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Mexoch 27, 1922.

My dear Governor:

Governor Harding has handed me your letter of March gg,
muritiu by the Federal Reserve Banks, with paruonhr‘ reference
to transsctions in Treasury notes and certificates by the Fodoul
Reserve Bank of New York. I think it has slweys bnu“_"ohar thit_
the Federal Reserve Bunk of New York has taken care not to be it~
self a purchaser or seller for its own account when cxccuuug or-
ders for the Treasury or for acoount of sny of the funds under Mtho
control of the Treasury, snd there has been no sugg.ovation in my
correspondence with Governor Harding of any critiocism of the Federal
Reserve Bank orv New York on this soore. I think it is also oleer
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that at lesst until the bogi.nning of the prcunt oalondar yeor thp
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oporations or the !'adaul Rourvo Bank of Hew York in the urht “

ror 'l‘ru-ury notu a.nd oertu‘icutu havc boen holpful to the ‘l’run-

ury's program. mt.hin the past three months, however, the oh:uotcr
i s T

of the operations has scmewhat changed, and the Federal Reserve

Bank of New York, with ether Federsl Reserve Banks, has {rom tiu .
to time aoquired large blocks of short-term Treasury securities for
its own scoount, which are apparently being carried ss Mnatunt'a
for the purpose of earning money to moet expenses and dividends.
urchases snd sales of OGovernment oaligatiom under Section 14 of‘

the Federal FReserve Act are required to be made, as you know, under
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rules and regulations prescribed by the Federal Reserve Board, and
the question whether such purchases will de permitted in order to
provide the Federal Reserve Banks with earning assets is doubtless
a question of Federal Reserve po'uoy. which will have to be deter~
mined by the Federal Reserve Banks and the Federal Reserve Board.
l“ron'thc point of view of the Treasury, the matter is important,
firast, becauss of its relation to the market for short-term Govermment
seourities and its consequent effect uron new offerings, eand second,
because of its relation to investments which the Treasury must make
for sccount of the several funds under its contrel. On the first
point the Treasury is interested, of course, to_avoid enything that
mey create an srtificial situation and smbarress the Treasury in
loceting the investment basis on which its securities ougﬁt to sell.
It is diffioult to say what effe:t the holding of substantial blouks
of securities-by the Federa‘.‘\ Reserve Banks for their own account
way have on the market, but with the reduced amounts of Trossury
certificstes and Victory notes outstanding and the active deman?

for Treasury notes of all series, I am inclined myself te think that
the holding of between $280,000,000 ‘and $350,000,000 of thess secu=-
rities in the aggrepate by the Federal Ressrve Banks is not a neg-

U ,
1ligible faotor in the market, particularly when the probabilities are

that this smount reprasents in substance tuarginal supply. To some
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extent, the reaction is the same on the Treasury's investments of
trust funds under its control, and the result of heavy purchases
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by the Federal Reserwve Bnniu is naturally to skim off most of the
flosting supply in the market, with the result that even though the
Federal Rescrve Banks may take cars not to purchase for their own ao-
count {n handling Treasury orders, their previous purchases may have
made it next to impossible for the Treasury to ecousulate the desired
emount of securities. The present calendar yesr, moreover, has seen an
important change in the sttitude of the Federal Eeserve Benks toward
the disposition of the sthortpterm Govermment securities purchaced. Here-
~> tofore the Federal Reserve Banks have been willing to sell to the Treas=
wy, at least at prevailing msrket prices, Governmant securities acquired
for thelr own sccount, and from times to tiws have freely eold their helde
ings in the zarket whenever conditions made it seem advisable. But now
thet the pollcy of holéiug Government securities for investment has been
adopted, the Fedoral Feserve Banks are epparently confining their épera-
tions to purchases and are not prepared to dispose of their holdings,
excért, of course, uron redemption at maturity.

I hops you will not get the iupression from the recent corres-
pondence and discussion on this subject thaet the Treaswry 1s elther
criticel or uneppreciative of what has been done in the past. I have
been concorned rebher with what seemesd to me the dangers involved in
the rapidly wounting holdings of Gowvernment securities by the Federal
Reserve Panks for their own account, to shich the Federasl Hosarve Board
itself hed beguﬁ s csll sitentlion in its successive weekly statements
s to the condition of the Federal Haserve Banks.

Very truly yours,

(Migned) 8. P. Gilbert, Jr.

Benjemin Strong, Esq., ,
Governor, Federal Heserve Bank,

New York, N. Y.
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