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with monetary reform since 1807,

I have written in a rough draft a pamphlet which deals with
Senator Owen's hearing in connection with the so-called foreign
exchange Federal Reserve bank. It is enough to blow this "S.0.B"
out of the water, but T have some doubts as to the advisability
of my getting halled up with a discussion of this kind, which most
of the people will believe I have started out of spite. If I can
get some one else to do it, I shall be only too happy to send them
the material, Maybe I will send you the stuff as soon as I get a
little further advanced with it, because I would like to get your
reaction as to what you advise me to do with it.

As to Chapman: he has been made an Assistant to Broderick,
however, so far his salary has not been increased and to stay where
he is now will mean a 1oss as acainst what he earned before, together

M‘ﬂmr
with what I gave him in adui*ionn& He is a llve-W1re, loyal and
intelligent and I should be only too happy to see him get an oppor-

tunity for a broader future. If you can offer him that I will be

very glad to have you do so. Though, I believe that if the Board
will only give him a chance, there is sufficient field for a very

ugeful activity for him in Broderick's office. God knows they need

able men who"know the ropes". Enouzh have 1eFt and I wish for

Broderick that the Board would enable him to keep Chapman where he

can be useful to him. In any case, an offer from you will at this
time be of help to him,
Take good care of yourself and don't get bitter about this un=-

fortunate intermezzo, as far as I am concerned. It ie discouraging
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;nd azeravating that in a work that we have done unselfishly and

to the very best of our ability, there should be such a thing as &
rough and not entirely unselfish hand which interferes with securing
the best resulte, but some how or other I have a feeling that at
some time our roads will converge azain, and that good work done is

nevér lost.

Benj. Strong, Esq.,
Woods Hole, !lass.

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



o
&C
| ‘
!
;
\
|
]
i
|
l
|
i
‘} ~
| e
i
|
|
|
|
i
|
Digitized for FRASER

. PL)QLM WARBURG X\ §

ONiDIG. Hartsdale, W. Y.,

- szﬁ l, 1918,

-
’.

| NOV 99 1918 wé

A
Yesterday fﬁggied to look you up at the

Plaza but found your plaes empty. I dropped

in at the bank and had a talk with Mr. Treman,

who told me abeut the brilliant résults of your

campaign, wpon whieh I congratulate you very

sineerely. He also told me that you had gone to

Lenox, and I am glad that you are taking a rest,

though I do regret that you did not take it

out hesre.

Dear Strong:

Sometime ago I spoke to you about the
artisle that I had written on Owen's investi-
getions Inassmueh as you may have & slow time
where you are, I send you thig thing herewith.

If you eare to read it, do - if you don't, don't.

I shall be glad to hear about your future
plans. Please don't forget that with the
Varburgs, friendships outlast official rslations.

With best wishes for a pleasant holiday,

Always Afinesrely yours,

Benj. Strong, Esg.,
New York.
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On June 27, 1918, et Semator Owen's reguest, I appoared
before the Cemnittee on Bmking snd Currency of the U. S.
Senste in order to give testimony concerning the sdvisability
of the establighment of the Federel foreisn exchange hank,
Proposed by the Senstor for the purpese of meiuteining
mmdmmannsmtummu
mﬁu "unfaly exclunge profite” mmwmmm
to be levied by Ameriesn hemks from Americen commerce end
trade. |

I presented myself before the committee in company
h  with Oovernor Herding, Assistent Seeretary Crosby, Mre
P8 Albert Strense and lire Fo To Zem$e Nre Crosby, In Seeretary
1 Mgs000's svsence i 1n view of a letter written to the

BmEde by e Premident, 1@ net foel at 1iberty to ex-
9 hinself fresly; om the other hand Govermor Eardlng
pnummmu-nmmnmunnmu-
count of the dellar exchmnge in noutrel countries. He
showed himself ready end anxioue to disouss the pending
bill when Senstor Owem sdjourned the heering, In deding -
that, the Semstor said that he realised the bill in 1ts |
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present form wes hastily drewn snd defeotive, that

he wished to await 3eeretary HcMop'a return before
further procesding with 1% and that he would rewrite
it in coneultation with the Federal Reserve Board in
¢ase he would decide to further push the measure.
¥hen we sppeared before the Committee none of us, in
épite of our request, had been provided with coples
of the full testimony of the previbus witnessess The
printed copiece of only the firet few hearinge hed been
made availables Singe them I have read the complete
rocord, which does not conteim the Senstor's s tatement
sbove referred to, nor is there sny evidence at all
that Mesere. Strause, Kent and 1 Gppeared and were not
heards On the other hand the record chows o number of
direct charges and inmuendos sgeinst the Board, ite
sdvisers, md the Federal Reserve banks, charges which
should not be left uncontradioted. In July, when it

“beceme clear to me that while my conmestion with the

Board was 1ikely to end by August 10%h, Senstor Owen,
though the head of the egitation againet my reappoint-
ment, did not intend to give we an opportunity to appear
again before his Committee, at loast not before Auvguet
Wth, - I dictated & momo, deeigned to analyse the hear-
ing and particularly Senator Owen's charges snd contene
tonss I d@id this decsuse I Telt that I owed 1% to myself




(3)

to leave, for the future, & definlte recurd of my views,

shiech are in entire harmony with those expressed befere

the Commlttee by Governor Harding, and at the same time,

I wished to disabuse, if possible, the public mind of the

impression that the Board was favoring the Benator's pro=

posed legislution. The danger that the public be wisled

in this respect bas sinee been increased by the lesue of

Senator Owen's oireular letter of August lat, mmm

to lsmporters and exporters in spite of the atatement wade &t

the elosing of sthe hearing to two Board meabers and officials

of the Treasury. The questionnaire and statement oontained

in this eircular letter are as follows: |
QUESTIONNAIRE TO IMPORTERS AND EXPORTERS.

1. Would 1% serve your intoreet as an importer or
exporter o have satablisbed a Pederal Reserve forsign bank
% h which you gould obtain oredit information with
regard to forsign buyers snd sellers, and conditions of

-21 ment of sxports and ilsports such as lnasurance, atorage,
2597, : ;

3. Would it serve your intersste to have, through eu
an institution, tatomt{an exchange m on & :ﬁ
of roasonable compensation for servigce rundered and the
American dollar saintained at comsmeroial part.

3. Would 1% serve your intersests %o have such a bank
ssrve a3 an interasdiary te plage iaternational commsycial
acosptances, shrough the Pederal Reserve Syastesm, in the
principal banks of the United States?

4. Do you get aoccommodations as low as the British 2
’ qu per acoept- |

|
|

merchants - ocent per annum - on international
ances?

8., De you favor establishing the Federal Reserve
foreign 1? If you do or if you do no%, will you please

give your reasons?
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STATEMENT .
The Federal Reserve [ore bank proposed is inteanded
t0 begin with a eapital onmly mﬂuuﬁ for » new o:‘mam

went of this character, leav open the expansic
gapital as the needs of the ﬂum oommeroe require.

It will be controlled by the Federal Reserve Board and
& board of directors representing the Covernment of the
United States. Thus bank would have no selfish interest
%o serve, but would have exelusively the inter - of the
Amorican coumerce at heart and would, because its consti-
tution, ocoperate with other banks snd bring into the service
of commerce on falr nrumrulmmmuoorm
United States. A% present Lembard Street, having a gig
available oapital representing the banks of the ‘
will extend oredite at per vent, and & number of
banks are using Lombard Street for the aocommodat
an

own customers, thus pz%sumu_ abroad and kesp in
London a business whi be kep?® in the United States.

'+ Attavhed heroto 1s a cepy of the bill, subject to amend=
wents found advisable. . '

It 1s¢ belicved that this huli il enooted inte h'i will

Garve %o stabilise the American dollar and make the do

& standard measure of value in lanternational ountrsets, w
therefore va-{ greatly promote Americsn ocumerge, the value
of which is always messured primarily in teras of dollare,

The polioy of Creat Britain of kuz&af her ourrenc
&% par is well known to everybody, aud it is belleved tha
the American dollar oan be kept at J" only by having &
;:b_uﬂy LANALEA xmwm with thie dusy imposed i%,
e shipping of gold baok and forth acroes the coean is an
soononic waste and could be avoided by thid bank®,

Are the above questions asked by & Chairsan anxious %0
#scure for his cosmittes - or for the country! - genuine and
impartial Anformation?, Or are these questions asked in |
order t0 produde am oversheluing indorsement of the precon=
Oeived views of a prosesouter rather than & jJudge?l. :
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Any importer and exporter, without any fursher
information wpon the subjeos, will, of oourse, answer im
the affirmative that he would be plessed to regeive infore
mation, thet he would like to ses the Aserican dellar ,
msintained at comseroisl par, and international éxchange
stabilized on a basie of reasonable compensation for
service rendered, (He will snswer in the affirmative evea
though e would not exaetly know what oomsercisl par® i8d
nor what is really ﬁmnm by "stabilization of inter-
nationsl exchange on & basis of reasenable compensation®)

The importers and exporters will mo doubt anawer in
the affirmative question No. 3, though they will not hqc
any more than I do shat the Senator means when he proposed
%0 have the Pederal reserve foreign éxohange bank surve as
"an intermediary Yo place international commeroial a0Qupt=-
ances, through the Federal Reserve System, in the principal
banks of the United States.® What are inturnational ocmmere
@lal agoeptances? Dollar bills? or Sterlihg and m. bille;
that is foreign exchange? or both? and how is the Federal
Reserve Gystem to place them in the principal banks of the
United S%ates?. Who is the syaten? The Federsl Reserve
banks or the member banke? Does Semator Owsn know? Or
does 1t sult hia better to be as vague snd delphio as poa~
aible, in order to let everybody find in these expresgions
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Just what he wante? The people believe in the Federal
Reserve Bystem and are likely to indorse such suggeaticns,
thinking that the Federal Reasrve Board and the Federsl
Reserve bunks ave in favor of them. -1 «.71 nu,

With repsect to question 4. Do you get accommpdation
s low a&s the British werchante - 33% per annum - on inter=
national accepsances?® '

Is this an honest question? The Senatoer knows, and
all witnesses have freely admitted, that the American

discount rate for dolliar agoeptances i¢ at pressnt aboud

4d%, while in the beginning of the Buropean war it was

about 34%. On the other hand &% 1s & matter of fact that
the Engliish rate at the beginning of sthe war was over

6% and now, that we share the silitary aad financial bure
dens of the Allles, has besen reduced to J§8,

I have dealt with shis jartiowiar phencomenon more
fully in wy pemorandum, sulfioe it to say herec that Scnator
Owen does not ask ihio question for information, but in
order %o impurt some informatlion whioh will militate in
favor of an affirmative reply to hias question Ne. B. If,
indeed, any importsr or exporter, after having answered the
first four questions in the affirmative, and thinking tha$
he is helping the Federal Reserve System, would feel gris
encugh, or sufficiently well informed $¢ *give his roasons
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Board. Nor is it & question of a defeotive American banking
machinery. National banks were late in establishing them=
Belves ln world warkete, because it is only four years ago
that Oongress heas given them the powers to ﬁ‘im foreign
banking on & medern basis. Our banking machinery ia developing
Taoidly and at an unorsecedented rate, eoven though progress |
#6uld have baen #till faster had Congress acted more prompily
upen the amendments urged from time to time by the Board.

The greatest danger to the growth of Amerlocan banking lies

in the threat of unnecessary and lzmature expuriments of ,,
Goveramental interference. We praise and wish to emulate
Eugland's banking system, but we forget that it attained its
world position because ocommerde and banking were mtm e
dovelop free and untremselled by unnecessary and mwml
Government interfeorence. Nobody believes more nﬂom'_
than I in oowmem sontrol and regulation, but daly |
1t 16 neoesssry snd whers it 1s not sctusied by wolives ef |
venom or vanity or other personal motives or pnadiﬂm. * |

lonlstian me% not oripple, it must promote.

,0 .I- 'C‘x

Lake Louise, September 1, 1918.
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a6gleot of duty on $he part of thous An Gharge of Whe |
P. R System and grosd on the part of the New York e
m-»w-tumwummum
mmmmummxymuum P
mm:qnmuemumummmﬂw
mwmw;aammmmmi@t M
1a sufficlent evidene, hosever, that Semators ase so
munuammmymmunmm
. 89 inerdscate questions of Gh thare Ls danger
mmm.mmmwmm
mmummmmmhm
Ausd the sume denger osxdsts with regard $o the publie
and the press. Haraful legielstion bas ofted baen the
nunummumm«mmmm‘_f
Lot us begin by Pecapitulsting the Sematorts i1l
of complaiadt he a%aveds 1.) that the Americsn dollay @
mmctummmquWhmmm;

Ge) that this conditien of thinge mmmm
volded uwmamnm;m-muw“
opsaing branches of Federal Reserve basks in foreign
sountries; 3.) that the Poderal Rsasrve banis had besn
unwldling t¢ opan thess brenchss, and 4,) that while
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the Board hadeasked for power to fores thuse Fedaral
Resarve bunks to open such branches, and had recelved
cugh powsy from Congrosa, 1% had been rewiss in Ate

duties in not foroing she Federal Reserve bunks %o open
such branghes. fh) shat the Federil Reserve banke had
bmmwuxmuwmmwmmm'
under the iafluence of the New York member banks, who
se¥e prefiteering in forelgn ssahange, and ¥ho,6,) were
pocketing the large profits arlesing from the nm-m
promium of these forelgn mamv.}mm
'mmnm-mmu-mu-hsuummm~
disoount of the dollar im meutysl ccuntrics) 8.) that

the banks in the interier hed no direst foreign exehangs
to protect them, and to protect the business men, the
Federal Reserve banks ought to 4ot as clearing houses
for all forsign transsctions; O,) that 4f thic had been
Joné or were done in the future no oubstanyial funds of _
the Federal Ressrve banke would be imvolved baswuss - i
there wae & gomplete concentration eof mrm m
transactions in the Fodersl Reserve banks, vtheee transac-
tzmmmmmMNQthmm
would be kept st%e mmeroial par® st all times) 10.) that -
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the Bank ef England ;mammm&\mmm
and the British interestsa} u)mmmmh
mtdndmmmmdmwmm

"‘lnmhMMnmt#tquMM'

mmmauvunmmmwmmu, totm#ﬁ'
s0n, permit any banker %0 a0t a9 & airsevey of whe Bunk
of Eaglind, Wt only merohantsj 12.) that only o gevemn~
sental ogemey aould oure he ovil, that thewefore s |
gov gamental bankshould be organlsed, B .
' nmy»nwimutd&vummmﬁ
thls b121 of complaint curvived the hearings o il
1.) That the Awériosn dollar sslls at & substential |
4lscount in neutral countries 1s concoded sy o Fegrebbable
2.) That this condition of things could have beem
avodded 17 the Foderal Reserve Doard had insisted wpon
opening branchsa of Federsl Resezve banks in forsign
countrdes, has been freely denled. It has generally “
stased, and admit$es by Sensver Owen, that dlsoount
(where it is noﬁ caused by our mm debit trade balances)
of the dollar in meuwwal &mumumm
A% & GONGE UERCE d’/mm sdepted »ymmmmm
mutmnnnn;uam:mmmmn“,
Yok, sad $hat this definite nmmm.mmm
ol between the dellar exshangs and sterling and frane ex~
Mmmmnmu;mmm
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in meutral countsies; Shat W and Fraunge being mr ¥ l:_uzl.:'.,l .

e, to 1iouidate their dsbbs by sxporting sn scuivalest 8
. percusndise @ in gold, bave incurred heavy debis m ; _* IA "".f‘yl‘," |
mhmmmmmmuﬂm rs
bthWM”MW“MWW ' ,'f.“

mrzmommmmmmwmm
acmummawnxmwm
ounmmtmammuummmuﬁl _.
\w:umwmamnwmnummm _.,
mm.aww:m:mammmmﬂ'“

i

the "pogging® of thoss cxhenges in Now Yorke .:..;'E’-!;;

mmmmunmmwmmuﬂ
o andreds of millions of dollaps & yoar, mwﬂq
that Federal Reserve banke by opsning brsaches in nautysl
sountries oowld bave siiminstod the dlacount of the tﬁﬁt
umsncmwuummtmw
that the Federnl Ressrve DAnke would bave been able %0
bnmhmrmmmnm.muwiﬁwﬁ
tracted. wmammmmum-m
mummuunmsmmmumuh«hnﬁﬁ
however, that the lew dess not vest She Fedaxel Reserve |
m'a1memmmWMzmt-umuinM"
gountries. As s matier of fags, the Feiersl Ressrve Banks
mwwwmw”mmnmm w
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and corrsspondents®, with very clear restricted funotions,
the most important of which i1s to purchase and sell “com-
merelal bills of exchange (or sceeptances) arising out |

of commercial transactions bearing at least two signatureg, ¥
The Chairman of the Banking and Currence Committes of

the Senate appears to ignore that the Federal Reserve

banks today have no power to open branchaes =nd have no

power %o borrow, and, that therefore, they had no power

to do the very thing he reproaches them for having left un-
done.

3.) That the Federal Reserve banks had been unwilling
to open these branches, and (4) that the Board had asked for
power to foree éhene Federal Reserve banks to open such
branches, but, having received such power from Congress, had
been remiss in its dutles in not forcing the Federal Ressrve

banks to open queh branches.

As already stated, the Board would net force the Federal
Reaerve banks to open dbranches because Federal Reserve banksa
had no power to opem branches, but in the Boardls recorﬁ
there will not be found 2 single instance where the Board
suggested to the Federal Roperve banke to establish foreign

agencles or corrsspondents and where the Federal Regerve Banks

deelined to do so. The Board asked for pover to enforce the
¢atablishment of domestie brunches, for which, in some casea,

Federal Regerve banks had not shown sufficient enthusiasm, bus
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f' uummuppmm,m-mﬂm
mmmmmmmmumuumm
for ?aamlnnmwh«wnwwm
wagmnwmmwmmmmmw
banks could open scesunts in foxelgn oountrisa, mm“
provide that mmxmmnmmm

| m..mapmnummmm
4 vanke, permitting oms bank €0 set for all, m ih-
*' ueneftnm;mmwmm" .
|  thase rmwmmm a1z
Laosuse ¥hat weuld enable the Doard, Sa M
with the Beoretary of the Treasury, nmmm _.
tiations with foreign governsents without the m-lﬁ o
veing ‘apendent, for ¥hs completien of M mm
ummspwmumnmmmmm
power has proved unm in regent mm%
and newtral countriems It ought to be reitorated, howe
with 211 cmphasis, thas at 1o time mmmuu
Fedorsl Reserve bank sny disinolinution to set m ﬂ
suggestions of the Board goncerning the Mmﬂ H“
foreign ageneies or relations, |
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Indesd the Board wrote on January 4, 1917, to the
Foderal resarve bank of Wew York, inviting it %o get iz
touch with the Bank of Spain, the Banco de la Naclon ﬂ
Buenove Ayres and with the Bank of Nogway, rslatiocns mm
already been established with the Bank of England, Banque
de Franee, Bank of Italy, Bank of Jupan, the Naticnal Bank
of the Phillippines and the Bank of the Netherlands. The

‘New Yorx bank promptly took up these negouiations, Howevar,
in the case of the Bank of Spalnm, they 4id not mnmudg
because the Bank of Spain did not show any inclinsslon te
ast as agent for the Pederal ressrve bank of New York.

While rolations have thue been established with the Banks
of England, France, Italy, Japsan, Phillippines, Netherlauds,
Argontine and Bolivia (further negotletions being pending
at this time), there has not yus been any mm so far
for foreizn exchange dealings, the transaotions between the
Paderal rasorve mx and their agencies having becn confinaed

. to ear sarking gold or malntsin gold baldnces for one another,
80 a8 to avold shipping it acrosa the cosan, |

Whether or net the Federal reserve banks should enter
the field of foreign exchange was frequently disouased w
the Beard, both with the Federal reserve banks and the Advisory
Counoil. The sonclusions resshed were invariably in the aega-
tive. It takes no expert knowledge te sse the mtu ;

-
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been left to the Federal reserve banks and not to the
respeotive Treasuries, with their power %o sell unteld
billions of government bonds, the ultimate consequence would
have besn a drastio fall of the sterling exchange which would

have coourred after the Federal reserve banke would have had
inveated some fifty or even one hundred millions or more in

foreign bille, Federal reserve banks would thus have laourred

a sericus loes on that investment abd ot the same time they .
would have undermined the confidenoe of the member banke in 3
tLe ready avallability and proper use of their reserve noney.

?hc phenomeitel growth of the Federal Reserve Systesm, both in
membership and scope, and ite efforts to acousulate 1ts large
present gold holdings would have been thwarted,

It must be noted, however, that in buying these ex= e
changes Pederal reserve banks ould have protected onLy she |
exchanzes of countries where the dellar stands at & promium,
The exchanzes of couniriee wkui'e the dollar sells at & |
discount gould not have been adjusted by }mﬂng czohwg;, but
enly by borrowing. :

l‘ron- the above it oan im:xy be seen how unwise, mmu‘ |
and futile it would have been for Pederal r=serve banra to
enter the foreipgn exchange field, If, however, the Federal
Reserve Board and the Federal reserve banks had reached the
conciusion that any good ocould result from aotively engeging

R T - E T T o mi
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in forcign exchangs operations, they would have mm '.
It 1s a slanderous misrepresentatiocn of facte (o eay M
the Federal reserve bank of New York was unwilliug to ﬁ
into the foreign exchange field or to open foreisnm Mm
because the interests of the New York banke and bankera were
adverse to such = step, the alleged resson being that 1t
would have interfersd with the large profits which the latter
were making in foreign exchange. *r

The expert foreign exchange dealers appearing “ﬁm the
Committee testifiad that normally the competition im
“the field of foreign exchange 1s 80 keen and the mﬂhm
which this businsss ls being done 1s 80 narrow that a great
many of the firme that in years goue by had emgaged in m
exchange transactiore have abandoned that field today. ﬂ
#hould be a matter of indifference to the present fuﬂﬂn
exonange 4ealorn shether or not one mi.tloul large bank H
would be aanbluhnd in order to buy and ull foreizn m ﬁ.’;» ;
the competition could thereby not beconse kesner than 1% am .

normal timea, : : .

8enator Owen chafped that due t0 the faot that m - T
in the interior had ne dirvect foreizn relations, & merchant
wos foreed te psy four times & commiosion of $% in order te
finance & purchage of $100,000. worth of oil in Spain. This H
case was eited by the Senator ower and over againm, but whan fo
asked to subatantiate 1t he refrained from doing 6. The ”
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Gonmittes on Bamking and Ourrengy ought to insist that »
Senator Owen nawe this customer and put him on the witneas
etand, aund that the banke chaisnd by Benator Owen as having
mede these charges aleo be invited. I challenge his statement
as dengerously wisleading.. If it had been a plain oass of

& recittence to Spaim, there is no reason on earth why the several
banks and the merchant ehould have gene through these various . |
intermediariea, It is more shan likely that ttntilﬂl@'ﬂﬁﬁﬂl
elicit the fact that 1%t was not a guestion of & purchase of

sichange, but & guestion of & loan for the purpose of

ti;at ia to u'v. in order t¢ finence a pure bear exchange
speculation, This, however, for the time Belng, ¢an only be
stated ue an sssusptiom. Tt 18 intolesrable, Rowsver, that e
charpes of profistesring should be made by the Chairman of the '
Comzittes on Banking and Curreney without his feeliag in duty |
bound to furnish his Comeittes with the full and reliable i
evidence in the case., When one of the tnbnusn introduged 3!
the draft of a report of a committee of the United States

Chamber of Cemmerce, which was adverse to the establishuent

of n Federal foreign exohange bank, Senator Osen inslsted thad . '
this report should net be peormitted te go inte the record :
unleas the writers of the raport were named, and their signa= '
turss attashed to the same, Senstor Owen's request was perfeotly
justified in that instamoe, but he cortainly should apply RS %




his own statoments the same rule as he establishes m ths
testimony of others.

I% may bo worth while to examine & 11ttle more olosely
the pruzeeedtng: in this respeos. |

On page 190, Senator Owen, in oross questioning &

banker from Baltimore, eipressed himself:

The Chairman: n it your gontention that the banks only
charge one u.mnnth or one _por gent for

'!r. Wilocoxs Noj} they charge as & rule, what they can el
get :nd at 1%t is worth to shem I thl.nt. s

. The Chalrman: .‘gm %0 have h::rgh :i &‘g'tzulo Lrona=-
re a bank eity charged one
half of 1 per cont, ancthor bank in Baltimore
charged one half of one per eem$, & Shird
vank in New York ohurgnbn-hu}uzmw
oent on the same transagtion, and a bank in
Baroslona, Spain, oharged one half of one
per gent on ths same transaction. In other
words, they chargzed two per cemnt for trans—
ferring the credit which was seoured in the
~ United 8tstes by adequata ssourity,

¥r, Wilooxt . omot conceive of any such thing as
tm fenator., It might have done it tw loan=-
ni ths acceptance or something of that sors,
which is not for transferring of money.

The Chairmant I only say @¢ upon the atatement of the man
who pald the money.

B R R R —

Mr, Wiloox: I am afraid he probably kept some of it vaok |

' from vou, ;

The Chairman: I.u gonfident he did not keep anything i
back,

J

Note how subtle are these statements of the Chairmanj
his first guestion is "Is it your contention that the banks !
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stutement was nol wade when ¥r, Cosby wus present. Whers did
the Senastor secure this informatien?, When pressed by e ]
member of his Comuittee he was not willing So disclcee his
sourcs of information, From the facte given nobedy could
\lmu whether the profis was mnj or net, how much muney was
lnvested in the venture, and whetber 1% wae a eucossaful
specuiation in South Amerionn uihwc..‘;m of whigh are
wildly fiuetuating, or whether, as she W‘ﬁ'tm

Would cemolude, 1% was an exoessive chargs sade te mﬂm
business men buying South Ameriosn ’Ml. The Natlonad , |

~ City Baok has of Shie S1me a vast systom of forelgn branoches.
Is 1% not movs Shan likely what while some of Shess vembures
turned out %0 be profitable ones, other branches ¢ for instanoe
those opened in Mussis = were the causes of heavy lossee?l

Tha businses in foreign countries #ith widely fluwotusting
oxchongos and politically uneertain cunditions le u?q"
hazardous one, Fér years banks doing busizess in Indias, Chine,

., Brazil m_mu had to writs off very Leavy asounte on

acgount of the heavy decline in these exchanges, which f.l,,
in the ouse of the Orilent, fell for years in connection with __
the droep In the price of sllver, , - | 2 [

Indeed that 1s ome of ths reasons why the Pedersl Ressrve

Bourd did not fesl Justified in investiung what 1% consldersd
as suorod reserve funds of the Pederal Reserve Syetem in an
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to have heen derived from a foreigm goveraament rather than
from American businsas men.

How are these figures to be reconciled with the Senater's
gtatement of s profit of $800,000.007

It is lsportant, however, %o got at he riﬂ facts in
the csae, bessuse it 1s en this Eind of evidence that Senator

Owen bages his argusent for the neccssity of sotablishing hie
Federsl Reserve forsign bank, He saye in this ccunestion

(Page 277):

*T am propos %o have & Pederal reserve bank that
gould be able to furnish facilities at & falr rate and
_then the banks eéngaged in this wusiness would have &

potential ccmpetitor that would fix & %)
& fulr rate is fixed in London, 90 mw z::mu

oould not be subjeoted to s that t be unfair
to such ou.unn a8 compared with English, German oF French
SOmBerae™,

It may be observed in thie conneotion that in normal
times these English, German and Frenoh banks in South Amerioca
havs their gorrespendents in New York snd that our Amerioan
branohes have 1o ;o-pato w#ith theee foreign benks for the
business that Awerioan houses would have to offer,

With respect to exchange profits made by the New York 1
banke in dealing with Eurcpean neutrals, Senator Owen hae
indicated over and over again that thess panke, or sous of
them, are®profiteering®, thet the high premius comuanded by :
aeutral exchangas redounds S0 iargely to Sheir bensfit that
they cannot be sxpegied o raise o hand %o briag about more |
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noraal conditions, and that "the banka should net be pere
mitted %o Samper with our financial yardstick®. The snnual
exchange profits of the banks, not figuring interest charged,
he states Yo be ewtiamted at $100,000,000.00, In this son=
neotion he further saild- "I ar suggesting that the Aot of
Congress of Jume 31, 1917, be put inte effeot so that through
the Pederal reserve banke these cxchanges sould be scotm=
plished st & minisum cost, withoul unfair profit to specu-
lators in Spanish axohange, and on & sosle Mﬂﬂﬂi e
meet our sstive impors=export requirements.? |

Upon Senator Owen's request the Board ssked all the
banks of New York having foreign exchange W (ecventy
three in nusber) to state the exchange profits made by them
during the last four mouths in denling in exchangse of
Turopesn neusrel oountries. 1In its Septembor tusue of the
Fedoral Reserve Bulletin, /published the replies rececived,
whioh showsd that the seventy thres banke togesher in deal=
ing with Demmark m profite on exchange transactions of
$4,304,18; in dealing with Norway $148,108.77; sand in :
dealing with Swedem of $86,539.90; Hollsad of $110,310.13;
and that in dealing with Switserland they lost $10,261.50,
and in dealing with Spain they lost §51,678.80. It appears,
thorefore that, taking them ss a whole, these New York banke
did net hﬂﬁ #x0uavive advantages from the rise of the
Spanish rate of exchange $o 40% promium, indesd during vhe
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period specified by Senator Owen they lost. Senator Owen's
stutement deems hardly to be justified by the above figures.
They prove thas the loes of the United Btatea through the
disccunt of she dollar- whioh the Senator arbitrarily eeti-
nates at oné militon dollars o day- certainly deoss not
acorue a8 a profit to the New York banka,

The exleulated annual rate on total purchases is given
by the Bulietin ae feliowsl

For Bwoeden gross profits Q. net profit .
Donmark, " * " co3% * ' o
Holl " " Q. L SR
Switserland, * " C. . . 0.

Spain shows losses both for gross and net,
(In the appendix there will be found & Fre=
print from the Pedersl Ressrvs letin of
the full report made by the banks
The directors of the Pederal Reserve Bank of New York, of
whoum only one is an officer of a New York member bank (Mr.
Woodward, Direotexr of the Hanover Naticmal Bank), have every
gauee to ressnt the slander indulged in by Senator Osen when
he stated that the New York directors of ih- Federal Reserve
bank were under the influence of the New York banks when they
showsed thewsolves dieinoclined to let the Federal Resurve bank
go actively into the field of foreign exehange. The majority
of these directors are eitber business men or they represent
banks outeide of New York. The innusnde as to the dowbta of
the disintersstednesa of the directors of the Pedersl Ressrve

bank ¢f New York is euphseiszed by the atatensnt ande over and
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over again by the Semator, that the bankers are not f£it %o
Gonsider from & natlonal unselfish point of view the real
Reeds and requirements of the gountry, and thas for that
resson the Bank of England did not permit any banker to aot
on the Board of the Bank of England, This statement is as
kischisvoua as 1% is misleading, About half of the Board of
the Bank of Engiand coneists of mem who, only by & misncmer,
are termed "merchants®, MHembers of the leading British
private banking firas like Morgans, Barings, Hambros, Huths
and Lasards are diroctors of the Bank of England. In order
to underatand the situstion we simply have te bear in mind
that the Amerioan private banking firms corresponding %o
these English houses, being firme like J. P, Morgan & Oompany,
Kidder, Peabody & Company, RKuhn, Loeb & Company, Brown
Brothers & Company, Lasard Frersd, Ooldman Bache & Company,
would be termed “merchante® in England. These British “mere
chants” are the very firms that negotiate foreign loane in

=

England, and sowe are leaders in ths gr&niiag of foreign
eredite. In additlion to thas, the President and Vice-Prosident
reoapedtively of the Hong Eong and Shanghal Banking Corporatien
and the London and Brasilian Bank are members of the Board
of Direotors of the Bank of England,

Either Senator Owen is grossly ignorant or he is reckless,

in making nsesertions which, of necessity, wust mislead hies ool

leagues in the Banmking snd Currency Commiitee and she coumtry
2t 1‘?"0
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Senator Owen oreates the impreseion as if the American
ﬁnnk- dealing in foreign exchange were profiting mors bschuse
some of the neutral exchanges asll at & 40% premium than if
exchanges would be nearer the normal range of prices. The
oasual reader might casily be misled intc the belief that this
40% goes either inte the pocket of the Awerisan banker, of in
the onse of pesctes, into the pocket of the ehrewd Spaniard,
who omn buy 8¢ many wore dollare with his pesetos, The
evidenoo at the hearing threw a great deal of 1light on thle
sondition and =ade it olear %o most of these present that
exchange is the consequence of other transagtiona - generally
gomgereinl trasnsacticns - and not the cauvee.

The banker does net enjoy & larger profit in dealing
in exchange whether exchange sells at 40% premium or 40f die=
gount, unless he is a successlul lpacullact: Banking statlise=
tios of the United States at this time indisate that, ae & net

result, our banke are borrowsrs in Spain and that, therafers, i
as & group, they have no large balanves on which they would
earn large profite by & furthui rise in ezchange - the t&gﬂtﬂl
slrendy givem indicate that the reverss 1a the ouad.

At the outset Ssnator Osen propounded the theory that both
the Llm-orter and experter sere losing shrough she discount of
the dellar in neutral countries. His illustration wes that the
United States - while imperting from Spain §30,000,000, of goods

_ on boih transsetions
““im n tnet is the
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and he olaimed that the loss on our 8panish business amounts

to $30,000,000. & year "due to the discount of 35% of the dollar

exchange in Spain®. The absurdity of such a contention must be

¢lear to all whe followed the hearing, and I do not beliseve the

Senator himself would continue to maintain this early statement

of his. In a later speech he modified hie views as follows:
"As a matter of fact an exporter neither gains nor loses.
A man who takes a thousand dollars worth of goods from New
York %o Barcelona gets his $1000, and if he pays the freight
and commissions, he gets his freight and commission back and
$1000. If he gets three pesctas for a dollar he immediately
#ells his pesetas for dollars and ge%s the dollars back, and
1t comes out the same ~$1000.*

(Gov, Harding's testimony throws a great deal of light on
that phase of the subject. It is reprinted in the appendix)

The Senator contends that if the Fed. Res. bankse had gone
into the foreign exchange business they ocould have done so without
any substantial investment of their funds -his idoa being that the
mere faot of their establishing these agencies would have put them
in position to force every American importer to buy all the foreign
exchange from the Federal Rescrve banks, and at the same time the
exporter would be obliged to sell all his foreign exchange to the
Federal Reserve bank and that these transactions would offset one
ancther at the Federal Reserve bank, which, therefore, first would
not invest any money; and second- gould thereby fix one pribl for
the famous "oommercisl par of exchange® and maintain it forever
and a day. .

What power did the Pederal Reserve banks have “under the

Aot of Congresa of June 31, 117" to foree every American seller
or‘buyer of exchange to deal only with them?! Senator Owen,

one of the writers of the Federal Reserve Act, certainly
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should be able to polnt ocut the paragesph which vests the
Foderal Ressrve banks with such power. Three peints appear
$0 have bewn overlooked by the Senator whem he contends sha
duch trassections oould be osrried out without a substantial
inveatment of funds, and that they would lead o & s$abili=
Bation of foreign exchanges: firss, that lmports snd eRPOrts
de not offset at all times. To illustrate: There ase ﬂﬁlﬂl
monthe when we used schuyn#; mmmum
of what we exported % her, and other monthe whenm in Surn we
settled cur Seaporary indsbtedneas to her when our oreps were
Feady to be woved, Durisg the time that we bought wors thas
%6 sold, exchange on England was high and that soted as &
stimulus for our bankers and cotton exporters to draw ia .m
~ fizanos bills on Baglend o $0 dorrew in England in order to
cover thess aterling loans at lower exchange prioss when the
Basses of graln and gotton bille would come into the warkes.
Thousands of individual baskers and shippers Shus applied
their oredit to bridge sueh iuterval, - |
If on the assumption that imports and exports would
always offset each other, exchange wers Rept “stabiliszed" at . AR
definite point and did met fluotuate, thers would not be any -
inosntive for anybody to drew In advance or to contrack for .}
loans in anpther country in amtioipstion of Soming bills, and
the osonssquence would be that the “foreign exohsnge bamk® im |
that osce would have to provide or buy all the sterling which I;
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gontrolled at the same time in every othsr countzy. By

what power on earth does the Senator believe that a Foderal
Reserve bank by opening a branch in Barcelona could compel
all Spanish dealeras to buy and sell their dellar exchange
only through tiis Federal Reserve bank? In order to ade-
quately judge the true meaning of such a propositiom, 1t is
suffici-nt to ask oneself whether or not our American banks
would submit to such a plan if the Bank eih:?aln opened a
branch in the United States and regquired/American banks
should not deal amongst each other or deal with any Spanish
bank except through the branch of the Bank of Spain. Would
#e submit to that?*)The fact then is that firet, if all
American exehangs tremsactions were combined in the Federal

Reserve bank, they would not etfnot at all times, and seo~ |
ondly, the more concentration of these transactions in the
United SQatea.viz pragticable, would not do the trick, bDecause
the Buropean n;:kata would remain uncontrolled. Third, Fed-
eral Reserve banks would have to be in position to invest (o
an unlimited amount in foreign exchanges or have the power
and abllity to borrow an unlimited amount in foreign countries .
if any stabilization of exchangs is %o be brought about.

