the Bank of Anwland's suarantee is added to the
strength of the names actually appearing on the bills, there can be no doubt as to
the excellence of the investment,
The details of our initial purchase of sterling bills through the Bank

of Ingland are received at a most opportune time in view of the recent recormenda-

tion of the Federal Advisory Council that the Federal Reserve Board consider the

s i T

question whether the time nss come for iederal reserve banxs to exercise their

power to invest some of their funds in foreigm bills with approved dmerican banking
indorsements and payable by and repayable to irederal reserve banks in Gollars, A4s
expiained in lir., Kenzel's letter of September 24, this bank has vurchased from

the Internatiomal JAcceptance Banz a parcel of sterling bills, the method employed

in that transaction being the one suggested by the Federal Advisory Council, In

view of these circuustances, it is interesting to compare our purchase oi sterling
bills tiroush tie Bank of #Bncland with the transaction with the International
Acceptunce Bank. You will recall that in the latter case we had an Auerican
Pigitized for FRASER

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




Reproduced from the Unclassified / Declassified Holdings of the Nationai Archives

s . e V4
3 Governor Criss’ ¢ 9/30/24,
FEDERAL RESERVE BANK OF NEW |

-

indorsement, the whole trunsaction was on a dollar basis with no risk of exchange,
and the bills were bought by us at 2-1/4;’3. Of course, we have not undertdken to

cover the excinange risk on the £50,000 of bills bought thiroush the Bank of Inglund
as that repre'sents part of a comvlimentary balance which we have carried with the

Banz of England for years, However, shouid further purchases of sterling bills

through the Bank of Ingland be made, we would presusably oliminate the risk of ex-
cnange as was done in the tramsaction with the International Accentance Bamz, That
would be accoiplished by selliny future sterling against cach ourchase of s»ot that
is made, For example, future sterling, deliverable 90 days hence, can be sold at
about IMS per pound discount under the guotation for swot sterling, and
reducing that to a per annum basis, gives us about Eé_discount to cover the risk in
exchange, Consequently sterling bills bought through the Bank of England at 3-—11/ 16‘;.'”3
discount would net us 2-11/ 16> if the exchange risk were eliminated. To compare
tuat return witn the discount received on the bills bourht from the Internaiional
Acceptance Baniz, 1t should be stated that rates in London declined slihitly, say
1/16 or 1/8;5, between the date of the Bani: of ingland nurchase (Sentember 17)
and the purchase on Geptomber 24 from the Internationzl Acceptance Baric, and tsking
that reduction into account, the purchase through the Ba.nc of England would have
netted us 2-9/16% or 2-5/8% as against 2-1/4% on the vills tuken from the International
Acceptance Bank, Most of the difference is accounted for by the fact that the
International Acceptance Banx get 1/4,3 for its indorsement whilc the Bank of England,
under the terms of our agreement with them, puarantees bills bought for our acom unt
without charge,

We have been giviug considerable thought to these trunsactions here at

the banx and they have been discussed with our Executive Committee which amproves

in principle of such transactions as were undertsken with the International Accept-

ance Banx so far as they assist American banking institutions to develop a market

Rigitized for FRASER
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FEDERAL RESERVE BANK OF NEW « k Governor Crir ‘v =2, 9/30/34-

for sterling bills here and afford a means of rediscount in New York for prime sterling
bills with good American banking indorsement; in other words, for this bank to render

the same support to American banks and banikers in their purchase of prime sterling bills
as we have done in helping them develop a dollar discount market, IHowever, if the Federal
reserve banxs embark upon a program of investing a substantial amount of thelr assets

in sterling bills or bills drawn in other foreign currencies with a view to preventing
further ease in money here and to ward off additional gold imports as suggested by the
Federal :A.dvisory Council, we believe that such operations should be conducted directly
through our own foreign correspondents, That is the method which the Federal Reserve

Act clearly provides for making such investments since the Act authorizes PFederal reserve

banks to appoint foreign correspondents and establish agencies in foreien countries

"wheresoever it may be deemed best for the ourpose of purchasing, selling and colleoting
bills of exchanze, and to buy and sell, with or without its iridorsanent, through such
correspondents or agencies, bills of exchange (or acceptances), etc, etc."

