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The article "Business Men on Money" may amuse you; and I should also like

to draw attention to Prof. Edgeworth's review of Prof. Cassel's new work.
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~) There seem to me at least some reasons why it would be advisable to consider
lowering the bank rate.

(1) It would probably take two months of discussion to bring this about.

(2) The fall in the big basic commodities within the last five or six weeks
has reached almost panic proportionss-won our chart,26 per cent. from the peak in
May to last Saturday.

This is confirmed by Bradstreet's, whose index had fallen 21 per cent.
to October 1.

(3) This fall in prices and the check to business is largely ascribed to the
Federal Reserve policy, and there has been savage criticism. The Federal Reserve
System is on serious trial for the firet time, and it might be wise and politic
to tempser the wind.

(¢) The influence of the Federal bank rate is, under the present law, almost
purely sentimental, and under this law the banks and Board have no real control of
money rates, such as does the Bank of England. Iowering the bank rate would not of
itself tend to expand credits further.

A bank which can get 8 per cent, on gilt edge bonds and other collateral
is going to do all the expanding on a 7 per cent, Federal bank rate that it deems
- wise and safe. This would not be stimulated by a 6 per cent. bank rate.

(5) Such action by the Federal banks would take the edge off of eriticism,
give the country a feeling that the banks and the Board regarded conditions as
sound, and tend to check the present collapss in the markets, which is quite as
inimical to the peace and prosperity of the country as the wild inflation of last

year,

{(6) As the Federal banks did practically nothing to check last year's ine
flation until it was too late, it might be argued that it has no business now to
throw all the weight of its influence towards a too drastic deflation.

(7) The present prospect is for intense business stagnation this winter, a
severe contraction in bank credits, and quite possibly money a drug in the market
next April. This would inevitably mean greater unemployment than has been seen
in this country this generation.

(8) The present fall in prices has probably occasioned greater losses than
any panic we have ever had, The situation now is really a critical onme and might
easily run into an actual erisis. Which is precisely what the Federal Regerve
System was designed to prevent. v

(9) As this country ies in the soundest financial condition of any and as a
severs crisis here would probably precipitate a world crisis, it is probable that
our recovery would be quicker than any other nation's. If there was a marked
contraction of loans and a great redundancy of bank credits, and very cheap money,
this would almost inevitably start another wave of speculation and correspond ing
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(1) For the first time in a year and a half, loans on commercial paper in
the Reporting Member Banks of the Syastem, in the last month have shown a real if
very slight decline, It amounted for the month to about 13 per cent, Part of
thie decline is seasonal and normal, But it is not associated, as last year,
with a marked contraction in speculatione

Along with this decline has come a distinct, if slight, easing in the money
market, and at least in the total of credit demands, This, also, is in part
seasonal, but in part due to the approaching contraction in business,

(2) Along with all this has gone the greatest decline in prices the country
has ever known. Bradstireet's and this bank's index of the 12 big basic commedie
ties showed, on November 1, nearly the same decline from the psak, about 25 per
cent, On last Saturday this bank's index has shown a further decline to more
than 36 per cent, from the peak,

The decline, alike on Bradsirset's and on the Bureau of Labor index, in
October, was the heaviest sver recorded on either of these indexes (Bradstreet's
runs from 1892, monthly)s The indications are that the fall in November was
still heavier than in October,

This decline appears to be nearly twice as great as anything known before in
peace times, The nearest comparison was the swift drop in the first six months
of 1865, just befores the close of the war, with an equally swift recovery in the
succeeding six months, The drop of 36 psr cent. now compares with about 9 per
cent, in 1907, about 11 per cent., in 1892, something like 10 to 15 per cent., in
1873, and around 20 per cent,, possibly, in 1857, Prior to 1893, only quarterly
index figures are available,

This great decline, as always, has been accompanied by severs prostration in
many. lines of industry, and wide unemployment,

This decline was preceded -by undoubtedly the most remarkable rise in prices
ever known in peace times, and exceeded in only one brief period of the war (1916).

(3) Now, regarding this remarkable rise and unprescedented fall, two things
in especial are to be said:

(a) So far as I know, thers was almost no one to predict, almost
no one who had any idea of, the probable extent of this rise, or the
subsequent fall, S

(b) Both the rise and the fall took place with practically ne
change in the momentum of production, The actual volume of goods proe-
duced, sxchanged and consumed in the United States between the years
1916 and 1920 has not, so far as the available statistics show, very
much differed one ysar from another,

Thie I think we have firmly established by our investigations.
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(¢) It is, I believe, a mistake to suppose that the rise in prices
was materially influenced by our foreign trade.

Although the actual volume or quantity of goods (in tons, bushels
and bales) shipped abroad in the fiscal year ending July 1, 1919, wae
slightly above the preceding fiscal year of 1917-18, it was very cone
siderably below the high level of 1916-17,

In the single month of July, 1919, our exports wers enormous, but
following that point up to the present time the trend has been downward,
and for the first ten months of the present year was about 13 per cent.
below the first ten months of 1919,

There was an unusual European demand for certain of our goods, but
this affected only a minor part of our total exports. This demand
from Europe was not sufficiently large either to create, or sustain, any
unusual rise in prices in this country,

(4) It is generally rsckoned that, on the average, something like five to six
months of the country's total product of goods is always in trensit from the proe
ducer to the consumer., The total income of the country for 1919, on the basis
of that year's prices, has been reckoned as high as 70 billion dollars. These
estimates are admittedly only approximations, but if they wers anywhere near the
fact, the value of this year's product, of this ysar's actual production of goods,
on this year's level of prices, might easily exceed 50 or 60 billions of dollars, :
Something like one<half of this, i.e., five or six months' product, would be on
the order of 25 to 30 billions, These goods have been produced on the basis of
this ysar's prices, wages and costs, :

(It is interesting to note that the present volume of commercial loans oute
standing in the United States is now close to 28 billions,)

(5) 1If the price decline from the levels at which these goods were produced
should , through the next six months or more, average 25 per cent,, this would
-mean a loses to the producers, jobbers and retailers of possibly 6 or 7 billions
of dollars, It is a very large sum, and presents a situation which apparently
the country has never had to face before in such aggravated form. It scarcely
seems possible that it can fail to produce a very serious business disturbance.

It is to be noted, howsver, that the purchasing power which, in the mind of
the writer, was most patently responsible for the great rise in prices last
year 6 that is, the huge extension of bank credits, still potentially exists,
The flow of goods, now temporarily checked, will go on, and in due course what
surplus exists will be consumed, Our investigations have shown that the rate
of increase in the nation's production from year to year has varied but little
in the last 50 years, through the wildest of our panics, booms, and likewise
through the great war, Prices change widely but the actual volume or quantity
of goods produced does not, The increase is on the order of 4.} per cent, per
annume [ —

\\_/3( /

N,

i

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




MISC.3.1-890M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

_FFICE CORRESPONDENCE

oATa,ADannmbnz_l,flazn.,gﬂ

Mr. JaY = SUBJECT MJMMML_—

TO

FR Mr I |

Our chart of production shows that in 1916 and 1917 there was a considerable
swell out above this normal line of growth, but thers has been no subsequent ine
crease, so that this year'sproduction, for example, is very close to the normal

line.

(6) Unless, thersfore, a great European crisis should supervene, which would
seriously disrupt the world's trade and occasion great losses to this couniry,
there seems no reason why, when the normal flow of goods is reestablished, there
should not be a relatively quick recovery in price level, The alternative to
this appears to be as great business prostration as this country has ever known.

If this does not occur, then there seems likely to be a rapid rebound in
prices, which may be all the more pronounced from the unprecedented violence of
the present fall. 1In other words, supposing that the present depression does
not much outlast a year from now, then the middle or latter part of 1922 may
see as great an outery against the High coet of living as we have had this year,

I think that everyone would agree that this is a consummation to be avoided
if possible,

(7) Now, if the foregoing argument is soundly based,

«=If in these two years of the most viclent price changes ever known, the
volume of production and the flow of goods has not substantially varied; and

-=If these changes have not been sensibly affected by our foreign trade; and

-=If there seems but one chiefly responsible factor, viz,, the command of crede
it and the attendant distribution of purchasing power among the people,

-«Then it ought to be within the purview and powers of the Federal Ressrve
Board and Banks so to formulate a rate policy as to prevent a return of these ex-
cessive price fluctuations,

If this be true, the formulation of that policy ought to be made now, and
announced., It might, perhaps, begin with the reduction of the present rate by
perhaps 1 per cent.,, as a notice to the public that the credit strain has passed,
that liquidation is in process, and that money will soon be plentiful at reasone
able rates. i

Such an announcement should, with the present solvency of the Federal Reserve
System banke, at least go very far towards checking an undue apprehension among
the people and do much to restors confidence that in due course prosperous times
will return,

(8) But if this were done, then it ought very distinctly be announced that
the 6 per cent, rate would thereafter hold, even though money rates should decline
very much below this point, which would mean, of course, that sventually the
borrowing banks would pay off the larger part of their loans at the Federal Reserve
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But such a formulation ought to go much further, We shall probably see in
the next six months or a year a very marked contraction of the currency and pos-
sibly also, to a less extent, of credit or deposit currency.

If the general decline in prices should average no more than about 20 per
cent,, and the contraction in the actual volume of production and trade possibly
8 to 10 per cent,, this would mean apparently something like 30 per cent. lessened
need for currency. This would be accentuated by the gensral tendency of people
to carry less currency in their pockets in slack times than in flush times,

This would suggest a possible contraction of the currency by as much as a
billion and & half 6 all of which would fall upon the Federal reserve notes, If
the contraction in bank loans and deposits should smount to as much as 10 per
cent., this would be on the order of three billions,

This contraction, even though it followed the great fall in prices, would
inevitably arouse great criticism and outery at the Federal Reserve System, A
policy which would to some extent forestall this criticiem, i.e., a reduction of
the bank rate, might be politically wise,

(9) But in any event, whether the rate be reduced or not, in the course of a
year confidence should begin to return, as it usually does; the banks will begin
again to expand, business will be proeperoun and from the extremely low level,
relatively, of pricee profits may again be large.

It does not now seem probable that we shall experience in the next year or
two any heavy outflow of gold. If this be the case, we shall have, almost ine
evitably, another business boom, another extended rise in prices, and another
collapse.

It seems to the writer that all this could be forestalled, and in large part
prevented, by a definite announcement by the Federal reserve banke that they would
follow rigidly a definite policy and that the rate of rediscount would be fixed
by two factors along fairly definite lines,

(a) First, that, as Mr, Case has suggested, a given range of the -
reserve ratio, ®.,g., 70 per cent,, should mean, say, a 4} per cent, die-
count rate; a 60 per cent, ratio a 5 psr cent, rate' and so on, the rate
increasing more rapidly than the ratio falls,

(b) Second, that as the second determining factor, if the general
level of prices (eay the Bureau of Labor index) rises by as much as 10
per cent,, the rediscount rate should then rise by 1 per cent. or morse
as should be deemed wise, thus fixing definitely in the publié¢ mind the
relation between the volume of bank loans and the general price level,
giving notice, too, that the banks and the Board would do their utmoet
to check another violent rise by increasing the rediscount rate as rapide
ly as was necessary to effect this check,
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(10) It is hers clearly recognized that the effect of the rediscount rate
is very largely sentimental, and unless it were carried to an extreme point might
not mean any very great check upon loan expansion,

So long as the Member Banks can borrow their reserves, by rediscounting, the
difference of 1, 2, or even 3 per cent. which might be created, on the 7 to 13 per
cent, of their deposits, would be a very small matter to the banks' profits, come
pared with booming business and rapidly rising loan rates. It is the writer's
belief , however , that the effect of such a policy would still)} with the recol-
lection of the present tremendous decline, be very great, !

As a practical measure of "stabilizing the dollar " such a policy might pos-
sibly be of almost as much effect as, for example, the plan of varying the weight
of gold in the dollar.
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OFFICE CORRESPONDENCE Date_January 26, 1021
To. Governor Strong S| et Tty R Subject: Two charts of Production and
. lom___ Mre Cerl Snyder ~ — ~ w1 - Prices lgﬁ
T
AN 27 195,

Attached to the two charts of Production and Prices, which
were sent you and which you desired to send to England, is a brief word
of exact description. I attach also a copy of the paper I gave &t tﬁe
meeting of the American Economic Association at Atlantic City, concern-
ing this investigation, and endeavoring to set forth its meaning.

I attach also another chart which_aete forth more clearly the
lack of any correspondence between the price level and the rate of pro- |

duction.

@\«7 ‘ ' |
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Mr. Carl Sanyder,

15 Nassau St.

AN INDEX OF NATIONAL PRODUCTION

In his comprehensive work on "Business Cycles,” 1913, ¥itchell pointed out
as among the firet requieites for a larger understanding, the need of an index
of the physical volume of trade. An inquiry undertaken by the writer ghowed
that a reliable index of the volume of trade was much more difficult of com-
pilation than an index of production in the leading lines of industrial activity,
including, of course, the farms. But the propar:{i:§7i::f:;;; that an index of
production is likewise probably the most accurate index of trade that we have.
There is probably no great variation in trade aside from the variations in pro-
duet. That is to say, what is produced is very largely consumed year by year;
and thers appears to he very rarely any accumulated surplus of moment.

Probably the best general index of trade that we had was the bank clearings
outside of New York City. It had been supposed that these grew more rapidly
than the general trade of the country, and also that they were very greatly af-
fected by periods of intense speculative activity, like theose of last year.

Prior to 1890, these clearings did grow very rapidly, owing to the rapid
extension of the clearing house system, and the actual number of clearing houses.
Subsequent to 1690 these clearigsn, corrected for price changes by dividing by
the Bureau of Labor's index of commodity prices, show a fairly consistent growth
at the average rate of close to 4 per cent. per annum. The preparation ot4l.n
index of production revealed that the average annual increase in the product was
practically the same. Periods of speculative activity do ;hov a8 sensgible varia-
tion between the two indices; but only for a brief time. 3

It is remarkable that, until the present year, there had been no serious effort
to measure the total national product or its rate of growth over an extended period
of years. This was the more regrettable, for it left the field wide open for the
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most conflicting viewe as to whether production in a given year was low or high,
labvor inefficient or the reverse, whether there was a scarcity of goods, and so on.

Prof. Kemmerer had made an excellent beginning in his "Money and Prices,” and
Prof. Figher had attempted the same thing in the working out of his standard work
on the purchasing power of money. Thon, as 8o often happens, the problem was
attacked anew this year, from somewhat different angles, by Dr. King, Dr. Stewart,
Dr. Day, and the present speaker. A very substantial agreement appears between
each of the 1nvestigat16nn. Dr. King obtained weighted averages embracing 15
prineipal products; and these averages show a fairly steady rate of growith of about
3.4 per cent. per anaum. Dr. Stewart's line shows about the same tremd. Dr. Day
had nét yot combined his series into a single line., We took simple averages of
his unad justed indices for his three series, end obtained a slope of close to 3.5
per cent.

We worked out three different series, firast one of 28 principal products run-
ning back 40 years; then one of 49 items rumning back 50 yearse; and finally one
beginning with these 49 items and adding othat. as rapidly as they were available,
go that for the laaﬁ 20 years the average was above 70 and latterly the total num-
ber of items 87. Unweighted averages were taken of theso, and, save in the
earlier period from 1870 to 1890, there was no substantial difference between the
three series. Taking the slope only from about 1890, the rate of increase on the
first was 4.3 per cent.; on the second, 49 items, about 3;3 per cent.; and on the
longest liset abcu# 4.2 per cent. per annum.

The problem of weighting is obviously & difficult one, and the method necee-
sarily one of arbitrary choice. Happily, the number of iteme available is large
enough so that, as Bowley, Mitchell and others have been at much pains to demen-
strate in other fielde, there was no very marked difference, save in minor details,
between these and the weighted averages of King, Stewart and Day. In general all

of these agreed in & slope, in the last 30 years, of around 3% to 4 per cemt.
Digitized for FRASER

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



Considering the amount of material available, its nature, and the coneider-

_able probability of error involved, it may now be eaid with eonfidaaco that thie
is approximetely the annual rate of growth within the last generation, Tt will
be noted that this rate is coneiderably lower than that estimated by Prof. Fichtf,
and somewhat lower than that of Prof. Kemmerer. This also disposes of the idea
that the ton mileage of the railroads is & good index of production. For the
last 40 years the freight traffic of the railroads, expressed in ton miles, has
shown a remarkably even growth at the rate of about 6.2 per cent., or 50 per cent.
greater than any probable rate of production growth. This simply expresses the .
fact that, as the urban population grows and production is concentrated meore in
large centers, the greater must be the haul of food, fuels and materials back and
forth to feed and supply this population and their specialized industries.

The fact which stands out, of coursa, in all these investigations, ;o the
amazingly even charecter of this production growth, and how véry slight is the va-
riation in the flow of goods from year to year throughout periods of wide pros-
perity or deep devression, how slightly it was affected by the war, and how little
relationship it often bere to the prevailing spirit or traditional idea of any
given time, Thus, the period after the great panie of '73 is usually referred
to as one of the deepest deprossions the country ever knew, and yet, beginning a
year or twe after that panic theire appesars to have been a very marked expansion,
at a rate seldom equalled since. We have here a transfer of the usual delusion
that profita'nnd prices are a measure of the real prosperity of a nation.

In the same way we see that there was, contrary to almost universal impres-
sion, no unusually rapid expansion in the late war. The piik eppears to have been
reached in 1916 or 1917--there was seemingly little difference in the total of the
two years. And in the same way, contrary to almost universal oxp‘htntion, there
has been no great diminution since the war closed. So we had no huge surplus of
goods to diepose of. On the contrary, there never seemed a greater scarcity théan
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last winter and last spring; and never such an extrasrdinary rise in pricoq in
peace times.

So far as we can judge, there has been, beiween the last five years, no very
great difference in the total of the annunl‘prodhnt; and the considerable increase
in the rate in 1916-'17 has been compensated, apparently, by a somewhat lower rate
since. From this I think we can say pretty surely that there is no huge over-
growth of manufacturing or preductive capacity in this country, save perhaps in a
few lines too obvious to need mention. So there does not seem any cause for ap-
prehension that the present depression through which we are passing will be of any
longer duration than those of the past; and in the minde of many careful observers
the forces at wark are such as to make this depression, for the United States
perhaps, bripfai and lighter than for any of the other great commercial nations.

In the same way it is perfectly evident that between the total of the nation-
al product and the general price level there is only the slightest discoverable
relation, and this only of the briefest duration. Perieds of the most rapid
gfovth in production, as in 1874-1880, have likewise been periods of rapidly de-
clining prices; and vice versa.

Hardly greater foundation has the treditional belief that "iron is the baro-
meter of business."” It is no doubt true that the volume of new construction
makes up the larger part of that which we call the business cycle, that is, the
variation between periods of expansion and relative quiescence. And iron and
steel are, of course, & most important element in this new construstion. It
is further probably true that when the stesl trade is good, other business is
brisk and profits satisfastory. But just as thp variatin;‘iu the mercury tube
in oxtrnunfdoproo.ton and & "high barometer " when everyone feels bﬁaygd up, is
normally on the order of less than 5 per cent., so we may say tbn% the differ-
ence in national product from one peried te another is probably not much more--

8 or 10 per cent. at the outside, as measured by yesars.
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The difference produced by extreme depression and prosperity in the iron
trade is fairly set forth in the estimates of manufacturing products which have
been given us by Dr. Stewart and by Dr. Day. For the rest, it is evident that
the iron trade lags rather than leads the general expansion, and is one of the
last of the industries to feel the turn of the tide, &s was so notably evident
this year.

But if the preblem of measurement of the national product has now been dis-
posed of , thers still remains yet another, end that is the measurement of the cur-
rent product; and fo} practical affairs this is of far greater importance. The
varistions in the business cycle, as Prof. Mitchell has so clearly set forth, lie
perhaps as wuch as anything in a dislocation between the even pace in the differ-
ont lines of industry--too rapid expansion in one direction, too little in an-
other, so as to disturb the normal equilibrium. The whole of the national pro-
duct does not greatly vary, but that of the several 1nduntrioo may vary quite
widely. HNow, in very large part, goods are exchanged for goods and ssarvices for
services; und if there be over-expansion in this line or that, there comes ine
evitably overproduction in special lines, a perioed o} erisis for thess industries,
unemployment, failures, and all the traditional phenomena of lack of balance.

Thie and little elee is what is happening nows It is not becsuge of any
fall in our foreign trade, or bscause of over-extension of credits abroad, or the
inefficiency of labor ,or any of the nine and forty specisl reasons which are al-
ways urged at such times. Our foreign trade has been good, but it has not been
enormous. Its rate of growth over the last tem years was not deeply affected by
the war. It is not now due, it does not seem io me, for ai& violent or long-
continued collapse. 'And if national production has been at the peak of its
history in the laet five years, it is very evident that the idea o;vthe inefficien-
ey of labor is very largoly>a oubconacicﬁu impression, or what Prof. Ogburn would

probably call a wish thought.

. What is troubling us is simply industry out of balance. In certain particular
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and very obvious lines we have been going a little too fast. Now, if we wish to
get rid of thaae‘porieda,ror c&cloa, of industrial disturbance, we ought to know
that the several industries are marching in step, in other worde, what is the
current rate of production in the several lines. This ie one question that has
especially engaged my department this year. We have so far been able to obtain
satisfactory indices in sbout 25 of the major industries of the country, including
perhaps 60 or 70 per cent. of the raw products and basic materials, and in some

of the more fundamental manufactures, as the production of pig iron and steel,
refined sugar, refined copper, and so on.

In the course of a few months wo hope to have at least ten or a dozen more,
and with these we shall have, I think, a very clear and accurate picture of the
industrial flow from month to month. By reducing each of the industries to a
common denominator, we shall know by means of index figures exactly whether we
are producing very much more pig iron or copper or sugar, or importing much more
rubber or eilk or wool than the normal need. It was very striking, when we first
cbtained these indices, to note how clear was the overproduction in certain lines
and the very large certainty that there would be inevitably a collapse in these
speciel industries. In fact, from the relative height of the indices you could
pratty well pick them off in fho»ordur in which the decline would and did come.

The preparation of these indices was obviously a much more difficult matter
then the annual product. For here we have to doal with a wide seasonal variation.
In many lines, as for example the milling of flour, the slaughter of meat, the pro-
duction of sugar, cement, and, in fact, a majority of the industries, the variation
may be very wide, amounting to as high as 30 or 40 per cant.'abovu or bolow the
average for the 12 months of the year. ’ -

To work out this scasonal index it was needful to have the figures of pro-

duction by months for a series of years, ten or twelve at least, and then to determime
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by examination of the scatter as to whether this seasonal was fairly even and
“whether a given industry tended to run fairly true to form:. In most of the cases
a fairly satiefactory seasonal was obtainable, in some less so. But now that we
have some 25 or 30 of the major industries, the individual variations are ironed
out so that, in the summation of the averages, we have a fairly good picture of
the nation's monthly product. And as one industry after another is added to the
ligt, the picture will, of course, become more complete and satisfactory.

A summary of these monthly indices in 1920, follows:
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PRODUCTION, PRICES, LOANS AND CIEARINGS IN THE U. §., 1870-1920

CHART I,

(1) Prices;--Department of Labor index of wholesale commodities, in
annual averages, the average for 1913 taken as a base of 100 and
other prices computed in percentages of this base.

(2) ProQuction indexy-~-The annual average of 87 commodities and
other indices of production, in each case the average of 1910-'l4,
inclusive, taken as a base of 100 and the different years computed
in percentages of this base.

(3) Loans and discounts are the total loans and discounts of all the
banks of the United States, as repbrted by the Cempiroller eof the
Currency, plotted directly on the chart, in billions, from the
earliest date for which comparable figures are available.

(4) Bank clearings are the clearings of all the banks outside of New
York City, corrected for variations in the price level by dividing
the figures, as reported by the annual averages of the Bureau of

labor's index of wholesale commodities.

L
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PRODUCTION AND TRADE IN THE U:S., 1870-1920

CHART II
(1) The same line as the fourth line of Chart I.

(2) Prof. E, E, Day's index figures.of production, as reported in the

Harvard Review of Economic Statigtics, 1920-'21

(3) Same, by Prof. W, W; Stewart, of Amherst, to be reperted in the
American Economic Review, 1921 '

(4) Same, by Prof. W, I, King, reported in Bankers Statistics Service,
1920.

(5), (6) and (7) Our preduction indices of three different series:
first, of 49 items coverihg 50 years; second, of 28 items ooyoring
40 years; and third, the series of 49 items enlarged as rapidly as
the figures became available, to a total of 87 varieties in all.

(68) Population, plotted directdy after division by four, to permit of

clear placing on the chart.

CHART III

Course of Commodity Prices--Should explain itself.
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MISC. 4. 1-120 +. FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DATE Jan. 28, 1923

To____ Governor Strong - SUBJECT:
FROM______ Np, Cerl Snyder

This wae very hurriedly done, as I am leaving for a few days' vacation; and,

as you will find, ie repetitious. But I did think it worth while tc go pretty

carefully into fhi- very interesting question.
The memo. on the jump in our eilver holdingn will be sent you on Monday by
Mr. Bellah, It was delayed by proof reading on the Monthly Review.
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MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK

j OF NEW YORK
OFFICE CORRESPONDENCE DaTe_Jan, 28, 1921
To___ Governor Strong SUBJECT: :

rrroM_ . Mre Carl Snyder

This was very hurriedly done, as I am leaving for a few days' vacation; and,
kas you will find, is repetitious. But I did think it worth while to go pretiy
carefully into fﬁis very interesting question.

The memo. on the jump in our silver holdings will be sent you on Monday by

Mr. Belleh, It was delayed by proof reading on the Monthly Review.
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ses BANK OF NEW YORK

OFFICE CORRESPONDENCE Date_January 28, 1921
To- Governor Stroné | - SUMect,IﬂEﬁBISE_IﬂngIQES_nﬁlﬂﬂijlﬂiff“
3, Ne. fayter - om0

Your question is:

"Did the expansion in our bank credit and currency from the
beginning of the war until the present time reflect the advances
in the prices of goods brought about by the insistent demands be~
yond capacity to produce, or did high prices result from an over=-
expansion of credit caused by war borrowings, etca In other
words, is the high price level a cause or an effect!"

This is a subject about which argument will apparently be endless if we have
no solid basgis of fact upon which to build an opinion. As the matter sesmed
worth while, this depariment has made & number of studies in the last year which
offer such a basis, and the results we have obtained have been confirmed by other
investigators, as in the Harvard Bureau of Economic Research.

I. First as to periods. The main rise in prices in the war took place be-

fore our entry into the war, and after the war had closeds The index figures,

as given by the Bursau of Labor Statistics (base of 1913 = 100) were as follows;

July, 1914 100 April, 1917 172 " Nova, 1918 206
April, 1917 172 Nov,, 1918 206 May, 1920 272
(peak)
Increase 72 per cent, 19.8 per cent., 32.per cent,

That is, in the period of "the withdrawal of more than four million men from
industry," of "huge Government borrowings," etc., the rise in prices was reiatively
small. |

II. We now have three sets of production indices covering the period, com~
piled from different points of view and employing weighted a;d unweighted, or rather
equal-weighted averages, These were prepared respectively by Prof. Day of the

Harvard Bureau, Prof, Stewart of Amherst, and by this department. These index

figures, by calendar years, from 1912 to 1918 inclusive, compare as follows:

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

lederal Reserve Bank of St. Louis e et s e e e e A e R




MisCc3 FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE Date_ January 28, 1921

To_ \Governor Stirong Subject: THE RISE IN PRICES IN THE WAR

\
t.m__ Mr, Snyder

2
Calendar
Years Day Stewart F. R, Benk, N, Y,
11912 357 212 50496
1913 357 202 ' 52464
1914 339 202 51,10
1915 371 224 54,92
1916 407 234 62426
1917 418 248 65469
1918 418 250 62474

The percentage of increase from the average of the three years of 1912-1914

to 1917 compared, on the three indices, as follows:

Day Stewart Fs Ry Bank, N, Y,
Average 1912-1214 352 205 51,57
1917 418 248 65469
Increase 19 per cente. 21 per cents 27 per cent.

III. We also have careful computations of the relative volume of our exporis,
iwes, the actual quantity of goods measured in tons, bushels and bales, for the
same geriod, These were made respectively by Prof, Berridge of the Harvard
Bureau, using the actual computations of the U, S. Shipping Board; and by a dif-
ferent method by this department. The index figures of these“two computations

for the period in question compare as follows:
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MiscC 3

OFFICE CORRESPONDENCE

To __Governor Strong

f..m___ Mre Snyder

Berridge (U, SeS.Bs) Fs Re Bank
108.8 101.2
120.0 114,4
11545 109,9
135.5 12843
17545 18545
191,1 194,3
140.0 147.6
The percentage of increase from the fiscal year of 1913~'l4, which was

Fiscal Years

1912
1913
1914
1915
1916
1917

1918

FEDERAL RESERVE
BANK OF NEW YORK

Date January 28, 1921

Subject:_THE RISE IN PRICES IN THE WAR —

Base of 1911 S 100

slightly below the fiscal year of 1912-'13, compares as follows:

1913-%14

1916-'17

Berridge F, R, Bank
115.5 109,9
191.1 194,3
Increase 65,5 per cent, 76+8 per cent,

IVs The investigations of this department have established that, the element

of intense speculative activity elimineted, bank clearings outside of New York,

corrected for price changes, are & fairly good index of productions

We therefdre

thought of obtaining the ratio of exporte to the actual volume of production -and

trade, by dividing the export values, as reported, by outside bank clearings, un-

corrected,

This method presupposed that bank clearings end export values would be

equally affected by the rise in pricess If export prices in the war'rose more

rapidly than the general average of prices which affected bank clearings, then the

ratios would naturally be higher.

igmmdkﬁﬂﬁﬁﬁﬂp of all the available items.

tp://fraser.stlouisfed.org/
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OFFICE CORRESPONDENCE ' Date_.January 28, 1921

Tou— _APYSEAGr Bibons ) Subject: THE RISE IN PRICES IN THE WAR
fidm___ Mre Suyder =
4

for 1909 compared as follows:

Ratio of Outside Bank Computed

Clearings to Exporis Ratio
1909 247 4,74
1810 RaT 4,47
1911 3,0 5439
1912 342 5262
1913 3.3 ' 6410
1914 4 5.98
1915 4.5 599
1916 5.3 6452
1917 4,8 - 7.87
1918 3.9 6+34
1919 4,3 791
1920 3.9 8+40

Ve The computed ratio, made by kirs Gilbert King, in this department last
summer, involved elaborate and detailed study of the actual percentages of some
100 of the érincipal commoditi;s entering into our export trade, for which com-
parable figures of total production in this country could be obtained. These
percenteges were weighted according to their dollar value and an average of all
taken, Where actual figures of quantities in tons, buahol; and bales were not
available, a large number of computations of the percentages as measured in dollars
was taken and these included in the composite, The result of th;L investigation
showed that the ratios of outside bank clearings to export values represented a

real increase in the physical quantity of exports, and was a fair index thereof,
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As recorded asbove, King's figures showed g'riso from an estimated 4.7 per cent. of
exporte to total national product in 1909 to about 8 per cent. in 1917,

VI. We have alsc made a careful analysis of the rise in average prices with-
in the different groups reported by the Bureau of Labor Statisticss The chief
and insistent demand occasioned by the European war was for food, and it might
readily be supposed, therefore, that food prices would rise at & much different
rate than the general average of all pricess The Bureau of Labor's index for

the same months as reported above were as follows:

Food Prices All Prices
July, 1914 104 100
April, 1917 182 172
Incresse 75 per cent, 72 per cent,.
April, 1917 182 172
November, 1918 206 206
Increase 13 per cent, 20 per cent.

Most of the above studies a;e graphically set forth in the ;harts attached.
VII. We are now in a position to meke a statistical etudy of the problem.
The facts may be summarized as follows: |
(a) The great rise in prices, and practically allﬁthe rise in exporis,
took place before our entry inte the war and the‘questidn, therefore, need
not be clouded by any considerations as t¢ "number of men in Ebia country
withdrawn from industry by the war " our war borrowings, labor efficiency, and

a great number of other confusing matters.
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(b) The parcentage‘of'oxports to total national product for the
years from 1914 to 1917 did not apparently rise at & more rapid ratq than
in the preceding five yearss In these preceding five years there was almost no
rise in the general level of pricess If it was the export demand which
caused the great rise of prices in the war, we should expect the seme thing
before the war,

(¢) The rate of increase in the actusl volume or quantity of exports
as measured by our indices in, for example, the period from 1893 to 1898,
was much more rapid than the rate of increase in the war from 1914 to 1918,
as shown by either Mr. Berridge's index or our own. The rise in prices in
this period was quite moderate as compared with the rise in the late war.

(d) If the increase in percentage of our products going abrosd to the
total national product rose only about 3 per cent, of the total, in the en-
tire period from 1909 to 1918 and only about half of this took place in the

" war, then even if we allocate all of this increase to the war demands it
would be on the order of isqs than 2 psr cent. of our total nationel productas
VIII. All of the three indices of Day, Stewart and our own indicate that the
increase of production from 1914 to 1917 was on the order of 20 to 25 par cent. We
may, therefore, pode the problem in the following form:
(1) 1If the war increased the percentage of total product going abroad

by only 1 or 2 per cents of the whole, while in the same period production

increased by 20 to 25 per cents.; and 4

(2) If the rise of food prices, and these are prices of grains
and food teken at wholesale and not at retail, did not rise much more

rapidly than the average of all commodities (more than 300 different
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commodities included), and

(3) 1If the rate of growth of our exports, in actual volume, wes
approximetely the same in the five years before the war as in the
years of the war, es shown by the attached charti; thén the question is:

Does thie trifling increase in the export demand

occasioned by the war present an adequate explanation

of the greatest rise in prices, as measured in gold,

ever known in this or probably any other country since

the making of pricos began!?

IXe As to the "bidding up of prices" in the war, the chief bidding up, and
especially at the beginning, was, of course, in foods, and that meant princie
pally wheat and meats If, therefore, food prices rose at about the same rate
as the average of all prices at wholesale in all the United States, does not this
suggest that some greater cause was at work than the on;rgotic efforts of the
grain speculators!?

X+ Let us now turn to éhexother side of the problem and note this:

(1) The rise in prices in the United States did not notably begin
before the fall of 1915, a full year and more after the outbreek of the.
ware In this period the "demand" was very great andbour exports increased.
Prices did not go upe :

(2) 1In the six or eight months following the outbrsak of the war
there was a heavy export of geld from this country, It is aty least notable
that the rise in prices did not begin until this export of gold had been

replaced by imports and a considerable surplus showns
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. (3) Thereafter prices rose pretty steadily with the quantity of
incoming gold.

Now, as to this it is to be said very simply that every dollar of "war
demand" was equal to a dollar of home and ordinary demand, end no more,
There was nothing magical about the war dollar,

On the other hand, every dollar of added gold meant eventuslly an ine
crease of at least six or seven dollars in bank loans and bank deposite, and
therefore of purchasing power,

Stetietically, then, it may be said that the effect of an import of
gold was, measured in dollars, six or seven times as potent a cause of in-
creasing prices as each dollar of increased "demand,"

XI. Now, as to this increased "demand":

It is shown by the production indices of Day, Stewart and this department, and
by the index of volume of trade computed by this department, that the variation of
production between lean years and flush years mey be as high as 10 per cent. and
possibly mores . Prof. Parsons thinks not more, If we have correctly measured
the increased European demand for our products before our entry into the war as
not exceeding 2 or 3 per cents of our totel product, then this increased demand
wag far less than fhe normal variation between good times and bad.

The index of production and of volume of trade is here employed as an index
of "demand" intentionally, for we have no other index, and in a broad sort of
way the great part of our national product, possibly 90 per cent. oF more, is on
the average consumed in the year following its production.

Now, the variation of this normal demend between good times and bad does

D@nuedﬁxFRASER

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



FEDERAL RESERVE

OFFICE CORRESPONDENCE Date_January 28, 1921
To Governor Strong ) o SN il S Subject: THE RISE IN PRICES IN THE WAR

irem_ Mrs Snyder . / g -l

9

not occasion any considerable veriation in prices, If over a long period we come
pare the indices of wholesale prices with the indices of preduction it will be
found that there is very little relation between the two, Periocds of rapidly
falling prices have been periods of very rapidly rising production, as notably in
the pericd of from about 1874 to 1880. And in turn, periods of very rapidly

rising prices have shown no corresponding increase in the rate of production, save

perhaps far isolated years.

We are driven to the clear conclusion that, contrary to the almost universal
belief, rising prices do not very greatly increase the rate of production. Nor
do falling prices very greatly depress this normel rate, and in general not at all,

Cver a long period of years our national product increases et between 3% and
4 per cent. per annums This rate varies from yeer to year, but the variations
do not correspond with the direction of rising or falling prices, save for very
short periods,'measured perhaps in months,

XII« In a broed sort of way, prices rise with the increase in bank loans,
aé ie shown very etrikingly by~thg comparison of prices and loans, both in this
country and in England.,, If we take the average annual prices and plot these with
the volume of bank loans at an intermediate point, as for example June 30 in each
calendar year, the result is a paralleliem that can scarcely be accidentel, It

is set forth in the accompanying chart. :

&
XIII. The conclusion, therefore, would be apparently as follows:

The excess demand in this country, occasioned by the war, was not greater than

the normal variation between good years and bad, and was probably far less, possibly
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not one-half so great. The war's demands, therefore, seems a totally inadequate
explanation of the rige in prices.

In a rough sort of way and excluding years of extreme depression, the demand
is always pretty close to 100 per cent. of the supplys That is only saying that,
in a broad sort of way, goods are exchanged for goods and money ie only the mechan-
ism or vehicle of the exchanges

Practically the only way to increase prices is to increase purchasing power
by an excessive addition to the volume of credit and currencys And in the war
the expansion of bank credit and currency went hand in hand with the rise in prices.

There is almost no one to contend that high prices could have been financed
without & corresponding increese in bank.éredita. Therefore, if there wes no ex-
cesgive demand -it seems to follow that the increase in bank credits alone was re=
sponsible for the increase in prices.

If this conclusion seems extreme let us simply imagine what would have happened
if we had had no Federal Reserve System to expand credits, and all of the gold re-
ceived from sbroad had been buried-in the ground. The increased exchanges due to
rising prices could, therefore, have taken place only in one of two weys: either by
an incresased velocity of bank credits or by & fall in the prices of other goods
than those included in the war's especial demands.

We have as yet no accurate estimates of the increase in the bank credit ve-
locitys Prof. Fisher's computations, &s he himself observes, have been so far
removed from their base as to become simply estimatess There is some reason to
think that the increase in vélocity in the war was not very great, only enough, per-
haps, to account for the difference shown between the expansion of loans and the
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percentage rise in pricess

Whet apparently happened in the war was that the normal check to rising prices,

which inheres in the check to exports, and the outflow of gold, was absent. Thers-

fore, an excessive expansion of bank credits was free to work its full effect,
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PRICES

The extraordinary rise in prices, which began shortly after the Armistice,
continued until about the month of iay, and for that month the Government's index
of wholesale commodity prices was 32 per cent. &bove March of the preceding year.
But even prior to the high point in liay there were notable declines in & number
of leading staples, especially in silk, wool and hides. In April came the panic
in Jepan, which, exactly as in 1907, was the forerunner of reports of commercial -
distress in other parts of the world, even in far away Java, Almost simultaneous-
ly, price declines began in all the lsading ogﬁmorcial nations, at least in commo-
dities at wholesale. ‘Thin was not in any equal degree true of retail prices, and,
indeed, retail trade remained good and retail prices fairly stable to the end of
the year. But it was clear that the peak of the great boom had been reached, and
the downward tendency in prices brought to & sudden end the heavy speculation in
many commodities which the long rise in prices had invited and stimulated. It
also brought about a flood of cancellatione of orders and revealed a situation the
extent of which had been but little realized. For the rising pricee, and es-
pecially their acceleration in the autumn and winter of 1919-20, had not only in-

duced heavy speculation in raw cbmm_oditios but had created among merchants and
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4
Gavernor Strong THE RISE IN PRICES IN THE WAR

¥r. Sayder

Your question is:

"Did the expansion in our bank cradit and currency from the
veginning of the war until the present time reflect the advances
in the prices of goeds brought about by the insistent demands be-
yond capacity to produce, or did high prices result from an over-
expansion of credit caused by war borrowings, ete. In other
worde, is the high price level a cause or an effect!”

This is a subject sbout which argument will apparently be endless if we have
no solid bumsis of fact upon which to build an opinion. As the matter sesmed
worth whils, this department has made a wumber of studies in the last year which
offer such a basis, and the results we have obtained have been confirmed by other
investigators, as in the Harvard Bureau of Economic Research.

I. First as to periocde. 'The main rise in prices in the war took place be-
fore our entry into the war, and after the war had closed. The index figures,

as given by the Bureau of lLabor Statistics (base of 1913 = 100) were as follows:

July, 1914 100 April, 1917 172 Hov., 1918 206
April, 1917 172 Hov., 1918 206 KHay, 1920 272
Increase 72 per cent. 19.8 psr cent. 32 per cent.

That ie, in the period of "the withdrawal of more then four million men from
industry,” of "huge Covernment borrowings,™ etc., the rise in prices was relatively
small . ~ |

II. We now have three sets of production indices covering the period, com-

piled from different pointe of view and employing weighted and unweighted, or Fother
equal.weighted averages. These wore prepared respectively by Prof. Day of the

Harvard Bureau, Prof. Stewart of imherst, and by this domt-anty. These index

figures, by calendar ysars, from 1912 to 1918 inclusive, compare as follows:
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~ Calendar
~So8rS Day Stewart £. B, Benk, N, X.

1912 357 212 50.96

1913 357 202 52.64

1914 339 202 51.10

1915 a7l 224 54,92

1916 407 234 62.26

1917 418 248 65,69

1918 418 250 62.74

The percentuge of inerease from the averages of the three years of 1912.1014

te 1917 compared, on the three indices, as follows:

Day Stewart K. B, Bank, N, Y.
Average 1912-1914 352 205 51.5%
1917 : 418 248 65,69
Increase 19 per cent. 21 per cent. 27 per cent.

I1I. VYe also have careful computstions of the relative velume of oﬂrAcxportn,
i.0., the mctual guantity of goods measured in tons, bushels und bales, for the
seme period, These were made respectively by Prof. Berridge of the Harverd
Burean, using the wctual computations of the U, 8. Thipping BaarQ} and by & dif-
ferent method by this depariment. The index figures of tha-;’iwo computations

for the period in gquesiion compare as follows:
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Kes Snyder

Base of 1911 < 100

Fiscal Yoars Berridge (U, 5.8.B.) E. K. Bemk
1912 108.8 101.2
igls 120.0 114.4
1914 113.5 108.9
1915 135.% 128.3
1916 175.5 185.5
19 17‘ 193.1 194.3
l918 140.0 147.6

The percentage of increase from the fiscal year of 1913-'14, whick was
slightly below the fiecal year of 1912-'13, compares as follows:

1913-14 Berridge £, B, Bapk
1913-'14 115.5 109.9
1916-'17 191.1 194.3

Increass 65,5 per cent. 76.6 per cent.

IV,  The investigutions of this department have eetablished that, the element
of intense speculutive activity eliminated, bank clearings outside of New York,
corrected for price chunges, are & fairly good index of production. W therefore
thought of obtaining the ratie of exports te the actual volume of production and
trade, by dividing the export values, as reported, by auui-il; bank clearings, une
corrected, ‘This method presupposed that bank clearings and oxport values would be
equally affected by the rise in prices. If export prices im the war rose more
rapidly than the general average of prices which affected bank clearings, then the
ratios would naturally be higher. Thie same ratic was aleo computed from a come

Digitized for FRm@.&g/‘ of all the available items. These two computations, from a low point
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Hr. Gaydesr

for 1909 compared as follows:

Ratio of Outside Bank Computed

£lesrings to Exports ~fiatio
1909 2.7 4,74
1910 2.7 4,47
1911 3.0 5.39
1912 3.2 5.62
1913 3.3 6,10
1514 4.3 5.98
1915 4.5 5.99
1916 5.3 6452
1917 4.8 7.87
1918 3.9 6.34
1919 4.3 7.91
1920 3.9 8,40

V. The computed ratic, made by kir. Gilbert King, in this department last
summer , involved elaborate aad dotailed study of the sctual percentages of some
100 of the principal commodities entering inte our export trede, for whick com-
parable figures of total production in this country could be obiained. These
percenteges wore weighted sccording to their dellar velus and en average of all
taken. There actual figures of quantities in tons, bushels and bales were not
aveilable, a large number of computations of the percentages u:nmd in dollars
was teken and these included in the composite. The result of thie investigation
showed that the ratios of outaside bank clearings to export valuss represented a
renl increase in the physical quantity of exports, and was a fair index thereof.
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¥r. Sayder

he recorded above, King's Tigures showed a rise from an estimated 4.7 per cent. of
exports to total national product in 1909 to about 8 per cent. in 1817.