The range of exchanges 1s normally regulated by the

@ost at which balances may be created by shipping gold from

*) The provision in Sen.Owen's Dill that "No bank other than the fore

exchange bank shall sell dollar acceptances at less than gold par,eto

would prove futile for the same reason. As ldng as we could not put tha

same embargo on other allied and neutral countries, they could be

in dollars at & discount developinz their exchange market, while ours
Digiized for FRAsEPULA e put out of business.
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wlste foreign exchanges. Hundreds of milliens of Sellaws

in gold have boen shipped, and hundreds of millions of dole
las have Dosm borsewed by the alliss in mewsval cowntyies,
bt that hus not besn sufficlent to reestablish the godd par =
of aucohanga. |

Has At over cooumered to the Chalsrman of the BDanking
and Cueysnoy Committee of the Ssnata that without these luce
tustions in foreign sxohange, we would lose the dqualiaing
foree of temporary loans and investmonts made by banks whenewver
exghonge im low -~ and that, awongst ether things, I belleve
wae the thought that ifr, Kent tricd to convey when he pointed
»mﬁﬂuM&quNMd%
dollar, though I frenkly confess that his statemont, unfortu-
nately, lent iteslf te o different interprotasion. (*)

W SO S N U - S " A A—_——]—— -

(*) xtma::.nc:taga. mmhz:unu.
Eontaand ry i
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par, there would not ba any inventive st all for the neutral

we pald very exerbitaat intercat roteos. As It 48, the diee

40

ST R on e ane,

in 50 wise for
As T undorstand him She thought he wished 6 sxpress was
that the most serious sepest of the ¢ass was not the dis-
sount of the dollar, bus the heavy lndebtedneas of the al-
liod countries %0 neutral countries which osuses the dis-
count ¢ f allled exchanges in neutral counszies. If, in
spits of this indsbtedness, we oould maintaln exchange at

bunkor weevirecpmsieskoosaeery o noke ws any loans unless

oount of the dollar, frame or sterling, - sll thres stands
ing togethew = Bas ths effoot upon neutral countries, Tiret
of gravely obstructing thedr export buainess - 1lluctre~
viena for which have been oited at lomgth in Gevormor Marde .
ing's testimeny, snd, second, of stimulating loans n dodlas
sterling or f¥ancs %o allled countrics at the extrsordinary = |
uu:mumum-m-mmumwm

‘neutrals, In other words, the discount of ailded exchanges

oarried with 1teelf clements of remedy of wn uwncound condie
tlon oreated by sxosssive buylng in neutrsl countriss come
bined wiith sn sxccselve surtailmsnt of alllied sakea of goods
%o these nemtral countriess

Benator Owen has re eatedly cited the Dank of Zngland
uam;tammnmmmm
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being given that the Bank of England hae been instrumental
in keepiag the sheriing ob par and in providing British
business men in forsdan countries with all the fasilitles
required for the fullsdt development of thelr t¥ade. One
ressen for this, aesording to Senator Owen, is that the
dirootors of the Bank of Daglsnd are merchante. We hawe
shows the filmeiness of that argusent, which is based om
o mis-gtatomont or misunderstandlng of faote. As %o the
mmmm~mmmwwm
at pay = ws gan only repeat that thie 1s another seriouas
mie-atatoment begauss, as is well Xnown, wherever the dole

lax selle ab a dlscount, the Britleh sterling sells at &

has besn able to maintaedn her eterling at a discount of
only % approximstely in Hew York, but that 1o not dus %0
tho exeellence oftthe asxvics rendered by the Bank of Eng-
land, but exolusively due %o the exvellonce of ewr oredis
and bo the sbrong®h of the Fedsxul Reserve Oysham, which
cnablos e 40 astend G0 our ally finanelal cupport AneuNte
tng o bildions of dellawe.
If the United States had not joined the allies, or Af
the United States had inslsted that not ons cent of add
orsdits granted by g%enm s should be apent axeupt
o Jometh 06 e Wpe e IR N
in ths United Stutes, the peund sberling/would have sold

a% o substantial dlecount, ac watbor Lew excellent the
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ssrvioe rendered by the Bank of Englend, unless England had been
able to restriet her purchases of goods in foreigm countries to
the smount that she could pay for by her own sxports and by her
loans contracted in such neutral couniries instead of ueing
gredits in the United States.

The Bank of England has no forsign branches, exoept such #s
in Ottawa, established for war purposes. To my knowledge the
only foreign agenoy that the Bank of England has ever sstablished
is that in New York with the Pederal Reserve bank, and this agency
80 far has served ne other purpose than the sutual earsarking of
gold., WNeither the Bangue de France, mor the Relohbank have
branches in foreisn countries,

Senator Quen claime that thess Federal Ressrve branches or
the branches or agencies of this new P, R, Foreign bdank, are sssen~-
tlal for three purposest firss, for providing the machinery necos-
sary in order to contract loans and oredite in foreign countriesj

segond, t0 facilitate Ameriocon business in foreign countrics) and
third, to kesp dollar exchange at par.

”'“"”””“‘-.-m-““”.—-_—‘““”““

FOOTHOTE: It has been indiocated &n“ ttﬂmn during the
hearing that the forelgm trzl banks are assisting
their naticnalas, selling their on long term
oredit in Iouth Aumorios, by tak their aine monthe'
paper and buying foreign exchange. IS will be intere
osting to ® the last annual reports (before the
beginning of the war) of the Bank of England, Bangue
de Frange and Reichbank and to state from these
authentio doouments how large an amount each had in-
vutod in nine monthe' paper and foreign exchange.

The figures are as followst




It would Be slrzing the resder further o slabovate
the lsat ameed pofint, bat 4t s intewesting to note that
his Tiret contontion - vike, that Lt is neosssary to
oreste this branch machinexy in oxder o plase bank louns
in fereign countries, - Funs counter o all banking ex-
‘perdence, The large leans contrasted by England in the
United Btates were not nogotisted by the Bank of England
or its agoney, The British Govermment sent over %o the |
after we became nssdeiated in the war, the loans weFe ne-
gotisted by British dlplemsts or commlssionuws direotly
#ith the Govermment, Oovermsnt was deallng with Govern-
mant in that cuae, but thore were no nogetlations in this
souneation detwsen the Bank of Bngland =nd the Federal Re=
sezve bank. When French loans were plased in the United
Btates, 1% was not & question of weing the agency of the
Grodit Lyomnais in Hew York, but again negotiations sewe
entered into with leading Aseriean private banking firme r‘
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k- oAy Sl L o LA EEmeeT s Y may
Gooaadul feronin v Lt Uatiin opder %o plase bonds In
s foraign country one needs the confidence of the Toreign
poople, and these foroign imvesters are used to follow
tholr own bsnks and bankers while the branch of  foreign
bank in theeo countries can reach only & very small mambor,

Por a fos yoars yreceding the outbresk of the war,
soveral wery large lesuss of Amsriosn rallroad bends wire
plased in Prance, but 1% wss ealy possible to carzy Shrough
those transsctions By intoresting the large French Steck
_banks, which have hundreds of agencies all ever the oeune
try eapable of distriduting thess loans to the smallest ine
voster, It took thess French banks many generations %0
satablish Shese agsnules million: of threads that lesd
to the sevings of the peeple. Thewe wers Amoricsn fivms
sstablished in Paris st that time but they would huve been
mumwmwﬂw
as swoosssfully as the local Fremoh bamke. BSimilsr condi-
tions prevail in all countries. A Federed Ressrve bank
or a Federal Reserve Foreign Bxshangs bask opsning & beaneh |

| in Bpain would b juet as incapable of placing thess leans i
#1%h the Spunioh invester as a newly established Brisish |
bunke In order o oarry through eush transactions, 1t L
| would be necsssagy to line up the Spanish banks and investe ?
4 went houses, and effert: 0 this effeot oan be made by die E

1
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reot negotiations withous sny Federsl Ressrve benk machinery,
Just as well ws the British and Frenoch attained their results

and in other countries :
here/sithoutany brsnch of she Bank of Englsnd or the Banque
do France, ‘ '

Sanator Owen insists, howsvey, that in order to weld
our nonds wbroad 1§ 1s necessury to heve a large wechaniewm
of foraign branches, He does not baliove that Ameriean
negotiaters can poseidly schieve results in a slullsr man~
nox aa 4% has besn dene by England and Prance, The fel~
lowing is an abstyact from his hoarinag:




igitized for FRASER
tp://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis

senstor Paget And you do not want %o have the help
mg‘mmvtwﬂ!

k. ‘ el m‘nisaau. The guest
m. Am;g Avaciutely | :“ : “‘m_;“
mwuuimmyum“mm Doaa

The Chal I thought w» cught to have an sstublishe
mont 4 fumction. You oan not conduct internatic
g able man truvelling abous the ¢

get to have sn ergsnisation with & set of officcrs and set

M. Arnoldt May I ask vhathls ovedentials are? Does
he go witheut cwedentlals from anyone?

The Chalrmant No, ho goss as the ropresentailve of the
Preasury Deparimonte




JM!@NWMW“ |

m.:;:%_zm-t”“m&‘m
wuﬁm B R

b T e e, e e i Fozer
in the Tressury she la availluble fer these functions. He
_knows that ho hes with hinm in Dureps quite & musber of very
thermore, he knows that shen Mp, Orosby leaves his »oom in
the Treasury is not glosed, but he knows that thoxe ave
Assistont Seovetaries, and quits a staff of abls expsrte
attention, The Sumater has met alwost all of these memj
they bhave taken him inte thelr confldense, and At apposrs
to #e inexcusable that Sonater Owen should make a atatement
of this sors, which to those who are not fusiliar with the

organisstion of the Treasury must be absolutely misleading

ofhh.hlhu

and shich, if aoospted, is dotrimental te ths prestige and |
bast intorests of the United Gtates, Moveever, Mr, Crosby :
te not losking avownd for quartors. Tho Prench and British '
Governments have vied with esch other in placing at hls dise
possl the most handeoms quarters in well-known historie |
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dence would ddetate the wisdem of limiting one's risks, 'The
smount that each bank would want to loan this new-comex - the
Wmummmmamm
be/pestrioted one, no matter how good ite avedit, One would
alse have te oonsider that me local Dusk would wast to Sl
up & substantial portion of it funds for say vesy long terms
A11 of shese local foredgn banks are depesit banks and sk
remadn Mouide mmmnmuumm
mdwmummwmmmm
t0 be mado with the Federal BWwanch. u.ummm
‘these Pedsral hranches would agoept meney at high zates of
mmmmmrmuaummw
siticn, beesmss if thess deposits would be sithdrawn, the
Podsral banks would be faged sith tho hopeless problem of
‘mmmammmmmu;-
done by shipmente of godds That, howsver, 1s the very con-
utmmmummhnumm
if these Srensaotions ape %0 be carried 4n t0 the axtent of
hundrede of millions of dellavs - the minimum nocessary in
order 16 cope with the present exchange roquirementa, IV
is evident, theyofors, that the Federsl Reserve banks, by
mmmmmm;mmmmmn-mm
Mﬁmlmhsv!ﬂmﬁ'ﬂm&m

s
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- sountries have secured such oredits in the Unised Mﬂ

SrS06 $6 SURESIVNNE LEE 948 Berteeing peutr o0 Gt Ar

(80)

in whieh as trusteca of the reserve of the Unised
B8tates, they have no right whatever %0 place theaselves
and m whigh the Chairman of the Banking snd Currenoy
Commistee of the Senate, and ono of the suthors of the
:‘a&;ﬂ Reserve Act, should be the last wsan %o wish thea
© e ,

T

nsidsr the matter yurc.ly from sm
view ot Lanat Owen's Federal Reserve Forsign
it 48 evident that ite Irnnaln for the same reasons udll.
be rolied to br sbout the results desired by him,
Unfertunstely Senstor Owen is very vague about ~hat he
really has ln mind, A% times he sppears to concede to
simuu that 1% 1s not intended that branches ashould be
opened, but that only ¢ies should be sstablished - that
i to say, foreign bank connections. If that be the
case, these fore bank sonneetions could rendsr the
samé servige for the exieting Asmerican banks withous
eatablishing the new Covernment Agoncy.

What has besn stated mn with !
and snles of segurities, be sald w 3 egual '&:‘"&
regard %0 ascspiance tmnl. From tisme to tinme

and In neutral gountries, But uw:nm: & large .
banks or business concerme drew on & @ group of banks
and bankers. The oredite nn negotint iz’apuul
eniasaries, ot tices under the auspivces of

Cantral Ml but always the plan was puraued et m

sll the nnu:aummm. I do not know of &
inatance whevs & Central bank drew or accepted itsslf,

combined banks of the oountry.

As Benssor Owen gots further along in his hmiq
acquires further know e, he aprears %o be somewhat ta"
his ground, Inateénd of uwnc shat we borrow emough in
o put bask te par the doliar in all a-tﬂn n appeara %0
be modifying shis first demand to the sable propesit u
loans sufficient f.1., to pay for Per uc a purchases in
leaving, however, the market guotstion of unnu W
discount for all other Sransactions. That,
different point of view from the one mnlm in l‘o
fulwination, which wont 80 far ee %o atate that nlhu

~the dollar baok to par everyshere we would court the of |

& gold premium a% home; nothing of the sort has in "
England whare asimilar exchenge conditions have exi ﬂ for years,
nor is thare the slightest resson why it should cocur with

unless, indesd, n 58 alare be stirred up rash statomen

and mimuau such as the Benator makes himself guilty of,

The further she hearing proceeds, the more frequently
docs the Senator conoenbtrate upon the ides that the beat weans

- of ouring the present situation would appear to be & high rate




s
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He dndieates $hat ho doss not object tomeing these banks
pay six or saven porcent, provided forsign balanges could be
lured into the Unitoe States in that wanners He conceded that
this will probebly sesn & 1loss, but bis aspuesnt i that as
~the Fereign Exohange B ank will be presticslly a Govemmasnt
bank, to inour this loss weuld be money welld apent in the
national intevest, W would Bave no fault to find with swek
losses inourred by the Government if that weuld remedy the
situstion; but what sould Be the consequence ¥ we should sude
gesd fn inducing one or twe billlens of dellars %0 be deposite
od with us 4in this menner? In the end 1% would prove o be &
‘dogided dotrimont t0 the United States. If pecoe were cstabe
Llshed today the United States would find 4%self in the
strongest posaivle financial position. We cowld 1ift the
gold ombarge soomss than any other scuntry in the werdd, &s
aoon indeed as our tonnage would be {res o SAFYY our raw
msterials to the various oountriss of the world oo badly in
nsed of them, If,-howsver, one or twe billiens of dellers of
e too heavy & tarden for us %0 fags - partioularly in view
our note lssue and deposit ouligations are 1ikely te have
shrunk meterially. We would then not be i pesition o
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eemplsgently facs the withdrawel of a billien dollazs worth
of gold, and »o must not overlook tie faot that in that suse
nmlammrmmtm.ﬁmbulm&m”
more In gold to newlral cowntrics which could use At fnr the
Pupese of making losns to any power in the werld (new enemy,
noutral or ally) er ef buying goods whezsver they plense
and pay fox them with shat gold, or indsed the neutrals may
ship the gold howe and depssdt 1t as a gold reserve agalnet
the olroulation flesued,pomiing the wur, agsinst @old balances
kept with she Pedersl Resesrve banks, or in other countries
Heutral balansse in the United Statos, at present, amount
o approcivately § o« If the Government
sduhed to vee theos bilances inorscsed in the manner desired
oy Senator Owen, it oould ask the privase Banks and the Fede
orul Reserve banks, 0 allow, let ue say, 4% o d%‘f’f&o
neutrel balances, ghe Trecsury sgreeins 9o sell to the banks
an squivalent in gertificate. of indebsedness bearing inter-
cuts at 53% vo OF ds long as these depo:ite remained, larger
suns would b uumonmtm-amnﬂ;nwmwm
of one aingle benkj the Poderal Reserve Porelgn Bank,
Coniltions at present are such that we ave forced %@
tomporise in a greut many cuses) at times shipping @014 and
4% times oontracting for shers loans, Ths idesl oy,
howaver, for us to solve our problem is te regulate our
trade with the noutral ogountries in = more systomatic way
nouunnumuwuimthanmmﬂ

L R
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goods in erder te furnich these noutral countries with the
srticles thoy would be glad to bmy from we and our allies.
I n addition we should alm to adjust our balances either by
aslling our own bonds, wAth o maturity of not less than thres

and notte hoedtate $o pay the gensreus Fades of interest
that are roquired in order to appeal %o ¥he invester in forw
clgn markots, or ws should fnduce thess neutral couwntriss to
buy buok tholr own seowritien, of which most of them still
have vast asount: outstending in allled countries.

The discount of the dollar, sterling and frenc is as
mach of & @isturbidgy factor for thess meutral countrdes
as i% i for we. Indesd for soms of them it Savelvea
mudh wors serious. hazdships than it dese for use Imagine the
presaure wnd anxdety te which our own country wes subjcooted
whon at the beglmning of the wex, we found ourselves unable
%o ship and scll our cotton areps The South American amd
Oentral Americanm sountrios which have to sell thelr mead,
sheat, copper, fruit, wool, coffes, skins or nitEstes,
are seriously ombarrassed by thedr inability to sell tholr
mmmmwam«mmm Iis
Lo %6 thoelr intevests 43 much ae ours o find ways and means
% o overcome this ebstruction %o their trade by eesablishing
ersdits untll sush tdme ap we shall be able %0 ship thom the
roquired quantities of goods or golds '

The best men available should Do sent to Those neutral




while
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@ Fedoral Foreign Exehange banks It ds o prodlem whioh must

o ountyies Woth for the purpesesof studying what goods they
and means of making these goods available for sxpert purposes
b v curtalling heme cunmmmption snd of megotiating alifed
mnms-muummcm
now held in allicd countrics.

That, however, is now & funciion shioh onm bs axerolsed
by the Fsdeyal Reserve Beard or the Foderal Reserve baske, of

be handled by the Governmonts direat, not by x semi-officfal
institutions with limitcd peverse The Governmnt gloge has
the power te restrict or 10 sncourage importation or sxportas
tiom, t¢ curtail home sonsumpiion, 0 contyuss for fereign
allied powsrs themselves dn adjusting and suberdineting
tholr several mational interests for the purpowe of oatabe |
u»hm.mmmm;hndmnc.m
g‘ﬁy%em im myb;a:m mest the serv % L
Thile Senutor Owen blumes the Foderal Reserve Bourd,/he
1s well awsre of the fact that the Federal Reserve Bosrd gune
not be hold responsible for conditions which are not wnder i%e
centrol, OComgress has given the power to contraet for loans
and to romulate gold experta and gontrel foralgn sxchasges

$0 the President and the latter has plaoed these dutiss in !
th: bundes of the Begretary of the Treasury, asome of those 1
funotion. beling escrcissd by the Federal Ressrve Doard and | |
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5o matAer how lasge Whe tasks that the Federal Hesurve basks

mmmmmmwmman
Searstary of the Tressuey,
mm«mmmwm
thelr time and energy to Shis question, They have frequently
well as officers of the Podawal Reserve banks, have beon 4a
froguent conforences with officlsls of the Trensury, Yumex~
mmmmmmmwm' _
wenbars of the Board contalning recommendstions upon the
b Juote S -
¥o matter hos sy the members of the Roard are and

by the War Finanse Corporation, the Qapital Tssuss Comuittes,
by whe uany dutes placed upon them by the Tressuzy, such
aa ountrol of gold snd silver imports, ths supervisien of
fmummmmmmumm
o:mwmmmmm.mum
xnmmmmmm:hlu
such would they have been willing vo ereate an additlenal
transsotiona, 4f that had offered asd vhancs of Wringing

raddofy \ | i
It is not ny intenvion Yo thoroughly analyse Senator
gwen's bILL as it standsy The Genator adwits himself thad ;

Federal Reserve Bank of St. Lou1s Bl el Ur el L B e R bt B e o R s = e T
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'-qumMMmemmm

18 has not beem GaFefully drasn,  Suffics 1% %o say that
lthmﬁMMMMMIH .
served by practisally duplicating the Fodersl Resexve fye-
tom by giving another set of men power o buy domestic end
forsigm paper and te lssue Fudersl Rosrve notos againet
bankewe! scosptances or forolgn billes I% fe diffioult enough
to coordinate twelve banks lnto one syetems Hew it would be
rthmwmunmmM'mi
ulﬂtﬂﬂﬂhﬂhmﬂhmnwm
unmmutnummmu.wmmm
ceivables Ths Senatorts roply would be that the Fodewal Re-

banke If that 4s the oase, he loads Uhe mewbsrs of the Bosrd
with o wore gomplicated tusk than 12 the ocontrel romadned
with the Federal Resesvs bankse DBut how oan we reconcile
w1tk Shis plan of putting the new bank usder the Dourd's
eontrel, the Ddnator's arguments that this Rew bank would
muumm«mmmumu
thorefore covid not undextaks the task? It 4e sore than
likely, however, that what the Sonator has ia mdnd s some "
sertsef o divided control. He atated during the hearing
hhmaMMMhnnmhamMm

buodnses man fully undezsbonds 4%, ehile bankers do ot have
& suifielent grasp of the iatricasies snd Pequirements of
business., mtaawummtmommﬂ
mmmmm&pmuumnm ,

|
j
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Prosident are to be merehante, one of shom 43 to be Governom,
a%ds While ‘such aoomodations ss may eafely ond Peasonably
be mude An relation to foreign banking to Federal Reservs
banks, member banks and to all other banks and bankezs of
tho Gountry, are %o be made subJect to the orders of the
Fodexul Reserve Boadd, the power to lecuc ROYes, to desl in
GOLG, lovedpn exchanges, 290., s0uld Lo surrled on without
the Dosrd's centrels It 4o worth shile noting that the new
bank, suvjeot te she regulasion of the Board, sould Wy commeRs
oel single name notes without the sndorsement of mesber hanks,
hat ths lav would, therofors, give it larger powere than at
preasnt enjoyed by the Foderul Reserve bomks, Anybody can
forcaes the hopeloss confusion that might ensue under this
plan, |

I am frank to admit, mwusver, alter Beading the Sestis
wouy that I cannot tell exaotly what Besnator Owen really
intends this new Federal Reserve Dichange Bank to do. A%
t1igs he talke sbout its investing in forelgn exchange, And
then again for daye e talks sbout "intermstiomal bills®, in-
diesting that he 1s dealing with dellar bills, that is
Amoriean bankers'! acosptances rather than foreign enchanges
T his clasticity of cupression makes At caey, of course,; %0
pleass thes witnesses and to got thelr support. OSome men

who oparate largely in foreisn exchangs, like, for instance,
Hr, Max May, are enthmselastio in the thought that this new

Fadorsl Reserv: Foreign Exebange Dank will B¢ free, or, ae




he hopes, may bo foreeds, to buy heavily feroign bills in
order te losue Foderal Resexve no¥as against thom. It woudd
omsble thous gomcorns that frow tdme 6 time are lasge dne
| wm.hfmwmean“ﬂm.
| Lt, som: of them are large speculstors in foroign exchangs =
1n esss of meed vo unlead thelr holdings upon the Fedssal
Reserve Porsign Rxehangs bank., But how oun ws Zsooncile
smamummmnhmmmm
wamamcmmm-uuuuw
ummuumm*ummmuk#
] awmmwwmmmrmmmulngnﬁu
-WtMMM“ﬁMMMh
Britden dfacount rate of ik,
xzmmaﬂmmmm;m
invester in forsign exohange it would wean Yhat o thub el
extont 4% would become o faetor in further zedusdag the '-g’:;__' B
Britdsh discount rate, or the dlssount rate of ad) other
gountries whose dills wo would be buying. uumnﬁu
%o Lseue notes lberally against storlink vills, we ahguld
i ndesd do our utmost in adding to the populazity of Drisish
il in the world marke$s. What Dubter could happex to
the sterling s11ls than that we should freely fumis Wedszal
Rosorve netes agalnst them, thereby cresting a secend "ioubawd &
d%700t% in New York for the purposs of populerising British ¢
uille and sequring for thom the lowsst posuivle discount 1
¥ube in vorldls markets. It 1s incredible that o gentleman |
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of Mr, May*s experisnce should give sush advice - (pages
81 to 64 of $he heswing)s IS ¢ met astonishing, however,
shen taksn in comnsotion with his other statement thas the
wore faob that a Fedoral Ressrve bank or the proposed
Fodsral Reserve Foreign Esobangs Benk would eatablish & branch
in Gpain or would fssue a statement to the offsot thas it
intanded to put the dollar baek %o par in that countzy,
would sot as such o gigentic DIULL Shat pesetas would ot
onos begln $0 tusble in & similer manner that Itslian ox-
shange Tose aver »inse the United States snd England an~
nounced thedr plans $o sustain i, The difference bHetwesn
‘mtnhwﬂuﬁ mmumuam
sount in the United States, snd tho reestablishmont of
' dnd anditty te wuye If we sve willing 5o buy an wnlimited
amowi! by placiag sn ualinited smount of credit at the die-
posal of the Itxlian Government, Italisn szchunge oon be Po- |
sstablished at once (even though to the extont that we are |
ro-sstablishing Iealisn exohangs we are giving inoressed
impotus 0 tho forces that werk towsrde the Qmuutul.'ﬂ
she dollar in other sountries)s Bus 4n the ouse of pesstus,
whers wme oannot Pe-sstablish the dellar by buyiag pesetas, -
whigh are egaroe ia the United Dtutes snd which do not seld
o 5 ddsgount Mut &t o premium, - anl whore the gold pawisy
may only be Tre-sstablished by &2 mess of th |
uwmuumm»u.uumm
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foclish bravade to mike swuch o statement,
Ho matter how beldly we profess that we axe golng
%o put the dellar back %o par in Spain, thepesets w1l not
go down in New York unless we osn borrew in Opsln or arronge
for the shipment of & eufficlent ameunt of goods or geld,
. The Benstow, spparently, is sueh taken with this id.a
of the %gentimental offect® of wuoh & biuff, bodsuse he ¥o-
Mmuuuwmmm
mmmmmmmm«m
the Bangue de Franos and th  Refohsbank have been helping their
Business men in for:ign countries by opening owedis facilities.
mauamummm-tm-mm
woanmmmwmamsmn
QWWMMI.MSMOS%M“«M_M
Bngland, Franeo and (eruany have acob sbout tw0 or thyes of
tholr laygeprivate bonks ssteblished i moat of theso foreigm
eounsrdes. To illustrate, in South Amsrica, Eagland bas the
fondon snd River Plat® Bank, the Lenden and Brasilian Damk and
the British Semk of South Americaj and in the Ordent the Chartere
od Bank of India, Australis & Ohina, and the Honkong and Shang-
The Gorman Banks, bofors the oubbreak of the wax, had ome
bank i Ohina - the Gorman-Asistic Bank = which was the joimt
proparty of prachically all the imporfant German atock banks
and private banking fimss. There are $wo Gemesn banks in South
Amexiaa, veprosenting each a diffcvent German bunking group, The

nmmmnmummumwmm
b anks in Souwtk Americs and one In the Orlent)
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The Credit Lyonnais and the 1‘mﬁumml

. branehes ia foraisn countries, All that the Bank of mﬁ.
the Bangue de France or the Reiohdank in normal tlses wre
doing for theas forsign banks is thad they provide s stable
sxchange rate by thelr willlmgness to ship gold, and &
stable disoount rute due to Yhe central banks providing A
& regular marke$ for the aeceptances of thess fovelgn m
Tholr acosptances are frssly m:m, therefors, in mdm
sountries. mn are the teo maln funotiona o be exercised
by the Federal Ressrve System tn sonneotion with foreign
banking, and in Shis reppect the Pederal Reverve Systeam has
dome a1l in 1%s power to facilitate the development of
forsign banking, Tndesd, what Amorlesn banks have done during
the short period ©: | they have besn peruitted to operate
in foreign countries is nothing but marvelous. The Aserioan
bankers adosptance during the short perfod that it existe,
haa orested for 111;11' an importnni -wlﬂ.lm u‘m world

= ,4- ‘:-__-":i::- i - N =
L = - - . -

Earkets.

If we will be sble to protest our present gold m&tm
and {f we are onreful to &void any steps that may weaken the
strength of our present strategic positien, the United Ststes
will be the etronge wer in the world, oo far &8 cocndesns
its uum of maintaind g ite gold paritise when onde peade
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48 satablighed. Thas ability of being She first to let

down the bars and te let gold go Irecly sherever it may be
dus 1s bound %o give us & leading position in the world

warketa, no moablor how low beaporarily the dollar may drop
lm forsign cwﬂuu. sogether with the sterling and {rane.

ng the "after-the-war period"

And let ue bu.r u aind that/she mﬁt’ shat is strongess
u gold and can best afferd to lose gold is likely o eanjoy
bhe lowest dleocunt rate [or asueplancdes.

 The Federal Reserve Board has published in its Auguast

musber avae faots about the growsh of Amcrioan bankiag in
 foreign countries, We have, today, An East Asis and OCentral
and South Ameriecs, North Auericen benks which We osn MAtGR
_ageinst the Brisieh, Freuch or Geruan banke. In fairness %o

the Ameriosn banker it cught %o be atated that 1% is not

 hie fauls If he e so late in the fieldj for until the passage

 of the Pedersl Ressrve Aet, it was Congress vhat denied
Nutional banke the power %o go into foreigm cvuntries. Unsid

oAk M Law iu ~ut upon the statute book, American national

banka had no right $0 meeeps, nor was theve any pessibility
of oreating a discount market assuring for Americal aoceptances
~ the acoeseary world prestige. Nor can Senator Owen clais, -as
he does whenever he deals with witnesses oppoeing his plan
for a Federal Reserve foreign bank~ that it was thlsr“! that

ttp://fraser.stlouisfed.org/
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i ﬂ;.f.'m“m “the mm of & mm market and an slastie
i m WMW ageeptances and sommerolal paper, were
.memuoc the United States and
sdopted 1n Senator Mdrioh's Netdonal Ressrve Assootation

Mwnumnmmmwm m*
j"*hmmmmummm
ully the slomentary features of bankers acceptances,
, dlscount ,arkets, eto., which st that tse T
wore toples still fairly movel to him.
,mﬁnmmunmmmwawm
pansages of the Alarich plan and the Federal

(next page)
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Ssotion 313 National banks
are hereby asuthoriszed to
accept drafte or bille of
exchange Arewn uwpon them,
having no: wmsore than four
months o rum, ptoptrly
secured, and aris ous of
aomamiml Srananotions as
hereinbelore defined., The
secunt ¢f such asgoeptances
outste shall not ex-
@acd one halfl the oapltal
And curplal of the Antoytanc
end shsll be aubd ject

e e restriotions of sec~
txon fifty two hundred of
the Ilﬂud Statutes.

Seotion 38t The National
Reserve Assoeiation -n{
shenever 158 own oondi i.n
and the gpeneral financial
sonditions warrant tuqh

intastments, purchace from
a tub-cribi bank aooepte
- mnova of B or agce iora

of ungueationed finane
responaibility arising out
of oommeroinl trunsagtions
as hereinbefore defined,
Suoh accspianves
not exoueding ninsty daye

have

ouz' ef graee, e
of trunsadtions im sdvir
tht 1&;0!0&%1.3 or sxportal
or -hs-n grow out ¢
trmutia ng

ace arehouse
reoe i or hit ,"::*:u -
title eove. $

in the - ors the
t(m pere ntﬂ ol i:‘ aid wp
is ancunod cliunt iw at
dpouments or by eome oth

astusl seourit
of the ssme trasn

t¢ run, and must bo‘wf a the aoouptance
aharuo ey gaanzull ‘shall aocept sush

in the market ss prise bills. asount
Buch secsptances shall bear the nggrogate ‘
Coribiag ek sotiing the.  Shlepatted assitl o |
@oribing selling anicpalred oap
enme, which indorsemert must Lo < Purplus, |
be o%hcr than that of the
wmpiﬁl- '
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lien, to
and to cantrnat for loans o
f:ld@;osu n:.:ulllang‘ggrtnc
her«fop, # neses
ganoptubic tl‘ia‘lnl
the h;poth-ontion oi
ite holdinpgs of United ;3o¢
bonds

.

Section 36, The Natlonal
Reserve Asscoiation shall
have powsr %0 aurdhun. from
its oubsoriving banks and o
sell, with or wlihant its
Lanoroc-ont. checks er h&lla

of ax ng. aried

comaaral iransoct ano
hersinbefore defined pnyablc
in such foreign ovuntriaes

as the Board of Directers

of the National Reserve Aasc.
mey determine., These billae of
sxchenge must have not ex-
ecoding ninety days to . run,
and must bDear the slgnaturs
of twe or move reepomsible
parties, of which the last
one shall be that of.a sube
soriping bank,

Baction The National
Rescrve Aascolation shall have
pover to open and malntaln
bunking scoounts in tora:ga
countries and to eetabli
agencics in forsign coun~
tries for the - l:‘=f
purchaeing, @e, ng
solleoting foreign bills of
exchange, and it ghall have
mnmunrity to buy and sell,
with or without i%s indorae-
mant, through such correspon-

thereon, exchange rade:
lng:rva nai': fnga ld,
a0 (4]

" ::& %0 s:Ilasaﬂ for

S g o

v

when E::onaw . ouyiibi!

saour

oth nﬁum m
bonds or othar se~

gurities which Federal Re=

@erve banks are uu&haq&;n‘

te hold

ilihii';lnll and %0

with or withous its
dorsoment, bills of
arieing oud iﬁ!ﬂ

" mereial trunsactions, as

hereinbefore defined.

.11‘ ’ . _,H 3
’ £o with eihﬁi ' B

rqlervo bnnll for

purpcses with the con-

aent of the 5o¢-rtx 100 erve

Board, to open intalz

:::nuail lutgzrazgl'QUhlr
®8, ApPpo core w

dents and ostablieh

eies in such ocounbtries

vherosoover it noy du:;

best for the pw

puroheaing, :oll&n. uaa.lnl-

1 1
. . . :
2 atrd . ,,“,,__4\__‘,#_4.1&4__-._-1-.-_1.__&-_-__._&““‘&“_&




80 e srll“tz wat of
commercial transaotions,
which have not nxne.uw

| Thidh Woat A akCEAe

l of twe or more ivle
: partiss.

! .

|
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In this conneetion, however, it way not be asise to
refer to the sugpestions sade by ayeelf in & plan M
in Hovembar i810, entisled "A United Reserve Bank of the
United States®, in which, amongst othere, the following
funetlons were adveontedt

- 8’ “!a buy, nhs mm rw: ’:: h: pumm‘m
i #e, papor having no more ninety deys te rum,
ambrunnmom firm on, snd agoepted by, & bank trust
Sompany or basker, and indorsed by & bank, ¢ !MU
benker, Oue of these signatures should b that of &
sesber of the benking ascivktion, LAmits as to
agoeptances adsissable froa $ime to Cime for die
Unitod Reserve Bank should be fized by the t

&) Te bills on England, ¥ —
{ - 4 'mus.;, '

8uoh other gountiries as dec L
2 waximew wmeturity of nin m.towm e
algnature, %o be drawn en and secepted

oy
foreign banking house and a.mrm by & .“310
busogiation or & bankor An goed umug @ T
Pank should have power to ressil il Bilie Shat 1% mimhs My
snd 0 do all shinge necessary for their colisotion. )

(8) To deal in bullien, and to contract for
of bullion, givin: seourity Sherefor and paying ins
On Sush advanoes,

In this address, there aleo eoours o parsgraph with
reference 4o baukers acospiances, resding ae followss

"There remuing Lo be sstablished oue moOre
private disoount vete, at which the United Rosarve h wonld
take siaty or ninety day bliis, dun by comuergial Ii

on, and ageepted by a bank, trust company or private

as under 4). The private discount rate of the United

serve Bank, would be kept very low in the m&mm.

the purpovse of enocuraging shi pou atb Mn
uae the oredit of Amorioan
oredit. 8Shiymests of coffes from mu o lu uu and «
cotton from Galveston %o Boston are Row usually finanosd by
long deafte on Burpoe,. Under thie g:n such banking trane= -
aotions will be turned over to the ted Statesi Billas will
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thoughta of the present reserve system. A vast majority
of bankers deolared themselves im fayor of the principles
which formed sho basis of the Aldrioh plan, and the Pederal
Resarve Syeten substantinlly adopted these principles. It
changed 1%s form of sppliontion. In ite oarlior form the
Foderal Reasrve Act contained some proviaisne which erented
spprebonslon in the winds of the banking cowsunity with
respect Lo oertain femtures in the plan and asainly the
foar thut the desire of decsntralising might go too far
to poralt effeotive operation. The power vested in the
Pedersl Reserve Board was designed to counteract this
‘desentralisation. If the law Das mow prevER S5 b8 s cPest
benelit te the country, I believe we way say that some paes of
the eredit is due %o the manner in whioh it has been sdmin-
latered, and enlarged by menmy subsequent asdnsments preparsd
by the Board, Without these the system would have proven
defeotive and unable to meet the prssent situstion in She
satisfactory way néw fully approciated by the entire countey,
| The contridutions made by those snavting she Pederal
| Ressrve Aot are many, und their work on the whols was wost
Greditakle and benefloial. The faot that the aot comld be A,
passad st all was one of the greatest achievements of politioal |
strategy and sagacity. IV was o formidadle task, brilliently
agoomplished, but 1% is unfair for the Senntor %o deay any “.
standing in court to the arisicisms of baukers for the mers .
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(70)
reason that at some time they were opposed to certain features
©f the Federal Reserve Aot.
The plan for the National Reserve Asscolation, submitted
by the Monetary Commiscion in 1911 contained in seotiocn 49, the
following provision:

"40. The organization of banks to conduct business in
foreizn countries and in the dependencies of she United Btates
shall be authorized. The stock of such banks aaz.ho held by
national banks, but the ag;ztgnto of such stock held by any
one bank shall not exceed percent of the capital of that bank.