Furthemo;re, one of the cornerstones in all of our agreements with foreign central
banks has been the reciprocal purchase of bills, Ve, in conjunction with the Bank of
bngland, have fostered the idea of close cooperation between central banks of issue and
have felt that all important operations of central banks in foreign countries should be
undertaken through the respective central banks of those countries. Xeeping that in mind,
we believe that you and your associates will agree with us that our purchases of sterling
bills from American banks should properly be undertdzen to assist in the develomment of a
market as outlined above but that when the guestion arises of employing part of our re-
sources in foreign bills, the Pederal reserve banke should follow the usual course
adopted by Buropean central barics and in fact private commercisl banks as well, of in-

vesting directly through our own correspondents with their guarantee or indorsement
and agreement to discount,

Very truly
Honorable D.R.Crissinger, J. H. CASE,
Governor, Federal Reserve Board,
Washington, D. ¢C.
Pigitized for FRASER
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Form No, 131.

3 FEDERAL RESERVE
Office Corresp .dence = Date_September 30, 1924,
To _ Mr. Noell - - Subject: ERS L
Fr

Mr. Smead o ;__ﬁ%»i?z“ e

Last night we received a purchase schedule from the Federal
Reserve Bank of New York covering the purchase on September 25 of
100,000 prime sterling bankers bills. The schedule reads as follows:

, "} 100,000, Prime sterling bankers bills, endorsed Rothschild
& Co., london, and International acceptances bank, New York, delivery
to be made on arrival in about ten or twelve days.

"These bills were purchased at the discount rate of 2—1/4 per~
gent, exchange secured.

"Piguring exchange on the above bills at 4.46 they amount to the
equivalent in dollars of $446,000.

"We made part payment today of $430,000, to International Accept-
ance Bank, New York - on account, against the deposit of a like amount
of U. S. Treasury notes 4-3/4 percent series A - 1925 due March 15, 1925.

"Balance of payment will be adjusted upon arrival of the bills at
which time a schedule giving complete details will be forwarded to the
Federal Reserve Board."

"80 fgr as I know this is the first purchase of foreign bills
payable in*foreign currency which has been made by a Federal reserve
bank. I assume, therefore, that the Board members would be interested
to mow the details noted above regarding this purchase.

Executive Foldey

[G..0 , .
gt VAN

.-*../.1/.,-...1,.--..
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Santaember 26, 19:4. -~ 3 of *:/'

Deaar }r, Yenzel:

Receipt 1s aoknowledped of youwr lett~r of
Septerher 24th, addrossed to Governor OGrissinger, con=
fireine your telephone coaversation with hir on that
iate and advising of the detzils of your purchasa from
the Internationnl Aosertanoe %=nk as of Ssptamdar Z5th
of & 100,000 prime sterlins Hankers' bills, indorasad
By Rotisehild & Corpany, Lovndon, and the Intermational
Agogntsmea Ban'ts Yrur letter has deen brought to the
gttention of the wmerbers of the 3oard,

Yary trulr yomrs,

(Signed) Waiter L. BEdoy

7olter L. 2ddy,
Saoratery.

Yr., Je R. Henzel, Deputy Governor,
Padaral Reserve Banl,
Tew York, Te Yo
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To ___Goversor Young

Yoederal Beserve Bank of New York
Fiom_My. Smead = during 1929,

I a= banding you herewith a statemsnt showing the amount of foreigm bills
bought for the Jedsral Ressrve 3Bank of New York by months from Jamary to
August, 1929, inclusive. 7This statement also oghows the rate at which the
bille were chased and the exchangs rats. OR September 19 the System held v
abous $16,040,000 ‘of Sterling dills,~$650,000 of French bills, and $770,000
of Hungarian bills, or a total of $17,460,000. i

) _ .
Form No. 131. \ eRAL KeSERVE “on
"Office Correspondence = " Dote_Septemder 24, 1929

~ S‘ubi'gc.t: Yoreign bille bought for the account
°

REC'D IN FILES SECTION ]
MAY 25 1343

W R

¢

é
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. YOREIGE BILLS BOUGHT . . THE ACCOUNT OF THE FEDERAL RE: W
£ ¥E¥ YORK DURING 1929 TES SECTION] -