Vi, We have also wade a careful analysis of the rise in average prices with-
in the different groupe reported by the Bureau of labor Statistics. The chiasf
and insistent demand occasioned by the Huropean war was for food, and it might
readily be supposad, therefore, that food prices would rise at 2 much different
rate than the general average of all prices., The Bureau of labor's index for

the same monthe as reporied above were as followse:

Eopd Frices All Frices
July, 1914 104 100
April, 1917 182 172
Increase 75 per cent. 72 per cent.
April, 1917 182 172
Hovember, 1918 206 208
Increase 13 per cant. 20 per cent.

lost of the above studies are graphically set forth in the charts attached.
ViI. We are now in a position to mske a statistical study of the mbl;u.
The facte may be summarized as follows: )

(a) The great riese in prices, and practically all the rise in exports,
took place before our entry inte the war and the question, thgﬂ!om. need
not be clouded by any considerations as to "number of men in this country
withdrawn from industry by the war " our war borrowings, labor efficiency, and
a groat number of other confusing matters.
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(b) The percentage of exports to total national preduct for the
years from 1914 to 1917 did not apparently rise at a more rapid rate ihnn
in the preceding five years. In these preceding five ysars there was A:lm“t
rise in the general level of prices. If it was the export demand which
caused the great rise of prices in the war, we should expect the same thing
before the war,

(¢) The rate of increase in the actual volume or quantity of exports
as measured by cur indices in, for example, the period from 1893 to 1898,
was much more rapid than the rate of increase in the war from 1914 to 1918,
&s shown by either Mr, Berridge's index or our own. The rise in prices inm
this period was quite moderate as compared with the rise in the late war.

(d) 1If the increase in percentage of our products going abroad to the
total national product rose only about 3 per cent, of the total, in the en-
tire period from 1909 to 1918 and only about half of this took place in the
war, then even if we allocate all of this increase to the war demands it
would be on the order of lo;s than 2 pr cent. of our total national product.
VIII. All of the three indices of Day, Stewart and our own indicate thl_at the

increase of production from 1914 to 1917 was on the order of Azso ;:;- cent. Ve
may, therefore, pose the problem in the following form: -

(1) If the war increased the percentage of total éuduct going abrosad
by only 1 or 2 per cent, of the whole, while in the same peried production
increased by 20 to 25 per cent,; and

(2) If the rise of food prices, and these ere prices of graine

and food taken at wholesale and not at retail, did not rise much more

el for FRASER rppidly then the average of all commodities (more tham 300 different
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THE RISE IN PRICES IN THE WAR

Hr. Snyder

commodities imcluded), and
(3) 1If the rate of growth of our exports, in asctual volume, was

approximately the same in the five yesars befors the war as in the
years of the war, as shown by the attached chart; then the quesiion is:
Does thie trifling increase in the expert demand

occasionsd by the war present an adequate axplenation

of the greatest rise in priéu, as measured in geld,

ever known ian this or probably any other country since

the meking of prices began!
As to the “"bidding up of prices" in the war, the chief bidding up, emd

especially at the beginning, was, of course, in foods, and that meant primei-

pally wheat and meat. If, therefors, food prices rose at about the same rate

as the average of all prices at wholesale in all the United States, does net this

suggest that some greater cause was at work than the ensergetic efforts of the

grain speculators?
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X. let us now turn fo thaﬁ other side of the problem and note this:

(1) The rise in prices in the United States did not notably begin
before the fall of 1915, a full year and moere after the outbreak of tho'
war, In this period the "demand" was very great and our exports increased.
Prices did not go up. ‘

{(2) In the six or eight months following the ocutbreak 05 the war
there was a heavy sxport of gold from this coumtry. It is at least notable
that the rise in prices did not begin wuntil thie export of gold had been

replaced Sy imports and & considerable surplus shown,
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{3) Thersafter srices rowe pretily steadily with the quantity of
incoming gold.

How, as to this 1t i3 Vo be said very simply that every dollar of "war
demund” wes equsl to & dollar of home and ordinary demund , snd ne mors,
There wan wothing magicsl sbeut the war dollar.

On the other hand, every dellar of added gold meant eventually em in-
crease of =t least six or seven dollars in Dank lomns and bank deposits, and
therefora of p&rchasing power.

Statisticnlly, then, it may be said that the effect of an imvord of
gold was, memsured in dollars, six or seven times as potent a causs of in-
ereasing prices as each dollar of inecreased "demand.”

XI. How, as to this increased “demand™:

It is shown by the production indices of Day, Stewart und this department, and
by the index of volume of trade computed by this department, thai the variation of
production betwonn lean years and flush ysare way be u high as 10 per cent. and

! possibly more. Prof. Parsons thinks nst more. If we have correctly memsursd
the increaped Ruropean demand for our products before our entry inte the war as
not sxcesding 2 or 3 per cent, of our total product, then this incressed demand
was far lass than the normal variation between good times and bad.

The index of production snd of veolume of trade is here v‘nployod as an index
of "demand” intentionally, for we have no other index, and in a broad sort of
way the great part of our nstional produst, peseibly 90 per cent. :r wore, is on
the average consumed in the year following its preduction.

Now, the variation of this MM demand beiween good times and bad does net
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not occasion sny counsiderable varistion in prices. If over a long period we com-
pare the indices of wholesale prices with the indices of productiom it will be
found that thers is very little relation between the two. Perieds of rapidly
fulling prices have been periods ef very rapidly riging production, as notably in
the period of from ebout 1874 to 1B80. dnd in turn, periode of very yrapidly
rising prices have shown mo correspending ingreage in the rates of production, save
perhaps for isolated years.

We are driven to the clear conclusion that, contrary to the almost universal
belief, rising prices do not very greatly incrsase the rate of production. lNer
do falling pricee very greatly depress this norssl rate, and in gemeral not at all.

Over & long peried of years our national product increases &t between 3§ and
4 per cont, per snnum., This rate varies from year to year, but the variations
deo not corrsspond with the dirsctien of rising or falling prices, save for very
ehort periods, measured perhaps in moanths.

XII, In a broad sort of 'way, prices rise with the increase in bank loans,
as is shoewn very strikingly by t;t! comparison of prices and loans, both in this
country and in England. If we take the average sanual prices and plot these with
the volume of bank losns at sn intérmediste point, as for example Jume 30 in each
calendar year, tho result is a parallelism that can sosrcely be sccidenmtal, It
is set forth im the accompanying chart. ‘

XIIX., The conclusion, therefors, would be apparently ss follows:
The excese dsmand in this country, occasioned by the war, was not greater than

the normal variation between good years and bad , and was probably far less, possibly
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not one~half so great. The war's demands, therefore, seems a totally inadequate
explanatien of the rise in prices.

In & rough sort of way und excluding years of extreme depresmion, the demand
is always pretty close to ioo por cont. of the eupply. That is only saying that,
in & broad sort of way, goods are exchanged for goods snd money ie only the mechan-
igm or vehicle of the exchange.

m‘cts,nny the only way to inerease prices is to inereuse purchasing power
by an u&ou&vo addition to the volume of credit and curremey. iAnd in the war
the expansion of bank credit and currency went hand in hund with the rise in prices.

There is almosi no one to contend that high prices could have been finenced
without & corresponding increase in bank credits. Therefore, if there was no ex-
cessive demand it seems to follow that the imcreass in bank credits alone was re-
spongible for the increase in prices.

If this conclusion seems extreme let us simply imagine what would have happened
if we had had no Federal Reservs System to expand credits, and all of the gold re-
ceived from sbroad had been buried in the groumd. The increased exchanges dus to
rising prices could, therefors, have taken place only in one of two ways: either by
an incremsed velocity of bank credits or by a fall in the prices of other goods
than those included in the war's especial demands. .

¥e have as yet no accurate esiimates of the increase in -m bank credit ve-
loeity. Prof; Fisher's computations, &s he himself observes, have been so far
removed from their base as to become simply estimutes. There 1a‘ some reason to
think that the increass in veloecity in the war was not very great, only enough, per-
haps, to account for the difference shown between the expansion of losns and the
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percentage rise in prices.
"hat apparently happened ia the war was that the mormel check to rising prices,
which inheres in the check to exportis, and the sutflow of gold, was abgent. There-

fore, an excessive expunsion of bank credite was free to werk its full effect.
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MisC 3 FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE Date_Jobs 9, 3983
To.  Gevernor Strong Subject:
Fion  NMr. Sayder

You may like to see the first results of an attempt tp get et
the decrease in the purchasing power in what is still our basic industry.
The three charts show how closely the average annual value of the crops
is représented by the estimates from ﬁrinea as of December 1, as compared
with the average of prices iﬁ the main marksting monthe and the average
of prices for the iwelve months of the "crop" year, Ths figures represent
the annual product of each year multiplied by the varisus prices chosen.

On the average of these three crops the total value (i.e., purchasing
power) has been more than cut in two.from last year, It is doubtful if

the average of retail prices has declined né much as 20 per cent.
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misc 3 FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE Dat_Fobe 11, 1921

Subject:__CAUSE OF HIGH PRICES

Jo - QGevernor Stremg - - = = =

broin____Mre Snyder = T L

As an addendum to the memorandum on "The Cause of High Prices,"” it has
occurred to me to compute the percentage of increnae.of bank loans for the
same periods as for the rise in general prices. For the odd dates of April,
1917, and December, 1918, only an estimate was obtainable, but I think the
results are fairly close, These percentages, for the loans of all the banks
of the United States, compare as follows:

July 1, 1914, to May, 1917 Increase, 33 per cent.
May, 1917, to December, 1918 Increase, 18 per cent,
December, 1918, to July 1, 1920 Increase, 31 per cent,

In other words, exactly as with general prices the main incrsase in bank
loans was before our entry in the war and since the Armistice. _

It does not make any material diffsrence in the percentages if you ine
clude in the period of our participation the four or five months following
the Armistice, because in these four or five months both prices and bank loans
declined instead of rose.

Befors our participation, the perceantage of increase in bank loans was
not nearly so great as in~pricc§, but from April, 1917, to the Armistice and
since the Armistice the corr;spondence between the increase in prices and the

increase in loans is very remarkable-~-far too great, it seems to me, to be

other than that of a close or causal relationship.
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MIsC 3 d FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE

Date Feb. 15#1921

Subject:Bank Rate Policy

T Governor Strong

From  Mrs Snyder fl s ST T s

I attach herewith, as you requested, & copy of Prof. Sprague's very
noteworthy address at the meeting of the American Fconomic Association, and
with it the draft of something on the same idea which I drew up in November.
For the latter the figures are & little out of date, but the idea remains,

I should particulerly draw attention in Prof. Sprague's address to the
relation which he develcps on page 4, of deposits and loans to the amount of
money estimated as in circulation, Prof. W, I. King has also investigated
thie relation over a long period of years end has shown that, with the ex-
ception of the war period, when the ratio of deposiis to cash rose very
rapidly, the ratio has varied but little in the last twenty years and has
been around 4% or 5 to 1. In the last year or so it has been about that,

It seems to me that, es Mr. George Roberis putes it, there ie here a
means that gives the Federal Reserve Board and banke & real grip on the
credit situation in this country,

If , as now seems definitely to have been done, we have given over the
idea of hoarding the gold, then a positive limitation of the amount of Fed-
eral reserve notes to be issued would draw gold into general circulation as
benk loans expanded, and the demands for more hand to hand currency increesed.
This would draw down the gold reserve, force up interest rates and discount
rates, and bring a check to further loan expansion; hence to prices.

This is, of course, exactly the system which had operated so admirably
in England, up to the war, for nearly half a century,.

Do you not think it ie now clear that we have gone, in this country,
from a perhaps too rigid currency system to one that ie altogether too much
elastic, and that this ie responsible for a good part of the topsy turvy
conditions of the last two years?

I should be very glad to know your‘judgmont on the matters discussed in
the lest paragraph of the current Business Summary.

f

A1)
%f/_/g (%:}’{‘jﬂ g ’
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE s Rl
To—————Governer Sirong - sussecT.  Copy of letler regarding Bank
PR N, Snyder Rate Policy RET#S 0 O

A friend of mine, of real competence and understanding, sends me the follow-
ing interesting suggeestion regarding the control of the bank rate:

"In reference to our conversation regarding the automatic fixing
of rediscount rates, the case may perhaps be stated as follows:

"l, To prevent money panics, money must always be loan-
able on proper security. The expansion and contraction of
loans shoudd, therefore, be determined by the interest rates
charged and not by any arbitrary, or seemingly arbitrary, de-
cisions of the banking authorities.

"2. To prevent the over-expansion of business during
periods of prosperity, the increase in interest rates must be
greater than the increase in profits from new investments, after
a certain rormal limit of lean expansicz has besn reached.

"3. To enable businesgs men to conduct their affairs
with reasonable certainty and confidence, the ad justment of
interest rates to loan expansion and contraction must be aute-
matic and not subject to political pressure.

"4, To secure the greatest possible stabilization of busi-
business it must be poseible to forecast the changes in interesi rates
with reasonable certainty.

"In view of the above considerations, it may be praciicuble to establish,
by law or regulation, & formula (or equivalent scale) for rediscount rates
such thal the rates in question will increase in geometrical progression as
the reserve ratic falls., For example, if a 6 per cent. rediscount rate is
assumed 15 be normal when the reserve ratio is .50, the formula might read:

RediscOunt rate = 1.5
{Reserve Ratio)?

"Such a formula would give results as follows:

Reserve Ratios Rediscount Rates

30 16,7%
.40 9.4
.50 6.0
.60 4,2
70 3.1

"If necessary, the increase in the rediscount rate could be made still
more rapid by using a formula such as:

Rediscount Rate = 275
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pate— February 17,1921
o —Geverner Sireng sussecT: Copy of a letter regarding Bank
! Mr, Snyder 2 Rate Policy
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"This would give the following results:
Heserve Ratios Hediscount Rates

+40 11.7%
o45 8.2
.50 6.0
+55 4,5
«60 3.5

“"The eeserntial thing, as I see il, is to have an automatic scale of
rediscounts which will rise much more rapidly than business profits duriang
periods of business sxpansion. My impression is that it is not of absolute
importance to establish any particular initial relation beitwesn the reserve
ratios and the rediscount rates. Business will soon ad just itsel! i{o any
credit facilities that the banking system affords and, soomer or later,
prices will rise or fall uniil we lose er gain gold in such amounts as to
establish & natural balance between interest rates and the gold reserve.
When this balance is esiablished , we should thereafter reck back and forth
in reasonably stable equilibrium, if only the rediscount rates rise and fall
at 2 rate distinctly more rapid than that of the changes in business prefits.

"I am assuming, in aany case, that credit expansion will go on to a point
where, exceot in times of greatesi loan contraction, there will always be a
congiderables reliance on rediscounts for the establishment of member bank
reserves., 1 am assuming,6 also, that action along the lines proposed will
tend to induce somewhat similar action by the central banks of Burope. Ir
such action is not taken abroad, we should undoubiedly lose some, but net all,
of the stabilizing effect of our ewn practice.

"Finally, there may be distinct advaniage in the adoptien of a formula
for rediscount rates that gives very high figures for low reserve ratiocs.
It is very difficult at this time te determine what the future moral effect
of high rediscount rates will be as compared with the effects due to the
actual cost of new money to member banks. It is possibls that, in time, the
moral or hertatory effect will weaken and control of credit will depend more
largely on the actual cost of added credit secured through rediscounis. If
this should be the case, it will be desirable to have the higher rates auto-
matically come into effect, even if they are queted only by formula in the

initial plan,” -
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Feb, 21, 1921

Governor Strong

Mr., Saydep

I attach what further information Mr. Riddle could get here.

I saw Mr. leffingwell and got what he had., But it seems very

difficult to get at the actual facts of the situatior now. I hope to

do this in Washington on Monday. Mr, leffingwell's idea was that the

Philippine Government ought to replenish the fund by a sale of bonds.

But this, as you know, would now require an act of Congress. I am
not able yet to find out just how preseing is their need.

I attach herewith the draft of the letter you asked for.
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Our fall in prices has somewhat exceeded yours. Our index of 12
basic oomo;itioa shows to date a decline of 47 per cent. from the pesk,
while our index of 25 basic commodities in Englend, compiled from cable advices
each week, shows oi the same date a fall of 44 per cent. from the peak on
lay 1.

The Bureau of Lebor's index, which is the best measure of the price
level which we have, shows a decline for the gveragesof January of 35 per
cent. from the peak, while your Economist's index for February 1 shows a de-
cline of 33 per cent.

Rétail prices have declined herdly half as much--retail food prices,
which is the only index available, about 20 per cent. Reports from our
large retail deperiment stores and drygoods establishments indicate that their
spring prices will average sbout 16 per cent. below those of last year. This
is a pretty wide"spread” between the wholesale prices which, in the case of the
textiles, runs from 40 to 50 per cent. below last year and indicates a good
deal of confidence on the part of the retailers.

LOANS AND RESERVES

Speaking of the country as o whole, the liquidation in loans has
been thus far extremely small. Loans on commercial paper in the Reporting
Member Banks in the Federal Reserve System show a decline of about 6 per
cent. from their peak of last October, and total loans of oll kinds in these
same banks about 5 per cent. At this season of the year there is gemerally
a slight contraction, so that, broadly speaking, credit liquidation has made
1little or no headway thus far.

The contraction in owr note circulation up to last week was a little

over 10 per cent. from the peak of December. But this, again, was litile

more than the contraction a year ago and two years ago, and it will be some weeks
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before we can determine whether this contraction will go on or whether it has
about run ite limit. I will pay that it was the very gemersl expectation
that this contraction would be very considerable, and it is a matter of sur-
prise that it has thus far been so small.

The reserves of the Federal Reserve System, as you know, have shown
a small but steady improvement for many months, and last week were but a
fraction below 50 per cent. The pame is not true of this bank, which still
remaine below 40 per cent. But a considerable part of this latter is due
to the fact: first, that the country correspondents of the New York banks have
drawn down their balances very heavily, which has forced the New York benks
either to borrow from us or reduce their loans; and second, that the New York
banks have been compelled to loan = quite unusual amount to their country cor-
respondents, these loans in some cases being two or three times as great a;l;i '
this period last year. The banks of interier, ms well as here, have had to
do a.considorable amount of rediscounting of peper of the smaller banks not
eligible at the Federsl Reserve banks. I% had been expected that by this
time a considerable part of these loans to interior banks might begin to re-
turn, but so far there has been very little of this.

As you probably know, the reserve banks of some of the Western and
Southern districts are likewise very low, and until this situation is recti-
fied it is probable that there will be no considerable return of funds to this

center.

INVESTHENT MAREET

It is the gemeral report of banking houses and the brokers that the
amount of investing at the end of last year was unususlly heavy and this was
especially true of stocks. Apparently a very large quantity of stocks were

paid for in cash and taken out of the market. These reports are alike from
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the large dealers and the so-called odd lot houses. In general, the in-
vestment market since the turn of the year has been fairly good and the issues
brought out pretity well cleansd up. There has been distinetly a tendency,
however, for prices to ease off a little after the syndicates were closed out
end this has been a little discowraging, and apparently has given indications .
of a slight droop in the forward outlook.

MONEY R

| The money rate, as you know, has continued at the very top, with
very 1ittle change in the last eight months. This has been very remerkable
and brought the average rates on commercisl vaper for 1920 up to the highest
amnual aversge since 1873. In fact the average for the last eight months
would be well up towards the highest probably of any eight monthes since the
civil war, and the demand still continues fairly heavy. For exasmple: this
wesk a very solid end substantial menufecturing concern - the Deere Company,
makers of agricultuwral implements, of Moline, Illineis, - ceme intoe the market
for $10,000,000 of gold notes st an offering price of 7.6, which meant that v
the money cost them between 8 and 9 per cent. This is an exceptionally con-
gservative end well managed concern that hos carried ite inventories on a 1914
basis, and tha fact that such a comcern would be willing to pay this rete for
money indicates how heavy is the pressure. On the other hand, the dealers
in commercial paper generally report that the market is rather thin, especial-
ly as regards the highest grade nemes, and thaet nhiht{u rate shows little
signs of easing as yet, the pressure seems distinetly less. That is, the
better class houses seem to have fairly well satisfied their gmnnt demands
end will not come inte the market for very large borrowinge until the rate is

lower.
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Gold imports during Januery were about tﬁﬁ,am,m, the smallest
amount since last August. 0f this, sz.jso.ooe came from Bngland,
$5,500,000 from Aisia, and §4,700,000 from France. Japan, which for many
months has been drawing gold from this country, sent us over §2,000,000 during
January. Exports smounted to only §2,700,000, of which $2,200,000 went
to Mexico. Imports exceeded exporis by nearly OSS,SGG,M, compared with
about the seme excess of exports over imperts for the corresponding month last

year.

A number of large brokers report that their losns are at a very low
point. A canvess made by one large brokerage house showed that among the
very houses with which it had considersble dealings, the loans of a number were
at the lowest point in meny years. This is borne out by the report on street
loens of the New York banks, which shows a decline of sbout 50 per cent. from
the pesk in October or November of 1919. We have no records going back a
loxg way, but the indicaetlons are that this is ebout the limit of liquidation

after the most severse crises.

COMRCIAL FAILURES

Throughout the country business marrummgs continue below
normal, in spite of the tremendous strein of the last half year. e ms.n-
tain an index of the number of failwres based upen the mmgmo of the last
half century and this shows that the percentage of firms. failing o those
reported in business has been abnormally low for the last year or mere. It
came up in Janmuery to near 90 per cent. of normsl, and for February, allowing

Digitized for FRASER ~ for* the usual seasonal variations, was a little above that. But neither
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mmber nor the amount of lighilities has been anything like as great as was
the universal expectation. The remerkable thing is that thie low range of
feilures appears to have been equally true in and follewing the greet drop in
prices at the end of the civil war. For several years after the close of
our war failures were sub-normal and did not begin to rise sharply above the
normal until slong towards the crisis of 1873. I do not, therefore, look
for any great increese in failures this year. The potentiel number, due
to the tremendous drop in the aversge level of prices was so greet that it

was more or less a question, so to speak, of sll or none. In spite of

the epidemic of small bank failwres in the mid-west, the total numbér for the
year was net very great, not, I should say, over about twe to three times the
average for the last ten years, which was very low. A full quarter of them
ocourred in North Daketa alone and almost m-thirdl in the mid-west section

from north %o south. The difficulties in Nerth Dakota were in part n-ouiu;
ed by semi-socialistic finance of the farmers govermment out there, but for the

most part precipitated by the great drop in whest and other farm products.

emxm BORROWINGS :

The latest issue of Government Certificates of Indebtedness due July
15, 1921, was heavily over-subseribed, $100,000,000 asked for and subscrip-
tions totalling $218,000,000. The quota for this district was lsj,ooe.oao
end the subseription $80,000,000.

Outstanding on January 21 the total amount of these certificates was
$2,351,159,500.

These subacriptions were on a ﬂ- per cent. basis, or from 1/4 %o 1/2
per cent. lower tham recent offerings, and they are reported this merning in
the market at a slight premium.

L
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GOVERNMENT BUDGETS

You have probably noted the Govermment estimates for 1921, fiscal
yesr running ebout $4,600,000,000. To this, however, must be added 4ife
the estimated deficite in the Post Office Depariment, which will bring this
amount well ovér §$5,000,000,000,. Just as you kno§, there is a very
large smount of telk of great reductions and much egitation among the busi-
ness men's associstions, etc., towards this end. But, vhen it comes down
to brass tacks, the bills go through with very little retrenchment. Wash-
ington hes not yet waked up to the fact that the country has had a very
severe st&buk and that it can't go on powring out the Government's money

at the present rate without severe consequences. A great deal will de-
pend on who is chosen for the Treasuwry portfolio.  If he is a stirong mem,
with real influence, something may be dome. But the present outlook is

not overly encouraging.

CONCLUSION

A concensus of competent opinion I think shows that, in general,
liquidation alike on the stock exchanges and the field of speculation in
commodities has been extrémely thorough. The decline in industrial
stocks has run a full 45 per cent., and we are now passing through the
usual peried of dullness and weakness that generally follows such a long and
drastic decline as we have had. My impression ie that this liquidation
is so complete that the genersl trend of the market for the next yesr or
more will be upwards. It would not greatly surprise me if, towards the
end of the yur,.:‘oone-:lvably even esrlier, we might not n; the begimning
of a strong and long-continued bull movement. But if it comes too soon
it would be premsture and probably short-lived.
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liquidetion has been as thorough ms on the investment side. The barks have |
had to carry over a great number of enterprises of every kind and deserip-
tion, weak and sireng, and ihen are no doubt here & great many wesk spots
that have not yet been Yaken care of. There is always the possibility
that soms of these may be large enough so that, if several of them topple
rather closely together, it might bring on a real disturbance. But my
feoling is that the banks and the whole business community are so alive to
the possibilities here that the danger is not very great mnd that it is
slowly becoming less so.  There is always the possibility that the return
to optimism may be premature and that we may have another set-back.

I do not think thiere has been the same liquidation in what you
mey eall the field of SPMMMNE. I mean thet {he typlosl spemderds have
not yot spent sll their money.  While the wholesale trads has been very
mnmmmrm:mm elmost at a standstill, rotail trade,
especially in the larger citles, has unguestionably been very goed, both
during the holidays and since. It has been so good, in faet, that the de-
cline in retail prices so far has been disappointingly small.

But the decline in the purchasing power of the largest single
class in a community, the farm population, and its immediate dependents,
has been very great, manthg to nearly one-half{, as compared with last
year. There has been ne corresponding decline in the prices of the things
which these people have to buy, and until this wide discrepancy is adjusted,
I do not look for any very great improvement in general business. Putting
it in o time limit, I do mot see the probability of eny sharp improvement
much till toward the end of the year, if thenm. But there is always the
possibility that the fall in wholessle prices has been so unprecedented and
8o violent that we may have a very sharp rebound such as csme in 1365 " atw
the big drop of that yesar. The effect of such a rebound would undoubtedly
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is that if this comes too scon it will be short-lived.

For the long outlook, I can see very little prospect that we shall
10!@ very much gold, and "tht liguidation in bank credits may not be very
great. In the leet half centwry it never has been grest -- messured by
owr nutioual bank reports it has never amounted %o more tham about 7 per
cont in the last half centwry. If we do not have a drastic reduction in
bank loans then, with the present monsirous volume of both loans and cur-
rency owilstanding, it seems to me that anether great rise in prices is al-
most inevitable, I should not like to suggest how far it will go, but,
s yom realize, we now have none of the uwsual check upon the rise in prices
that inheres in gold exports. 7o seem more likely to gain gold than to
lose it. If this proves true, then I cannot see any sustained fall in

prices in this country for several years to coms, and that will mean mere

or less for the whole wosld, Prastically speaking, prices in all the
great commercial countries messwred in gold are substantially the seme,

and whatever is the genmersl level in the United States will meen the general
level for most gther countries.
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Feb, 23, 1921

Governor Streng '~ 1 Philippine Exchangé Situation

Mr. Sayder

The substance of my talk with.General RéIntyre, at the head of the Bureau of
Insular Affaire, was €hisi =~ ' '
That"tha' chie? sohPse’ 61" 1Ha" tFéuble ‘With" the 'Philippine ‘enchangs” s the tast
that the Philipoine Covernmeat has not steadily transferred’ funds to Wew York) &
147661076 BHkngS 14 FPReH G RAOH thS £BIAIL ER" 1iboE) ‘and “the ‘resilt is that
this fund if now down fbiaﬁbuf"ﬁﬁfﬁfffiénﬁj as reported. : o}
‘For “fHe ‘Taiter montHs the balanée df tHALr trade has'baéhfégkidét'thé’FiiTﬁtﬁbs
to the extent of 74 millien pesos, to say nothing of the invigible balance which ie
dlways hard to Feckon.  Adparently fhb“Fiiipiﬁoélfﬁdﬁ?hf'fﬁhi“iﬁfé'infiVEfdble
curréﬁtvwduld’turn'and,”ad to ‘speak , that the gold fund would Build it¥self wup;
which ‘it ‘hds not done.  And they drs ‘t”h‘e‘féﬁﬂ‘ré' Al aeta $1 miaddd ylinet
They figure that they need about'l5 wmillion dollars, not peeos, to tide dfii*
to @bout tHe Tirst of April, when they think the situmtion can thew teke care of
itself. A bill was put into Congress to raise the bond limit so that the Philip-

pine Government c¢ould sell its bonds or notes and replenish the fund. But as soon

as Congress found that this was an emergency measure and not & general one they

stopped it.

Now General McIntyre is trying to get the War Depariment to deposit funds for
Manila credit, sufficient to meet the situation, but does not know if they have
enough .

Practically what has been done has been to sell exchange and use the proceeds
to inflate the currency, then keep up prices. The noney‘sb cbtained has been de-
posited in the Philippine banks and leaned out on wariime values. } Mr. Wilson, the
new manager of the Philippine National, haes been out there only a little over g '

month, and his cables indicate that the situation is rather tangled; but he ie
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Feb, 23, 1921

Governer- Streng .o oo i Philippine Bxchange Situation

¥r. Snyder -

VBRI }

hopeful that they will be able to force the sale of goods, even at a loss, end .
_‘liguidg_ta; }oa;gs.'_enough_-:m the mext six or eight weeks to geti the situstion in hand.
But of gourse this is not what the Filipimos want,

+.As far as the immediate pressure-goes, it apparently comes from the New York

foreign banking corporations that have vepy considerable funds out there which they

. cannot get back .except at & rather beavy discount. 6 .And they would be very glad

-.&f i Gha'?“ ’Qcpaau ‘the bucke. - i /5 .
- General Ncintyre could hardly eay just how urgent the situation is«  But ape
parently it id not very dire. . Bveryone epeaks highly of the new manager, aud he .

apparently thinkes it simply a matter of tiding over to get the situation properly

in hand.. acasy don  svalleh motlfiw 2f

. It is so much of & political sitvation that it is difficult ito make a recom-
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Feb. 24, 1921

Governor Sirong

¥r. Snyder

You may be interested in this chart which sets forth the relation

the rate of turnover of the average amount of neti depositg and activity
on the Stock Exchange, The thought behind it was to set forth very clear-
ly how little commercial loans, even in New York City, appear to be af-

fected by stock speculation.
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Paper at Washington Conference

February 22, 1921

THE INTERPRETATION OF REPORTS ON BUSINESS CONDITIONS

After Dr. Miller's admirable address yesterday, and the discussion which fol-
lowed, there does not seem a great deal left to say. The ideal interpretation is
not difficult to define. It would obviously be a clear-cut application of economic
and financial theory to current conditions and problems. But Mr, Breck has re-
minded us that economics is still a highly controversial subject, and I regret to
say that the same is true of matters of finance. And this is perhaps a measure
of our present situation,

It is clear that controversy, always, is born of ignorance or uncertainty,.

You cannot have very much contiroversy about the length of a yardstick or, let us
say, the theory of gravitation. - Economics and finance apd our knowledge of the
laws of trade and pﬁicea have scarcely advanced so far. Otherwise, our banks '
would scarcély have the great quantity of frozen loans with which they are now
burdened. Nor would tréde be in the position where it now is.

Now, as regards reports on business conditions, it is evident that everyone
will concede their great value. Our business world could now scarcely get on
without them. We recognize the>;a1ue of the factes.s The question is onvthe ine
terpretation.

Now we may as well recognize that what we mean by interpretation is, in plain
language, forecasting, predicting; in other words, offering an opiﬁion. And I
do not see how it can ever be very much otherwise, unless it‘is the barest and most

uninteresting statement of fact. You can scarcely collate any congiderable amount

of data, expressing trends and directions, without an implicit expression of opinion,

that is to say, some sort.of a forecast. But we shrink just a little from putting
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it in exactly this way. ‘ Why!.

If we stop to examine the matter we shall see thﬁt forecasting, predicting,
forming an opinion, is the very essence of everyday business life. Every mer-
chant must regularly make up his mind whether he shall buy certain goods at a
certain price, in the expectation of a certain market, and attempt to sell them
at a certain price. This is just what business is. And to do this he con-
sults everyone whose judgment he regards as of value, he reads the papers, re-
calls as best he can exactly what has happened before and goes ahead, to success
or failure. - You may say if you like that the whole of his success depends upon

this very ability to predict, to forecast. Even the apple woman on the corner
must do it more or less.

And all this is really but a part of the whole scheme of our civilization,
which in its very essence is in general a more or less intelligent and successful
effort to anticipate the future. It was the service of that very interesting and
half-forgotten character of the last century, the economist John Rae, to point out
that the difference between civilization and savagery is véry largely a difference
of provision for the future. Among the savage tribes you will find very little
of its All of you are familiar with the amusing story of the man who could not
repair the leak in his roof whbn»it rained, for he would certainly then get wet;
and when the weather was fair there was obviously no need for ite This really
expresses the savage view of life, And Rae points out that among the savages, and
even amo#g_vast peoples like the Chinese, a large part of the famine and decimation
which they periodically undergo is largely due to the want of this anticipation and
preparation. h

And in the same way Irving Fisher has very clearly set forth ﬁ;at this is the
essence of the idea of interest. Among the lower orders of civilization there is

very little accumulation of capital, and borrowing is usually of the week to week
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or month to month character, and at the most fantastic rates of usury--10 per cent.
a month and even 5 per cent. a week being not at all uncommon, And just exaétly
as our human race has developed in the economic scale, the rate of interest has
gone steadily downward; and it is precisely among those people like the Dutcﬁ, the
English, the French, among whom the idea of abstinance for future gain has been
most highly developed that, of course, the rate of interest is the lowest,

And in the same way it is precisely in America, where business has become not.
merely a kind of national passion but a sort of gigantic romance, if you like, that

this endeavor to anticipate and forecast has been the most developed. Nowhere

else, perhaps, is there such an extraordinary quentity of periodicals and agencies
of every kind and description endeavoring to disseminate business information--
great financial and commercial daily newspapers, like that of which Dr. Willis is
now the head; widespread agencies, like Bradstreet's and Dun's; a great number of
organizations whose very business it is to attempt this kind of‘forecasting,--or-
ganizations like Mr. Babson's and Brookmire's, and Mr. Thomas Gibson, and perhaps
scores of others. And finally we have now our greatest university gathering to-
gether a fine body of the most qualified investigators, under the lead of Prof.
Persons, Prof. Day and Prof, Copeland, and undertaking the same thing,

It is obvious that before we can have foreknowledge, before we can predict,
we must have hinter-knowledge, past knowledge as it were; and likewise the very
best current knowledge as well, and for this we have a great number of Governmental
agencies, & large number of associations of manufacturers and producers of every
kind, and many reporting organizations, to say nothing of business nevspaperé and
periodicals, so that in no other country in the world does there exist such a wonder-
ful and varied supply of material. To all this very recently has been added the
agency of the Federal Reserve Board. I think everyone who has an interest in such

matters feels a real debt to Dr. Willis and to Dre Miller and others who have aided
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in the development of the fiqg series of reports which are now published monthly in
the Federal Reserve Bulletin.

The queetion now before us ie how to meke all this great mass of material
available for the business men of the United States, in order, I take it, that we
may most greatly prosper as a people and avoid, as far as we may, those foreboding
crises and ensuing depressions, with widespread unemployment and suffering, which
have seemed to be such & striking development of our modern industrial life.

Now, before I say what it is on my mind to say, I should like to set it forth
very distinctly that the organization of all this information and material which
now exisgte is the end and aim in the whole scheme of its preparation and its de-
velopment, It has no other very serious use. It is doubtless of value to know,
-for example, that the production of hemp in Manila was perhaps at its highest point
in, say, 1917, and that it has since somewhat declined. I do not know if this is
the actual fact, but it would readily'interest some people to know that it was a
fact. And in the same way it is of interest to know that in the day, say, of
Henry the Eighth or a little before, tea was so scarce an article that it was sent
from one king to another as a royal gift; and in the same way, for example, that
wheat bread, in the days of Queen Elizabeth, was a luxury enjoyed only by the noble
and the rich. ‘

But we in America, especially, want things that are pracfical and of immediate
or very.definite future use. And the business of economic research is to subject
our present knowledge to scientific analyéia'and then synthesis, to the end that
we may in very large measure anticipate and predict what wil; happen, given a
certain set of economic coﬁditions. Only in this wise will all this mass of ef-
fort have any real scientific character or practical_value. &

Such is, indeed, the very essence of all the sciences. This has been set

forth very clearly by Prof. Jacques loeb, when he said that the end and aim of all

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



science was "the prediction and control of phenomena." Otherwise, it is merely a
matter of academic interest an& a more or less entertaining diversions I say more,
or less.

Now there are certain things that areiposeible.' For example, in the last
year three different sets of investigators, Prof, Day in the Harvard Bureau of ,
Economic Research, Prof. Stewart at Amheret, and our department at the Federal
Reserve Bank, have gone very extendedly 1nt6 the question of national production,
its rate of growth and variation from year to year. This work was done indepen-
dently, and from different points of view and by different methods, The general
concurrence was remarkable. We now know very closely what is the rate of our ine
dustrial growth, and we know that this rate has not substantially varied throughout
the last fifty years, a little faster in one period, a little slower in another, but
in general quite remarkably the same,

Now, utilizing this material, it is not at all difficult to look forward for
a certain way, say five years or ten years, and say with a great deal of confidence
what will be the approximate or average production of pig iron in 1931, what will
be the approximate needs of railroad traffic for that year, and about how much
wheat we shall raise and export or import. These matters are now almost as pre=-
dictable as the probable growth of population,

But all this sort of thing i; of interest only to relatively narrow groups of
people, to pig iron producers or to railroad presidents, and the like. Business
is not yet conducted on such & long-time anticipation. Some day, and perhaps soon,
it will be, and then we shall not have, perhaps, such crises and deprossione and
alternations of good times and bad, Nor, perhaps, does thisnsort of thing need
very much "interpretation.” The facts or the forecasts are very dz;inite, the de-
gree of their probable value can be very definitely stated, and the facts can speak

for themselves,

What we really mean by interpretation is, if we come down to brass tacks, very
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largely a prediction as to prices--prices and sales and profits. From this, I do

not see any clear escape. And:bindeed, this is what business men want and the thing

that they are really interested in. You may write an interesting little disserta-

tion on the nature of capitalism or the value of thrift, and the interest it will
have will depend upon the extent to which you offer some slightly novel point of
view, These are not deeply passioning subjects. It is a different matter when
you come to tell the cotton planter or the cotton factor, or the retail merchant,
what he will get and what he will have to pay for his goods.

So posed, the question that is in my mind is fairly clear, Is this a proper

Governmental, or quasi-Goverumental, function!? My feeling, setting the matter
forth in just this way, is that very distinctly it is not; for a double rsason.
Dre. Willis has very well stated one side of the question when he said that the Fed-
eral Reserve Board and the Federal reserve banks differ from any other kind of
business reporting agencies in that, to a limited extent, at least, they have a
certain power of enforcing their opinions or beliefs b& action, This is not true
of Dun's or Bradstreet's, or of Babson's or Brookmire's, or of the Harvard Bureau.
Their opinions, predictions, forecasts can be and are taken for what the individual
subscriber comes to believe that they are worth, This is not true of opinions ex-
pressed in the various publications and reports of the Federal Reserve System,
These have, to a certain extent, the value of judicial obiter dicta. fhey more or
less reflect or indicate the trend of mind of those who have a good deal to do with
the shaping of the rates of discount, and therefore eventually with the course'of
business and prices themselves, You may say, if you like, that this is just what
the business world really wants, and needs, and thaf the public interest will in
this way be best served. There is obvious force in this view, A

But there is another side to the matter, about which we may fe;; a certain de-

gree of caution, I think it is fairly clear this year that our theory of the

movement of prices is, as yet, very distinétly inadequate and incomplete. I hardly
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know of anyone in the United States who dreamed that such a tremendous fall of
prices could take place as actually has taken place in the last eight months. Or
if any such person had any such idea it was simply a dream, and nothing more. I
think it is fair to say that we had no sure basis upon which to forecast or predict.
We might have a feeling, a hunch, but that is not a very scientific mode of pro-
cedure.

And in the same way, at this moment who can say, or who will venture confi-
dently to predict, what will be the course of prices in the next six months or a
year? I am mysslf a rather dyed-in-the-wool believer in the general validity of
what is termed the modern theory of prices, that they depend chisfly upon the volume
and velocity of bank credits. So, for example, are Prof. Fisher and Prof, Kemmerer,
It is a matter of note that their views as to the probable course of prices are al-
most diametrically divergent. Prof. Kemmerer thinks that, barring naturél re-
actions which almost always occur, the general trend in the next few years will be
downward . Prof. Figher cannot see the slightest possibility of such a continued
falle. I am not going to hazard an opinion here, but I have one, end I do not know
that it is quite coincident with either of these. S0 you will see that even those
who'belong to the same school of thought and have the general habit of looking at
matters in almost identically the same way may be at wide variance in their judg-
ment of just what will happen.

And precisely the same, I think, is generally true of those who have not this
point of view., There is squal difference in judgment. And if you will look back
a little you will recall that this has practically always been true. After the
Armistice it was a very confident prediction among many very intelligent persons
that there would be a drastic drop in prices. Instead of this we had the wildest
rige in prices ever known in peace times--nothing like it in a whole century. S50

far as I can recall there was almost no one clearly to predict this tremendous and
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demoralizing rise. If it had been élearly a matter of foreknowledge, certainly

our business men and bankers end economists would have united in some very definite
measures to attempt to prevent it. Looking back at it now it is fairly easy to sse
why it happened. But this is "hindsight," not foresight.

And in the same way there was almost no one, or at least only a very few, who
foresaw clearly the tremendous rise of prices that would occur in the war, If that
question had been a clear matter of foreknowledge, I think it fair to eay that we
should never have permitted the great inflation of currency and credits that took
place. Or if this was inevitable, we should have tried some means of counteract-
ing it.

So as to our immediate problems. Today who can assure, who can guarantee to
the cotton planter or the cotton buyer that 13 cents is a fair price or & low price
for his cotton? Within seven years, and for months after the war had begun, cot-
ton was going begging at 7 and 8 cents. From all the South went up the slogan,
"Buy a bale of cotton"--and this was not as a good gamble but as an act of friendly
cooperation,
in the face of an almost unimeginable demand;

Who could have predicted the dumbfounding fall in the price of rubber,/boll-
ing today at a little more than 10 per cent. of ite value a few years ago?! Who
can say to the wool grower or the tobacco grower: "Grow more wool and more tobacco.
You will receive a good price for your product."

You might make a very lucky guess. But if you could do it often enough it is
trite to say that you probably would not be engaged in the business of forocaéting.
The reweard of real foreknowledge would be so transcendent that probably it would not
be widely disseminated. ;

I am one of those who believe that we shall soon have something of thie kind
of knowledge. I will even say that I think we are in sight of euch;knowledge, and

that the foundations have already been laid for its successful development. But I

think it is fairly clear that we have not got it now. In another year, if we
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foregather again, if work now in hand goes prosperously, we may be able to make &

different report. But not now. For the present it seems to me that we must cone

feess the present limitations of our knowledge. To vary a little a famous dictum

in another field:

Ignoramus; laboremus.
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Such a rebound would probably bring a general rise, 2ad tiis
would probably do a great deal to restors business confidence and forwaid

buying,

;éjj/’ This prospect may not be very near., Indeed, in a private con-

J versation last week, Mr. George E, Roberts expressed the view that there

could be no ceconsiderable revival of business so long as the buying powsr
of nearly one<half of the community, the farms and dependents, had been
so heavily reduced. This has already been commented upen in these vagess !

But precisely such a restoration might c%nceivably take place the
( \ :: X /

present year. An English economist, speaking af one of the English bank
N\

meetings last month, declared that the productive capacity of Great Britain

was to-day "50 per cent. greater than before the war,"” This is probably
an exaggeration. The productive capacity of the Tnited States to-day has

not advanced since 1914 much more than 25 .or 30 per cent. But that in

England may be somewhat greater,
. Now, productive capacity of this kind means enhanced power to
|
|

buy goods; for goods, zalways, are exchanged for goods and not for money.

| The shipping trade and international trade generally is$ now at a low ebb,
\

'Its revival can scarcely be postponed much beyond the present year, There
™~ is no excessive production of ships; the number of steam vessals afloat
to-day is not more than would have heen required if there had heen no war.