The bank so organisged may have an office imn the ted
8tates, but shall not receive any deposits in the Uni States
nor compete with national banks for domestic business beiny done
in foreign countries or in the dependenoies of the ted iilﬂil‘-

Against the protests of the banks, this clause was omitted
from the Federal Reserve Aot, and the Federal Reserve Board never
Gcased urging the granting of this power, because inatead of giv-
ing a monopoly of the foreign branch operation to a few very
strong banks, 1t would enable many emall banks "to olub together®
in going into forelgn loans. Am anendment to the F, R. Act was
finally secured in 1617 giving substantially this power to nnt!.!lﬁﬁﬁﬂU

banks, and the granting of this power has been availed of in the
¢ase of the Mercantile Bamk of the Ameriocas, the American Foreign
Trade Bank (whose stock is mow held by more tham 40 nasional banks)
and others now in organisation. It ie apparent, thororarch#than
the bankers of th4e country foresaw the necessity of providing for
the trade in foreign countries as early as 1910 and 1811, while
this power was aotually granted orly one year ago by a Senate whose
finsnclal legislation was under the control of a Commitiee

of which Senator Owen himeelf was the Chairwan. In that
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conteotion, it may be etated Shet for years the Federad
Ressrve Board hae urged both houses to grant & federal
charter %o banks orgenised for the purpose of oporating
in forelgn countriece. Mmrmmmuoﬁam
mmumx«mmammmn
far, has not found it possible to pass the noguassry legis=
lation, so thaf, 8% prosent, state charters have o be
7Mtwmmumm0n‘Mquﬁ'k
foreign countrics, while the nnugo of & federal m
ie atill deing denied to them,

| It i not fale, shercfore, to say thas the Federal Rsserve

| mmm-.mmtumutmmum

| suy time o thess questions, It is & fsob that the Board has
urged over and over agsin She enlargement of powers %o be
granted nationsl banks in order to better establish dollar
agosptances and Awerican eredits im foreign countrise. I,
myself, while in South Ameries, made the rounds with banks
of all nations established in Rie do Juneiro and buence Ayres,

Uruguay and _

mwﬁ»mu-mnmm:mumu
themselves 6f Amoriosn aoseptances. Upon ay return, I msde |
umllnwlnmbudaumummm- C
and bankers for the purpess of pointing owus %o them the oppor- |
tunisy snd the obligation vhich wae theire in ueing Assricsn | I
soceptonce oredits, and I prevalled upon the Senate to enlarge ‘
soosptanas powers of membsr banks 0 as to sushorize them %0 _!
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agospt for ourialn transactions designed to furnish dollar
exchange in ﬁram scuntries, I8 1t propar, therefore, for | \
the Chairmen of the Banking snd Gurrency Commitios 1o orsate ' |
o fosling in the Senate and in Eho country se Af the Bosrd l
Mhmrmuutumtn.nlnumdmu <
Mmaotmmmmmwmamwmm
caa stending on sentinel duty in owder to protess the
rinsnoisl Anterssts of She United States. He soys) "1 feed
s are charged in this Oemmittes wiih & sost serious respensis
pility. Who is there to astend 0 shis if the Oomeittes on |
Benxing and Ourrency does not give i3 attention?® The Federal '
Reservs Board mauummnmuamam
and OCurrenay Oommitted 414 slssys give his wost onreliul
sttention %o amendments urged by the Board?.
MQMerymcmlr. mﬂmootmnpm
have been open for the establ ishuent of forelgn panks of Whe L
United Btates. !h}rg is no other country shat during &0
short o peried, has wade such strides as the United States,
genator Oven eriticlzes ghat the British aocep Lunoe
mw‘ ttm
but one that is

pate i@ lower than the rates for dellar
ve fresly admitted that that 18 a8 anosaly,

te bo oured by our ally rather phan WY Qe

In ordar to finsnos ouraslves and cur sillies, we have %0

raige unproesdentod sums. It is unroaschable 10 pelieve that

we gould Qurry ount our present program of



7s

$750, 000,000, every Swo wesks by the sale of certifioates

©f indebtedneas at & rate lowsy than ﬁc “ne now offered

by the United States, that is Qi. If we ehould lewer our
rate, we would run the risk of losing the Sooperation of the
thousends of small banka, sll of whom must Geoperate in
order %o make cur flamnecial Program a suooess. When She
Government borrows for 50 days at 4i%, our aocsptances cannes
#2l1 at & rate much lower than thas, or the banke would gease
0 invest in thoss #ooeptances, snd the burden of carrying
thsse acceptances would bs Whrown emtirely wpon the Federal
Raﬁrw banka, '

matoly §2,000,000,000., asd 1% is in the iotersst of the
United States thut thess investuents do not inorease any
faster than they have, beesuse mors papid growth means a
Sarrespunding umnm; in our ressarve POwWer 4Rt & ¢orrgs
spondiagly rapid expansion of eredis, with the incidental
inflation. On the other hand, doudbt has been Sxpressed by
many as to whether it Sppears warranted thas, while we are
finanoing England to se inrge an extens, her discount rabow
should be 34f against curs at dﬁ,nnnuﬁumiﬂ
borrows in the United Btates on its Srensury notes st
Fate in excess of 6% ana Pays for Aweriosn bank balances
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intorests at the rote of 4}, It must be admitted, howsver,
that England makes this effort of keeping her discount rate
80 low prisarily for the purpose of plasing her trsasury
bills at a correspondingly moderate rate. Be that as 1% |
may, it can readily bo seen from the above that 1t would
hardly be fair %o bleme the Federal Reserve Boayd for o
gondition whieh is plainly beyend its countrel and one which
gan only be adjusted by an understunding betwsen the two
governments concesrned. (Ses fostnote) |
mtumwutmmn-mmm
foreign bank would be oupable of remedying this snomaly. I$
was brought out during the hearing that insssuch as the
| Fedaral Rn?;:r i?:;;\p bank could hardly ccunt wpon lavge
| doposits from/oustomers mnd banke, it would be, in faos,
rostrioted ir ite operations to the amount paid in by the
Government, Some witness sugrosted, Sherefore, that 1% might |
issue its own bonds end eeours larger funds thereby. The d,
Senator evidently waa much lmpressed by this foolish suggestion :;”

- W e W e W e .

Hotet It has bDeen sugrested thas British banks
well inorease their agoeptance coemisalons s0 ws %0 _
least equalize the cost of Britiech and Amerioun mm :
orsdite., BEnglish finanoisl writers appesar to think Ihit |
instead of the lieh banke making some ad

this sors, the United States mizht reduce um :
artifio mosns snd the oreate the basis for
borrowi the United States govornment. When woe bear
in mind » hewever, in order to ralse the amounts

neQsgsary w finange m.ﬂm and our sllies, we require
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(fovtnote contimved) mll the savinge of our pevple, and

when we oonsider that, im ¢rder to be ubls o the becss~
snries of life, these people have to pay twioe prices
thwuudu}n erouive why it 14 necessary not o decresse
the returns from their ssvings, buf rasher 50 inorsase the
sule, If wo Asene more bonds than the saving Olass '

po able to inveat in st an unduly low intercat returm, ¢
GonsequEnse BuUet be hesvy lnvestments in thess bhouds, and
loans on bonds, by banks, whioch would lesd to &

chued inzissicns T4 hee alee
Bash Sesvod (REE (55 votume "ot ‘BriiVen asoeptances has besn S0 materi-
ally reduced -while ours has increased-that this scarcity has

nasu igmand and er rate oiiered gting British D
becsuse from then on he reverts o 16, sugresting it rop entedly H
t6 subsequent wisnosses, In this comecticn the Benator
gxpresees the conclusion that the Federsl Reserve foredgn :
bank would be able %o sttract, ae he puts is, all the sesber
panke® 1iquid chesp 5% money, and he has a viaion of seeing
all of this 3% money invested by the banke in these bDonds,

How ars thess bonds to be secursd? he is nsked. ®By the

bille thet the Federal Reserve foreign bask will buy", ow
suppose that this foreign exchange bank would sell five
hundred milijon d&lhn of bonds. These bonds would bhave %o

be sold in competition with ths Government %o the meabsr banks.
Could the member banks afford to invest their "2% ligquid money®
in these bonde? Why should they? If these banks bave any )
2% money, shey have it only for the reason that Shey wan$ }
funde whieh they oam draw sgainst at any tise if thelr cwm

demsuds vequire it, These foreisn exchangs bonds would com=

stitute nothing elee but a look up of bank funde, just & nll ,

3
q
_)!
;
|
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a3 investwents in any other bonds. nmqhmiﬁh‘ _
for theso banks to invest thelr funds in 80-day certificates g
of indebtedness than in thess bonds, wud I fail te see hew
.Benstor Ovem, with hie magle wend, 1s gelng %o be sble W
find snd sttraot idle 3% money for imvestment in m w )
| in any different way than the Government when 1 mm s £

rtk 1 r !

own securitiea, X
 But, suppose this plan. were nm.u M‘I .ﬂl‘g ﬂ "._':'
und.ulan of the nes forelgn exshanye bank would M n | |
as followsy s
It would porsit 6F on foroign balanses, it weuld hﬂ &:: :
three yasr bonds, let us say, un o 6§ or 6f basis, ﬁdﬂ
invest the prooesds of thess deposits or bonds in m ; i"l'l
seceptunses or Brivish sterling bills st 3if. In other I.
sords, -.mumm-;mmm-mmm
the ebjeot of loeing money. ol SR
| nammmnnmmmmmuﬂ ]
| snummazmtum'm»mmumw
ment, Indesd & law should be passed -«mmmm—
ing any lunoosnt private investor from subseribing to suoh
stock, The only investor could, of sourss, be the United
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States. If this plan were carried out and Lf thess bonds
vtﬂ s0ld as the Benator bas in uind, we would then have
the mmmun that the MMMHO !bnm
bsnk would be in the markst buying benkers acoertanoes at
Bi%h, bessunes it is one of Senator Owen's aleas %o bring

the Ameriesn dlscount rate down to the Britiah rote =

and the consequence, ns already mentioned, would be that the
huuxmmmmmmuxnaumamm
would oease %o buy ascsptances while she acceptancs mt
#ould bs sontrelled emtirely by the Pedaral Reserve hﬂ-ﬁl
bank., In other words, the Pedoral Reserve banks would be
shorn of one of their mest important powors, moas vital

for the protection of the system, (How the Federal
Renerve Board mm for Federal Resorve A

-
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banks an acosptance ratce of M when sitting in mm:t of thes
F orelgn Bzchange bank should,approve & rat: of 33% is some-
thing that I have not been able to fathomy)

It #4111l be noted thet the bill, ss first drawn, deprives
entirely the Ped:ral Reserve banke of the power to inveat in
t‘uugn sxchange and to satablish foreign agencles or corres~

within conservative limits
pondents ¥ ::1 r:xg:lxd t o&:::t ;e::ru Reserve banko/should buy
forelgn bills At & time when these are low and whon funde are
teo abundant in the United States.

That would ensble the Federsl Reserve banks to counter-
agt unhealthy expunsion and at the same time provide a safety
valve in euse exchanges should turn and demandas for gold
be made by foreign countries, Thi: poliey of pretection
would be takem out of the hands of the Federsl Reserve banks
and would be turned over to the group of men running the
Podoral Reserve Forelgn Exchange Bank,

It 42 hard to see how the finsnclal system of the
United States would profit by dividing these functions.

It would creats a system fairly masmi of mnum'

It does not appear practisable teo go fully into an
analysis ef the several measures of rellef that the Sonator
suggests at random as ocapable of aolving the difficulties
of the problems invelved. "

If the Federsl Rescrve Doard - whom upon smother
occasion the Senator has been pleased o berm "a subordinste
m of the Troeaasury® - had the powers to d&o‘m'o conditions
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%0 all nemtral and alliee countries, some of the schemea urged

by the Semator could be put inte effect. But the Semator is likely to

knows from his confidential talk:s with officials im charge
that they are wide awake to the smergcneies of the case, He 0Oannot

“ignordhat they are day and night struggling with the problem;

that his suggestions are not new to theme men; that constant
efforts are being made on these lines but that only by patient
negotiationa both with neutrale and allies and moving with

th: greatest disoretion can results be seoureds, They can be
aohierved only by matual voluntary agreements. What good, in
these cirocumstances, can this public agitation do? How can
tﬂ-a public interest be served by advertising, and groesly
exagerating, the harm that comes to the United States by the
discount of the dollar, instead of showing that the disadvantage
of the conditiors t0 be remedied is affecting both parties te
the negotiation? Has he found the Treasury or the State De-
partment closed and unwilling to listen to suggestions other
than those made through the megaphone of public proceedinge?
The Sénator rushes in "where aggels fear to tread®, and I e
net think that 1% is to the best interest of the country tlf
follow him in publicly discussing all of his suggestions,

As stated before, most of them are not original thoughts. To
illustrate, the Scnator advocates the establishment of an in-
tomational gold clsaring funi as one of the remedies to deal
with the present situation. The Senator says:

ederal Reserve Bank of St. Louis : . . ) . it pnl' e
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¥ he sstabllshment of & godd fund in Weohington by the
1 @ Toderal Resorve bunks for adjusting their belsnces with
@agh other by bookkesping ontries, instesd of by aotual Sranee
fer of pold, has sorved o great publie ecenomy and ¥he seme
thing can be done with indornational exehanges by satablishe
1ag n gold fund 4n the Usited States o serve & ke purpose,™

It may be inotructive for the resder %o learn that this
amwmammmwmtuhthm
%!MMM&M.MM“”M“
twmmwm-umumw
Mmumum'tmm

umm-mmmunmummm
becoming 4 menaos to the bunks and the country, IS may be of

aqual inderest %0 mote that the int smationsd elearing fund, i

dich the Sanater venturss 10 suggest 90 the Doard s & new
thought, h 48 been origlnated two yesrs age by & meuber of
tho Poard and & Governer of & Federsl Reserve benk, A full
dolegates, of vhom I was ome, %0 the International High Gom-
mipsion at the eonfepence ut Duenos Ayres in April 1916 and &
form of traaty hss winge besn prepssed and submitted %0 South
and Central American cowntries, wmmm&
thnotn»tuhﬁﬂtmmﬂmwimhlanm
mummutuumummmu

) 2 1
i "y
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war with eaeh other, the rights of the remsining
neutral mstuiﬁu of the fund would have %o be re=-
spected. “ithout s.eh treaties, lnternational 20ld clear~
snce funds, in uy opinion, could not be conmsidered safe.

Efforta arc conetantly being msde %o proceed on these
liness w==-(Bee Footnot@)===-" - o 0 on
| . 4). vhen femater Ovem +ith t'e familiar
air of sssumed anthority laye down the lsvw thet these
intemeatioral gold elearing fands chould be estsblished
snd that they sould render unnccessary "the e: pence of
zolf shipmerte in the future for all countries”, he
carrie: coal to Yeweastley bdut he is rpoiling ¢ o conl.
How safe doe: he Wedleve our banke would feel if the
Federal Yiu;om banks' goldhed beem in wimple trast
with “uesis & 4 1f 1% were now in the hands of the
belscheviki? Should we ha o left unlimited mmounis
of eur gold in now ueutral countries in Furepe, whieh,
conceivable at least, might heve joined the cen trsl |
porers or been overrun by them? ¥hile ; rold umc
fund, 1f properly or enised snd safeguarded,~ vhid ie

e mattor of years of moct pationt negotietion - may re
move the necomsity of msny sold chipments, it u,ﬂ

"’V&uum te vey, or % expeet, thet 1t will render un-
necesssry all z0ld shipments., Centrgl bsnks will never '
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permit more than a eertain peree tage of thelr totel
#old heldings to rem:dn outeide of their own country
snd moreover not all countries will be sefe emougk: to
be eonsidered proper.gusgtodiens in spite of

HOTE: Abstract from the report of the Americen sroup
of the Internstional Ligh Commiecsion tfg:z.ihi -
lighuent of intermational zeld wiu: : . ,

The Federal leserve Doard had evelved am.% the
preceeding year & syotem of effeoting a settlement of
debts smong the ve Federsl !lemerve HSanks of the
United States by mewn® of & gold settlement fumd , and
the United Etates members stiemoted to evolve & plan
by whigh, in a similar memmer, zold settlements could

- teke plmee bet een nationsg wi‘mt the necesmpity of

: uv!.»; gold from ome countiry to another, substifuting
therefor & «afe procedure of lepsl tranefer of owne Pe

In iteelf, this prodlem would not offer any grest
diffieultys It wonld mean, ac a matter of feet, no mors
than one benkesremerking gold for motherj is te
#ay, one bank holding gold for the credit end st the
ungnn of another upon the distinet asgred
thet the creditor bank msy ask for the mmount due it
in setusl gold and not in any other currenmey or credit
The aiffieulty of the problem, ho ever, lies t o faet
that 17 this sold fund is o be enough mubetsne
tlelly te aveld the shipment of -0ld it would have to
embrage sume of very large proportions, end insemuch
these doposite of pold 111 probadly heve to be mede
for agecunt of soveramente or govermment bsnks, which
will have to treat thie gold held in foreign tries
ae part of thelr own gold reserve against <hich they
have mm outrtanding their om ciremlation, it is neces-

sary that the title to md the owmership of the gold
in Toreisn ocountries he plsced heyond anmy poed pility
ef dispute or of seisures. 1% had of necessity to be
concidered that in case of interruptien of
reintions be tween any two natione, the pold bhelemging

% one could not be celmed by = other, snd it wes,
therefore, fels that the prerequisite of the orestion
of n‘:h B %-ol.:lu:: wulﬂ;:v: e be ui:mum‘i‘ 8700w
mente, no two, ¥ feve goverument

whieh, 2ll wgazhor. would oonetitute thenmsalyves the
trugtees of the funds Thds, in euse of hostilities
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between fwe, the remsining trustees would etill smet

ae traviees, whose rights uxd privi # could not be
affeeted by sn interruption of fri - relstions botween
twe of the contraeting parties.

Bot only in the case of sinoxmal interruptions of
oeean trancportation, but alse in the case of normsl
conditions might thie clearsnee fund prove %o beavery
upefal instruments It 48 ne doudt & greet weste to
pay the freisht end Insursnee on gold which a% one
period trevels one wey and which,with the ve
of trede, will have to travel over th _
that 1t has comes It 18 mo doubt & greeat waste that for -
eign gold thet enters foreign countries IBONET
migt, in & great meny easzes, be melted 4 .
eds loreover, 'he lose of interest esused by gold in
traneit 18 8 very heavy items "hic ecconomic waute mi whe
boumiym ercation of the proposed zold clear-
anee de” |

bimding treetiess To contemplate this clearsnce plan
s inpufficlently tangibdle fors to serve in the near
fature ac a basis of Semater Owen's plan of heving ell
forei mn exchanges stabilised through FPederal Reserve
banke, or throush the Federsl foreign bank, ~ithout the 7
necoselty of ever shipphmg cold, is o dresm rather thm
& thousht to be serionsly considered ss apt to offer
relief in the present emerienoy.

e eould go om slmoet indefinitely -ith our snaly~
618 of the conseguences that »ould follow the establishe
ment of & bemk as outlined by the Senater, bdut I thimk
we have gone far emough in order to show the weskness
and impoesibilities of the plan. Im order to sum 1t up,
we might say that nothing hae been showm in the heariw
thet would prove thet th. mmehinery propomed by e
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fenator would remedy the obvious defecte of the pres=
en el tuations Av long se the «ar lsets, the remedies
mugt be found and epplied by the Tovernment; by the
Sovernment using 1te eredite; by the “overnment direets
ing the use and flow of poode from snd inte our gouns
try; and by the Jovernment sendiny such men g mn{
or negotiantors es msy de escpable of negetiating losns,
pleeling Us s Securities, or pevimg the way for present
| snd foture trades 4o lomg sr the var lasts, fo vet an
| exchanse transections ond foreisn exehsnge feeilities
' sueh ae ¢an be provided by eny bank mow existent or
| ar econtemplated by the “emstor, esnnot remody 'he
sdtuetion, snd se roon ar peace »ill be restered,
present faeilitier o those of the Federsl Reserve banls
end banks of the Usited States - will prove to be fairly .I
sdequate to hondle the exchanpe problems As coon a® ' i
we ean 1ift the gold emburge, the exchunge cmestdien will
golve 1teelfs ¥e must, howevor, swodd to do saything ;
thet might delay the possidility of our 1ifting the A
geld smbarge st the earliest pocsible momemte i
Fothing hae beem shown to prove that in normal
timen the banks of the United “tates do net provide
foreign exghance faellities at most modest margine of : i
profits At & metter of faet 1% hse been gemerslly stated
tha t th normel profits of these trancmctions are megligible.
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Banks that er b0 aseist the future development of our
trade in foreign countries muet be sble o compete with
other forelm banke eperating irn thege countries, and
v for that reeson they mumt de free of all fetters such
| 8¢ ore sbeolutely necessary for & note issuing Soverne “
| ment bamks If 1% 10 felt that the Aueriean benmks ave
not weving rapidly emongh in the epeming of these m;:
avenues of trade or thet their cherpes are excongive,
the ‘overnment misht oomsider ectabliching s Sovernment
ovned bank for the purpose of sidinz the foreisn trade,
sueh a8 the Jepaness Industrisl Semk. In thet cese, howe
ever, sueh bank should net be & note lseuing bank, nor
8 bsnk thet should underteke the impossidle sask of aete
ing & s clenring house for s1l exchenge sremseotions in
the United States and all the vorld, but it should be &
bank free from.ell Jevernment rnMnﬁn or funet oug.
It should mot irsue motes or bonds on any unreasonsble
besies It should be plainly s businese bank, etated for
the benefit of all the people of the United States, am
dealing »ith the people s well ce the banks in foreign
exchsnge, openins eredits, or in any other legltimate
W NG e .
¥hether or not the e i@ any necessity for sueh = M |
ie en opon qmestion, but If it ihﬂ.‘ be felt that our
forelzn bueiness necds thet additiennl eneouracement by
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Jovernmental venking, 18 ean, %0 my mind, only be done
effeetively on thesge lines.

“he FPedersl Regerve System shonld remain undisturbe
ed as the careful custodian of the reserves of the coun=~
try snd ae & concelentious protector of thy gold treas-
ure of the United States. As such, it muet not be per-
mitted to so into business ventures, which either invelve,
undue riske or an undme loek up of fundss. Any bank theb
would be permitted to issue Federsl Hecerve notes, ae Jena-
tor Ovwens proposed for his new bank, weuld undermine the
pafety of the whole system if 1% were pomﬁll to die~

.Ai,"' °
hearing S.3928) a typical statement of Senstor Owen's,

and in comnection therewlith, scme thoughts that ocour

%0 me with nf;nnu to the “penish olive oil questien, 5
which formed tre starting point of the Senator's inter- |
egt in the problem of "the discount of the dellar in

neu tral countries”.

"The Cheirmsn., They could do it, but they do mnot
want %o do it, evidently, and the Board of Dirsctors ap-
pointed by the New York Sanke, which are reslly privete
eoncerns, and that bank is memsurably contrelled by pri-
vate interests in New Tork City, emnd they are not soing
%0 do foreign business with the consent of the Ner York
banke doing foreigm business”

"The Chairmen. ¥e have had the situmtion during
this war of peggimz the pound eterling, snd the dollar
went to dlscount, and we have seen no tendency in that
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direction of relief, becsuse the Soard of Lireectors sre
representetives of the New York Semks, which ars profit-
unug!oma eherged with the duty of bonking for
the mekine of prifite snd commiscionss They sre not
eharzed with suy publie funetiomrs The federsl Reserve
Yenk System, ss it wee e tablished, wee dovetailed so
intimesely »1th the banke and the intercets of the banke--"
"he Cheirmens 1 om only of the ressonc
which led to the inmotivity on the pert of the directers
of the Federal Resorve bauk of Few Torke The Federal
Reeerve bamk of Tew York hae ite diveetors chosem by the
baiks of Hew York, and the banks of Hew York look at the
mgmmmmmwtwm m & they
are quite right sbeut 11, begsuse that 1s whet these beaks
are ostabli fors They are not charzed with the :\1 e
of proteoting the Ameriesn consumer against payl: m Bl
wllon for olive oil, which they are mow puwy ing S
oile B¢ that 1 think Shie aeting ac o forelsn bemk,
ehould not be mnder the contrel of the New York benks 8%

ells”
" furthermore
The ‘enetor/ eharges, -~ page 129 of the hearing - thet

The Federsl Reserve Board mede # misete tement coneerning
the relative priee of oll snd cotton inm vpein. The state-
ment of the Boerd, hewever, i taken from offieial fyenish
quotations; it ie absolutely correct snd is borme out by
® paragraph published by t'e Department of Commeree Ree
porte of July 1, 1916, en Page 5. 4

In thi: eonneetion, it is very interesting to u‘c
the t pinee meny months the United Htates has plaeod an
embarge upon the importetion of olive oil and that on
the other hand, “pain hes put sn embarge upen theexporise
tion of elive oll. Fere we have tve eccuntries, one of whom
does not wich %o sell one of ite feood producte, and the |
other, omeidering the impertation of this 0il apeinst 1te |

i
|
|
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. Senstor stteck the Federsl Regerve Rosrd on sccount of

interest®s Our own reasone in the premjiecs sre obviousj
firet, beosuse we -ish Lo comperve our esrso tpeee for
thinse more essentisl, second becnuce our trade balance

is adverge snd we should n % import any articles m 3
whieh there i: ne sbrolute need, snd for which e mey "
develop wubstitutes ourselves. Ae s matter of fmet, m
healthy process of doveloping eubstdtutes tokes plage at

this time end our ov;m preducte sre being used in the mam-
focture of the neeecsary food oilss ¥hy, then, should the

the lmeremse in the price of Spunish elive 0il? IS 1%

is made aifficult for the conmuuwer % ecoure olive eil,
that i@ the very thinmg thet the 'nites “tates at this

time +ishes %o brimg sboute It i@ the wery thing that is
essen tial for the proteetlion of our sold rupplys Our eone |
sumption of unndeessery articles imported from foreign
lende should be curteileds Thet L» the. voundest way of
resulating our forelgn trude belsnee snd of petting under
control our forelgn ezchanges. 2ut 1% 1w just such process : »;-I'
that the Senstor so seriously objects %, It fa difficult ' *
te follow the erratic moode of the Semstor; om the ene hend |
he delivere oration: proclaiming that the whele country is
nim end that enly Senater Cwens is awake 1o protees it ' _!
from serious diesster of the deprecistion of the dollar im |
foreign lsnde; on the other hend, he insiste thet the con-
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suwer chould continune to buy Wl in Toreign lends nt‘
the loweet poselble price so thet he may continme %o
import snd censume &b wneb es possible, and theredy dese
troy the very nesn: of repulating forelgn cxchanteve

tometime:, ome eamnot help Bhinking thet Semstor

Ceen has the idea that the Spanish peseta is possessed
of feet, with vhiek it walke acrose the ocean snd buye
things iz the United States, and inversely, ae if the
dollar were walking phyeieslly seroesthe ogean in opder
to buay tinge in Spaine Av 8 mebter of faet, uhlﬂ‘ the

'mummﬂbammmﬂumtm'w.

bat xoods that produce the pesetas in Spaln sand the dole
lers in the United Usates do, snd that le what the Boamrd
peiated out in ites Bulletdsn of Mareh 1916. It showed,
and it cannot be disproved by ‘enster Owen': cayese,
thet »bile oil hed ne deudt sone Uy very meterislly in
the United States, and that while pesetas hed szone up av
the same time, the pricefor cottom hed rieen in fpa ;
snd that a bale of cotton in Spain wae buying'® '.'-  £
more olive oil in Bareeloma, Spain, in Woveuder 19!
them 1% +ould in Jume 1914, before the rise in pecetas
begane It 18 trae thet with embergoes md restrieted

transportation, the warity value in both caces is an ime

portant coentributing feetor. The lscrease in priee of
0il in the United Stetes, therefore, does not seerue
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would sdvige membors, Or gecroteries of members, shout
the mex$ steps to be token by ‘enator Owen, &nd M
ximoelf slweye fully informeds The argumente used by the g
cepator often could be clearly traced to Liie persen, 88
thelr -ntur, and there are resgong t0 suspeet that even P
an elsborate plen, which the Jenstor submltted te the
nm fer the purrore of establishing an “!lmm St 13-
 Poreigm Exehsnge Benk” wep msnufsctured in this speculss |
tor's offiees The gorrespomdence ith which ke M
the Bossd wd forelgn embsssies in vashington showed thie
msn uuum&poﬁmtcfﬁnn hﬁi*m@' | o
be 8 reckless speculator, whoco ire caetions mﬁﬂ R
taﬂuuﬂnalmnbunammmmm i g
cnd 1% wa¢ nos mrprising for the Bosrd fimally Vo dles
cover that this expert sdviser of the ‘enster, eumd unsel-
fish protector of the dollar exechange, hed been huﬂn
te the Flniws §6il for & term of five yeare, the court '-|
naving found him guilty of ueary end Torging commereisl '
peperd :
Senator Cwem, &8 Chalrmen oxmmmsmw
omm-,uum.muu;nmmw L
of the Joyernment, he made the fresst ike of bis privilege ..; |
to agk for informatioms ¥hile he thus knew whst the lm— |
mond was trying to bring about, sad while he urzed messare®
%o rednes the rote of exchmnge of pesetas, snd to reise | '
the rate of the Ttalisn iive, his protege’ (Elmire feid Ve. B6T

1 i
e ol pealhe "l i Bl




______

:b#mmmimmhm
mmmwﬁ%nﬂui’ o
1% 10 al1eg onnie sho

mmmmt.w
o4 wpon to pace for n
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qumwm
Mhmummrm -
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PAUL M. WARBURG
17 EAST 80TH STREET :
NEW YORK vy 7w vov February 10, 1919
~iLING DEPT. e ’ |

Er v 4\]) \
(13 W= o |2

Dear Strong:
FEDERAL RESERVE BANK
I wonder whether you plan to come down this week for the Glass dinner. As )

for myself, I shall not be able to be present, as I have to be in Washington for

a conference called by the United States Chamber of Commerce to discuss the rail- i
:—:exm{ A Ay (/? %\,1'4,4, M.,LJ_J ra gkt :?Z;;:?é—;’%x
f‘! Q % f&e -é—.-#b

A few days ago I delivered an 9ddresg at the Chamber of Commerce on that J
|
|

road problem.

topic and am sending you a copy herewith, thinking that possibly you might be
interested in whet I had to says I thought that possibly I might prebubiy do a
good turn by going at it in the same way that I originally approached the banking
question, and that is the epirit in which I approached it about two months ago
when I submitted some tentative memorenda. I am rather encouraged by what has
happened so far, because ideas are apparently now crystaliizing scmewhat on the

lines that I have indicated. In any case, I beliesve that what I am doing will

help to center the discussion on the fundamentals, and to brush aside some of the
cob=-webs that appear to puzzle a great many minds,.

I shall be back, I hope, Saturday evening, and if you are still in town by
that time, if indeed you plan~to\come to the dinner, I hope I shzll catch a
glimpse of you.

I hope that your stay in the Adirondacks is having the desired result and
that you are again on the ascending line.

We are back in town now since about a week, which makes it easier for me to

remain in touch with things, but it is not nearly as pleasant as it was in the

country.
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I ran into Mr, Pratt the other day at a mens' dinner, and apparently he is
studying thé’budget question,”which is so close to your heart. It did not take
me long to trace where the inspiration had come from when he asked me whether I
would not be interested in taking a hand in that question. However, I have my
hands full,for the present at least, with this railrcad probtlem, which is very
interesting and where there is lots of rcom fo wuseful thinking and doing.

Hoping to see you soon or to hear from you how you are getting along,
/
Always Aincerely yours,

//% ) A/ G AMAA 1) /}.,

[/

My, Benj. Strong,
"Clumeden"
Lake George, N. Y.
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INTERNATIONAL HIGH COMMISSION
CENTRAL EXECUTIVE COUNCIL

THE CONVENTION PROVIDING FOR THE ESTABLISHMENT
OF AN INTERNATIONAL GOLD CLEARANCE FUND.

The draft of the convention providing for the establishment of an
international gold clearance fund was prepared by the vice president
of the council and the Hon. Paul M. Warburg, member of the United
States Section of the Commission, in the summer of 1916, being based
upon the conclusions of the meeting of the commission held in Buenos
Aires in April, 1916. As submitted by the council to the national
sections of the commission, the convention has been studied and
found acceptable by several of them, and its formal conclusion
between some of the American Republics is expected soon to take
place. ;

While there is general agreement as to the practical advantages

of the system proposed to be established by this convention, its
operation and purposes have not everywhere been clearly under-
stood. The council, therefore, wishes to clarify various points
which have arisen in the course of discussion.

In order to understand the modus operandi of the plan, let us
imagine the following transaction. A merchant in New York buys
from another in San Francisco merchandise worth $5,000. Unless
he buys exchange he actually remits gold or curreney to that amount,
dnvolving a loss of interest, and a positive outlay in express and in-
surance charges. Nevertheless, this is not what actually takes place.
The purchaser in New York deposits his gold in the Federal Reserve
bank, which makes payment through the Federal Reserve bank in
San Francisco. The San Francisco bank complies with the tele-
graphic instruction and the San Francisco merchant is credited with
$5,000 for account of the New York purchaser. :

In the course of time many such transactions occur, involving pay-
ments both in New York and San Francisco and between other
points. From time to time the account is balanced.

So far as concerns transactions between points within the United
States, the Federal Reserve system amply takes care of the situation,
and that system is rapidly embracing more and more banks, having
now more than eight thousand. The protection and suvervision
of the Federal Government is everywhere evenly distributed over
its vast territory. In its report covering the financial record of the
United States during the year 1918, the Federal Reserve Board makes
the following statement.

110715—19 3
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GOLD SETTLEMENT FUND. ) ‘ ™
A0 w )

The general plan of operation of this fund has been described in previous repe..s %J'O’
and it is therefore unnecessary to make any further explanation of it. Owing to the lor_ls '
great increase in the volume of business between the Federal Reserve banks, caused action
partly by Government war financing (including large transfers of funds received from tions
the sale of certificates of indebtedness and Liberty bonds and subsequent redistribu- domes
tion of these funds among various centers in payment for munitions and supplies for comin
the account of the United States and the allied Governments) and partly by larger .
use of the collection and clearing facilities of the system, particularly in the matter OI:g i
of wire transfers from one Féderal Reserve bank to another, it was deemed expedient with ¢
to install a system of daily settlements between the Federal Reserve banks in place Her
of the weekly clearings which had been in operation since the establishment of the T have
fund in May, 1915. The' first clearing under the daily settlement plan was made whose
July 1, 1918. The new system has worked with facility, rapidity, and smoothness, -
and has eliminated much clerical work at the Federal Reserve banks. In order to count
expedite the daily settlements and to improve the collection and clearing service, a In
leased telegraph wire system, connecting all the Federal Reserve banks and branches - desira
with the board’s office at Washington, was installed July 1, 1918. Under the daily joint ¢
settlement plan each Federal Reserve bank telegraphs the board by 10 a. m., eastern that I
time, the respective amounts credited to other Federal Reserve banks on the previous
day. Upon receipt of the telegrams by the board, clearing is made by book entries, NG gC
and within one hour each Federal Reserve bank is advised of the amount of credits by the
for its account from the other Federal Reserve banks and also of the net debit or credit to it.
to its gold settlement account on the books of the board. ob]jga‘

Since the installation of the leased-wire system, practically all transfers between ment -
the Federal Reserve banks for account of the Treasury are made directly through the .
fund. Settlements on account of rediscount operations between the Federal Reserve | Wa;r
banks are also made by direct transfer through the fund, and on account of the instant This
contact afforded by the leased-wire system, transactions are completed within 20 safety
minutes to 2 hours, the major portion of the time being consumed in the arrangements make
of details between the respective banks. Transfers through the gold settlement ment,

fund are of great value in these operations. ments
The transactions through the fund have a very important bearing upon the reserve

position of the banks, and as all entries affecting the fund are made on the books of St,'()re
the board and at the banks simultaneously, the board is at once informed as to the of gql
effect of the day’s transactions upon the reserves of each bank. Provic
Combined clearings and transfers through the fund during the year 1918 aggregated of oth
$50,242:592,000, as compared with $27.154,704,000 in 1917, $5,533,966.000 in 1916, and by th
$1,052,649,000 in 1915, making a grand total of $83,983 911,000 since the operation of entire

the fund was begun May 20, 1915. A comparison of the average weekly settlements deid
: etailg
shows clearly the growth of the volume of transactions. .

Average weekly volume of clearings and transfers: a'n,(

TR Mo Dee: sIAWEL e Mg Apol  mad W $1, 064, 596, 000 The
1018, Jon. L todutteraotiel Nt Lamnsa, mT sl rl ageil 966, 203, 000 s made
TOT el peteMhdle, o8 mbyime comurny Vol Wi BB ALY RS - ALV o 522, 206, 000 and b
DT 2oy 2 oy L I T Rt 106, 422, 000 P be gre
IRIIE b e R T A B A WRNVE o .- 31, 898, 000 § Illodlti
Analysis of the principal transactions growing out of the Government’s financial entirell
_program and of the transactions through the gold settlement fund since the declaration cases i
of war, April 6, 1917, shows the important part the fund has played in fiscal agency ifloth

‘operations, for through it the Treasury has been enabled to transfer, without the "
actual handlings of cash. vast sums from districts where they had accumulated to
other districts where funds were needed to meet dishursements, the time consumed
in transfers being measured in minutes instead of days. to be
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-~
* 2o, too, many of the other Republics possess strong central institu-
tions capable of functioning—so far as concerns gold clearance trans-
actions—in the same manner as the Federal Reserve system func-
tions for the United States. And, what is equally important for the
domestic commerce of each nation, and more important for its foreign
commerce, many of these institutions, if proper cooperation be
organized, may, as at present constituted, enter into arrangements
with one another for handling international transactions.
Here, however, arises an objection, stated perhaps thus: “ When
I have gold I want it here under the protection of my own country,
whose laws I know. I do not wish to have my gold in a distant
country about whose laws, organization, or stability T know little.”
In order to meet objections of this nature, it has been thought
desirable to establish an international gold clearance fund, under a
joint or multiple international guaranty, so that the gold deposited in
that portion of the fund happening to be within the jurisdiction of
one government should be protected jointly by that government and
by the representatives of all other nations which had become parties
to it. This would constitute a joint guaranty not in the sense of
obligation to make good any losses, but in the sense of an engage-

ment to maintain the inviolability of the fund at any and all times,

in war as in peace.

This guaranty is the essence of the plan. The aim is to assure the
safety of an international fund in which private individuals may
make deposits for payment in other countries, parties to the agree-
ment, and from which other private individuals may receive pay-
ments due them. The convention does not take from the public
store of gold, or from the funds of private banks, any definite amount
of gold, setting it aside as a nucleus for an international fund. It
provides only the machinery for the safeguarding of gold for account
of other countries. It merely enables two banks, officially designated
by the governments which conclude the convention, to proceed with
entire safety and with a reasonable freedom in the arrangement of
details, to deal with each other as if they were under one jurisdiction
and were making use of one clearing house.

The convention provides that practical arrangements shall be
made by the depositary banks as to the time and method of clearance
and balancing of books. The intervals between such operations will

~be greater or less according to the character of the exchange of com-

modities between the countries entering into the agreement and
entirely within the convenience of the contracting parties. In some
cases it may be desirable to adjust the balance every four months;
in other cases every six months; and in still others, every eight or nine
months, or even once a year, or several years. In any event, the
process will be the simple one of determining the net amount of gold
to be sent by one depositary bank to the other in accordance with
detailed arrangements previously fixed between them; and once this

Federal Reserve Bank of St. Louis
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'\—‘ -
transaction shall have been carried through, the account will hy :%rk
been adjusted and a new series of telegraphic transfers, through the “exch:
channel provided by the fund, may freely begin. Each of the two circu
governments committed by this convention to act as trustees of the meth
international fund will designate a person or institution to share the have
custodianship and, upon oceasion, check up accounts; and the third Th
government (or as many more governments as may jointly be invited wish
by the two contracting powers to share custodianship) will designate this ¢
representatives in each of the two countries to share the custodianship of dis
of the one fund created by the two trustee countries. whet

How does the convention benefit in any way the country which for t
has normally a favorable balance of trade? It has been suggested to ment
the council that such a country will derive no benefit from the i | whic]
proposed plan, inasmuch as it will continue to receive payments of In
gold due to it for the commodities which it may export. It must be natec
borne in mind, however, that a favorable balance of trade on the basis of th
of the exportation or importation of commodities does not at all depos
necessarily govern the volume or balance of payments.. Many of agree
the American republics have had in the past, and doubtless will and
continue to have, substantial payments to make each year, by way of fﬂ(‘-_lh'
interest payments upon the investments of private or quasi-public umﬁf
character, or by way of service on the public debt. Furthermore, venti
not only transactions directly between country A and country B are Inter
to be taken into account, but transactions whereby debts of country modi
A in country B are settled through exchange transactions between cond;

country A and country C. It is rather the balance of total payments
from or to the given country which should be considered, and not
simply the balance resulting from imports and exports, when the
attempt is made to determine the value of a mechanism designed to
eliminate the useless shipment and cross-shipment of gold.

The practical usefulness of the machinery which the convention
seeks to establish, for the elimination of useless expense and risk, has
already been emphasized. If, as frequently oceurs, exchange swings
from one gold point to the other, from a condition making for gold im-
portations to one calling for gold exportations, the gold first deposited
in the fund would then simply be released and the cost of the trans-
portation to and from the other country, including two insurances
and two losses of interest, would be saved for the benefit of the two
contracting countries. Attention may also be briefly called to other
considerations, not without importance. Through this channel,
governments may, if they wish, transact business with each other or
settle their accounts with international organizations, to the support
of which they respectively contribute. To such extent, moreover,
as may be permitted by conditions in the credit markets of the world,
the relief of abnormal exchange situations can be facilitated through
recourse to this international arrangement for the deposit of ear-
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::arked gold. The extent to which relief could be found for abnormal

“exchange situations would, of course, depend upon the individual
circumstances; but the use of a direct, inexpensive, and expeditious
method of adjusting balances through gold deposits would in itself
have a salutary effect.