) WAY 25 193 -
| Bought by Bask of Englend (Sterling) |
Date Days to run Amount Disoo@nt rate Exchange
January 62 - 80 $139,266.84 L4-3/16 to 4-9/32 $u. 8493
;::ruary 70 - 83 90,611,53 4-1/4 o 5-7/32 4. 8493
March 81 - 84 105,632.71 = 5-3/16 to 5-9/32 4. 8493
April 68 - 91 120.189.77 5-3/32 to 5-1/4 4. 8493
May 72 - 90 148,963.28 5 to 5-9/32 L. 8493
June 80 - 86 71,751.41  5-7/32 to 5-1/4 L. 8493
July 6 - 76 112,782.07 5-1/4 to 5-13/32 4.8493
August 28 - 93 10,869,187.93 4-3/4 to 5-13/32 L. sug2 - L.8u93
Bought by Bank of France (Franc)

January W - 78 434,156.31 3-1/8 to 3-9/32 .03906

l February 28 -1 197,116.23 3-1/4 "
March 32 - 80 483, 788.81 3-1/4 "
April 32 - g2 272,642.15 3-1/4 o 3-5/16° .
May 28 - 82 433,948.90 3-1/4 to 3-3/8 "
June L - g9 309.233.73 3-3/8 to 3-1/2 ’
July 58 - 83 304,096.20 3-3/8 to 3-1/2 "
August 66 - & 296,399.43  3-3/8 to 3-1/2 "

(Pengo)

July 22 - 84 1,012,287.452 7-1/2 to 8 1749
August 52 - 80 207.393.13 7-1/2 to & .

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS
SEPTEMBER 24, 1929.
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FEDERAL RESERVE BANK OFFICE OF
- THE GOVERNOR !
Fl

oF New York - o

Sept. 24, 1924.

W

Dear Governor Crissinger: ;><;

Referring to our conversation over the telephone today I thought that you
would be interested in the detrils of the transaction we have had with the Inﬁg}na—
tional Acceptance Bank in respect of sterling bills. Following is a description of~
the way it worked out:

We have today bought from the International Accebtance Bank as of tomorrow,
September‘zs, £100,000 prime sterling bankers! bills, indorsed Rothschild & Company,
London, and International Acceptance Bank, delivery to be made on arrival in about
ten or twelve days. We, however, will make payment tomorrow against the deposit
with us of an eguivalent sum of United States Government securities which we will re-
deliver to the International Acceptance Bank upon delivery of the sterling on arrival.

Twelve days prior to the various m=turities of the sterling purchased, we
will deliver same to the International Acceptance Benk for collection against their
deposit with us of an equivelent amount of United States Government securities which
will be released to them ss we receive payment through them at maturity for the rela-

tive sterling bills. \

The discount rate is 2%%, exchange secured, that is, the whole transaction

is on & dollar basis, and as the exact discount cannot be figured until the maturi- °
ties of the bills are known on arrival, I have arranged to maske payment tomorrow of
a round amount, say $430,000, on account. Figuring exchange at 4.46, the balance of

the purchase price remaining to be adjusted upon receipt of the sterling will be

about $13,500. ’

AT BOARD ML {ING
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FEDERAL RESERVE BANK OF NEW Y. il

It will be seen that by this procedure the Federal reserve bank is
protected at every point by possession of eligible assets against the outlay of
‘ its funds; also that we get a strong American benking indorsement on top of very
strong London names and that there is_no exchange hazard to us involved and the
rate is slightly better than we could obtzin on American bills in this market at
the present time. Further, as distinguished from we ourselves going into the
London mak et and buying bills there, we are in effect putting ourselves back of
an American banking institution which invests its own funds in the London bill
market and it would seem that transactions of this character with American banks
might properly be regarded as in a measure extending the support which we have given
to Americen banks in the development of a dollar discount market to their operations
in the London market, meking it possible for them to use their funds in the London
market, relieved of the hazards of the London discount rate and the emergencies of
the London discount market in the event that they found it desirable or necesséry to
relieve themselves of their sterling portfolios through discount or sale.

Very truly yours,

L
Erae:

Deputy Governor.

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

ERK/VR
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September 22, 1924,

Tosr I'r. Casey

The Federsl Resarve Board has reocaived your
lettor of Septerber 19th ani notes thet amr ontyd
have been made with the Bank of Ingland whereby part of
your bank's balonoe with that institution will be ine
vestod. It is further noted that the question of
participation in these investments by other Federal
rasarve banks will be taken wp at the fortheoming
Governors' Joni'erence,

.

Yery truly yours,

(Signed) Walber ‘w Eddy
/

Walter L. B4y,
Seoratary,.