Mr. Roberts also suggested that it was becoming somewhat doubt-

4 - . . § 3 .
4 ful in his mind as to whether the continuation of a ‘strong deflation

policy was now as desirable as it seemed six months ago.
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MISC.3.1-:90M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

4§|CE- CORRESPONDENCE
GovermeTStrquz sussect. Chart from Mr. Gilbert

pate_ March 7 1621 =~

The chart sent you by Mr. Gilbert simply showe:

(1) That in the Reporting Member Banke the item of "all other loans
and investments,” i.e., commercial loans and all investmente, rose at nearly
the same rate as net demand and time deposite, from the level of about 10
billions in 1918 to nearly 15 billions in 1920; and,

(2) That this item of "&ll other losns" row exceeds deposits.

(3) That the holdings of these banks of U, S. securities, and their
loans thereon, rose from about 2 billions in 1918 to 4 billions ir 1919,
and have now declined to under 2 billions..

(4) That Reserve bank discounts on U, S. obligations resched & pesk
early in 1919, of around 1800 millions, and are now down to a&bout 1200
millions.

(5) That Reserve bank holdings of "all other bills," after declining
very sharply from 1918 to 1919, have since risen steedily from around 400
millions in 1919 to around 1800 millione &t the end of last year.

(6) That Government deposite, which from the beginning of 1918 to the
beginning of 1920 fluctuated about a level of around 600 millions, have with-
in the last year fluctuated around & level of about 100 millions.

Mr. Gilbert states that the chart "indicates with mathematical precision
the exsct percentage rates of change." It ie true that on thie type of
chart, which we use freely,K the slope of the lines indicates the rate of
change ; but no percentages are either given or indicated.

Such percentages have t¢ be worked out, as on any other chartis.

The chart is quite &g confused and difficult to reed as you ovidently
found it.

(ﬁ&ﬂ/a&,/v/b
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flarch 7, 1921

Governor Strong Atlantic City Address

¥r. Snyder

I don't see why an address on world conditions as you found them would
not be exceedingly interesting, or that it should needfully involve con-
fidential matiers. For sxample:

(1) Your impression of conditions in the Philippines; prospects for
self-government, etc.

(2) The panic in Japan and conditions which brought it on; prospects
for recovery.

(3) China under the new republic; what they are trying to'do, the
great difficuliies they lahor under, chances of success. hat Americe
could do. ‘

(4) Tre crigis im Java and what produced it. its tppercus;ions in
Europe.

(5) The great industrial awakening in India; prospects for self-
government; developmeni of manufacturing; the part which a nation eof 400
midlions may come to play in international trade.

(6) 1The trade of the lLevente The great commerce that was developing
in the ports of the Tast and the Black Sea when the war came on. Prospectis
of early reestablishment.

(7) Conditions in Fgypt. Their great prosperity in the war zad en-
guing crisis like thal in Cuba.

(8) Readjustment in Turope. Possibly a little word on the absurdity
of the idea thet the war wmeant any great capital destruction; that, on the
contrary, the capacity for production of goods increased steadily and musi
be from 20 to 40 per cent. greater in Great Britain and Germany and the
German territory, and even in France, than before the war, Prospecte for
a great revival of world trade and the ominous outlook for anmother tremen-
dous rise in prices and world "boom" (if this fits in with your ideas).

(¢) The tremendous enhancement of English prdstige and power from the
war 6 the great gain in her industries, her commanding banking position and
her reneved grip on world trade.

(I think four hours would be sufficient to cover these subjects.)
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March 8, 1921

Governor Sirong

Mr. Snyder

The American Statistical Association is endeavoring to securs life
memberships from a nunbof of large corporations, banks and insurance
companies, in order to promote a very useful programme of investigations.

Mr., George E.'ﬁoberts, vho is President of the Association, has written
to'Mr. Jay a letter expressing the hope that this bank may be Qno of them,

I believe that the Bank of Commerce and a number of the large insurance
conpani;s hn;e already agreed.

I enclose herewith & copy of the letter of Colonel Lsonard Ayres to
the Rockefeller Fouhdnﬁ;ion, which secured & subscription from them.

I feel it is a very worthy cause, and I should be véry glad if you

could see your way to suggest to lr., Jay your -adherence.
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March 15, 1921

Governor Strong Impounding Gold

Y¥r. Snyder

You remember that the Federal Reserve Act, Section 7, provides that the
Secretary of the Treasury, at hie discretion, may use the aurplue'carningo of
the Federal reserve banks, paid to the Government, to supplement the gold reserve
held against outstanding greenmbacks. At present that fund amounts to a little
short of 153 millions, the odd three millions being realized from national bank
circulation taxes, the balance from bond issues.

This leavee about 190 millions of these notes uncoversd. It would probably

excite very little attention if the Federal reserve banks were to anticipate their
cufplu- earnings this year 6 and payments so made should be used in this fashion.
It seems to me this would possibly be better than any of the four methods pro-
posed , as far as it goes, bscause there would be a certain sentiment back of the
idea of putting a notallic dollar behind all the greenbacks at last. Personally
I do not see the objection to paying out gold certificates. That vasvprocisely
Piof. Sprague's suggestion from quite other reasons, viz., that the issue of
Federal rsserve notes ought to be resiricted as it is in Fngland, and that in no
other way can the Federal Resdrve Board have any real grip on the credit sit-
uwation under the present law. |

As things now stand it would require an absurdly high bank rate rsally to
restrict the expansion of Member Bank loans, provided that there is no attendant
demand for currency. The rate would have to be two or threse times the market
rate to have any very decisive effect, though it is admitto& that the sentimental
effect would be strong.

But if the banks are pressed by currency demands, and their r;diicount. at

the Federal reserve banks are paid out in notes, then,if the issue of notes is

restricted, the power over loan expansion is sharp and prompt.
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March 15, 1921

Covernor Strong Impounding Gold

Mr, Sayder ' e

If we get another big boom out of the present situation, which is precisely
what it seems to me is preparing, then we are going to have another big rise of
prices and further bank expansion, and the only way that the Federal raserve
authorities can eiop it is a bank rate which will raise an outcry.

Paying out gold certificates would obviate all this.

Furthermore , if we get new gold , why not put it into circulation directly
instead of keeping it where, at a pinch, we could issue two and a half times as
much currency against it. The whols idea of impounding is that we have got too
much currency now, The plain fact is that we have not got an elastic currenmcy
system now at all, because slasticily implies power to contract, And that now
soems lacking.

There is an insvitably tendency more or less to standardize loana: and
prices, near to the limit of the available gold supply. This bankers do uncon-
sciously,6 and if we have a secondary gold rsserve I fear, as you do, th;t the
inhibition on further axpanaipn will be v;ry slight.

If, on the contrary,K the gold is paid out into circulation, if is potentially

there to recoup our supplies, if the necessity some years hence should arise.
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varch 16, 1921

Governor Strong

Mr, Sayder

Yol may have already noted a paragraph in Mr. Roberts' report from Naumburg
as to the amount of returned commercial paper in proportion to sales~-as the high-
est in the firm'e experience of twenty years.

Dces not this sesm to confirm the belief that the banks have not and are not
following Bagehot's ‘'golden rule of banking,' viz., that they shall loan freely in
a crisis, at a price!?

I cannot get away from the feeling that this is the rooi of the whole diffi-
culty we are now experiencing, viz., that the banks have themselves largely created
the predicament they now face, of carrying what are practically insolvent customers.

Obviously it is one thing to check loan expansiorn when it is going too fast
and there is obvious danger, and refueing loans in a crieis. I do not know if the
situation is being any beiter handled in Fngland this time then in this country,
But it is a very remarkable fact that up to the war period England had had no major
crisis sinéo 1866, In the preceding forty years it had had four. Bagehot's
book appeared in 1873, and, if I recollect, the reversal of the Bank of “ngland's
declared policy followed shortly thereafter,

Haven't we something to'lo;ra? And if about last Novomhor; when the crisis
was fairly on, the banks had announced that they would lend freely, although at a

~high price, would it have gone so far and as disastrously as it has!
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March 28, 1921

Governor Strong Governors' Conference

Mr. Sayder

I cannot help feeling thad the most important problem facing the
Federal reserve banks and the Board now is that of definitely formulating
some plan of action with regard to a new wave of inflation, providing it
should come, as I am sure a great many intelligent people now believe.
A prediction of just such a renewed wave,K from an English source, is quoted
in this morning's Wall Street Journal. It is almost impossible to imagine
that so violent a fall in wholesale commodity prices will not be followed

by an ®qually violenti rebound. Such a rebound will give a renewed impetus

Digitized for FRASER

to business and speculation, and almost inevitably bring about another bank-
ing crisis,

We have had in the last year the most thorough liquidation of the
stock market, probably since 1907. It is almost the universal report of
the brokers that speculative loang are at the lowest point in long years,
and the average of industrial stocks at their low point was just about at
the low point for these stocks in 1938, There is every indication now of
a prolonged bull market in stocks.

Factory production has been more sharply curtailed in the last
six months than probably any time in a generation. This is almost ecertain
to lead to a shortage of goods in many lines next fall or winter. A gen-
eral revival of industry would almost certainly bring about another wave
of speculation in oil, real estate, and all the rest.

The question is: What are the Federal reserve banks going to do
about it?

Personally I do not believe that any bank rate which would be re-
garded as reasonable or which would not incur very wide eriticism would be
any serious check to such a renewal of speculation. As long as the Federal
Beserve Board undertakes to protect its gold hoard and to permit the prac-
tically unlimited issue of paper money, it can have no effective eontrol
over the credit situation.
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MISC. 4-S0M-12-19

FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE DATE _ Aprdl 7, 1923
To_  Governor Strong SUBJECT: . s r="=_Hs

Here is an interesting article on a really interesting phenoménon.

I have yet to find in French or German a single clear-cut exposition of

the cause of the fall of their exchanges., And even in England, the land

of sound sconomics, there are only a few, life D'Abernon, to tell the

blunt truth, But is it much better over here?
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MISC. 4-90M-12-19

FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE DATE_Ap_ri_l__zs.____'lQZ_l__

To_—geverner Streng SUBJECT: _Index of Prices in France ——
““HOM___ Up, Sayder Mﬁa&e—i’ﬂ%&d

We have combed the libraries here for any authentic index of prices in
France in the Napoleonlc periods e have a 18% of detached priess, but I
am wondering if somewhere there does not exist a real study of this per!;od.
Could I write o someons in the Bank of Franee, and could you suggest me a

name?
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" M{SC.3.1-B0M-1-20

e F o FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oave_—Apedl Al
TO Governor Strong x SUBJECT . IncrmnI_TimeJ)apnsita__f Fa b

frow_____Mr, Snyder un B b S S e M

The rapid growth of time deposits in the banks of the Federal Reserve
System does not lead to as large a change in the reserve requirements, were
time deposits to bear the same reserves as demand, as would at first sight
appear,

Even if the whole of the time deposits in the system were converted
to demand deposits, this would have led to a reduction in the reserve per=-
centage, for example as of last December 29, only from 42,7 per cent. to
41 ,6 per cente The computation is as follows:

Teking the figures for December 29 last (the latest available dates)
and adding an extra 10 per cent. on the time deposits of the central reserve
city banks, 7 per cent. more for the other reserve banks, and 4 per cent.
more for country banks (i.e., making the reserves 13, 10 and 7 per cent.
respectively), the result is:

Extra reserve for central reserve city banks $59,562,500

. . " other reserve city banks 133,473,410

T 8 " country banks 147,421,320
Total extra amount required $340,457,230, or 19.8%

They were carrying on that day $1,763,424,000
I compute that they needed to carry that day _$1,722,832,000
Estimated amount required $2,063,289,230

Total liabilities of F. Re. banks as thus
estimated $5,263,186,000

Estimated reserve percentage 41.6 per cent. Compared with
actual percentage that day, 42.7 per cent.

You have asked for the effect if the percentage of time deposits remained
the same in 1920 as at the end of 1914,

The computation is given on the attachdd sheet from Miss Schutt, You
will see that the additional reserves requirkd would amount to only a little
over 6 per cent. above the present required reserves; which is not a great
difference.

What-I had in mind when I pointed out the remarkable gréwth of time
deposits was that this seemed to represent a real increase in the available
fluid capital for use by the banks. If, as seems to be the case, the large
part of this growth is due to the rapid increase of savings banks accounts,
it is not a matter calling for correction.
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MBC.3.1-80M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oare_April 28, 1921
to________ Governor Strong L] sussect. Increase of Time Deposite
From___ Mre Snyder 2 IR Ry T P = R e T,

The real evil, if there be one, seems to have been  rather the change in
the Act of June, 1917, reducing the original requirements from 18, 15 and 12
t0 13, 10 and 7 per cent. Whether this was a misguided action or not, it
was certainly most inopportune as it turmed out; for it paved the way for the
larger part of the post-war inflation.
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Misc 3 FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE Date_ April 28, 1921

To_ Mre Suyder ol Subject:

From__ K« Mo Schutt

Propositioni= Assume ratio of time to net demend deposits * in December 1920

was same as for national banks, December 1914,

Percentage of time deposits to total 1914 17.3 ©
w1020 26,0
Difference 8.7

The absolute figures for 1920 would bes
(In thousends)

; Computed Ratio of time Actual Ratio of time Difference

to demend to demand
Time Deposits 4,115,780 20.9 6,187,921 35.1 2,072,141
Net demand deposits _19,674,857 &L, 17,602,716 2042
23,790,637 23,790,637

This difference would be made up as followss

Central reserve cities 198,926,000
Other reserve = 638,219,600
Country banks 1.,234,996,000

2,072,141,000

The difference in reserve on these amounts would be}

10% on 198,926,000 19,893,000
7% on 638,~16 ’ 000 44,675,000
4% on 1,234,996, 000 9 00

113,968,000

I compute that under present .
conditions they needed to carry 1,722,822,000
Additicnal reserve required 113,968,000
1,836,800,000 or 6.6% additienal over present,

Looked at from the standpoint of the Federal Reserve banks, if the
earlier ratio of time to demand deposits of member banks had prevailed in December
1920, the total liabilitiee of reserve banks would have been §5,036,700 and the
reserve percentage would have been 44,7 insteed of 45,4

*Mr. Riddle's figure for national banks :ls the ratio of time to damnd, not net
demand, deposite,
© Ratio of time to net demand 20,9 © 1‘%*%" = 17.3%

L]
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MISC, 4-80M-12-19 ’

FEDERAL RESERVE
BANK OF NEW YORK

OFFICE CORRESPONDENCE

To___-_ Gevernor Streng -

FrhoM__ Mp, Sayder

SUBJECT:

DATE—M&?—%;—J;%}* 192 T,

We have been in Bopes that, with the incoming of the new Administration,

it might bg possible to secure mors dependable and consistent fipures in the

returns and ﬂporhg of the Comptroller of the Currenecy, as regards national

hanks.
%

We have also _boon thinking that it might be possible to make up a sime

plified statement of the returns of not only the national banks but the Re=

porting Member Banke and the annual stateuents for all banks; and a sugges-

tion for such a form is attached herewith.

T should like very much to go over this form with you.
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MISC.3.1-:90M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

: pate May 2, 1921 ===
OFFICE CORRESPONDENCE

to. Governor Strong SUBJECT :.
f;?om;___Mr_._.SnY_dﬂl‘ el S L

Digitized for FRASER

An organization is to be made at a meo?ing in Washington next month, of
a Stable Money League. It is comnmitted to no plan, but is to investigate
any method for securing a mofe stable price level, :'i'ho. organization committee
is headed by seven ex=presidents of the American Economic Association, and a
large number of other economists, solid business men, some bankers, and others.

It is much on the order of the Sound Money League recently organized in

England, with Lord D'Abernon (Sir Edgar Vincent) as President, and it is pro=-

posed to make someone like ex=-Secretary of the Treasury Houston Chairman or
Preéident.

There seems to me little prospect of obtaining any action by COngf;ss in
the next five or ten years, even if a definite plan should be agreed upon; but
I do believe very thoroughly in any high class organization which will carry
on the work of popular economic education. I have been interested in this
subject for many years and my name has been put down on the committeec.

Is there any objection?
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May 6, 1921

lir. Snyder

s |

I have seen lr, Rand's library L'this morning, and my feeling about it
is that it is more especially a collection for a statistician in railway
finance. He has Hunt's Magazine and the Chronicles, etc., which are
'n'lulahll and interesting, Bul the mest of it has to do with railroads.
It would be quite impossible to decide on the value to us until we know
vhether we get the American Bankers Associstion library. But even if we
do mot, it does not seem to me that ﬁu collection would be worth even a
quarter of the price he suggests, because it is not especially the type of

thine wa nand.
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MISC. 4.1-120 M-1-20 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DATE_ May 9, 1921
To Governor Streng SusJECT:___Chart on Commodity Prices

Foim_____ Mr, Snyder

6

Mr. Jay wondered if you had seen the attached chart. We have a

hundred or more of all sorts, any time you would like to léok them over.
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Hay 13, 192)

Gov. StrorLg & Mr, Jay

ire &wuﬁ Soetal

§

|
|
|
at New Sehool of
|
|

A

Prof, Wesley C. Mitehell will mot be sble %o give his course en
“Business Cycles” mext year at the New School of Seeial Research, and has
wked that T give the cource in his stesd. Tt is quite out of bamking
hours and more or less coneerns the sort of thing we have been doing 2
good deal of here. Dut before I consider it T should like %o kuow if
there would be sny reason whetover why it might be better to decline it.

pedSiallason o Ronl f St 1 yic ...
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‘Does office make y@iﬁﬁm; of them all?

- It looks to m§ qs if things m being staged for another wild West boom,
which might get well under hea ‘
high level in the mwl:ltiaal -

2y by a year from now and reach a tolerably

n for the election of a new Congress in the

fall of next year. That does eﬁ ﬂfkjlu very good prospect for high discount
bes, or any other kim'l ;!';bm‘s:' or w&%mts to "throttle prosperity.” In
X words, are we mi in for another huge inflation and another crash in

t November, 1923?

F In other words, is this sort of thing going on indefinitely? I

#
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MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK

OF NEW YORK

| QFFICE CORRESPONDENCE DaTe_ lay18, 1ozl

TO——— governor Streng SUBJECT:
1 J

Nee i d
FrOM___lp, Snyder

This memorandun to Mre Jay deals a little more explicitely with the
guestion of how to meet the sffect of a huge redundancy of ;giqld. S0 far,
I have been unable to see sny other way that would not meet with vitriolic
attacks in Congress.
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MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
OF NEW YORK

- OFFICE CORRESPONDENCE

DATE May 18, 1921

To Governor Strong SUBJECT:

Fi.om___ Mr, Snyder

This memorandum to Mr. Jay deals = little more explicitely with' the
question of how to meet the effect of a huge redundancy of gold. So far,
I have been unable to see any other way that would not meet with vitriolic

attacks in Congress.
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MISC.3,1-80M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

- OFFICE CORRESPONDENCE oate—NAENRe N ——
o Mre Jay ——— - sussect: Mpe Miller's memorandum on
Fr -H:.—Sn;tdnt . Federal Reserve Poliey —

Attached is Dr, Miller's brief memorandum, His view of the Reserve Board's
attitude at various times is certainly widely at variance with that of an or-
dinary outsider, watching the proceedings.

But as to his speecific proposal, it seems to me that it is entitled to
very careful consideration, This is, as you recall, essentially also Prof.
Sprague's proposal, and it embodies alsc the doctrine enunciated in the Cunliffe
Committee report, from which Mr, Miller quotes, and from which, as I understand
it, he derived his idea.

It seems highly possible that political, as well as financial and business
reasons might make it very difficult to maintain a high discount rate in the
face of a fairly good reserve bank ratio. If the general level of prices

- should, in the next year, experience a considerable rise, that would tend to
bring on a very strong revival of business activity, and, with the great ine-
flux of gold and the huge liquidation in bank loans which has already taken
place, might readily bring on another big boom. This might very easily be
in full swing along in the summer and fall of next year, and about the time
of the campaign for the new Congressional elections.

It might prove very difficult to raise discount rates at such a time, and
if they were raised earlier it would undoubtedly bring on a big protest that
the Federal Reserve Board was endeavoring again to "throitle prosperity.”

So long as the issue of Federal reserve currency is unlimited, nothing
short of a very high bank rate would have more than a very strong sentimental,
or what might be called hortatory, effect. For example, if, as after the
Civil VWar, interest rates should tend towards high levels, as in the last year
or two, even a 7 per cent. bank rate would scarcely be of very much avail to
check another great wave of inflation, Would it, in your judgnent, be pos-
sible to get any higher rate than this, and would anything less than, say, a
9 per cent., rate be any very great restraining influence?l

The only possible way that this could be done, apparently, would be
through a radical reduction in the Federal bank's reserve ratio. This might
be done through a large Government loan of gold abroad, or by various bookw
keeping devices; but would not the intent be wvery obvious, and therefore
nullify the effect of the action?

Personally, I do not see the objection to paying out gold certificates
on rediscount instead of Federal reserve notes, and thus radically reducing
the gold holdings of the Federal Reserve System. I cannot see the force of
the objection that we may need all this gold at some future date. If gold
certificates were paid out for popular circulation, the gold would still be
here and could be gathered into the System again by the same methods as three
years ago. For the rest, there is at present very little prospect of a very
large gold outflow. The only way that such an outgo could be cccasioned
would be a very heavy increase in imports and a decresse in exportis, owing
to the fact that our prices in gold were much above European prices in gold.
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MEISC.3.1-90M-1-20

= FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE | oave May 17, 1921

To___!ﬂ:._.hy SUBJECT;
Fr - Mire Snyder : I et L

But is there any present prospect for this? I can see almost none.

Europe has not learned its economic lesson, apparently, even to a smell
degree. Even up to the present time there has hardly s single voice besn
raised against the popular delusion that exchange rates are the result of
unbalanced foreign trade or unbalanced government budgets, or of big govern-
ment borrowing. There is hardly a single Buropean statesman or banker to
tell the people the simple truth, that the trouble with the exchanges is the
amount of paper money issued, and nothing else. :

S50 long as this condition obtains, it seems almost certain that there
will be no serious deflation of European currencies and thdt, en the con-
trary, if our prices agrin undergo a great rise, they will temnd to expand
rather then comtract these currencies, in order to obtain the needful goods
for m‘ﬁo

A year ago I was not sympathetic to the proposal to limit the issue of
Federal reserve notes, but at that time there seemed some little prospect
that Burope would wake up from its paper money orgy and attempt to get back
%o a ssne financial basis., I can see now very little prospect for this,
even in England. In consequence, instead of losing a large part of our
redundant gold supply, it is actually inecreasing, in the face of every
reason to reduce it.

If all this uséless and burdensome new gold is to be made the basis for
the issue of more paper money in the United States, in the ratio of 2} to 1,
then it seems to me that we have almost no method that is now politiecally
feasible, to check another huge credit inflation, with results as socially
and commercially disastrous as those of the last two years,

It seems to me that the situation, from a year ago, has very consid-
erably changed. :
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May 19, 1921

Governor Strong Economic History

Mr, Snyder

Supposing the young man has had a year of Econemics, Prof. Macaulay thinks
that the three following would be very good:

Sumer*s “History ef Auerican Currency”
Dunbar's "History ond Theory of Banking”
Hartley Withers' "Money Changing"

His other suggestions are:

Cairnes' “Fssays in Political Ecomomy” (article on gold)
Laughlin's "Bimetalliiem"
Hepburn's "History of the Currsney”

- Jevon's "Money and the Mechanism of Exchange”

This is supposing, of ecourse, that he has had Dewey's "Financial History
of the Unitsd States," aad has, perhaps, heen through one of the standard
books on Seomomic History of the United S5%ates, like Bogart or Callender.
This list sounds a litile heavy, dut 11@1".: reading iz the field of finance,
outside of Fartley Withers, iz ant to be rather sorry siuff,

Might T sugpest 2 bound volume or two of Mr, George E. Roberts' National
City Bank circulars? They are available for the ukink.

Also, Simon Newooub's "Principles of Political Economy,” which seems to
me the clearest and ablest introduction o the subject T kmow of.

It seans to me that I read "Lombard Street” at not much pust that age,
and Joh; Stuart a good while before.

Andrew D. White's little history of paper money i.n France is a little gem.

Would not a few interesting biographies like, for example, of Alexander
Hamilton or Robert Merris, be a very good introduction and get his interest

aroused?
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MISC.3.1-90M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

.. 'FICE CORRESPONDENCE e May 19, 1921

T Governor Strong sussect. Bconomic History

e e en i

Supposing the young man has had a year of Economiecs, Prof. Macaulay thinks
that the three following would be very good:

Sumner's "History of American Currency" -
Dunbar's "History and Theory of Banking" <
,_Hartley Withers' "Money Changing" - =

i

o ¥ . Cairnes' "Essays in Political Economy" (article on gold)
. ol ‘M Laughlin's "Bimetallism"
K : \“Hepburn s "History of the Currency"

S o]
'L?m Jevon's "Money and the Mechanism of Exchange" .
z (7§; This is supposing, of course, that he has had Dewey's "Financial History
<f 4
o \f of the United States," and has, perhaps, been through one of the standard

books on Economic History of the United States, like Bogart or Callender.
This list sounds a little heavy, but light reading in the field of finance,
outside of Hartley Withers, is apt to be rather sorry stuff.

Might I suggest a bound volume or two of Mr. George E. Roberts' National
City Bank circulars? They are available for the asking.

Also, Simon Newcomb's "Principles of Political Economy," which seems to
me the clearest and ablest introduction to the subject I know of.

It seems to me that I read "Lombard Street" at not much past that age,
and John Stuart a good while before.

Andrew De White's little history of paper money in France is a little gem.

Would not a few interesting biographies like, foi example, of Alexander
Hamilton or Robert lMorris, be a very good introduction and get his interest

,.
"

aroused?

Digitized for FRASER
http://fraser.stlouisfed.org/
Egdaoral Roacarve Ronk ofSt loyig ...



D ———

MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
OF NEW YORK

To_____ _Mp, Jay & Gov. Strong—— SuBJECT: __A. B. A. Library
FROM__yn, Snyder : |

I hope if you have time you can find occasion to inquire a little as to

who or what put the crimps into the plan to give us the American Bankers

Association Library. I gained the impression that lir., Bowerman and the folks

across the way were still heartily in favor of it.
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May 23, 1921

Governor Strong

P Mr, Snyder

Does this cormmend itself to you! Loans in all comorcgi.él banks, July 1
last year, were o little under 28 billions, The ratio of total gold to total
loans at this time was about 14 to l.

A similar credit structure on the present gold basis would rise to 35
billions and such a credit structure would carry the general level of prices
at least 20 per cent. above the peak of last year, I should think, according

to our calculations.
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g;v ;QCL 4ﬂ&5 M’5’;ML- J;Vw\hmavj ?
A Giy . R 3,

THE CAUSE OF HIGH INTEREST RATES

Attention was drawn last week to the tendency which appears to exist for
interest rates to continue high long after the direct cause, a heavy increase
in the general price level, had been withdrawn. This was markedly true after
our Civil Wer, when the tendency of commercial paper ratqs was distinctly up-
ward from the close of the war, and, for that matter, practically from the
beginning of the war, toc as late as the panic of 1873.

In the various standard works on the theory of interest the cause of this
;long hold-over of high money seems nowhere very clearly explained. And one
causal element which must be very strong seems to be quite neglected. This
is very simply the need of increased capitael, due to the higher price level.
Obviously if, for example, the Steel Corporation needed liquid "working" cap-
ital to the amount of say a quarter of a billion before the war, it would re-
quire approximately twice this amount if the general average of prices be
double. And the same is, of course, true for every business.

Now, the very fact that money is high mekes it difficult to sell bonds
or stocks at favorable rates. The natural temndency, therefore, is to resort
to bank loans to make uﬁ the deficiency.

It seems almost unmistekably  that this was one of the very strong causes
of the tremendous expansion of bank credits which followed the Armistiqe.

Now, if this be true, and if relatively high rates are likely to prevail
in the next year or more at least, then it seems doubly probabie that the
heavy liquidetién which has been in progress since the late fall will soon
cease, and, with the revival of the normal floew of trade,whish should certainly
not be much delayed beyond the coming fall or winter, a renewed expansion of
bank loans will take place.

This is quite independent of the injection of nearly half a billion of
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new gold into the System since a.year ago. |

e It is noteworthy that many writers and speakers continue to dream of a
return to pre-war or "normal" levels of credit and prices. It seems little
considered that a return, even to tlre credit levels prevailing at the be-

. w Loan
ginning of 1919, after the Armistice, would mean a contractionhof over six
billions. And to get back to the credit levels of 1913--what is populérly
taken as "normal,” would require a contraction of from ten to twelve billionms,
allowance being made for the increase in the volume of trade in this period. -
The implication of high interest rates seems to be that, so far from any
’ such‘éoain&o#ion, that contraction whick has already teken place will be rather
quickly cancelled as business revives, and that very strong pressure will then
develop to utilize the resources of the banking system to the same extent as
in the first half of 1920.
Lot e as s
At the peak)\the ratio of loans in all commercial banks to the existing

gold reserve was very nearly 14 to 1,
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new gold into the System since a .year ago.

ek It is noteworthy that many writers and speakers continue to dream of a
return to pre-war or "normal" levels of credit and prices. It seems little
considered that a return, even to the credit levels prevailing at the be-

' w Loant

ginning of 1919, after the Armistice, would mean a contractionAof over six
billions. And to get back to the credit levels of 191l3--what is populérly
teken as "normal ,” would require a contraction of from ten to twelve billions,

allowence being made for the increase in the volume of trade in this period. -

The implication of high interest rates seems to be that, so far from any

such ‘contraetion, that contraction which has already taken place will be rather
quickly cancelled as business revives, and that very strong pressure will then
develop to utilize the resources of the banking system to the same extent as
in the first half of 1920.
Lot ve any )
At the peakA the ratio of loans in all commercial banks to the existing

gold reserve was very nearly 14 to 1.

%
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May 23, 1921

Governor Sirong ' High Intérest Rates

lr, Snyder

I do not find a reference to the idea of high interest rates, except for

panics. These are on pages 39, 40 and 127, and the extracts are as follows:

itized for FRASER
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"The management of the money market is the more difficult because,
as has been sald, periods of internal paniec and external demand for
bullion cormenly occur together. The foreign drain empties the
Bank t111; and that exptiness, and the resulting rise in the rate of
discount, tend to frighten the market. The holders of the reserve
have thorafere to treat two opposite maladies at onge: one requiring
gtringent remedies, and especially a rapid rise in *he rate of interest;
and the other an alleviative treatment with large and ready loans.

"Before we had muchispecific experience, it was not easy to pre-
seribe for this compound disease; but now we know how to deal with it.
Ve must look first to the foreign drain, and raise the rate of interest
as high as may be necessary: unless you can stop the foreign expert,
you cannot allay the domestic alamm; the Bank will get poorer and poorer,
and its poverty will protract or renew the apprehension. /nd at the
rate of interest so raised, the holders--gne or more--of the final bank
reserve must lend freely, Very large loans at very high rates are the
best remedy for the worst malady of the money market, when a foreign
drain is added t0 a domestic drain; any notion that money is not to be
hed, or that it may not be had at any price, only raises alarm to panie
and enhences panic to madness. But though the rule is vlear, the great-
est delicacy, the finest and best skilled judgment, are needed to deal
at once with such great and contrary evils.

"Nothing, therefore, can be moré certain than that the Bank of
England has in this respect no peculiar privilege: that it is simply
in the position of a bank keeping the banking reserve of the country;
that it must in time of panic do what all other similar banks must do;
that in time of panic it must advance freel§ and vigorously to the publio
out of the reserve.

"And with the Bank of England, as with other banks in the same case,
these advances, if they are t» be made at all, should be made so as, if
possible, to obtain the object for which they are made; theend is to
gtay the panic, and the advances should if possible stay the panie: and
for this Purpese there are two rulesie-

"First, That these loans should only be made at a very high rate
of interést; this will operate as a heavy fine on unreasonable timidity,
and will prevent the grestest number of applications by persens who do
not require it. The rate should be raised early in the panie, se that
the fine may be paid early; that no one may borrow out of idle precaution
without paying well for it; that the banking reserve may be protected as
far as possible.




¢ ! mu.lﬂﬂ

.Gevomoz Streng . High Interest Rates .

lire. Snyder ' 2

"Secondly. That at this rate these advances should be made
on all good banking securities, and as largely ac the public ask for
them. The reason is plain: the object is to stay alarm, and nothing
-, therefors should be dong to cause alamm; but the wey o cause elarm is
-~ - ' to.refuse some one who ha- good security to offer, The news of this
- will spread-in an instant, ,thronﬂz 811 tho monéy market ot o moment of
- 4error; no.one can say.exactly who., earries it, but in half an hour
- it will be.carried,on all gides, and will intensify the terror every-
© . wheres .No advanges indeed need be made by which the Dank will ule
. timately.leses. . The amount of - haquuss.nou in-commercigl countries
. is an infinitesimally small, fraction of the'whole business; that in a
pmic the bank or banks holding the ultimate reserve should refuse

or.bad sesurities. ﬁ -make the p 0. 7eplly WOrse,=-

will;
il people are a. feeble. rity, and they are afraid even
.t % 1Bok ﬂ‘}wm for fear their wnsoundnsss may be detectod, The
%0 »m-t ority, the majority, % J;e protected, aro the 'sound' people,
on Ly e who - have, ood. security ¥o_offer, . If 4% is known that
, o m Bnpkpo! h?::imj;rgdy 'l}at o ghan m‘»gﬁuﬂl times is
- reckened a. goo 9700, s. then y pledged, and easily
_convertible,~~the alarm of the s lnnt merchants and barkers will be
- -stayed; but, if securities really, gond and usually convertible are
.refused by the Bank, the alarm will not abate, the other “loans made
will fail in nbtain:lng the:lr md, and  the pa.n!.c vill booomo worse and
“3'!‘4

"It may be said tha:li the rbsp'ﬁo ‘h,t,ho Banking Depertment will
not be enough for all such loans. If that be so, the Banking Depart-
ment must fail; but lending is nevertheless its best expedient,--this
is the method of making its money go ‘the farthest, and of enabling
it to get through the panic if anything will so enable it. Making
no 1oana. as we have seen, will ruin i%t; making large loans and stopping,
as we hove also seen, will ruin it. The only safe plan for the Bank is
the brave plan,-=t6 lend in a pani.c on every kind of current security,
or every sort on which money is o y and usually lent. This
policy may not save the Bank; but 1f it do not, nothing will save it."”
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May 24, 1921

Governor Strong

Hr, Snyder

I'd rather like to have just a word with you before you go to

Washington, regarding the idea of something in the way of a foreign
service and better foreign information, about which lir. llom. spoke
to you some little time ago.

Apparently the matter is to come up this week with the Beard at
Washington. I am rather keen to get over on the ofher side this
sumaer, perhaps in connection with the Chamber of Commerce meeting,
and see if we could not make Uarstart on better production figures
in the major industries, and rather better current financial statis-

+iecs than seem now availablee
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MISC.3.1'90M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oave lune 1,102

to - —Governor Strong - SUBJE/]C.T; Prof., John H. Willisms e
{ = ,‘ -

FROM _ ,,Mn._.Snyder . B - D&\(ol’_,lz,,\q (\':l/\ r\;' 3'414';14 mkﬁ . f ‘/ I»Ai ;

I have at last received an answer from John Williams, who wrote the
article on "Foreign Trade Balances" with Mr, Vanderlip, that he would be
unable to come here and take up this question further by means of a
questionnaire, as you suggested.

I wrote him nearly three weeks ago and agpin a week ago. Having
offered it to him, I did not feel like going ahead until I had had a
reply.

You will note that he finds his estimate of the export balance

"dwindling considerably," and at last accounts it was already only half

that of Mr. Anderson'’s estimats.

Mr. Anderson advises me by telephone that his estimate (privately)
is now 5 billion instead of 3% billion, i.e., his estimates rise as
Prof, Williams' fall,

I should like to bring down in the morning the letter to go out as

a questionnaire.

o
-
-
A=
oS
"~
<.
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MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
: OF NEW YORK

OFFICE CORRESPONDENCE DaTE___Juae 3, 1921

To___ Governor Strong SusJuecT: _Request of Hon. Basil P,
From___ lr, Snyder _Blackett

o~ R

Practically everything Mr, Blackett asks for is publ@ished in the Federal .
Rnarvé Bulletin, and in Bradstreet's, Dun's and the newspapers. So it
does not seem as though there was any especial need for referring the matter

to Washington. I havey therefore, drafted a reply, which I attach herewith.
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PROPRIETORS:LAW LAND BUILDING DEPARTMENT LIMITED.
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FEDERAL RESERVE BANK

MISC. 4.1-120 M-1-20
OF NEW YORK

OFFICE CORRESPONDENCE DATE__ June 4, 1921
1o Geverncp Strons | SUBJECT: DARLING CARTOONS :
From_— Mp, Sayder

4]

These cartoons of Mr, Darling's are very widely syndiecated and

otherwise reproduced. Is it worth while having him down %o lunch? I

Inow him quite welle I presume he makes his hﬁm more in Des lMoines than
in New York.. and I presune he was hitting more at the Chicagoe bank.
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London.

(
Fﬂsst Report. Tk el
' s uly .

Al

Arrived at Souwt hempton 2 week ago Tuesday, I spent a day

at Salisbury and round ‘about; then up to London. I spent last
L |

week-end at Oxford and so hav® had & little chence to see both

'

l the city end the country, and the running of the trains.

The first thingthet has struck me 1s the general atmosphe re
of cheerfulness in the face of the coal strike and all other

difficulties. As NMr. Hartley Withers put it:- "Here we are

e

n the midst of an apalling crisls, with several million men out
of work, and no one seems particularly disturbed. So 1 suppose
we shall muddle through in our ususl way."

This was almost the tenor of a very first. impression. Taking
the train at Southampton up to Salisbury we asked the cuard how the
coal strike was going, sndhis fully cheracteristic reply was:

"All goes merry ‘anfi bright". That seemed the general feeling.

The train service is good, and on time, though a little
curtailed, especially the express train$. Otherwise everything
seems moving“in‘::é: normal way.

Ag you pass through the country, town§ you are struck with
the emount of building thet is going on; in the country districts

chiefly residential. This i1s in part due to the Government's

Housing operations; but I think not all.
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In London there is far more building golng on especially
along the main thoroughfares, then I have ever seen in the last
20 years and more - in fact nothing like it. Far more than in
New York. Everywhere the streets sare torn up, and many fine
buildings ér‘e in course of construction.

This gives everywhere a general look of prosperity, and that
is the feeling you get fram the people as well. There has been
relatively little reduc't.ion in retail prices in Ingleand as yet,
not rearly so much as with us. In London,ﬁotel prices and every-
thing that a tourist peys are almost fabuloudy high, and every-
| thing crowded and jembed to the limit. Traffic in the streets

end on the railways is very heavy, lines wait for buses and you

must go to stations in good season to get seats on the trains.

A much travelled friend of mine just back from the Continent
and only recently in New York gives it his impression that:"London
- is now the dearest city in the world". You certainly get that

impression. .
The benkers end city people seem generally cheerful, and, ox }(,::,
confident . It is evident that the cr»i‘sis of last winter was ”4"’(
not nearly so severe here as with us. The benks seem in sound .
condition anm apprehensive of further diff iculties.
Governor Norman remarked that: "We st—zall probably have a
hard autumn, but & fter that things should improve".
This seems the general feel ing. The one ’exception I have
found so far is lMr. Reginald McKenns who seemed to me rather
| professionally pessimistic. He is of course very strongly opposed
Digitized for FRASER -2-
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to the present Govermment, and can see no good until it is ousted.
From Mr. McKenna I received the most interesting point I have so
far obtained pegarding the guestion of loan expansion and
contraction.

This was that the expansion at least, and to some extent the
contraction is under the direct control of the Govermment, because
it is through them alone that the bankers can obtain more cash or
currency, on which to posit loans. It woula be tmpossibie here
for the benks to borrow at the Bank of England heavily without
running the bank rate up sharply and qulckly.

The process is directly the reverse of our own where the Banks

are in a position to force expansion to the last limit without fear

~of any very hizh bank rate. In the same way as the Government

ways and means advances deerease, and the Treasury biiL&# also,
the amount of currency outstanding would likewlse decrease,and
this if carried far enough would force a contraction in benk loans.
I find thatj%%glﬁnglish bankers are still keeping to their
traditional methods WYAVWW, and while their reserve is low
it is carefully watched. |

There is naturally a very biz interest in the question of
exchanges and this I meet with wherever I go. I was very much
surp rised to find it elready being widelytdiscussed,at least,by
such men as Brand, é;%ﬂ:? Withers and the 1like;'as to whether
there should be eny serious attempt now to get %ack to the old
par&j} or whether it is better to attempt to staLilise now on

the basis of something like existing rates.

-

ederal Reserve Bank of St. Louis




L)

Ny

v
\

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

Federal R_éserve Bank of St. Louis

Of course older men like Sir Felix Schuster are strong for
deflation to the limit, and even back to "1913 levels". But
among the younger men it scems very generally recognised that
this is an entire impossibility and s ame, at least would
favour Professor Cassely's scheme of immediate stabilisation
at the status quo.

I went to Oxford to see Professor &dwin Cannan, one of the
ablest of HEnglish economigts and a man osf:p;;—al inf luence. He
describes himself as "e dear money man" and believes there should
be still further defletion, in wages, retall prices and so forth;
and yet not even he seemed shocked at the idea of at least some
temporary effort to fix exchange at prevelling rates.

lMr., lMecKenna of course is not at ell averse to the idea and
in general is opposed to the whole policy of deflation. Mr.
Brand, the Bnglish partner of Lazard Freres is of an open mind.
Sir Henry St.r'akoép,who organised the South Africen "Federal Reserve"
Bank and who was very active in the Brussels Conference,is quite
strongly 0pposed;"‘t'>ut was extremely interested to discuss the
whole question and consldere® the arguments in favour. Mr.
Gardner at the head of the Overseas Bank,had I think tfle traditiona:
bankers distrust of any idea of change. .

Bu\t it 1is evident that there is a very strong party that
would not be averse to a more . liberal policy a;:d_ even to some
further inflatidn. I lunched yesterday with Mr. Brand, Sir
Edward Craig, Lloyd George's [Secretary, and Lord Robe rt Cecil.

It was very evident thet lr. Craig was strongly for "some further

i



inflatiod' if need be, eand Mr. Brand thinks this accurately reflects
Lloyd George's mind. Several have described the latter as
"tiekled to death" at the way the French and still more the Germans
have in large pert extinguished their public debt by heavy infla-
tion, and would not be at all averse to tryilng the same thing on,
In & limited way in fZnglend, 1f he could carry it through.

Yet I know thet he has had several conferences recent ly with
Professor Casslé,of Sweden, who is here attending the International
Chamber of Commerce meeting, end who I find is everywhere listened
to here with the very greatest respect, as one of the ablest minds
of “urope. I have had several long talks with him; he feels
very strongly that the huge takings of gold by the United States
are a very serlious menace to the equilibrium of intemational
trade, and that something must be done to stop it or to neutralise
the effect of it.

His position of course is that of sta‘ilisation of exchanges

at the status quo and without further thought of deflation.
He argues that an;} attempt to bring back the world to the level
of 1913 would breed every kind of social disorder as well as
work the most serious injustice; that we must accept the
consequences of the war and begj.n' on a new basis. His view is
thet the most serious obstacle to the revival of international
trade 1is the breakdown of exchanges, and that there can be no
permanent prosperity until these exchanges ar'e&again fixed upon
a permanent and common standard.