This mechanism is not obligatory; that is to say, persons who
wish to ship gold may continue to do so, so far as the operation of
this convention is concerned. In other words, it is purely a matter
of discretion on the part of the financial and commercial community
whether or not they aveil themselves of it. The convention exists
for their convenience; but if other reasons dictate the actual ship-
ment of gold, there is nothing in the conclusion of this agreement
which will prevent it.

In short, the purpose of the convention is to permit certain desig-
nated banks under public control to carry on transactions on account
of their respective nationals, involving an international earmarked
deposit account, to be balanced at appropriate intervals in a manner
agreed upon by the depositaries. It aims to obviate useless expense
and waste of time, and, to that extent, stabilize exchange. It
facilitates recourse to a money of account. It will promote the
unification of the law of telegraphic transfers. Above all, the con-
vention seeks to create a secure and practical method of carrying on
international business, so far as payments of interest or for com-
modities are concerned, in difficult times or under costly and insecure
conditions of transportation. Exchange transactions will, of course,
continue, and the council fully realizes that with the gradual return
of normal shipping facilities and low insurance rates, the shipment
of gold may again become inexpensive and advisable. But the
council has in view the great desirability of establishing practical
machinery which will make possible international payments to and

from all of the American republics at times when conditions attending

the shipment of gold become most difficult and uncertain. It has
been borne in mind that precisely when the ordinary channels of
such transactions become most unsatisfactory, it is just at that
time, as a rule, that the “gold points’” are reached and shipments
become imperative. The council does not need to do more than call
the attention of the national sections of the commission and, through
them, of the financial communities of the American republics, to the
situation which arose everywhere in this hemisphere when the
European war broke out in 1914. How much confusion, loss, and
widespread hardship would it not have been possible to avoid, if, at
that time, there had existed some means of the kind to which the
council again invites the careful consideration of the members of the
commission. :

In final form, and embodying modifications suggested to the
Central Executive Council and found desirable, the terms of the
treaty are as follows:

Federal Reserve Bank of St. Louis
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CONVENTION CONCERNING AN INTERNATIONAL GOLi) CLEARANCE
FUND.
1 Whereas experience has shown that the payment of debts
2 arising in the course of commercial and financial transactions is
3 often impeded and rendered difficult by reason of circumstances
4 which interfere with and temporarily render impracticable the
5 safe transportation of gold from one country to another, in con-
6 sequence of which trade is deranged, values are rendered un-
7 certain, and financial loss is incurred, the high contracting par-
8 ties, being desirous to guard against such grave inconveniences,
9 have decided to conclude a convention for that purpose, and to
10 that end have appointed as their respective plenipotentiaries:
11 The President of the United States of America, --_.-____2.
(MR AEOMINARITRARLY Qaot | AR 7 - SHnlmoaih B e s nd
13 The, President of the Republic.of .o . - ::- sosrseemmmmacis g
11620 s ety O g oo B g S s gt Bl ot 2w Mo e e el
15 who, having exhibited to each other their full powers, which were
16 found to be in due form, have agreed upon the following articles:
17 ARTICLE L.
18 With a view to stabilize exchange and facilitate the settlement
19 of balances, the high contracting parties agree that all deposits of
20 gold, madein banks designated for the purposes of this convention
21 within the jurisdiction of either of them for the purpose of paying
22 debts incurred in the jurisdiction of the other, in the course of
23 private commercial and financial transactions, shall be treated
24 by the respective governments as constituting an international
25 fund, to be used for the sole purpose of effecting exchange.
26 To this end the high contracting parties agree never to appro-
27 priate any of the moneys included in such fund; and they further-
28 more engage, each within its own jurisdiction, to guarantee the
29 fund, in any and all circumstances, in war as well as in peace,
30 against seizure by any public authority as well as against impair-
31 ment by or as the result of any political action or change what-
32 soever.
33 ARTICLE II.
34 The high contracting parties agree to act as trustees of the
35 fund mentioned in the preceding article, and for this purpose
36 each of them will designate a bank within its own jurisdiction to
37 hold any part of the fund there existing as joint custodian with
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INTERNATIONAL GOLD CLEARANCE FUND. 9

- such person or persons or such institution as the high contracting

parties may concur in appointing for that purpose; and the high
contracting parties further agree to invite other countries, with
which either of them may have concluded similar conventions, to
appoint representatives to take part in such joint custodianship.
Such joint custodians shall hold the moneys so entrusted to
them, as part of the fund, subject to the order of the creditors for
whom the fund is held. ‘
ARTICLE IIL
The details of the practical operations of the fund shall be regu-
lated and determined by agreement between the designated
depositary banks, and in order to simplify and facilitate suchs
operations the high contracting parties agree to take into con-
sideration the adoption of a uniform exchange standard, per-
mitting the interchangeability of their gold coins, for which
purpose they recommend the adoption of gold coins which
shall be either a multiple or a simple fraction of a unit consisting
of 0.33437 gram of gold 0.900 fine.

ARTICLE 1V.
This convention shall be ratified, and the ratifications shall be

exchanged at_ .. __________________________________.
within two years, or sooner if possible.

Each high contracting party reserves the right to denounce
this convention at any time, it being, however, stipulated that
the convention shall remain in force for one year after notice of
termination shall have been given by either high contracting
party to the other, and that on the expiration of the term of one

_ year after such notice the said convention shall altogether cease

and terminate: Provided, That the guaranty of the fund herein
given by each of the high contracting parties shall continue in
full force and effect so long as any part of the fund on deposit
within its jurisdiction at the date of the termination of this con-
vention shall remain unliquidated.

In testimony whereof the respective plenipotentiaries have
signed these articles and have thereunto affixed their seals.

Donein .. . _______.____.____ copies,
CEF ooy cormge MO NN b IO, .. ..:." R oo o e o
this __ - _________.day of-_\__-__-__-_________, 1919.
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L AMERICAN EMBASSY.
o | TELEGRAM RECEIVED.

-~

31 TS GX Filed 10:56 a.me
Amsterdam 68

Benjamin Strong,
Care American Embassy,
London,

Dalte..

CATALA LG Al a)ats el larals LALSLALALALILALGLA L Al st L L i i e e L e e e e A e e e e e e e s .

September 8th,191!

Suvretta Stmtz telegraphed you twice via Paris Am here

trying straighten out affairs of Nina's brother who still

very ill Sorry advice your Amsterdam visit reached me

too late TWhat are your plans and what are Eénts can we

meet anywhere? Wire here or write Baden-Baden Hotel

Stephanie Kindest regards was signed Paul Warburg

De Nederlandsche Bank
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PATL M, WARBURG, CHAIRMAN,
EXBCUTIVE COMMITTEY « AERICAY ACCEPTANCE COURCIL
-—-‘“-——

During the year under review, the Cormittee on Policy and Opera-

tion stesred substentially the same course as during the preceding year. It devoted
its attenftion primarily to the objects that ul}nod its main inte rest from the
beginning, viz. the bringing sbout of a better understanding on the part of both
the bankers and the public of the proper use of the bankers acceptance as a credit
instrumnt; the establishment of a common accord concerning the best me thods of
distributing bankers acceptances, ani finally, the development of a nation-wide and
heal thy discount marizet, including as its ultimate goal the establishment of
dnl‘i.np on tha New York Stock Exchangs on a temm settloment basis instead of the
present system of daily cash seftlements. ind the very aims that determined the
policy of your Committee with respect to banksrs acceptances, have guided it with
respeet to trade acceptances.

It is a great satisfastion to report that during the ysar unier
roview it was possible for the Council to further develop and strengthen its rela-
tions with the Federal Reserve Board and the Federal Reserve banks. While from the
beginning the Council has oom‘ont.ratld its energies toward carrying to the peopls,
in as popular a form as possible, the message that the Federal Reserve Board and
the Federal Reserve banks wished to impart to them, and on the other hand, to convey
to the Board the views and requirements of the banks and the public as far as from
time to time they were formed from practical experience, it is a pleasurs to record
that during the current yoar these efforts and ambitions of the Council have become
more and more successful,

Your Committee believes that it may safely state to the members

of the Council - without fear of laying itself open %o the charge of claiming

eredit to which it is not entitled -~ that by acting as intermediary and advisor in
Digitized for FRASER
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both direstions it has rendered important services in assisting in the formula-
tion and adoption of the best prineiples to be observed in the use of bankers and
trade acceptences. In dealing with these guestions, the Conmittes could always
rely on adviece ani support on the part of members and officers of the FPederal Reserve
Board and the Federal Reserve Baunks -~ be it in their official or in their individual
capacity ~ and 1t avalls itself of this opportunity to express to them the Council's
~ genuine appreciation of thelr wara intersst and cooperation in the Council's worls

The report of the Committes on Publicity gives a full record with
rogpect to the lines on vhich its publicity campaign moved during the year under
raview, The work of education, as far as concerns the meking of scceptances and the
purpose for waich they may properly be used, may soon bs considered as fairly
completed, The Council will have to continue however ite fight against sbuses, new
varities of which must be expected to spring up from time to time.

Recently the Council's attention has been drawmn to very serious
occurrences that threaten the stanmiing and future growth of the American bankers
acceptance. The heavy declime in commodity prices has called forth attempts on the
part of foreign pirchasers %o free themselves from contracts which were bound to
subject them to grave, and in soms cases even fatal losses. This has induced them
% bring pressare upon our banks to refuse to accept confimmed lstters of credit
which had been iseued for the purchaser's account. In falrmess it must be stated in
their defepse that in several cases they were themselves the victims of sharp
practices on the part of foreign sellers, who hed delayed, or wilfully omitted,
vshlpplng the goods while the trend of the market was in favor of the purchaser, but
who now were using every legitimate, and often illegitimate, means to hurl the
mrchandise at the importer, vhen the contract had turwd in the shipper's favor.
But even vhere fraudulent or skharp practices of this sort were unfairly indnlged
in by such shippsrs, this cannot be pemitted to effect the sacred pledge embodied in

a confirmed letter of credit, which must be respected in all and any circumstances, as
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long as the termms ani conditions of the letter of credit are being observed under “A
which the acesepting bank had issued the credit, no matter what loss this may
possibly involve for the customer.

The faet may not be disregarded that there is 2 third and immocent pw
interested in the transaction, vizs the bank or firm that purchased the bill om
the strength of the confirmed latter of credit; these bona fide purchasers mt\bo

| protacted at all hazards if the /msrican dollar acceptance is to gain, or retain, &

position as a world's instrument of exchange of equal standing to the Sterling bhill.

A bank that dishonestly refuses to fulfill its obligations under swmh

a contract because it, or its clients, might suffer a loss, or because such customers

bring pressure upon it to disregard its sacwed pledges, or even try to inveigle

inexperienced judges into granting injume tions, in order to prevent the bank from

giving its aceeptances, ought to be held up to public contempt and any bank found to
connive or indula in such immoral practices ought soon to learnthat 1ts scceptames
have becbme unsaleble in our own market as well as in foreign landss

Credit is not‘onlw a question of financial etrengthy the moral side
is a factor of equal if not greater importance., The American banking commanity, under
the lsadership of the Pederal Reserve Board and Federsl Reserve banks - unless they are
willing to see destroyed their ambition to establish the imerican bankers acceptamce in
world marikets - cannot afford to leave smy doubt that they will eliminate from the ranks
of imerican asceptors any accepting house that dees mot live up to the highest standaxd
of business ethics.

The few unfortunate ocourremes that have given rise to this discussion
and the mistsken action of judges that were foolish enough to grant the shield of
temporary protection to crockmd manoeuvers until better kmowledge of the real facts
forced the courts to vithdraw such protection, in soms cases were probably due to igmorance
rather than bad faith.

The acceptance busimess, and the very perplexing phases that it wolv«,
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ware probably mew to these jJudges and to many banks, soms of whom went into
this business without & mfficlently careful stuly snd without having a persomel

adaquate ly traimd in the intricacies of these particular transactions.

Ths Council will do &ts utmost to throw light on these practices
g0 that both the courts, the legal profession, the banks and the public should
fully unierstand what it involved in the problens On the other hand, it will
emphasize to buyers of Aimricam bankers acceptamces that ths law fully protects
them, in the same mamnmer as the British law, no matter vhat temporary subtarfuge
a disreputzble drawer or asceptor may resort to.

A grest deal vemains to be dome in developing a genuine and reliable
ageeptance myrket in the United Statess Very satisfac fory headway has been made
during the yoar. The rroportion of bankers sceeptamss held todsy outside of the
Federal Reswrve iuxi bas grown from 40% early in 1919 to mearly 75% The further
the aggregate asmount of outstanding United States Treasary Certificates will be
redused, the larger will bacoms the amount of bankers asceptances held as a aquick
asset and 2 secondary reserve .by country banks , savings banks and other fincneial
and commsrcial corporations. INMuch remains, however, t0 be dom in this dirsction.
While in some states the savings banks have beem ables to secure legislation permitting
them to purchase zcceptances, and have been able to avall themselves of this privilege

to a very substantial degrea, tfuro still remains quite a numbar of states in vhich
tion on these lines ought to be sought znd, in certain cases existing legiala=-
tion ought to be amended. For instamme, in the State of Wew York savings banks are
pemitted to buy omly the aceeptances of member banks, while the aceeptances of other
eorporations that anmder the Pederal Reserve Act have been organilzed for the very
purpose of granting bamkers aogeptances, without being member banks, but having
member banks as lawful stockholders, cannot under existing Wew York State law be
bought by sarings banks, which aro also yrecluded from buying acceptances of the

large rivate banking firme, even though these bills b endorsed by member haniks.
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Aﬁi’lmi warks t, suoh as wrst be our ultinmats alm, osw
only B ssoured I¢ we eliminate as far as powsibls wmocessery rod tape and
disarinimtions and pomeit the meriet 1%ecld % develop the test of what ie the
standard of a prims bankers adgeptanco, as ls dose 1n Londoh, where suoh thing se ;
“maymbe ¥ W. or $he likeyis not Enown.

ring the ooming year your Comrittee bslisves tha$ the Coumeil
ghouls direst 188 otwongess efforts 1w tie direction of Purthey perfesting &
pystem of country-vide distridusion of dankors asosplsncege Txoellmt progress
hae boan made i reaching & more genevael avcord upow tha polnt thal the proper
mothod of eelling bamkere scesptences ie through the drawer of the bill imstead of
through tie accoptore The laok of umsnimity thot last yoor ot1ll existed in thise

& regard hos fairly well been oweracus sod lesdlng cscepting firme sre now in

i prostioal acreemmnt thet in the inmbarsst of the country as & whole #ho placing of
benkars acceptemoes through the scoeplor mmet be coveldersd as an uniesireble
prectics.

Gscows compenies snd privets fivme have doms a great deal towards
widening the oirele of purchusers of Mrn atoeptantos. The Coumeil will
gontime with unsbated vigw W wun thope in charge of our 0,000 baaking
inetitudlons, that it is tielr &ity, and at the some tim a mam of proteetion
for tamalves o Locome mh; snd substantlel purchasers of barkers scoep tancose

Just & jay a3o our Comulttes stressed im ite ammual veport the
great importense of sselng the Yew York Jtoek "xehangs pleged on A basie of dealings
om term settlamente rathoy than on cash dealinge. The present aystem involves
for doth the Sbeok 'mchange and tlm country st laras grawe socmomie deadvantages
end dengers, &b the samw vime it offere sericus ohstacles %o the uhteamslled
dovalopmut of & raliable dlscount mavket in the Tnited Statess

It s ummecessary o repesh st this jumeture vhat was stated a year
agos but it is & great satisfaction %o roglster the very eubetantial hesiway made
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towards the ultimate goale. The New York Stock Exchange during the period unmier
review ostzblished a mechimry for the clearing of Stock Emhqgl transactions,
which has proved highly admirsble and for which credit is largely due to the
Chuirman of the Clearing Cormittes, Mr. Samuel F, Streit, whose interesting reports
. eoncorning this topiec have been published by the Couneil.

It is natural that with conditions as tense as they are and with
the gigantic trarsactions involved, progress cén only be made camtiously amd that
impatience must not be pemitted to indnce those in charge to take further steps

before the ground has boen thoroughly prepared. The Council feels gcertain that

ths matter is being pushed just as fast as it can be with safefy, and has every
sonfidence that in due course further aatiafé.atory progress will be made.

The New Yofik Stock Wxchange may consider it 2 great achievement

that 1t could carry out the changes in its technique without any serioms hitech or |
Jar vmila'tho engine was kept moving at top speed, and this permits us %o hope
that the next steps will be umiertaken with eoual swscess.

Iz formlating its future policy with vrespest to trade acceptances,
the Committee might well take it for granted thaty as far as the desirability amd
the souniness of the trade aceeptance method for certain branches of trads are
concarmed, the argument has been won. The proof of the ple, after all, is in the
eating of it, Whem so many hundreds and thousands of firms are testifying as to the
excellent results that they have actually secured by adopting the trade asceptanece,
it seems 1dls to contirmue to argue with people who persist in their droad uﬁrum
that ths use of the trade acceptance is inadvisable or impracticable, The Committes
will, however, find it 2 most important duty to contimue to wateh the deve lopmeﬂt of ip
umiegirable practices in the use of the trade aceeptance. The standard of the tradd
acceptance must not be pemitted to deteriorate. Vhat has been said sbout bankers
asgceptances in this regard applies with equal foree to trade acceptansces. The

future of both instrumnfts iz at stake if practices are pemmitted to be indulged
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It may be proper for the Council on this oceasion to place on
record that it visws with grsat alam the epidimiec of cancellations that is
swaeping the world at this tims, It is intolersble that business ethics should be
believed to permit a purchaser or seller to hold a contract as binding onlyva.s
long as it offers advamtage, but that it could be trosted as a sersgp of yaper vhen
the contract inwnlves a loss. Whils the banking conmmity must insie= ¢ that ite
methers will hold their shield free of any blemish in this regard, 1t 1 evident
that the safety of banking operations is put in Jeopardy and that the vhole eredit

structure must suffer iIf the code of bus imesgs athics is pommitied to bs undermined.

CHATRMAT .
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Vs ~PAUL M. WARBURG
- 17 EAST 80T™H STREET

NEW YORK January 26, 1920

Dear Strong:
Nina and I were very glad to get your post card and see from it that vou
had arrived safely. Let us hear from you from time to time ass to how you like the
place,
I just returned from Washington, where I had to spend a week attending the
Pan American Conference. It was hard work and, T think, on the whole a fairly
successful meeting, though there was no real snsp to it - Glass making a rsther
lame presiding officer, without any enthusiasm and no ability to electrify the J

crowd as YcAdoo had at the last meesting. The opening by Lansing instead of the

President wzs, of course, a cool affair. On the whole, I should say that we are

getting more down to business and away from oratory; however, the trouble is that

in view of our congested market we cannot talk very much business either.

I enclose copy of a speech which T delivered at the Thursday's session.
I am sorry you were not on the program and that Senator McCormick had to make the
‘budget speech instead. I could not stay to listen to it, inasmuch ae T had to
get back to the Resolutions Committes, which had to finish 1ts work that avening,

but T belisve he made quite a éocd speach, He is a clever guy, but erratic and

somewhat dangerous. Tomorrow there is = Pan-Americen lunch at vour bank and we

(5«’,:,\_. ARy

shall mies you, I shzll be glad when thef;how wifihbe over.

Discount rates went up at last to 6%, with 211 ¥inds of strings to it; bdut,
on the whole, I think it is a satisfactory move, a step which only should havs
been taken lonz ago. I believe I helped just a little by téking to some of the

members about two weeks ago, andvalso by occasionally dropping a hint in the publiec

press. An editorial which I wrote for the Acceptance Bulletin I think was timely.
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f I enclose a copy. All of this, however, need not bother you now and I heope that

you are playing just as hard as you can and forgetting about Wall Street and other
unfortunate spots in the werld,

Yesterday I read Mr. Keynes' bocok, a1l exéept the two }ast chapters which
I have reserved for tonight. I wonder whether he sent vou a copy. In any casse,

I am ordering one here for you and hope it will reach you soon. You may not

agree with the book as much as I do, andvI have no doubt thatiit will ca2ll forth
gome hot rejoinders. I believe, hovever, that in any case it will do a great deal
of good in throwing the limelight upon a situation which will have to be remedied
unless we all will have to go down to posterity as a crowd without backbone and
honor.

I algo encleose a copy of the American appeal with ite final signatories
end liste of the people that signed in Europe. It is, I believe, quite an im-
pressive demonstration.

Washington disccurages me tremendously. Polk is eplendid and refreshing.
He etill has the right conception of things and his 0ld frankness and punch in
spite of his poor hezlth,

Leffingwell is going through a hard time -poor devil! While he is wonder-
fully brave and appeers to laugh it off, it is no fun to be in a position of waiting
upon the Lord Almighty to smiie‘Ppon you or throw you into the discard. I think
Leffingwell is quite sincere and honeet when he e=ys that he really would prefer
to get out; at the same time nobody likee to be placed in that position of having
been a candidate, Wilson's method of hendling this case is just as inconsidsrate
and characteristic of the man as ever, and stupid at that, because sven if he now
appointe Leffingwell, as I sincerely hope he will, he will have succeeded in taking
all the enthusizem out of the man, who would, of course, feel that it isn't a
whole~hearted and enthusiastic appointment, but one made with great reluctance

and possibly as only the best way out. Leffingwell certainly dss=rves it and I
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should be terribly disappointed if hs sghould not get the job, even though I do
not find him at his best just now and rather disapvointing in spots. He gives
the impression of 2 men who has been working toc long in the same surroundings
and under great strain -- God knows that the task of the next Secretary of the
Treasury will be & terribly thorny one. At present they are so scared in that
office that they do not dare move one way or the other. They wish to keep the
CGovernment out of it as far as possible, which is sound, but they are not en-
couraging any other real constructive move for fear of exposing themselves to
attack at this critical juncture.

Sir George Paish -poor soul- muddied the waters and made the;ﬁmore
than ever.

With warm regards from Nina and best wishes from us both,

Always co iially yours,

Benj. Strong, Esq.,
Castles Hot Springs Hotel, .

Hot Springs, Ariz.
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31 PINE: STREET

ACKNOWLEDGED ¢y vork
JUN 121922

L B 4 -;;’

June 9, 1922.

Dear Mr. Strong:

It seems certain to some of us that in the
coming campaign the question of fiat money will
play a large part, and I believe we must not under-
estimate the dangers of that issue. Henry Ford's
and Thomés Edison's siren songs must not be treated
lightly in a country, that has twice deliberately
destroyed a sound banking system., Some of us, who
are profoundly interested in protecting the
integrity of the Federal Reserve System and the
future of our banking system as a whole, have been
considering what would be the best ways and means
of keeping the country at large informed as to
certain fundamental questions of money and banking.
There is a league, at present called "The Stable
Money League", which can be used to good advantage
in this respeect, and which has made certain preparations
on these Iines. We have been fortunate in securing
Mr. Waddill Catehings to act as Chairman of the

Executive Committee of this league.



Before starting upon the campaign of education,
Mr. Catchings is very anxious to meet a small number
of men, who might be willing to act in en advisory
capacity in directing the efforts of this lIeague,
without at all appearing publiecly.

I have asked a few men to meet Mr. Catchings
on the evening of Tuesday, June 20th, at dinner at
the Plaza Hotel at 7 p. m. Would it be possible
for you to join us? We hope to adjourn at half
past nine, so that everybody can still get back
to his respective country place. I sincerely hope

that T may count on the pleasure of your presence,

V?7§7tru1y your

Benjemin Strong, Esq.,
Federal Reserve Bank,

City.

PNW.N
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31 PINE STREET
NEW YORK

November 14, 1922,

Dear Strong:

My brother Max, who sailed today, was
asked during his stay here by several papers to
write an interview for them coneerning the German

situstion, He did so, but decided at the last

moment that it would be better not to give anything
to the press, O o 2 [ R

I thought that poss;biywyou might be
interested in seeing this p&ﬁgQ, and I am taking
the liberty, therefore, of sending it to you for

your confidential use.

With kindest regards,

/
L —— — /

Benjemin St%rong, Esq.,
15 Nassau Street,

City.

PMW.N
Enecl.
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| CONFIDENTIAL - NOT TO BE PUBLISHED
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IHE GERMAN PROBLEM

by Max M. Warburg.

I have been in the United States for two
months as an "unofficial observer“, whose main functions
appear to be tp see the things that might be dohe, and
cannoct be done, along side pf the th}ngs that should not
be done, and are being done. That, at least, seems to
have been_the unhappy fate of your "unofficial observers"
in Europe. But, I'have had the advantage over them inas-
much as in America, speaking by and large, things are
bright and hopeful, while what the "observer" sees in
Burope is dark and depressing. |

I have not been able this time to visit the West,
but I have been agreeably surprised to observe in the East
how well your leading men unde;stand the present European
political and economic problem. There is a very real and
sympathetic comprehensidn of the difficulties and the
sufferings of the 0ld World, and deep down there is é
genuine eagerness to help, smothered, however, by the fear
of getting mixed up in the turmoil without being able  ef-
fectively to save the situation.

While, viewing the Buropean embroglio from
across the seas, one can hardly blame the average American
for this fear of needleésly burning his hands, one is tempt-

ed nevertheless to ask oneself: Was it really necessary for

Federal Reserve Bank of St. Louis
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conditions to become so desperate, and would it not haﬁe
Lzzen poussitle to arrest the disintegration of Europe if

: America in the past had taken a more active hand in the
affairs of the 0ld World? 1In saying this, I do not wish
to be understood as wanting to argue for America's entry
into the League of Nations. But, between so far-reaching
a commitment and the other extreme of entire aloofness,
there lies the famous "middle road", which many of us
hoped America_might‘see her way clear to fpllow.

It is a matter of fairly common agreement today,
that.since the end of the War, governments of some_of thes.
1eading‘European countries have done, not only QbViously
stupid and destructive things, but that they have commit-
ted these blunders with open eyes and often unwillingly
and'regretfully; simply because the pressure of home
politiecs and war begotten passipns were stronger than

their conscience and reason. If America had only been

officially represented on the Reparation Commission, her-

influence»c&uld have helped the forces of reason to assert
themselves sooner, and some of the bitter and wasteful
lessons of painful experience, that Burope is learning to-
day, might have been avoided. Having been in the United
States for two months, I fully understand the chains that
unfortunately have tied Uncle Sam's hands in the past;

but ; the elections being over, - the 0ld World hopes that
he now may see his way clear to free himgelf, atvlegst S0

far as tc be able to change his role of an unofficial ob-
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server into that of a disinterested mediator between the

European nations. It is perfectly true, as has often

been said, that the United States cannot help Europe until
Europe helps herself, but Uncle Sam can render valuable and
indispensable assistance by guiding Europe in these very
efforts "to help herself". Unless European disintegration
can be arrested in the immediate future, nobody can tell
how far it may go, and it is idle to think that America
would remain unaffected by an increasing political and eco-
nomic upheaval in Burope. It is reported that Bismarck
once said that he would not sacrifice the life of one
single Prussian grenadier for the sake of peace in the
Balkans. None the less, it was a Balkan explosion which
ultimately blew up Germany. Many people in the United
States are apt to take a similar point of view concerning
Europe, but the technical and intellectual ties that bind
the 0ld World to the New are stronger today than were those
that connected the Balkans and Berlin, and - whether she
likes it or not - America's future is inextricably tied to
that of Burope, and it is dangerous for»America to close
her eyes to the lessons of past history.

It seems strange that this fact should not be
more keenly realized by the farming sections of the-country.
It is they, primarily, that will sgffer from a further crip-
pling of Europe's purchasing power, It»is the last ten per
cent of an article that makes the priqe, and it is the

producers of America's staples that will feel Europe's dis-

htti://fraser.stlouisfed .org/




—4—

‘ﬁ‘\\\\hntegration more than any pther class in the United States,
Anerica, so far, has not had a real taste of what a complete
collapse of Central Europe's purchasing power would involve.
Whilst Germany's purchases naturally have gradually decreas-
ed, due to the terrific decline of the purchasing power of
the mark, she has, after all, been forced up till now to buy
substantial qgantities, even though she could do so only at
the price of further precipitating the collapse of the Reichs-
mark. But, it is not difficult to foresee what will happen
when thevma;k“will be so far reduced that it will become
entirely impossible for Germany to continue the purchases
of foodstuffs and raw_materials which she requires in order
to prevept extreme suffering, unemployment, riots, and con-
ceivably, open civil war.

My own regretful conclusion is, that we shall have
to face these possibilities in the coming winter and spring
unless a radical turn for the better will occur, which can
only be brought about by an entirely changed attitude on
the part of fhg Allied goverrnments in enforcing the Versailles
Treaty. As it is, Germany, within a few months, will have
neither food nor coal enough to keep her people in reason=-
able health and eomfort. It is_amazing to see how few of
the many who in recent years have visited Ggrmany have been
able to perceive how sick Germany really is. Economically,
she is suffering from pernicious anaemia., The casual o0b-
server is'easi;y 1ead to belieye that a man mno is busy
must needs be a prosperous man, But Germany is like a
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huge factory Whose wheels are going at - full speed; but
which throws the finished product into the seas. The long-
er such a factory works, the poorer it gets, and the faster
it works, the quicker it depreciates. Germany's deliveries
of coal, goods, or‘of actual cash must be considered from
that point of view. A large share of the billions of
paper marks that foreign countries bought have only served
to accentuate this ruinous effect. The mark in foreign
countries falling so much more repidly than the purchasing
power of the mark in Germany, the latter for four years has
been selling her goods much below the price in world markets,

s0 that Germany never could replace the goods sold except at

& huge lqss. It is true that in such transactions, Germany
temporarily secured arnew_purchasingApower enabling her to
re-stock her supply of raw materials, or to produce foreign
balances with which to pay indemnities. 1In all these trans-
actions, however, Germany, as a whole, was a heavy loser,
except where a foreigner_bought the Reichsmark for pure
speculation without investing in German goods or shares.‘

In that case,_ihstead of being a buyer at a bargain sale,

he became a partner in a concern that was being sold out

by his creditors.

A plain consideration of these facts would show
how utterly impossible it is for any bank to estimate how
much foreign countries may have lost through purchases of
Reichsmarks; because no bank can tell the purpose for

which it customers bought these Reichsmarks., That much
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is obvious, however,_that what foreign.countries lost is
a mere trifle as compared with the losses and sufferings
the German peoplekhave undergone thrdough the depreciation
of the Reichsmark. The middle classes, that heretofore had
modestly subsisted on savings of the past, have now been
completely wiped out. Those of them who are unable to be-
come workers of some sort are, 1iterally, starving, fregz-
ing, and dying. The Working classes, on the other hand,
ever since the Armistice, have tr;ed in vain to catch up
in the mad‘;ace with ponstantly rising p:ices. It is a
fact that since the War the German laboring classes have
never been able to get back to a fair living standgrd. It
is generally assumed that the standard of living of the
working classes has been reduced by about fifty per cent.
In spite of 211 that, one constantly hears stories of Ger-
manuprosperipy;_and high dividends are cited as proofs of
thig contention. How ridiculous this assumption is, a
simple illust?ation would show, If a man had one hundred
marks in 1914, and these marks drew five per cent_interest,

that is five marks per annum, he could buy for that one

hundred_eggs. If his dividend increased from five to A

twentykper cent, and he received today twenty five paper

marks, that would suffice to buy two eggs, or even only

one, A plain consideration of facts like these shows how
fictitious prosperity of this sort is, and how necessary
it is to reduce paper dividends, and paper income in gen-

eral, to the common denominator of the cost of living if

“‘ iﬁiier.stlouisfed.org/
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one wishes to find a reasonably fair standard of compari-
son, Insufficient consideration of this point is largely
responsible also for the_m;staken gtategents made with re=-
gard to comparisons of taxation levied in Germany, France,
and England.

In a similar manner, fallacious conclusions have

been drawn from Germany's low figure of unemployment. It
is generally overlooked that the German state railways and
the Post Office employ about two to three hundred thousand
men_imore than.wou;q be_héqpssary fqr efficient operation,

- Bgt. With one hundred thodsand goldiers available to control
Sixty million people, the Government camnot take the risk
of throwing these men into the streets, Moreover, the
German people work only eight hours today, instead of ten
as before the War.ngpd owing to undernourishmeni the gener-
al efficiency is low, In>other words; while Germany is
busily working, her pppduction has gone back,vaS‘would fol-
low conclusively from ﬁhgltwo facts that both her foreign
trade and the‘living.standard of her people have been cut
in two, She has not been able to export enough to pay for
her imports, and in order to pay for her excess importations,
and to produce her indemnity payments, in césh apd'kind,'she
has been exporting and surrendering her capital for the last
four years,

In the past, internal prices and wages have been

- following only gradually the decline of Reichsmark ‘exchange

in foreign markets. Periodically there always existed,
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therefore, a handsome margin for ﬁhe manufacturers and the
foreign buyer until domestic prices.had crept up again so
2s to wipe out the excessive mergin. Whenever that point
was reached Germeny's export business came to a temporary
halt, while the demands for indemnity_payments an@ fer
rew materials, particularly food stuffs, continued. AS
a consequence, the mark had to be offered again, while né
immediate balances were available, and the price of the
merk had thus to be thrown down once more until a suffi-
cient margin again existed in order to act as a new
incentive for foreign buyers of German things. This ex-
plains_Why the chart of the cpllapse'of_the mark registers‘
periodical jumps, which were accentuated from time to ﬁime)
or softened, according to the influences of hope or despair
engendered by the policies adopted by_the Reparation Commrs-
sion. Recently the bottomless drop of the Reichsmark has
not had the effect, however, of stimulating Germany's export
trade. Conditions have become so chaotic that the German
manufacturer‘a?d exporter do not dare any more to enter into
substantiai contracts for the delivery of goods at any def-
inite price, because no one can tell from one day until the
next what wages will be, or the price of foreign exchanges
on the basis of which’éz;g/;aterials will have to be bought.
This explains the marked decline of German exports in recent
months.

People have been wondering why France in 1871

could pey her Wear indemnity without an economic collapse,
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while Germany's finances are caving in under her burden.
The explanation is simple. Bismarck stated in 1871 that
his first concern would be to conserve France's credit sb
thatvshe should be able to pay. The Entente; on the other
hand, set out te destroy Gerﬁany's credit so that she could
not pay. Bismarck imposed on France an indemnity of one
billion dollars, that is about two or three per cent of the
estimated total worth of that country (in 1914 France was
valued at fifty billion dollars and Germany at about sevens
ty-to seventy-five billion dollars). The first indemnity
placed on Germany, however,.was sixty billion dollars, or

about eighty per cent of her worth.. It is true that later

on it was reduced to thirty-two billion dollars, There it

stands today, and equals about forty per cent of her worth!

It was obviously impossible to raise such an zmount from
taxation,_while the very imposition of so entirely unreason=
able and impracticable a léad so completely destroyed Ger-
many's credit that, both at home and abroad, it became
entirely_impossible for the Govgrnment to borrow a penny

by the sale of Government loans. But a starved and excited
pppulation had to be clothed and fed, and deliveries had to
be made to the Entente ;f further penalties and disorganiza-
tion were to be avoided. Thus, the Entente forcéd Germany
on the dangerous and precipitous path of paying debts by
printing additional currency, a road which inevitably had
to lead to the present economic disaster., In money, secur-

ities, deliveries in kind, surrendered ships, rolling stock,

igitized for FRASER
tp://fraser.stlouisfed.org/

deral Reserve Bank of St. Louis _ - o . S




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

-10-
confiscated properties, etc., etc. - but not figuring any
compensation or credit for the lost colonies - Germany has
turned over to her Entente creditors values estimated at
about ten billion dollars, which is about fifteen per cent
of what Germany may be estimated to be worth today. In
order to compensate her nationals for the property taken
from them, or in order to pay for deliveries in kind, there
was no other method of payment but the issue of additional
Treasury_pqtes and circulation, Why then did peqple wonder
at the rising tide of German currency? Germeny was_order-
ed to stop the printing of notes; but at the same time com-
manded to continue her indemnity payments and to indemnify
her nationals for confiscated property. One might just as
well order a chauffeur to drive his auto a2 thousand miles,
but not to use a drop of gasoline, Inflation could be
stopped'only if, temporarily at least, indemnities and con-
fiscations were arrested.

With a comparatively unimportant dislocation of
price levels America has found it impossible to bring ;nto
balange her structure of railway rates and wages, and you
have found out that productive taxation cannot be incregsed
peyond certain limitations, You have also found how diffi-
cult it is to balance a budget even with comparatively
stable conditions. It is unnecessary, therefore, to stress
the point of how uttérly'hopeless it is for Germany to at-
tgmpt to balance her national budget and that of her rail-

ways and other government enterprises as long as the
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Reichsmark continues the mad "dansg magabre“,_and wages

and prices fluctuate in hundreds of per cent from one month
to another, Texation in Germany reaghes much further down
than in France, while the highest bracket of sixty five per
cent applies to the many that earn a few million marks (a
milljon mark equalling one hundred fifty or two hundred
dollars - according to the daily fluctuation.) When these
sixty five per cent have been paid, the remaining paper marks

will not buy much, while the marks earned in the past, have

once more been decimated by the process of gelloping depre-
ciation., There is a vast difference in the economic ef-

fect of taxation when its proceeds are spent within the

.confines of a country (when taxation means only a wasteful

process of redistribution of income and property between

the nationals) or when the proceeds of taxation are thrown

out of the window and into the seas. The latter is largely

Germany's condition and explains, to a certain extent at

least, why she is in so desperately critical a‘state fcoday7
Whatvcan be done about it? That is a_long story, -

simple and sad. G;rmany in her present state of collapse

and exhaustion needs a breathing spell. She requires five

years of complete rest so that the mark may settle down to
some level of stability. Then only will Germeny be able to

balance her budget and to make an honest balancevshget, and

the world at large will be able to judge what her real
strength will be as she emerges from the War, crippled in

resources, and with a larger population than her present

Federal Reserve Bank of St. Louis
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depreciated plant can sustain, Given such breathing spell,
and given a reasonable support in this process of stabili-
zation, and given the assurance that after its accomplish-
ment it will not again be hopelessly upset by the imposition
of excessive indemnity payments, Germany's qredit and her
economic and moral structure can be rehabilitated, at least
to such 2 degree tha &%zéﬁiain proportion of her exports

l
{let us say ten per cent) may be set aside and turned over

to_herbcrgditors for a number of years to be agreed upon,

That annuity could be made the basis of a safe internation-
al loan and, if the interest installments for the first five
years were set aside and retained from the proceeds of the
'sale‘of the loan, it could be placed on the market today,

and provide for some payments to France and to Americg, and

for_a moderatg stebilization gold reserve for Germeny.