I're Jo He Caga, Deputy éovomor,
Federal Reserve Bank,
M Y”}C. NQ YC
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FEDERAL RESERVE BANK CEIVED

oF NEw York 20 1924
FICE OF

THE GOVEENOR
September 19, 1924, '

Dear Governor Crissinger:

\ During ome of Governor Strong's visits to London, he had a dis-
cussion with the Govermor of the Bank of England in regard to the present
arrangament of our accounts and it resulteq in the following: proposal:

Of our present balance of same £165,000, approximately £100,000

to be made productive., As an experiment it was proposed that one-half
of that sum be invested in commercial bills of the usual character which
' we are permitted to buy abroad, and the other £50,000 to be employed for

short periods at interest under guarantee of the Bank of England, the

B A .
i b o P

procedure in the latter case to be to transfer the sum of £50,000 to a

special account upon which interest will be earned at a little below the

weekly Treasury bill "tap" rate. ‘
I understand that Governor Strong made a statement to the Federal

Reserve Board in the early part of June with regard to this proposed change

——

in the handling of our account with the Bank of England, and I am merely

wendwn

AT BOARD MFETING

writing you at this time to make it a matter of record for, we have just

received a cablegram from the Bank of England informing us that to-day we

SEP 22 I%

are to receive {250,000 for credit to its account on our books, The Bank

of England also informs us that they have employed £50,000 of our balance

at interest and that it has bought for our ascount £50,492:9:7 commercial 1

e |

bills at a net cost to us of £50,038:18:6, The question of participation

of this account will be taken up at the Governors' Conference in. November

Very truly
Honorable D,R.Crissinger, /% JGSSE
. - - (]

: Governor, Federal Reserve Board, Deputy Fov

; ashington, D. C. pu overnor,
Djgitized for FRASER w ngton, D

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




/

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

R EEE———
1 Reproduced from the Unclassified / Declassified Holdings of the National Archives

RESOLUTIONS ADOPTED BY THE FEDERAL ADVISORY COUNCIL

SEPTEMBER 25, 1924.

RESOLUTION NO. 1: WHEREAS, a further easing of money rates at this
time might render it extremely difficult to ward off a period of acute inflation with
its subsequent evil consequences with which the country is only too well familiar,
and

WHEREAS, forced investments of Federal Reserve Banks in our market and con-
tinued substantial importations of gold into the United States are factors that might
tend to enhance the plethora of money already existing,

RESOLVED, that this Council recommend to the Federal Reserve Board to con-
sider the question whether the time has come for Federal Reserve Banks to exercise
their power to invest some of their funds in foreign bills with approved American

“hanking Thdorsements and payable by and repayable to Federal Reserve Banks in
dollars.

The Council believes that observing these safeguards and by properly scatter-
ing its purchases the Federal Reserve System can safely invest substantial amounts
abroad, without any risk of loss on account of exchange or otherwise, and in doing
so ward off to that extent the inflow of gold, incidentally assisting the foreign
countries involved in their efforts to stabilize their exchanges and to bring them
back to definite gold relations.

RESOLUTION NO. 2: The Council has learned that the Secretary of the
Treasury is about to call in for redemption on February 1, 1925, the $118,489,900-4%
Loan of 1925, and desires to record its entire approval of the policy involved in this
step.
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'[ , weatlaman:

Referring to your cammupication of

| May 2drd, you aré advised the 3oard has not issued
a statemsnt oovering the subject of "Acceptances
offerad by the Germsn gold dlsgount bank as being
madé dIIZIbIa TOr reserve bank discomt."

Por your informastion, however, a raliag
has been made on this aubjest by the Board's Gounsel
which will appear in the June issue of the Federal
Reserve Bullstlin, to be relsased for publication on
or about the twelfth of the current months

Yours very truly,

mticoned) J. C. Woell

J. Ce Noelly >
#8588l stant Secretary.

Rafercenee Livrary,
Federal Regerve Bank,
Fedaral Reserve P. O Station,
New York, . Yo ’
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, R.L. 1;:{[ 9.23 = j& e Sov————
L « L ’ _REPERENCE'L" “ARY_/ “’7 j
| BOERAL RESERVE BAR EW YORK

~

S o ow H

Six {8) gfpiea of:

Statement-acceptances offered by Geman Gold 3lediscount
Bank ellgible for Heserve Bank dlscount.