His view is that while trade’'may limp along with the present
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wild fluctuetions and complete uncertainty, that all serious
investment and long term§M losns between the countries are almost
comple tely checked. He described the countries of the world
as all severally stocked with tle ir esgpecial products and awaiting
only a solid financial basis upon which to resume their exchenges
of goods. Professor CasﬁiL has an impressive personality, speaks
with great force and I think it is fair to say that his views will
gain increasing importance. .
Perheps this 1is enough to report for the first week. I go
next week to Paris; but from a number of conversations with foreign
representatives here and Englishmen like Sir William Goode
representing this country in Austria, I have already gsined the
1 J‘.mpf'ession that there is a slow but steady revival .of continental
industry and thet this 1s the most prow in what was regasrded
as one of the blackest s pots, namely in Austria. Governor Norman
confirms this impression.
Taken as a whole I think there is no serious doubt of the
view expressed in my first cable last Monday, that there is a very
distinet improvement in general sentiment, a,er wing feeling
of hcor;f idence and an almost universal belief thet if pélitical
diffi aalties could be solved the rest of the problem would be easy.
Whatever may be true of the Cont ine 1:£t,;a'l Governments neither
Znglish nor Continental business 1s bankr'up'jo_but,on the contrary,
seems in s far better conditiomgthan is gemra)ily believed in
America. Certainly trade is stagnent and there may be little
improvement for months to come; but I have the st.r'ong'est feeling
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Second Report.
Jauly 15, 1921,

|

Dear Governor Strong:

I have been so much on the go, and meeting snd taliing with
80 msny people that it has been diffiocult to find u—.anﬁu'm

- energy to get any impressions on pmper, for talking the same thing

Pigitized for FRASER

with many people of many minds, I find rather stremuous work.

As regards Eaglend, there is not a great deal to add to wy
first letter. 1 feel I made some headway with Governmor Norman and
Br. Trotter, on the idea of the Bank exchamging statistical information
in a larger degree with us, and when I retuwra there, I am hopeful of
some actiom. Needless to say they were very friendly and seemed inter-

est opponents. It is the bankers and
remmants of emother gemerstion, like 3ir Felix Schus

“"deflation” snd imagine & return to & pre-war basie. Live England
not.
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My, Brand's view for example, is that they will soon appoint a
new Commission on the Exchenge and that this may very notably modify the
policy laid down in the Cunliffe report. Lloyd George would look with
favor and Keynes might be a member of this commission. Lloyd George has
had several conferemces with Professor Cassel on the subject; and seemed
to favor his idea of no more deflation and stabilization on the status quo.

Koynes' 1dea is this will take sbout a year and s half or two
years, snd that they will,of course not call it a "re-valustion” but simply
"pegging” the pound. Uls figure 4§ "about $3.60," and thinks st that
figure they could go back to & gold basis.

It is exceedingly hard to get what is the present feeling of the
Labor leaders, as they are badly divided, smd have,of course,been badly
defested all along the line this yesr. liy belief is that the more com-
servative elements will win out, because existing conditions of trade sre
all against the redicals, Thelr funds are ruming low, and there is be-
ginning to be 2 report of real suffering among the wnemployed.

This will steadily increase no doubt, even while trade is steadily
reviving. This is always so. The two overlsp, 4nd it seems %o be the
brutal pressure of necessity and privation that makes the masses of men work
hard. i

But I am sare that in the war the gemersl standard of living among
the English workers was distinctly reised. They have vecome accustomed to
more and better things, smd they will work mow to get them back. The
English wege level or cost of produstion 1is probably still relatively high,
18 cowpared with ours, or Germany's, mnd mny have to come down somewhat.
German competition will be just as keen as before the war; it is already
being felt, ond there is a great outery about it, ind this will have one bad
effect. It will tend to moks the English less lenient towards Germsny, snd
align more with Franmoce., 4And this will augment the bitter feeling that is
now stesdily growing in Germeny. :

But this is an old rivalry sud it can only be settled in one way
and that is by improved methods of production. Without this keen spur, I
seriously think that English indastry would be on the down grade, because
in some of its basic nnu. o8 in coal and steel, production costs have been
steadily rising for some yu:s. (I mesn, of course, real costs and not just
paper money prices.)

English crops this year msy not be very large; but the land is
being sold off to small buyers, the great estates being broken up, the crofter
type thrown out, and a stronger class put in, who have a gtake iz the soil.
English agriculture is backward, snd no one can compare their farms with the
rich fields of Germany, and not realize the grest opportunity for intensive
culture, &8 here.

The futwre of farming, I think it is clear, i3 to the highly
fertiliged fields,~ for the soil that still mey be mined and not farmed, is
slowly disappearing, as the world's need grows.

&
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Already Germsn artificial mitrate ¢sa compete with the Chile
produst. One step more and sll farming will be of the iatensive type,-
I believe even with us,

S0 I think the break up of the landlord system in England may,
h this jumoture, prove & grnt step to the country.

Por the rest, it will doubtless go more and more to banking,
capitalizing shipping sund buying and selling. ind in the flrst of these,
in banking, its primsey is still very clear. Iuglish benkers seem to feel
thet we & not understand world benking; we have not the traditions; end I
believe this is the general feeling &mong continental bankers. I imagine
they have felt a real dissppointment in the way our banks have quite falled
to take sn intermational view.

Is this in part the effect of our meglect of branch banking, sand
the lsck of training ow bankers have for any save mostly locsl needs?

‘ I spent five hectic days in Paris. It is 2 tourist horror. The
whole eity is Jommed to 1limit - hotels, restaurants, reilway trains, taxis,
end shops. It 19 83 if all the spenders of the earth had concentrated there.
London seemed dad enough, but Paris is the last gasp of "Squender o manla.”

And it is especislly the wost luxurioas plaon that are w,
a8 if people were ashamed not to gpend to the limit. And of course this has
its natural effeot on Paris and on France, Psris i3 overflowing with pros-
perity. You have only to note the tide of travel, Even a suburban train,
of which there were three an hour,in mhioh I rode was of astonishing length
end crowded,

The sleeping car service 1s,of course,not so highly developed but
it is crowded and mast be booked doys ahesd, like the hotels.

And the same everyvhera; from Cologne dere the train ram in two
long sections, to sccommodate the crowds of third snd fowrth class; the same
way from Paris to Cologne, through sleseplng sars of twenty to twenty-five
third class and second class coaches, sll crowded, It i3 not merely the rich
who have the spending craze.

Burope is still afloat in its peper momsy Jag. I think &%t will, if
need be, ianflate more to keep it goimg. The return to what we call ssnity
will be slow, J4nd 1f the mel effect of this peper jag has been to increcse
comfort of mamy millions, shere it bas not beor cerried too fay, I am not sure
that we mey not have t0 some extent revise owr idess e2 to what is the poliey
of greatest good.

%hen I have seen the extreme ian Austria, I may have a different ides;
but Germany in thils section, seems not umprosperous; smd so dges Framce, for mow,

On thisz, more inm my mext letter. With beat respects,
{siguned) CARL SNYDER.

(It 18 very hard to find an English stenographer hers, 8o I have had
to write this by hand)
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¢scond Report July 15, 1921

Hamburg, Germany.

Dear Governor Strong:

T have been so much on the go, and meeting and talking with so many people,
that it has been difficult to find time, or rather the energy, to get any impressions
on paper, for talking the same thing with uny people of many minds, I find rather
strenuous work.

As regards England, there is not a great deal to add to my firat letter.
I feel I made some headway with Governor Norman and Mr, Trotter, on the idea of the
Bank exchanging statistical informatien in a larger degree with ne, and when I return
there I am hopeful of some action, Needless to say, they wers very frieadly and
seemad interested; and the Covernor gave us one very large bouquet, that when he
wanted any figures or statistice he looked up our Summary!

_As to general banking conditions, I am sure the general Jeeling is that
they are fairly sound, as I said, and slowly growing better. They were overstrained,
no doubt; but I am sure this was either not so great as with some of our NHew York
banks, or they took it much easier, and have not givem way to such an excess of
caution at the wrong time.

In spite of their strain, the English banks still are lending freely on the
right paper, even to Germany and the Continent.

The econgensus as to industry is that revival will be slow, but that it is
definitely coming. Seme are still very pessimistic, no doubt, but I think the more
foresighted feel that basic conditions as to labor, taxes, ete., are improving.

The Government, sc¢ long as Lloyd George is there, will not curtail much. He does
not believe in it, and in this he has a very large fellowing, and even the approval
of gome of his strongest opponents. It is the bankers and the old school of
economists, and remnants of another genmeration, like Sir Felix Schuster, who clamor
for "deflation” and imagine a return to a pre-war basis. Live England does not.

I had a long and most interesting talk with Keynes. He has been made
Chairman of an Insurance Company and has begun to mingle in the City. Needless to
say, he is anathema %o many, but I find everywhere a great respect for his opinien,
He is very cool, not impatient, and no propagandist. But he is very sure the
English pound will never go bhack to its old gold parity, and in this he is beginning
to have the support or telerance of many.

Mr, Brand's view, for example, is that they will soon appoint a new Come
mission on the Ixechange, and that this may very notably modify the poliecy laid down
in the Cunliffe report., Lloyd George would look with faver and Keynes might be a
member of this Commission. Lloyd George has had several conferences with Professor
Cassel on the subjeect; and seemed to faver his idea of no more deflation and stabili-
zgation on the status quo,

Keynes® idea is this will take about a year and a half or two years, and
that they will, of course, not eall it a "revaluation,” but simply "pegging” the
pound. His figure is "about #3.50," and thinks st that figure they could go back
t0 a gold basis.

It is exceedingly hard to get what is the present feeling of the laber
leaders, as they are badly divided, and have, of course, been badly defeated all aleng
Digitized for FRA&* line this year. My belief is that the more conservative elements will win 5“.
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Second Report-:2

because existing conditions of trade are all against the radicals. Their funds are
running low, and there is beginning to ho a uport of real suffering among the un-
enployed.

This will steadily increase, no doubt, even while trade is steadily reviving.
This is always so. The two overlap. And it seems to be the brutal pressure of
necessity and privation that makes the masses of men work hard,

& <
gt
e o - 1
B~ |

But I am sure that im the war the gemeral standard of living smong the
English workers was distinetly raised. They have become acoustomed to more and bet-
ter things, and they will work now to get them back. The English wage level or cost
‘of production is probably still relatively high, as compared with ours, or Gemany's,
and may have to come down somewhat.  Cerman competition will be just as keen as be-
fore the war; it is already being fdf. and there is a great outery sbout it. And
this will have one bad effect, It will tend to make the English less lemient
towards Germany, and alipgn more with France. And this will augment the bﬂﬁr fm-
mgihuthnnMymeﬂmr

But this is an old rivalry and it can only be settled in one way, m that
is by improved methods of production. Without this keen spur, I seriously think :
thet Paglish industry would be on the down grade, because in some of its basic lines, |
a8 in coal and steel, production costs have been steadily rising for some years.
(I mean, of course, real costs and not just paper money prices,)

English crops this year may not be very large; but the land is being seld
of f to small buyers, the great estates being broken up, the erolur type thrown out,
and a stronger class put in, who have a gtake in the soil. Pnglish agriculture is
backward, and no one can compare their farms with the rich fields of Germany, and not
realize the great opportunity for intensive culture, as here.

The future of farming, I think it is clear, is to the highly fertilized |
fields--for the soil that still may be mined and not famed is slowly disappearing, ‘
as the world'e need grows. _ i

Already Germah artificial nitrate can compete with the Chile product. Onme
step more and all farming will be of the intensive type, I believe even with us.

So I think the break up of the landlord system in Englend may, in this
juneture, prove a great step to the country.

For the rest, it will doubtless go more and more to banking, eapitalizing,
ghipping, and buying and selling. And in the first of these, in banking, its primacy
is still very clear. [FEnglish bankers seem to feel that we do not understand world
banking; we have not the traditions; and I believe this is the general feeling among
Continental bankers. I imagine they have felt a real disappointment in the way our
banks have quite failed to take an intermational view.

Is this in part the effect of our neglect of branch banking, and the lack
of training our bankers have for any save mostly local needs?

I spent five hectic days in Paris. It is a tourist hortor, The whole
ceity is jammed to limit-~hotels, restaurants, railway trains, taxis, and shops.
It is as if all the spenders of the earth had concentrated there. London seemed
bad enough, but Paris is the last gasp of “squanderomania.” :

And it ie especially the most imﬁcu- places that are crowded, as if
paeople were ashamed not to spend to the limit. And of course thie has its natursl
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effect on Paris and on France., Paris is overflowing with prosperity. You have
only to note the tide of travel. Even a suburban train, of which there were three
an hour, in which I rode was of astonishing length, and ocrowded.

The sleeping car service is, of course, not so highly developed, but it is
erowded and must be booked days ahead, like the hotels.

And the same everywhers; from Cologne here the train ran in twe long
sections, to accommodate the crowds of third and fourth class; the same way from Paris
to Cologne, through sleeping cars of twenty to twenty-five third class and second
class coaches, all crowded. It is not merely the rich who have the spending craze.

Europe is still afleat in its paper-money jag. I think it will, if need
be, inflate more to keep it going. The return to what we call sanity will be slow.
And if the net effect of this paper jag has been to increase comfort of many mile
lions, where it has not been carried too far, I am not sure that we may not have
to some extent revise our ideas as to what is the poliey of greatest good.

When I have seen the extreme in Austria, I may have a different idea; but
Germany, in this section, seéms not unpresperous: and so does France, for now.

On this, more in my next letter. - With best respects,
(Signed) Carl Sanyder
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Lelpsig, July 21, 1922

lsar Oov. Strong:

I have now geen o good deal of Comamny, from iixelas-theppelle to Cologne, to
een (the Krupp works), to Nemburg, to Derlin, to Halle, and here; and I think X
®m now in a vosition fairly te gauge iis industrial situatiom.

1 begin with tho most striking faet, its geaorsl price level. Measured im
sxdhonge, this is distinetly bolow thut of "rance, Mgland or /meries., I said
that prices in Loadon snd Paris, in tho thinge that touriste buy, were, at curremt
exchange, rather higher than in liew York. Vith sterling at #4.00 snd france at 8y
and over, they were clearly higher.

But so far ao one cun gouge it, the generel price level, vwhiech meame both whole-
sale and retail prices, wages, salaries, rents mmd all, is, of the throo coumirice, |
at the average exchange rates of the last year, sssentially the smme. That is, e
dollar comverted into eterling or fremes, indifferently, would buy about the same
quuntity of goods mmd services the year through, in Mlend or France, as it would
in the United States.

Broadly, the price levels of the throe countries swing together, and the ax-
change, over a sufficient period, exactly measures the differemce in the purchasing
power of the gevernl surrencies. This was why, for example, sterling at 4,00 was
"Righ® or “deur,” and had %o come down ms it hme, Lif gooda were %o be fredy ex-
dhonged,

Thie s not true of Gommamy. The merk is heavily wadervalued. for exmsple:

This morning in the hotel hers, one of the best hotels in Zurepe, I paid for
qwmolaﬂu.mn.djn.namm.um:—nmw
chenge sbout 1d¢; for o largs double room with two beds and unmususlly large bath, I
peid, for twe people, 900 mmrke or, say, 22,90; for an hour's drive aroumd towm




last night, 25 m., or 33¢; for ny meming puper 30 pf., or i¢.

‘n execllant diamor last wmight, in one of the famous students' restaurentse-
roast grose, salad, potatoes, eauldflower, ste., and twe large stelms of vonderful
beere-gost 63 mavks, or, say, 904.

In Berlin 1t wno not mush wore. Cabs in gmersl coot sight to ten times the
moter showing, You rode a mile for, say, 16g.
| In Berlin my wife bought linesm in the best stores at vhat she sstimntes would
be just about half vhat she would pay at UeCutchoon's in New York. imd wso 4t is
evorydhers you .

Land aad reats are kept artifielsily low by the rent laws snd the enomsous cost
of tuilding (hers as with usl), and railway fores are sbout hel? vhat they sheuld be,
on & level with other prices. (This is partly pelitienl.) for example, from
Hambury to the North Sea resorts (five hours), third dass, there is an exoursion at
about half rates, JQ marks, or 45¢. Ten traine a day have bosn moving 8,000 people
ﬁﬂmmtvumm.w“lmwuuﬁhm“
ouly bogum. This is, of cowrse, oimply a subsidy,

n_cm.mmhmmmmhuwmm-

falr averspe of about ten timen; many artidles, like stedl, fiftem to twentyefive
|
|

times; whelossle prices near to fiffeen times, porhaps; retall prises not over tes,
1 showld say; M:WM-A“\&M reilway frelghts nbout oix times,
and o0 on. Ly
ind at this lovel Cemany is, as I sold, felrly prowperous, or at least wnusunlly
well emloyed, nnd I think now fairly well fed, :
It never was, at its apox, aight or tem yemrs agp, very well fed, in the rmeriemn \
or even the Mrench senne. ? ‘ ‘
liow, comsider. OUemman prices rise about ten times, vhere ours about double, as ;
nearly as snyone emn estimate. ' ‘
tenee, the rdlative value of the mawk, in pold, in actusl purchasing power, is
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shout 5 or 6 to 1 to fomer parity, i.0., Lo "worth” 1/6 %0 1/5 vhat 4% wna, in gold.

The present éxchange #ate ie near 1 to 17, in gold; so thet, in mld, the
presmt value of the nark is not over 40 per eent. of its purdhasing parity; 50 per
eeat. at the outside.

By this I memn that a doller in Gomusny, =t eurrent exchange, will buy, roughly,
two to two mnd onewhelf times what it will in Magland, or France, or the Usited
JRates.

This is, of course, not true of the swin articles of export, shere the average
of prices, in pold, io wndoubtodly mush highor, possidly 30 per eeat. higher, at a
guess. Dut it etil) remaine that even the export price leval is far below that of
ingland or Franes, or our own, or was, at least, last year, It 1o not so much w0
now, of course. _ |

‘nd the explmumtion of this extraordinary situntion I find very diffieult,.
There are many snswers. Piret, w to recently many priees have been kept dowm by
ediotesfond, ete. Nemt, there have been, up % now, resl difficulties of trensport.
And undoubtedly thore has bean a real shortage of production. Almoet all the availe
able figures show this slearly.

But the main faet, as I soe it, has bem but 1ittle touched wpon. That lo
the real induetrinsl and coomaereial paralysis in Geruany that eome with the war's end,
and the Revelubien. "'

Gemvmny was than at about the half-way stage to fussisn sovietisn, i.e., t0
complate breekdown. |

hﬁwM.M.nnM”h;whﬂonm.
‘oporently it fought the war to almost complote industrisl exhaustion, It could
not have gene on. g

50, when the end emme, it precented the extraordinary situation of a land, so
to spemk, without o war rulu, urtouched visibly or outwardly by the war, thet was
n commereisd ruin. ‘nd vheat the war left, the Revolution nearly swept awmy.
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mﬁ-u«mwwummu@u.mﬁu,am
revival, e reloase from hardehipe, it brought Cemumny near to stervation. Its
irede coubd not revive from the collapse of its imdustrisl morale. its recovery
is alow,

fothing alee, I think, will eplein vhy today Gemmeny does not present n parse
dise for buyers, mmd why the vast volume of marks held ubroad, cstimated at 30 billions
“m,“ﬁﬂn“hn*ﬂﬂmmmm i
mmmm.ummmmmmumm
mother grest rise in the priece level in this couwntry, = perlod of foverish wad une
henlthy prosperity and "boom,” with the inevitadle eollapse.

xammh.mm-nmmmmuwc
aved of maw neteriels, the present anomalous situntion can eontimme. It is
ooononieally imnossiblo. Por the presant, the situation has been saved, or rather
Mwwwmhm‘mmm.mmum
n.umumm.«nm.unwom
bankers, ostinate the wiownst of mark oredits in Gemany, held by foreigsers, b “mot
1munhamw¢nm.-u‘.-mnmn-dmm
sbad, wuld bring the toted to 100 milliards (billiems) or more. ir, Neldelaohns,
the banker, Dr, Kunstler, of Bleldirooder's bank, and ofhers do not put the mmownt
s6 high, Dut it is ecertainly very large, for Cemany.

MMM&WMM&M*WW
ithn“lyﬁﬂihuﬁﬁh”pﬁulﬂ.!m-‘mm
uwommmmuuﬁmu.ummn
srovent further inflatien.

S0 far this yonr they have done very weil,. mmmﬁuum{
about 2 Lilliens, or about 2 per emt, Laat year it was over 50 per cent. ind
morﬁum.mun.mmm.mnsmmmdmu.
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"level for a yoar.

“he varienece between the note issus and the priee level has been very marked,
and has been o pussle o those who hold to an inevitable muantitetive relation,
fut the explanntion, I think, is clear. I hoave made this ecal culation:

The total note issue, including the Durldn motes, now runs to about 90 billiens.
But ovor 30 billions are hdld abmoad, and haues have no effect on prices here.

The net, then, is frem 55 40 €60 bMllions.

Before the war, as T resl) it, the note Lasus in Gemsany was about 5,700,000,000.
The inergase, therefore, ic about ten times, or slose %o the estimated avérage ine
“tfﬂ)ﬂﬂ. It is very striking: but,I think, inwarisble ond inevitsble.

How, Gemsmy is 9til) borrowing heavily, and must, for food and materiale. Ite
produstion is still very low, Prof. BDemn mad Dr. Kuesyuski ostimate it ot not
more than 60 per emt. of preewnr totuls. Porhaps this ie mudh %oo low an estimate;
but the faets sbout many imdustrien, ond the erops, are known.

The emchanges then will probably remsin lew for a goed while, posoibly a year
or move., It is mow gninimg consideruble oredits from Hollsnd and Tndend, and
doubtless elasevhors., lir, Max Yarburg remarked, by the way, on the axtreme slow-
nesa of our bmikers to ask. They were arranging a eredit for 85,000,000, whieh he
sald we porfoetly mod, and it humg fire in New York for four weeks. Pinally
they tried out London, and got a credit for throe times this amount in fowr days.
%, thinks we have yet mush o leamn to become internstionsl bemkersi

The losns will stismlate production here; but their firet effect will prebably
be to koop sxchamge at low levels, as it is enly by very atirdetive @port prices
that Cemman trade can thrive, Add to this reparation dffiecultiss.

But eventunlly, =0 production risos and exports rise, so will gsera) prieces,
smd the presmmt inequality of purdhasimg power ds balanced,

" The end in Mussis of tho soviet rogime sesas mot far off. laports that filter
through indicate an epoalling failure of the harvests in Mastermn Nussin, and a hunger
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T T would not be grestly sumprlesd 4f, vith the dowafall of Leain, the
| countyy would ask for n sort of Allied Regemey, to dake charge of its affaire for
a time,

The opening up of fussia snd ite restoration to an ccomombe state would be,
of sourse, the salvation of Gomamny; med this nleme, T think, il make &% possible
for Gemany to mest its reparation paynemts. I had two conversations with the
thaseollor, DF Wirth, wio seass mn able and honest man; with Dr, Havenstein, of
the Relehsbonk, Rathensu, Hendelsohn, Kwnstler, and a nunber of othars, and thds le
the gemernl feeling.

_mu.ummmmnmmmamum-
oun bankers, and, of sourse, the bitterest feeling againet Franee; and, on the sther
keond, & eurlous roliance on Magland, that she will, some way, see that they get
what they would regard hore as falr play.

A wonderful tridutel

s my next T shail try to give a closer view of the prosest drfiewltles in
the industrial situation, whiech will perhaps explain why we have had gudh a verdety
of eonflieting reperts, mostly, I think, frem very superficial observaiion.

In the morning prper I note a dlepatoh from Antwerp saying hatyon aceowst of
the heavy buying of imeriean diemond merchants, 5,000 dimmend workers in Holland,
who heve besn idle for seven monthe, will have worke This seens to me an wwlow
takeble indication of the tum of the tide in imeriea. A yesr ago, in February,
the gudden drop in the dlemond trade was the first clear indlestien of the coming
erisis. ;

Vith bost regurds,
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Viemin, July 20, 192

Doy Gov. Strong:

The industriel situation in Cemmeny may, I think, be swmed wp in the
facts I have alrendy cited.

FMirst of sll, Cemeny soans generally well employed. 5o far as I could
loayn there is very little wemployment. /imong certein types, as clerka, steno-
graphers, oto,, there may be some, owing to the great decline in the axport tmde,
But it is not important.

The seeond faet is that Gemsany is net new produsing over 80 per eeut.
of its pre-war output, pro rated on its presmt populstion, L.e., the product is |
now about 00 per eant. of 90 por eant., or areund 70«75 per cent. of the pre-war
total .

Thie io just an approximation, but I thimk it 4o net far outs Competent
pergons, like Donn and Kuesyushki, say not over 60«70 per ecent. But Dr, Schuspeter,
former finance ministor hove in V., says thet some of the figures given out in
Gemsuy by the large corporations widorstate the faets and that this ie with the
taelt consent of the German govermmant.

mumn;msmmtm.mpmumn
near %o their nomal, possibly a few above thia. I have glven the figures for
Krupps-«52,000 mea ageinst o pre-wnr foree of 45,000, DBut sinee the war Krupe
have branched out into every sert of thing. muommnmim-
ines, motor ears, motoepeds, snd heuven knows what., Alse, they have gene in
heavily to making locomotives, ote., holsting machinery, and the like. o thet
they themselves even could make 1itle ocomparison with thelr prewwar condition.
They sald, however, thelr gun works never employed over § por eent, to 10 per cent.
of their foree. _

Thelr nain output has, of course, always been fine stedls, for machine
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somo of it approaching the value of semieprecious metals.

In paper marks, their present earnings on their empital are very high.
Asughly, they would have %o be 10 40 12 4imes as mudh 0 bo equal %o the prewmyr
sarnings. This cannot by auy caleulation be 4rus, s0 it seeus fuir to say that
even with & larger foree the Krupp works profite ia gold are now less Shan befors
the war,

Much the same, T think, ie true of the vhole iven imdustry; it Le well
emloyed, and sarning lavge peper profits, whidh ave metuslly Less in geld then
befores the war.

The eleetrionl industyy shout corresponds to the known imports of copper.
Thet is, the output is probebly not such over hElf what it was. That ds
Dr. Rathenau's estimeto for the A, B. G., and 47 4% wne move, then we should have
to suppoese that the brass works, ebe., in Cermany were today out of coomission.
The reverse, I think, is probably true. The eleetrieal industry in Gemany since
the war has enjoyed no such tremendous boow ae ours. Thore has bem no large
amount of dieposable eapitel for the extemsion of elestriesl limes, nor, as in ine
erien, has thers been sudh o shortage of ssrvants as to lead to an Ammense manue
facture of electrical things for the heme.

This faot, I belisve, has great siguificenee for our sopper industry.
With the great revival which I believe 40 be coming, Gemsn and Buropeen takings
of copper should be very large.

It 1s extramely diffioult 40 get any sort of aseurste Ldes of the present
stats of Comen exports. The figures have confessedly heem unralisdle end have
peomtly bomn overhsuled, snd from nov on may be much more dejsaduble, Dut some
parison with premr exmorts Le very diffisult. .

We know that her greantest souree of profit in experta, Poland snd Russia,
have boen alnost out off. I faney there has beem a goed deal of undergrownd trade
but this io not large. Nxports to France and Bnglamd, te Austela, Gheko, ede.,

Digitzed for FRASER

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



-
..‘
(o

e emiiety Bor M siun, Sl A TN oF 6wt SIS et

50, in spite of undoubted emaggorution, one very large eource of Commmny's
wenlth, snd smolovagat, heo been at least out Ln two 17 not in three. Defore the
wnr I estimated that probubly were than ene-quarter of Cemmany's tetal produet, pos-
eibly 30 per sent., was golng abroad, as against less tham 10 per scent. with us.
Se that while our foreign trade is uet of very grest importance to ue (we eould
ensily ndfjuet se as to get aleng withowt any experts), this trade wes to Cemany, as
o Mugland, the source of her largest profit, and was the busis for her remarksble
inerease in wealth after 1870, :

Out off a large part of this and 41 4s dlear that Cermany must be very
seriounly eripplede I s quite sure it is, and that the talk that Cemmny &s
shamuing, and able to pay o large indemity, is absurd. Seonenieslly, Germany was
wrobably the hardest hit by the war of any country in the war,

liow, if in the faooe of this eme ean ssy that wiewployment is not serlous
and o large part of the eountry is falrly “"prospereus,” vhat does 4t mean? It
menns that, speaking very roughly, 4t takes in Commamy new 10 men %o do § men's
normal or prewwar werk. That o the offeet, broadly, of the Gehour day gnd ex-

in an eoonomic sense, Comany and a large pert of the Centinent are ine

The only posaible result of this, of course, is that the real income of
the German neople, in goods and services, is at least 20 per sent, below the pree
war plendard, ind I think there ip every evidemece that, in a brosd way, this is
the faet, -

Undoubtedly, in some industria) sections, as in the iren industries, the
workers are reeeiving high redd wages, snd dodng fairly well, n;mw
mate, as I have glvem i%, 58 that wages have risen sbout & times snd the workers'
eost of living 9«10 thmes. In some sections, 4t is better than this,
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In the war the coal-miners got high wages, and Gemany hae had a collierye
worker problem aluost as serious ss Mmgland*s. It ia alowly belng brought baek
to noveml. At first, after the Revelution, the workers demended a Tehour day
with o promise of 6, low they wvork 8, and in some cases 9. FHenece, Gemany's
eonl shortage has been only in part an effect of the partition.

But if somo classes, iike the miners and steel workers, have done faire
1y well, others have suffersd, and I believe to an axtent that will seriously hame
por Oermany's revival.

There was, and is, in Gemany an ismense pepulation of a middie dass,
like the Covernment enployees, school temchers, ote., that contributed largsly to
wep up the high standerd of Germen intelligence. They were thrifty, hard working
and solid. llany of theee have been redused slmost tc penury. You get o glimpse
from this:

In Paris, for a hay-fover serun injsction, vhich takes five minutes, a
very ordinary physielan, fer sn office vieit, charged 300 fr., sbout the real
squivalent wow of, say, £2.50 to {3 in golds In Drosden, for the same thing,
20 markg-~the real squivalent of, say, pevhaps 50g% Or less!

Meny Gevernment officisls have to live now on the eguivalent of not over
#00, How they do it is = mystery.

Befere the war, college profassers in Gamsany wore well peidee5,000 to
20,000 and over, Today the real oquivalent is not one-fourth of this.

And all the great cluss of suall investors snd swall fertunes, péople
With incomes of 85,000 and over, have bemn nuarly wiped oute I visited o friend
in Berlin vho 1ives in a house and property worth, befors the wer, perhaps
50,000, His present sonle of living would pMnhml‘hMﬂ.lﬂ. gold.

mmurmmnmmmmuamwmm
speculators and "schiebers,” the profiteers, the Stinnes, and half a million imie
tators. If before the war Cemmany had 3,000 millionaires, in gold warke, today
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it may have 30,000, or twiee or three times, in paper., /nd these Bouvesr riches.
largely ows Germany, mow.

The sdusated, the eultivated, the Wirifty, the population that uede Gere
uany before the war prefminent in liternturs, puinting, sciemes, inveniion, and
sducation has bemn expropriated md prnetieslly ruined. The effest will be, p-
parently, to make the now Cemeany o land of vulgar vich. It will be interesting
® uoe,

Heanwhile, the ovops this year will be, in spite of the dreuth, very goed,
and nearly double last year, There Ls food muough and Geresn frugadity will make
thds suffice without, perhaps, sueh heavy importe.

estern Oemany looked much msarter and better fod tham Derlin, lLelpsig,
o Dresden, Al of the latter look s 1ittle shebby and dows st the hesls, Berlin
mout of all, The country ic erowded with foreigners ond bargain hunters. It is
they whe enjoy her lweuries snd pepulate her hotels) for the most part her heople
eannot afford it., DBut all this outelde spending helps %o tide over a sericus time.

There 1s 1it4le doubt thet, f 4t Lo not 100 heavily loaded vith vepares
tions and hemstrung et the gume time, Cermeny esy oome back end will.

Indsad, 4f T om right in thinking that we shall see o greet revival and
perhepe  boom in world teade, five years hemee mey find Osmemy restored to ite
prewwnr level of production, trade snd gemeral cemfort.

I? this 4o truo, it prosents ot the memmt o venderful field for imerdean
investnent .
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The more I ses of presmat-day Durepe, m-oniz‘-"iw-wl
the balief thal fow things cm do more to disturb the equilibrium of a coune
try, both internzl and externsl, than a debnssnent of its currenecy.

¥e have had exwmaples smough in our own cowntry. iy present illuse
tration is Austrin,

aulmm«omudmmmmxm.
A year ago, about 650, Vhen I reached Viema it would buy 950, and no ene
seems to have the slightest iden as %o vhere it will go.

m.-rmtnmmm

lio doubt this is in large part true. Vienma was the gnirepod of

a diversified aempire, with its industries largely in Bohesda, its in
mry and 90 one A% u otroke of a pen this ecenomieally

is torn asunder to satiefy the national and politiead of a

heterogensous population. Uhether thay, or the rest of Nuropa, be any

mmmuum
Probably mmmm disturbed by tariffs and
B o A gy B now being restored. But this

-mu-m Mt,rmwﬂﬂmﬂm
governments are trying to swplant ccomomic reality with nati
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differant parts of the Hupire wers drasm back hore snd had %o he faken sare of.

This has made governmantal sconcay diffiault.
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Misc. .1-00M-1-2Q

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oareAligs 23, 1920,

o Governor Sirong sussect.  Mr. HoA. Glasmagher's letter
to Senator Wadsworth.
Mr. Carl Snyder

FrooM—

The policies of the Federal Reserve Banks and of the commercial
banks of the ecowmtry, throughout the late crises, must inevitably be a subjedt
of coniroversy so long as men differ on what constitutes sound banking and
finaneial policy; but at least it is possible to get rid of certain misumder-
standings which are typically reflected in iir, Glasmacher's letter.

(1) Mr. Glasmacher would like to have had deflation sarried out
"in an orderly mamner like in England.” It is only needful to say that the
fall in prices in England and the United States has almost sxactly corres-
ponded, month by month, as is set forth in the attached diagram. And the
perceatage of "&oﬂatzon" has been to date almost exactly the same.

(2) Mr. Glasmacher spesks of cutting off "practically every fim"
from its eredit supply. The answer to this is that the fall in prices be-
gan in May and that the peak of loans in the commercisl banks of the United
States was not reached umtil the following October and that there was no per-
eceptible reduction in the amount of these loans until December. The fall
in prices did not result from a contraction in credit and this faet has been
a very great puzzle to many of our economists.

(3) Mr. Glasmacher seeans %0 imagine that the number of business
failures in the present crisis has been very great. As a matter of faet,
up to the latter part of last Winter the percentage of failures was far be-
low the normal or average of the last sixty years, and has been only just up
40 this nommal since that time.  That is, the percentage of failures has not
been greater than in times of ordinary prosperity.

(4) The letter refers to an estimate by "a leading manufacturers
magazine, that these losses run over $25,000,000,000." This is phre imagine
ation. It is doubtful if there are every much more tham $25,000,000,000
worth of goods on hand for sale in the United States. And as they have on
the average, both wholesale and retail, fallem by perhaps one-third, it is
evident that the abovs estimate is simply grotesque. And this loss has bem
very widely distributed among the manufacturers, jobbers, retailers, specu-
lators, and the bankg, sc that the "¢rail of ruin® which lr, Glamsacher refers
to has been extremely small.

- (5) Mr. Glasmacher spesks of ths Bank of England's gold reserve
as being only 11 per cent. Computed by the same method as that of our
Federal Reserve Banks, this reserve ratio was on Augmt 3rd 50.6 as compared
with the Federal Reserve ratio of 63.7.

(6) Our bankers may have, from Mr, Glasmacher's point of view,
handled the situation very badly, but it is certain that their losses have
been as great as that of any other class, so it could scarcely have been a

"studied intent to ruin the vast portion of the people of the coumtry.” The
presperity of the banks is dependent qaon the prosperity of the peopls, and
not upon their n:lnfortmn.

(7) lr, Mellen is censured because his department "could easily
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mrescribe an easement of these conditions through the National banks.”  Sure-
1y Mr. Glasmacher must know that neither the Secretary of the Treasury, for
any nationsl power, flor the Federal Reserve Board have the slightest power
over the making or withdrawal of a loan by any bank, national or other, save
when the bank is thought by the examiners to be in bad condition and certain
reforms are prescribed.

- (8) Mr, Glasmacher seems to imagine that the Londom banks have not shut
down on a further extension of loans like the American banks and that the in-
terest rate there is very much lower than in the United States. As a mat-
ter of fact, on the testimony of the Bankers' Magazine of London, the pre-
vailing rate for conmercial lesns through the larger part of last year in
London was around 8 per cent., and has only slowly recedesd in the present year,
exactly as in New York and cther cities here. lr. Glasmacher is apparent-
ly misled by the prevailing rate on bills in the London market, which is always
somewhet lower than the rates on acceptances in this cowmtry. Agide from
this difference, the two coumtries have been and remain pretiy much on a par.

(9) The London banks have been subject to the same violent criticiamms
which Mr, Glasmacher levels at the bankers of this coumiry, because their
policy has been practically the same, I think it is extremely doubtful
if any long-tem credits, save of the most gilt-edged sort, have been granted
at any such tems as lir. Glasmacher mentiorns, "5 per cent. maximum.” They
are, of course, much more accustomed to international banking and it may have
been somewhat easier to secure loans on exports from England than from this
comntry. But this is probably in large part due to the very heavy losses
which our banks have sustained within the past year on precisely this type of
loans.

(10) Apparestly Mr, Glasmacher imagines that there has been = great cur-
tailment in the cradit supply. As a matter of fact, the total decrease in
loens in the commercial banks of the country from the pesk of last fall, uwp -
to the present tims, does not much emceed, if it equals, 12 per cent. And
this decresse has been in large part quite woluntary on the part of the borrowers
and simply because they did not wish to pay the prevailing high rates of in-
terest. Doubtl ess there have been many cases where the banks have re-
fused to renew loans, and in some cases this refusal may have worked severe
hardship. But it is proof that this has been rare -from the fact that
the number of failures has been no greater than the average of ordinary peace-
ful times, and nothing like the great number which has usually been the after-
mth of such a severs commercial crisis.

(11) The bankers are fallible and their judgment in the last three years
may have been very faulty. But in the minds of thoughtful ecomomists the faullt
lay rather in the direction of giving rein to a wild and unrestrained boom,
accompanied by a most viclent rise in prices ever knowm in this coumtry within
a similer period throughout the last century or mere., = History teaches
that such a viclent rise in prices invariably brings in its trail an equally
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Federal Reserve System not been there to pailiate thes disaster can only be
imagined.

(12) ur. Glasmacher will recall that the recent crisis was a world-
wide erisis. That it appearad in Java and Japan und South Ameriea, and in
some countries of Europe, long hefore it did in the United States, and that
the onset of the crisis in this country was largely occasioned by the col-
lapse of foreipgn payments and the sudden stoppage, in consequence, of our
foreign trade.

(13) Vhat was world-wide car searcely hove been the product of local
causes, Possibly if the Fodersl Reserve Banke had been in a position where
it would have been possible %o rulse the rate of rediscount much earlier than
they did and thus to some extent prevent such a tremendous extension of bank
loans and hence such an unprecedented riss in prices, the fall in prices and
the ensuing crisis would not have besn as severe in this country as it was.
But this is a question of judgaent. And similarly a lowering of the Re-
gerve Bank rate of rediscoumt in the crisis might have had some palliative
effect.  But the real difficulty lay in the quality of the loans in the banks
themselves, and not in the prevailing rate of interest;
and the making of these loans, it is clear, was due do the over-confidence
of our bankers, and scarcely to "g studied intemt” of the bankers to bring
ruin, or great loss to not only their clieants, their neighbors, and their
friends, but to thenselves as well.

/ ’}/ﬂt’(
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A

Here is a note from Mr, Nixon, of the League of Nations, and Blackstt
gave me another from lMr, Loveday when I was in London. As every item they
ask for is published currently in the newspapers and business journals, I wonder
if there is any objection to complying with their request to send it along un-
officially. Ve wauld tske mo responsibility whatever; and they could get it
all a little later in lr, Hoover's new "Survey of Current Business,” only it
would be several weeks late.
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To Governor Strong sussect.  Otabilization of Exchanges.

e 7 Mr. Corl Snyder .

Everywhere I went two questions seemed to be uppermost. These were
(1) How shall we stabilize our exchanges?
(2) Whet will your country do with its monstrous load of gold?

The two questions are, of course, very closely associated. Professor Cassel
had the idea that the simplest way would be that we should utilize our gold to
inflate to a certain extent, so that the oxchangoe, and especially that of
Sterling, would be considerably bettered Iy &y the present prices and then the
different countries might be willing to stabilize, as a temporary measure,

upon the basis so reached.

The difficulty with this suggestion is that English and American prices
tend to swing very closely together. This has been markedly true in the
decline of the last year or two when the declines in the two countries have
been practically parallel. . And, speaking broadly, this has been true for
a century or more, as is shown by our recent comparison of English and American
prices from about 1790. The exception, in the period of our Civil War, was
more aspparent than real, since the great rise in prices was purely in paper
money. Measured in gold, there was practically no rise in prices in this
period.

It seems evident that this relationship will continue, for the simple
reason that the big bases of wholesale prices are the major products, which
are the main articles of international trade. And England, for example,
and other countries must pay the same price, plus the freight, for cotton, or
copper, or meat, or wheat, that we pay. And in elmost the same way their
prices for products of steel and copper and all the rest must be essentially
the same as ours, in order that international trade shall subsist.

If, now, prices in England have declined in almost exactly the same
degree and in the same time as prices in the United States, it seems ex-~
tremely doubtful if it would now be possible for the United States to have a
great rise in prices without an exactly corresponding rise in England, beé-
cause the normal process of equalization in exchange and prices is absent - .
A rige in prices in this country would not occasion a heavy outflow of gold,
as in normal times. The only way I can see that English and American
prices could be restored to their former parity would be=such a further de-
flation of the English note issue and a corresponding decline in the general
or national level of all prices, salaries, wages and rents, as no statesman
at the present time could contemplate. >

/5¥£co level is at least 25 or 30 per cent. above that of
the Unltod Statos, and this relationship has not'%ﬁggggiﬁégighangod within the
last year and a half., Therefore, I do not believe that Professor Cassel's
proposal is a solution of the difficulty.

)

;
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But almost everyone must agree with Professor Cassel's ‘belief
that the great barrier to the resumption of intermational trade is the lack
of stability in exchange. Business will adjust to almest any level, and
the absolute or exchange value of the pound, the franc, or the mark, so far as
international trade is concerned, is of almost negligible interest. Whet is
of profound interest to the business man, and the exporter, and the importer,
is that this relationship shall not vary by 10 or 20 per cent. before he has
had time to manufacture and deliver the goods that he has contracted for.

In each of the countries I visited there is already the beginning of a
solid body of informed and influential opinion behind Professor Cassel's
proposal to stabilize as quickly as possible and at practically the status quo.
This need not involve any revaluastion in gold of the different currencies.
These valuations are already abrogated simply by an effective embargo. The
only thing that is needful is to give the central bank, or some similar body,
authority to buy end sell exchange at a fixed figure in unlimited quantities,
with, of course, the government treasury behind it. The gold embargo would,
of course, have to be lifted in order that gold might flow freely, as in nommal
times, and in the place of the present embargo it would be needful to suspend
the present nominal conversion rights for the outstanding paper money. This
would involve no hardship to anyone,

The question then arises whether it would be possible to fix the "peg- |
ging point" with sufficient accuracy to prevent a great drain of gold from any |
country, save possibly the United States. This is a very delicate question

and the answer is not easy. For example, at the present time, as I have

pointed out, the currencies of Germany and Austria are very heavily under-valued,

I think the same is true, to a lesser degree, even with the pound Sterling and

the franc. But it is & very interesting question as to whether it would be

possible to work out statistically a purchasing parity between the different H
currencies that in actual practice would involve no great gold movement, or ’
whether the present exchange rates are not pretty near to a true index of this
reletive value.

The answer, I think, is that the pegging point need not be final. It
could be experimental. And if any one country found that it was unable to
sustain exchange at that particular point without a great loss of gold, it
would simply have to lower it. s

As to this latter,it would be an advantage if the common point, so to speek,
for the European countries, could be at such a level that thisgwould occasion
a pretty steady flow of gold from the United States.

It would, of course, be an immense further step towards reel stabiliza-
tion if  the United States would agree to an international loan of say six or
eight hundred millions of our surplus gold. Probably this is politically im—
poesible, in view of the clamor of the cheap money advocates, but I do not see
Digitized for FRASER WBY the ten biggest banks of the United States could not underteke it. They
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could float an international loan to say the five or six principal countries

of Europe, which could be a common liability from all of them. And I do not
see why this should be any very great difficulty. I believe England would
underteke it if France would agree. There is at least & fair degree of
probability that this loan could soon be floated in this country on a very
favorable basis and the proceeds of it could be delivered in gold. And there
never could be a more favorable time for the withdrawal of such a quantity of
gold as at the present, or at least within the next year.