America's cleims zageinst Germany could thus be settled, and

the confiscated private property could be returned. I need

not enlarge upon the point that the vindication of the prin-

ciple of theé sacredness of private property is of vastly

greater importance for the United States than for Germany.
It is to be added that these thoughts are predicated upon

the assumption that the armies of occupation will be with-

drawn. As it is today, Germany peys four hundred thirty
million dollers for their upkeep, and that is more than
twice the cost of the entire administration of the German
government, and 2bout twenty per cent of Ggrmany's gross

export trade in her most prosperous period.
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The depreciation of the mark is breaking Germany's
back not only economicelly, but also morally, If a2t the end
of the War a man put one thousand marks intp a savings bank,
he cannot buy a pzir of shoes with 4t today. If he had con-
verted his one thousand marks into dollaré}_ﬁgixgiid be worth
about one million five hundred thousand merks todey. In
other words, "Save, and you are lost! Buy things or foreign
valuesrand you win!" Is it possible to conceive Qf 2 more
pernicious state ofAthings! Mey we be surprised if &%
creates a country divided into three classes of SOCiéfy:
one_phat suffeps and‘goes_under in decency; another that
profiteers cynically and_spends recklessly; and another that
Writhes in desperation, and wishes to destroy in blind fury
whatever'is left of a government and of a society that per-
mits such conditions.

If you have a poor crop in the United States,
the party in power genepally loses the next election., How
long, do you think, a liberal republic will be able to sus-
tain itself in Germeny if her Government will prove power-
less to bring a2bout a change within the near.future?

Germany has been the bulwark ageinst Bolshevism, her liber-
al and most constructive elements hold out their hends to
the democracies in the West. If no response i coming from
that direction, either the leaders of rgactiqn_of of com-
munism, or both together, will succeed in turning Germany
po.the East. That would be a fatal day for Westernhcivil-

ization, and for the peace and progress of the world.
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Economically, it is easier for Russia to recover
than for Germany, Russia- an essentially agricultural
country - is like 2 broken table, easy to repair. A few
good crops may put her back on the road to recovery.
Germany, on the other hand, - a complicated industrial
unit producing only a2 small portion‘of the food she con-
sumes - is like a broken clock-work. It will take infinite
patience, time, and intelligence to repair every piece of
the intricate machinery and set it going again. If Germany
is doomed to sipk into chaos, she will not be able to play
an important part in reconstructing Russia, Instead of
Russia and Germany recuperating as two independent uﬁits,
the result then to be expected will be a ﬁmerger of miser-
ies". Even though politically they would remzin separate,
their common necessities, sufferings, hatreds, and contempts
would weld them together and in this amalgamation the Slavic
race'might easily become the dominating element. . With Ma-
hommedan pretorian guards conscripted in Africa, end carried
across the Mediterranean by France in order to be taught
how to_pverlord.the white man - and white women, and with
the Turk back in Burope, one cannot view with calm indif—
ference the prospect of seeing Asiatic civilization advance
its frontier lines from the Vistula to the Rhine,

The flight of the mark has been the inevitable
economic conseguence pf the policies pursued by the Entente
and of the panic it has engendered in Ggrmany. A reasonable

settlement of the indemnity gquestion - and nothing else -
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will arrest it, With the return of confidence the mark
will stabilize, and faith and hope will come back, without
which the Germans will not continue to do productive work,
and without which Germany's creditors cannot hope to col-
lect anything from their debtors. A nation of beggars is
more dangerous than one that étill has something to lose,

Russia and Turkey have opened the world's eyes in that re-

gard, Let the Entente take good care to learn from that

lesson before it may be too late,
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h 31 PINE STREET

[FiLiNG Diw:] NEW YORK
FoMAR 8 1025 |
Confidential FEDERRL Restnu e Merch 7th, 1923.

Dear old Ben:

The enclosed may amuse you, and that is why
I send it. Kindly return it after you have read it.

I hope you will have an excellent trip and
that the snow will not delay it. If you will let me
know where you are I shall be glad to write you from
time to time such news as may entertain you.

With all good wishes from my ladies, I am,

Hon. Benjamin Strong,
470 Park Avenue,
City.

PMW.H
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3l PINE STREET
NEW YORK

April 23rd, 1923*

Dear old Ben,

I am delighted to hear the good news about
you from your fellow-workers of the Federal Reserve bank.

Nina and I were alsc tremendoucgly pleased to
learn of your boy's engagement. He certainly is not
losing much time in starting out on his own feet, and we
both wish you and him every possible happinese in his
future marrisge and career.

Peter Jay permitted me to read parts of your
letter to Owen Young, and I was much amused by your des-
cription of your cure. I hope it will be entirely success-
ful, and that you will have every reason to be satisfied
with your progress.

Just gn order to keep you busy I am sending you
under separate cover a copy of the April number of the
Netherlands Chamber of Commerce publication, which has all
kinds of "dope" about the Dutch East Indies; gt the same
time I am sending you a copy of "Agia", which w&é?devoted
almost exclusively to that part of the country in which I

know you are so very much interested.
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On Thursday we give a‘dinnér to Nr. Goodemough
of Barclay's Bank, of London; I shall miss you on that
occasion. We cannot have too many Englishmen coming over
just now. They are the only fellows, who have got the
right idea both concerning international politics and in-
ternational finsance. Your friend Tiafks is also expected
here very shortly. They have great plans to start a firm
over here together with Schlubach; I assume you are fully
advised concerning all that. |

With warmest regards, in which all the family

joins most cordially, I am,

Alway

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,

15 Nassau Street, New YOrk.
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o 31 PINE STREET
I NEW YORK

Mey 2nd, 1923.

Dear Ben,

It does my heart and my eyes good to see your
handwriting, and I am delighted to know that you are doing
well. '

I can sympathize with you when it comes to
' writing articles, which for reasons of state and other

valid reasons it is not proper to publish under one's
< ‘name. My suggestion would be: write them first and get

them out afterwards in one form or another.
I am sending you enclosed a copy of the "Ac-

| ceptance Bulletin", in which you will find an editorial
. on "The Dangers of Muddle-Headed Thinking", written by

the "muddle-headed"writer of this letter. The thoughts
i‘ expressed are commen place to you and me, but unfortunate-
ly nct to the average banker, politician and economist, and
I think 1t.is our duty to drive these truths home whenever
we can.

The object of these lines is to give you a
gggé bit of news, which is, that I learn from men, who seem
to know what they are talking about, that the new member of

the Federal Reserve Board from Memphis is an excellent choice.
| |
Digitized for FRASER

http://fraser.stlouisfed.org/ - S [ -
Federdl—%anw of St. Louis ——— == : ==




-

He appears to be an independent, courageous fellow, who has
had experience as a farmer, banker and successfull re-organ-
izer of an important dry goods business. He is a man of in-
dependent means, 6 ft.4 long, telling good stories, and from
all I hear, I think, he will add a good deal of force to the
Board, and,God knows, that is needed!

I hear alsoc that Mr. Dawes has made hiis first ap-
pearance and is making a good impression. I am sorry to see

Mitchell go; because he was a man who was always seeking ad-

vice, and he was a careful chap and, after all, a trained
banker! If he had 100% brains, however, he has been extreme-
ly successful in hiding the evidence from me. When writing
his epitaph, I should say that his qualities of the "heart"
were strongly outweighing those of his "mind'} which is very
lovable and attractive/but not always conducive to high ef-
ficiency in office.

I ém\curious to see what is "boiling" just now
in Europe. A new reparation offer is probably coming; but
I expect that it will be turned down once more, and that the
negotiations will ultimately end in enforcing some new settle-
ment once more in disregard of economic possibilities; and
then what?

We had an interesting dinner at which Mr. F. C.

Goodenough stated his views in the unbiased and gentleman-like

way which characterizes British bankers. What a lot we can
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learn from them! Lord Robert Cecil also made a great hit
by the moderate way of presenting and arguing his case. How
clever they are! Bernhard Shaw says quite correctly: "When
an Englishman wants anything, he makes & religion of it and
then does not let go till he succeeds". But they have such
a wonderfully effective way of hiding their passion!

This is enough philosophy for today. I am just
goselping in order to chat with you. Pierre Jay and Gov.
Morris, who were present at the Goodenough dinner,greatly
helped in the discussion, also Houston and Leffingwell. All
‘the seme I missed you! Aéb®Cu Ce N O

With best wishes,

Always| yours,

Hon. Benjamin Strong,
Governor, Federal Reserve Bank,

New York.
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May 8, 1023,

Dear ¥r.Gilbert:

Mr.Cese hsas suggested that I send you a copy
of the ‘etter I wrote to Governor Harding with regard to
the Havana discussion.

1 take much pleasure in sdnding you herewiths

(1) Copy of my letter to Hardinsg.

(2) Copy of my own report to Mr. MolAdoo, to

the FPederal Reserve Board, d=ted October
4th, 1915.

{3) Cop: of the sub-Committee report to the
Feders! Reserve Board with regard to the
cAdoo-¥ilson plan oflapening egencies of
the Federal Jgaorvo Banks in South Americe,
This report was signed at the time by WMr.
Delano, Mr.Harding, s=nd myself.

May I ask y$u~kiudly to return the latter sfter
you have resd it? :

I need not add snythigg to whst I hsve said im
my letter to Harding. I think th§ Board is about to commit
& stupendous blunder by permitting (in order to please the
State Depsrtmert) the Federsl Reserve System to extend ite
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operations in its own name into foreign countries. I should
think thast it had troubles enough &t home! Would it not be
rossible to delay decision until May 21st, whem the Federal
Advisory Coumcil will meet in Washingtom, and when & matter
of such importamce might well be discussed with 1t7?

#ith kindest regards,

Always sincerely yours,

Hom. 8. P. Gilbvert,
Undersecretary of the Treasury,

Weshington, D. C.

PMW.N
Enecls.,
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RECOMMENDATIONS OF THE FEDERAL ADVISORY
" COUNGIL TO THE FEDERAL RESERVE BOARD
Mey 21, 1923.

@ e = e - e

RECOMMENDATION NO., 1.

The Federal Advisory Council believes that sll the services
inquired about by the Federal Reserve Board in its letter of

May 3, 1923, enclosing copy of "Memorandum for Governors' Confer-

ence. X=-3676", should be continued, except that the Council holds .
to the opinion that the service rendered in the free collection
of non-cash items, both c¢ity and country, should be reduced. The
free collection of coupons, however, should be continued. The
Council understands that this guestion ia now being studied by &
special committee of Governors appointed by the Board.

RECOMMENDATION NO, 2.

The Federal Reserve Board has submitted to the Federal Adviasory
Council a copy of its resolution in tentative form authorizing the
Federsal Reserve Bank of Boston to establish an agency in Havans,
Cuba, and specifying the terms and conditions under which such an
agency should operate. The Board has asked the Federal Advisory
Council to exprass ite views particularly on the guestion whether

_the restrictions embodied under "number (1)" of the resolution are

far-reaching enough to insure safety: and on the other hand, whether
in the opinion of the Council these restrictions are s¢ far-reaching
that they might prevent the attaimment of the objects of the estab-
lishment of the agency--the outstanding objects being, as members

of the Board have explained to the Council, the so-called stabiliza- -
tion of the Cuban currency and banking situation, and the furnishing
of a2 continuous supply .of clean money. -

A careful examinstion of the resolution leads the Council to
the view that the limitations are not stricter *than the circumstan--
ces require. The stupendous losses that American banks operating
in Cuba have recently suffered camnnot but impress the Council with
ths absolute necessity of placing the greatest possible safegunards
upon the cpen market operations of Federal Reserve Banks in Cuba.
If these bills are to be bought by the agency before they are _
actually accepted by the bank on which they are drewn. it is obviouw:
that the Board is well-advised if it stipulates that they shall be
secured by shipping or other documents conveying title. Also that
they should bear what the Board csalls "a satisfactory bank endorse-.
ment.”  Without these safeguards obviously the agency would not be

- 8afe in buying these bille. With these safeguerds it is doubtful,

however, whether the agency will find an adequate supply of bills
which are thus made eligible for purchase by it. A very large

- number of these bills are being drawn &5 so=valled "dry sesson

credits"--that is, the large sugar. growing concerns are permitted .

Digitized for FRASER

ttp://fraser.stlouisfed.org/ ; 2
hﬂél Reserve Bank of St. Louis o - —yeenla s . : R




to draw on the banks granting the credit for the masking of the
orop in sdvance of the grinding, end during the grinding period,
and the shipping documents are forthcoming in due course ae soon
88 the raw suger becomes available for shipment. While these
bills are excellent investments for Federal Reserve Banks safter
they have been sccepted, they are, therefore, not availeble for
purchsse by the foreign aRency in the foreign country where they
are drawn. Aanother difficulty srises when we reach the point of
defining what is a "satisfactory bank endorsement.” If we were
restricting this definition so a8 to include only member banks,
there would be only two banks availsble for such endorsement for
the agency, and this would give them a position of preference. On
the other hand, it will be very difficult for the agency to dis-
criminate and to refuse the endorsement of local banks or the
Canadien banks, The fact remsains, however, that the Federal Ressrve
Benk is in no position to examine these Canasdisn or loecal banke in
a8 similar manner as it can secure® statements and examinsations of
American endorsing or accepting institutions. There have bseen
guite & number of importent Cuban banks that have gone into re-
ceivers hands, and cne of the importent Cansdian branch banks
became heav11y involved only about a year ago. Moreover, it
'should not be overlooked that some of the large sugar estates

sre practically owned, voluntarily or involuntarily, by banks

end benking firms and that in such csses the bank endorssment is
not quite a&s independent a guasrantee as it would appesr. If

the agency would be very careful in sslecting the nsmes that it
would consider as satisfactorv endorsements, and in keeping the
emount that it would take of each name within very conservative
limits, it would scon be charged with giving s position of preferencs
to American branch banks, It is hard to conceive, however, how
such = devdorment couid be svoided. Moreover, the supply of
thezse bills will be forthcoming only during certain seasons of

the year The operations of the agency will, therefore, not be

contirunns bu* “n1v sesgonal. On the whole_p the Pnunvil cannol

e thy usicn thet an thia of-rre )3Lp“ res rixgzl S 20 C
gsi . ok Po “-ruid which would prova sat L_EA"to -ty the Cuban

banks or secure any position of cnntinuous effective 1nf1uence for
the agency.

~

het has been said about power to purchase wmcceptances spplies “

to = certain degree also to power given tc the agency to buy and o
gell cable transferg. Thie, too, would be only a sporsdic busingss, ud

and there iz grave deubt whether the agency would be &ble to i g
secure the bulk of this business as long &s 1t could not buy the i
bulk of the long bills which would be offered in the market, and : I
£8 lang, thereforse, as 8 great many of the sellers of these bills
are more 1likely to send their remittsences to some New York, Phils-
“delphis or Bostan gorrespondent and drew sgesinst these remittances .
by eebla. Lcreover, the volume of cable transfer business to be e
done by the agency would be determined by its willingness to carry, ;
itself, ths axpense of shipping currency. It also must bs borne
in mind tkst & bank buying or selling cable trensfers would not
of necessity pey in currency or receive currency. It may simply ]
receive or make psyment by transfer in the settlement at the Clesaring . .
House. It is, therefore, a mistake to assume that all these trang- r
actions weuld result in.currency movementa.
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Governor Harding of the Federal Reserve Bank-of Boston.
gppeered befors the Council and expleined his thoughts concerning
the future operstione of the contemplated agency. When asked
how these operations would tend to stsbilize the currency he
replied that Cuban currency was practically gstable; and abhout the
currency situstion itself he stated that in hi. opinion it seemad
worse then it actuslly wes, inasmuch as there was 8 great desgl
of c¢lean currency in Cube, but this was held back by the banks
and the people while the unclean ecurrency wes put into circulation.
He said that the total amount of objectionably sociled currency
in circulation was estimated at about ten million dollars,

While the Council is in full sympathy with the ends that the
Beard is trying to sttain, it believes that the plsn ss now con-
templated would not prove successful in sectual operation and
thet what the Board desires to schieve can and should be accomplished
by other and simpler means which would not involve the ominous
step of permitting Federsl Reserve Banks tc establish organizations
of their own in foreign countries=-~-a step which in the opinion
of the Council was not contemplated by the Act---a step for which
the traditions of the important Eur0pean centrel banks would give no
precedent. .

The, following thoughts have suggested themselves to the Council
end are herewith respectfully submitted to the Board for its con-
gideration. It hias been stated as an element of uncertainty in
the Cuban banking situation that in cese of runs or emergencies, the
banks casnnot count on obtaining an adequate supply of currency
within s reasonably shert time. It wonld seem to the Council that
if provisions were made to maintain at all times an adequate currency
gsupply &t the Jacksonville Branch of the Federal Reserve Bank of
Atlenta, or, 1f need be, at & branch to be established by it at Key
West, & currency reserve could be made svailable for the banks in
Havens in prsctically one night or even in a shorter time. The mere
fact that such an srrangement would be announced would heve & reassurs
ing effect, and in caese of need no doubt this arrangement would
prove entirely gufficient.~ While a provision of this sert would
give Cuba sssurence that a sufficient volume of currency would be o, i
forthcoming, there remsins the second phase of the problem, which is -
to provide for Cuba & constant stream of clean currency. If the -
Boerd authorized Federzl Reserve Banks to appoint correspondents ~ iy
among the banks operating in Cuba, for whichasppeointment the Federal .
Reserve Act gives them undoubted authorityg it would be an sassy and <l
entirely precticable matter to have accounts of Federel Reserve Banks
opened not only with the American branches but also with the leading
Canadian eand local banks. If such accounts were opened by Federel
Reserve Banks transmitting to such Cuban banks, let us say, ons hundred ™
thousand dollars in clean currency, for which valances collateral , A
could be required, and if st the same time arrangements were mede with !
thege correspondent banks by which the return of unfit currency to ;
the United States would be facilitated, 2 B8simple machinery would be i
set up by which these balsnces cculd be continuously replenished by - 1
the remittence of clean currency, while the sciled currency g
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vould flow bsck to tha United GStetes,. Whet volume this atrean
o# purrency would assmme is & matter that could be ascertained
and dsvelopad on the ztreogth of actual ‘experisnce gained from
montr, to month, I# # plen of this sort would be amounced, the
Moancil hes no daubt it wounld be mnat populsr, beceuse it would
meét the twe main requiremente of the situstion without subjecting
s Svatem to the charge of undue digeriminmtion or expesing it
to the dunger of opening the crack of the door which might lead

tha Federsl Reserve Syatem to operation of its éwn organizations
int othar foreign countries. If. as theas opsrations develop. :
3w Anator Feders]l NRaserve Bank. or any other Federal Reserve benk,
sha11d fanl tret the genaral intereat raguires that they should

o xills in Cwba dirnset, in<tsad of purchesing them after they

-+5 in the United Stetes and properly accepted, or thet they

ould desnl in cabls transfers, they are free to do so through the
intermedlary of their correspondents or agents, or agencies (which=-
evar nsme mey he preferred)., The Council fails to see that these
tyenasantions would in sny way promote or that they are directly
raléted with the sttaimment of the end sought by the Board; viz,
the creation of an sdegquate currensy rsserve, or the furnishing
nf & congtant stream of clean circulating notes, From Govearnor
Harilng's statement,.it would appear thst the desl ing in cable
tranafarse snd the cpen market opsrations &re proposed mainly for
the rasson of givipg the sgency & legal status, which ‘then would
enuble it to exercise the currency functions which are thae real )
) object to, be accomplished, but for which Section 1l4=E does not ' I
ra grant eny special suthority.

With the question of which of the Federal Reservs banks should
gsecure & lerger or smaller share in this development, the Council
hng 1ittls econcerm, nor does the Council think that the Fedorsl
Regerve Banks emong themselves should look wpon this problam from
the print of view of competition or of securing sny special adven-

- tage for any particulsr district. The gquestion must be judged

 from the point of view of what iz best for the Federal Reserve
System, best for the United States, and slso in this case of what
1n the most sdventageous method of procedure in working out the
financial problema of Cuba, in which the United States haa se
large an interest, snd for she welfare of vhich our country has
regponaibilities that it has towsrd no other forejgn mstion.

RECONMENDATION No. 3. " . *

Comwicil is of the opinion that there is nothing in business '
and financial conditions which would oceasion any change in rediscount
retes gt this time, , '

igitized for FRASER
ttp://fraser.stlouisfed.org/ : N
4 v

- - i
Lh ool it e R — S -



This is a copy of a memorandum which I
dictdted covering this meeting,which

please destroy after perusal,

P. M. W,
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HMay 21 and 22.

Zefore the meeting Mr. Rue and I ssw Secretary ¥ellom, to whom
I explained in full the gravity of the step to which evidently the Fede-
ral Reserve Board was committing itself with regard to the establishment
of &n organizstion of the Boston Federal Reserwe Bank in Havsna. We had
about & half hour's talk, the upshot of which ias, that the Secretary
seknowledged that he fully agreed with the ;oint of view Mr.Rue 2nd I
had expressed; that he thought it was undesirable and dsngercus for the
Feder=z] Reserve System to go into foreign countries with an organization
of ite own, but that the matter had come up =t the Cabinet meeting, and

that, unfortunately, he hed not re=lized the importznce of it, and had
permitted it to slip by without teking any action; that now he felt it
was too late. I tried to imprees upom him that it wes never too late to
attempt to prevent & grave blunder from beeing committed, bat I did not
succeed in &rousing him into sction. Mr. Rue and I had urged him to
come to the Board meeting in the afterncon, but the Secretary sald thst
he hed important meetings at thst time, and 1t would be impoessible for
him to come.

it the Boesrd meeting, Governor Crissinger informed the Council
that the Board had approved an sgreement between the Bostom Federel Re-
serve Benk and the Atlanta P;daral Reserve Bank, under which the Boston
Bank was (o open an agency office in Havane, which wes to deal in eébhle
traﬁctcrs and engage in open market transsctions, buying dollar accept-~
ances secured by shipring documents, add carrying & "sstisfasectory bsank

endorsement”, The curreney was to be furnished by the Atlante Bank in
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B
et A en
accordance withAthe two Pederal Reserve Bsnks, which had been ratified
wlready by both Federal Reserve Bsanks. They wanted to hear from the
Advisory Counecil whether the econditions laid down for the purchase of
bankers aceeptonces were restrictive enough, or tco restrictive, and
for that purpose they had submitted = copy of the resolution.

When ¥Mr Rue =sked the Board tc state the reascns that}
prompted it 1) to aet in such hurry, 2) why it was deemed necessary
to open an ageney in Cube, 3) how it would operete, =nd 4) ss to
whether the Board was satisfied =283 to its legsl powers in the pre-

mises, Govermor Crissinger znswered that the Board had taken this
step after very full coasideration)as to its legal powerab h#d taken
 sdviee, 'nd was confident of its rosition in thie regard, end there

was no resson why the Board should discuss the pros asnd cons of the

proposition with the €ouncil inezsmueh a8 a definite action had heen
determined, end that the Board simply wished to discuss the guestion
of banking detail whieh it had submitted to the Counecil. This posi-
tion was slso teken very emphatically by Doctor Miller.

I then read to the Board the section of the Federel Re-
serve Act whieh gévesto the A&dvisory Council the power to address to
the Boerd any inguiries ééncerning the operation of the Federzl Re-
serve System that the Couneil might deem fit tc sddress to the Board.
I explained to the latter that we did not wish to be eritiezl or de-
structive, but, on the contrary, we wished to be helpful and construe-
tive, but that we could not bs of essistance unless the full informs-
tion to which we were entitled wos given us; thet we were not in the

position of asking for e hearing, but requesting information to which

\,
A\
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we were entitled. Doctor Miller them conceded thst if the guestion
were acddressed to them in this manner, we were within our rights,
upon whieh & diseussior of the whole subject on bread lines ensued.
They took refuge hehind the faet that informetien had been
furnished them from the White Hpuse that it w:s ‘important that the
FPedsrsl Reserve System shonld open an agency in Cuba under its own
name in order to bleoeck the plans of the Cubans now under diseussion,
of establishing = Central bank of their own. While the matter was in
abeysnce until Cctober, it was importzat that action should he taken
in between. Gensrz]l Crowder h:ud been very smphatie wupon this point,

and while it was generally conceded that it wounld net be desireble

for the Federal Reserve System to go into foreign countries, Cubs,
undqf tﬁe Platt amendment was in = position quite unique, which jus-
ttfi@ﬁ sxceptional messures. Moreover, the investment of Americen
c&p;énl in Cuba smounted to poesszibly & billien dollers, =nd it was
1méortmnt for America that these investrients should not be placed in
jég@ardy, by permitting Cuba to establish & banking system which, no
doubdt, would drift into the hands of politicisns. As agaimst that,
we qﬁp&asiaaﬂ that ne doubt weys end means could be found which would
brﬂhg\the desired result without opening the er=ck of the door for
tMQ Federsl Reserve System to be drawn into foreign fielde. It is
,¥ Thad Ase
%hyerbsting to note in thie regard that Vice Governor lattreid net
;hea in that reeroet why the Federal Reserve System should not go to

l
Fcrb¢ Rieco, the Philippives, Papama, or other similar places.

/ ¥e stoted very frankly =11 the srruments conc~rning

/ /

i / the dsnger of such = development, but it was apparent that we were

"aqkuing egeinst elosed minde.
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/  After luncheon recess, Governor Harding sppeared before
Shégpil, snd made en argument for the opening of tho agency in

lavan£ His st's tement was long-winded, smd ccvering in grest de=-
tail i] kiné!s of irrel€vant phases of the situation. ¥hen we tried
to gﬁn him down to & definite statement &3 to how the agency would
wopﬁ under the restrictions laid down by the Doard, he was evasive
?é; ontirely unconvineing., He stress=d4 the point, that if his agency
,fﬁlan were blocked, ihe country would give it the eonatruction that

A

,{Hllew Y@rk, having already & position cof sueh overwhelming prepomderance,
/ / taa)&nwilling to 1let any other disiriet secure this influence in Cubsa,

4705
' / amﬁﬂtbat this would stir up & great desl of fesling all over the coun-

/ﬂ tr}; It is only fair to etale that this argument was laughed out of
| ééﬁrt by the entlire Gouncil. He also ststed that the thought that if

the powers given to the ageney by the Board were proven too restrictive
thet, after & while, the Board would fipd that it would have to enlarge
them. ¥hem ssked in = general way whaother better results would not be
acﬁleved by heving the stronger banks in Caba sct z2e agents of the
Uﬁited “tatoe bznks, =8 distridbutors of United St=tes curreney, under
the proper safe guards, 'he said that he certainly hoped thet if we
found his plen impracticable, we would not fail to submit an alterna-
tive »lan. The Council sdjourned at five, gprointing me & committee
of ona to write & report concerning & suggestion for a practiceble
plan whieh I had submitted, and whieh I had discussad.

The first draft of this report was written on the erromecus

sséumption resulting from the stéetement mede by Covernor Harding that

the zgency would be permitted to buy av@?bankers acoeptances endorsed
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member banke, whick would have given the City Bank and the First

National Bank of Boston & monopoly, and would, therefore, have
proved gulte imprscticable. While the report was being typed, I
loﬁiﬁad from Ny . Willer,with whom I was staying over night, that we
were lsbering under = misapprehension, and that the contrset pro-
viéed, s ststed before, for a "satisfactory bzank eandorsement™, I
re-drew wmy report late in the night, and it was submitted thenmxt
morring to the Council.

¥Yhile we were walting for the typewritten cazies,'l

ayeiled myselfl of the opportunity of giving e little talk to the

Cowneil, where, the new members, Mr.James snd Mr.Dewes, st my invi-

tation being presemi; alsc the Counsel of the Bosrd, Mr.Wyatt. In

this talk I showed how S@cticn 14B had gradually developed from sug-
gasbimns I hod made as sarly ae 1907 snd 1908, and I submitted 2
printed copy of & bill introduced in 1008 by Senator Burton, by
courtesy, whioh contains, almost verbatim the languunge defining the
powers of the Federsl Beserve Banks to deal in bullion, and make ad-
vanees therson =5 it lsier went into the Aldrich Act, and froa there
in&bﬁthe Fadersl Reserve Act, and it shows slso the first beginnings
ot“ﬁécticn 14E with regard te foreign corrsspcndentis ornd their powers,
it&Jlﬁtﬁr parephrasing in the Aldrieh Act, znd its adoption almeost
verbrtim from the Lldrieh Act by the Federal Reserve fdect. I beiievo
1 could bring convineing proof to m} hesrers &s to the fact that the
iﬁ#ﬁﬁ%&an—ef this sectior wee never intended to convey by tihis Act
the rowerg for Federsl Reserve Banks tc go into countries with
1their own corgznizetion in order to do pioneer work in those countries,
or to stabilize the currency of such countries, but, on the centrsry,
igitized for FRASER
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thet these powers were given in order to enaeble Federsl Reserve
Banks in other géld countries, for their own protection, to hold
portfolios of foreign bills drawn on other goid countries, =nd to
estublish corres ondents, or ageney relations, with existing firms
or bznks inppther ountries, who would assist the Federal Reserve
Banks incellecting these foreign bills or replenishing their holde
ings of such foreign bills. I also pointed out that while in
Sectiom 14E, the expression occurs once"to-"S8stablish agencies”,
fromskioh the Federal Reserve Board cleims to be able te derive 1ts
powers, that as against thet the Sectlon contains twice the lan-
guage®to =ppoint sgencies or correspondents”, whieh to my mind
/‘ does not lesve sny doubt as to the originel meaning of this Seetion.
The Council then cconsideréd my report, asnd adopted 1t
with few chenges, after which the joint session with the Broard w:s
taken .up agein, ani the report was presented. I believe it is ==zfe
to say thst ocur impression was, that our report convinced the Boasrd
that the plan prepcaiﬂ by it wes not practicable, and that the plan
proposed by us was practicéble. L& the debeate proceeded, hovever,
it became apparent thétqﬁhc-menbers of the Poard would be disin-
elined to stend behind & plan whieh would cperste through the exist-
ing benks, the point of view of theose members being)evenx though
they did not express it quite frankly, that & plan which wevld put
the Pederal Reserve System in a position of competition with the
exlsting commercisl vanks of Cuba would be safer for th;n to buek
then one which might subject Lhem Lo the charge, th«t they woere
‘helping through their plsn, the commercisl banks operating in Cuba,

particularly ss only two of our largest berkse for the time bdng at
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least, would be ihe ones to profit from sach & course; that by
4¢ing 80 We wWere sanuring‘tﬁéigoo& will of the Cépadian banks
ané'*he loeal Cubsn bank@,-ﬁhiak all would »rofit egually, and
which weuld cooperaie in. a$t$r*bating tke eunrrenecy , 4id mot
| carry sufficient ﬁeight $¢ hreak dewn thet point. mf view,
The CaunoLI a#jﬂuraed efter lunching tith the Board,

st whieh,meinly,

Awaarsl eanditians ware diaema&a& vitlnna defi-
pite indiecstlon Ji?WQ whq@ the eonolusions of the Fbazd would be,
snd whether ther weuld aeﬁ promptly or delay, and ssak further
advice. ! ; :

rhilvgéi%g hdma, it ec@arrad to ms on %ka twain, that
rossibly & wey out qight he fmund by aaggeatdng tﬁ ﬂha Fuban Clesr-
ing ﬁ .use banks (ei%pt in numh&a@ to oraaniro A augll benk of their
own, #hieh under thbgjeinz re&;&nﬁibility ef thassra&gtﬁ Clearing
House¢ bunks, would ﬁ@t as the ags@by of the ?aﬁeral\toaatve Bank of
ﬁaaten, or =Ay othﬁr Paderal naae¢va Eamk hh&t xiah&&\ta meke it its
agency. The Faisval{ﬁesarva Bcrﬁa eoald then apda'ax\azzénut with
this mew bark to be wgtai?ﬂd, by emwiag Mnrw L 7 isw, and the
new bsak would than’éépoait lts fuaéﬂ,ar raw#sx tt@ sar*sack, with
the Clesring Raha¢ hanks» The aurrancy wnnl& be yaié out bw t&mmh
end thus get irté qireul*tion, wﬂ&le in retarn for ﬁma bslaae%\wﬁiﬂh
the sgency would m§;?b&in witb &ham, these ﬂleariag‘ﬁmame bmnki ‘ |
would cooperate in turning h&c& ta’ tne agency soilod yurrenmy,whinh iﬁi
would ship it home, and re—%sgablish its balances by nsw curreney, |
vhlek 11, would receldve in returs. Thia, Lo my mind, w@wld solve the
 pr@b1em of the Eoard. It eoxld pat 811 the preatiga hehind this iiLqe:i

. which would be necessary to hloek the Cuben Cemtrel banks. It would

securs the good will of the Clesring House banks, amd 1%, would
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open the cliannel for a oconstant stresm of new currency inteo Cuba,
| whils & resorve suoply ocould be kept either with the ageney, or with
the branch =t Jacksonville, from where it could bs shipped within the
shortest time Ir osse of need. It would secure all theee results
without ypetiing the Federsl Reserve Syetem intc foreign countrl es
with crganizatione of 1ts own. The power to deal in csble transfers
&1ght be glver to the sgercy; alse the power to bmy acceptlances in case
‘of emergonicy, but T do not be?ieve it would be necessary for ihese

Gufipowers to be avelled of in order to solye the currency cireulstion
S8k

I

guesticn or the ecurreney reserve gquestion, which ere, after «11, Lhe

whole problem thet the Reoard is tryirng to .solve. I wrote these sug-

yl gestlions to Dostor Miller  immedistely upon my return, but cm somewhit

/1 skspliasl s to the rasults.

PNV N

‘1\&;2Z L 5'1 (¥ x 8
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~ | (Copy)
Sonfidential, b May 3, 1928,

Dear Harding:

I sa sorxry thet our views evidently differ with regard
to your Cubam plans. Our talk over the telephone yesterday brought
back te my mind the very lively discussions we had about this topiec in
S8eptember, 1915. I pulled cut of my old files some drafts of reports
which we prepared during those days. You will, of ecourse, recall that
in September, 1915 Mr. Mecldoo wrote to President Wilson, suggesting
that Federal Reserve Banks establish agencies in South Americam cocune
tries, his thought in those days being, that the Federal Reserve Beamks
eould render services in those ccuntries which American privete espitsl
was not willipg or able to render. You remember, no doubt, that the
Board sprointed & committee consisting of Delsno, yourself, and myself,
and that we prepsred a report which teok issue im the most aseAthing
terms with Mr. MeAdoo amnd the President, who haed meanwhile endorsed
iir. MoAdoo's scheme, You will ale® reesll the unanimous suppeort that
the press gave us in our fight to keep the Federel Reserve System within
it s propsr bounds. Before MoAdoo published his letter, and before our
comnittee wrote its report, I hed beem invited by the Board to write
& report for mmnm:ﬂ was in his hands before he published the
President's letter. I find ln my pspers a copy of this report, sad I
am sending you & copy, becsuse as I did then, I also want to insist to-
day, that the expressionm that the Pederal Reserve Beanks might sppolint
correspondents or sgencies, in no way was meant to convey the power to
establish what, im faet, would be branches of their owa im foreign
countries, I believe I may speak with suthority, st least as to the
intent of the law, beceuse as I steted inm thet memorandum, it wes I who
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4. Ve are opposed to the principle of the establishment of &
direct agency of a Federsl reserve bank in Cuba if any other means can
be found of sccemplishing the desired results;

Because it renders some of our agsets subject to
the laws and the courts of & foreign country,

Because of the expense involved in an undertaking
which is not the responsibility of the Federal
Reserve System.

Bechuse it creates & precedent for the establish-
ment of direct agemcies elsewhere,

Becsuse it raises the question of the responsibility
of & Federal reserve bamk to redeem in & foreign

hﬂntluliﬂ- , any
Federal Reserve note mdmmu
issue) nmay be redeemed in gold or lawful momey
at any Federal Reserve Benk, and & foreign agency
would in all probability be considered the
Reserve Bank im law, just as wush &s branches in
this éountry &sre. Consequently if the present
application is approved and the Federal Reserve
Bank of Bostonm actually opens its own office or
agency in Ouba might it not be expected 88 &
matter of law "to redeem in gold or la money"
all of the Federal Reserve notes now ciroulating
in Cuba, estinated to be well in excess of
$100,000,0007 4s a practicel matter it would
9f course not be fesusible for & small agency
always to be prepared for redemption on such &
large scale,




ase for us with their guaranty prime bills in their markets, and likewise,
on order, we will purchase for them with owr guarenty prime bills in our
mrkets, In each of these agreementis all other Federzl reserve bauks,
am.uns&tmh—n.mmmﬁu to participate amd have
dmul.

We are opposed gemerally te the idea that a Pederal reserve bamk

should conduct a foreign exchange business in a foreign country merely

for the profit invelved, Ve are opposed specifically to the idea that
a Federal yeserve bank should conduct & foreign exchange business in Cuba

merely for the prefit invelved:

(a) Because there is no important internationsl
credit movement between Cuba and the (nited
States to be & and if we are cor-
:n advised, (except in times of orisis)

imctuations in exchange are .
umtnmm oy
United States, say 1/8 oz 1%,

{v) Because such business could be dene
tive competition with member and o
with ample resources, now engaged

(e) Because of the risk invelved,

(d) Because the paper or the contracts purchasee
would not have the number of names equivalent to
those to which in the United States we restrict
our open market purchases of bills, (i, e, two banke
!l‘m).

(e) Becawse it is 2 preoceeding for which we believe there
is no precedent im the experience of other important
banks of issue,

A
:

Ty
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The applissation, therefore, takes the form of a proposal to
establish an agency in Havena for the purpose of dealing in exchange,
presumably for the following two reasons:

(2) In order that it may comply with the provisions of

Section 14-E under which smch an agency mey be es-
tablished;

(b) In order that by dealing in foreign exchenge the con-
siderable expense of maintaining the agemey mey be met.

3. We have always been opposed, and we believe the Federal
Reserve Board has held a similar view to the idea that & Federal re-
serve bank should deal in exchange in the United States:

(a) Becsuse the number of dealers and the supply of
capital engaged in foreign exchange deslings was
ample ; _

(b) Because it would put the Federal reserve banks in
direct competition with member banks in all parts of
the country who have highly developed exchenge depert-
ments;

(e) Because of the risks involved.