@oted in Journal of Commerce of 5/9/24, ». 1.

[

Your courtesy in this matter will be greatly appreciated,
REFERENCE LIBRARY.

gitized for FRASER
p://fraser.stlouisfed.org/
dderal Reserve Bank of St. Louis

Mmoo O



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

l FEDERAL RESERVE BANK

OF NEw YORK

IN REPLY PLEASE REFER
TO

et
May 27, 1924.

Sirsc:

FEREPE

regard to certain points in connection with the credit which the International

Acceptance Bank has arranged here with a number of banks and bankers, for the

German Gold Rediscount Bank, and yesterday discussed the subject with Mr.
i AL,

Miller'dver the.tgiggégnﬂ*u,;w,

‘Sh::id the Board decide to discuss this subject ir the next "Reviéw
of the month®™ I think the circumstances that led to the opening of the credit
here will be found set forth in my letter to the Board dated April d;% I fesl
quite certain that Mr. ¥arburg's purpose in arranging this credit and our own
views in being willing to purchase these bills, with satisfactory American
banking endorsement, arose from a desire to be helpful in connection with Ger-
many's efforts to get back to a stable currency basis, and a desire to make
certain that in acquifing credits for use in thia connection Germany would not

have to rely solely on sterling credits. Two principal advantagés to be

gained by the United Stutes from the establishment of this credit were set forth

in my letter of April £ as follows:

(a) Banking facilities extended between two countries are
likely to lead to increased trade between them.

(b) The credit will assist in maintaining the dollar as one
of the bases of trade and settlements in Germany, where-
a8 without this credit the pound sterling is likely to
become the predominant medium.

Digitized for FRASER
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As to the "tests of desirability" which the reserve banks are ex-
pected to apply to.the bills when offered to them for purchase, as far as we
know none of the bills under this credit have yet been sent here for diacount
with the American members of the syndicate, but it is my understanding that
it is very definitely agreed between the Gold Rediskont Bank, Berlin, and the
syndicate manager for the groups of American banks and bankers who will partici-
pate in the proposed credit that no bills will be offered for rediscount to the
syndicate that have not been drawmn in a strictly commercial transaction, and
that the American ayndicate reserves the right to return sny bills in connec-
tion with which there is any question in this regard. This point has been so
stressed that it seems very improbable that any ineligible bills would sven
through misadvertence be sent to the American syndicate for redis:zount.

With regard to the laat paragraeph in your letter, in which you say
that both Mr. HWarburg and I stated. that, "such of these German trade bills as
are offered in this market will be related directly to some German import
transaction requiring liquidation in dollar exchange." It i® not my recollec-
tion thet either Mr. Warburg or I made this statement, and I do not think that
it is true., My recollection of the conversation was that Mr. Miller, in dis-~

cussing the subject brosdly, asked whether it was not true that this cradit

would eventually have to be liquidated by the shipment to this country probably
of goods or possibly gold or securities, to which Mr, Warburg and I replied in

i the affirmative. As Mr. Warburg is absent in the South I am unable to confirm
my recollection with him. But it is stated in my letter of April 7 that "only
such Pirms are to be privileged to rediscount with the Gold Rediskont Bank

a8 receive foreign exchange remittances in the regular course of their business."”
This means that the customers of the Gold RedisCount Bank whose bills may be
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."TOERAL RESBERVE BANK OF NEW YOR)

#3 Federal Reserve Bo '

May 27, 1924.

sent to this country as a basis for credit are firms who are likely to have
their invoices paid in foreign currencies which they could convert into
dollars in order to pay their obligations here. In other words, these bills
may»be self-liquidating, but the liquidation will not necessarily be in dol-
lars. It is likely, however, to be in some foreign currency which could be
converted into dollars in order to pay the dollar obligation incurred by the
rediscount of these bills in this country.

It is the opinion of the officers of this bank that under presemt
conditions of easing credit, very few if any of these bills are likely to find
their way into the Federal reserve bank as the members of the syndicate will
themselves dedkire to hold them until maturity. We understand that the liabil-
ity of the present syndicate ends July 29, 1924.

If this letter does not provide the information”the Board desires,
or if the Board desires further information, I agpuld be obliged if Mr. Miller

or Mr. Eddy would call me on the telephone sa.that I may endeavor to furhish what

rﬂ’ﬁ

the Board desires. S

Qpéieetfully,

Pierre Jay /
Chairman

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK

OoF NEwW YORK

IN REPLY PLEASE REFER

May 24, 1924.