I should like to commend such a proposal to your serious consideration.
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THE FALL IN EXCHANGES: It is not easy to understand the continuous and heavy

fall in the continentel exchenges, and especielly the German marke It is a
curious situations Up to the first of July there had been practically no
increase in the output of psper money in Germeny this yeare The apparent
increase in Reichsbank bank notes was balanced by a nearly corresponding
décline in the War Loan Bureau notes, so that the net increase was
nagligibleo

It is possible thet, in ordsr to meet the August reparation payments,
the German government may agein have had recourse to the dubious expedient

of selling marks in foreign markets; and this may account for the recent

extreme weakness But this merely accentuates the anomelousposition of
mark exchange s The externzl value of the mark does not now exceed, if
it is equel to, 50 per cent. of its internel purchasing power. Retail
¢ prices, wages and sslaries, in other words, the average cog! of living, has
- not risen in Germeny more than ten times; and rents, of course, far less; 80
that ét present prices American money in Germany will buy goods at someth ing
like 50 cents on the dollar.
In Austrie the situatic.m is worses In exchange the kroner is not

worth 40 per cent. of its internel buying power.  There the situation is

due 1argﬁly to the plight of the government and the disruption of trade ot
!‘elatio'ns\\with the former constituents of the empire, But in Germeny the_[
depreciation of exchenge seems rather due to the prevaiiing distrust of the
Germen government, and the fear of a further flood of paper money «

The impression gained by the writer of the intentions and poliocy of

the present German government was on the whole favorablea I believe
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that, unless driven to extremes by the determination of the ulfra—radical
party in France to bresk Germeny on the wheel, even if it means the ruin of
ctntinentel Europe, the German govermment will pursue a faitiy sound finenciel
policy; and that they are just as anxious to get back to a gold basis as eanyone
could be. Dr. Wirth and others of the present ministry are deeply interested {
in the proposel to stabilize at something like the present status quo; sad3 \
cannot escape the impression thet this is the most vital thing that could
possibly be done for the restoratipn of her treade At preéent her merchants
and enterprisers are in deep fear of being caught with long-time contracts which
they might not be able to ful fill. And time contracts are the very essence of
modern commerce s

And what is true of Germany is equally true of Englaend and Frahce and all
the rest. Mmost every country, except possibly our own, is in dire need of
goods which it cammot buy, becauée it ceannot sell the surplus of goods which it
itself possesses. A very large part of this difficulty is due not to the mere
depreciation in exchange, but to the viclent fluctuations of exchange, which
render &1l forward contracting a more or less desperate gemble.  The more active
minds of Europe are ready for some.step towards stabilizetion.s In the mind of
the writer, this country could‘dc no greater service than to propose an intere
national conference upon exchanges, possibly to be held at the same time as the
conference on armementes Praetically speeking, this country is in a position
to exert a very powerful influence in this direction. 4nd until this end cen be
achieved, it is certain that &l efforts to revive our foreign .trade will be very

lergely futile. It is our own direct and personal interest which should

-
-~

dotermine this actions
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THR. BUSINESS PROSPECT: Looking back over the attempts of three ménths ago, made here
{30 size up the business ;itﬁa;;on, one is inevitably struck with the slightness of
change within this period. There has been, it is true, a steady advance iﬁ the
Federal reserve ratio, and the load of surplus gold continues to pile up heavily.
There has been a notable decline in the ratio of loans (excluding investments) to de-
posits in the Reporting Banks, and this ratio is now back to the lowest figure in
the last three years, quite possibly to somewhere near as low a figure as it will
reach. This means in general a much more liquid condition of the banks, and that
they may expand unhampered as business revives.

‘Tt is the writer's belief that this revival is now not far away. It would not
be surprising if the next month or two would see ; very marked upturn in prices in
the commodity markets, and possibly the inauguration of a very strong bull movement.
Wheat exports for August have apparently broken all records and show clearly that
the Buropean demand is just as strong as it ever has been.

The general range of wholesale prices has in the last three months been bumping
along what is probably bottom for a long time to come. There is a remarkable spread
between retail prices and vholesale commodities, and especially of the big basic
commodities which form the substence of our index. This wide gap can scarcely be
long meintained.

The prospect of a much further lowering of retail prices seems slight, and in
many lines an upward tendency is already evident. This country has probably had a
swifter reductiog of retail prices than any other, and this in spite of a very heavy
retail trade. All the evidence available indicates that the actual volume of goods
moving over the counters the present year has been larger than last. And as yet
this physical volume shows no signs of diminution. >

We have now had 15 to 18 months of declining commodity prices, and this decline

is nearly twice as great as anything ever known before in a century. Likewise the

stock market, which is always a veluable though not infallible barometer, has now
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shown 22 months of decline, Few bear markets have ever outlasted two years. The
percentage of declines in industrials now reaches about 50 per cent. or more, which
f~is greater than any other aécigne of which we have full records.

There has been a high mortality of mushroom millionaires, which means the trans-
fer of large holdings from weak or reckless hands to strong, Losns on stocks and
bonds are probably now near to a minimum, and several large brokerage houses report
their borrowings at the lowest in many years. The beginnings of a marked change
should not be meny months away.

It is the belief of the writer that the foundations have been laid for a long
and strong period of prosperity. Just as in the spring of 1920 it seemed probable
that we were due for a violent reaction, so now the ‘reverse is true. In many lines
production has been curtailed to an almost unprecedented degree, Not in fifty years,
probably, has the iron trade known a greater depression or a heavier fall of prices
than this year.

Experience teaches that this cannot long subsist. The momentum of human needs
is very great. The people of this country are accustomed to abundant comforts and
many luxuries. The price of these is hard work and this price they will pay. In
the mind of the writer the present crisis has been so sharp that it must be corre-
spondingly short-lived. The one great problem is our foreign trade, and the pros-
pects seem to be that this wiil~steadily improve from now on. If our bankers and
business men would take the lead in the reestablishment of a gold exchange standard,

- the restoration of international trade might ‘be very rgpid.

On the basis‘of the highest point of last year, our present gold holdings would
provide for a loan expansion of nearly 10 billions, or one-third more than the total
of commerciel loans at the peak of last year. Practically spesking, this is beyond
anything known in this country in at least forty years, save in 1916, following the
huge inflow of gold at that time. It is possible, of course, that our trade re-

vival may be slower than here anticipated; but when it comes, present indications

suggest that it will mean at least two or three years of marked prosperity, if it
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does not develop into another general "boom," like 1919-20., This might mean, if
we do not find a means to get rid of our redundant gold, a higher general price

level than that of last year, though not necessarily of wholesale prices alone.
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Frow M. Snyder International Relatiems

lo such animile! The liational Economic League has an office
in Boston, and its Secretary is lir, J, VW, Beatson, 6 Beaceon Street. liost
of its activity is confined to sending out, about six times a year,
questiommaires to a large number of more or less economlcally-minded
people, taking a vote on their opinions on this question or that.

I am deeply surprised that you are not among the number. These
questiomaires and replies, I suppose, are more or less utilized by the
economic clubs of the different cities, for their programmes snd as topiecs

for speakers., In spite of the very excellent character and persomnel of

the voters, I should net attach any very great weight to the results of

the canvass, not much more than to an ordinary newspaper questionnaire.
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I do not think that either Covernor Norman nor Sir Charles Addis was in
the least convinced that stabilization, even for sterling, was at present prace
4icable or even very desirable. As this is a matter that it seems to me might
well make a difference, perhaps of billions of dollars to the commércial world,

I should like very much to offer this for your consideration:

(1) After sterling was unpegged in March of 1919, it fell steadily for
a year, then had a sharp rise and fall, and another rise and fall, This means
that now, for about two years, sterling has been fluctuating about a pretty
definite point., /nd the same is true of most of the other exchanges.

(2) This can only mean, it seems to me, (a) what is the main conten-
tion in the whole idea of stabilization, viz,, that a paper currency has a definite
and determinable value and that this value depends upon the amount of goods it
will buy in the country of origin, and that, in a broad way, this will determine
its relative value among freqly trading coumtries; and (b) that the fluctuations
of the exchanges about this definite value will be dependent upen the pressure
for bills and credits; in other words, the current state of trade, and that these
latter have practieally nothing to do with the fundamental question of value.

(3) It seems to me that the atitached chart showing the wholesale prices
of the differsnt countries, converted into dollars at the current rate of exchange,
sheds a real light won this question, You will see that the lines steadily
tend to converge and that in general the parity of all the paper currencies is
below their relative value. In other words, there is a distinet undervaluation,
as Prof, Cassel contends.

It seems to me that this can only mean that the effect of the establish-
ment of a gold exchange standard would be somewhat to rehabilitate or raise the
value of these currencies,so that it is of the most intimate interest to these
countries to effect this stabilization as quickly as possible.

(4) If it be true that all those paper currenciss are distinetly under-
valued, then the point at which they could probably be stabilized, without a
drain of gold, would possibly be higher than even the average rate of the last
year, Or, to put it the other way, if the exchanges were pegged at this average
rate of the last year, there would be a steady drain of gold from the Un’ted
States and to these countries,

(5) The only thing I can see that would seriously interfere with this
would be a temporary pressure for credits or bills, owing to the fact that, in
general, the imports of these countries are excessive and must be reduced.

I can see no way by which they can be reduced so leng as the great velume of paper
currency outstanding encourages extravagance, and the excessive imports do not
have their nommal effeet in producing a drain of gold, a lowering of prices and

a cessation of fictitious prosperity.

(6) In talking about wnbalanced trade being the cause of depreciated
exchanges, I think r,. Gregory is right when he insists that we have got the
Digitized for FRASER
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cart before the horse, and that unbalanced trade is in reality the effect of the
depreciated curraney, that is to say, of inflatiom,

(7) If the above is true, the relative value of sterling and gold dol-
lars, for example, has not substantially changed within the last two years.
This, as I see it, means simply that the relative or eoffective volumes of cur-
rency and credits in the two coumtries have not substantially changed and have
both been affected by the same influences at the same times., In other words,
relative to the dollar there has been no deflation of the English paper money
issue within this period. Therefore, it seems to me that the possibility of
the réstoration of sterling to its pre-war parity is just as far off as ever.

llor can I see how this relationship can changs unless thse fundsmental
factor is changed, that is, unless England reduces the volume of its paper cure
rency or this coumtry correspondingly increases its quantity (counting, of course,
as currency every form of eirculating maediwm).

(8) Now, as to another side, The unpegging of the exchanges and their
consequant fall took place in the midet of a worldwide boom in trade and a violent
and worldwide rise in prices, The whole world was lost in a kind of speculative
fever, The effect of the great fall in exchanges and of their violent fluctu-
ations thersafter was, therefore, not felt for a long time, It seans to me that
it is being very seriousoy and drastiecally felt now; and will continue to be
for a long time to come, In other words, the recovery of international trade,
which is otherwise clearly in sight, will be seriously impeded, if not long de-
layed, by this great element of uncertainty in exchange values, which makes of
almost all business more or less of 2 mere speclation.

(9) Even Sir Charies Addis and the Cunliffe Committes seem to expect
no immediate return of sterling to par. At least, they laid their programme out
for ten years, simply as a provisional meagurs, Could they have seen the ter-
rific losses vhich were %o take place in British trads, and all over the world,
partly if not largely due to the violent dislocation of exchanges, would their
conclusion have been the same! In other words, the question seems to me this:

(a) Shall we aceept the average results of the last two years, which
have clsarly established the relative value of the pound sterling and other cur-
rencies, and fix wupon a ecentral point to which business may be adjusied and in-
ternational trade revived; or:

(b) ‘Shall we leave the exchanges to be the football of the spaculators
and have a fluetuation of sterling to the amount of 10 per gcent. or more within
each three or four months, to the ruin of internationel trade? *

(20) There is mothing new in the dogtrine of purchasing paritiss. It
was clearly and ably set forth by Lord Goschen at the time of our Civil War, and
it was by no means new then. If this general truth could be clearly sesn by
bankers like Lord Goschen then, and, for example, Lord D'Abernon now, what is it
that stands in the way of its recognition and the adoption of a mw policy
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the least convinced that stabilization, even for sterling, was at present prac-
ticable or even very desirable, As this is a matter that it seems to me might
well make a difference, perhaps of billions of dollars to the commercial world,
I should like very much to offer this for your consideration:

a year, then had a sharp rise and fall, and another rise and fall, This means
that now, for about two years, sterling has been fluctuating about a pretty
definite point, /nd the same is true of most of the other exchanges.

(2) This can only mean, it seems to me, (a) what is the main conten=

and determinable value and that this value depends upon the amount of poods it

its relative value among freely trading countries; and (b) that the fluctuatiouns
of the exchanges about this definite value will be dependent upon the pressure

will buy in the country of origin, and that, in a broad way, this will detemmine

1 do not think that either Governor Norman nor Sir Charles Addis wae in

(1) After sterling was wumpegged in March of 1919, it fell steadily fer

for bills and credits; in other words, the current state of trade, and that these

latter have practically nothing to do with the fundemental question of value,

(3) It seems to me that the attached chart showing the wholesale prices

of the different countries, converted inte dollars at the current rate of axahangi..

sheds a real light upon this question., You will gsee that the lines steadily
tend to converge and that in general the parity of all the paper currencies is

below their relative value. In other words, there is a distinct undervaluation,

as Prof. Cassel contends.

It seems to‘me that this can only mean that the effect of the eatablioh-] P

ment of a gold exchange standard would be somewhat to rehabilitate or raise the
value of these currencies, so that it is of the most intimate intersst to these
countries to effect this stabilization as quickly as possible.

(4) If it be true that all those paper currencies are distinctly under=

valued, then the point at which they could probably be stabilized, without a
drain of gold, would possibly be higher than even the average rate of the last
year, Or, to put it the other way, if the exchanges were pegped at this av
rate df the last year, there would be a steady drain of gold from the United

States and to these countries. | pua
(5) The only thing I can see that would aeriousl} interfere with this |

would be & temporary préssure for credits e® bidls, owing to the fact that, in
general, the imports of these countries are execessive and must be reduced.

\

h"

S

I can see no way by which they can be reduced so long as the great volume of paper

eurrency outstanding encourages extravagance, and the excessive importis do not
have their normal effect in producing a drain of gold, a lowering of prices and
a cessation of fictitious prosperity.

(6) In talking about unbalanced trade being the cause of depreciated /

exchanges, I think lir, Cregory is right when he insists that we have got the
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cart befors the horse, and that unbelanced trade is in reality the effect of the
depreciated eurrancy, that is to say, of inflatioen.

(7) If the a&ovo is trus, the relative valus of sterling and gold dole
lars, for example, has not substantially changed within the last twe years.
This, as I see it, means gimply that the relative or effective volumes of curs .
rency and credits in the two countries have not substantially changed and have
both been affected by the same influences at the same times., In other words,
relative to the dollar there has been no deflation of the English paper money
issue within this peried. Therefore, it seaus to me that the possibility of
the restoration of sterling to its pre-war parity is just as far off as ever,

Nor can I see how this relatienship can changes unless the fundemental
factor is changed, that is, unless Fngland reduces the volume of its paper cur-
rency or this country correspondingly increases its quantity (ecounting, of course,
as currency every fom of cireculating medium).

(8) low, as to another side., The unpegging of the exchanges and their
consequent fall took place in the midst of a worldwide boom in trade and a vieleat
and worldwide rise in prices. The whole world was lost in a kind of speculative
fever, The effeet of the great fall in exchanges and of their vielent fluctu-
ations thereafter was, therefore, not felt for a long time., It seems te me that
it is being very seriously and drastically felt now; and will continue to bes
for a long time to come. In other words, the recovery of international trads,
which is otherwise clearly in sight, will be seriously impeded, if not long de=
layed, by this great slement of uncertainty in sxchange values, which makes of
almost all business more or less of a mere speculation.

(9) Eyen Sir Charles Addis and the Cunliffe Cormittee seem to expect
no immediate return of stérling to par. At least, they laid their programme out
for ten years, simply as a provisionsl msasurs, Could they have sean the ter=
rifie losses which were to taks place in British trade, and all over the world,
partly if not largely due to the violemt dislocation of exchanges, would their
conclusion have besn the same? In other words, the question sesms to me this:

‘(a) Shall we aceept the average results of the last two years, shich
have clearly established the rélative valus of the pownd sterling and other cur-
renciss, and fix upon a eentral point to which businua may be adjusted and ine
termational trade revived; or:

(b) Shall we leave the exchanges to be the football of the speculators
and have a fluctuation of sterling to the amount of 10 per cent. or more within
each three or four months, to the ruin of international trade? :

R

(10) There is nothing new in the doctrine of purchasing parities. It
was eclearly and ably set forth by Lord Goschen at the time of our Civil War, and
it was by no means new then, If this general truth could be clearly seen by
bankers like Lord Coschen then, and, for example, Lord D'Abernon now, what is it ~
that stands in the way of its recognition and the adoption of\a uonnqnn‘t pslm |
now? : ;
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The main basis for the little forecast of business conditions which I '
handed you the other day lies in the studies we have been making as to the
emazingly even and steady rate of growth in élmost every line of indusiry
where the figures are available, I showed you the chart of the world's
steel production, and I am attaching herewith a number of others.

The world last year was short at least 30 million tons from what would

have been its normal growth except in the war, and the total shortage for
the last seven years from this normal growth is probably not much under
100 millions. That was the basis for my prediction of a great boom in
the steel trade within the next three or four years,

A very interesting parallel was in the cotton consumption of the
United States during and after the Civil War, Please note how swiftly it

jumped back.

&
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I am sending you the attached, in case you should want an extra

~ wpy for sir Charles.
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I do not think thet either Governor Norman nor Sir Charles Addis was in
the least convinced that stabilization, even for sterling, was at present prac-
ticable or even very desirable. As this is a matter that it seems to me might
well make a difference, perhaps of billions of dollars to the commercial world,

I should like very much to offer this for your consideration:

(1) After sterling was unpegged in March of 1919, it fell steadily for
a year, then had a sharp rise and fall, and another rise and fall, This means
that now, for about two years, sterling has been fluctuating about a pretty
definite point, And the same is true of most of the other exchanges.

(2) This can only mean, it seems to me, (a) what is the main conten-
tion in the whole idea of stabilization, viz., that a paper currency has a definite
and determinable value and that this value depends upon the amount of goods it
will buy in the country of origin, and that, in a broad way, this will determine
its relative value among freely trading countries; and (b) that the fluctuations
of the exchanges about this definite value will be dependent upon the pressure
for bills and credits; in other worde, the current state of trade, and that these
latter have practically nothing to do with the fundamental question of value,

(3) It seems to me that the attached chart showing the wholesale prices
of the different countries, converted into dollars at the current rate of exchange,
sheds a real light upon this question, You will see that the lines steadily
tend to converge and that in general the parity of all the paper currencies is
below their relative value. In other words, there is a distinct undervaluation,
as Prof. Cassel contends.

It seems to me that this can only mean that the effect of the establish-
ment of a gold exchange standard would be somewhat to rehabilitate or raise the
value of these currencies, so that it is of the most intimate interest to these
countries to effect this stabilization as quickly as possible,.

(4) If it be true that all those paper currencies are distinectly under-
valued, then the point at which they could probably be stabilized, without a
drain of gold, would possibly be higher than even the average rate of the last
year, Or, to put it the other way, if the exchanges were pegged at this average .
rate 6f the last year, thers would be a steady drain of gold from the United
States and to these countries, :

{5) The only thing I can see that would seriously-interfere with this
would be a temporary préssure for credits or bills, owing to the fact that, in
general, the imports of these countries are excessive and must be reduced.

T can see no way by which they can be reduced so long as the great volume of paper
currency outstanding encourages extravagance, and the excessive imports do not
have their normal effect in producing a drain of gold, = lowering of prices and

a cessation of fictitious prosperity.

(6) In talking about unbalanced trade being the cause of depreciated
exchanges, I think Mr. Gregory is right when he insists that we have got the
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cart before the horse, and that unbalanced trade is in reality the effect of the
depreciated currency, that is to say, of inflation.

(7) If the above is true, the relative value of sterling and gold dol=-
lars, for example, has not substantially changed within the last two years.
This, s I see it, means simply that the relative or effective volumes of cur-
rency and credits in the two countries have not substantially changed and have
both been affected by the same influences at the same times. In other words,
relative to the dollar there has been no deflation of the English paper money
issue within this period. Therefore, it seems to me that the possibility of
the restoration of sterling to its pre-war parity is just as far off as ever,

Nor cen I see how this relationship can change unless the fundamental
factor is changed, that is, unless England reduces the volume of its paper cur-
rency or this country correspondingly increases its quantity (counting, of course,
as currency every form of circulating medium).

(8) Now, as to another side. The unpegging of the exchenges and their
consequent fall took place in the midst of a worldwide boom in trade and a violent
and worldwide rise in prices. The whole world was lost in a kind of speculative
fever, The effect of the great fall in exchanges and of their violent fluctu-
ations thereafter was, therefore, not felt for a long time, It seems to me that
it is being very seriously and drastically felt now; and will continue to be
for a long time to come, In other words, the recovery of international trade,
which is otherwise clearly in sight, will be seriously impeded, if not long de-
layed, by this great element of uncertainty in exchange values, which makes of
almost all business more or less of a mere speculation.

(9) Even Sir Charles Addis and the Cunliffe Cormittee seem to expect
no immediate return of stérling to par. At least, they laid their programme out
for ten years, simply as a provisional measure. Could they have seen the ter-
rific losses which were to take place in British trade, and all over the world,
partly if not largely due to 4he violent dislocation of exchanges, would their
conclusion have been the same?! In other words, the question seems to me this:

(a) Shall we accept the average results of the last two years, which
have clearly established the rélative value of the pound sterling and other cur-
rencies, and fix upon a central point to which business may be adjusted and in-
ternational trade revived; or:

(b) Shall we leave the exchanges to be the football of the speculators
and have a fluctuation of sterling to the amount of 10 per cent, or more within
each three or four months, to the ruin of international trade?

(10) There is nothing new in the doctrine of purchasing ﬁhrities. It
was clearly and ably set forth by Lord Goschen at the time of our Civil War, and
it was by no means new then, If this general truth could be clearly seen by
bankers like Lord Goschen then, and, for example, Lord D'Abernon now, what is it
that stands in the way of its recognition and the adoption of a consequent policy
now?
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I do not think thet either Governor Norman nor Sir Charles Addis was in
the least convinced that stabilization, even for sterling, was at present prac-
ticable or even very desirable. As this is a matter that it .seems to me might
well make & difference, perhaps of billions of dollars to the commercial world,

T should like very much to offer this for your consideration:

(1) After sterling was unpegged in March of 1919, it fell steadily for
a year, then had a sharp rise and fall, and another rise and fall, This means
that now, for about two years, sterling has been fluctuating about a pretty
definite point, And the same is true of most of the other exchanges.

'(2) This can only mean, it seems %o me, (a) what is the main conten-
tion in the whole idea of stabilization, viz., that a paper currency has a definite
end determinable value and that this value depends upon the amount of goods it
will buy in the country of origin, and that, in 2 broad way, this will detsrmine
its relative value among freely itrading countries; and (v) that the fluctuations

. of the exchanges about this definite value will be dependent upon the pressure
for bills and credits; in other words, the current state of trade, and that these
latter have practically nothing to do with the fundamental question of value.

(3) It seems to me that the attached chart showing the wholesale prices
of the different countries, converted into dollars at the current rate of exchange,
~sheds a real light upon this question, You will see that the lines steadily
tend to converge and that in general the parity of all the paper currencies is
below their relative value. In other words, there is a distinet undervaluation,
as Prof. Cassel contends.

It seems to me that this can only mean that the effect of the establish~
ment of a gold exchange standard would be somewhat to rehabilitate or raise the
value of these currencies,so that it is of the most intimate interest to these
countries to effect this stabilization as quickly as possible,

(4) If it be true that all these paper currencies are distinctly under-
valued, then the point at which they could probably be stabilized, without a
drain of gold, would possibly be higher than even the average rate of the last
year, Or, to put it the other way, if the exchanges were pegged at this average
rate of the last year, there would be a steady drain of gold from the United
States and to these countries,

(5) The only thing I can see that would seriously interfere with this
would be a temporary pressurs for credits or bills, owing to the fact that, in
general, the imports of these countries are excessive and must be reduced.

I can see no way by which they can be reduced so long as the grea} volume of paper
currency outstanding encourages extravagance, and the excessive imports do not
have their nomal effect in producing a drain of gold, a lowering of prices and

a cessation of fictitious prosperity.

(6) In talking about unbalanced trade being the cause of depreciated
exchanges, I think Mr,. Gregory is right when he insists that we have got the
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cart before the horse, and that unbalanced trade is in reality the effect of the
depreciated currency, that is to say, of inflation.

(7) 1If the above is true, the relative value of sterling and gold dol=-

lars, for example, has not substantially changed within the last two years.

This, as I see it, means simply that the relative or effective volumes of cur-
rency end credits in the two countries have not substantially changed and have
both been affected by the same influences at the same times. In other words,
relative to the dollar there has been no deflation of the English paper money
igsue within this period., Therefore, it seems to me that the possibility of
the restoration of sterling to its pre-war parity is just as far off as ever.

Nor can I see how this relationship can change unless the fundamental
factor is changed, that is, unless England reduces the volume of its paper cur-
rency or this country correspondingly inecreases its quantity (counting, of course,
as currency every form of circulating medium).

(8) Now, as to another side. The unpegging of the exchanges and their
consequent fall took place in the midst of a worldwide boom in trade and a violent
and worldwide rise in prices. The whole world was lost in & kind of speculative
fever, The effect of the great fall in exchanges and of their vielent fluctu-
ations thereafter was, therefore, not felt for a long time, It seems to me that
it is being very seriougly and drastically felt now; and will continue to be
for a long time to come, In other words, the recovery of international trade,
which is otherwise clearly in sight, will be seriously impeded, if not long de-
layed, by this great element of uncertainty in exchange values, which mekes of
almost all business more or less of a mere speculation.

" (9) Even Sir Charles Addis and the Cunliffe Committee seem %o expect
no immediate return of sterling to par. At least, they laid their programme out
for ten years, simply as a provisional measure. Could they have seen the ter-
rific losses which were to také place in British trade, and all over the world,
partly if not largely due to the violent dislocation of exchanges, would their
conclusion have been the same! In other words, the question seems to me this:

(a) Shall we accept the average results of the last two years, which
have clearly established the relative value of the pound sterling and other cur-
rencies, and fix upon a central point to which business may be adjusted and in=-
ternational trade revived; or: - '

(b) Shall we leave the exchanges to be the football of the speculators
and have a fluctuation of sterling to the amount of 10 per cent. or more within
gach three or four months, to the ruin of international trade! &

(10) There is nothing new in the doectrine of purchasing parities. It
was clearly and ably set forth by Lord Goschen at the time of our Civil War, and
it was by no means new then. If this general truth could be clearly seen by
bankers like Lord Goschen then, and, for example, Lord D'Abernon now, what is it

: that stands in the way of its recognition and the adoption of a consequent policy
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The doctrine that paper currencies have a definite value, and
that this value is pretty accurately registered in the exchanges, is at
least as old as that very excellent banker-economist, Mr. David Ricardo.
In his "Primciples of Political Economy,"” third and last edition, 1821,
I find this interesting passage:

"Whenever the current of money is forcibly stopped,
and when money is prevented from settling at its just level,
there are no limits to the possible variations of the exchange.
The effects are similar to those which follow when a paper
money, not exchangeable for specie at the will of the holder,
is forced into circulation. Such a currency is necessarily
confined to the country where it is issued: it cannot, when
too abundant, diffuse itself generally amongst other countries.
The level of circulation is destroyed, and the exchange will :
inevitably be unfavorable to the country where it is excessive
in quantity.

"The comparative value of money in different countries

e« o « « o+« o« may also be ascertained by comparing it
with some standard common to both countries. If a bill on
England for B100 will purchase the same quantity of goods in
France or Spain that a bill on Hamburgh for the same sum will
do, the exchange between Hamburgh and Englend is at par; but if
a bill on England for E130 will purchase no more than a bill on|
Hemburgh for B100, the exchange is 30 per cent. against England.

"In England E100 may purchase a bill, or the right of
receiving E101 in Holland, B102 in France, and 5105 in Spain.
The exchange with England is, in that case, said to be 1 per cent.
geinst Holland, 2 per cent. against France, and 5 per cent. against
Spain. It indicates that the level of currency is higher than it
should be in those countries, and the comparative value of their
currencies, and that of England, would be immediately restored to
par by extracting from theirs or by adding to that of England.

"Those who maintain that our currency was depreciated
during the last ten years, when the exchange varied from 20 to 30
per cent. against this country, have never contended, as they have
been accused of doing, that money could not be more valuable in
one country than another as compared with various commodities; but J
they did contend that E130 could not be detained in England unless ol
it was depreciated, when it was of no more value, estimated in the '
money of Hamburgh or of Holland, than the bullion in E100. : l

"By sending 130 good English pounds sterling to Hamburgh,
even at an expense of k5, I should be possessed there of El25; what
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The doctrine that paper currencies have a definite value, and
that this value is pretty accurately registered in the exchanges, is at
least as old as that very excellent banker-sconomist, Mr. David Ricardo.
In his "Primeiples of Political Economy,” third and last edition, 1821,
I find this interesting passage:

"Whenever the current of money is foreibly stopped,
and when money is prevented from settling at its just level,
there are no limits to the possible variations of the exchange.
The effects are similar to those which follow when a paper
money, not exchangeable for specie at the will of the holder,
is forced into circulation. Such a currency is necessarily
confined to the country where it is issued: it cannot, when
too abundant, diffuse itself generally amongst other countries.
The level of circulation is destroyed, and the exchange will
inevitably be unfavorable to the country where it is excessive
in quantity.

"The comparative value of money in different countries

e+ « o o may also be ascertained by comparing it
with -eno standard common to both countries. If a bill on
England for Bl00 will purchase the same quantity of goods in
France or Spain that a bill on Hamburgh for the same sum will
do, the exchange between Hamburgh and England is at par; but if
a bill on England for k130 will purchase no more than a bill on
Hamburgh for 100, the exchange is 30 per cent. against England.

"In England k100 may purchase a bill, or the right of
receiving k101 in Holland, 102 in France, and &l105 in Spain.
The exchange witly England is, in that case, said to be 1 per cent.
gainst Holland, 2 per cent. against France, and 5 per cent. against
Spain. It indicates that the level of curremcy is higher than it
should be in those countries, and the comparative value of their
currencies, and that of England, would be immediately restored to
par by extracting from theirs or by adding to that of England,

"Those who maintain that our currency was depreciated
during the last ten years, when the exchange varied froem 20 to 30
per cent, against this country, have never contended, as they have
been accused of doing, that money could not be mors valuable in
one country than another as compared with various commodities; but
they did contend that Bl30 could not be detained in England unless
it was depreciated, when it was of no more value, estimated in the
money of Hamburgh or of Holland, than the bullion in B100.

"By sending 130 good English pounds sterling to Hamburgh,
even at an expense of &5, I should be possessed there of Bl25; what
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then could make me consent to give Bl30 for a bill which would

give me k100 in Hamburgh, but that my pofinds were not good pounds
sterling?--they were deteriorated, were degraded in intrinsic value
below the pounds sterling of Hamburgh, and if actually send there,
at an expense of k5, would sell only for Bl00, With metallic
pounds sterling, it is not denied that my B130 would procure me
B125 in Hamburgh, but with pounds sterling I can only obtain B100;
and yet it was maintained that b130 in paper was of equal value
with B130 in silver or gold.”
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‘ ‘MISC. 4.1-120 M-1-20 FEDERAL RESERVE BANK
‘ OF NEW YORK

OFFICE CORRESPONDENCE DATE _Sept, 15, 1921

To___ Gevarner Streng SUBJECT:
FromM_ M», Sayder

- . -’-‘ ;
This calculation of the Bremen Statistical Amt comes out to the same
figure that I had caleulated in a very rough way in my letters from Germany.

On this basis the market is now selling outside at less than 40 per

cent. of its internal purchasing waiue. It is a very remarkable situation.
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Sept. 15, 1921
Topies for Governors' Con-

ference
question that is prebably uppermost

g is that pretty near the whole of the

1 guess you know my f

Conference ought to be given up to
in your mind, snd that is:

Hr. Snyder

Therefore do I believe that it is wrong, i:moral, suicidal and det-
rimental to leave this, the premier exchange wnit of the world, to be the

football of speculators, to the serious disturbence of trade and the practi-

eal bloecking of most ).ng—iin contracts.

very near to 10 billiens; or, in other
outstanding loans of the member banks

as one can csleculate it, the

In the Treasury and Federal reserve banks
dellars of redundant gold; and if we do not find

it is poing to result in another wild
have had in the last two years.

tleouisaraas

Federal Reserve Bank of St. Lo
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Current Figures on Unemployment

The only available figures on unemployment which have been carried
forward for a sufficient period of time to give a significant index of the
current situation are those reported by the United States Department of Labor
and the New York State Department of Labor. These two agencies have been
collec‘ting figures sinece 1915 showing the numbers of persons on the payrolls
. " of selected industrial establishments in the United States and in New York
(‘kf State, Figures in each case cover establishments employing about 600,000

workers in the early months of 1920, The New York State figures are therefore

much more nearly complete than are the Department of Labor figures,

The Statistics Department of this Bank has computed indices from the
figures reported by these two agencies, for the different industries upon which
they make reports, and for all of the industries takem together, Figures for
all industries are shown in the accompanying diagrams, the data for becembor.
1914 being taken as the base of 100 per cent in each case, The diagrams show
that in general the number. of persons employed in the industrial establishments
covered is now somewhat less than during the depression of 1915 and about 25 to
30 per cent less than in the early part of 1920, During the war years 1917 and
1918 employment was about 20 per cent higher than in 1914, There was a dip in
the curve in 1919, but it reached a peak in 1920, These findings were in general

substantiated by a survey of employment and wages undertaken by the Federal

Reserve Banks last April, The results were reported in the liay 1 number of our

Monthly Review of Credit and Business Conditions, The notable unique feature

about this summary was that many of the returns distinguished between the
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employment of males and of females, The returns indicated that just as large

a proportion of men as of women had been included in staff reductions of the
factories of this State,

The data reported for the past six or seven years are not ntﬂolint

to form a basis for computing an index of seasonal variation, so that normal
seasonal variations may be sllowed for in the index, The best available figures
which we have showing the seasonal variation in employment are derived from
reports made from the years 1904 to 1916 to the New York State Department of
Labor by trade unions of New York State, These reports show for the end of each
month the percentage of trade union members who were idle, Reports were received
from eleven representative industries for nearly thirteen years, The different
industries showed a wide range in their seasonal tendencies, The percentage

of union members idle runs from 3 or 4 per cent to as high as 45 or even 50 per
cent, In 1908 in the early months of the year between 40 and 50 per cent of

the union workers in the clothing and textile trades were reported idle and in
the same months more than 50 per cent of the union workers in the building trades
were idle, The accompanying diagram shows for all trades the average percentage
of workers who were employed each month during the years covered by the reports
and the following table shows the average seasonal variation in the percentage

of union members employed, The maximum period of employment appears to be the
later part of the summer and the maximum period of unmplqynont to be midwinter,

The figures indicate a normal seasonal improvement in the employment conditions

between July and August and between August and September, >
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Table 1

AVERAGE PERCENTAGE OF MEMBERS OF NEW YORK STATE TRADE UNIONS EMPLOYED IN
DIFFERENT MONTHS OF THE YEAR, FROM REPORTS TO THE NEW YORK STATE DEPARTMENT

OF LABOR -« 1904 - 1916

Per cent

lMonth employed
January 1.6
February . 6.5
lMarch 7.1
April 81,9
liay 81,2
Juns 81,6
July 82,1
August 84.4
September 86,6
October 86,9
November 82,0
December 3.6

The normal seasonsl range between the maximum of employment and of
unempl oyment appears to be about 17 per cent, Between the summer of 1907 and
the early months of 1908, however, there was a range of 32 per cent, The range
between the maximum mumber employed last summer in factories of New York State
or of the United States and the number employed this spring appears no greater
than the variation which occurred in 1908, but somewhat greater than that which
took place in 1915 among union mbu"l in New York State, All of our current
figures and these seasonal indices deal in the main with workers in industrial
establishments, We have no adequate current figures showing the number of
persons employed on farms, in personal and domestic service or'naprofauloid

service or in other occupations,
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In the past twelve months there have been released from industrial
establ ishments between 3,000,000 and 4,0.0,000 persons snd considerable numbers

from trangporation, clericel work, and mining, Although the main reductions in

forces took place some munths ago, there have up to this time been fow evidences

of distress on the part of workers,

This office has been in gonstant touch with

the om-imui agencies of Hew York City and with a mumber of employment sgoncies,
They have been in agreewent in indicating that there have been no nmsusl appeals

for asslstance or for positions until the past two or three monthe and even st

tils time the mumber of applicants for asgictance is not as lerge as in most

periods of industrial depression,

This is illustrated by the following table of the

number of families under the care of the Charity Organization Society of New York City,

ZTable 2

NUMBER OF FAMILIES UNDER CARE OF CHARITY ORGAMIZATION SOCIRTY OF NEW YORK AT

THE EXD OF THE MONTH

Year June July Augnet Septenbeyr
1914 2,769 2,797 2,794 2,668
1916 3,289 2,966 2,676 2,410
192} 2,110 2,044 1,961

The number of homeless men applying for aid at the Joinmt Application

Buresu is slightly larger than in 1914-15, ss shown in the following table:
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Pable &

RUMBER OF HOMELESS MEN WHO APPLIED FOR AID AT JOINT APFLICATION BUREAU

Year June July August September
1914 662 685 591 619
1916 674 500 492 473
1921 607 700 718

Table 4 compares the orders for workers with the number of persons

registering for employment with the employment agencies maintained by the New

York State Department of Labor,

fluctuation but indicate the several trends,

The figures are clearly subjeect to rather wide

The Department of Labor reports

that the percentage of orders to applicants would be even smaller in recent

months but for the 'mt that many who visit the employment offices €0 not make

written application for work when there are no positions open immediately.
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Table 4
APPLICATIONS FOR WORK, ORDERS FOR WORKERS, AND PERCENTAGE OF ORDERS TO APPLICATIONS

NEW YORK STATE RMPLOYMENT OFFICES
(Figures in thousands)

1916 1917 1918
Applica=- Per | Applica= Per Applica= Per
tions Orders | Cent, | tions Orders | Cent, tions Orders Cent,
January 5.8 4,2 73 1.3 8.3 114 7.8 8.6 110
February % 4,2 82 5.8 6.9 119 7.1 8.4 119
Mayrch 5.9 6.1 103 700 809 127 9.0 1301 147
April 5.0 6.8 136 8.9 10.9 122 10.3 16,9 164
May 5.9 8.0 136 9.6 11,4 119 12.8 23.9 186
June 5.8 7.4 127 8.3 10.5 126 $2.2 24,2 198
July 4,5 6.8 149 1.9 10,5 - 132 38.5 63.3 165
August 3.8 6.9 82 5.3 9.7 182 40,6 91,0 224
September 5.8 7.8 148 8.0 10,6 132 73.9 140, 2 190
October 4.4 9.0 203 5.8 10.5 180 65,1 168,.8 259
November 4.4 8.4 191 4,9 8.4 173 59.4 122.3 206
December 5.7 7.3 130 6,2 8 117 3.1 . 99.% 139
1919 1920 1921
January 82,4 93.1 114 29.9 33,0 110 24,6 14,6 59
February | 48,2 50,3 105 22,1 25,5 116 23,8 14,1 59
March 37.6 42,4 113 | 24,1 27.8 115 23,0 15,9 69
April 36.5 45,6 125 | 27,8 32,3 116 n,2 23,2 74
May 57.4 80.6 140 | 24,6 27.1 110 22,17 16,5 %73
June 5.1 68,17 135 4,2 36,9 108 22,7 16,3 71
July 43,0 52,8 123 25.1 25,0 100 17.4 13,9 80
August 39.0 69.4 178 15,1 25.6 168 17,6 12,1 69
, September| 42,1 69.17 166 24,7 28,0 114
October 17.2 25,8 150 19,4 33.2 171
November 21,3 30.4 143 12,2 17.6 144
December 21,9 22,2 101 25.1 17,0 68

X - During May a number of offices were discontinued,
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Table 4
APPLICATIONS FOR WORK, ORDERS FOR WORKERS, AND PERCENTAGE OF ORDERS TQ APPLICATIONS

NEW YORK STATE RMMPLOYMENT OFFICES
(Pigures in thousands)

1916 1917 1918
Applica=- Per | Applica= Per - Applica= Per
tions Orders | Cent, | tions Orders | Cent, tions Orders Cent,
January 5.8 4,2 73 1.3 8.3 114 7.8 8.6 110
February 5,2 4,2 82 5.8 6.9 119 7.1 8.4 119
Mayrch 5.9 601 103 7.0 809 127 90 130 1‘7
April 5.0 6,8 136 8.9 10.9 122 10.3 16,9 164
May 5.9 8.0 136 9.6 11.4 119 12,8 23.7 186
June 5.8 7.4 127 8.3 10.5 126 12,2 24,2 198
July 4,5 6.8 149 7.9 10.5 - 132 38.5 63.3 165
August 3.8 6.9 82 5.3 9.7 182 40,6 91,0 224
September 5.8 7.8 148 8.0 10,6 132 73.9 140,2 190
Octaber 4.4 9.0 203 5.8 10,5 180 65,1 168.8 259
November 4.4 8.4 191 4.9 8.4 171 59.4 122,3 206
December 5.1 7.3 130 6,2 7.3 117 1.1 fa 9.2 139
1919 1920 1921
January 82,4 923.7 114 29.9 33,0 110 24,6 14,6 59
February 48,2 50,3 105 22,1 25.5 116 23,8 14,1 59
March 37,6 42,4 113 | 24,1 27.8 115 23,0 15,9 69
April 36.5 45,6 125 21,8 32,3 116 n,2 2 74
May 57.4 80,6 140 | 24,6 27.1 110 22,17 16,5 %73
June 5.1 68,7 135 34,2 36.9 108 22,1 16,3 71
July 43,0 52,8 123 25,1 25,0 100 17,4 13,9 8o
hugust 39.0 69.4 178 15,1 25.6 168 17,6 12,1 69
_ September| 42,1 69.7 166 24,7 28,0 114
October 17.2 25,8 150 19.4 33.2 171
November 21,3 30.4 143 12,2 17.6 144
December 21.9 22,2 101 25.1 17,0 68

X = During May a number of offices were discontinued,
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It is gemerally r;portod that a great nany workers who have been
released from industry have gone to the farm, have taken up some other type of
employment, have emigrated, or in the case of young people, have gone back to
school, There are few definite figures to substantiate these reports, Perhaps
the most reliable is the record of school enrollments this year for New York City,
It is reported by the President of the Board of Hducation that the inorease in
registrations in September 1921 is more than 35,000 greater than the normal
increase and that the increase has been particularly heavy in the high schools,
New York City has in the neighborhood of B or 6 per cent of the total school
enrollment of the country, If something approaching the same rate of increase
takes place in other parts of the country, the public school attendance this
year may well be more than half a million greater than last year, A great many
who would normally be entering industry this year will continue in school and
some who have been at work will go baeck, Other figures showing the absorption of
workers are reported by Dun's for tlu'mbcr of firms in business in July, 1921,
In spite of a large mumber of failures during the past months, the number of
firme in business shows a sharp increase to 1,927,000 as compared with 1,821,000
last year, This may well be sccounted for by the setting up of small businesses
by persons who were released from industry and had booﬁ able to save up some
capital durihg the past few years,

Letters have been written to fifteen or twenty concerms in this part
of the country recuesting any records they may have as to*what has become of
persons released from industry, Their reports will be embodied in a separate

o~
memorandum,
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Preliminary figures which have been reported by the United States

Bureau of the Census for occupatioms as of Jamuary, 1920 indicate a radically
different industrial situation from that of the last eom; period, The
evidence goes to show that 1920 was not, contrary to general belief, a year of
extraordinarily large employment, That in fact a smaller proportion of the
poimlaticn over ten years of age was probably gainfully employed than in 1910,
and a considerable number of occupations were undermammed,

The census of occupation 'ri.gnru for 1920 thus far have been reported
for only twenty states and a number of these are small or largely agricultural,
The record is consistent, however, in showing that the percentage of workers
employed in agriculture was smaller in 1920 than in 1910 and that the percentage
employed in mechanical and manufacturing industries was larger, In 1910 the
average percentage of workers employed im agriculture in these states was 40,5,
while in 1920 the figure was 37,4, The average percentage employed in manufactur—
ing in 1910 was 22, and in 1920 23,3, There were slso increases im the percentages
employed in clerical occupations, professional service, public service and trade,
and decreases in the percentages employed in mining, transportation, and éanutie

and personal service, The following table shows these percentages:
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Table 5

AVERAGE PERCENTAGES OF T0TAL GAINFULLY ENPLOYED WORKERS IN PRINCIPAL OCCUPATIONS

TWENTY STATES
Occupation 1510 1920
Mamufecturing and
mechanical industries 22,1 23,3
Agricul ture 40,5 37 .4
Trade 75 G4
Domestic and personal service 9.3 7.6
Transportation 7.4 7o
| Professional service 4.2 5.2
Cleriecal 2,9 4.8 \{
¥ining 4.6 4.2. |
Public service 1.4 2,0

In this and the following tables based upon advance releases for 1520,
porocnt@ represent -vu‘.pa of the percentages for different states, This
nothod was used because in the absence of complete data for all states it was
thought that it would give a more typinl representation than m- based

on aggregates, Figures for the following states are included:
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The figures would appear to indicate that in agriculture, and domestic and
personal service in particular there was, under normal conditions, considerable
possibility of absorbing workers,

liore striking than the percentage distribution of workers between the
different occupastions is the change in the proportion of the population: which
was gainfully employed, Since the year 1880 there has been a contimmed tendency
for a larger proportion of the population to be reported by the census as gainfully
employed, The increase is largely due to women's entering industrial, clerical

and professional occupations, The changes from 1880 to 1910 are shown in

table 6.
Table 6
PER CENT OF POPULATION ENGAGED 1IN GAINFUL OCCUPATIONS
Both
Year " Male Female sexes
1880 57.8 10,7 34,7
1890 60,2 13.1 37.2
1900 61,2 14,3 38,3
1910 63,6 18,1 41,5

In 1910 41,5 per cent of the popula tion ﬁm recorded as gainfully employed, One
would have -nticiipated that this percentage for 1920 would have been largely
increased as the demands of war industries called for larger mmmbers of workers,
The exact contrary appears to be the case, however, For twenty states and for
eighty-one important cities figures of tables 7 and 8 are in agreement in
indicating that the proportion of males of ten years or over who were gainfully

employed was somewhat smaller in 1920 than in 1910 and the proportion of females
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of ten years or over who were gainfully employed showed a much smaller increase
between 1910 and 1920 than in the previous decade., The figures of table 7
probsbly show a lower percent SAWoU14 be true for the United States as a
whole because the rural states are heavily represented and the movement of
workers has been away from the farm, On the other hand, the city percentages

are probably proportionately high,

Table 7

AVERAGE PERCENTAGE OF POPULATION OF TWENTY STATES WHICH WAS GAINFULLY

ENPLOYED

Per cent
Year employed
1880 41,5
1890 41,7
1900 40,7
1910 43,8
1920 39,9

Table 8

AVERAGE PERCENTAGE OF THE POPULATION OF EIGHTY-ONE CITIES TEN YEARS OF
AGE AND OVER WHO VERE GAINFULLY EMPLOYED

Year Males Females
1910 82,2 26,6
1920 81.%7 27.1 -

While our current employment figures for industries show a peak in
1920, it is clear that taking the country as a whole, the proportion of the
porulation employed was not exceptionally large., This divergence of figures may

well be accounted for in a number of ways. In the first place, the preceding
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tables have made it clear that the wage earning population was quite differently

distributed between occupations in 1920 and in 1910, There was a larger
proportion in mechsnical and manufscturing industries, while agriculture, ;

| t
domestic and personal service, mining and transportation engaged smaller v

T

proportions of the population, The lower figure for the total percentage of ngﬁ

£ o3
earners to the entire population must be accounted for in some other way, however, &
Some evidence on this point is found in the figures reported by the Y OA

United States Commissioner of BEducation for school enrollment and attendance,.