With respect to dealings in foreign exchange by Federal re-
serve banks in foreign countries, it has been our belief that Section
14-F intended to provide mot for the establishment of independent agen-
cies in foreign countries but for the appointment of banks in foreign
eountries as correspondents and agents of Federal reserve banks., Through
these agencies, the reserve bamks, when such & course seemed desireble,
could purchase bills in foreign countries for the purpose of assisting
in the stabilisation of intermatiomsl gold movements. We have, mrof
fore, with the apgproval of the Board, entered into agemcy agreements

with & number of forelgn banks of issue whereby 8n order they will purch-
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E WHYRERAS, the Wedaral Ressrve Bank of Boston has petitioned the

TFelaral Reserve Board for authority So =stablish an agency in Havena, Cuha,

A
- 2%

2
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“wnder tha srovisions of Saction A4{e)? the Federsl Resarve Act:

B¥ IT RESOLVED BY THE FEDERAL RESERVE BOARD, That said petition
h‘ harasby granted on the following terms and coniitionss
(1) Tas Faderal Reserva Banik of Boston is authorized through such

bills of exchange drawn on,and under
agency to buy, sell and collect{ prims beonkers' acceptances ..........

ersdita granted by, banis or bankars % payadbls in dollars, which arise

LR RIS A N S B B NI I IR L R B A AL

out of actual import or expors tmmuom“hwn not moras than 90
days to run, sxclusive of days of grace, bear the signatwre of two or
more rasponsibls parties and ars sscurasd at the tims of mmﬂm.;
by ship~ing documents conveying or securing sitle; add to exarcise such
ineidantal povers as shall be nacessary to the -paration of such agensy ,
‘dnelnding the vower %o buy and sell cable tranafers.
(2) Upen the request of any othor Fadersl reserve bang, the Fed-
eral Rassrva BSank of Boston shall make arrang-ments whereby notas originally ]
i1ssusd Dy such othsr Faderal reserve bank ahall be paid ous in Dnbl throush |
such agency 3 harsinafrer provided, such notes to dbe dalivered at such |
agency in Havana by the issuine bank at its own sxpense; provided, however, l
that 1f, after rcas&nal:la notice, other Fadaral reserve hm!_m shall fail
to kasp an adequate sunoly of their Fedaral reserve notes at the Havana
agency, the ¥adsral Ressrve Bank of Br:sam‘fa’xn its discrastion, pay out its
own notes through such agzency. '
(3) Upon application of any ‘/ - Fedisral ressrve bank desiring
to pay out its own Federal resaerve nofoa in Cuba, the Faderal Rasarve
Board will suthorize such bank to appoint saild Cuban agency ns ita own
sgent, snd the Fadoral Reserve Bank of Boston shall acgniasce in tﬁ ap-

pointment of sneh agent as the agent of such other Federal reserve bank.
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(4) Such agency shall not pay out oi behal? of the Federal

gral resarve banks and all such notes paid out by such agency shall
be paid out only on bshalf of the Faderal reserve bank through which
theywere originally issued.

Rasarve Bank of Boaton any Fedearal reserve notes issued by other Fed=- l
|
)

(5) The satablishment and operation of such agency and tha j}

axareise of all $h2 sbove powars throush such agency, shall ba subjact

S T e e

to such forther mules and regulations as the Faderal Reserve Board may ]
prencribe from time to time. | |
A (2) Thne Padaral Resarve Board exprassly raserves the right 1
to ravoke ites consent to mstablish such agency and to raquire the dis=

gontimance of wuch azency whenavar in its discration it considers 1t

- desirable to do so.

Lot oo e
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The Federal Reserve mik of New York desires to present its views
and the following oonluont'iom in regard to the application to the
FPederal Reserve Board by the Federal Reserve Banmk of Boston for permis-
sion to establish an agency in Havana, Cuba, under Section 14-F of the

Federal Reserve Act.

l, While for reasons set forth in this memorendum it is opposed
to any Pedersl Reserve Bank establishing an agency im Cuba, nevertheless
if the Pederal Reserve Board reaches the determination that am agency of
& Federal Reserve Bank should be established in Havana, the Federal Re-
serve Bank of New York would prefer NOT to be selected and could not

therefore object to the selection of the Federal Reserve Bank of Boston

or of any other Federal Reserve Bank,

2+ At the hearing on this subject before the Federal Reserve Board
on April 30, 1923, it appeared that the application was made primarily to
improve the quality of the paper money nmow in eirculation in Cuba. It ap-
peared also that branches of American banks in Cuba, &s well as other banks
operating there, might, if the agency were established, feel justified in
carrying & mach smaller supply of currency than &t present. Our informstion
leads us to believe that the banks would thereby save many hundreds of
thousands of dollars.

It further eppeared that it might be ultre vires for the Federal

Reserve Board to grant an application for the establishment of an agency
for currency purposes alome, since Section 14-E does not include carrying &
reserve of currency, &nd the issuing and rodouinq of currency among the
purposes for which & Pederal Reserve Bank may establish an agency in a

foreign country.
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drew that olasuse for Semstor Aldrioh, and suggested these ideas to him,
and the Pederal Reserve law took over this cleuse from the Aldrich Law
practically verbatim.

Phen you have & branch, or san organization of your own,
you nesdn't appeint an sgent. These agenelies, or correspondents, were
to be foreign benks or banking firms, that were to uﬁ in that capeaeity,
and 1f my memory does not fuil me, the arrsagements whioch were made with
the Bank of Englead and the Banque de France, were called "agenoy agree-
ments®. The law wes very careful to preseribe exsctly what & Federal
Reserve Bank might do, and what a branch might do, and how the currency
issued by the government was to be handled by Federal Reserve sgents,
their ssaslstants, eto.

Is 1% concelvable &t ell, that if the law had contemplated
wvhet, sabstantially, is to be & foreign branch, which is contemplated to
hold large supplies of reserve currency, it willingly would have omitted
any safeguards or detsiled instruetions as to how these forelgn branches
were to opsrete? And, morscver, is it not, thersfore, & bold step, that
where 8 Pedersl Reserve Bank is distinetly restricted to ite owndlstriet
within the United B8tates, it should have powsr t¢ open branches wherever
it plesses outside of the United Stetes? You may say that you do nmot
contemplate opening & branch but only an agency, but when the Federal
Reserve Bank im Boston has in mind to establ ish 2n office of 1is own,and
to have officers of ita own in & feoreign country, which have the power to
engage in open market transactions, buy checks, cable tranafers, bankers!
aceeptances, it is to all intents and p-afposu & branch, and these of-
ficers must have the power to pay out currency, Lo recelve curreney, Lo
draw checks, to mske transfers, te order payments, and all kinds of other

transactions which would obligate the Pederal Reserve Bank in Boston.
I am & bald men, but my hair stande on end when I contemplate
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what the establishment of such & prineiple mey meam for the future of
the Federsl Ressrve System. If the Pedersl Reserve Bank of Boston oan go
tc Havsna, why should not the Federsl Reserve Bank of Atlante go to Porte
Rieo, Dallas to Panema, Sm Pranecisee te the Philippines, and whenever
any South or Central-hAmerican country might decide to use our Dellar note
as a means of eirculation or legel tender, the Federal Reserve System would
be warrsnted, ir that onze, to open & branech, or agenecy, or whatever you
may eall the thing, - in any cese & bsanking mechine of its own in such a
ecuntry. Though I am not a lawyer, I fail to see that the law providea
that "agencies” have any right to issue ocurremey. The law provides spe-
oifically for certain meurket operations, and there it eands. I de not
want to stress that polant, but I wonder if it has been .utﬂcloasl_y stu-
died. Are these sgencies also to redesm curreney? And how?

211 of these sre pointe of prineiple, whiek you kmow are very
sucred to me, and on whieh I, for one, have never been willing to compro-
mise. That is why, very regretfully, I find myself unsble to side with
you,much as I would like to do so.

Now, as to the guestion of Cubs. - ~ I graat that conditions
in Cube are exceptional, and call for all the sympethy and support that
wo oan give. My only eritieisa is, thet in your desirve tc be helpful you
embark upon a scheme, in which I bslieve you are lsecking ia legal author-
ity; whioh, I think, involves & dangercus precedent for the future of the
Federul Reserve System, whioh if put into operation, will sconer or later,
subject the Pederal Reserve System to serious oriticism, end, worst of all,
while 1t is golng tog far, would mot be zble to go fsr enough to be fully
sffective.

I understend thet the contention is, that forelgn banks oper
ating in Cube st present, have to carry en unduly lerge cash reserve of
something like sixty per cent, in order to be prepared agsinst runs, ete.
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It is your thought, if I understand you cerrectly, that if a sufficlent
reserve of ourrency were to be held by the ageney of the Pedersl Reserve
Bank of Boston im Heveas, in thal ocsse, these Americamn snd foreign banks,
snd I sssume also the losal banks, oould relessse thelr reserve monoy and
losn it out, and rely on their power to got ocurreney from the agency of
the Federzl Reserve Bank in case of emergeney. The Federal neuarva"aat
agency would release this currenoly agsinst the purchase of bankers' ac-
eceptznces, bills secured by shipping documenis, oheeks, or ocable trans.
fors. These bsnkers' accepiances and dills with shipring documents are,
of ocourse, only svallable at certain sesasons of the year, srd &3 poon as

they are forthooming through ithe regulasr sconomlc processes, they gener-

&lly oome into the market, and ave promptly dispeosed ¢f. That, in ecase
of esmergeuncy, there should be a grest reserve supply ol such aceeplances
or bills seoms doubtful tc mwe. Bills with shipping decuments have te
move promptly, sad ocannot be kept back as & secondary reserve in the
hands of the Cuban banks. To buy cheoks on MHew York or Bodon might easi-
1y lead to kiting and the Pederal HReserve Bank ageney would no doubt be
earsful tc buy these chocks only within very safe limitatlions. The main
advantsge would be, therefore, to enabls scme of the banks operating ia
Cuba by telegraphic trunsfer to pay cash lmto the Federsl Reservs Bank i
Bostonm or any other Pedersl Reserve Bank, for asecount of Baitea, and to
receive currency in Cube upon conflrmsetion received by the Bu:&uq sgeney
in Cabz thal the counyer-value had beem received in cash in the United
Stetes. In other words, the ability to furnieh Cubs with currsacy would |
depend upon the ability of these Cuben banks or imerican dbrznchas operat-
ing in Cuba to provide ¢ash in the United States. That, to my aind, re-
solves itselfl inte the guestion of how fer 1s the head office of, let us
say, the Pirst Nstlonal Bank of Baton, or the National City Bank in New
York, willing to liquidate its assets im the United Stetes, or to redis-
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ecount with its respective FPederal Reserve Bank in order to provide
currency in Caba.

The effsct of this plan would be that the Cuban braneh of
these two bsnks, or of the American Poreign Banking Corporstion, or
other similar banking institutions could put out its funds lijerally
in Cuba; that no machinery has been oreated, however, by which curren-

- ey oould be taken out against Cuban investments, but that the American
investments of the Americen head offices would have to be liquidated or
rediscounted in order to provide the caurreney for Cuba.

The cuestion arises: How far would the American banks iun&
to go in this regard? How far would it be safe for them to go, asnd would

the willingness and ability of o few American banks to use their cre dit
in the United Ststes be an adequate organ to provide currency for the en-
tire tiluud of Cube? Thet is why I say thet while I believe you are go-
ing too far in one way, you are not going far enough in the other? If
the Cuban currency question is to be solved, some machinery must be dee
veloped by which some Cuban essets may be used as the beasis of curreney
to be issued in Cuba. I know the difficulties that stand in the way of
sueh a projeot, but as long as they are there, we must not fool ourselves
into believing that by & $mall suxiliary machine, such as would be fur-
nished under your plan, the problem can be selved. If your machine is to
sclve the problem, 1t cannot stop where you would have it begin, baut it
will in the end have to provide a full rediscount machinery, not only for
American bankers' acceptences, and by purchsse of a limited amcunt 6!
cable transfers snd checks, but by getting knee-deep inte the Cuban
husiness. |
The question arises of course: Should that be done by the
Foderal Resgerve Banks of the United States or by ea independent organiza-
Digitized for FRASERGR Such as origlnally you had in mind? I am strongly of the belief, |
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thatthe latter plem, in the long rum, will be the most satisfactory, and
that American capital shodld, and will, go into such & venture in due
course., If the Pederal Reserve System is to go into & scheme of this
sort, I believe it should ask Congress frsmkly for authority te do so,
but not embark upen so fer reaching & scheme upon the strength of the

anthority of eppointing "correspondenis or agencies®™, an suthority whiech
had no such thing in mind whem originally given. If you will re.resd

the committee report, which you signed, of January 1916, & repert, by

the way, which wes approved by the Advisory Couneil, and s mesting of

the Governors snd Federal Reserve agenis, you will find that the polant
was also made in those days that a mere appointment of the sgencles, as
MeAdoo hed them in mind, and as you row urge them, might net only prove
insdequate, but they might at the same time interfere with the develop-
ment of the independent banking organizations. I the Pederal Reserve
Bank of Boston went into Cuba, it would have to operate as much as it
could within the limits of its powers im order to mske its expenses. It
would not be long before complaints would be made that the Bank wes inter-
fering with the business of the commercial banks. My own feeling is, that
'uameh as the relief %o be given to Cuba under your plan would depend
in the Tinal analysis upon the cperatinmg credit, and the willingness of
the commercisl banks to use it, it would be better for the Federal Re-
serve Benk to operste through these existing banks, or such as would open
branches in Cuba, and appoint them, if necessary and desirable, to act

se sgencies for a Federal Reserve Bank.

I understand that the Natiomal City Bank was several years ago
appointed to aset &s agent in Cuba for the Federal Beserve Bank of New York,
end 1f the Pirst Nstionsl Beak im Baton carries out its plam of opening
& branch in Cuba, it would be perfeotly logiocal to make it the ageney of

pigtized for rrASR® Federal Reserve Bank in Boson. Provision might thea be made whereby
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currency might be delivered in Cuba through t.hng agencies agalnst
bankers' soceptances, or purchase of bills, or calble transfers, as you
contemplate, and these agencles might either be sut horized to buy feor
account of the Federal Reserve Bank from others (I em thinkimg of the
Canadian banks), or im case the question should arise that other Amer-
iocan Dbenks might opem branches down there, additional sgencies may be
appointed so as to diserm the charge of faveritima.

In looking over the draft of the reports which we drew in
those days, I find on my copy of Oetober 10th some corrections in your
own handwriiing. I had writtenm: "It may slse be un.& that the asective
appearance of the Federsl Reserve Banks im this fleld may do.lar the de-
velopment of Americanm banking im the Latin-Americes for Americsn banks
contemplating enirance therein would probably prefer to postpone sotion
and to await the develgment of the sctivities of the Federsl Reserve
Banks %0 revesl thelr limitstions or failure®. You struck out the wo

"o reveal their limitations or failure®, and inserted instead: "letting
such banks take all the risks of phoneering end te enter the fisld ﬁh‘.—l
selvea after the Federal Reserve Banke had shownm their inability, due
to inherent =nd proper limitations to compete successfully with foreign “‘
banks. * \ 5

While the ocase is not paraliel, there is still a goed deal i‘
your own expressions there that would 'apply %o the present szituatioen. |

I am writing hurriedly, aznd under considerabls pressare, am

|
|

I have devoted this hour of & very busy morning te solong a letier fﬁi
other resson but to give you the evidence of my real interest im the m
ter, and that I am not differing with you lightly, and have, I helleve

weighty reascns which, consolentiocusly, I cannot brush aside,
4lways sineserely yours
(8gd.) PAUL i. WARBURG

Governor W.P.C.Harding,
Pedepal Reserve Bank, -

Digitized for FRASER “m'.
http://fraser.stlouisfed.org/ |

e PN A A T - o~ i




.{ / /M rrs
(oo He /7_/./;/4”» T 5. 2,

Digitized for FRASER

Federal Reserve Bank of St. Louis



http:/fra

e fiostro vy Kl s dals | BoK g Ve SR
Wi il giitiitn, ok g

U s o il vt M%WWW%
< s olrrt fa Conflinie &G @%7” QWWM '
/&_g,ZZ_ WW@%A/M W%WWM
%Wﬂw%z‘é“’?’/g’% WMMW%M
7//‘@4% ”Mmz iy & Brimsioin.

ks o MM4W% W{WMW%/
éﬂ%%@mmw&% foor teof oo K AL a%j
WW&MW/Z’ /wa/}afz;/w'w |
A Lpeirk e MLW“W

%
dles tne M@Z&W Yeers
W WZ % ;ZW:éaM%

Digitize df FRASW fWM 'ﬁ% %’ A% Liate. 4/%%;0%7%77 W“”v

stlouisfed.org/

Feder: IR rvB nk of St. Lou

i



Corasive, ot shn. T KU T fok bo
fers @ﬁ%&amﬁxzﬁ%%
s @ave MW% T Ctnpeepia
477 W[’Wzé/i%/mm%/
e wrned Lave T Fo - 752&%?

('/ / ﬂ/l/&fﬁm ;{,\Q(t:la
Hray 8. o G led . Aty
//M Zivey &5 4 s i ey, &
Are Yooy Fli?. éeé/wfa/w'@,mﬁ%,
Digml?iﬁf 7 = / %d? 'JMﬁ

http://fraser.stiouisfedorg/™
Federal Reserve Bank of St. Louis




Copy of handwitten letter May 23rd 23.

e 17 East 80th Street

)

o

j\
Dear, old Ben

I got your two nice letters of the 1Tth. I found them on my return from WAshington
this morning. The one for Nina I read to her this afternoon and she was quite touched
by your fond thoughts of her and sends you her very affectionatest greetings. She is
getting along beautifully and will be permitted to get up for the first time in a day
or two. We all were, as you wished us to be, confident and brave, trying to equal her
courage. One could not help being inspired by her example. The doetors say that her
will and pluck was a tremendous help to them and to her. '

Now to your second letter (which I tore up). I am dictating a memo about the
conference on the 21st + 22nd, and that will give you the high points of the story.
I wish I had the time to give you a full account of the side-lights, or rather the side-
darks. Oh - what a miserably small lot of men they are nowadays!

Crissinger made a bad debut; his expression is insincere. A Jesuit and politician.
James, the new man, struck me very favorably.

Dawes I could not size up. He may be all right. I fear he will be to Prest. Harding,
as Hamlin was to Wilson + McAdoo. First impression is: opportunist, smooth and lack of
strength + convictions. But that is a wery swperficial prognostication, subject to much
checking up. Cunningham, the former member, was not there. Miller is king-pin, and
doing the talking in the meeting and the whispering to Crissinger. Mellon, charming
and touchingly human; but not in 4t at all. A dreamer and Parcival. I cannot under-
stand how he -made his success in business.

That is the background. Harding appeared before the Council, as both Aiken +
his substitute got cold feet. Harding made a pittifully poor impression; when I
cornered him, he tried to be evasive, and when I tried to pin him down, he became
abusive. I had to tell him that if he could not argue his case without trying to
impugne my motives (against his better knowledge) we would have to stop. Then he
behaved; but his case collapsed woefully. He submitted a substitute plan which is
practicable, but (I am sure) not acceptable to the Board, because it might be construed
as helpful to the banks. They always are afraid of that. They want to appear to
compete with member banks rather than to help them. Even though the latter might help
the Board to attain its aims. Well, my memo will give the rest of the story. I must go
to bed. My correspondence just now is immense and the days are too short. All good
wishes, old man, from all of us.

Yours as ever
[signed[Paul
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Copy of handwritten letter
=, 17 East 80th Street

Dear old Ben,

I assume that while it is "sweatty hot" down here, you sit in the cool mountain
air and have the laugh on us - old scoundrel!

I have seen a good deal of Case + Jay and we have had our heads together about
the[?]-Cuba. They also showed me your letter and, inasmuch as they were writing you,
I have kept off in order to avoid confusion.

The matter is now stewing. I am assured that Boston + Atlanta will not agree
on a joint agency and if the Board finds that the joint agency scheme won't go through,
they are likely to come back to my plan. I am waiting for that and hope my diplomacy
will not miscarry. In any case I would not know how to do better, for the Board does
not listen to reason but acts as if it were the Reparation Commission. Dictatorst
That seems to be Crissinger's tone anyhow. If so he is riding for a fall. Meanwhile
there will be some black eyes.

To tell you more cheerful things. Tomorrow I hope to take Nina from the hospital
to our country place + and to hell with the F. R. system then! She is going very well
indeed.

Tiarks was here and has sailed back to London.

They have big plans - rather too big, and I think they are likely either to
modify them quite a bit, or they may bump their noses. I like Tiarks very rmuch and
also Bruno Schroeder, and I should be sorry to see them make a mistake. By the way,
where is that son of yours? I should like to see him again.

Otherwise there ain't no news.

I am hot and sleepy and wish I were in Colorado.
J

Lots of love from the ladies; Betsy passed her first year medical exams; Jimmy
will sail for Europe in 2 weeks.

Yours moimrtly

[signed] Paul MW.
June Tth 23
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o ) 31 PINE STREET
NEW YORK

June 28, 1923.

Dear Ben:

I don't just now recall whether you owe me one
or I owe you one. In any case, I want to write you a
1itble;so here goes! Let us have the good news first.
1) Nina is fine, and sends her best love. She ssid
she was going to write to you; but that is one thing that
is still pretty hard for her, so I suppose it may be a 1lit-
tle time till she gets to it.

2) I am delighted to have Ben, Jr. come into the

I. A. B., where we expect him next Monday. Nothing would

give me greater satisfaction than to see him make a satis-

factory career here. I had a chat with him, and found him

a very much changeéd human being since I saw him last., He is

a very attractive cﬁap, even though he reminds me of his fa-

ther, particularly when seen from the back!!! Everybody

liked him, and so I hope the step that he is about to take

will prove to be one that you won't have to regret. Jyééﬂ’&L“dz
Qifﬁbﬁ;Fé} the unpleasant part! - I see from the pa-

pers this morning that the Federal Reserve Board has "gone

and done it". I tried my darndest to keep them from doing

it! When I found that Miller was not making any headway,I
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talked to him over the 'phone, and secured from him his
consent to let me submit the plan to Bovernor Hsrding,
which I did over the 'phone, with very unsatisfactory re-
sults., I then wrote him a letter, and sent 2 copy of that
to Crissinger. I also wrote to Gilbert, and enclosed a let-
ter to him, which I had meant to write to Phillips of the
State Department, but which, after mature consideration, I
thought it would be inadvisable for me to write, but asked
Gilbert instead to take it up with the State Department.
Crissinger wrote a very courteous note, and asked for more
information, which I gave him, Harding wrote a long reply
(rather truculent), but ended by asking for a more specifie
statement, which I sent him, - all of which can now go to
the crematorium! In any case, I know that I have done all
I could to stop them from committing this blunder, but "whom
the gods wish to destroy"-they do not strike with intelligence.
I am afraid the Board, as it proceeds now, 1is in for a lot of
trouble, but that-is small consolation for those of us who
wish to see the F. R. System sucecsed. «7@&” %JWW&
It is significant, that about two weeks ago, the
First Federal Foreign Banking Association asked the Board for
permission to issue debentures and mske acceptances at the
gg@gﬁtigg./ The Board asked the Advisory Council for a report,

and we immediately informed the Board that we thought such a
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™ procedure was against all practices and traditions, and
entirely undesirable. Upon inquiry, I learned today that
the request of the First Federzl Foreign Banking Associsa-
tion was granted!

I am looking forwasrd with a great deal of pleas-
ure to the next Advisory Council meeting, when I shall take
the liberty of cross-examining a few of these intelligent
men on what grounds, and with what objects in view, they have
acted. I am very much tempted to ‘start something’in the pub-
lic press with regard to the Cuban affair. My only concern is
that I think it is dangerous and ill-advised to rock the boat,
which is shaky enough as it is. I have kept in close touch
with Jay and Case about everything I have done in this unfor-
tunate Cuban matter. I would send you copies of the corre-
spondence, but it is only a’post mortem”'anyhow, and hardly
worth while any more. To go to Secretary Hughes in the mat-
ter,I believe, would only have irritated the Board, and made
matters worse fog the future. Moreover, I do not believe it
would have done any good. The Secretary of State is devel-
oping an unfortunate liking for s comfortable seat on the
fence, and I think it would have taken a piéce of dynamite to
get him down from it! That kind of business I had rather leave
to people more expert in that line.

New York does not look very cheerful just now,

and the people who are having the best time sre the gossips.
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Apparently the 8tock Exchange just now looks very much like
the Colony Club! I assume that Case and Jay are keeping

you advised as to all this nonsense, which I hope will blow
over pretty soon. For swinging from one extreme to the other
"without rhyme or reason™ no country does better than we.

With no more for today, and with all good wishes

Always czfg;ally yours

from 211 of us, I am

Benjamin Strong, Esq.,
Cragmore Sanatorium,
Colorado Springs,
Colorado.

PMW.N

Digitized.for. FRASER
http://fraser.stlouisfed.org/

Egedaral Pocorve Ronk fGt oy .




FONTENAY : ! \
HarrspaLeE, WesTcHESTER COUNTY
NEw YOrRK

Aea. M@,

| s ae au fadine G e O,

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



L] Yl o
1 MW ,@%ﬁ M/@ b
W,M@ ‘w//w, M_%,@me/m
N\ te .

o e TN WM i
%M %.// /M M ﬂm Wa
54 8 wwz M N %Wf W :
§rdnin I3 e da T i

e o - .\\§ L co Lo,
%\\M«MQ \N 4 %N.\\M\W&\.\M‘N : IN\\M?N“W\OMS toded .

o a\&& B i s R o LT LB
\\?\\&N\» K flitiy bt 8 b COECE






Copy of handwritten letter July bkth 1923

N Y Fontenay
S Hartsdale,Westchester County, New York

y

Dear old Ben,

Our last letters crossed; and we, both of us, wrote about the same subject: your
boy. Since then he has entered the I. A. B. and I saw him for a moment in order to
wish him good luck. What you say about him is written on his face. It is a pleasure
to look at that expression of kindness straightforwardness and purity. So, dear fond
father of a very dear boy, you need not be afraid that you are blind as all fathers
with regard to your son. I hope that he and Jimmie will hit it off; I regret that
for two months the latter will be away in Europe. Meanwhile Ben will find his bearings,
which is not bad at all.

The last paragraphs of your letter made me smile - , not a sarcastic, but a very
much amused smile,

How often have you said to me that it was my evil doings that landed you in that
desperate job you have been afflicted with these last 8 years? How often have you said
you doubted whether it was worhh while to go on with it? (And God knows there has
been enough Jgsbification for all you said!)Butlliiil! If a father as fond as you,
when all is said and done, thinks that after all he would wish his son to continue
where he would some day leave his job + there must be something in it worthwhile the
effort! Q.e.d. and I am dammed glad it sis so. So don't you try that sort of stuff
on me again - I know better now.

Nina is fine. We expect to go to St. Andrews(New Brunswick, Canada) by the end
of this month for 5 to 6 weeks, and that, I trust, will give the finishing touch to
her recuperation.

Both my womens send you their best love.
Ever yours

[signed] Paul
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[ 2 Copy of handwritten letteT

Loon lLake, Sept. 3, 1923

Dear Ben,
Wonder where you arel

We have been for 3 weeks at St. Andrews and one week here. Friday I leave, to
go back to New York, while Betsy returns from a rough camping expedition near Moose
Head Lake to take my place as watchdog over Nina. The latter is gettin along beau-
tifully. ©She is better than in years. That is just the reason why she needs a
policeman. I have not heard from you in 2000 years how you are getting alone. Drop
me a line, old man?

My vacation has been much reduced, in time and pleasure, by my reading H. Parker
Willis' book - "The Federal Reserve System." I always knew the fellow was a skunk;
but he turns out to be a superskunk. For those of us who know, the story is funny
and makes Willis' hook like, what he is, - a mean, petty, jealous, venomous flea,
who believes that he knew it all, + did it all, and that anything anybody else ever
did must be shown up as either not new, or no good. But the flea bites are distri-
puted with such queer and unaccountable passion. Some people like Hamlin + John
Skelton (of all people!) whom he loathed and despised) he treats with curious
generousity - while you and I are, I suppose, his main targets. That, however, is
fairly indifferent. What is more serious;is the fact that for politicians and economists
this vicious stuff will serve as a hand book, containing authentic information, and it
may be used to bedevil the situation, which is none too safe as it is. TTrue enough,
only few people will work their way through these 2000 pages; but they will find some
convenient pages to quote against the system whenever it will be convenient. Tyust
Owen, .Ladd + Heflin for that!

T think the book ought to be answered; not in 2000, but possibly 200 pages. What
say you? I wonder whether he had any authorization from the Board to publish the
confidential memoranda; end if he had not, and I am sure he didn't, how could Glass
write a preface to such an outpouring of unfair indiscretions?

Glass 3§ a sorry person anyhow. I think he actually collaborated in this white-
wash and glofification of his own dear little self. The point of contact between the
two is their bottomless prejudice against banks in general, and Néw York bankers in
particular.

The funny thing about the book is, that an intelligent and unbiased reader, if
such an animal exists, cannot escape the conclusion that Willis has proved the case of
those who warned the framers of the F. R. Act of the dangers of ouer decentralization
and of too much government influence in appointing the Board and making this semi-
political body, technically, the only link connecting the banks, a mongrel body at that,
half supervisory + half managerial. But few will be intelligent enough to see that
unless we make it clear to them.

What sayest thou? I say H...) Yours always
[signed] Paul MW

T have not seen Ben jr for 6 weeks; when I saw him last he liked his job, and evelryhody
liked hin! I do.
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RECOMMENDATIONS OF THE FEDERAL ADVISORY COUNCIL TO THE
FEDERAL RESERVE BOARD - s 1

September 17, 1923.

RECOMMENDATION No. 1. The Federal Advisory Council has considered
carefully the letter from the Undersecretary of the Treasury to the Governor of the
Federal Reserve Board dated August 3, 1923, suggesting a certain differential between
the rediscount rate for commercial paper and the open market rate for bankers” accept-
ances and approves of the principle, but is of the opinion that the time is not oppor-
tune to increase the existing differential rate to the extent suggested.

RECOMMENDATION No. 2. Recognizing the great importance of the develop-
ment of the acceptance market and the market for short term Treasury certificates, the
Federal Advisory Council recommends to the Federal Reserve Board, if possible, some
legal plan be adopted whereby the Federal Reserve Banks may extend accommodation
to member banks and corporations or firms dealing in acceptances and short term
Treasury certificates by the purchase of these acceptances and certificates; and in the
event of resale of these securities to such member banks and corporations or firms,
proper compensation should be exacted for the service rendered; but these transactions
should be confined to acceptances and short term Treasury certificates and should not
include United States bonds or Treasury notes, ! - 4

RECOMMENDATION No. 3. The Federal Advisory Council having heard
Messrs. Claiborne and Adams in support of the so-called Claiborne-Adams check collec-
tion plan and the recent amendments thereto, is of the opinion that the plan is unsound,
and therefore unanimously recommends its rejection by the Federal Reserve Board. The
Council concurs in the essential objections to the plan as set forth in the report of the
Advisory Committee of Governors of the Federal Reserve Banks to the Federal
Reserve Board dated August 1, 1923. ,

RECOMMENDATION No. 4. The Federal Advisory Councit has considered
the effect of Regulation J, Series of 1923, and recommends that it be amended as fol-
lows:

1. To provide that Federal Reserve Banks shall receive at par from member banks
and non-member clearing banks in their respective districts, checks drawn upon mem-
ber and non-member banks that are collectible at par in acceptable funds; and shall
receive at par from or for account of other IFederal Reserve Banks such checks pay-
able within its district. Collectibility at par may be established by an agreement of a
drawee bank to remit at par in acceptable funds or ability of a Federal Reserve Bank
to make collection at par through another member or non-member bank.

2. To provide that Federal Reserve Banks shall not receive upon deposit checks
upon any non-member bank which are not collectible at par.

3. To provide that Federal Reserve Banks shall not charge exchange upon checks
drawn upon a member bank deposited with a Federal Reserve Bank, which checks are
drawn by, endorsed by, or which emanate from any non-member bank which does
not remit at par.
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3l PINE STREET
NEW YORK

October 29, 1923.

Dear Ben:

This morning's "Annal;éi" carries an in-

terview, which I was request to give, upon the sub-

jeet of the present probléms facing the Federal Re-
serve System. The nterview is no more than a re-
statement of viewg/expressed by me on earlier occa-
sions. I am verituring to send you a copy in the thought
that, possihly, it might interest you to give it a cas-

GZ Wor A /Zé’({,g/,gea/#/aqj ﬁ /liﬂﬂ,ﬂ(_’ %{

With kindest regards,

ual glan

/ S éerely yours,

|
[ N 1

/ / g ! »
(e 0L AN

AL A »

Benjamin Strong, Esq.,
470 Park Avenue,
City.

PMW.N
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" NOV 30 1923 . NEW YORK
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November 28, 1923.

Dear Ben:

Enclosed is adraft of my annual ad-
dress to be given before the Acceptance Council,
which it may amuse you to read. I was sorry we
were interrupted yesterday, but I am looking for-
ward to a continwation of our talk at an early
opportunity.

Sin eiely yours,

-

SR

ot wy LA ctrs L be /% Me/a% Aeetrve !

Hon. Benjamin Strong,
Federal Reserve Beank,
15 Nassau Street,
New York City.

N
Enecl.
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This article is protected by copyright and has been removed.
The citation for the original is:

Warburg, Paul M. “Politics Menaces the Federal Reserve System.” The Annalist (New York, NY), October
29, 1923.
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31 PINE STREET
- NEW YORK

December 3, 1923.

Dear Ben:

Thanks for your letter, and for hsving
read my paper so carefully. I am glad to have your
suggestions.

I know it will be hard to get Congress
or the Treasury to agree to a tsx exemption, but I
think it is right to put the matter up to them in the
manner I did in order to bring it out into the opren.

I have arranged with your son that you

will come and dine with us on Monday next when Mr.

Traylor of Chicago will be the only other guest. I
| am sure you will like him, and I assume you know him.
Ben Jr., unfortunately, has a swagger appointment for
the Metropolitan that night, which I regret, but I
hope to see him some other time,.
You suggesu&'that increased open market pur-
chases in Certificates of Indebtedness might do some

good, I am afraid it is no help. You could not

buy enough to reduce the rate for Certificates, and the

only consequence, therefore, would be that you would
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ease the banks which, in Lhat case, might, conceivably
at least, increase their purchases in commercial paper
so that the commercial paper rate might be decresased
further, and the snomsly of having the commercial paper

rate and the acceptance rate so close together would,

therefore, be aggravated instead of being eased. On
the other hand, the open market rate for acceptances

would not go down as a consequence of easier money,pe-

Govrel 7L

cause it is fairly well Iinked to thg/Certifjcates of
\

Iﬁdebtedness. Unfortunately, we find ourselves in this
vicious circle, which can only be broken (as I see it)
when the tax exemption for Certificates of Indebtedness
is removed, or if tax exemption is granted to bankers!

acceptances.

I hope you will use your persuasive powers
while you are\in Washington to carry this message home
where it will do some good.

I am looking forward to seeing you soon a-

gain, and am, with warmest regards from all of us

Always sincerely yours
W

Hon. Benjamin Strong,
1718 H Street,
Weshington, D. C,

PMW.N
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| f' ACKNOWLEDGED 31 PINE STREET
o DECQ7 1923 NEW YORK
B s,
" December 20, 1923. g

Dear Strong, _ ﬁ

T enclose a copy of a letter, which I have
written to Mr. Winston today. If you have time to
give it 2 "look-over", I shall be obliged. May be we A
can put our heads together concerning the several topice
that I have dwelled upon after the Xmas rush is over.

Meanwhile, this is a good opportunity to send
you all the good wishes, of which the Werburg family is

- full for you and your'n!

Verf ncerely yours

Hon. Benjamin Strong,
Federal Reserve Bank, .

15 Nassau Street,

s -

New York City.

PMW.H







Pecember 20th, 1928,
Dear Xr. Finsten,

¥hen I had the ploasufo of seelng you laestb in

!iahinztan, we diecussed the prohlom of the eceeptanon
market ana, BE you ray re@all T sald to you then thet
either the Trcasury CertiTicstes and Notee should be
pheed oa a texsble baeia‘,: or acceptances #hanla be pheéd.
.ﬁﬁ 8 tmxuoxemwt bagis whon held by banks.

' T have slnau elaborated thie thamghb in an ad®
éroaa, wh‘ch lb wag my qaiaful duty %o deliver at the sn-
miel mesting of “he Amerieen Acoceptance Counell, =nd T teke
the‘libdéby'or encloging = oapy herewith, | May T se¥ yom
'kiédiy to read what Iuﬁéve s#ald écnéarﬁing‘thla topie snd

give 1t ycar very earaest ané, s I hoga, ayn§athotlo con-

sidcration.

| e Po you resliz- that for sbout § 800,000.- & year

| 'iéu éaﬁ'nak@ the Americes benking éyataﬁ‘s spocess npd rut
‘ﬁﬂéie"Sam on the mep me the reel "Yorld Henker® with a fujr-
.ly gc:foet sechine? To my wind, 14 is nleerly our duty pot,
Lo neg!wt sur op ;:efwnihr of M&ar bepking organi-

sstinn all hhe mcre 80 a& every mcnt%-dnd'yaar ﬁhai pesees

throwe 5 h@siier réepcnelbiliiy eﬂ~us in thie regard, Ve
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¥

canuot hc bhe holdora of ;Il tho lorld'. 301& and boeomo
the gold axia ef ths Wbrla u&thent dniag aur obviaua éuty
1n nakius enr banwing asahinory funatten as well at lonot
az 1t liou ia onr pewer te nako 1%.

A e @ by 8P A w fa .‘ »

Ia uy papar yeu wtll zaad that I hava fzgnrua
out thut, 1f we have s normal volnno or uecoytnnees on b=
utandiag af $ 5@9,0@@ 000.— aad . diaeuuatlrpto or 4-1/&5,
the taxable interest mmxvad would be ahmit 4 mooo,

\..

Thin rotura in tho uandn of the bmnka uonld hc snbjset to
the tax of 12~1/2$, vhieh 13 approximatoly 2. 6 Rlllion p.s.
&pﬁraxiaatnly ona half or all acaaptanacu uru hola by tho
!‘odo’ml !none bankn th»y do nat p«y tfhc mz. I amu

e ‘, e

guess thet between 75 - mo muzeu ere ida by rm-.i..
bankl, nast c? whieh do aat pay &ht tax, asd 1t 1; oufo tu

uay thnt uora %han 5@; or tho balnnoo 1a bold hy nsyzagl ‘

g, H’H

haaku, whieh are not anbjaot to the tax. Tt -euld ho ennaor-

‘.:i

vatbvo, thcr.fero, o sssume that aot laru than one taarth or
one Tifth of all bankoz-‘ umaoptsnoaa ta aatually charged
with the tex, On the other hsnd,f%;x prevente the banks
from enteoring the field and, thersby, destroys the effective -
eourartt&an ar, what atuuld be, the no:t 1n@ortnnt factor e
in the aoeaataaeo awrttt,.ﬁnd i% ;rovcatn aoeeytunaos from |

getting the lower imtersst level, which dt[should command.
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|

The proposition that T have in mind is, what
ln slang we would sall, s Yoinoh™, Tho Tressity wWomld’
really loze nething for the adove resgon and Lthose that
I have outlined ia my peper, while the benefit would be
imwengey bat -can .cnly be ndge? by those whe =re ernadle
of visusliziog the porsibiliities nnd nsceseitior of our

benking evsten.

1 have not written Seoretary Wellon whort this
heplng Vhet you wilk be wm¥ sdvossts w1tk Wi - In deing

g0, may l mek you aleo Ho t81Y him whel ‘4 gonvins eatis~ " .
faction 1t was for hir Criends o0 Ye preecnt st the dinpner

given to him by She Pennsylvenie Sodléty Lhe other night ~ 7 |
and to feel the profound slnnercit#hf'th- cwstion thet wes |
tenderad him, It war & 'réal inepiratior to see that duty
feerleesly dere, witheut uny selfieh thought, osn command
the admlration and support of s Demporscy generally supposed
te be enpsble only to fellow the olaptrap of the Demsgogues.