Dear Mr. Eddy:

I have your letter of May 23 with enclosure regarding
the Germen trede bills.lrl’wii] re§i§ £§ this on Monday when Mr.
O'Hara returne to the office, and if it will be too late for you
to receive my reply in the mail Tuesday morning, please let me
know, and I will telephone it to you on Monday.

Very truly yours,

/WC,QJULL,

Pierre Jay
Chairmen

7B

®. L.Eddy, Eeq.,
Secretary, Federal Reserve Board,
Washington, D. C.

Federal Reserve Board

Federal Reserve Bank of St. Louis
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May 23, 1924

Dear Mr. Jay:

B erring to the ruling made by the Board at the
request of g% ‘and ¥’re. vwarburg, ooncerning the eligibility for
purchase by Federal reserve banks of Germen trade bills paye-
ble in dollars and in the United States, endorsed by the German
Gold Rediscount Bank, and also by some “meriocan banking institu-
tion, I would state that the Dosrd proposes to publish the rul-
ing in its forthcoming issue of the Bulletin, in form as rer the
enolosure herewith.

There is get forth in the. enclosed memorandum only
the legal ruling end no reference is made therein to the general
circumstances leading up to it, nor is any reference made to the
tests of desirability which the Federal reserve banks are ex~-
pected to apply to the bills when offered to them for vurchase.
In the next review of the month, the Board will, in comrenting
upon the recent recomnendations of the Pederal idvisory Council,
refer to the subject of German trade bills and it would like to
have from you a statement as to the basis upon which the expedi-
ency of this ruling depends and your view: of the "tests of
Desirability” whioh the reserve banks should apvly to such bills.

I am certain that the Soard in its discussion of the
subject in the review of the month will want to cover the point
made by both you and Y¥r. Warburg that such of these German trade
bills as nre offered in this market will be related directly to
some German import transaction requiring liquidation in dollar
exchanges It would be aporeciated if you would elaborate upon
this pointe. ‘

Very truly yours,

"Valter i.. Eddy,
Secretary
¥Mr. Pierre Jay, Chairman,
Pederal Reserve Bank,
Wew York, N. Y.

(Enolosure)

deral Reserve Bank of St. Louis
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Form No. 131.

b,
. FEDERAL RESERVE e B
Office Correspc Jence ™ww "
Date. _ May 15, 1924,
To _The Federal Reserve Board. Subject:Ruling for the Bullstinre
me_mmé.;_.s!yat t= Genaral Counsel. Elizibility of German Trade Bills for

Pirchass by Federal Ressrve Banke,  v—sns

In accordance witn the attacned request, therae is respectfully
submitted herewith a draft of a formal rulinz for puslication in the
Fodersl Resarve Bulletin with referance to the aligivility of German
trade bills for purchase by Federzl ressrve banks. This is intended
to cover the subject ruled on informally in Governor Crissinger's

Resp e;%

letter of April 8 to Mr. Jay.

Ruling attached.
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Form No. 131. S
FEDERAL RESERVE :

Office Correspoundence =~ = Date. Ipril 29,1524,

To Law Committee (Messrs. Hamlin & Flat tS‘.lbje(:t: .

Bddy oo - R

By direction of the Goverunor there is referred to the Law Committee

"'(90, the attached file of correspondence, with regard to the recent inquiry of

/W‘* the Federal Reserve Bank of New York whether the Board would object to
Nf the purchase by that bank of German trade bills, payeble in dollars in

@f“‘ﬁ” ‘ the United States and endorsed by the new Geman Gold Rediscount Bank

and by banks and bankers in the United States, ‘“While the Board, on the
sdvice of Counsel, has advised the New York bank that it will not object
to the purchase of such bills it is desired to have & formal ruling on
the cuestion of their eligibility which could be pu&ﬁg& in the Federal
Reserve Bulletin.
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RULING FOR THE BULLETIN

ELIGIBILITY OF GERMAN TRADE BILLS FOR PURCHASE BY
FEDERAL RESERVE BANKS

The Federal Reservs Board has recently been called upon to rule on the
eligibility for purchase by Federal reserve banks of German trade bills,

payable in dollars and in the United States, endorsed by the German Gold

 Rediscount Bank, and also by some American banking institution. Theae

bills would arise out of a credit which certain American banks and bankers
propose to arrange in favor of the German Gold Rediscount Bank,

