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RUSSEL WHEEL. & FOUNDRY CO. 

DETROIT, MICHIGAN 

September 26, 1921. 

Hon. W. P. G. Harding, 
Governor Federal Reserve Board, 
Washington, D. C. 

Dear Governor Harding: 

About two months ago I submitted a paper to you in 
which I urged that some means be provided to compel the commercial 
banks to lower their interest rates to properly conform with Federal 
Reserve Bank, re-discount rates. Since then, I have given considera¬ 
ble study to the matter, and I beg leave to suggest to you methods 
by which this may be accomplished. 

The Federal Reserve Banks, by purchasing bills and ac¬ 
ceptances, and Government and public securities, put into the circu¬ 
lation of commercial banks an amount of reserve money equal to the 
amount of securities purchased. By "reserve money" I mean Federal 
Reserve Bank deposit or note liabilities. Inasmuch as such reserve 
money will support actually ten times Its amount In commercial bank 
credits, the practical effect of such investments by the Federal Re¬ 
serve Banks will be that ten dollars of money, (commercial bank cred¬ 
its), will be made available for every dollar invested by Federal 
Reserve Banks. 

For instance, if the Federal Reserve Bank of New York 
purchased on the market, one hundred million dollars of Government 
bonds , this amount of funds In the form of Federal Reserve Bank de¬ 
posit liabilities or notes would necessarily go to the credit or 
into the vaults of the commercial banks, the result of which would 
be that those banks would either use the funds to pay down on their 
advances from their Federal Reserve Banks, or if they were free of 
such advances or re-discounts, they would have excess funds to loan. 

Will not the levelling up of rates in the different 
Federal Reserve districts be greatly helped by adding to the glut of 
funds in the easy money districts,forcing them to invest funds In 
the high rate districts? If the Few York Federal Reserve Bank in¬ 
vested in securities originating in the high rate districts, then 
there would be a direct action tending toward equalization of rates. 

The purchase of one hundred million dollars of bonds 
by the Hew York Federal Reserve Bank would make available one billion 
dollars of additional money in the commercial banks, provided no 
portion of these funds were used to liquidate Federal Reserve Bank 
loans to member banks. The Federal Reserve ratio of the New York 
Federal Reserve Bank by such action would be lowered from 84 to 77 
percent on a basis of Its statement of September 21st, provided none 
of these funds came back through, member banks of the district of the 
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New York Federal Reserve Bank. 

Furthermore, the purchase of Government bonds by 
Federal Reserve Banks would be profitable to them, for the bonds 
would naturally increase in market values as bank interest rates 
dropped. 

In the writer's opinion, relief of unemployment and 
general industry can be brought about quickly and effectively by 
the means suggested above. As to the entire practicability of this 
suggestion, the writer is not qualified to judge. It is, of course, 
true that this plan necessarily means inflation of values and prices; 
but in view of the fact that some commodities have declined at a 
rate entirely out of relation with others, is it not reasonable to 
expect that a tendency towards higher prices will only affect those 
that have been forced to levels inconsistent with the general average 
of prices. A complete readjustment of values will not come about 
until railroad rates and wage rates in some trades, are considerably 
reduced from their existing scales; and from present indications, it 
would seem that we cannot expect this complete readjustment within 
at least a couple of years. 

In view of the distressing conditions we are facing 
today and for the coming winter, and also on account of public senti¬ 
ment, would not a period of mild "secondary" inflation be desirable? 
It would seem that there is no danger of a tendency towards inflation 
getting "out of hand", because of the control the Federal Reserve 
Board can exercise through higher re-discount rates and reductions 
in Reserve Bank investments. 

If the suggestion made in this letter is of interest 
to you, the writer would like to discuss it in more detail with you, 
and is prepared to call on you at your convenience. 

Yours very truly, 

AWR-EV 
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