Eincerely yours,

Hon., Garrard B. Vinste&
Epalstant Sﬁevef&ry of e ;nﬂmry,
!aaktn;toa, B. C.

Pu% . H
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ACKNOWLEDGED 31 PINE STREET

NEW YORK
JAN - 2 1994

R g December 28, 1923.

Dear Ben:

Thank you for your note. Your argument
against additional tax exemptions is perfectly sound,

even though the restrictions contemplated by me would

make it perfectly harmless. But, then, one should
"take the bull by the horn", and see to it that Treas-
ury notes and Certificates should become subject to 2,
tax. I enclose copy of a letter received from Mr. Win-

ston, which I am sure will interest yowu.

Alw;/s yours, |
(@ FVIT I TR

Benjamin Strong, Esq.,
Federal Reserve Bank,
15 Nassau Street,
New York City.

PMW.N
Enecl.
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COPY
THE UNDERSECRETARY OF THE TREASURY

WASH INGTON

December 26th, 1923

Dear lr. Warburg:

I have your letter of December 20th, I had already
read your speech to the American Acceptance Coumncil with a great deal
of interest and I had zlready discussed this question with I, llellon,
As I said to you when we talked it over in Washington, it should be
the policy of the Treaswry to reduce the number of tax exempt secur-
ities and not to increase it. They are already the subject of much
eriticism, Unfortunately the statute under which Government short
term certificates are issued requires exemption as to mormal tax. It
would not, therefore, be poasiﬁle under the present law to make our
Government securities wholly taxable., The Treasury may, however, con-
sider the advisability of recormending to Congress an amendment to the
law so as to leave within the discretion of the Secretary of the Treasury
whether the securities may be wholly taxable or tax exempt only with
respect to State taxes and the mormal tax. We should like to do every-
thing we can for the acceptance market, but I am afraid it would put
the Treasury in a false light to recommend tax exemption,

Very truly yours,

(Signed) GARRARD B, WINSTON
UNDER SECRETARY OF THE TREASURY
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31 PINE STREET
NEW YORK

January 30, 1924.
ACKNOWLEDGFT;

JAN 3 1 1994
R

Dear Ben:

As a member of General Henry T.Allen's
Committee, I have been asked to sponsor their plea
with a certain number of "prospects", and your name
has fallen into my lap. I venture, therefore, to
enclose copy of an abstract of Doctor Emerson's re-
port, whiech speaks for itself. I also enclose a
card which please be good enough to return to me with
whatever figure (large or small) that you may feel
like inserting. It is needless to add that my heart
is very much in this matter because I know how ter-
rible the suffering is over there. None the less,
be sure that whatever way you may act upon the sugges-
tion, I shail fully understand and respect your conclu-
sions., I know how overburdened all of us are along
these lines.

Sinceyely yours,

Benjamin Strong, Esq.,
15 Nassaa Street,

New York City.
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FEW TYPICAL EXCERPTS from the
reports of Dr. Haven Emerson, of Columbia
University, and Prof. Ernest M. Patterson, of the Uni-
versity of Pennsylvania, who, as unbiased, scientific
observers, were sent to Germany to ascertain the

FacTts or THE SituaTioN for the information of

THE AMERICAN COMMITTEE FOR
THE RELIEF OF GERMAN CHILDREN

MAJOR GENERAL HENRY T. ALLEN

NATIONAL CHAIRMAN

IRVING T. BUSH

CITY CHAIRMAN

HARVEY D. GIBSON

TREASURER

©

19 West Forry-FourrH StrEET

New York City
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EXTRACTS FROM REPORT
OF DR. HAVEN EMERSON

(Columbia University)

66T T was unfortunate for my purposes that all the schools were closed during
my stay in Germany, an extra ten days of vacation having been decided
upon because of the shortage of coal to heat the schools.

“Cold weather, with much snow and wind and little sun, prevailed through-
out the period of my visit. Public officers were warned in all intsances that only
conservative and well authenticated facts were acceptable. . .

“A reduction of the birth rate from about 30 per 1,000 to 15 per 1,000 has
not been accompanied by an improvement in the condition of the expectant
mother, for there is less prenatal care, an increase in the mortality from childbed
fever, an increase in stillbirths, and a great diminution in the proportion of
mothers who can nurse their habies. Breast milk is found to be reduced
to about one-half the usual daily amount. One in ten of the babies born alive in
Berlin is given over to an institution to raise because of poverty of the famaly.

“After the early weaning, now so common, the shortage of cow’s milk and
its expense causes a marked arrest in development and defect in quality, as well
as in quantity of tissue growth. Beginning with six months and even younger,
babies are found in the hospitals in considerable numbers with marked pulmonary
tuberculosis. It is not uncommon to find 15 per cent and eyen 25 per cent of
children under two years of age in hospitals, suffering from lung tuberculosis.
This has been a development of the past twelve months.

Increase in Tuberculosis

“Tive of the municipal preventoria in Berlin with four hundred beds, for
pre-tuberculosis of suspect children from tuberculosis families have Dbeen
closed within the year for lack of funds.

“In Dresden, at a prominent children’s hospital, prior to 1915 they had no lung tuberculosis in children under
three vears ; today twenty-five of the one hundred and twenty beds are occupied by children of this age.

“The runabout child (2-5 years) is less commonly sturdy than the infant under one, partly because no child
over four, unless in hospital, and in most places no child over two gets any fresh cow’s milk, and partly because
of lack of suitable shoes and outer clothing.

“From infancy to school age marked rickets is so common, anemia, listlessness, poor muscular bone, sunken
eyes and emaciation are so generally seen that one loses a sense of proportion and is inclined to underestimate
the extent of depreciation of vitality which is almost everywhere obvious among the children of the wage earners,
the lesser public officials and the 20 to 40 per cent of the adult population who are unemployed. .

“Lack of breakfast and often of lunch, lack of shoes, or worn out or felt shoes, lack of stockings, under-
clothes, winter coats are all so common that the undersized, pallid, listless, thin children seem but the natu ral
result. The weakness of children from hunger is a conmon cause of fainting, dizziness, headache and inability
to study. Up to 20 per cent of children applying at six years for admission to school have to be sent home as
wnfit to attend. From 1 to 2.5 per cent of school children in some districts are found to have open pulmo-
nary tuberculosis.

Food, Clothing, Housing

“The best single index, and probably the most reliable material measure of the adequacy of children’s nutrition
in a modern municipality is the daily per capita consumption of milk. The cows, fewer in number than before
the war, produce much less milk and of a lower butterfat content and presumably lower also in other vitamin
elements. When, therefore, we find a reduction to one-sixth and one-eighth commonly, and in some instances
to one-twentieth of the milk formerly taken daily, and of this sometimes one-sixth not sold because of the rise
in price, we can picture the results upon children’s growth and health. Few, if any, children over four have had
milk in the cities since 1914, unless they were sick in hospitals.

“The use of milk in most American cities amounts to about one-half pint a day for each person.
people of Berlin have about six-hundredths of a pint apiece, in Cologne .1 of a pint.

“Three children in a bed and five or six persons in a bedroom are common in city and country. I found a
grandmother, mother and child of three all sleeping in the same bed and all with tuberculosis. Premises formerly
forbidden as unfit for human habitation are now crowded. The children suffer most from these conditions.

“The most that can be given to sustain life for a man, wife and two children under fourteen years of age is
10.5 gold marks a week, or about $2.50, an amount, even when considering the further concessions as to rent
bread, public kitchens, etc., which barely permits survival. It must be borne in mind that the period
of infection with tuberculosis precedes death by a considerable period.

“During the latter part of 1922, and to a constantly increasing degree through 1923, a change had occurred,
with a rapidity quite explicable in view of the conditions which had prevailed from 1914-1919, which threatens
to become a widespread catastrophe, at least for the children of Germany.
“The harvest of death has only begun. Starvation and disease are whetting the Scythe.

“We, in the midst of plenty, will see our own problems in a fairer light if we cast off our blanket of aloof-
Nothing but an increase of friendliness can come to our children from a transfer of material wealth

Now, the

PROF. PATTERSON (left) and DR. EMERSON

Aboard the Majestic on their departure for Germany to study
famine conditions.

EXTRACTS FROM REPORT OF
PROF. ERNEST M. PATTERSON

(University of Pennsylvania)
66 N such a brief trip, personal observations and conclusions based on
them are ordinarily unsatisfactory. In this instance, however, a few
statements are appropriate because the writer made every attempt to
observe accurately and, still more, because of the close correspondence between
his observations and the evidence gathered in other ways.

“First to attract the attention was the very small movement of freight. Our
route was followed chiefly in the daytime, to gain as many direct impressions as
possible. The writer saw no more than a dozen engines moving freight cars, and
of these one-half or more were merely shifting cars. Only about a half dozen
were trains of cars definitely moving from one town to another. There were
hundreds and hundreds of cars on sidings and in yards, most of them empty.
Iingines were cold and tracks rusty.

“Only a few of the loaded freight cars were filled with coal. In Berlin 1
saw only an occasional wagon delivering coal in the streets, and it was usually
brown coal whose heating quality is inferior. As 1 travelled through the towns,
very few houses had smoke rising from their chimneys.

“Of the many factory chimneys on]y a few were smoking, and there were
many evidences of extensive unemployment. In Cologne I witnessed a demon-
stration by a large mob of unemployed, a demonstration that for a time threat-
ened to result in rioting and looting. In short, evidence of unemployment
appeared everywhere.

A Change for the Worse

“T was in Germany in June, 1922, when business was still active. The most superficial observation today
shows a change for the worse, a conclusion that cannot be escaped when other evidence is examined. Unless
one is to distrust his own senses and refuse to accept the testimony not only of German officials and business
men, but that of the highly capable English and American experts in Germany—unless one is to discard all forms
of evidence upon which investigators are accustomed to rely, he must conclude that the distress is acute in the
extreme.

“Dr. Brauns, Minister of Labor for the Reich, stated on December 20th:

“‘Several municipalities have reported that the number of destitutes is more than half the population. The
Bureau of Statistics in Essen states that out of 251,000 inhabitants in November, 55.5 per cent was entirely de-
pendent, whereas in 1913 the percentage was 1.5 per cent. In several industrial centers in the occupied
zone, 80 per cent of the population is entirely dependent on public support.’

“In Berlin the D. Z. A. (Deutscher Zentralausschuss fur die Auslandshilfe) informed me that in the week
of November 27th to December 8th they served 545,017 meals per day. What fraction of the need they were then
meeting they were not sure, though one of their officials put it as low as 20 to 25 per cent.

Homes for Infants Closed

“Dr. Brauns further stated:

“ ‘Hospitals, homes and asylums of every description are taxed to the utmost, but are greatly handicapped
for funds. Worthy, respectable institutions have to close their doors. Among those that can no longer

continue are homes for infants, kindergartens, dispensaries for mothers and babies. The number of beds
in the remaining institutions is only 35 per cent of the original capacity. ’

“He also stated that on December 1st, in the unoccupied region, there were 1,447,000 unemployed and 1,825,-
000 part-time workers. For the occupied area, he gave 2,000,000 as merely an approximate estimate for the unem-
ploved.

“Allowances for the totally unemployed vary in different sections of Germany and with different classes of
workers. The highest amount paid, however, for a worker with a family is 1.56 marks (39 cents) per day. This
sum is being granted at a time when a loaf of bread costs 18 cents.

The Throes of a Crisis

“If inflation should be resumed and prices again rise, it is entirely probable that the mental strain would again
appear, with consequences that cannot be forecast.

“How serious and prolonged the crisis and the ensuing depression will be no one knows. Even were therc
no other problems to be faced, if the reparations question were settled and all other difficulties adjusted, con-
ditions would be serious. . But there is practically no reason for expecting early relief for the unoccu-
pied parts of the country. All Germany is in the throes of a crisis which will probably be prolonged.
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31 PINE STREET
NEW YORK

February lst, 1924,

Dear Ben,

Thank you for your Yetter and for your prompt
and generous response. I apbreciate it very sincerely,
and T am sure all my fellowlmembevs of the Committee will.

I am enthusisstic about your plan to incarcerate
some of theﬁdumb he&d;'around the world. If you start the

Syndicate, don't forget me as an underwriter!

Singerely yours,

Hon. Benjamin Strong, ,
Governor, Federsl Reserve Bank of New York,
15 Nagsau Street, City.

PMW.H
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MESSAGE REGEIVED DATE March 10, 1924.

From M. M. WARBURG & COMPANY HAMBURG GERMANY

4010
NEGOTIATIONS ORGANIZATION KREDIT DISCONT BANK BEGUN
CAPITAL £ 10,000,000 SUBSCRIBERS £ 5,000,000 REICHSBANK
BERLIN £ 5,000,000 GERMAN BANKS STOP

BANKS ENTITLED TO ISSUE £ 5,000,000 NOTES FURTHERMORE
REDISCOUNTING CREDITS OPENED LONDON FOR £ 10,000,000
STOP '

PROFIT 8% TO SHAREHOLDERS SURPLUS 50% SHAREHOLDERS 50%
GOVERNMENT DIVIDENDS FREE OF TAXES STOP

LATFR ISSUE CONTEMPLATED IN GERMANY ENGLAND THROUGH
BANK OF ENGLAND NETHFRLANDS THROUGH NEDERLANDSCHE BANK
STOP

ORGANIZATION SUBJECT TO AUTHORIZATION BY REICHSTAG STOP
ARE YOU INTERESTED SUB-PARTICIPATION

PLEASE REPLY BY WIRE

MR. P. M. WARBURG




copy

March 10, 1924,

Warmax Hamburg

Yours 4010 participation only interesting if official standing thereby
secured and substantial part of business on parity with London believe
misteke for Creditbank base its operations on fluctuating sterling
ihst£? stable dollar Believe that Bsnkvs foundation &nd operation

at least in part ought to be sought here believe possible organizing
gome credit syndieate here if proper opportunity is given us for
negotiation Please communicate thie Schacht Should I cable

him direct
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31 PINE-STREET
NEW YORK

. _March 14, 1924.

. \ 9% o\
| S —— i pe o | D)

Dear Ben:

The enclosed came in this morning from Chicago,
and may interest you. Please return it after you have
read it. I should like to discuss the subject matter of
the letter with you before answering Mr. Washburne.

Sincerely yours,

N

"i"‘* ?ba

Benjamin Strong, Esq., /ot
Federal Reserve Bank, > \(vl
15 Nassau Street, AN

New York City.

Mr., Warburg gave me this on Friday and I turned it

over to Mr. Kenzel.
P. J.

PMW.N

Enel.
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March 21' %‘o

Dear §¥r. Young: -@

I am greatly indebted to you for \"\fgmr prompt reply
teo my cable. Its last sords struck = partlé‘ularly responsive ;
chord. I wish I could zo over and see with nx own’ eyu wshat |
the problem reel'y is, end what the msibilitkel are. Un%
fortunately, however, that is impossible for me just now eas
Hrs. Warburg is down with the messles, & dlsease which it is |
not as easy for & grand-mother to overcome se it 1s for & baby,
snd her condition hse given mé guite some concern during these
last few weeks.

It is difficult for me to attu#t. to express my
thoughts concerning the protlem in ban& er, rather, not in
hand. The opportunity thet the present m,rmey in Zurope
offers is unique, and I don}t believe 1%& ﬁn ever be agaln
within a8 easy a grasp of the United States as it 1s today.

It is the question of whetlher the Dollar thull permsen=ntly re-
tain & predominant position, or whether "I;?egro dlllng to su-
render financial wastery to the Pcm atcri‘ing for good and

all) Baglsnd realizes that, and that 1s Whj vhe Behk of Eng-

land is dé—lling to zo to ¢ considerable liné_:.h in gra};tlng
| T
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facilities. Baron Bruno Schroeder from Londom, who i& here
just pow, confirmed that in nis telk with me yesterday. He said

. bhat ® 4f Lhe Pcnnd Sterlidg w8 goo& encugh for Engleand, it
was good enough for Germeny, énd that the Cermsns could net af-
ford the lusury of having Dollar excﬁsnge.'

$ b _ That st&benoﬁt i$, of course, f&liacioua, becsuse it

is more of & luxury to have.a fluetuuting plvot than to huwe a
stzble one. Jermsny, in aaceptin;fgtarling a8 éi:'tinanoial si-
vot, would place %gaelf ﬁnder & handiocap, while if she could base

~her finanelsl sysiem on ihe Deliar, it would be eceler for her in
the taturp Lo engaze 1nrworld business, and to compete with Eng-

lagnd more effeciively. The main weight, noaéver, is net © be

lald on the finsnelel srzument of Baron Schroéder; tut thet for
lhcr own cnds, politiesl snd economic, England has a larger ob-
Jectl &t stake then we, snd that, furthermore, we do not resli-e
over here what & far reachin: guestion is involved for us in the
matter. Personally, I can envisasge, that Lf through the estab-
lishment of gold eéxchange standards in Burope, msny countries

carry thelr reserves over here, snd invesl Lhem in bsnkers so-

eeptlances and belances, the result of that would be the develop-
ment of & wide open d}aeount market, such as we have been trying
in vain for five yéar; té eslablish over here. Hoiever, there
must be s give and take, and in order to muleh 1n§lund'stnn -
tribution, we would have to be prepared to grant rediscount fa-

eilities just in the ssme munner a& Lhe Bank of Enzglend has dane.
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This il not as difficult as it would appear st the outset.
I ‘em‘:‘!if“g&ne'mv & strong syndicate of leading banks and .
bankers could be formed here which would sgres to rediscount. . ..
a substantial number of miliions ﬁhﬂtrﬁ& the note
is:uing bank of Cermany, provided this paper compiles with . .
the requirements of the Federal Reserve aAct, 1. e. that it .
should be of & commercial eh:racter. It would protably be
Lwo name paper, representing the seller and the buyer of
goods, ~ndorsed by mrmmm ‘then again endor- . -
sed by the Gersian note issuing institution. Thie paper,
properly endorsed by ameriean banks or by bthe banking syndicste,
could be rediscounted ai the Pederal Reserve Bank provided it
appecled to it amrﬁ would be willing to smend its re-
spective regulation.

If that pro.osition came from your Commitiee in con-
nection with & general scheme of straightening out in Europe, I
oan hardly issgine that the Pedersl Beserve Bosrd would be um-
willing te play élomg, and that the leading banks of the United
States would be unwiliing to do their share where it might be &
public duty, and, &t the came time, & paying and safe business.

I hesitate to write this sketehy letier sbout this at
random, not knowing at sll what the actual reguirements of the
situation over Lhere sre. I hope you will pardon the intrusion!




I em venturing to send you Lhese lines simply for the purpose
wrwso idess before you for what they may be worth,
thinking that, yoesibly, they may cover some phases which have

not yet been lald before you. Needless to s:y, Lhat every
Lhinking humen being is following with keen attention the work
of your Commitiee, and the general fecling and expectstionis
that when Lhe curtain rises there may be ¢very resson to con-
zratulate® you upon what you have abhieved. The possibilitis
for good are immense, and we all hope Lhat France will bLe well
aware of the possibllities for evil that she may preeipitate if
she should prove too stabborn and too exacting.

#ith kindesl regards, and very hest wishes, I am

Always sincerely yours,

Owen D Young, Esq.,
Ritz-Carlton gotvel,

Paris, France.

PN¥. 8
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31 PINE STREET
NEW YORK

March 28, 1924.

Dear Ben:

I hope that you safely reached the shores of the
old country, and that you are well, and are having & bully
time!

Your "Ben" left a few days ago for a six weeks holi-
day. Everybody felt most sorry for him, and we are loathe to
miss him, but everyone went out of their way to assure him that
his place will be kept open for him, and that we will be deligh-
ted to see him back, hale and hearty. I did not see him myself,
because I have been laid up with a nasty cold, and by the end of
next week, I hope to be able to take Nina South. She is doing
well, but is very weak.

The object of these lines is to send you a copy of a
letter which I received this morning from Miller, to whom I had
sent a copy of my letter to Owen D. Young and Vissering. His re-

ply is most encouraging, and I thought you would be glad to see

it, and, possibly, teke a cue from it. Of course, I am not fa-
miliar with how far you and he discussed this whole problem, and

I may be carrying coal to Newcastle, but, anyhow, I did not want
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to miss sending you the letter. I am sending it over to your

Bank, assuming that your secretary will be able to catch you
on the other side.
Good luck, old man, and warmest regards!

Alwayg yours,

Benjamin Strong, Esg.,
Federal Reserve Bgnk,
15 Nassau Street,
City.

To be forwarded.

PMW. N
Encl.
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FEDERAL RESERVE BOARD

Washington

March 27, 1924.

My dear Warburg:

I thank you very much for your two letters of
March 24th.

I am glad that you enjoyed reading the Annual
Report of the Board and am pleased that you think so highly of it.
The point with respect to Federal Reserve discount poliey during
1923, which you think might with advantage have been emphasized
in the Report, is one in which I think you have perhaps read
the Report hastily and not understood the Board's position. But
this is a matter that we can talk about when I next see you.

‘ I am, of course, greatly obliged to you for
sending me copies of your letters to Vissering and Young. I
have read them with the greatest interest. I am glad your
thought is proceeding along the lines indicated in these letters.
If I have rightly grasped what is in your mind and what you are
aiming at, it is also what 4 have been thinking, and I believe
a way can be found by which the Federal Reserve can perform a
very important service and strengthen the position of our country
in the international money market by broadening its activities.

It was mighty good to see you, if even only
briefly, the other day in New York. I shall look forward to
your being here at the time of the next meeting of the Federal
Advisory Council, when I trust the subject of your two letters
can be amplified and clarified by further discussicon.

I am delighted to hear that Nina is doing well.

Always sincerely yours,

Mr. Paul M. Warburg, en
31 Pine St., Sgd. (A. €. Mily)
New York City.
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( Translation ) | [ i
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THE PRESIDENT
of the- ; -
REICHSBANK-DIREKTORIUM Berlin, S.W.19,
May 31,1924.

Dear Mr. Warburg:

I sincerely thank you for your kind letter of the
15th inst. and teke the opportunity of giving you some particulars
in regard to the present conditions, although I am fully aware that
you are kept informed by your brother Max of all developments in
our country. I may mention that it is a special gratification for
me to be in entire agreement with your brother in regard to the
handling of the all-important economic questions which Germany has to
solve at the present time, and this the more so, because I attach
the utmost importance to his judgment. By reason of the continued
political pressure from the qutéide to which Germany is exposed, our
domestic political conditions‘have become very much upset in the re-
cent electicns. The turn to the extreme "right" and "left" has been
very pronounced and I am much afreid that unless we find more support
and assistance from abroad, and particularly in regard to the "impon-
derebles", i.e. national sentiment, we may see very serious difficul-
ties in our own counﬂry. It has taken far too long to assist us to
a reasonable settlement of the Versailles Treaty. I confess that the
Dawe s Report is altogether & phenomenal accomplishment in this di-
rection and that the highest admiration can only be expressed both 1nv
regard to the political wisdom as well as to the economic conclusions
of the Committee of Experts. It goes without saying that I am person-
ally fully convinced that this Report is not the last word regarding
the whole question, but it shows us for the time being the way out of a
maze, the esits of which seemito be barricaded both from the inside
and outside. The great misfortune is that this report appeared so very
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late. A year ago we could have passed it with & large majority;
today, however, new difficulties have arisen by reason of the German
as well as French recent elections. Nevertheless I do not lose
courage, but it is of utmost importance that this Report be treans-
posed into actuality with the greatest rapidity.

The Micum Agreement will expire agsin on June 15th;.
according to my information it is entirely impossible for Ger-
many's industry to continue deliveries on this basis, asShe no longer

has the capital necessary for meking deliveries without payment. I
enclose a report which I made yesterday before the Central Committee
of the Reichsbank, from whieh ypu will see that the Reichsbank as well,
has arrived at the end of its resources, so that the whole country is
suffering from & terrible lack of capital. The worst is that even
foreign credits of longer maturities will not help us, because even
the assurance of
these cannot be used by conservative parties without/a final and last-
ing stabilization of the German currency.

This point is usually lost sight of by all forsigners,
but the Management of the Gold Discount Bank is giving it particular
attention. The latter Bank only gives credits te sueh firmswho can
absolutely prove that ihey can produce foreign currency at maturity /
of the bills out of their own resources, viz. from exports or other
foreign orders which they may have in hand. This is the reasen why
the Gold Dismount Bank hasnot extended itgactivities as fast as this
may have been expected in foreign countries., It is my desire tqmain-
tain under all circumstances the standing of"unconditional safety for
granting credits to the Institution", and particularly not to jeopardize
the confidence which was shown everywhere during the last few months

in the Reichsbank., This wasone of the reasons why I only asked for
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to offer your services in this direction. This may have appeared
rather picayune to some of your American friends who are used to
large transactions, but I believe that you will fully approve of

my policy in the long run. The time has now arrived, however, when
I should like to ask you to be less stringent in regard to credit
facilities for the Gold Discount Bank. The Management of the latter
Bank will write you direct regarding this matter and will propose
some changes for future transactions, which I hope both you and your
friends will sccept. Please bear in mind that it is of great help
for the German industry and commerce if we can place at their dis-
posel credits of the Gold Discount Bank at a more moderate figure.

In any case, it is our desire not to base ourselves
entirely on the Pound Sterling. In this connection I have been par-
ticularly interested in the report and the remarks of the Federal Re-
serve Board concerning the question of the Sterling or Dollar basis.
I have not fully understood the controversial points, because it ap-
pears to me that this matter is clearly elucidated in the Dawes Re-
port, according to which only "gold" comes into question as the basis
for the future German Reichsbank. There is also not the leastdoubt,
as far as 1 am concern;d, that we cannot have &ny real economic basis
in Europe until the currencies at least of the leading and most im-
portant countrie% are again placed on & gold basis.

I shall slways feel most grateful to you, my dear
Mr. Warburg, for any suggestions or information you will be kind enough
to transmit to me, and you may rest assured that I fully and grate-
fully appreciate the inestimable services which you are rendering the
German, and thus to thg9%%gopean economic;:stablishment. You are

thereby performing a service which is not rendered to any individual

http://fraser.stlouisfed.org/
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or class interest, but which redounds to the benefit of humanity
the ]
at large, and this ought to be/aim of all persongbf ideal and moral

aspirations.
Believe me, with best personal regards,
Yours very truly,
(Sgd.) Dr. HJALMAR SCHACHT.
LN/FB
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Confidential

Dear Ben:

Thanks for your letter of June 9th.

ACKNOWILEDGEDB! PINE STREET
o NEW YORK
JUN1ZS 1924

R S

June 12, 1924.

\»_‘

I am in

full accord with what you say.

I enclose & translation of the letter which I re-

ceived from Doctor Schacht.

It may interest you.
/]

Siagerely yours,

Benjamin Strong, Esg.,
Federal Reserve Bank,
15 Nassau Street,
New York City.

N

Encl.

Digitized for FRASER
http://fraser.stlouisfed.org/

/
[ ]\

/ /-.\




4

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



ACKNOWLEDGED
JUNT7 1924
l?l QNE STREET

NEW YORK

June 16, 1924.

Degr Ben:

Enclosed a letter from Mr. Morss. Before answering
it, I should like to compare notes with you. Will you let me

know at your convenience when we may have & chat.

Sinczzii? yours,

Benjamin Strong,Esq.,
Governor,
Federal Reserve Bank,
15 Nassau Street,
City.

-

PMW.N
Enclosure.
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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,

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.

Federal Reserve Bank of St. Louis
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™ Personal
W 52 CEDAR STREET
NEW YORK
Jenuary 27, 1925.
Qek. (s~
Dear Ben: ?{(g &“bé
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1 take great pleasure in sending
you herewith & copy of a confidential re.
port which was prepared for submission to
our stockholders at the annual meeting a
week ago. It contains a short review of
the first three and one helf years of the
activities of the International Acceptance
Bank, Inec.

The friendly interest you have
shown in the development of our Bank em-
boldens me to hope that you may find the
time to glance cover this report, and that
it may please you.

ery feithfully yours,
| W%/

Cheirman

Hon. Benjemin Strong,
Governor,
Federal Reserve Bank,
33 Liberty Street,
New York City.

PMW.N,
Encl.

Federal Reserve Bank of St. Louis




-EDERAL RESERVE BANK

OF NEW YORK

N5 11 sa MM

RECEIVED
BOVERNOR'S OFFICE

Digitized for FRASER
http://fraser.stlouisfed.org/
pedSiallRasorv o RonkfSt loyis

sy




Strictly CONFIDENTIAL and not for publication

RS —

Report

of the

International Acceptance Bank

Incorporated

To the Stockholders at the Annual Meeting
January 20, 1925

52 Cedar Street, New York

=2
By
{pei A
B
i ! |

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




INTERNATIONAL ACCEPTANCE BANK, Ixc.
BOARD OF DIRECTORS
for 1925

Chairman of the Board
PauL M. WARBURG

Vice-Chairman
DanNieL G. WING

MartaEw C. BrusH CHARLES B. SEGER
NEwcoMB CARLTON LAWRENCE H. SHEARMAN
WALTER E. FREW WILLIAM SKINNER
F. ABBoT GOODHUE PHILIP STOCKTON
RoBERT F. HERRICK CHARLES A. STONE
L. NACHMANN HENRY TATNALL
GEORGE S. PATTERSON FeLix M. WARBURG
Jorn T. PRATT Tros. H. WEST, ]JRr.
OFFICERS
for 1925
President

F. ABsor GOODHUE
Vice-Presidents

FrLeTcHER L. GILL L. NACHMANN
P. J. VoGeL JamEs P. WARBURG

& Secretary

Treasurer Comptroller
Joun P. CoLLINS Joun E. SHEA
Assistant Vice-Presidents
H. E. BARKER W. T. KeELLY
€. B. Harr H. J. ROGERs
Assistant Secretaries

E. ARTHUR CARTER W. H. SCHUBART

& Mgr. For. Ex. Dept.

Assistant Treasurers
G. GeENscH L. D. PICKERING
R. W. PrROCTOR W. T. SHEEHAN

Mgr. Commercial Credit Dept.
B. HWOSCHINSKY
Awuditor
M. W. WiLLIAMS

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

-————



ADDRESS
BY

PAUL M. WARBURG

Chairman of the Board of Directors

At the Annual Meeting of the Stockholders
January 20, 1925

Digitized for FRASER
http://fraser.stlouisfed.org/
Eodoral Rocarve Ronk of St loyis



STATEMENT OF CONDITION
INTERNATIONAL ACCEPTANCE BANK, Inc.
AS oF DECEMBER 31, 1924

RESOURCES

Stockholders’ Liability for Uncalled Subscriptions
$5,000,000.00

Cash on Hand and Due from Banks...._...._.._.. $7,582,067.36
Call Loans Secured by Acceptances..............._. 4,810,000.00
Acceptances of Other Banks 5,092,526.96
$ 17,484,594.32
U. S. Government Securities 15,132,074.50
Collateral Loans. 5,991,502.22
Loans and Advances—Due in 30 days......_..__. $10,228,360.86
Due after 30 days........ 3,638,221.77  13,866,582.63
Other Bonds and Securities 6,100,456.51
Customers’ Liability for Acceptances (less anticipations)....... 37,244,854.27
Customers’ Liability under Letters of Credit........._.__..____.._. 8,146,519.71
Accrued Interest Receivable and Other Assets 260,514.79
$104,227,098.95
LIABILITIES
Capital and Surplus Fully Subscribed
$15,250,000.00
Capital and Surplus Paid in. oo $ 10,250,000.00
Undivided Profits. ... 2,575,279.48
Due to Banks and Customers 44,460,169.14
Acceptances Outstanding 38,650,169.09
Letters of Credit.. 8,146,519.71
Reserve for Taxes, Unearned Discount and Other Liabilities 144,961.53
$104,227,098.95
Contingent Liability account of Endorsed Acceptances, For-
eign Bills; etc., Sold. s $ 17,492,611.17
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HE year 1924 will probably be written down in world
history as marking the turning point when the Great
War actually came to an end and when reconstruction
really began. No careful future historian will venture to take
the year 1918—or even 1919, as the beginning of the post-war
recuperative period. The Armistice in 1918 brought military
operations to an end; the Treaty of Versailles brought about a
political settlement between the warring parties; economic war-
fare, however, continued, and a real peace was established only
by the acceptance and putting into operation of the so-called
Dawes Plan.

We may now hope that in 1925 a solid structure may
rapidly spring up from the foundation carefully laid in the
year just closed, for, just as inflation and economic disintegra-
tion spread over Europe like a contagious disease, so we may
expect the healing process to spread gradually from one country
to another. From this point of view, Austria’s, Germany’s and
Hungary's accomplished stabilization means more than the
re-establishment of social and economic order in these countries.
It means that the era of wildly fluctuating exchanges is generally
approaching its end and that soon we may hope to see King
Gold bringing once more under his final and definite control the
printing presses that had threatened to drown Europe in a flood
‘of paper currency. The battle in this regard was won, indeed,
when Austria and Germany were placed on a gold basis. It
seems now to be only a matter of time before we may see the
Pound Sterling placed on a basis of free convertibility into
gold, with several other countries following suit, and France,
Belgium and Italy determining the new levels on which to
stabilize their respective exchanges. It is realized by all that
this will not be an easy matter, and that such steps will require
courage and a willingness to accept heavy sacrifices. However,
the Austrian, German and Hungarian experiences in this regard
have not only pointed the way, but have also taught the lesson
that the results warrant whatever temporary hardships may
be involved.

For the International Acceptance Bank, Inc. this turning
of the tide is of a double significance.
3
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The character of the business done by our bank is largely
international, and the first years of its operations were, by
reason of the economic and political uncertainties then existing,
necessarily governed by the greatest caution and conservatism.
It is, therefore, of the very greatest importance that we may
now hope to see Europe enter upon an era of greater political
and economic stability.

From its inception, our bank has pursued a policy of
distributing its risks both as to the commodities and countries
involved in its credit transactions. With the greater safety to
be looked for in the near future, it may be possible to enlarge
the limits to which dealings with each country have been
restricted. However, the development of the International
Acceptance Bank, Inc. has synchronized with the general course
of events in this further respect, that the three and one-half
years of its existence to date may be considered as the period
during which its foundations were laid, and that for it, too, a
new era may begin with the year 1925.

The International Acceptance Bank, Inc. opened for
business in April 1921 with a capital and surplus fully sub-
scribed of $10,000,000 and $5,000,000 respectively. When the
original plan for its structure was worked out, its organizers had
in mind that for an acceptance bank it would be of great
advantage to have a substantial uncalled liability on the part of
its stockholders. In this they were following British banking
methods; the thought being that an uncalled liability enables a
bank to take upon its shoulders correspondingly larger engage-
ments, while at the same time the capital paid in on which a
dividend is to be earned, remains smaller. An uncalled liability
is, therefore, a protection for the creditors of the Bank while
at the same time, from the point of view of the return to be
earned, it is a benefit for the stockholders. The organizers of
the Bank had hoped that it would be possible to arrange its
capitalization in such a manner as to provide for a capital of
$10,000,000 on which $5,000,000 would be paid in, plus a surplus
fully paid in of $5,000,000, so that there would have remained
an uncalled liability of $5,000,000 on capital account. Unfortu-
nately, under the rulings of the State Banking Department then
prevailing, it was necessary that the capital should be paid in
in full, leaving the uncalled liability on surplus account. This

-4
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plan had, therefore, to be followed when the Bank was organized.
It was felt, however, that our structure was not an ideal one
until we had at our disposal a surplus—not subscribed, only,
but actually paid in or earned—which would actually be avail-
able for any emergency that, theoretically or practically, might
arise. In these circumstances it was the first concern of the
management of the International Acceptance Bank, Inc., to
build up a substantial surplus from earnings. Satisfactory pro-
gress has been made in this regard. At the close of 1924 our
balance sheet shows in undivided profits an amount in excess
of $2,500,000, while a further substantial hidden reserve has
been accumulated so as to be available in case of unexpected
contingencies. We are delighted to report, moreover, that it
has since been possible to obtain from the Banking Department
an amended ruling which enabled us to carry out our original
plan. Accordingly we sought and obtained the unanimous
consent of our stockholders to so readjust the capital and surplus
accounts that from the first of January 1925 our balance sheet
will show a capital paid in of $5,000,000, a surplus actually paid
in of $5,000,000, an uncalled liability on account of capital
stock subscriptions of $5,000,000, and undivided profits in excess
of $2,500,000. This, plus the fact that other substantial reserves
have been accumulated, gives the International Acceptance
Bank, Inc. the position of intrinsic and structural strength which
it was essential to secure before, in the judgment of its officers
«and directors, dividend payments should be inaugurated. It is
now felt that, if conditions continue to develop as favorably as
they have in the past, the moment may be near at hand when
the Bank should begin to make a regular, though of course at
first moderate, distribution to its shareholders.

Thus, we may say that with the end of 1924 the first forma-
tive period of the International Acceptance Bank, Inc., has
come to a close.

It is possibly more than a coincidence that at this particular
time the Bank having outgrown its first quarters, on December
22 moved into a building of its own. Very soon after its first
operations began on the two original floors at 31 Pine Street,
this space proved inadequate to take care of the Bank’s rapid
growth, and, further space in the same building not being
available, two floors had to be leased next door at 29 Pine Street.

5
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It is needless to say that operations in two separate buildings
were neither economical nor conducive to that degree of efficiency
which the Bank tries to attain. In these circumstances it soon
became apparent that it was only a question of time before the
Bank would have to seek its own permanent quarters. Fortu-
nately a building at 52-56 Cedar Street, admirably suited for
our purposes, was available at a moderate price. This property
was accordingly acquired and remodeled by the Cedar Street
Corporation (organized for that purpose), of which the Interna-
tional Acceptance Bank, Inc. is the only stockholder. At a
very reasonable expense it was then found possible to enlarge
and improve the building in such a manner as to provide the
Bank with thoroughly modern quarters, adapted to its present
needs and leaving ample space for future growth. It is planned
for the time being to let several floors, thereby reducing the
annual charge to the Bank, which, when all free space is rented
and our old lease disposed of, will practically be the same as it
was in our old quarters. Several of our out-of-town stock-holding
banks have taken offices for their New York representatives in
our building, and this, it is hoped, will further promote the
development of our relations with them.

A review of the first three years of our operation warrants
the statement that the two specific thoughts that underlay the
foundation of our institution have shown themselves to have
been sound. These fundamental ideas were: first, that as a
consequence of the war and the perfection of the Federal Reserve
System, the United States found itself in a position of financial
predominance which imposed upon the American bankers the
duty of doing their share in financing the world’s trade and
commerce, and gave them the opportunity, by the granting of
Dollar credit facilities, to take over, in particular, the burden
of financing a large part of America’s own foreign trade hereto-
fore carried through Sterling credits opened by British bankers.