It ias provided in Section 14 of the Federal Reserve Act that Federal
reserve banks may purchase bills of exchange of the kinds and maturities made
eligible for rediscount nndo‘r the terms of the Federal Reserve Act. The
Regulations of the Board prescribe that a bill of exchange or trade
aceceptance eligible for rediscount shall be payable in the United States in
dollars, but there is no requirement that the bill shall be drswn in the
United States. 4 bill of exchange or trade acceptance drawn in a forelgn
country 1s tecimically eligible for discount or purchase at a Federal reserve
bank upon the same terms and conditions as a bill of exchange or trade
acceptance which is drawn in the United States. Accordingly if the German
trade bills, which are to be drawn unier the proposed credit to the German
Gold Rodi-co:mt Bank as above described, are negotiable in form, arise cut
of commercial transactions, and have maturities not exceeding the maturities
prescribed by-the Federal Reserve Act for paper eligible for rediscount,
there is no legal objection to their purchase by Federal reserve barks., The
Federal Reserve Board has thoroforo) ruled that German trade bills of the
kind described above may be purchased by Federal reserve banks if they are
negotiable bills of exchange arising out of commercial transactions. When

the bills are offered to the Federal reserve banks for purchase they must,

ttp://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis
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of course, comply with the applicable provisions of the Federal Reserve
Board's Regulation B. In making this ruling the Board has assumed that
provision will be made for the payment of these trade bills in the United

States at maturity.

WAY 011924
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April 8, 10244

5 ado i i o LT

Dear Yr. Jay:

ligplying to your letter of April Bth, in which you
fnquire whether there will B@" Wé’ﬁj&otlon on the part
or the Federel Reserve Hoard to the Federanl reserve banks

Cerman trade bllis payable in dollars in the

United States =nd endorsed by the new German (old Redis-
ecount Sank and by banks and bankers in the United States,
which billé would grow out of the operation of the
imerioan syndicate arrangement desoribed in your letter
and also verbally desoribed more in detail by you and Mr,
#ayburg at the meeting of the Hoard yesterday, I would
state that the Hoard, on the advisce of its Counsel, and
on the assumption thet the bilis in question will be ne~
gotiable commercinl trade bills, belioves that they will
be eligible for purchege by Federal rescrve bankse The
HQoard essumes also that provision will be made for their
payment in the United States at maturity, and, therefors,
no objeotlon will bo raimed by the Board to thelr heing
purchased by Federal reserve banks, if offered at such
times ns the banks are in the market for bills,

Very truly yours,
(ﬂgned) D. R. Crissingér.

Governopy

Mr. Pierre Jay, Chairman,
Fedorel Heserve Bank,
New York, N. Y.
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THE SECRETARY OF THE TREASURY ‘

WASHINGTON i

April 9, 1924.

Ny dear Governor:
With reference to your lettar of Apxil §th in con-
nection with the purchase of commercial trade bills en-

dorsed by the new German Bedisocount Bank by the Federal

Regerve Bank of Hew York, I see no obJection to the pro-

possd letter to Mr. Jay, Chairman of the Pederal Beserve
Bank of New York.

Very truly yours,

D, Mot o

Seoretery of the Treasuxy.

Honorable D. R. Crissinger,
Governor,
Pederal Reserve Board.

i figi ﬁedeonAFRASER R o : T T T -
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April 8, 1924.

Dear ¥r. Seoretarys

I am enslosing herewith, for your
information, copy of a latier addressed to the
Board by the Chaiymen of the Federal Reserve
Bank of Tew York with regard to the eliginility
for purchase by that 3ank of Gsrmen tradebills
of the xind therein desoribved.

I am also sending you draft of o
‘reply whioh the Board proposes to make to this
letter. The proposed reply, however, will not
be forwarded until the Board ia advisaed of your
approval and until you have had an opportunity,
if you desire, of disoussing the matter with the
Jeoretary of 3tate.

Respeotfully yours,

De ReOrisa inger,
Governor.