Between 1910 and 1918, {1920 figures are not yet available) there was an increase

of nearly three million in the number of children in average daily attendance in
the public day schools of the United States, This is an increase of more than

21 per cent and may bhe compared with an increase of about 15 per cent ig the
total population betweenm 1910 and 1920, In other words, the increase in the
nurber attending public lBi'lOOl was not far short of 1,000,000 greater than might
have been expected from the normal growth in the population, The growth was most
rapid in the years 1914~15, which were years of comparatively large mﬂoﬁoat.
If the data were carried to 1920 and private school and college enrolment included,
the figure would probably be well over 1,000,000, A part of this inmcrease 1is
undoubtedly due to better school facilities and attendance laws, but a large part
may be ascribed to longer school attendance before beginming work,

What seems to have occurred ls this: the number of women going into
business and industry has continued to increase, but thir_»guin in the number of
wage earners has been offset by a lengthening of the period of school attendance.
The larger school attendance was favored by the difficulty in securing positions
in 1914 and 1915, but was undoubtedly further favored by the high wages of the

of the war years.
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A still further element in the arrest of the tendency toward an increase
in the proportion of the population galnfully employed may be found in restristed
immigration during the past few years, as in general there'ln a high proportion
of wage earners among immigrants,

The full significance of these figures probably cannot be determined
until more complete data are availiﬁln. The figures do, however, appear o
indicate in the first place, that the present situstion offers an opportunity
for a redistribution of workers among the occupatiors which may in large measure
offset industrial unemployment, Evidence for believing that this has already
taken place to some extent has been submitted above,

In the second place, these figures appear to have some significance in
considering the effect of umemployment on the well-being of the family, If the
mumber of workers per family had been extraordinmarily large in 1920, unemployment
could have been more easily borne than if only the normal number of workers per
family had he&n employed.,

In 1910 there were approximately twenty million families in the United
States and thlriy-aighx.ndllion wage earners, an average of 1.9 wage earners to
a family. It seems likely that the final figures for 1920 will show a slight
reduction in this ratio, The seriousness of unemployment ii further enhanced
by the increase in the standard of living since 1910, The evidence is clear that
children are staying in school longer and it seema probable that in other ways
the standard of living has been raised, Some of these g;in: in the standard of
living will undoubtedly be retained, even at the sacrifice of what have been

&
considered necessities,

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



Conclusion

1, The avallable figures Indicate that there now exists severe
industrial ﬁnamploynent. '

2, Industrial unemployment has been offset in some measure by the
return of workers to occupations in which they were engaged before war pressure
called them into industry.

- 3. As a result it appears that while there are now many calls for
charitable assistance, the mumber of such calls is thus far somewhat smaller
than during the corresponding months of 1914~1915,

4, The year 1920 was not a year of extrsordinary employment, A
number of occupations were considerably undermenned and a msoubl; return of
business activity would appear likely to result in a shortage rather than a

surplus of workers,
6., In the meantime, families which have become sccustomed to a

higher standsrd of living are likely to be in need of some type of assistance,

& Tl =
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Since 1914 the New York State Department of Labor has been collécting
figures for the number of persons on the payrollu.of representative industrial establish-
ments in New Yark State employing in the neighborhood of 600,000 workers in 1920,
Returns have been received from substantially the same establishments each month since
1914, From these figures index numbers have been computed, taking the figures for
December, 1914 as a base of 100 per cent,

The United States Department of Labor has been gathering somewhat similar
figures from industrial establishments throughout the country employing about 600,000
workers, In the colleection of these figures, however, there have been a good many
changes in the reporting firms and in order to place the data in comparable form,
the Department of Labor has prepared tables giving for identical establishments the
number of workers reported for the current month, the preceding month and the
corresponding month of the previous year., From these figures this Bank has computed
index numbers of employment on a December, 1914 base, The indices for both New York
State and the country as a whole are presented in the following series of diaérams.

The figures for New York State cover a larger proportion of the total
number of industrial workers of the State than do the figures of the Department of
Labor for the country as a whole,jand the indices are therefore more closely
representative of general conditions in the State than are the Department of Labor
figures of conditions in the country as a whole, |

The total index nmumber for the United States has been computed from the
indices for different industries, weighting the figures for e;oh industry in accordance
with the number of workers in that group as reported by the census.szTha New York State

totals are likewise weighted by the numbers of workers in the different industries.
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oare Septe 26, 1921
To Governor Strong SUBJECT:W——

FR _MtAﬁnxdnr - et S

Just as a sidelight on wnemployment, this may be of interest:

Stamford, Conn., where I live, is supposed to be one ef the
worst hit towns in this vieinity, especially on account of the long shut-
down of Yale & Towne and the fact that they are now employing 50 per cent.
of their peak force. I hear of other industries around about in much the
game condition, and the complaint of unemployment is very general.

In spite of this:

It is ve ff to

ook or other domestic help in Stamford now,

As you know, Stamford is a town of about 30,000 people and is a
very solid, prosperous ebmmunity. The question is: Where de all the women
who were formerly employed in the factories go?

It is very evident, I think, that there is one field of labor
that is not liquidating, and that is domestic service.
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MISC.3.1:90M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE ate R A
n 5 Governor Strong : sussect: Unemployment
FRL Mr. Snyder

Just as a sidelight on unemployment, this may be of interest:

Stamford, Conm., where I live, is supposed to be one of the
worat hit towns in this vicinity, especially on account of the long shut-
down of Yale & Towne and the fact that they are now employing 50 per cent.
of their peak force. I hear of other industries around about in much the
same condition, and the complaint of unemployment is very general,

In spite of this:

It is very difficult to get a good
cook or other domestic help in Stamford now,
and the wages demanded are nearly as high as

anything last year,

As you know, Stamford is a town of about 30,000 people and is a
very solid, prosperous community. The question is: Where do all the women
who were formerly employed in the factories go?

It is very evident, I think, that there is one field of labor
that is not liquidating, and that is domestic service.
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Sept. 28, 1921

Governor Strong Unemployment

Mr, Snyder

I think you will be interested in the following:

I went up today to talk to The Knit Goods Association of Ameriea, and at
lunch and afterwards thers was very considerable discussion of the matter of
unemployment; and from this it developed that a number of concerns have found
it very difficult to man their mills adequately to meet the current demand.

A number of them reported that they had been recruiting and advertising for
some weeks now, and had been quite unable to get anything like the number of
people they wished,

One large factory in Utica said they had spent in the month of August
$111 in small advrtisements in newspapers in all the surrounding towns, and

‘had gotten comparatively little response., Amother concern said that it had

kept the addresses of all the people they had been ounlhdtolﬁpi.nﬂu
slump, and that they had circularized and written to these asking them if they
would come back, and that the response was comparatively small. On the
women's side of it, apparently a very notable number of them had m

ried, and vhen they were asked if they did not want %o earn some extra money
they replisd that their husbends had said no-edid not want them to work.

Another very large concern, in Grand Rapids, Michigan, reported that
not only themselves but several other big concerns in Grand Rapids had been
advertising and recruiting for some time, end with no very great success, that
people had drifted sway or into other lines of work and were not tempted by
the wages offered.

You will note how all this tallies with the very interesting report
from The Pierce-Arrow Company, attached herswith, that they had foumd it
difficult %o get good mechanics and that there was relatively little unem-
ployment observable in and about Buffale.

It was especially interesting to note, also, the confirmation #
the same report that a great nusber of the workers let go had found work in
other lines which were apparently more attractive than the wages in the
factories. :

Likewise, all of them agreed that domestic labor was still scarce
and that the wages demandsd were nearly as high as ever. This agrees ex-
actly with our own personal experiemce in Stamford. -

It may be true that there are three and a half million people out
of factory employment in the United States, but that there is one-half that
number actually out of employment of some sort now I should very much doubte=-
The general feeling expressed at the Knit Goods meeting was that business is
fairly good though not at maximum, and that there was a general atmosphere
of optimism,

The two charts on wages and cost of living requireda good deal of
compilation, but it seems to me that they were well worth the effort., I
think they are crackerjacks.
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MISC.3.1-80M-1-20

FEDERAL RESERVE BANK
< OF NEW YORK

OFFICE CORRESPONDENCE PATESepte 29, 1921

To-———  Goveranor Strong SUBJECT:

I should like to draw attention to an extremely interesting fact J
wth regard to this chart. The commodities included in these two indices
are .'ihinga like cotton, copper, wheat, meat, and the rest very largely
commodities of intemnational trade wherein the price in New York or Loundon
is just the difference of transport, but also plus or minus the difference
in exchange.
Now, in the year under view, sterling has varied in dollar value

. by as much as
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MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
) . OF NEW YORK

OFFICE CORRESPONDENCE AT . o
Td L Governor Streng i SuUBJECT: .

I should like to draw your attention to the astonishingly complete and
careful review of eondiﬂ.ena in the United States which is g.vm in the monthly
circular of ﬁo Bank of Switzerland. Also, you will note‘o‘n pages 147 and 157
quotations from the Review of this Bank.

If it ever seemed worth while to defend the statistical and information
gervice of this Bank, we could put in as exhibits a few such circulars as these.



MISC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
; OF NEW YORK

OFFICE CORRESPONDENCE DATE___ Sept. 29,

wamxm_ SUBJECT:

1921

E <OM Mr, Snyder

I should like to draw your attention to the astonishingly complete and
careful review of conditions in the United States which is g;'.ven in the monthly
circular of the Bank of Switzerland. Also, you will note ‘o'n pages 147 and 157
auotations from the Review of this Bank.

If it ever seemed worth while to defend the statistical and information

gservice of this Bank, we could put in as exhibits a few such circulars as these.
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MISC.3.1-00M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE ore- Sephe- 20y 298

to Coveracy Siroag SUBJECT:

Fre e Suyder - .

I have been pursuing a little that very interesting chart which
Anderson had, showing the effect of exports on the price of wvheat. The
attached chart compares the average price of wheat each month with the aver-
age of all commodities, Bureeu of Labor index.

You will observe that the heavy export demand of 1914-15 did have
a very marked offect on the price and ran up to a premiwm, as you might
say, of 60 per cemt. over what would have bean the nomal ineresse. DBut
this held only for a few months and throughout the rest of the war, with the
excention of three months of 1917, the premium was less than 20 per cent.,
and averaged only about 10 per cent.

This is in spite of the fact that from the end of 1915 the sub-
marines and Cemman raiders practically cut off the Argentine and Australian
wheat, which meant that the whole burden of the war's demands in Europe fell

upon this country.

Further, you will note that in the present year the tremendous
exports, which have broken all reecords, have not kept wheat frem going to
nearly 20 per cent. below the average of all prices.

You will remember that wheat actually went to a permmium of 200
per cemt, and more over the pre-war average price, and averaged through the
war around 150 per cent. In other words, aspparently only szbout one-tenth
of its rise in price could be aseribed to the unusual war demsnd, and the
other nine-tenths was participation in the geaneral rise of 21l prices.

0f course you may say, if you like, that the general rise of prices
was itself due to the war's demands, but as to this it geems {o me the sta-
ﬁsﬁcal proof is wholly lacking. The facts are that gemeral prices did
not begin to rise whem we got the war orders nor when we shipped the goods,
but wvhen we got the cash.

Apropos of which latter, an interssting little bit from the ablest
banker-sconomist of mshndx

"There is al point more important, in issuing paper money, than
to bs fully impressed with the effects which follow from the prin-
dple of limitation of quantity. $ will scarcely be believed fifty
years hence that bank directors and » ters gravely contended in
our times, both in Parlisment and before n-dttm of Parliament,
that the issues of notes by the Bank of England, uncheck®éd by any
power in ths holders of such notes to demand in exchange either
specie or bullion, had not, nor could have, m effect on the prices
of commodities, bullion, or terd.g exchanges.”

David Rieardo, 1617
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Misc.8.i-6.  -1-20

Fre FEDERAL RESERVE BANK
. o . OF NEW YORK

!

A oarel Septs 29, 1920
OFFICE CORRESPONDENCE

TO

Governor Strong SUBJECT :

FR _ Nr, Snvdér = L

I should like to draw attention to an extremely interesting fact
wth regard to this chart. The commodities included in these two indices
are things like cotton, copper, wheat, meat, and the rest very largely
commodities of international trade wherein the price in New York or London
is just the difference of transport, but also plus or minus the difference
in exchange.

Now, in the year under view, sterling has varied in dollar value

by as much as
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PRICES OF BASIC COMMODITIES

A further advance of 1 per cent. in our index of twelve basic com=
modities was due to a sharp advance in petroleum and advances in copper and hogs,
which more than offset new declines in wheat and corn.

: Pennsylvania crude petroleum, which had held for nearly two months at
$2.25 per barrel, had advanced to $2.50 in the week previous, and in the past
week further advanced to $3.00 per barrel.

Wheat declined from $1.27 1/2 to $1.19 1/2, another new low for the
year, and corn lost 1 3/4 cents to 64 1/2 cents, also a new low.

Copper market was active and prices advanced 1/2’ cent per pound to 13
cents at which all offerings were reported taken.

PRICE INDICES OF 12 BASIC COMMODITIES IN THE UNITED STATES
AND 26-BASIC COMMODITIES IN ENGLAND (1913 = 100 PER CENT.) ‘
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MISC.3.1:00M-1-20 ' ~
FEDERAL RESERVE BANK
OF NEW YORK

‘ Oct. 4, 1921
OFFICE CORRESPONDENCE y - v
-y Governor Sitrong ) sussect. International Note Issuing
> Mr, Snyder o S Bank -

Mr. A, H, Gibson, author of this latest Proposal, is the Northern 4
District Manager of the Anglo-South American Bank at Bradford, England. ]

He made a rather interesting and original address last year at the meet- i
ing of the British Association. I attach herewith a brief correspondence |
I had with him,

This plan is rather along the same lines as the proposals of

. Dr, Vissering, of the Netherlands Bank in Amsterdam.
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FEDERAL RESERVE BANK
OF NEW YORK

: 19
OFFICE CORRESPONDENCE L
= Governor Strong & sussect. International Note Issuing
0 Mr, Snyder Bank LR

Mr. A, H, Gibson, author of this latest Proposal, is the Northern

District Manager of the Anglo-South American Bank at Bradford, England. i

He made a rather interesting and original address last year at the meet-
ing of the British Association., I attach herewith a brief correspondence
I hed with him,

This plen is rather along the same lines as the proposals of

. Dr, Vissering, of the Netherlands Bank in Amsterdam.
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 FEDERAL RESERVE BANK
- ~ OF NEW YORK

~ : pate_October 5, 1921
OFFICE CORRESPONDENCE o
L Governor Strong _ sussect. Foreign Exchange Situation
g Mr, Snyder L', r

Your guestion isg

How large a gold fund would be required
to maintain at a fixed point the exchanges of
those countries which have now a fairly sat-
isfactory gold reserve, say 30 per cent. or !
more, that is to say, those countries whose
exchanges are least depreciated?

I have never seen anywhere any attempt to answer or even consider this
question, and although I have discussed the general subject of stabilization
with almost all the chief proponents of that idea, including Prof,., Cassel,

‘Mr. Keynes, Prof, Bonn and Lord D'Abernon, I do not recall that this parti-
cular point was ever raised. Nor in any of the numerous textbooks on the
gsubject is there any attempt to get at the fundamentals back of the question.
S0 I should like to have your judgment on the following:

Where a gold embargo exists the only way e couniry can settle an adverse
balance is by obtaining credits in some form. Now, as long as the amount is
relatively small, such an adverse balance will not materially affect the ex-
change rate, But as soon as it becomes considerable it must, and the effect
of such a depreciation in exchange is to reduce this adverse balance and re-
store the equilibrium.

As this runs counter to the current gibber on the subject, let us con--
gider the case in detail. A nation does not essentially differ from an in-
dividual in business. Supposing, at the end of a month or a year, you find
that your total sales and receipts do not equal the payments you have to
meke; you must either put up the balance in cash or obtain a credit. If
the balance is small you will probably not have to resort to & ' loan. But
as soon 28 it becomes large enough, you will, and the interest paid will be
very roughly proportional to the amount involved. That is to say, the
heavier the balance is against you the higher rate of interest you will have
to pay. The higher the rate of interest the more you will be tempted to

| force your sales and restrict your purchases, so as to keep this balance down.

Is it any different in the foreign exchanges of a nation, except that the
AQ operation is automatic? That is to say, the interest on the adverse balance
F is represented by the depreciation of exchange, and the effect of this depre-
ciation is, other things being equel, to reduce purchases and increase sales;
in other words, to restore the balance as quickly as possible. '
: extended
If this be true, then if we / the present situation of matching paper
currencies against gold over a long series of years, we should expect to find
that the exchange rate fluctuated pretty evenly about a fixed point, which
fixed point represented very nearly the relative value of the two currencies.
(A1l this was pretty thoroughly gone into by Ricardo over a century ago.)
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MISC.3.1-BOM-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oare_October 5, 1921
To Governor Strong _ cumsecr. Forsienm Excl . .
FROM — Mr, Snyvder 2 r

We have no such long experience, but we have an experience running now
nearly two years, in which the principal exchanges have shown pretty nearly
just this expected result, most clearly, as one would expect, in the case
of sterling, as shown in the attached chart. You have here this rather
remarkable result, that the average of the rate for 22 months represents
almost exactly a median line across a pretty good sine curve., And you will
also note that the up and dowm swings were at approximately the same seasons
of the year.

Now, if the foregoing is correct, it follows that, for example, England's
foreign trade is not, as is popularly supposed, heavily out of balance, but
that, with such credits as she has been able to obtain, it has been for two
. years very closely in balance, with the result that there have been only

very even fluctuations above and below a fixed point,which fixed point repre-
sents pretty closely the relative purchasing value of the paper sovereign
and gold.

If this be true, then it follows that if the exchange were pegged at a
point sufficiently below this median or average value the effect would be, on
balance, to draw gold to England and not from it, It is almost impossible
to determine what the most adverse point has been in the last two years, of
the balance against England which has resulted in a depreciation of approxi=-
mately 10 per cent. below the average value of its currency. This sum-would
be theoretically the meximum sum that would be required to keep the exchange
at the new parity.

It is likewise impossible to say how much of this extreme depreciation
of 10 per cent. was of what is called a sentimental nature, and what would
have been the actual offect if it were known that gold was obtainable on
demeand. This is a psychological and not a statistical question. Just to
make a very rough guess at it, I should think this sum would not be greater
than the normel ratio of pold to the total volume of trade required for this
same purpose in normal times,

This is based upon the view that, contrary to popular supposition, the
present situation differs in no way from the normal, or ordinary, situation
in pre-war days, except that the balancing of the current trade demands with
a paper currency matched against gold is much more difficult than under the
ordinary gold exchange, snd therefore that the swing of the exchange rate
above and below the actual parity of the currencies (i.e., the equivalent of
the "gold points") is very much greater. Under a gold exchange this fluc=
tuation of the rate is on the order of only about 1 per cent. I made a -
rough celculation that, with a fairly stable paper currency like England's,
the fluctuations might be something like ten times as great as with gold
exchange; and this seems to be very roughly somewhere near the fact.

for sterling

So to put it into the roughest sort of a figure I should think/the maximum
gold fund that:might be required would probably not greatly exceed 100 million
dollars, and pretty certainly not 200 millions, On the same sort of a guess,
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MISC.3.1-90M-1-20

FEDERAL RESERVE BANK
' OF NEW YORK

OFFICE CORRESPONDENCE : ware_Quiobar g b6
) Governor Strong - cussecr. Foreign Bxchange Situation 2
AOM Hr. Snyder : - .3 A5

the amounts for any of the other countries would be correspondingly much
smaller,

Now as to the two chief probable difficulties:

First, as to the reparations payments. It seems to me that,if it were
definitely known that sterling could be cashed in gold at a fixed rate, there
would be no further reason or temptation to accunulate dollar credits and so
upset the situation. Or, if this was nominally found to be necessary in
practice, the disturbance would be quickly annulled by the exchange men
if they knew the exact amounts required and the times of payment. Then they
could balance their sheets accordingly.

Second, as to payments on our foreign debt. If these payments have to
be made then they would have to be allowed for and due calculations made to
meet the balances required., I do not apprehend that anything like the full
amount would have to be paid in gold, for I am very strongly of the belief
that by the end of the year the money market will be very much easier and
that from that time on the floating of foreign loans will be quite feasible
at favorable rates. But this, of course, is merely an opinion. Likewise,
my feeling is that, even by next spring, there will be a quite different at-
titude on the part of the country towards this question, and that such a
dqiange can reasonably be depended on , with the general improvement of the
business situation.

I do not know how well grounded this reasoning will appear; but it seems
to me the only kind of reasoning which will fit with the known facts., If
it is approximately correct, then the sum suggested as the total amount of
the gold fund would have a factor of safety of very roughly something like
50 to 100 per cent. Possibly it ought to have to allow for any unforeseen
complications. But it zlso seems to me that its success would depend very
largely upon its being given full publicity and the amount of the fund be’
sufficient to carry in the public mind the weight of the full restoration of
the gold exchange stendard.
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NOTES GIR TION RESERVES AND RATIO OF T0 NOTE
(000,000 omitted)
] Spd of 1913 Exd of 1920
Notes Gold Ratio Notes Gold Ratio Notes Gold Ratio
Country in Re= Gold in Re= Gold in Re= Gold
Cireu~ serves to Oirecu~ serves to Cireu~ serves to
lation Notes | lation Notes lation Notes
(1)
Belgium |®& 40 (®# 12 31l.2 6,227fr. | 317fr. | 5.1 6,216fr, 322fr. 5.2
(2} (2)| - (2) (2
Englanl & 30 £ 34 11444 ¥ 481 #1556 328 B 426 ® 155 36.4
Frange |® 229 |& 141 61,6 :sa,fsscm-3 5,501fr, [14.3 | 37/128fr. |5,523fr.] 14.9
(3 (3)
Germany |® 130 |& 72 5548 81,387M. (1,0923M, 1.34 | 68,419M, [1,024M, 1.15
Hollamd |& 26 |& 13 48.4 1,116£1, 636f1. [57.0 993f1. 605f1.| 60.9
(4) | ’
Italy B 71 |& 49 68.8 154437 L. 1,339 Le | 87 13,870 Le |1,345 Le| 9.7
) (1) ¥ “
Japan 426 Y, 224 Y.| 52.6 1,217 Y, |1,269 Y. [10443 1,049 Y, |1,275 Y.[121.6 _
Spain & 77 | 19 24,9 4,326 p. (2,457 ps | 56.8 4,183 pe [24496 p.| 5947
Switzer=
land B 12.6 |& 6.8 | 54,2 1,024 fr. 543 fr. 53.0 927 fr.‘l 545 fri58.8

(1})Includes silver.each year.
(2)Includes currency notes and gold reserve against thems

(3)Includes Loan Bank notes, Gov't notes and notes of all banks of issue.

(4)Bank of Italy onlygreserves include total cashe
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RATIO TO NOTES IN ¢ ON IN SPECIF 0 B

(arranged in order of present ratio)

Country End of 1913 _End of 1920 Latest avail-
" able date
Japsn 52.6 104.,3 121.6
Holland 48.4 57.0 609
Spain 24,9 5648 59.7
Switzerland 54,2 53.0 58.8
Sweden 46,5 37.1 47.0
England 114.4 32.2 36.4
No m;.y 44,4 37.1 3501
France 61s6 14.3 14,9
Italy, Bank of 68,8 | 8.7 97
Belgium 31.2 5el 5e2
Germany 55.8 1.34 1.15
-~
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Oetober 5, 1921

Covernor Strong Foreign Fxchenge Situation

lir. Sayder

Tour queation is:

How large a gold fund would be required
to maintain at a fixed point the exchanges of
thoge coumtries which have now a fairly sate
isfactory geld reserve, say 30 per ceat. or
more, that is to say, those countries whose
exchanges are least depreciated?

T have never soen anyshere any attewpt to snswer or even consider this
question, and although I have discussed the general subjeet of stabilization
with slmest all the chief proponents of that idea, including Prof. Cassel,
ur, Keynes, Prof. Domn and Lord D'Abernon, I do mot recall that this parti-
eular point was ever raised. Nor in any of the numerous textbooks on the
subjeet is thore any attempt to get at the fundementals back of the question.
S0 I should like to have your judgment on the fellowing:

] Where a gold embargo exists the only way a country can settle an adverse

5" | balanee is by obtaining eredits in some fom. Now, as leng ss the amount is

7| relatively small, such an adverse balsnce will mot materislly affeet the ax-

Oy ) | change rate., DBub as soon as it becomes considerable it must, and the effeet

- /" | | of sueh a depreciation in exchange is to reduce this adverse balance and re-
/Tl | stere the sguilibrium,

% 1
alr e As this rums counter to the current gibber on the subjeet, let us con-
e sider the case in detail. A nation does not essentiazlly differ from an ine
oM dividual in business. Supposing, at the end of a menth or a year, you find

(" thet your total sales and receipts do not equal the payments you have %o
make; you must sither put up the balanee in eash or obtain a eredit. If
the balance is small you will probably not have to resort $o the loan. But
ag soon as it becomes largs emough, you will, and the interest paid will be
very roughly proporticnal teo the emount involved. That is to say, the
heavier the balance is against you the higher rate of interest you will have
to pay. The higher the rate of interest the more you will be tempted to
foree your sales and restrict your purchases, so as to keep this balanee down.

Is it any different in the foreign exchonges of a nation, execept that the
operation is automatie? That is to say, the interest on the adverse balunce
is reprosented by the depreciation of exchange, and the effsct of this depre-
ciation is, other things being equal, to reduce purchases and increase sales;
in other words, to restore the belance ns quickly as peuiblo.
extended
If this be true, them if we . 7 the present situation of matehing paper
currencies against gold over a long series of years, we should expect to M
that the exchange rate fluctuated pretty evenly about a fixed point, which
fized point represented very nearly the relative value of the two currencies.
(A1l this was pretty thoroughly gene into by Ricarde over a century sgo.) |
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Ootober 5, 1921
Foreign Exchange Situation

Now as to the two chief probable difficulties:

eould balance their sheets accordingly.

the amovats for any of the other countries would be correspendingly much
smaller. -

if they knew the exact amoumts

practice, the d&i
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October 5, 1921

Governor Strong Foreign Exchangs Situation

Hr, Sayder

Your question is:

How large a gold fund would be required
to maintain at a fixed point the exchanges of
those countries which have now a fairly sat-
isfactory gold reserve, say 30 per ceat. or
more, that is to say, those countries whose
exchanges are least depreciated?

I have never seen anywhers any attempt to answer or even consider this
question, and although I have discussed the general subject of stabilization
with almost all the chief proponents of that idea, including Prof. Cassel,
Mr. Keynes, Prof. Bonn and Lord D'Abernon, I do not recall that this parti-
cular point was ever raised. lior in any of the numerous textbeooks on the
subject is there any atteapt to get at the fundementals back of the question.
S0 I should like to have your judgaent on the following:

Where a gold embargo exists the only way & country can settle an adverse
balance is by obtaining eredits in some form, How, ms long as the amount is
relatively small, such an adverse balance will not materially affeet the ex-
change rate. But as soon as it becomes comsiderable it must, and the effect
of such a depreciation in exchange is to reduce this adverse balance and re-
store the equilibrium.

As this runs counter to the current gibber om the subject, let us con-
sider the case in detail, A nation does not essentially differ from an in-
dividual in business. GSupposing, at the end of a month or a year, you find
that your total sales and receipis do not equal the payments you have to
make; you must sither put up the belamee in cash or obtain a eredit, If
the balance is small you will probably not have to resort to the loam. But
as soom a8 it becomes large enough, you will, and the interest paid will be
very roughly proportional to the smoumt involved. That is to say, the
heavier the balance is against you the higher rate of interest you will have
te pay. The higher the rate of interest the more you will be tempted to
force your sales and restriet your purchases, so as %o keep this balance down.

Is it any different in the foreign exchunges of a nation, except that the
operation is automatie? That is te say, the interest on the adverse balance
is represented by the depreciation of exchange, and the effect of this depre-
ciation is, other things being equal, to reduce purchases and hor.uo sales;
in other words, to restore the balance as quickly as pomuo.

10 e bs Aras, then 42 vi LT % e preasst sthusiion of sadihing peper
ecurrencies against gold over a long series of years, we should expect to find |
that the exchange rate fluctuated pretty evenly about a fixed point, which \
fixed point represented very nearly the relative value of the two currencies. |
(A11 this was pretty thoroughly gone into by Ricarde over a century ago.)
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Oetober 5, 1921

Governoer Sitrong Foreign lxechange situation
lir, Snyder 2

e have no such long experiencs, but wo have an sxperience rumning now
nearly two years, in which the prinecipal exchanges have shown pretty nearly
just this expacted result, most clearly, as one would expect, in the ease
of sterling, as ghown in the atitached chart., You have here this rather
remarkable result, that the average of the rate for 22 months represents
almoet oxactly a2 median line aeross a pretty good sine curve. And you will
also note that the wp and down swings were at approximately the same seasons
of the year,

m.u&:!amuumﬂ. it follows that, for exmmple, Zagland's
! eavily out of balanece, but

:
g
{
&
:
&
&
4!
é:

be theorstisally the maximus s that would be required to keep the exshange
at the new parity.

It is likewise imposwible to say how much of this extreme depreciation
of 10 per cent, was of vwhat is scalled a sentimental nmaturs, snd vhat would
have been the aetual effect if it were knowm that gold was obtainable on
demand, This is a paychelogieal und not a statistienl question. Just %o
moke a very rough guess at-it, I should think this sum would not be greater
than the nommal ratio of gold to the total volume of trade required for this
same purpose ih nomal times.

This ie based wpon the view that, contrary to popular supposition, the
present situntion differs in no way from the nommal, or ordinary, situation
in pre-war days, except that the balaneing of the current trade demands with
a paper currency maiched againat gold is much more difficult than under the
ordinary gold exchange, and therefore that the swing of the exchmnge rate
above ond below the actual parity of the currencies (i.e., the equivalent of
the "“gold pointe”) is very much greater. w-.namu- flue~
tuation of the rate is on the order of only sbout 1 per cent I made a
rough ealeulation that, with a fairly stable mwwﬁh“ﬁn.
the fluctustions might be something like ten times as great as with gold
exchange; and this seems to be very roughly somevhers near the fact,

or sterling
s.umum&-mmma-nmx-nudm} the maximum

gold fund thatomight be required would probably not greatly exceed 100 millien
dollars, and pretty certainly not 200 millions. On the same sert of a guess,
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Governor Strong : Forsign Exchange 3ituation

Hr, m 3

the amowmts for any of the other countries would be correspondingly much
smaller.

low as %o the two chief probable difficulties:

Pirst, as o the reparations paywents. It soems to me that, il it were
definitely kuown that sterling could be cashed im gold at a fixed rate, there
would be mo furiher reason or temptation to accumulate dollur credits and so
upgset the situntion. Or, if this was neminslly found te be necessary in
practice, the disturbance would be quickly smnulled by the exchange men
if they knew the exact amounts required and the times of payment. Then they
eould balunce their sheeis accordingly.

Seeond, as Yo paymentis on our foreign debt. If these payments have to
be made then they would have %o be allowed for and due ' s made to
mest the balmnces required. I do not apprehend that an full

and
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ny feeling is that, w-bytmm.
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business situation.

I de net know how well grounded
to me the only kind of ressoning whi | fig
it is approximately correct, them the sum res
ﬂ:op:tMMdMath!Md
50 to 100 per ecent. Possibly it ought to have
complications, But it also seems to me i
largely wpon its being givem full publiei 4
sufficient %0 carry in the publie mind th
the gold exchange standard,
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i
FEDERAL RESERVE BANK
OF NEW YORK

OHFICE CORRESPONDENCE oare—0cta 7, 1921
o zovernor Strong sussect. Stabilizing Exchange
FR Mr. Sanyder .

As to the exact effect of pegging sterling at a given figure, would not the
mechaenism be as Tollows:

The bank in London and the bank in New York, for example, agree to buy or sell
exchange without limit at a fixed figure. They do this and settle their balances
in the usual wey of shipping or receiving gold. There would be none of the usual
small interplay within the so-called gold points; the exchange would be absolutely
fixed.

At certain periods the two banks would settle, and if it was so desired the
actual gold would be sent, or that gold would be earmarked for deposit in the one
bank to the credit of the other. So long as it physically existed, there would
be no particular reason for having it in one country more than in another. It
would be counted as a part of the gold exchange fund of the country to which it
belonged.

Now as to the effect: It is true that this gold would be no more teken into
the vaults of the English banks than at the present time. At the present time the
Bank of England has impounded upwards of 600 million dollars of gold. For all
practical purposes no one can touch it., Supposing that it set aside 200 millions
or so of this for a gold exchange fund, such as exists for Indian exchange and such
as the.Philippine banks had for exchanges in this country; if the balance of ex-
changes was against England, this fund would be drawn down correspondingly. If,
on the other hand, the balance was in favor of England, gold would be shipped to
it or credited to the fund, and the fund would thereby be increased to a point where
it would sustain a prolonged drain,

By virtue of the fact that this gold would not go into circulation nor into
the bank vaults to support credit expansion, an inflow of gold would have no effect, per s
upon the prices in England, nor would the outflow.

On the other hand, supposing that Englend sent to this country a sufficient
guantity of gold; theoretically, at least, that gold might flow eventually into
the bank reserves of this country and be there used to support a corresponding ex-
pansion of credit. This on the theory that in the long run business will always
expand the bank loans to the limit, The effect of this would be to raise prices
accordingly, and therefore, eventually, to decrease exports to Great Britain, in=-
crease imports from that country, end thereby restore the balance which had been
lost, =

Now as to probabilities: If the average price of sterling for the last 21
months represents very closely the average value of the paper pound in gold, and
this relative value has not changed in this period, then there oukht to be no
more difficulty in settling the balances under this gold exchange standard plan
than under the ordinary conditions of fixed standards. In other words, this
average represents the actual gold parity of the two currencies.
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MISC.3.1-80M-1-20 ¢

| FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE
To Governor Sirong sussect:— — Stabilizing Exchenge —— —

DATE,_Oct_.I_,?’_l-_az.l_—-

Mr, Snyder . _ 3

FR

But if, as our investigations show, the paper pound is really depreciated,
relative to its internal purchasing power, then the effect of adopting this
average price of exchange would be to make English goods relatively cheap, to
the extent of this depreciation. And this, I think, is exactly the case. The
establishment of a fixed exchange rate in gold, then, ought to have the effect
of increasing British exports and decreasing their imports; in other words, to
increase the English gold exchange fund. But this would eventually stimulate
trade in Great Britain, lead to a rise of wages and production costs, and thus
equalize prices in the two countries, All exactly the same as under the ordin-

ary system of exchange.

In all this there seems to me very little that is theoretical or that is not
referable to the actuasl facts. England has had the gold exchange standard for
India for a number of years, and until the outbreak of the war it was working very
well, and stabilized prices in India to a very high degree, The same would have
been true in the operation of the gold standard exchange with the Philippines, if
the management of the Philippine bank had been honest. That fund simply broke
down because of dishonesty. . The very existence of the gold standard exchange
nresupposes that the balances will be settled promptly in gold, and that no one .
will abuse the opportunities which such a system creates.
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oare— .
o Governor Stremg =0 SUBJECT i Wd&g—m*_i =

As to the exact effect of pegging sterling at a given figure, would not the mech-
anism: be as follows:

The bank in London and the bank in Hew York, for example, agree to buy or sell
exchange without limit at & fixed figure. They do this and settle their balances
in the usual way of shipping or recsiviang godd. Thers would Le none of the usual
small interplay within %he so-called gold poinis; the exchangs would be absolutely
fixed.

At certain periods the two banks would setile, and if it was so desired the
actual gold would be sent, or that geld would be earmarked fer deposit in the one
bank o the eredit of the other. 5o long as it physically existed, there would
be ne particular reason for having it in ohk country more than in amother. It
would be counted as a part of the gold exchange fund of the coumtry to which it

belongsd.

Now as to the effect: It is true that this gold would be no more taken into
the vaults of the English banks than at the present time. At the present time the
Bank of Emgland has impounded upwards of 600 millien dollars of gold, For all
practical purposes no one can touch it, Supposing that it set aside 200 millions
or so of this for a gold exchange fund, such as oxigts for Indian exchange and such
as the Philippine banke had for exchanges in this country; if the balance of ex-
changes was against England, this fund would be drawn dowm correspondingly. If,
on the other hand, the balance was in favor of England, gold would be shipped to
it or eredited to the fumd, snd the fund would thereby be incereased te a point where
it would sustain a prolonged drain,

By virtue of ths fact that this gold would not go into circulation nor inte
the bank vaults to support eredit expansion, an inflow of gold would have no effeetper se,
upon the prices in England, nor would the outflow.

On the other hand, supposing that England sént to this country a sufficiemt
quantity of gold; theoretieally, at least, that gold might flow eveantually into
the bank reserves of this country and be thers used to support a corresponding ex-
pansion of credit. This on the theory that in the long run business will always
expand the bamk loans to the limit. The offect of this would be to raise prices
accordingly, and therefore, eventually, to decrease exports to Great Britain, in-
crease imports from that country, and thersby restore the balmo which had been
lost.

, Now as to probabilities: If the average price of sterling for the last 21
months vepresents very closely the average value of the paper pound in gold, and
this relative value has not changed in this period, then thers ought to be no
more difficulty in settling the balances under this gold exchange standard plan
than under the ordinary conditions of fixed standards., In other words, this
average represents the actual gold parity of the two currencies.
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE
to — Governor Streng - SUBJECT: - Stabilizing Exchange —

But if, as our investigations show, the paper pound is really depreciated,
relative to its internal purchasing power, then the effect of adopting this
average price of exchange would be to make English goods relatively cheap, to
the extent of this depreciation. And this, I think, is exactly the case. The
establishment of a fixed exchange rate in gold, then, ought to have the effect
of inereasing British exports and decreasing their imports; in other words, to
increase the English gold exchange fund. But this would eventually stimulate
trade in Great Britain, lead to a rise of wages and production costs, and thus
equalize prices in the two countries. All exactly the same as under the ordin-
ary system of exchange.

In all this there seems to me very little that is theoretical or that is not
referable to the actual facts. IEngland has had the gold exchange standard for
India for a number of years, and until the outbreak of the war it was working very
well, and stabilized prices in India to a very high degree. The same would have
been true in the operation of the gold standard exchange with the Philippines, if
the management of the Philippine bank had been honest. That fund simply broke
down because of dishonesty. . The wvery existence of the gold standard exchange
presupposes that the balances will be settled promptly in gold, and that no one

will abuse the opportunities which such a system creates. P
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MISC.3.1-80M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

Y : oare__ October 8, 1921.
OFFICE CORRESPONDENCE

aa Governor Strong

Mr. Snyder

FRO — hadtis

The problem of estimating the relative value of our foreign trade, and
especially exports, présents curious difficulties. So long as the variations in
prices are not great, and likewise the character of the articles of foreign trade
does not vary widely, this relative value is represented with a fair degree of
approximation by the actual figures as reported by the Department of Commerce.

As reported by the Department of Commerce our exports for the first eight
months of the present calendar year compared with the two previous years as follows:

Eight Months - 1919 1920 1921
$5,151,347,542 $5,369,349,400 $3,143,553,402

Judging from the reported values alone one would infer that the actual
export trade in relative value or quantities was about the same for the first eight
months of 1919 and 1920 and that this trade had suffered a fall of about 40 per
cent. in the present year. As a metter of fact there was so wide a variation in
prices that thesé figures.have little representative value. Index figures as to
export prices have been prepared, but in general they do not differ widely from the
average of all prices as tabulated by the Bureau of Labor, and for the present
purpose it is quite possible that the average of all prices is the more reliable.
For the first eight months of these three years the average of the Bureau of Labor
index has compared as follows:

Eight Months - 1919 1920 1921
208 258 157

It will be seen from this that the average of wholesale prices in 1920 was
about 25 per cent. gbove 1919, and if this was true for the average value of all the
exports, then the actual volume or relative value of the exports for 1920 was about
20 per cent. below 1919.

In the same way the average of prices for the present year has been about
40 per cent. below the corresponding period of a year ago, which is just about the
same decline as in the reported velues of our exports. This would suggest that
the actual volume and relative value of the exports this year were approximately the
same as last, that is, that there has been no real decline.