"The second thought was that insofar as this business involved

intimate relations and acquaintance with foreign countries, it
was most desirable, if not imperative, for any bank planning
to engage comprehensively and successfully in this new field to
enjoy relations of the greatest possible intimacy with banks and
firms long established in these foreign lands. These considera-
tions led to the plan of inviting leading firms and banks in

6
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foreign countries to become our stockholders and close associates
in our enterprise. Looking backward today we find every
reason to congratulate ourselves upon the adoption of this
policy. These foreign friends, in due course, became not only
our best customers, but, what is even more important, they
became our trusted advisors. Our relation with them has
enabled us consistently to hold to the policy of granting com-
mercial credits in foreign countries where we have the advantage
of having stockholding banks, only upon the recommendation
of these banks, and, wherever possible, with their participation
in the business. Relations of this sort were of outstanding
importance when conditions were as troubled as were those
prevailing throughout the world during the first years of our
existence. With banking and credit conditions shrouded in a
heavy mist, it would have been impossible for our bank to
undertake the business it did without the backing and the
confidence gained from the co-partnership of these foreign
institutions. True enough that even with these advantages,
we had to move most cautiously and hold consistently to the
principle of distributing our credits as widely as possible, both
as to commodities and countries, and of never exceeding a
certain maximum limit for any single commercial risk. Credit
business in the final analysis is insurance business, and wherever
we considered that the commitment involved in any single
credit exceeded the conservative maximum we had established
. for ourselves, we sought associates willing to join us in the
transaction. In this respect our American stockholding firms
. and banks proved valuable partners; and we did not find any
difficulty in increasing the number of participants in our credits
outside of this group of intimate friends whenever that seemed
desirable. It is a satisfaction to state that our Bank has been
permitted to enjoy a position of confidence in the banking
community almost from the day of its beginning.

As early as July 1921, the Bank was able to organize an
acceptance syndicate of $9,000,000 for the purpose of financing
a grain credit to be granted to Germany, on which occasion it
cooperated with the Bankers Trust Company of New York.
Since then several large syndicate credits have been arranged
by the International Acceptance Bank, Inc., the most interest-
ing of which was probably a re-discount credit of $5,000,000,

7
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later enlarged to $25,000,000, which was opened for the German
Gold Discount Bank at the request of its President, Doctor
Schacht. In this credit practically all the leading banks of the
City of New York and many of our out-of-town friends partici-
pated. The Syndicate was formed in order to provide for the
Gold Discount Bank facilities for rediscounting German trade
bills drawn in dollars and domiciled in New York, having not
more than ninety days to run, such bills bearing in addition to
the signatures of the purchaser and seller of goods, the endorse-
ment of a German bank or banking firm, and the endorsement
of the Gold Discount Bank. With the approval of the Federal
Reserve Board such bills were declared to be eligible for purchase
by the Federal Reserve Banks when bearing an approved Amer-
ican endorsement. This rediscount credit, while ultimately
used only to a comparatively small extent, no doubt proved to
be a helpful and constructive transaction in the critical period
preceding the adoption of the Dawes Plan, when it was impera-
tive to preserve and strengthen German credit until that plan
could be matured and carried into effect. In this connection
it may be of interest to record that prior to this transaction, in
cooperation with other banks, we had already granted a similar
though smaller rediscount credit to the Hamburgische
Bank of 1923, which aided that institution in substituting a
gold currency in Hamburg when the flood of paper circulation
had reached its highest crest. In all transactions touching
Germany, we had the invaluable benefit of the cooperation and
advice of our friends and associates there. They acted as our
guides and partners in a large number of credits which we
opened in Germany, and while these transactions were con-
cluded in a critical period we are happy to state that due to the
intelligence and vigilance of these friends we did not have to
record a single loss in our credit transactions with that country.
In a similar manner our intimate friends in other countries
have been of the greatest value to us. They brought us valuable
accounts, and through them we have opened a large number
of credits, some of which led to interesting syndicate transactions
under our auspices. These negotiations were not limited to
the granting of acceptance credits. They also led to our placing,
in conjunction with other friends here, short term notes for
foreign governments, municipalities, and private enterprises.
While we have adopted the general rule of not acting as a seller
Digitized for FRASER 8
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of securities to the public, we have placed our services freely at
the disposal of our friends here and abroad and have carried on
negotiations which brought together the would-be sellers abroad
with the would-be purchasers in this country. Moreover, in
two exceptional cases where it seemed desirable to demonstrate
our sympathy with the undertaking and our wish to cooperate
in a constructive operation, namely in the Japanese and German
loans, we appeared as one of the issuing houses on the public
prospectus.

One of the most interesting developments in 1924 was the
organization of the American & Continental Corporation, in
which the International Acceptance Bank, Inc. took a promi-
nent part—even though its ultimate actual financial investment
is only a comparatively small one. Early in 1924 it became
apparent that the acute shortage of working capital in Germany,
due to the devastating effects of the war and of the post-war
inflation, could not be met through ordinary banking channels
insofar as the advances required by the German industries were
really needed for working capital and for periods of several
years. These requirements often could not be filled by an
immediate appeal to the investment market,—first because
the conditions in Germany were not yet sufficiently clarified to
permit the sale of securities to the American public, and second,
because the rate at which such securities would have to be sold
might have constituted too heavy a permanent burden for the

< German borrower. It, therefore, appeared desirable to organize
-~ an intermediate credit corporation which would be able to tide
over certain German industries during the time in which they
could be helped neither by commercial banks nor by an appeal
to the investment market. It was thought that industrial
corporations desiring to secure advances for, say, three to five
years might be willing to compensate the American lenders by
granting options on stock or other similar advantages conditional
upon their own success, as compensation for a comparatively
moderate interest charge to be applied on such loans.

It was for the purpose of dealing with transactions of this
character that the American & Continental Corporation was
constituted as a syndicate in corporate form with a capital
fully subscribed of $10,800,000. The first organizers were
Kuhn, Loeb & Co., Dillon, Read & Co., North American Com-
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pany and the International Acceptance Bank, Inc. They were
joined later on by other American firms and corporations, the
principal participants being the following New York banks and
firms:

American International Corporation, Farmers Loan & Trust
Company, Marshall Field, Glore, Ward & Co., New York Trust
Company, the U. S. & Foreign Securities Corporation; also the
First National Bank of Boston and A. G. Becker & Co., of
Chicago.

These participants were willing to lock up their propor-
tionate share in the syndicate in the hope that by so doing they
would ultimately realize attractive benefits from the options or
other advantages to be secured by the Corporation. That
this thought was a sound one is proven by the fact that it has

been possible since the Corporation’s formal organization in =

October to invest a substantial portion of its available capital
in a manner as above outlined; and it is pleasing to state that
some of the options on shares have already begun to show pro-
mising profits. Similar transactions are in the course of
negotiation.

The fact that the circle of would-be lenders has widened,
through the general confidence instilled by the improvement in
the situation in Europe, will naturally render it somewhat
more difficult for the Corporation to operate in the future.
However, inasmuch as the Corporation is in fact a syndicate,
it can, as such, afford to bide its time and call upon its partici-
pants for payments on their subscriptions of stock only as it sees
opportunities which are genuinely attractive and warrant the
tieing up of funds for a protracted period.

The American & Continental Corporation follows sub-
stantially the same plan as the International Acceptance Bank,
Inc., insofar as it has laid down for itself the policy of securing,
wherever possible, not only the advice but also the active par-
ticipation of leading banks and banking firms in the country
where the advance is to be granted, and of its associates in
adjoining countries. The Corporation has been most fortunate
in constituting a European group, which acts as its advisor and
partner in these advances. This group comprises such banks
and firms as:
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Deutsche Bank, Berlin; M. M. Warburg & Co., Hamburg;
A. Levy, Cologne; Sal. Oppenheim & Cie., Cologne; I. H. Stein,
Cologne; and outside of Germany: Hope & Co., Amsterdam;
Société Financiére de Transports et d'Enterprises Industrielles,
Brussels; Skandinaviska Kreditaktiebolaget, Stockholm ; Svenska
Handelsbanken, Stockholm; Oesterreichische Creditanstalt fuer
Handel & Gewerbe, Vienna.

Some of these have, at the same time, become stockholders
of the American & Continental Corporation.

11
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INTERNATIONAL ACCEPTANCE BANK, Inc.

COMPARATIVE BALANCE SHEET AS OF DECEMBER 31st

Stockholders’ Liability for Uncalled Subscrip-
tions

Cash on Hand and Due from Banks_..........._.

RESOURCES

1922

1923

1924

$ 5,000,000.00 § 5,000,000.00 $ 5,000,000.00

$ 7,154,615.18 $ 6,253,734.30 $ .7,582,067.36

‘ Capital and Surplus Fully Subscribed............

Capital Paid in
Surplus Paid in

Acceptances of Other Banks_...___...__._..._...___ 2,115,254.74 3,623,225.90 5,092,526.96
Call Loans Secured by ACCEPLANCES...... .- —ww oo 4,810,000.00
U. S. Government Securities......................... 10,885,686.10  12,456,642.61 15,132,074.50
Collateral Loans 5,359,233.91 5,991,502.22
Other Loans and Advances.........ooooooooeeee. 2,699,975.05 8,097,547.32 13,866,582.63
Other Bonds and Securities 3,229,429.17 5,475,717.01 6,100,456.51

Customers’ Liability for Acceptances (less
anticipations).. 27,045,621.51  31,223,648.96 37,244,854.27
Customers’ Liability under L/C........._....._. 5,611,383.93 6,775,729.42 8,146,519.71
Other Assets....._.... 199,124.45 268,855.54 260,514.79
$58,941,090.13 $79,534,334.97 $104,227,098.95

LIABILITIES

$15,250,000.00 $15,250,000.00 $ 15,250,000.00

Undivided Profits -
Due to Banks and Customers.....................

Acceptances Outstanding.............._....._._ .

Letters of Credit......

Reserves for Taxes, Unearned Discount and
Other Liabilities

| Contingent Liability a/c Endorsed Accept-

» ances, Foreign Bills, etc., Sold................
itized for FRASER
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$10,250,000.00 $10,250,000.00 $ 5,250,000.00
5,000,000.00
969,519.76 1,632,655.59 2,575,279.48

13,074,143.30
28,833,975.99

28,186,825.13
32,590,355.88

44,460,169.14
38,650,169.09

5,611,383.93 6,775,729.42 8,146,519.71
202,067.15 08,768.95 144,961.53
$58,941,090.13  $79,534,334.97 $104,227,098.95

$12,040,211.21 $12,478,797.89 § 17,492,611.17
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The consistent growth of the International Acceptance
Bank, Inc. since its organization, is clearly evidenced by the
comparative statements as of the close of the years 1922 (its
first full year of operation), 1923 and 1924. The steady increase
in acceptances and letters of credit outstanding on December
31 from $34,400,000 in 1922 to $39,300,000 in 1923, and
$46,800,000 in 1924 reflects the development of the Bank's
chief line of activity. The growth of the current account busi-
ness,—almost entirely with foreign clients,—is evidenced by the
increase from $13,000,000 on December 31, 1922, to $28,200,000
in 1923, and $44,460,000 in 1924. The number of accounts
has increased steadily, and during the last year showed an
increase of 209, over 1923.

Investments, notably in United States government securi-
ties, loans, advances, portfolio as shown in the comparative
figures, all indicate a gradual and consistent building up of the
bank’s business.

A comparison of the Undivided Profits Account shows
moreover that the earnings of the Bank have grown more than
in proportion to the increase of its business during three and a
half years of operation. Undivided profits in excess of $2,500,000
have been accumulated in addition to very substantial hidden
reserves.

COMPARATIVE SCHEDULE OF EARNINGS AND EXPENSES

AS OF DECEMBER 31sT

1922 1923 1924
Earnings.......oooceeeeeecceeceen $1,571,718.60 $1,651,030.31 $2,539,320.64
Expenses 500,518.60 683,774.92 759,551.92
Net Earnings.. .....cccoocicciccinnss $1,071,200.00 $ 967,255.39 $1,779,768.72
Deductions for Taxes, Extra-
ordinary Reserves, etc........... 183,700.00 304,119.56 837,089.24
Amount transferred to Undi-
vided Profits.........ocoeceeecceecen $ 887,500.00 $ 663,135.83 $§ 942,679.48
13
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The Bank has been fortunate in not having incurred any
losses of consequence from the day of its organization to date.
(The total amount actually charged off against losses in this
entire period is less than $40,000).

As regards our staff, we began the year 1924 with 187
officers and employees, as against 160 in the previous year, and
as against 69 at the beginning of 1922 and 35 in April 1921,
when the Bank was organized. We have continued our policy
of increasing the salaries of the members of the existing staff,
commensurate with the efforts they put forth, rather than of
adding to the bank’s expenses by taking on many new employees.
That the increased efficiency of our employees enabled us to
carry this policy into effect, may well be a source of as genuine
a satisfaction to the entire staff as it is-to the officers. :

Among the officers the following changes took place during
1924— :

Mr. Henry B. Kingman resigned as Assistant Secretary
and became Vice-President of the Webster and Atlas National
Bank in Boston. Mr. A. Benjamin, Assistant Secretary,
resigned, and became Manager of the Foreign Department of
the Manufacturers Trust Co. Mr. E. Gugelmann, Manager of
the Foreign Exchange Department, resigned and returned to
his home in Switzerland, where he has become affiliated with
the Banque Commerciale de Basle. Mr. W. H. Schubart
became Manager of the Foreign Exchange Department. Mr.
Harold E. Barker and Mr. Howard J. Rogers were made Assist-
ant Vice-Presidents. Mr. John P. Collins was made Treasurer,
Mr. G. Gensch, Assistant Treasurer, Mr. C. B. Hall, Assistant
Secretary, Mr. B. Hwoschinsky, Manager Commercial Credit
Department and Mr. W. T. Sheehan, Manager Collection
Department.
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52 CEDAR STREET
NEW YORK

april 20, 1925.

- ‘\:,’

‘z
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Dear Ben:

I have to thank you for your two nice notes
of April 17th.
I am looking forward to being with you at

the Machado dinner. Not that I care much about the General,

but I am looking forward to your company and that of the
Federal Reserve Bank Directors, which I am sure will be
very pleasant.

As to the Augusta meeting, you know without
my saying so that you may call on me any time day or night.
It will always be a pleasure to respond, even though it
may at times be a greater pleasure to devise ways and means
to do the trick without being a%glad-hander® amongstAthe
A. B. A. crowd. Perhaps you might be interested in a let-

_Egﬁ?%ﬁﬁgégé Doctor Lichtenstein, and sent down to him at
Augusta through the intermediary of the A. B. A. office.
I think that should give him ammunition enough to keep him
out of mischief.
With kindest regards,
Always sincerely you

Benjamin Strong, Esq,, Q},[,{/L¢ .
Governor,

Federal Reserve Bank,
New York City.
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Paul i Warburg Hemburg,August 21st 1925,

Dear Ben,

I just returned to Hamburg after a two days' vieit with
our friend in Berlin end I want to senmd you these lines so as to
keep you advised before your own sailing.I thank you very much
for your letter which I read with the greatest interest.I regret
to say that the deeper I got into the matter,the more I became
impressed with the terrible bungling that had taken place,Il am
afraid our friend,or his subordinates,committed a grave blunder
when they permitted two institutions who had been members of my
‘original syndicate,-and who bad found the door to the Reichsbank
through me-,to inveigle them into the belief that the interests
of the Golddiskontbank were better served by individual trane-
actions than by & continuation of the handling of the American
market 4o éﬁe organized group.l assume that your New York
associates have kept you fully advised a8 to what happened.The
thing finelly degenerated into a peddling campaign on the part
of Mr.Bendix who went around offering the bills at 5% to the
banks,following the lists that constituted our original syndicate,

’ WJ Vede X ,,M,u/?
the result being that there were refusals galore ,and a matter,

that previously had been handled in good style and on a high plane,

was permitted to become thoroughly discredited.We have had
Hon.Benjamin Strong Esqg.
c¢/o.Montagn Norman Esq.

Bank of England
London E.C.
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-2- Benjamin Strong BEsg., London

indications that the members of the o0ld syndicate were

considerably nonplussed and annoyed.While the whole affair is most

unfortunate it is only fair to state that Dr.Schacht had not been

entirely aware of what had happened and when after our talks ,

he saw the mess they had made he lost no time in stopping all

offers.He has since}written me a letter of which I enclose a copy
(ArnF Gl Vebaaist Roctw, pleare, #at Jsdtnt it B 7in)

for your own confidential use,.This letter tells its own story

and shows you the fine spirit in which Dr.Schacht accepted

my very frank statement .My talks with him were most satisfactory

in this regard and while I regret what has happened -even more

in his interest than in mine- I believe that ih:the.end we

parted better friend§ than ever.

As he told me he is going to see you in London
before you sail,and I think that it may be advisable therefore
that I should put before you some thoughts which I suggested
to bim ,and which he asked me to discuss with you upon my return
and which,no doubt,he will discuss with you himself .Outside
of us two the matter is not to be mentioned for the time being.

I said to Dr.Schacht that,iﬁ?aae he wanted to give
the German market the benefit of the borrowing power of the
rediscount market in New York,it would be better to bottom the
umatter on a defintte transaction which could be readily
explained and understoocd ,and which in itself would command
so much confidence that the weight of the Goldiskontbank's
endorsement in the matter would become rather slight.I asked
him whether it would not be possible to have the German government
railway system,‘which every year buys approximately M.300.000.000.d
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worth of coal from the coal mines,become the borrower by arranging
for the German railways either an acceptamnce credit to be granted
by & New York banking syndicate and to be aveiled of by the

coal producing companies ,or whetber it would be possible ,-

if that should be preferred,to have the coal mines draw trade-
acceptances on the Reichsbahn which could be endorsed by German
banks and then bought by the Golddiskontbank end sent to a

New York syndicate on similar lines as was done in connection
with the first credit.-In either case the German Reichsbahn

would be looked upon as the main borrower and the bulk of the

burden of the credit would rest om it ,instead of on the Gold-
diskontbank, _

If the form of an acceptance-credit should be
preferred it would be quite possible to have the coal fenced
off and put in the custody of the Deutsche Waren-Treuhand A.G.,
a trust company orgenized for such puposes  ,so that the
acceptances would be"eligible as drawn against staples in
independent warehouses ",

I think both tramsacticns would be feasible.As to
which would be the more agreeable form will depend largely
upon your own judgment.Your own ideas coneerning the desirability
of a co-operation on the part of the Federal Reserve Banks
will be of outstanding importance in fashioning these plens.
They could be carried tbrough quite irdependently,the Federal
Reserve Bank being in the background as a well-imclined friend
in case of need.That would leave your hénds free in case’ you

felt that you wished tc be open for other direct transactions
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with the Reichsbank or Golddiskontbank .0On the other hand if it
would be agreeable for the Federal Reserve Banks to purchase
the bankers acceptances,in case such syndicate should be
organized ,they might be steered into the Federal Reserve Banks
direct without coming into the market.

Don't bother tc acknowledge'thia letter.We can discuss
its contents when we meet in New York;but inasmuch as Dr,.Schecht
is not quite as well posted with regard to the rules and
regulations (written in the year 1914 at White Sulphor Springs
by one Benjamin Strong and one P.W.M.).I thought that it might
be better for me to explain to you what is at the back on my
bald cranium.
| My impressions in Berlin wero_thug;-hilo the shrinking
process through which Germeny is passing,and the pricking of
the bubbles,is painful ,it is a healthy prccess and one,which
was inevitable in order to reach & rock bottom foundation
for Germany's future economic growth.The so-called vertical
trusts will have to go,and the horizontal trusts -which means
the comsolidation &and merging of related industries-will have
to grow; the coat has become too large for a shrunken body and
some pleats are being taken out at present.And that is as it
should be.The situation is aggravated by the curtailing of
foreign credits and the unwillingness on the part of some American
and other foreign institutions to continue to repurchase
maturing domicile-paper.But then you know my opinion,often
expressed, that the peddling out of this paper was an undesirable

and dengerous affair ,Just as undesirable as the granting of

credits on the part of people who only are what I call

ederal Reserve Bank of St. Louis
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" fajrweather-friends" ,Men of that disposition have no place
in the credit-business; they are & nuisance and a danger.But I
do not want to mention names; morecover you know them.

My ladies thank you very sincerely rof your kind reggrda
and,reiterate them cordially.I think Nina has profited greatly
from fbé‘cure';'aa to myself I am so thdronghly rejuvenated
that most people think I have become positively childiah;

I hope you had a nice time and that I shall see you soon
at your desk hale and hearty and with the familiar twinkle in

the eye.Cheeric and au revoir!
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T Abschrift

Der Prisident Berlin 20.Aug.25.

des Reichsbank-Direktoriums _ ~

Hexrrn Paul War burg
New York

52 Cedar Street

Sehr verehrter Herr Warburg !
Nachdem aus Thren Mitteilungen mir hervorzugehen
schien, dass iiber den Rediskont won Wechseln der deutschen Gold-
diskontbank am New Yorker Platze bei Thren Freunden uhrichtige
; Auffassungen vorhanden zu sein scheinen, mochte ich mir erlauban,

Thnen kurz dasz was geschehen igt, zu schildern, 4

Nuchdem/gfgt. zu meinsr grossen Genugtuung das erste Rediskont-

Syndikat fir die Golddiskontbank zustende gebracht hatten , erwmies
I sich, dass Reichsbank und Golddiskontb&hk in sich stark genug wa-
ren, dem damels auftretenden Begehr in einem grossen Umfange aus
eigendr Kraft zu be%riedigan, sodass wir von dem Syndikat nicht in
dem erwart®Bten Ausmssse Gebrauch zu machen in der lLage waren, Wemn
wir dagegen eine Bereitstellungsprovision zu zahlen hatten; so war
dies zwar eine Belastung, ich mSchte aber nochmals susdriicklich
enerkennen, dass der Dienst, den Sie uns damals geleistet haben,
ein grosser gewesen ist und dass wir Thre Bemithungen in vollem
Unfange anerkannt haben und noch heute dankbar wiirdigen.

Inzwischen
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Inzwischen sind =n die Golddiskontbank von einer ganzen Reihe
von amerikanischen Banksn von Zeit zu Zeit immer wieder Anfragqn
gekommen, ob man nicht Wechsel nach New York abzugeben bereit sei.
Das ist geschehen sowohl von Firmen, die Threm Syndikat angehtrten,
als auch von Firmen, die ausserhalb des Syndikats standen, Bs ist

dabei immer wieder zum Ausdruck gebracht worden, dass man doch auch

gern in direkte Verbindung mit der Reichsbank und der Golddiskont-

bank kormen mdchte. Nachdem nun die Golddiskontbank ihr zundchst

|
|
etwas eingeschréinktes Gesch&ft wieder erweitert hat, um dem deutschen
l Export zur Seite zu stehen, habe iéh, da ich mich in erster Linie

| Thnen verpflichtet fithlte, mit Threm “ruder Max gesprochén und ihm

l die Situation dargelegts Ihr Bruder Max war auch def Ansicht, dass

: man wohl in dem heutigen Stadium die Anerbieten anderer amerikanischer
i Banken nicht ablkehnen sollte, unbeschadet des Umstandes, dass die |

| Golddiskontbank in erster Linie Thnen, sehr verehrter Herr Warburg,

\ verpflichtet seiy | ‘ /

Tie Thneh hekannt ist, haben wir damm wmit der "International
Acceptance Bank" einen Rediskont-Kredit von 2 Millionen Dollar ab-
geschlossen, und wir haben ferner mit drei anderen amerikanischen
Bankbn einen Kredit ﬁb;r shnliche Betrége (teils etwas grisser,
teils etwas kleiner ) gleichfalls abgeschlossen, Es wird Sie inter-

1 essieren, dass wir bisher, alles in allem, diese Fazilitétaﬁ bis zu

| einem Betrage von 5,1 Millionen Dollar ausgenutzt haben, Ich nenne

| Thnen diesen Betrag absichtlich, um durch Sie den amerikanischen

] : Varkt {iber die Hohe unserer Engagements aufzukléren. Ich werde mir
|

auch erlauben, Thnen von Zeit zu Zeit mitzuteilen, wie hoch das
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gesamte Rediskont-Engagement der Goldd1skontbank 1st¢,und ermachtlge
Sie gern, ja ich wirde sogar darum bitten, da33181e dib B@trags dort
wissen 1assen damit der amerikanische Markt aenau ub@x unsa;B“Ver—

| _J [ =

pflichtungen orientiert ist., Bs ist mir dieses desmegen besonders

engenehm, als ich hore,dass hier und da von unberufenen Vermittlern,

| ~ die keinerlei Auftrag von une haben, amerikanische Banken fiir Redis-

kont-Abmachunzen der Golddiskontbank interessiert zu werden scheinen,

) Ich ermichtige Sie deshalb gern, davon Gebrauch zu machen, dass wir
niemals irgend jemanden beauftragt haben, fiir die Golddiskontbank

| in dieser Weise titig zu seinf, wie wir iiberhaupt bisher Rediskont-

| Kredite nicht nachgesucht haben, Sollten die Dinge einmal so laufen,
dﬁss wir unsererseits zu einem grosseren Golddiskont%K?gdit die

Initiative ergreifen sollten, so wirdes wir in erster Linie wieder
| mit Threm geehrten Hause in ‘erbindung treten,

Brlauben Sie mir, Ihnen nochmals zu versichern, dass es mir
ein ganz besonderes Vergniigen war, Sie hier gecsehen und die freund-
schaftlichen Deziehungen, die uns und unsere Institute 'gegenseitig
verbinden, aufs neue bekréftiét zu haben,

e Mit besten Griissen
Thr seht ergebener

T _ | . gez-Dr.Hjalmar Schacht
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e (COPY)

The President of the
Reichsbank-Directorate Berlin, Aug. 20, 1925

Mr. Paul Warburg,
52 Cedar Street,

New York.
Respected Mr. Warburg:

Since from your information to me it seems that among your friends
wrong impressions exist about the rediscounting of draftes of the German Gold-
diskont Bank on the New York market, I should like to be permitted to tell
you briefly what has happened.

After you,at the time, to my great eatisfaction, had brought into
existence the first rediscount syndicate for the Golddiskont Bank, it was shown
that tﬁe Reichsbank and Golddiskont Bank in themselves were strong enough to
satief§>§§g§? own power to a large extent the demand existing at the time, so
that we were not in a position to make use of the syndicate to the extent ex-
pected. When we had to pay a commission for protection, that was, indeed, a
burden, but I must expressly recognize again that the service which you then
rendered us was a great one, and that we have recognized your efforts in full
measure and are still today thankful for them. Meanwhile, requests are still
coming to the Golddiskont Bank from a whole series of American banks from time
to time as to whether they are not ready to give drafts on New York. That has
been done both by firms which belong to your syndicate and by firms which were
not in the syndicate. The wish was repeatedly expressed that they would like
to come into direct connection with the Reichsbank and the Golddiskont Bank.
After the Golddiskont Bank had expghded ite at first limited business, in order

to back German export trade, I have, since I felt under obligation to you, above

all, spoken with your brother Max and explained the situation to him. Your

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




2
"~y brother Max is also of the opinion that in the present condition of affaire we
should not decline the offers of other Americen banks, notwithstanding the fact
that the Golddiskont Bank was, above all, under obligations to you, highly
honored Mr. Warburg.

As you know, we have established a rediscount credit of $2,000,000 with
the International Acceptance Bank, and we have, moreover, likewise, established
with three other American banks a credit of like dimensions (partly somewhat
larger, partly somewhat smaller). It will interest you to know that we, so far,
all in all, have made use of these facilities to an amount of 5.1 million dollars.
I mention this amount to you intenticnally in order to enlighten the American
market through you as to the amount of our undertakings. I ehalllalso permit
myself to inform you from time to time how great the total rediscount liability
of the Golddiskonﬁ Bank is, and permit you gladly, yes, I would even request you
to, meke known the amounts in your city, so that the American market should be
clearly informed about our obligations. This is especially agreeable to me be-
cause I hear that, here and there, American banks seem to have become interested
for rediscount dealings of the Golddiskont Bank, made by unauthorized go-betweens
who have no commission from us. I gladly empower you, therefore, to make use
of the knowledge that we have never commissioned anyone to be dealing in this
manner for the Golddiskont\Bépk, just as we heretofore have never sought for re-
discount credits. Should things go so that we on our side wish to take the in-
jtiative for a large Golddiskont Bank credit, we would then, first of all, again
make connections with your honored firm.

Permit me to assure you again that it gave me an especial pleasure to
see you here and to have strengthened again the friendly relations which join
us and our instituticns mutually.

With kindest greetings,

Yours,

Dr. Hjalmar Schacht
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Dt * Prasident
es
Reichsb k = Direktoriums.

Berlin, August 20th, 1925.

Mre. Paul Warburg,

e o mm men s s e e

52, Cedar Street.

Dear Mr., Warburg,

From what you told me I infer that your friends
appear to be labouring under a misconception concerning the
rediscounting of bills in New York on the part of the Deut-
sche Golddiskontbank. May I therefore be permitted to give
you a brief report of what has really happened:

After you had to my great satisfaction succeeded
at the time in forming the first Rediscount-Syndicate for
the Golddiskontbank, the Reichsbank and Golddiskontbank proved
to he sufficiently strong in themselves to meet the then
existing demand to a large extent alone, s0 that we were not
in a position to use the Syndicate's facilities as much as
we had expected. The commitment—charge, we had to pay, was
a burden to us, of course, but I wish to expressly acknow-
ledge again the very great service you rendered us at the
time. We fully appreciated and are still gratefully appre-
ciating your efforts on our behalf.

The Golddiskontbank has since continually been

receiving enquiries from quite a number of American Banks
Digitized for FRASER
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for bills to be discounted in New York. The Bank was approached
in this way by firms who were members of your Syndicate, the
same as by other firms. They all emphasized that they were
anxious to enter into direct relations with the Reichsbank
and the Golddiskontbank. Since the Golddiskontbank — in order
to help the German export—-trade — has now again extended its,
originally somewhat limited, activity, I spoke with your
brother Max and explained the situation, because I felt to
be under an obligation to you before others. Your brother Max
shared my views as to the advisability, at the present stage,
not to decline any offers of other American Banks, in spite
of the fact that the Golddiskontbank felt to be under an obli-
gation in the first place to you, dear Mr. Warburg.

As you know, we subsequently arranged with the
International Acceptance Bank a rediscount credit of
$ 2.000.000.-, and we have also made similar arrangements
(partly for a little larger, partly for a little smaller
credits) with three other American Banks. You mey be in-
terested to hear that we have hitherto used these facilities
all in all to the extent of 5,1 Million dollars. I quite in-
tentionally name this figure, so that our commitments may
become known through you to the American market. I shall also
take the liberty of reporting to you from time to time the
total rediscount commitments of the Golddiskontbank and
readily authorize you, and even request you, to make such
figures known on your side, so that the American market may
always be accurately posted as to our commitments. This I

-3 -
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would specially welcome, as I hear that unauthorized inter-
mediaries appear to be trying now and then, without any
instructions on our part, to interest American Banks for
rediscount arrangements with the Golddiskontbank. I there-
fore readily authorize you also to make it known that we have
never charged anybody to act for the Golddiskontbank in this
way and that we have hitherto not applied for any rediscount
credit at all. If one day we should have occasion to take

the initiative ourselves with a view to arrange a larger gold

discount credit, we would address ourselves in the first place
to your valued institution.

Permit me to give expression once more to the
particular satisfaction I felt in seeing you here and at the
same time to the hope that the friendly relations existing
between us personally and our institutions may still have
become closer through this interview.

With kindest regards

always yours faithfully
signed: Dr. Hjalmar Schacht.
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» 52 CEDAR STREET
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September 23rd, 1925,
Dear Ben:

I enclose herewith Dr. Samuel McCune Lindsay's
| letter, which I found here on my return, also the ccpy of
the letter which he has written to Schacht.

Please let me know as early as you can when I
' may come over and chat with you about the program to be
developed in connection with Schacht's visit, also what

your advice will be with regard to Lindsay's invitation.

Hon. Benjamin Strong,

Governor,

Federal Reserve Bank of New York,
New York City.
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BCARD OF TRUSTEES

PRESIDENT
SAMUF “CCUNE LINDSAY

¥ s The Acavemy of Political Science

i e in the City of New Bork
SECRETARY KENT HALL, COLUMBIA UNIVERSITY

PARKER T. MOON
TELEPHONE MORNINGSIDE 1400, EXTENSION 81
TREASURER

GEORGE A. PLIMPTON

ASST. TREASURER vep tember 21 ’ 1925,

ETHEL WARNER

THOMAS W. LAMONT
ADOLPH LEWISOHN
HOWARD LEE McBAIN
V. EVERIT MACY
OGDEN L. MILLS
WILLIAM L. RANSOM
HENRY R. SEAGER
EDWIN R. A. SELIGMAN
WILLIAM R. SHEPHERD
MUNROE SMITH

FRANK 4. vanpErue  MT. Paul M. Warburg,
! . 56 Cedar Street,
reL wamnen . New York City.

Dear Mr. Warburg:
Meny thanks for your telegram from Washington.

I am sending the enclosed letter to Dr. Schaacht
by the S/S. Mauretania sailing tomorrow, and I will call you
up on Wednssday to talk about a cable. It may be that we can
embody the substance of the invitation in a cable telling Dr.
schaacht that fuller details will reach him in my letter, and
get his acceptance by cable before we can get a reply to the
letter, so that we can announce him and prepare for him a place
on our program.

I think in view of the topic, and the program
that we have developed thus far, it would be a fin€ thing te
have Dr. Schaacht here and that it would be a fine opgportunity
for him to meet some of ow representative business and professicnal
men, to say much or little about the present economic conditions
in Germany and the relation of government to business, as well
as tc the outlodk of business development in Gernany.
With renewed tharks, and hoping to see you soon,
I am,

Yours sincerely,

Stuacid IS Lo e
it

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



52 CEDAR STREET

ACKNOWLEDGED NEW YORK
SEP SG ‘925 September 25, 1925.
n =
Dear Ben:

Thanks for your letter. I gquite agree with

your conclusions concerning Doctor Schacht's attitude

towards Doctor Lindsay's invitation, but let us get to-
gether about the program before there is & mix-up.
The Council on Foreign Relations would like
. to give Mr. Schacht & dinner. I strongly urge that he ac-
cept that. There is no publicity connected with these
dinners, and talks are entirely informal, and I believe
might be very useful.

Sincerely yours,

(lLLLXUJXLLj/k/ﬁkﬂ/Qk&ﬂ/?g

Benjamin Strong, Esq.,
Governor,
Federal Reserve Bank,
33 Liberty Street,
New York City.

PMW.N
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THE VISTA DEL ARROYO
PASADENA,CALIFORNIA

K

Dear Ben:

February 25th, 1927,

I inqguired from Ben Jr, how you were getting
along and am delighted to receive such favorable news
through him. Keep it up, and by the time that we shell re-
turn from the Pacific Coast, may be we shall see you in
New York full of your usual vim (which is so hard to con-
trol). ¢

L was much interested to hear that Governor
Norman paid you a visit. I am sure you must have had some
fascinating talks with him, as always. But it is one
thing?advise what should be done legically, and the other
what foolish people will do, and this factor of human stu-
pidity, that enters into all calculations, is a very dis-
turbing one.

My stay here has been ruined by those fool
articles of Carter Glass. 1 cannot say that "they got un-
der my skin", because 1 havg learned from a personal point
of view to disregard all this petty stuff, But the thing

that worries me is that Willis and Glass are permitted to

lay down the only basis, on which the future historian will
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THE VISTA DEL ARROYO
PASADENA,CALIFORNIA

-
build the record; and while 1 sympathize with Glass
in his disgust at Cel. House's book, he and Willis
together have gene the same path as Professor Seymour
and “ol. House went, that is to say, they wrote a
"romance" and presented it as "history". House's
vanity, as presented in his book, was-deplorable;

but Glass and Willis are more than vain. They are wit-

tingly spiteful, and while they have their hand in the

other fellow's pocket, they call him names at the same
time. It is all very well to turn the other cheek;
but I find, if you de it too often, as 1 have dene,
people are getting too "cheeky", |

1l have laid the foundation here for a
comprehensive angwer, not by getting into a contro-
versy with\thpm on personal lines, but by presenting
facts. However, what ultimately I shall do with this
preduction of my "ecranium", is doubtful. My waste-paper
basket has swallowed more than one attempt on similar
lines. This time, 1 am, however, in earnest!

Don't bother to acknowledge this; it is
nothing but & greeting and an expression of my great
pleasure at hearing such good news from you.

By the way, 1 congratulate you upon
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THE VISTA DEL ARROYO
PASADENA,CALIFORNIA

3.
licGarrah's accabance. if the Board did not see its
way clear to act on the lines that you and I had discussed,
you will in any case find in McGarrah a man, who will
be & very genial associate.
Nina joins me in fondest greetings.

Always /sincerely yours,

Ww

Heon. Benjamin Strong,
Stuyvesant Road,
Biltmore forest,

Biltmore, N. C.
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THE VISTA DEL ARROYO
PASADENA, CALIFORNIA

March 17, 1927,
Dear Ben:

Thank you for your two letters which
I was very glad to receive. The best part is that you
are giving me such good news about your progress. All
the rest is less important.

Your advice is, as usual, wise. Whether
I shall follow it, as usual, is, this time, doubtful.

I have finished an article, and spent most of my leisure
over it, instead of being a"wise guy" and play. Whether
1 shall have the heart of relegating it to the wastepaper
basket, I do net know. I shall know better when I reach
New lork, and shall have had some time in between to

mull it over.

Basil Miles wrote me, but I had already
left for California, I shall be glad to talk to him when
I return. I remember him very well and know gll his ex-
cellent qualifications. |

Nina joins me in wishing you everything

that is nice and pleasant.
Always ¢ dially, years

b ]
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52 CEDAR STREET
NEW YORK

June 28th, 1927.

Dear Ben:

Thanks for sending me the re-draft of the
Pratt resolution. Did you not want to say in the sixth
line "but there was only one citizen who coupled a full
visioNeseeo I assume that the word M"only" was left
out through a typographical error.

Sincerely yours,

Benjamin Strong, Esq.,

Governor,

Federal Reserve Bank of New York,
New York.
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o 52 CEDAR STREET
NEW YORK

June 29, 1927.

Dear Ben:s

Do you remember the "Convention
Providing for the Establishment of an International
Gold Clearance Fund", which your humble servantlorigi-
nated in 1916 when on his errand to South America, -
a convention, which was agreed to by several South and
Central American states and our State Department, and
was finally killed in the United States Senate with the
connivance - or shall I spell it "con-knife-ance" of one
Benjamin Strong? |

It occurs to me that where the
four leading\central banks are in conference it might
not be amiss to take up the thought anew, and study its
possibilities. The Convention would do no more than
to surround with internatioconal protection,in case of
war,what you are doing today. As you are situated
today, conceivab%ﬁ at least in case of war, gold held
by you for account of other central, banks, or gold held
by other central banks for you,{ﬁzgzﬁhbe confiscated or
attached. If technically and legally the custo-
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dian would be the representatives of a large group of
powers (all signatories to the Convention, and all obli-
gated by it to respect the right of the trustees to hold
this gold as a sacred trust fund, even in case of war) I
think that the centrasl banks would be bettier protected.
In any case, it could only improve their present status.

R. S. V. P. (which means, - Reflect
s'il vous plait!)

Sinc¢rely yours,

Hon. Benjamin Strong,
Governor,
FederalReserve Bank,
33 Liberty Street,
New York City.
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