Hone Ae T Yellon,
Seoretary of the Treasury,
Washington, D. C,

gitized for FRASER
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FEDERAL RESERVE BOARD 225 v
j j

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD i

April 8, 1924,

1
¢

Dear Mr., Jay:

Replying to your lettar of Aprdl Sth..in which you
inquire whethér there will. be any objection on the part of
the Federal Reserve Board to the Federal reserve benks pur-
chasing Germen trade billis peyable in dollers in the United
Stetes and endorsed by the new Germen Gold Rediscount Benk
and by banks and benkers in the United States, which bills
would grow out of the opération of the Americen syndicate
arrangement described in/your letter and also verbally de~
- soribed more in detsil by you and Mr, Warburg at the meet~-

ing of the Board yesterday, I would state that the Board,

on the advice of its Counsel, and on the assumption that

the bills in question will be negotiable commercial trade
~  bills, believes-that they will be tiilma®y eligille for

purchase by Federal reserve banks, The Board 2ssumes a2ise- - - -_.
that provision will be made ' ‘

Bamle. for their payment in the United States at msturity,

and, therefore, no cbjection will be raised by the Boerd

to their being purchagsed by Federal reserve banks, if

offered at such times as the banks are in the merket for

bills,

Very truly yours,

7 e g S g;;—~~ D. R, Crissinger,

Governor.
(F3%) G 57727 g,
Mr, Pierre Jay, Cheirman, W MW

Federal Reserve Bank,
APR . 19%

| BE New York, N.Y,
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Washington, D: C.,
April X, 1924,

Federal Reserve Board,
Washington, D, C,

Sirs:

Mr. P. M, Warburg, Chairman of the Internstional Acceptance Bank,
has in mind the arrangement of a credit of $5,000,000 with a group of
American banks and bankers in favor of the new Germen Gold Redisooun;
Bank, such oredit to be availed of in the form of Germen tradebills, pay-
able in dollars in the United States, such bills to be endorsed by the
Gold Rediscount Bank., He has asked us whether if such bills were of-
fered to ﬁs for purchase or rediscount with a satisfactory American bank-
ing endorsement we would gonsider them eligible and would be willing to
take them, along with other bills, when we were in the market.

We have told him that we oonsider them technically eligible and
would be willing to teke them at such times as we might be buying bills,
but that we thought the Federal Reserve Board should be apprised of the
netter as it presents & question of poliey.

Mr. Warburg hes given us the following information regarding the
new Gold Rediscount Bark, which has been organized as & temporary insti-
tution to be developed into, or ebsorbed by, the large gold bank of Ger-
many, contemplated under the plans of the so-called Dawes Committee.

The Gold Rediscount Bank is being started now with a capital of
B 10,000,000.~, 25% paid-in, balance payable in instalments before the
end of the year. Of this & German syndicate, comprising the large German
banks, banking firms and corporations, has taken £ 5,000,000.~ (less

one share), while the second half (plus one share) has been teken by the

http://fraser.stlouisfed.org/
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Reichsbank, which in turn receives for this purpose & L 5,000,000 credit
for several years from the Bank of England, ectirg in conjunction with
other European note-issuing banks,

The management of the new Gold Rediscount Bank is in the hands of
the Reichsbank. It has received the privilege of issuing notes to the ex-
tent of £ 5,000,000.-, fot less than half of which must be secured by
foreign exchange or gold. It will buy Germen bills only if made payable
in pounds sterling or dollars. .

Only such firms ere to be privileged to rediscount with the Gold Re-
discount Bank as receive foreign exchange remittances in the regular course
of their business, This means theat the agricultural end small industries
and trades are exoluded,

The bills to be discounted must have at least three signetures, of
which one must be thet of a bank or banker,

We understend that British merchant bankers are arrenging & discount
credit of ¥ 10,000,000.~ in London on German trade bills, similar to
those proposed under the $5,000,000 Americen credit, except that the bills
will be payable in Englend in sterling, while under the American credit
the bills will be payeble in the United States in dollars,

We heve felt that there were two principal adventeges to the United
States to be gained from the esteblishment of this eredit here.

(a) Banking facilities extended between two countries are
likely to lead to increeased trade between them.

(b) The credit will assist in maintaining the dollar as one
of the bases of trade and settlements in Germeny, where-
as without this oredit the pound sterling is likely to
become the predominant medium,
We are accordingly submitting the plan end our views regerding it to

the Board for its information eand consideraticn, and would propose if the

ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis
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credit is arranged to purchase such bills, with sstisfactory American bank-
ing endorsement, from time to time as it may suit our convenience, unless

the Board sees some objection to such & course,

Yours respectfully,

ﬁ
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