Utilizing this method, the relative values of our exports for the three
years would then compare as follows: ;

Eight Months 1919 1920 19
$2,476,622,380 $2,081,143,170 $25002,263,310

That this method does possess a fair degree of reliability is evidenced
by a comparison of the results so obtained with estimetes made by an entirely dif-
ferent method. For the years 1914 and 1918 the United States Shipping Board made
an elaborate calculation as to the actual quantities or tonnage and the relative
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OFFICE CORRESPONDENCE ik
LS SUBJECT :
FROM -
R
values involved. Utilizing the figures so obtained the Harvard Bureau of Economic Re-

-gearch attémpted a similar estimate for other years from the quantities of such
exports as were reported by the Department of Commerce.

The results of the Harvard calculation and of our method of allowing for
price changes by dividing by the Bureau of Labor index are set forth in the accom-
panying chart. This shows also the actual values as reported.

- It will be seen from this graph that the results for a series of years
were strikingly parallel. This gives some confidence that the same method may be
followed at the present time. But it is to be noted that the fall in prices has
been much more rapid than the probable fall in the price of the articles actually
exported. There is always some lag between the contracts and the actual exports.
If such an allowance be made as to the last eight months the result would seem to
suggest that the actual exports this year have not been very different from those
of the same period last year.

This result is borne out by a comparison of 161 of the principal items
of export for which the actual quantities are given in the Commerce reports. If
the percentages of these quantities for the present year, as compared with last,
are taken and these percentages averaged, the result would show an average decline

of about 12 per cent. But if these several percentages are weighted according
to the relative values of the different items, the average would show a very
notable increase, instead of a decline - something like 37 per cent. It is high-

ly probable, however, that this result is altogether too high, becausé certain
heavy exports greatly overweight the remainder by this method and the likelihcod is
that the real relative volume of this year's and last year's exports lies somewhere
in between. That is to say, somewhere around parity or a little above.

This result compares favorably with the computations of the Federal Re-
serve Board, which finds an increase in the relative volume of 29 important articles
for the present year of about 4 per cent. These 29 articles represent about one-
half of the total exports in value. The 161 articles noted above, for which we
took averages, represents very cleosely three-quarters.

In the same way an estimate as to a number of important divisions for which
quantities were available, including breadstuffs, cotton, cotton cloths, and a
selected number of steel products, indicated an increase for the present year in
relative volume of about 5 per cent. over last year. The total valué of these
products was about one-quarter of the total exports.

In the same way Mr. Austin, formerly the head of the Statistical Bureau
of the United States, made an estimate for the first seven months, which seemed to
show a gain in relative volume of about 2 per cent, for this year.

The general similarity of these results, reached by quite different methods,
strongly suggests that they approximate the fact. In the face of all the innumer-
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able stuff that has been written about the "colessal decline of our export trade,"
it seems somewhat hardy to suggest that there has been me decline whatever rela-
tively, but this seems at least somewhere near the unescapable conclusion from any
kind of calculation that has been made. It is well known that at least certain
of our chief products have gone abroad this year in very heavy volume and some of
them, like wheat, in record volume, so that, while out of the 161 articles for which
quantities are reported, nearly three-fourths show a decline, the importance of
the remainder was so great as largely to counterbalance this result.

Finally, this conclusion is strongly enforced by the actual figures of
tonnage entered and cleared, in foreign trade. Contrary to almost universal be-
lief, for the first seven months these compared as follows:

(7 moé.)

1920 19 2 1
American Foreign Total American Foreign Total
16,105,000 16,185,000 32,290,000 17,421,000 17,807,000 35,229,000

Increage over 1920 .eseeees 9.2 per cent.

We have next to inquire as to what is the relative importance of our
exports to the total national product; and here again we obtain a result greatly
at variance with a great deal of popular writing and speaking.

Studies made by this department last year show that this relative import-
ance of our foreign trade had been steadily declining throughout the period under
view (about 40 years) down to about 1909; and that from that year it made an about-
face, and this trade has been steadily rising in relative importance since.

Mr. Gilbert King made a very careful study for us and came to the conclusion
that for 1919 our exports represented in value something around 9 per cent. of the
total physical product of the country, of all kinds. This is probably an out-
side figure. The reality may be somewhat below this, because there are huge numbers
of things produced in the United States, of which practically none is exported. A
notable example is the total printing bill for the country, which runs far over a
billion dollars.

Next, the studies of national production made by-this department indi-
cate that the total for 1920 was only about 5 per cent. above that of 1919, so
that the proportion of the whole which went abroad remained about the same. But
for the present year, there has been, in most fields, a very notable decline in
this national product, not less than 20 to 25 per cent. in manufac#uring, and includ-
ing farm products and transportation, not less than 15 per cent.; probably much more.

We come then to the most unexpected conclusion that

the proportion of our national product which has heen
exported this year has ppobably been the largest in
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This conclueion should suggest a large measure of caution in contending that
the supposed decline in our foreign trade has been largely or in any way responsible
for the present depression and unemployment. Indeed this caution is suggested by
the most elementary consideration. Our largest single item of export now is wheat
and flour. For the present year these exports have been in record volume, and
double those of last year; and the totel wheat crop this year has been below the
average. In the face of this, the price of wheat has had a headlong fall end is
now, end hes been for the most of the present year, ebout helf the average price of
the same period last year. And the same is true of corn, another important item of

expert, though the corn exports this year have been eight times the exports of last
year.

Pigitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis B L]




RPER CENT.

400 -

300 _ .

EXPORT VALUES | e
3'0. °
" Srege s’

2 e

L]

200

¢ e, VOLUME of

Y4 N [EXPORT i
.o',o N\RR.B o,

X VOLUME OF ‘o - “‘-—.-J;-—
EXPORT

Shipping Boardv |

1913 1914 1915 1916 1917 1918 1919 1920 1921

scal Years

Per cent of United States export values and two estimates of export volume
above 1913, Shipping Board volume is based on tonnage figures, That of
Federal Reserve Bank of New York is the reported value divided by wholesale
price index
Digitized for FRASER

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



o
! MISC,3.1-90M-1-20

- s— - i

FEDERAL RESERVE BANK
OF NEW YORK

o DATE- ,M—
OFFICE CORRESPONDENCE
TO- Governor m e SUBJECT :— wmm — —
FRO, Mr. s@! : A1

¢

The problem of estimating the relative value of our foreign trade, and
especially exporis, présents curious difficulties. So long as the variations in
prices are not great, and likewise the character of the articles of foreign trade
does not vary widely, this relative value is represented with a fair degree of
approximation by the actusl figures as reported by the Department of Commerce.

As reported by the Department of Commerce our experts for the first eight
months of the present calendar year compared with the two previous years as follows:

Eight Months - 9 1920 1921
$5,151,347,542 $5,369,349,400  $3,143,553,402

Judging from the reported values alone one would infer that the actual
export trade in relative value or quantities was about the same for the first eight
months of 1919 and 1920 and that this trade had suffered a fall %ef about 40 per
cent, in the préseat year. As a matter of fact there was so wide a wvariation in
prices that thesé figures have little representative value. Index figures as to
export prices have been prepared, but in general they do not differ widely from the
average of all prices as tabulated by the Bureau of Labor, and for the present
purpose it is quite possible that the average of all prices is the more reliable.
For the first eight months efthnothrnyuﬂ the average of the Bureau of Labor
index has compared as follows:

Eight Neuths - 1819 1920 192l
208 258 157

It will be seen from this that the average of wholesale prices in 1920 was
about 25 per cent. above 1919, and if this was true for the average value of all the
exports, then the aciual volume or relative value of the exports for 1930 was about
20 per cent. below 1919.

In the same way the average of prices for the present year has been about
40 per cent. below the corresponding period of a year agoe, which is just about the
same decline as in the reported values of our experts. This would suggest that
the actual volume and relative value of the exports this year were approximately the
same as last, that is, that there has been no real decline.

Utilizing this method, the relative values of our oxport: for the three
years would then compare as follows:

Eight Months 919 1920 92
$2,476,622,380  $2,081,143,170 $2,002,263,310

That this method does possess a fakr degree of reliability is evidenced
by a comparison of the results so obtained with estimates made by an entirely dif-
ferent method. For the years 1914 and 1918 the United States Shipping Board made
an elaborate calculation as to the actual quantities or tonnage and the relative
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values involved. Utilizing the figures so obtained the Harvard Bureau of ELconomie Re-
search attempted a similar estimate for other years from the quantities of such
exports as were reported by the Department of Commerce.

in the same way an estimate as to a nmwsber of important divisions for whish
quantities were available, including breadstuffs, cotton, cotton cloths, and a
selected number of steel products, indicated an increase for the present year in
relative volume of about 5 per cent. over last year. The total valué of these
products was about one-quarter of the total exports.

In the same way lir. Austin, formerly the head of the Statistieal Buresu
of the United States, made an estimate for the first seven months, which seemed to
show & gain in relative volume of about 2 per cent. for this year.

The geueral similarity of these results, reached by quite different methods,
strongly suggests that they approximate the fact. In the face of all the innuser-

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis - 5 2o n gl



MISC.3.1-80M-1-20

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pate—Ogd, 8, 1921,

TO

FRC

e SUBJECT : -

able stuff that has been writiten about the "colessal decline of our export trade,”
it seems somewhat hardy to suggest that there has been no decline whatever rela-
tively, bui this seems at least somewhere near the unescapable conclusion from any
kind of calculation that has been made. It is well known that at least certain
of our chief products have gone abroad this year in very heavy volume and some of
them, like wheait, in record velume, so that, while out of the 161 articles for which
quantities are reported, nearly three-fourths shov a decline the importance of
the remainder was so great as largely to counterbalance this' result.

Finally, this conclusion is strongly emforced by the actual figurss of
tonnage entered and cleared, in foreign trade. Contrary te almost universal be-
lief, for the first seven months these coupared as follows:

16,105,000 16,185,000 32,290,000 17,421,000 17,807,000 35,229,000

Increase ever 1520 ........ 9.2 per cent.

We have next to inquire as to what is the relative importance of our
exports to the tobal national product; and here again we obtain a result greatly
at variance with a great deal of popular writing and speaking.

Studies made by this department last year show that this relative import-
ance of our foreign trade had been steadily declining throughout the period under
view (about 40 years) down to about 1909; and that from that year it made an about-
face, and this irade has been steadily rising in relative importance since.

Mr. Gilbert King made a very careful study for us and came to the conclusion
that for 1919 our exporis represented in value something around 9 per cent. of the
total physical product of the coumtry, of all kiuds. This is probably an out-
side figure. The rsality may be somewhat below this, because there are huge numbers
of things produced in the United States, of which practically none is exported. A
notable example is the total printing bill for the country, which runs far over a
billion dollars.

Next, the studies of natiomal production made by this department indi-
cate that the total for 1920 was only about 5 per cent. above that of 1919, so
that the propertion of the whole which went abroad remained about the same. Bub
for the present year, there has been, in most fields, a very notable decline in
this national product, not less than 20 to 25 per cemt. in manufacturing, and includ-
ing farm products and transportation, not less tham 15 per cent.; probably much more.

We come then to the most unexpected ionelusm that
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To____ Governor Strong SussecT:___Vanderlip Plan
FroM______ Mp, Carl Snyder :

When the Vanderlip plan was cabled, I gave instructions’ that

everything printed about it should be sent to you. This last in the

Times is the latest I know of.
Ve are sending up town for a Chicago paper with a full account

of the MoKenna spesgh.
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I attach herswith an almost sensational statement of the handling
of the Silesian question by the League of Nations, and the disastrous fall
of the mark which attended it, which appears in the Economist for October 22,
This is from the pen of lr. Robert Crozisr Long, to whom I was given a let-
ter by Hartley Withers, with the recommendation that I surely see him, He
is a very keen, cool, practical sort of person, extremely well informed,
and I should say of very good judgment, thoroughly English and not German in
his point of view, 1If he can write in this fashion on the question, it
must have been pretty bad.

If this is a sample of the League of Nations' work, does it not make

us pauss?
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rrow_ . Mre Carl Snyder . Reparation Paymente (J. A.L.)
\ (1) The calculations and estimates made in this report ere based
AL upon the position of the mark at the beginning of October, & part even

earlier still, when the paper mark was around 14 or 15 to the gold mark,

3 Vith the mark at .35 today the depreciation from October 1 is more
than 60 per cent. and brings the mark to less than 70 to the dollar.

(2) This knocks any calculations as te the probable deficits under
the proposed budget galley-west., It means, also, that the whole Wirth schems
of taxation is, as Mr. Long put it in his Economist article, "as dead as the
Erzberger plan,"” unless, of course, there should be a viclent recovery in the
value of the mark, of which at the present time there seems very slight pros=-
pect,

(3) We have tried te check up some of Mr, L.'s calculations, es=-
pecislly as regards the tmlance of imports and exports. They do not seem to
me of very much velue, for = simple reasen, Germany has been kept alive
in very considerable part in the last year by an enommous tide of tourist
travel and tourist purchases, and probably, also, & very large borderland trade
all around its periphery. As this is mostly smell stuff that can be carried
in hand bags or trunks, it has slmost entirely eluded inclusion as exports.

(4) Then there is the "hole in the West," about which Germany has
complained bitterly, toth as regerds the inpour of a huge quantity of arti-
cles of every description, to be sold to the "schisbers," or profiteers; and,
on the other hand, a very considerable volume of exports. I gained the im-
pression in Germany that no kind of foreign trade figures were really of very
much velue now, snd an attempt to caleulate the supposed "adverse balance" is,
I think, hopeless,

_ (5) It is true that the outside holdings of marks have considerably
increased in the last year. And possibly, also, German merchants have been
able to obtain considersble credits sbroad. It is further a characteristic,
I think, of a country under inflation, with rising prices, that its imports
almost always exceed its exportsa.

(6) Germeny's exports before the war were running around 2% bil-
lions of our money. A rough estimete has been made that they are about one-
third this in relative quantity now. This, at prices in gold roughly 50 per
cent, higher than in 1913, would mean something like a billion and a quarter.

7& Mr. L,'s estimate amounts to about a billion, end is possibly rather low,
The CGovernment's revised estimates as of last week are shown in the attached
Associated Press cable. You will note that they are considerably higher than
those in Mr, L.'s memorandum, and even these are out of date in a week.

(8) All of this shows very vividly what Prof. Bonn said in a con=
versation last July in Berlin, that the primary essentiel, the sins qua non
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of any solution, was the stabilization of the mark; that until this was ac-
complished it was impossible to estimate budgets, tax receipts, export duties,
foreign trade beslances, er anything that goes into the fixing of payments.

. All this seems A, B, C, and as plein as a pikestaff, But it does not seem
to have gotten through the heads of either the Berlin Government, or of the
Reparatiens Commission, or of any of the people concerned,with the exception
of a few people like Keynes, Bonn, Lord D'Aberncn, end Professor Cassel.

Therefore, it looks as though there was nothing to prevent the
realization of Keynes' prediction of a default and a total collapse of German
finance next springs Only it seems as though it might be coming before that.

I had a very strong feeling last summer when I was in Berlin that
ome definite steps toward stabilization would be teken; but the great dif-
ficulty appears to be that the Wirth Government, in underteking to make the
reparations payments, had bitten off more than it could chew. Their idea
wes, I think, that if they made one herocic effort to meet their promises
they would then be able to make terms with the Allies. No one could very
clearly see the subsequent catastrophé. But what has happened makea doubly
certain that Mr. L.'s conclusions were eminently correct.
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If the selling of marks has been wholly from the outside, then
practically nothing that the German Govermment could do directly would have
saved the situation or will help it now,

I should add that my informant is a German of 26 years' banking
experience in London, and now two years here in New York. I was very much
gtruck with the fact that when I talked with him about the general situetion
six weeke or so ago he seemed to be in a fairly optimistic mood, while now
he regards the situation as very dark and feels that unless something can be
done & violent uprising or even a revolution might result. He feels that
the manufacturers cannot go on under the present conditions, and that if they
should shut their factories it would precipitate a worker revolution. Yet,
he is not in the least of the 2larmist type.
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I have just been able to obtain from one of the participants a
confidential account of how the money for the German reparations payments,
due last August 30, was cbtained,.

The emount to be paid was one thousand million gold marks, or
epproximately $243,000,000. Of this the Reichsbank had been able to acw
cumulate in exchange, up tc the end of July, only to the amount of about
$60,000,000, leaving something like $185,000,000 to be raised. This was
done through loans in various centres. Something like $20,000,000 was
obtained here, the five participating firms being the Equitable Trust,
Speyer, Boissevain, Hellgarten, and Goldman, Sachs. Part of the security
was the Reichsbank's silver, '

Another loan for about k5,000,000 was obtained in London from
four or five participating parties; the same way with a loan for about
40,000,000 Swiss francs in Switzerland, or about $8,000,000; another loan
made by Mendelssohn & Son through Dr. Mennrheim, in Hollend. This with
what additional exchange the Reichsbank was able to accumulate up to the
end of August, made up to about $65,000,000, requiring the balance of about
$125,000,000 of the Reichsbank's gold, Some of this gold, by the way, is
still being received.

These lecans were of short date, running from August 15 to the
firet of October, On the first of October the Reichsbank had been able to
accumulate only a very small amount of exchange and had to ask for an ex=-
tension of most of the loans for enother six weeks. In these six weeks
they have been able to secure enough so that the American loans, at least,
will be pgid off on the 8th. It is of interest to note that even the large
Paris banks were sounded, end that they said they would be glad te parti=-
cipate except for the political difficulty that lay in the fact that prac-
tically all of these payments was to go tc Belgium and England, and almost
nene to France, but that on the next payments they would be in a receptive
meode

It was also stated definitely that the Reichsbank, which means the
German Government, had not been selling marks below 80, which is a point
of extreme interest,

The security for these loans,outside of thé Reichsbank's silver,
was Reichsbank notes, kept good to within 10 per cent. of exchange value,
This means that the increase in the Reichsbank's circulation has nct gone
into the open market, but has simply been used to increase the security re-
quired on these loans. Apparently, from my informant, the“collapse of the
mark has not been due to foreign selling by the German Government,.
If this be true, it seems to me that it. renders the situation far more dif=-
ficult than it has otherwise scemed,
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to._____ Governmor Strong sussect. Res Prof, Cassel's memorandum on_
ol Mr. Carl Snyder the world's monetary problems., E

Interested in your impression that Cassel's paper was "a bit rambling,”
and offered "no possible way of accomplishing the impossible,” I read it over
again carefully last night; and I confess I did not get this impression, then or
before.

So fer from that, I am very strongly of the feeling that,unless the
general principles laid down in his paper are specifically recognized and acted
upon, things will go on in the same helter-gkelter way for at least the next five
years as they have been going since the Armistice. For example:

(1) Is it not clear that, as he says, the effect of abandoning the gold (LJVI W
standard by the big commercial countries of Europe, and the dumping of a large &") o
quantity of gold into the United States had as an inevitable effect a great rise | o
of prices here and a corresponding decline in the value of gold?! And was not onexé““Li
effect of this to compel a corresponding emount of peper issue in countries like nﬁm j

- [

England and France, to meet and handle the rise in international prices compelled }5 v

. by the riaq of a great n bor of he; orts grom the Unit d States? ﬂﬁ7&!‘
ZLQ/' e (2) T s N hﬁé a very violent and unprecedentad defia

the reault as he says, to carry the prices of commodities, and especially the
large 'holasale commodities, to a point below the cost of preduction. This must
imply one of two things, does it not? Either e radical deorqise in vagea or else
‘a marked rebound in prices? . ﬂhi/bn S Bl 2 Nodna oS

(3) Pfgf. Cassel feels that the effect of heavy gold imports into this
country will be another rise in prices with another drop in the value of gold.
But he does not see, as I think is almost certein, that such a rise will bring a
corresponding rise in England and other countries. And this rise will be sup-
ported by the heavy volume of currency and bank loans still ocutstanding in thosge
countries; for in these countries there has been little actual deflgﬁ}gpgyi.e.,
reduction of currency and bark loana. 9frd ot

(4) In other words, I cannot get rid of the idea that the whole wide
world ies in for another very heavy rise in prices--if you please, snother inflation=
ist boom which will be fought by the usual methods at too late a date, and that
these methode will therefore bring another collapse. You know, for examplse, that
to expand their bank loens in England the English banks have merely to take exchequer 7
bills and convert them into Bank of England notes, so as to produce the required v
*  amount of “cash."

(5) As to the rest of Prof. Cassel's suggestions as regards foreign ex-
changes, the imposeibility of Germany's meeting the payments, etc., I imagine we
are fairly in accord, >

(6) Now; his propossl is that a committee of experts shall be appointed
to study the questions involved and make recommendations to their several govermnments.
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Does not this seem the only possible way out? Politicians are a blundering,
stupid lot, and bankers, especially the 0ld World bankers, ars apt to be pretity

. got in their ideas. Is not the only possible way for men of vision and vigor
and understanding, like yourself and Governor Norman, and Lord d'Abernon, and
Sir Charles Addis, to match up their minds with practical economists of real un-
derstanding like Cassel and Keynes and Bonn and Gide, with the addition of a few
keen minds like Hoover and Paul Warburg and one or two others over hers?

The Cunliffe Committee represented a fine body of the 0ld School, whose
whole life training had been under the influence of what you might call the
gtandard English policy. 1In their way they could no mors get out from under its
influence than the Bullion Committee of a hundred years ago. I can't help the
fesling that the Bullion Committee Report gave England ten years of needless hard=-
ships. Are we going to repeat the same operation now, aand pull the United States
and the whole rest of the world along with it? I believe it would be a mistake,
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I do not find that any of the men mentionsd yesterday were members
of the Brussels Confersnce except Mr, Vissering., The delegates from this
country were:

. (t‘ufx Yo, ) Nr. Boyden
Mr. Keith McLeod
Colonel R, H. Hess

Pais
From England: / el
\ iy
Lord Chalmers - LmUad&,
Lord Cullen \ YY)
Mr, Henry Bell ) M
From France: - }/ﬁmkﬂ;
ot s
M, -de Fleuriau ounlli' i/ 14,
M, Avenol ="

M., P, Cheysson
Neither Cassel nor Gide were members but merely sent memoranda.

Very roughly, what I had in mind was a conference of men of real
understanding and influence in their several countries, to be made up of,
say, the heads of the six principal central banks, including yourself; six
eminent privats bankers, six of the most prominent financial economists, and
six men as near to statesmen, -with a knowledge of the financial field, as
could be found, as for example:

' Financiers of Poli=-

Heads of Type of Private Banker Economists Like tical Standing Like
Bank of England Sir Charles Addis Keynes Lord d'Abernon
Bank of France Max Warburg, or Gide of France Ex-Secretary Houston,
Reichsgbank Paul Warburg Bonn of Germany etc.
Bank of Italy Cassel of Sweden Hoover
Bank of Japan Schumpeter of Vienna
Federal Reserve Prof, Anton Van Gijn

Bank of New York
Possibly the list might include the heads of all the principal
eentral banks and representatives be asked from several other countries,
But in general the larger a conference is the more unwieldy it becomes.
= :

Of course it was very easy at the time for the differeat governments,
as Hartley Withers says, to acquiesce unctuously in the recommendations of
the Brussels Confersnce and go their way. But if a new conference were -
called, especially to meet in this country, whence they are anxious to securs
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To———Gpanr—sjmg . supsecT:.  Financial Confsersncs
o Mr, Cerl Snyder -2 r Te

large loans, do you not think, if the list was made up of men of high position
and real influence and understanding, it would be different?

Even in twelve or fourteen months the ‘temper of the people, and
thersfore of governments, has considerably changed; and may change much fure
ther in the next few months.

O MW/,L_, M%uj/\»w
p/fm/%;uj Jd L n ke,
o) bl 4~ Solalh e e
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To— - Governor Strong sussect._Artiecle by Prof, QBOM$§
Fres  Mry Carl Snyder RV -

You may be interested in reading this brief paper by
Stats Bhlns Hiton By Ked Jous sonbince) T oii3 BEaEA) Akt ke
was an exchange professor at Columbia, and has been sort of un-
official economic adviser te the new German Government. He was
being urged strongly, when I was there, as Ambassador to this
country, He has an extremely keen mind, I think is very sound;
he has few illusions, and his idea is at least very original.
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‘November 16, 1921

Mr, Carl Snyder

S50 far as 1 can see, the mttkis about this viu:
e \ A

' The only reasen that the Federal reserve notes dm back to the
Federal reserve banks is that they are not needed in the course of business
end are paid into the banks and by those banks paid in to the Federal Re=
serve in reduction of rediscownts. It is very difficult to estimate :
what has been the reduction in the average of all prices, .&ﬁ»iﬁ} is|evi
dontly far logss than the lowering in wholesale commodity prices.- Acsbapo’
the best clue would be to take the average of retail food priees, or, bet-
ter still, the average of the estimeted cost of living., From the average
of last year toc {he average of the present year, retail food has declined
about 25 per ceat. The estimated cost of living, as computed by the
National Industrial Counfersnce Board, has doclined about 15 per cent.

The estimated amount of curremcy in eirculation in the United
States is between four and five billions. It cannaot be accurately estimated
beeause of the inability to estimate the losses and hoarding. If we put
it at around four and a half billions, then the decline of a billien of -
Federal réserve notes represents a decrsuse of about 20 per cent. in the
total. Consldering that these are very rough estimates, I think they may
b9 said to agrse fairly well, end adequately count for the decrease in notes.
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to——_ Governor Strong - sussect:—The Value of ths Paper Pound
From— - MI's Carl Snyder L

Does not most of the difference of view regarding the practicability
of stabilizing exchange now turn around one thing?! That is, a lurking hope
or belief that somehow or other the paper pound, now worth, say, 16 shillings,
will work back to parity in some other way than the one way that the thing
can’' ever happen,

The paper pound is now worth about 16 shillings, not merely in
gold but in goods. If you could tomorrow put the pound to parity it would
drain England of every dollar of gold =available and ruin its trade in the
bargain., Why?

Simply because it would increase the value of British, geods to the
foreigner by 25 per cent, and decrease the value of foreign ¢ the
Britisher by a corresponding amount. The result would be a heavy increase
of imports, e heavy fall of exporis, snd a corresponding outflow of gold,

This is the simple fact that all the talk about balanced budgets
and the like simply ignores,

The value of the paper pound is not a theery. It is a very
present fact, It is the fluctuations alone which are influenced by the
pressure of bills, not the intrinsic worth.

In the last two years this inirinsic value has been, apparently,
very close to about $3,72 in our money. In the last few months the gen=
eral level of English prices has been falling, while ours has been station-
ary. As a result, the value of the paper pound, measured in gold, has
been rising a little. This, with 1light bill pressure, makes possible a
price of $4.0C. Nothing elge.

If this is the fact, and so I believe it, if a syndicate would
agree tc sell paper pounds freely at $3,70, I can see no reasonable doubt
that gold would flow to England.

Suppose, for example, that the syndicate would agree to sell
pounds for §3.00. That would make British goods 25 per cent. cheaper and
all exporte 25 per cent. dearer to them. Hardly anyone would question that,
at this price, gold would come to England. ;

I believe it would be equally true at $3.70.

Now. This gold would be paid to the seller of exchange, e.g., the
Bank of Englands It would not go into circulation, It would not be ex-
changeable for paper pounds at 20 shillings to the sovereign. It would not
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go into the banks. It would not be the basis for the expansion of bank
eredits,

It would be, to all intents, immobilized or impounded, exactly as
the 140 million pounds of gold in the Bank of England are now.

And if this rate were fixed and the bill pressure swung around the
other way, this gold would flow out simply because more bills would be sold
by them than were offered, exactly as under normal conditions. All this
is not theory, it is simple fact. It is pure theory, or conjecture as to
what the British Government might later do to valorize or devaluate the
peund, What the Bank of England or & syndicate would do would be simply
to average the price now made by the current demands of business; nothing
more, ]

A single dealer in New York, with unlimited funds, could do ex-
actly the same.

A hundred years ago, misunderstending or blind adherence to a mis-
taken theory cost England ten years of stagnation and hard times. If we
are te¢ learn nothing from history, of what good is economics?
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To____ Governor Sirong : SUBJECT:
From_lir, Carl Snyder

DATE___ November 21, 192 1

‘There is a very interesting article in the current number of the
new “Economiea,” on the working of the gold exchange standard in Fngland, and

just why it broke down, You know Addis was on this committee.

e f—F ﬁﬁrfmﬁwkz’
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OFFICE CORRESPONDENCE oate  lNovember 22, 1321
roGovernor Strong sussect. Keynes Book
FROM._ Mr, Carl Snyder

Very sorry indeed to know that you are under the weather.

I'd 1like you to know that my remedy, the new serum treatment,
seamed to work very handsomely for a third time. I had a severe bronchitis
while you were away and was in bed most of a week; and it seems to have pulled
me qut very nicely. ;

If you are feeling well enough to take notice, I thought you might
'be amused at a few paragraphs in Keynes' book, about how strongly the gold
.exchange idea for India was opposed by the very ablest bankers of Londen.

Even as here and now!

The charts on foreign exchange are ready. It took a long search
to get some of the material, for as you know a number of these exchanges
were not quoted in New York until the last year or two.

Is there anything I could get you or do for you!?

| % Ko drwr (/m é(x;dc.d k ( .ﬁuf* ) /fé‘f ¢ f?i((-wéié;ﬁ Tu?
Omutred T /7?7"?‘? e br K Lechn 2o 7
/y(lflé,( i’z“(%fiﬁ 7 @Q(‘; J ) f?s"‘a}cf&:f’ ﬂ;
Imalfe) 4 pracl aga wol~ zf,““"
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DATE__Nm.ﬂr_zz_,_lm_
OFFICE CORRESPONDENCE
S Governor Strong sussecr. otreet Loans and Country
;. . Mre Carl Snyder : Balances

Is not the relation of sensitiveness in the reports of the strset
loans snd your reports just the other way around? When conditions are
= : sound a sirong bond market gemerally, almest invariably, precedes an upward
move of the stock market, The street loans include loans on bonds taken
over by the dealers while, as I understand it, your reports do not., The (
amount of bonds sold in the Stock Exchange, of course, is small as compared .
with the total of sales through dealers, etecs It may happen then that the
dealers make large purchases and finance them with the loaning banks, and
thease will appear in the sireet loans long before there is any indication
of an increase in your reports, which deal principally only with stocks.
Moreover, in times of very great dullness many of the large
brokerage houses are unable to utilize all their funds and their accounts
may have a very considerable rise befors their oloans bsegin to make any dif-
ference in‘your reports.
Moreover, the return of country bank money to New York and the rise
of their balances is one‘of“the surest signs that the stress is over and that
healthy liquidation is proceeding. It seems to me, therefore, that these
two items, street loans and balances, are likely to be much more sensitive

than the other.
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Sir Charles Addis' address is essentially the same as what he
was saying here, and saying very well. I think it {llustrates very well
my favorits idea that reason counts for very little in economics, as any-
where else--that our economic idems are simply emotional reaction from
traditions and surroundings.

This is a pretty notubio example, bacause Sir Charles is a great
personal friend of Keynes, and spoke of him when he was here with the high-
est adniration, His argument is very largely directed against Keynes'
position,

More than a’(hmdrnd years ago Ricardo wrote to the effect that:
/ Joéhry henece it will searcsly be believed

that directors of the Bank of England would appear be-

fore Parl:lmt to avow their belief that an unrestricted

issue of bank mnotes not backed by an adequate amount of

bullion would have no effect upon prices.”

Searesly any banker would go quite thils far now, but it is essen-
tially the base of the banker's position as regards exchange. They cannot
ascribe the prineipal cause of depreciation to the issue of an excess of
bank notes; but I think we have the clearest evidence that this is exactly
the case,

3ir Charles has his little fling at "claustral" economics, but I
have very much the idea that,if the advice and ideas ¢f the"claustral”
economists had been followed, Fngland would not be in the very serious sit-
uation I believe she is in now, and where I believe she will continue to
flounder for the next sight or ten years if the ideas of Sir Charles con-

‘tinue to be followed.

But my feeling is that there is more light and more statistics in
the world now, and that Keynes was right when he told us last that it
would take England about a year and a half or two years of her , muddling
to work her way through to a clear perception of what was the trouble, smd
that then they would not, of course, do such a thing as "devaluate” or re-
valuate. They would call it pegging. It will be interesting to see if he
is ﬂ@to
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November 25, 1921

Governor Strong "The Budget"”

Mr, Carl Snyder

I was awaiting your return to talk to you about this. It is very
difficult to compare the cost of such @ publication, printed on news stock
and presumably on 3 rotary press, with our Monthly Review, which is on &
much better grade of poper and 1;ory careofuily printed. It is very easy to
get an exact estimate from as many sources as desired, if the Gmi.ftoo -111
furnish the specifications. Our Review is now being done by the Publishers'
Printing Company, asnd I have had a good dsal of exparience ivith them in pre-
viows years, and have found tham a very agreeable and desirable fim teo do
business with.

My suggestion would be, if you wish %o go further in obtaining °
estimates, that the Comittee get in toueh with Mr, Cantsz, of the Publishers'
Printing Company, ;and give him na close an idea as posaible of juat what is
wanted; and T am sure the figure he would give ﬁtx would be a very reassonable
one and approximately that which you could get frqm any other reputable printe-
ing house. : : o _

| The estinates for editoriel cost, ete., are quite separate from thiu,
and would pretty much depend on the class of matter and the amount of eriginal
work that would be invelved, >

Qur agreement with the Publishers' Printing Co:zipany attached.
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To_  Governor Sitrong SUBJECT:
Bhebm_lr, Snyder

Jt

I gave Prof. Fisher a note of introduction to Hartley Withers and
g
to Kiddy, and I think he pretty well knows most of the rest.
I imagine the last paragraph of this note was just a general request

tc his correspondents, snd does not call for any reply.

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



MIBC.E.1-200M 820 . ‘ I

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE e g

K N : . l"[
tTo____ Govermor Stromg b M_ I'.'
Pre — Mr, Cerl Snyder -7 ey BILTEE - 'i

This bill was under discussion last Friday by the group, which in-
cludes Prof, Mitchell and the rest of us. It was agreed that sowe of the i ]
‘phraging needed a little modification, as obviously the United States Govern=- S
ment could searcely go into the husiness of predicting paniecs or notifying
the public when one was due, especielly pgs no one has yet had the brains to
do this anyway.

The main object to be achieved, apparently, is thal of taking it
out of the hands of the Senate Committee on Printing, to be able to suppress
the publication of business reports of the Department of Commerce, if it should
heppen to have a great fit of economy. For the rest, it was agreed that the
/ idea was fairly harmless snd might be very cordially conmended.

In point of fact, it is very doubtful if any Covernment official
could very sericusly retard the flow from the pork barrel, once:such a flow
has been autherized by Congress.

I believe I am one of the original proponen‘bs of this general scheme,
but I have never felt that the Government was eny likely agent for its ex-
ploitation-~rather the railroads and big corporations; and this latter is a
matter for economic education.

And this latten I think it is clear, is coming rather rapidly.

8
S -
o
e
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(Copy of Senate Bill 2749, introduced in the Senate Fovember 16, 1921, by Mr.
. myon and referred to the Committee on Education and Iabor.)

A BILL

To prepare for future cyclical periods of depression 2nd unemployment by systems of
public works. .

Whereas a sound economic policy requires that a larger percentage of the public
works and projects of the United States be undertaken and prosecuted during a
period of major industrial depression and unemployment, when labor and capital
are not fully employed in private industry, that a smaller percentage of such
works and projects should be undertaken and prosecuted during a period when

. private industry is active and competing for the same men and material with
resulting business strain and overextension, and that the prosecution of such
works and projects should be utilized as a stabilizing force during a period of
over-expansion as well as during a period of depression. It is the purpose of
this Act to grant the authority necessary to carry out this policy: Therefore

Be it enacted by the Senate and House of Renresentatives of the United States
of America in Congress assembled, That the head of each executive department is
authorized to prepare and to periodically revise the necessary plans for all publiec
works and projects within his jurisdiction concérning which a report has been re-
quested by Congress or a committee thereof under the provisions of existing law, and
to make the surveys and to prepare the enginecering plans necessary for proposed
public works and projects, in order that the work may be commenced immediately and
properly prosecuted when an appropriation becomes available therefor.

Sec. 2. (a) That the Secretary of Commerce shall prepare and publish monthly
reports as a supplement to the Current Survey of Business of the Bureau of the
Census, or otherwise, concerning the trend of business conditions, the approach of
periods of business strain and overextension, or of periods of business depression,
in order that the President, the heads of the executive departments, the Congress,
the governors of the respective States, the mayors of cities, and persons engaged .
in private industrial entorprlscs may properly prevare for and plan against such
periods.

(b) The Sceretary of Commecrce shéiiNtransmit, with his rccommendations, copies
of such report to the President, the heads of départments, and to the Congress.

(c) The Secretary of Commcrcc shall utilize the available statistics collected
or compiled by any department, burcau, office, or f&gency of the Federal Govcrnment
or of a State, or by an inductricl, banking, labor, or other association, and he is
authorized to obtair such additional ‘facts and statistics as may be necessary to
carry out the provisions of thiz ssction.
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2
d Sec. 3. That the head of each executive department is authorized, upon the
advice of the President, to postpone the date of the commencement or retard the
prosecution of such portions of the public works and projects within his juris-
diction as may be necessary, in order to prepare for and to prevent a further rise
in the cyclical wave of industrial expansion and resulting business strain and
overextension and, within the appropriations therefor, to enter upon a maximum
program of public works, and projects as a preparation for and in order to counter-
act an impending period of industrial depression and unemployment. Where a time
limit has been specifically provided within which any such work or project, or any
part thereof, is to be commenced or completed, this section shall not be construed
to extend or remove such limit. X

-——0—-‘
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FroM: — Mr. Snyder - o
£ U“e ¢ Wf&J}fﬁ/{E u&K/[ ,ff?‘ %
@;’0«(}3" ﬁ’}w ‘fﬁ- K s

0}])1 I had lunch wi.th Prof. Davenport yesterday, and he wishes me to

gsay that he sent you his addreess on "The Post-War Outlock,” delivered at
The American Economic.Association last December, as a kind of reply to your
letter and enclosure of the testimony at the Agricultural Inquiry; and as
expressing a little bit of his idea about it., He says that he would be
very glad to come in and talk to yoﬁ about some of the questions raised,
when you are back, if you desire. But he does not want to embarrass you
by asking an interview, He is, as you know, & very stimulating and in-
teresting man, |
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE i Lo
T0 i - SUBJECT;_QQmﬁMmei—*
Ber N
Fro. Mr, Carl Snyder ) Depariment
( -

Yesterday afternoon Mr, Sailer gave us a very interesting talk,

and at the close he and Mr, Case and Mr, Hendricks got to "reminisecing" a bit,

This suggested that the Thursday-before-Christmas Confersnecs of the

department be thrown open to the bank generally, =nd that it be an 0ld Timers"

Experience Uessting, telling about the early days of the bank and its organiza-

tion., If this meets with your approval, we hope very much that you can be

e 28

prosent, ”d@“’-w 2ol Neee @ powr-pafu, , .

The 1little personal note that was struck yesterday seemed to go

wonderfully and suggested that this was a real way to promots community in-

terest in the bank,
Digitized for FRASER
http://fraser.stlouisfed.org/

of St. Louis




(t 'I - i . “_#e| a—n# ;?ﬁ 1-,U$ P’m‘ - » > I : I_' g}f’ A Lo B . . o
R : ] f .,
R maa.xqax.mﬂ}. o an&&namq g ;u-a A o LOIT Bl 1O hmacu w«mﬂh zna-

- _ =ru o, P s, el "“ : L
Ly h.m“: g bx.emrqg* % o il R., \

_Eyens Ly _;;H'-,Q’Qa £1 %?: Ao dbb:.om',r &5 pobe

e

w;;;k!...ﬁ‘ @Q qIIHﬂ “gfiong gpa‘-ﬁet,}\. qEie 0 &

Wﬁ’ o ioe pa"g. Swtasiyid) ® AN
"g

*{?" s ‘. ~j‘m .;zp:u # 15 aj,ni,ﬁmu}k-pﬂsaen,,pwnwe Qm:tal.wci q :pb i nld

: .

E‘ :uuq n';- ﬁ;ad’:mo ‘.m imq m.* ;_pne m:r; ;';;‘ ..zmqa.'n;;:ﬂ fas ;& “ndfwn&rng,, & p;“-

P .

1e§pn.qat?. El4aosy ﬂi.’ am r-a: Eu.rn e 3 B ;u:imﬁ#nﬁ ‘lj



Decanber 3. 1921

Governor Stroag and Mr, Jay Sugpestion Contest Score

7

Ur, Carl Snyder

Te are feeling rather proud of ourgelves. The score by departe
ments in the Suggestion Contest, the net net number of suggestions frem each

department, was, for the six highest, as follows:

Ceilection Depariment 154
Check Department 100
Cash Department 95
Securities Dcpu*ﬁﬂnt 81
Custody Department 71
Statisties Department 408

In this deparument every mamber contributed at least one suggestion,
and the youngest member, both in years and service, lMiss Rudd, was among the
six highest, each of whom contributed twenty or over, These were:

Stani ey a&m
Dre Burgess
ur, Bellah
ir, Sayder
liss Durnett
Miss Rudd
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“The frontiersman's attitude towards banking and ecredit,

from Prof, Rdward Channing's new "History of the United States,”

Vols. V, 1921, page 434:

"A reaction from this period (preceding 1829)
of agricultural and industrial expansion was inevitable,
but it must be said that both the going up and the com=-
ing down were greatly hastened by the actions of the
President. Jackson, himself, had never had anything
that could be remotely termed a business education. He
had a plantation and slaves, but his income for the most
part had been derived from offices that he had held and
especially in the later ysars from his position in the
amy. As a frontiersman, he regarded credit and banks
as something provided by nature and the government for
the benefit of the converter of new lands to the uses
of eivilization, '

"Thers is something fascinating in the ingen-
uousness of the frontiersman in these matters. He has
no objection whatever to the establishment of banks by
the State or by individuals and at once proceeds to bor-
row money, giving a mortgage on his crops and lands in
return. As the people come from the East, as the for-
est is cleared away and the ground brought under culti=-
vation, his property will double, treble, or quadruple
in value. To him it is worth not what he paid for it
or what he could sell it for at the moment, but what he
can obtain for it in eight or tem years' time, if every-
thing goes well. To him time is no object: in the
spring he plows and plants and through the summer and
into the early autumn watches the forces of nature bring-
ing the crops to fruition with a little hoeing or culti -
vating, now and then; and in the autumn he collects the
reward of his labor and of nature's work.

"As he joyfully ponders the affairs of his fam
or plantation, it appears certain that if he can clear
more land and employ more labor he will gain ever increas-
ing returns, It is at this point that he goes to a bank-
er to borrow monsy and finds the man of the counter pos-
sessed of a "horror of land,” for it is difficult ato
handle if taken on execution. Moreover the banker is
i1l appreciative of future land values. He will loan

~
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money only on a portion of the actual selling value of
the land at the moment., And then the banker will
sharply limit-the duration of his loan to three months
or possibly to six., Farm improvements mature slowly,
and when the time for payment comes the frontiersman
sees no reason for haste. The land is constantly ime
proving in value, and the bank, therefore, is perfect-
ly secure. The interest will go on, com or cotton
will be much higher in thirty days or in two or three
months; why not postpone the payment, therefore, espec-
ially as money is a little scarce at the moment, the de-
- mand for labor on the farm urgent, and travelling diffi-
cult? To the banker, the aspect of things is very dif-
ferent; his obligations must be met on the moment, and,
therefore, if the debtor cannot or does not pay what he
has promised, the only thing to do is to take the proper-
ty that was mortgaged as security and sell it for what
it will bring. There was thus a wide gulf between the
ideas of the famm and of the bank. Furthermore there
was little capital in newly settled regions that was not
already invested in land; the capital for new enterprises
necessarily came from the older settled parts of the
country. It seemed, therefore, as if a few capitalists,
living afar off, were consuming the fruits of the farmers'
labors,

"Jackson sets forth the frontier view in his
letters. He declared that banks are capitalistic insti-
tutions whose sole function is to make money, and capitale
ists united in corporations are devoid of ideals, In
short, according to him a bank is not a charitable insti-
tution as it should be, but one where profit is the sole
object even at the cost of oppression to the people,

"Somewhat similar ideas as to banks and bankers
were held by most people throughout the country, even in
the 01d Thirteen, To them thers was something obscure
in the workings of" financial concerns and the word "credit"
possessed little meaning., A banker or a bank opened an
office, issued notes in exchange for mortgages or other
collateral security, and demanded interest oftentimes at
a high rate, from twelve to twenty-five per cent. a year.
The borrower took the notes and immediately paid them out
to the government for more land or to a trader for more
stock or slaves, It seemed as if nothing had-been trans-
muted into something, lands, cattle, or labor; and the only
person to profit immediately was the banker, and thus he
who had contributed nothing tangible was the first person to
be rewarded."
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FEUERAL RESERVE BANK
OF NEW YORK

)FFICE CORRESPONDENCE Date_Jamery 10, . 1022

To lir, Snyder L SusJecT: Index of business conditions =
- published by the American Telephone
From__ . R, Burgess e S S e ____and Telegraph Company. .

The index of business conditions of the American Telephone and
. Telegraph Company is made up of the following items with the percentage

weights indicated:

Per cent.
Outside bank clearings deflated by the
price index of the Department of
Labor according to a formula making
allowance for the lag in the effect
OF Fri06 CHERZERY o'« ov oo toiamvonqomsioee s ans e opiis

Pig iron produotion.....ssscssesssscesssnosseespse b
Grossg - revernus per tom MIle. ¢ ssissdeessoeidscans LB
Number of business failures inverted...ecececeees. 10
O ODPOr. ProduciiBl. i o i v as s slanisio s s seie el alg uis ey 2
Dot ton eOMeMepl I0T 0 e s ilas sl sle ain.srwsierarsloroaleinee o/s U
Bl tuminous oeal produetion.. . ddsevesdesssnsannss 'O

Prices, Department of Labor indeX....:se-ecceesaee 10

These figures have never been published except in a confidential

report on business conditions,
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Mr. F. W, Foote,
Vice President, First National Bank,
Hattiesburg, Miss.
Dear Mr. Foote:
As Governor Strong is away, your letter regarding farm loans was
referred to this department. We have had considerable difficulty in getting

at the source of the statements made by ex-Governor Brough, in the newspaper

clipping which you sent. Apparently they had their origin in the testimony

Towa," in a hearing before the Joint Commission of Agricultural Inquiry last
summer, His testimony is given in Part I of the hearings, page 9 ff.
Therein he declared (page 11):

"0f the primary deposits in all the
banks of the United States, agriculture furnished
approximately 50 per cent., labor 20 per cent., and
other business 30 per cent.

Senator Capper: "Are those official
figures?

Mr. Brookhart: "No; those are estimated;
but I will sustain them with some official figures
that point quite strongly to this conclusion."

But no official figures were given. On page 18 he says:

"I figured that (the percentage) out with
Mr. Howard, the president of the Farm Bureau, just
before the war, and we estimated, after comsidering
everything, that it was above 50 per cent. that was
deposited by the farmers.,”

Again, on page 29, hé says:

"But let us assume that my claim is true
that 50 per cent. of the bank deposits are mgde by
farmers," etc. ‘

We have been able to obtain no evidence that there is any founda-
tion for these estimates in fact, any more than for Mr. Brookhart's further

" .
ol e e statement that (page 12) the farmers pay "56 per cent. of the freight rates,"

http://fraser.stlouisfed.org/
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etc., of the country.

So far from this, there is much to suggest that the proportion of
deposits in the banks of the United States furnished by agriculture is
relatively small.

For the Agricultural Inquiry last summer this bank made an elaborate
computation , which is summed up on page 653 of Part 13 of the Hearings, in
the part containing the testimony of Governor Strong. Analysis was made of
the capital, deposits and loams of about 9,500 banks included in the Federal
Reserve System, by counties, classifying the latter as agricultural, semi-

_agricultural and non-agricultural, The basis of this classification is

given on page 650, wherein it is stated that:

"Counties were classified as agricultural
when the value of their products according to data
obtained from the 1920 census reports, the Geological
survey, the Bureau of Soils, and all other available
sources was estimated to be not less than 80 per
cent. agricultural, as semi-agricultural when their
products were between 50 and 80 per cent, agricul-
tural, and as non-agricultural when their products
were less than 50 per cent. agricultural."

Combining the two first divisions of agricultural and semi-
agricultural, it is still shown that the percentage of capital and surplus
in these 9,500 banks in these counties was only 27 per éent. of the totel,
and the percentage of time and demand deposits in the banks of these
counties was only 25 per cent., of the total.

It is perfectly true that a large number of deposits from fammers
may be included in the banks in counties classed as non-agricultural; but,
on the other hand, it is likewise true that possibly one-half or even two-

thirds of the deposits in the banks classed as agriculturalgor semi-

agricultural were not from farmers but from merchants and others in the towns.
Balancing these two there is much reason to believe that the proportion of

deposits derived frem the farmers is much less than 25 per cent., rather
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than more.

This conclusion is borne out by several divergent considerations,
first of all, we now know approximately what is the total income of the
people who live on the farms, as compared with the total of the whole country.
This has recently been made the subject of an elaborate inquiry by the
National Bureau of Economic Research, an impartial organization of the high-
est standing, and under the direction of Prof. W, C. Mitchell. Their
estimate for the years of 1917, 1918 and 1919 is that the average income
derived from persons living on the farms was less than 20 per cent. of the
total income of the people of the United States. This included the cost

of the articles produced and consumed on the farms,

These estimates accord little with popular conceptions and customary

statemenés; but they are certainly the most careful that have ever been made
and their impartiality is above reproach, For the rest, it seems clear
that the wealth, production, and in general the importance of the farms have
been in recent years quite absurdly exaggerated. Farming today is only one
of our most important industries, and not more. )

The proof of this is very clear. We usually think of "the West"
and "the South" as comprising the great agricultural area, while the great
bulk of the ménufacturing‘is done in a narrow section of the Northaa;t.

Some figures regarding the latter are rather instructive. If we take the
area east of the Mississippi and north of the Ohio Rivers, we find th;t

this small Qection is but about 17 per cent., of the whole of the United
States, yet it contains nearly three-fifths of the poﬁulation, three-fifths
of the wealth, does three-fourths of the menufacturing, prodgces seven-eighths
of the coal and iron 6f the country, and has three-fifths of the total rail-

wy traffic, measured in ton miles,

All the rest of the country, known generally as the West and the

Federal Reserve Bank of St. Louis



As you know, the total of farm mortgages more than doubled from
1910 to 1926; and in my own native State of Iowa there is clear evidence
thatethis huge increase of debt (in that State 139 per cent.) was almost
exclusively due to the buying of more land and did not incresse the total
yield of the State by even half a million bushels of grain, I believe

this was generally true for the whole country. All this new credit brought

practically no increase in production.
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South, does only one-fourth of the manufacturing, has only two-fifths of the
population, two-fifths 6T the wealth, and two-fifths of the reilway traffic.

Now when we come to banking strength, we find that in the 30,000
Reporting Banks of the United States the percentage of capital, surplus and
deposits in the banks of the Northeast section is equal to two-thirds of the
whole. It is perfectly true that, even in this Northeast section, in states
like New York and Illinois, farming is still an important industry.

But, on the other hand, it is equally true that the_other 83 per
cent. of the country also has large cities and large business enterprises
demanding heavy banking credits. I doubt if it could be shown that, even
in this distinctly agricultural area, one-half or even one-third of the bank
deposits could be derived directly from "agricultural interests," that is to
say, not one-half or one-third of one-third of the total of the country.

I should like to go further and suggest that, on the other hand, it
seems probable from all the available data that considerably more than one-
third of the total of all loans in the United States, banking and otherwise,
are devoted to agriculture and to the movement of agricultural products to
market.

First of all'Wevhave the recent census figures on farm mortgages.

On about two-thirds of all the farms of the country, viz., those
operated by their owners, the total of ferm mortgages outstanding in 1920
exceeded 4 billions. This means a total of between 5 and 6 billions for
all the farms, including those opera{ed by temants. v<2§;)

In the compilation of this bank, referred to above, as to the total
of deposits and loans in the agricultural and non-agricultumel counties of
the Union, it was likewise shown that in the 9,500 Reporting Banks included
in the Federal Reser;e System the total of loans and discounts in the banks

in the agricultural and sami-agricultural counties last April exceeded



: !
4% billion dollars, as against about 14 billions in the non-agricultural \
counties. This would be approximately 25 per cent. But even if we suppose

that the proportion for all the country was less than this, and only about {
in proportion to the farm income, fiz., about 20 per cent.,.this would still
mean something like 5 billions out of a total of approximately 25 billions
of commercial loans in the banks. |

It may be that there is here some duplication, but it is also to |
be remembered that we have 3 biliions and more of loans by savings banks and |
others, a: = considerable part_of which goes to the fapner. ‘

It is further impossible to distinguish in bank loans between those
mede directly to the famer and to middlemen, speculators and others. It |
is well known thét the banks of New York, Chicago, New Orleans and other large
cities make very large loans on ‘cotton, grain, hogs and other farm products,
some of which goes to the speculators, but also a very large part to the
millers, shippers and cotton }acfora; without whose intervention the suc~
cessful marketing of the crops would be almost impossible.

Taking it as a whole, T would hazard the guess {hat at least one-
third of the total loans of the country, including bojh bank and mortgage
loans, is upon fams and farm products. In other‘words, that, so far from
the famer or farming industry being starved of credit, the probability seems
to be that it has credit all out of proportion'to its actual value and im-
portance. .

Instead of the farmer being the heaviest of depositors, it seems
probable that he is among the smaliest in proportion to his numbers, and,
on the other hand, that he is among the heaviest of borrowers, and that out
of all proportion either to his numbers or the.worth of hi; product.

This cry of more credit for the farmers has, as you know, been
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chronic practically from the foundation of the first banks in the United
States. Nothing is more instructive than to go back seventy or eighty
years, at the time of the opeping up of the Ohio and Mississippi valleys,
and to read of the enormous loans extended by the East to these States and
the calm way in which théy then proceeded to resist payment, oftentimes
either of principal or interest. Your own State of Mississippi, if you
recall, contributed one famous page to this instructive story.

At that {ime the agricultural population made up 85 per cent. or
more of the total of the country. Today it is but a little more than 30
per cent., and steadily declining.

The total amount loaned by banks, companies and(individuals to
the famers at the present time is, in proportion to the number of farms
and fermers and the total value of the product, undoubtedly greater today
than ever before in the history of the country.

Very sincerely yours,

EadacalDacor o Rople ofSGt Qi ..
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mmu&muammumn. m.mmm-nmlr
Mm-r policy, and I should be extremely indebted w you could

"ﬂm%o ammlnmwthsm | \ |
B if 1% mm mam&ul'm seemed to you of m;&,m .
hought that maybe the material might be used for a brief magazine article.
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‘ MISC. 4.1-120 M-1-20 FEDERAL RESERVE BANK
OF NEW YORK ,
2 . -
. FFICE CORRESPONDENCE Date_ February 21, 1922
TO—G"’-‘M SuBJECT:_ Income in the United 'S:tat -
FhoM Mr. Sanyder

I am wondering if you have seen the little volume on "The Income
in the United States," from Prof, Mitchell's bureau. Although this
represents @ro than a year's hard work of four of the best minds that have
ever been trained upon this problem, you will see that its dimensions are
very modest. Tt was something not more extensive than this which I had in

mind for a book for Maemillen's. Sometime I should like to talk to you a
little further about it,
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FEDERAL RESERVE BANK

OF NEW YORK

February 17, 1922

My dear Sir:

I have examined with care end attention the questicns you have
propounded. Needless to say, they are ingenious and interesting; but,
if I may offer comment, as vou invite, it seems to me that the same es-
sentizl idea is contained in them all; and it is to this essentiel idea
that I would address mv reply.

That idea, as I apprehend, is that money and ceapital are prec-
tically the seme thing. But a very little observation shows that they
are not.

Cepital consists in cultivated lands and machinery end processes
wherewith to make goods end produce things; and likewise in the technical
end professional crafts needful to carry on a great industrisl state.

Money, if I may so phrase it, is merely the lubricent by which
the great volume of needful exchanges is carried on. You can print money
or menufacture it in any desired volume, snd, by Government fiat, call it
legal tender. But vou cannot print or manufacture capital by fiat.

As, for exsmplej it would be perfectly possible for our Government
to vrint, let us say, 10 billions of new money, and, by undertaking large
expenditures for public works or simply by bonuses, to force this money
rapidly inte circulation. Or it could print 10 billions in bonds and put
them into the banks and expand benk credit by a corresponding sum.

But all this would not needfully add an appreciable smount to the
actual capital of the country, that is, its ability to produce goods.

In fact we had, to all intents, exactly such a happening in 1919
and 1920. Our benks expanded their loans by nearly 6 billions of dollars,
and this, injected into the business current, led to what? To a marked
increase in production and in the means of production? By no means. In
a few notable lines there was some increase, but for the country taken as
e whole there was none,

We now know definitely and conclusively that the total product
of the country in the three vears following the close of the war, the total
output of the farms, the factories, and all forms of productive industry,
has been slightly below the level reached in the war, and below whet would
have been the line of normal growth if there had been no war.

Federal Reserve Bank of St. Louis
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The chief result of the great expansion of bank credit was simply
a rise in prices, unprecedented in peace times, & great wave of speculation
all over the country, a serious demoralization of the morale of the workers
and producers, and, following that, as invariably and inevitably comes, a
verv severe collapse.

Investigation during the last year or more, by several differemnt
agencies, has shown that in the last half century the productive capital of
the nation, its ability to produce goods, has grown pretty steadily at the
rate of about 3% per cent. per annum. In this time we have had a dearth
of money, with falling prices, and great surfeits of money, with rising or
soaring prices. And throughout it all the resl and actual production of
the country has not materielly varied, except in times of crisis, as in
1893 and in the last year.

There is another side to this question that may be called the
moral gide. Those who profit chiefly by a great rise in prices are the
speculators and gamblers and the owners of lands and machinery. And what
they gein thereby comes from the nockets of all the people, the poor, the
thrifty and the hard-working, whose incomes and salaries can never advance
at the same rate as prices.

Inflation simply puts a premium upon profiteering, stirs up every
kind of social unrest and discontent, and spreads among the people & feel-
ing of the injustice of society. Those who have undergone privations to
save & little money find their savings worth two-thirds or half as much as
before. They have been robbed of a considerable part of their holdings.
That, indeed, was John Stuart Mill's definition of inflation, simply robbery.

I cannot believe that you or Mr. Ford, or others who have pro=
posed various schemes for expanding the currency of the country truly wish
to bring ebout sny such result., I think it is laboring under the mistaken
impression that there is a dearth of currency and money in this country.

I cannot put it too strongly when I say that this is absolutely the reverse
of the fact.

There is now no dearth of money or of bank credit in this country.
On the contrary, we have the machinery to create as much of it as could
possibly be needed to promote a healthy growth of enterprise and industry,
perhaps even too much., I am not sure that this is not at the present
moment our greatest danger.

It is for these reasms, my dear sir, that it seems to me that all
of the questions you submit involve a fundamental misconception of the
nature and effect of capital and money end the means by which the one and
the other may be created or enlarged.

Please believe me, with great respect,

Very sincerely yours,

Thomas A. Edison, Esq.,

Pierre Jay,
Federal Reserve Agent.

Federal Reserve Bank of St. Louis
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BQ As WIm' mqo’
Editor, d
Des lioines, Iowa.

iy dear Mr. Wallace:

I have read with interest your letter to the President of the Stable
uoney league, objecting to the following paragraph in the lesague's Declaration
of Purpose;

»Po defend the smerican banking system
against all attempts at political or class
control or interference.”

You state in your letter that:

nphe farmers feel that there has been
too much banking control of the American
banking system.”

As it seems to me this is one of the most important cuestions now before
the country; and, because there has been incessant agitation endeavoring to repre=
sent that the banks of the nation are under some kind of control inimical to the
farmers, or that the farmers ought to have a greater share in that control, might
I ask your consideration of the following:

(1) First of all, there are in the country, as you kmow, a total of
30,000 banks, more banks than in all the rest of the wide world put together.

doreover, where in almost every other great commercial nation the banks
of the country are centered in a few large controls, and centrally owned, as in
the case of the great banks ¢f London, Paris, Serlin, and Canada, the banks of the
United States are almost entirely locally owned and locally controlled. Practleally
speaking, branch banking or chain banking is unknown in the mited States. WO
other country in the world has such a degree of decentralization of banking power.

(2) 0f these 30,000 banks in the mited States, more tham 20,000,
that 1s, more than two-thirds of the whole, are not members of the FPederal Reserve
gystem or in any way under the comtrol of the Federal Reserve Zanks. Outside of
the 6,000 Nationsl banks of the country, omnly about 1,600 of the sState banks and
trust companies, out of a total of nearly 22,000 State banks and trust companies,
savings banks and private banks, have become members of the Federal Reserve HSystem.

(3) The larger part of these 20,000 banks outside of the Federal Re~-
serve System are chiefly what are called "country banks,” located for the most part
in small towns snd having a large part of their dealings with the farmers and those
who locally handle the farmers' products, the grain buyers, the butchers, eic.
Does anyone have the idea that these 20,000 country bu"ks are under some inimical
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nhbanking control,” or under the control of migll Streett™

I think we have very definite proof that they are not. It is
clear that "wall Street,” and many bankers and merchants of the Zast and of the
large cities, and especially of Hew York, began to feel clearly the waning of the
great boom of 1919-'20 at least early in the latter year, and began to curtail
their commitmonts and reduce their bank loans. ut the rest of the country,
and especially the "country bamks," went on expanding their loans and commitments
until late in the year.

In fact, for the whole Foderal Reserve System the peak of the loan ex-
pansion was not reached until the fall of 1920, 3ut that of the New York dis-
trict had been reached a full year before, and throughout that year had been
steadlly declining.

(4) Outside of the mercantile and manufacturing districts of
philadelphia, New York and Boston, there was no appreciable contraction of loans
evident until the early part of last year. That was nearly a year after the fall
of prices had begun, and not until after this fall in prices had passed all
records of declines in prices in this country in more than a cemntury. Does it
seem fair to you to say, in the face of these facts, that "the bankers should not
have shown such an overwhelming, such an indecent haste to get back w0 normal con-

ditions, starting early in 1920.%

(5) There was, similarly, nc evidence of contraction in the currency
until after the begimmning of 1921, not 1920, The peak of expansion of Federal Re-
gserve notes was not reached until in December of the latter year.

(6) 1 should next like to consider for a moment the idea persistently
reiterated that agriculture is "the great basic industry of the United States,™
and that the prosperity of the whole country 1s dependent upon this single industry.
It is clear that this is no longer true.

1f you will take the portion of the country lying east of the yississippl
and north say of St. Louis, Cincimmatl and Richmond, you will have an area which
includes less than one-Lifth of that of the whole coumtry, only about 18 per cent.
indeed, and furthermore an erea in which the population on the farms is relatively
small, in spite of the fact that it imcludes such rich agricultural states as Wwis-
consin, Illinois, Indiana and New York. :

In this area more than 67 per cent. reside in the large cities or towns;
and in this area are included sixty-one of the one hundred largest cities of the
United States. ' '

Row in this section, which I will describe as the Rorth Bast of the
country, there is contained. :

(a} Three-fifths of the total population.

(b) TPhree~fifths of the estimated wealth.

(c) Three-fifths of the total railway traffic.

(d) Three-fourths of the total manufacturing of
the country.

(o) Seven-aighths of all the coal and iron of
the country.
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Likewise in this North Rast section is to be found more than 69 per

- gent. of the total bank deposits ¢f the country and more than 88 per cent. of

|| all the savings bank deposits of the comtry.

L
. Now consider what ihat means for all the rest of the country, more
than 80 per cent. of the total area. It means that the remaining four-fifths
of the country, the typically agricultural part of the country, has less than
40 per cent. of the population, 40 per cent. of the wealth, 40 per cent. of the
total railway traffic, and less than 25 per cent. 0f the manufacturing. lMore-
over, it has less than 31 per cemt. of the commercial bank deposits of the
country and less than 12 per cent. 0f the savings bank deposits of the country.

Now the inguiry that I wowuld make is simply this; Bear in mind that
these bank deposits are locally owned and are the product of local imcrements in
wealth. The disposition of these deposits is in the hands of the local banks

. exclusively., The amount of these deposits which is sent to the large cltles
| for redeposit or for the purchase of commercial paper is almost negligible, less
|| than 10 per cent. of the total.

Now 1s the idea back of the present agitation that the dispesition of
these deposits ought to be under some contrel or direction, political or other-
wise, other than by the boards of directors of the banks in which the deposits
are made?

There is now no such control, even by the Mederal Reserve 3anks or the
Federal Reserve Moard, even of that portion of the natlon's deposits which are
in the Hember 3anks of the Federal Reserve System. The only control by the Feder-
al Reserve Banks or 30ard of any moneys at the present time is owr the reserve
deposits of the lMember Banks, which amount to slightly less than 8 per cent. of
the total deposits in these Hember 2mnks, which means not much owr 5 per cent.
of the total deposits of the coumtry. And the only contrcl which the Federal
Reserve Banks have oOver these sums is that of reloaning these sums, to the Member
Banks themselves, or in the purchase of commercial bills. As you know, the Re-
serve Banks camnnot directly loan a dollar to any person, firm or ordinary oorpon-
tion in the United 3tates. o

A A e PG

If there is to be any kind of control or direction of the disposition
of the banking deposits of the United States, other than such as now exists, by
vhom is that control to be exercised, and iz this control to be political or com-
meréial? Is a body at Vashington, or in the pederal Reserve 3zanks, or anywhere,
to say arbitrarily that the deposits of a bank in Maine or Indiana or (Oklahoma or
Idaho are arbitrarily to be removed from the control of the banks in which they
are deposited,.and loaned to another set of banks, let us say in New York, or
Chicago, or Jowa? and if so, on what plan or principle is such an arbitrary trans-
fer of banking funds to be made? I should be deeply interested to Jmow your idea
or that of others who advocats it, what would be the plan of "comntrol" of banking
funds other than at present exists mot only in this coumtry but all over the world.

(7} There is, 1 feel, yet another side of the present aglitation
which deserves very careful attention, and that is the belief that the farmems always
"get the worst of it,” and that this is especially true at the present time. As
to this, I submit the following:
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According to the last census of agriculture, in 1910, the total amount
- of capital improvements on the farms of all the United States was reckoned about
12} billion dollars. This included the value of all the buildings, implements,
livestock and other improvements on the farms. Now, according to the Year Book
of the Department of Agriculture, the value of all the farm crops in the last
two years bhefors the war was as follows;

1913 $6,133, 000,000
1914 6,112,000, 000

This did not include the value of animals and animal products, which
was nearly 4 billions more.

Now, according to the same source, the value of these same crops in the
four years from our entry into the war was as follows;

1917 $13,479,000,000
1918 14,331, 000,000
1919 16, 013,000,000
1920 11,145,000,000
Total 64,968, 000,000
Four years arops at ;
1913~ *14 average value %925 000,000
Bxcess income in four years $30,476,000,000

In the same period the value of farm animals and animal products more
than doubled, so that if these were addod this excess might run well above 40
billions of dollars. These are, of course, gross values and not net incomes
Nevertholess, I point out that it was still the exdess income over and above what
was the farmer's average income before the wars

No doubt a large part of this excess income was absorbed in increased
costs of labor, living, machinery, etc., and in income taxes, possibly two=thirds.

Bat for 1919, a year of high prices and high wages, the Census gives
the total expenditures of the farmers for labor, the board of help, and for fers
tilizer as only §3,000,000,000s Was it less than half this in 19137

| At this rate then the excess expense was not much over say six billionss
lesaving for the four years, a net excess of income over normal or prewar of the
staggering sum of 24 billions for the crops alone,

But suppose it was only about half this. Then in four years they would
have had a net excess income over their normal income equal to more than all the
capital improvements on all the farms of the United States accumulated through a
hundred years and more of American farming.

guppos ing, now, that the farmer has one bad year, 1921. Is all thls
colossal excess income in the four years from 1917 to count for mothing? Has it
all been lived up, squandered, or frittered away? ;I do not believe it. I believe
the smerican farmer at the end of 1921 had more wealth, and at the prescnt moment
has more wealth, comfort, and a larger share of this world*s goods in proportion to
the rest of the population than ever before in his history, prior to the world war,
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liaybe in the Civil war and just after there was something comparable,
but nothing to the same degree, for in the Civil war prices readhed their peak
in 1864 and fell rapidly and continuously from that point.

(8) One thing we do know, however, and that is that the farmers
of the nation did not use this 10 or 15 billions of excess income in these
four years to pay off their debts. On the contrary, as a whole, according to
the Census, the farmers from 1910 to 1920 doubled their debts. In your own b
State, which is also lv native State, farm mortsages, as is well known, rose
140 per cent.

In other words, it seems to me that, perhaps of any decade in the
whole history of the nation, the farmers of the country have now the least
reason to complain.

(9) There is another side to comsider, and that is the farmer's
own contribution to the wealth and to the banking deposits of the country. At
the Joint agricultural Conference, held in Washington last summer, of which
congressman Sydney Anderson, 0f Mimnesota, was Chairman, ir. Smith %W. 3rookhart,
of washington, lowa, made the assertion that the farmers of the country "con—-
tribute 50 per cent. of the primary deposits of the banks of the country;" and
this statement has been repeated all ower the country, and this percontage com-
pared with the percentage of loans made by Feueral Resorve 3Sanks t0 the farmers.
I cannot find that there is the slightest Justification for Mr. Srookhart's
statement, nor do I believe that he can Justify it. On the contrary, 1 believe
that the total of agricultural deposits is less than 25 per cent. of all deposits,
and possibly not much over 20 per cent.

For this same inquiry a very careful investigation was maie, county by :
county, for over 3,000 counties of the United States, dividing them according to
the ®alue of their annual products, as "agricultural,” "se?i-agricultural,” and
»industrial.” If the product was 804 or more from the farms, that country was
reckoned as agrioultural; if only 50 to 80 per cent., as semi-agricultural; and
if less than 50 per cent., as industrial.

This investigation showed that, of the total deposits of the 9,700
banks in the Federal Reserve System, the banks in the 432 non-agrioultural or
*industrial" counties had 74 per cent.; the banks in the 344 semi-agricultural
counties had 8 per cent.; and the banks in the 2,266 agricultural counties held
only 18 per cent. of the total deposits.

Of course some porticn of the deposits in the banks in the semi-
agricultural and non-agricultural counties was derived from the farms. 3ut, on
the other hand, a very large part of the deposits in the counties reckoned as
"agricultursl" was deriveud from the millers, shippers and merchants in the small
towns in these counties, and not from the farmers. Therefore, I think we have
good reason for thinking that the total farming deposits in all the banks of the
United States does not represent much over 20 per cent. of the total, and nothing
like Mr. zrookhart's "B0 per cent.”

(10) Cne reason for thinking that this is an outside figure as to
farm deposits is that the income of the farmer probably appears not to amvunt to
as much as 20 per cent. Of the total lncume of the people of the country. This
is the result arrived at in a very careful investigation extending over more than
a year, conducted by the Natiomal sureau of Xconomic Research, under the diredtion
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of Prof., Wesley C. Mitechell. Including as income the value of all that was con-
samed by the farmer of his own product, and reckoning also his rent, this in-
gairy obtained the following percentages for the farms, of the total income of
the people of the country.

Percentages of national income contributed by

Agriculture
19156 17.6 per cent.
1916 15,9 » "
1917 8.0 = "
1918 210 » "
1909~1918 Average 17.4 » "

This is by far the most careful inguiry that has ever been male into
the distribution of income in the mited States, and until more adequate data is
available mast rank as authoritative. We ¥mow that the farmer is mot typically
an accumilator of savimgs in banks, as is evident by the small amount of savings:
bank deposits in the typical agricultural states. As a rule, when tho farmer
gets any money he makes improvements on his property or buys more land., He
does not put his money into banks. I believe, therafore, that }r. srookhart‘s
widely gquoted statemsent before the Agricultural Committee was a very serious
error.

(11) Finally, as to the idea that the farmer doos not get his
share of the svailable bank credit. There is practically no way of determining
what 1s the exact amount loaned to the farmers or on farm products by the banks.
But we can make an estimate,

70 begin with, the Census for 1920 gives the total mortgage debt of
farms operated by their owners as 4 billions; and as this i: sbout two-thirds
of the total number, this means about 6 billions in gll. How much of this was
loaned directly by the banks we do not know; but we do know that one of the main
causes of the tight condition of thousands of banks throughout ihe West was the
fact that they had loaded wp with farm mortgages.

1f now, as here estimated, anything like 25 per cent. of ail bank depos-
its came from the farmers, then it is probable that & guod deal more than 20 per
gent, of all bank loans was made to farmers and stock raisers because we know that
in general borrowing farmers do not keep balances at the banks, as Ordinary mer-
chants do, but expect to draw out every nickle oi it. sut if it was only one~-
fourth, this would mean at least 6 billions and probably more.

This thex would indicate a total debt of something like 10 to 12 billioms,
or an average Oof mearly £2,000 for every farm in the whole ynited States, counting
as a farm anything over three acres, or a tract producing $250 wortl of produce.

Wow. Wo know that in 1920, of the farms owned by their operators,
more than one-half were free from mortgage debt, and that the average debt per farm
mortzaged was $3,350. If anything like this was true of all farms, then the total
of loans per borrowing farm would rise to above {4,000 per farm at the lowest, poss-
ibly above §5,000.

Taking the value of the farmms, not at the inflated prices of January 1,
1920, but at thbir more mormal wvalue in 1910, the average per farm, including sall
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improvements and livestock, was only §6,444., I should very much like to know
if, in your Judgment, there is any limit to & safe and reasonable amount of
|| eredit on farms; and if so, whether that safe limit exceeds half or two-thirds
.~ 1 of the normal value of the farms,with all their improvements »® llu-mx,n_g_ ow\&

(12) Next as to "the overwhelming, the indecent haste” of the
banks "t0 get back t0 normal conditioms.” If this does not mean a reduction
of bank loans, then it seems to me it must mean little,

Now, in the 7,700 National banks outslde of the 400 banks in the
so-galled reserve cities, the total reduction in their loans from the peak
which came, not early im 1920, but in September or October, to last December 31,
was & little over 10 per cent. As the average reduction for the banks in the
larger cities was above 20 per cont., then we may suppose that, on the average,
the reduction in loans in the 20,000 banks, mostly small banks, which are out-
side of the Federal Reserve System, would be much less than in the country nation-
al banks, that is to say, much less than 10 per cent., and possibly not much more
than 7 or 8 per cent.

Bearing in mind that, in the five years preceding, the increase in
banks loans in all the Imited States had been about 115 per cent., does It seem
to you that a reduction of loans in the agricultural distriots, ranging frolm 7 to
10 per cent., from the high point of inflation reached in 1920 is to be regarded
as "overwhelming~» ur "indecent" haste, or any kind of haste, or calculated to
work any serious hardship to the farmer, if genoral conditions had been sound?

90 the great wave of credit inflation which followed 1915 and culminated
in 1920, was there to be no check whatever? Vere we to try to get along with
these dasngerously extended credits; and was there to be no attempt whatever to
got back to falrly safe and sound banking conditions?

(13) Next; it is I think a mistake to believe that the city banker donminates
or controls the country banker. S0 far from this, it is fair to say that there
is a good deal of very natural antagonism between the two. And certainly, in the
last year or two, there never was a more complete disregard of the city banker's
advice to the country banker, to exercise a certain degree 0f caution in his loans.

It is, of course, true that loans on farm products are rather long-time
loans, and the commercial banker does not dare to tie up too much of his funds in
these loans. Nevertheless, the writer can certify to the following instance,
which shows very vividly what can be dome with energy and brains;

In one of the rural counties of Hew Jersey, twenty years ago, a boy of
seventesn went in with his father on a small truck farm, which did not yield even
enough to give the boy a technical education such as he desired., 4 fow years
later the boy bought out his father and has since conducted the business single-
handed. A year ago, that is, 1920, the gross sales from this single farm were
over half'a miliion of dollars. This represents a single man's achievements,
aided by the banks. For years, from the time he showed that the stuff was in him,
he has had from each of the four banks in the little county town, five miles away,
the legal limit of loans to a single customer. In addition to this, the banks
have aided him to obtain the outside capital vhich he has needed to build up his
bus iness,

S0 great has been his suceess that hils company is now laying out an
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orchard which will entail an investment of something like three-quarters of .
million dollars. This is one instance of direct aid to farmers by banks, and
I venture to say that It could be multiplied, naturally on a smaller scale,
not by thousands but by hundreds of thousands of cases.

‘ The business I have cited has steadily earmed, sccording to a
Price-Waterhouse examination, an average of arcund 18 per cent. a year on the
invested capital. 1Is there any business in the United 3tates, farming or
otherwise, that could not get from the banks all the funds it could safely use

if it was showing an average profit of 18 per cent. a year? Yet this particular
business had not a single advantage of any kind that was not open almost to any
farm in tho United States; nothing in the way of capital, or superior education,
or location, or richmess of land, or any single thing that could be named. !ho
difference was energy and brains, and nothing more.

(14) In justice to the farmer. Llke yourself I was born and
brought wp in Jowa, and in the rural counties. [ have given a great deal of
thought to the farmer's problems; I know his difficulties; and I do not belleve
that it 1s in the direction of legislation or of arbitrary control of banking
that his condition can be lmproved. I cannot see that 1t would be helped in the
lgast by a farm member of the pedersl Reserve jpard, nor farm members of the

| boards of directors of every Federal Reserve 3ank, for the simple reason that

| neither the members of the Federal Reserve soard mor the directors of any pederal

\ Reserve 3ank have any kind of control whatever over the disposition of the funds
of the Hember Banks.

They camnot determine whether a banker in Des Moines, or Tda County,
shall make a loan to John Jones or to William 3rown, to a merchant, or %0 a
farmer. ~

They cannot determine any proportion or ratio of loans to one interest
or anothsr.

They have not even the remotest kind of control ;:vor the making of such
loans, and I believe that it would be impossible to pass any kind of law by
¢ongress which would give them any such contrel.

If there were any attempt towards such a thing, the banks would with-
draw from membership in the Federal Reserve System, because they could never
believe that their own particular business could be ulrected as safely from Wash-
ington or from New York and Chicago and Winmeapolis as by their owm board of
directors «nd their own managers.

Is 1t not well to recall that the banks are voluntury associations of
individuals, and there is no lsw which can compel a man to invest in bank stock?
And, in turn, the Federal Reserve janks are voluntary corporations owned by the
Member Banks; and there is no law which can compel any bank to become a member of
the rFederal Reserve Gystem. T0 the capital of these Peueral Reserve ks the
government does not contribute a doliar; nor has Congress the right or power to
control or distribute the funds deposited with them in sny way.

(15)  1astly, is 1t not well to remember that bank credit, like
money, is capital omnly to a very slender degrec. You can create bank credit by
fiat, or by inflation, Jjust as you can create money by flat; billions and billioms

-

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

Federal Reserve Bank of St. Louis B N




Digitized for FRASER

of it, if you wish; just as has been done in Russia and in Germany and in

Poland and in other countries where it is worth practically nething. Bat

you cammot create capital by law, either bank capital or farm capital or any
other kind of capital. TWor, I believe, can you ever directly control the invest~
men®é Of capital by law or by governmental decree, or direct its use to one in-
dustry or another. Every attempt in history, of this sort, has invariably met
with disaster.

That is why, I think, the Stable Money league, as a part of its credo,
wished to set its face against any kind of attempt at class interference or
dictation in our banking system. I believe it is sound economics and sound
sense, and that if it cannot stand boldly on such a platform 1t had better go out
of existence.

Using the word in its widest sense, the asggregate ability to produce
and distribute goods, the material progress of this country depends solely upon
the increase of capital, not of credit.

In the long run no one is more deeply interested in a sound financial
and banking system in this country than the farmer, and therefore I believe that,
in the long run, mo one could be more injured by the kind of agitation that is
now rife in washington and elsewhere. I hope very much that the Parm lLoan 3Banks
may grow into a useful and secure part of this system. But this is naturally
a matter of slow growth.

S0 far from the farmer having suffered in recent years from a lack
of credit, it is my personal belief that it was excessive credit, alike to the \'

farmer and to every other industry, that had as much to do with the present situa- ,'_'.
tion as any ome thing. )

Please believe me, with very high regard,

New York, March 20, 1922,
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L cave Febe 27, 1928 —

JFFICE CORRESPONDENCE
TO Governor Strong ' vesozer - Literature for Cheirman
FROM Mp, Snyder ‘ Andersen

The article in the Bank of Commerse lionthly, by Dr. Chandler,
dealt quite extenusively with the ocurrent disorder of the exchanges, and so
did the twe brief bits of comment in our Monthly Review. Likewise, the two

charts sent to lMr. Anderson brought the prineipal exchanges up'to date, and

the chart on sterling exchange and purchasing parity, copy of which I attach
herewitli, seoms to me as interesting and as fundamental as anything that has

yet been printed.

S0 much of what has currently been written on the subject seems to
{
me so confused and® so misleading, as, for example, the resent pamphlet of

Dr. B. M. Anderson, that I hesitate about sending it. Is not a little
clear thinking worth much more than a great mass that is Wmelear, and is it
not the persistent iteration of ungrounded assertion that is at the root of
most of the trouble?

The articles by Prof., Cassel were in The Egonomic Journael in
1918-'19, and he ean get that just as well from the Conpgressional Library.

-

Our copy of the Cunliffe Report and Dr, Cannan's edition of the ) i&‘
A
Bullion Repert, under the title ¢f "The Paper Pound,"” is being aent@ nw -
herewith; also Prof. (assel's mamorandum to the Brussels Conference, which

has a brief discussion of his theory.
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OFFICE CORRESPONDENCE mave_Jabruary 28, 1822

Shola— L )k | SR . T suesecr.Gtable Money lLeague
From  Mip, Snydep

With reference to the good that might ecome from the establishment
of the Stable Money Lesgus on a fim foundation vith a backing of mome of the
best minds in the ecowmtry, I should like var;y much 1f youn would note carefully
the composition of the Ressarch Committee as at presemt oonn‘bitﬁted.

The ide2 wne 0 form 2 committes of rmathor diverse points of view |
(and without the slightest refermsee to Prof, Maher's particular plan), of
cconorlots and others who ar- deeply interested in the problen of stabilization.

Thie committoe has grown,by nomination of chosen manberg, fiom a group of four

appadated last gpring, %o the following:

Ve Te Fogter, Mrector ¢ the llew Polleck Foundation
for TYeonondc Research, Newton, Mass.

lavid Friday, Professor of Roonomics, University ef 1dehigan,
Presidentesloct of Michigan Agricultural College

Be Ve Komerer, Professor of Reonomics, Princeton Usiversity

Ve Co Mitdhoall, Mractor of the National Buresu of Feonemie
Research, New York

We Ms: Parsons, of the Harvard Commitioce of Neenondic Research and
Editor of the Neviow of Neonomie Statistios

John ¥, Revenaky, Presidmt of the National Bank of Commerce
Oarl Sayder

H, Parker Villis, Director of the Bureau of /‘nalysis and (
Regearch, "ederal Reserve Deard

Alljn A. Young, Professor of Reonomies, Harvard University
I should add that no one who has been asked se far has declined te
gserve on this committee; and it is planned to 'koq it as homogmeous as pose-

sible and as a prastiesl working conmittoee,
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JFFICE CORRESPONDENCE February 28, 1922

TO Y Governor St rong - suBsJ Ec‘r;,_nmm_‘!o_dﬁie

rrom_ Mrs Snyder == L

The report of the Compiroller of the Currency, just received, gives
some interesting material as to the decline of loans and rediscounts in the

nat:.onalbanks. . 2 L dee. 3/, /194,

otal 1o includxng the amount of rediscountgAbut not including

investmenus(\zif? the Federal Reserve Banks"aécliaod 176 millions, or about

14 per cent. In the 49 national banks of the central reserve cities there

was an increase in loans and rediscounts of 14 millions. Iﬁ the other reserve

cities there was a decrease of 97 millions, and in the 7,700 country banks a

decrease of 93 millions,
w190
The decline from the peak in these same items compares with the 800

Reporting Member Banks as follows:

Banks Percentage of Decline
Reporting Member Banks 18,4
National Banks (all) 1644

In Central Reserve Cities 22.1
In Roeer;e Cities 21,0
Country Banks - 10.1

B e U ik ] dechals v Us 9 Va0
OM_LV.;? P L Wy W@ m, TG

Ana L&dﬂA'Qmslphﬁ, ?? Vi AGVVA S vy /?%-—-
D’LL\,M \\/V\— L'(’\:\« 10\000 I dn -
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FEDERAL RESEFRVE BANK
OF NEW YORK

FICE CORRESPONDENCE s RERT e

Governor Strong sussecr. Literature for Mr, Sydnoy =

rom_____ Mr, Snyder = s = = _Anderson . 0 0. 0@

As you rsquested, we have sent to Chaiman Anderson the Cunliffe
Report and the Bullion Report of 1810. I am wondsring if you would care
to forward to him the following, which touches on a side of this gemeral
question which we have not very much considersd. And I am wondering
whether, if we are to form a really just polity, these considerations ought
not to have some weight.

The Cunliffe Report, like the Bullion Report of 1810, represents
rather vhat might be called financial London's view of the case, and pre-
sants the extreme determination to bring back the English pound to its olde-
time parity with geld.

No doubt thers are very astrong and forceful arguments for this
view, but it is fair to say that this is the type of argument which appeals
more sitrongly to bankers and financiers and bond helders than, for sxample,
4o those whose views are more swayed by general social and political con=.
siderations,

Genorally speaking the bulk of the English war debt was contracted
at a level of prices when the English pound was worth in gold about one<half
its former or legal parity. So to contract the currsncy as to valorize
this enormous war debt in gold is virtually to make one pound worth two.
That is to say, one billion pounds worth two billions. Thers ars a great
meny socially-minded people who consider that this is ethically wrong and
that to impose such a burden upon the tax~paysrs would be a social and
political injusticse.

You get an extreme instance of the same thing in the case of the
French, Italian, German, Polish and other war debts, which hardly anyone
congiders it now possible to he, or that they ought to be, valorized at t
ancient parity,

The usual parallel adduced is the English policy in and followi:
the Napoleonic wars. It is again fair to say that the conditions were
quite redically-different. First, the wars lasted a long time, and th
debt was slowly contracted at varying levela, so that the degree of co
traction required was nothing like so great as would be needful to rep
the game operation now.

Further, BEaglish trade at that time had not become the coloss.
affair it is now, nor was the country's business so deeply affected the
by fluctuations in the exchanges.

Nevertheless, there are many serious students who belisve t}
the contraction poliey of the Bullion Report was ruinous to English t
and brought a needless hardship to her people. And it is the view of
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minds that in a greatly accentuatesd degrse this will be the affect of the
policy of the Cunliffe Committee, if it is carried out.

I recall these matters because the question is so often discussed
purely in temms of money and change, and not in terms of social welfare.
It is true that we followed much the same policy after our Civil War, but
there were other and very weighty arguments for such 2 policy which do not
exist in the same degres now. For example, you know that,up to and even
a little while before the Civil War, State credit was still at a rather low
level and that,practically, repudiation was often attempted and in some
cases partially carried out,

The result of this was still felt when the Civil War came on and
the integrity of the Union was still in doubt, Virtually speaking, sven
after the Civil War it was a vital thing to the people of the United States
to establish clearly and unequivocally that they would pay their public
debts, The case is very different now. In former days our debis were
largely to foreign holders. We have practically none such now., And
morsover here, as in England, the question is not one of repudiation, as
was vary strongly urged after the Civil War, but simply of a just valori-
zation of the war debt in terms of goods,.

It is fair to add that we did not have them a highly developed
geries of indices of the value of gold and of money in the form of price
indices, as we have now; and the general relations of money and prices
wers mot very clearly understoode.

In this latter regard I think economics has made a very great
advance in the last ten or twenty years, and that all our financial and
monetary policies will be materially weaksned if we ignore this new knowl-
edge. If this knowledge still belonged only teo what Sir Charles Addis
contemptuously calls the "claustral” economist, it might be safe even though
it were not wise. But our working men and fammers and multitudes of the
population have leamed in the late war to think in terms of index figures.
They measure the value of their wages very accurately, and the meauns for
this measurement are published fregquently in the daily papers and in in-
munerable articles.

For these reasons it does not seem to many that we ought to fol-~
low now policies which wers perhaps permissible and, in the case of our
Civil War, from some points of view justifiable, fifty or a hundred year
ago. An enlightened statesmanship ought to have made some advance in ti
period.
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