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Hon. W. J. Bryan,
Secretary of State,

and

Hone Wime Go MecAdoo,
Secretary of the Treasury,
Mhington, Do CO

August 14, 1914.

Dear Mr. Seeretary:-

Referring to our conversation this mo » Mre We L.
Benediet, of Kidder, Peabody & Cos, and Mr. Bené. Stroang, Jr.,
President of the Bankers Trust Company, submit the following memo-
randum statement of & proposed method of opening necessary credits
et various points in Burope for the benefit of American travellers
who are unsble to obtain cash on their letters of credit and trave
ellers' checks:

The Bankers Committee of New York will direct the Bank-
ers Committee of London to set aside out of the three million dol=
spesiiie mme ST RERET &8 6 RegEired Yo BEIE EINRILEE ot
specific sums of money as are regq - o pro - guar - given
by the United States gonrmn?%lrom Ambassadors or Consuls at
various points, for the purpose of furnishing cash at those points.

The amounts so set aside in London out of the three mil-
lions of gold lhirat will be held subject to the control of
Ambsssador Page a hnien. under instructions from the State De=-
partment, and will be in addition to the government fund applied
to the relief of those whose resources are exhausted.

The Stete Department could then cable to the Ameriean

Ambassador at Rome, or to other Embassies or Consulates, directing
that the government give ita obligation for the amount of money de-
sired at that point for payments on travellers' checks and credits
which would be disbursed by the Ambassadors or Coansuls, of m
ferred, through suitable banking agencies appointed by the .

As payments are made out of the funds placed at the dis-
posal of Ambassadors and Comsuls or banking agencies, the evidences
of payment in the shape of drafts, letters of Credit, or travellers'
checks, will be transmitted to the Ambessedor at London, and he, in
cooperation with the Londen committee, will reimburse the govern=-
ment out of the fund set aside in Iaonion for that purposes

We are informed that the office of the London committee
is well organized with skilled clerks, and in charge of exper-
ienced bankers, the chairman being Mr. P. 1. Kent, Vice-President
of the Bankers Trust Company, New York City, who has had many
years' experience in handling foreign exzchenge and letter of cred-
it transactions. Our committee feels every assurance that on the
scheme above outlined the government will dbe fully protected, and
these payments can be promptly made.

Respectfully submitted,
BEN JAMIN STRONG, JRe
Chairman, Committee of New York Bankers.
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August 20, 1914.

Hone We J« Bryan,
Secretary of State,

Washington, D. C.
My dear lir. Secretary:-

It has not been possible until the present time for me to
write, as I had hoped to do, meking some explanation of the urgen-
cy which developed in regard to the protection of travelers' cred-
its held by our countrymen in Burope, and furthermore the ns
for my assuming that no effective measures for their protection
could be undertaken without eoepoution of our mt.

Travelers' Cheques and hﬁtrt of Credit which  issued
by Americen banking institutions and bankers total many millions

in the course of one season; Some institutions which mak 5§
high as $30,000,000 or $40,000,000 snnuslly have outstan r at one
time from §$5,000,000 to $15,000,000 of these &mutl mnm be
cashed at the election and convenience of the traw ¢ in w
of the world. The banks which issue them are ux

in what volume they may be cashed at anygim”u
accordingly issued under banking coantracts, by the terms

the foreign institutions which make the payments on &s ed
ceive reimbursement by drawing drafts on London at the rate d ex=
change current at that place on the day the drawing w@» M-»
out this method of Lomdon reimbursement it would be

the banks issuing these credits to carry very large balances 1n a
great many cities, the total being far in excess of the total cred-
it outstanding, and naturally the business would be unj 3
a8 it wonld absorb too much ecapital if conducted on that Hﬂb

As soon as the crisis in foreign exchange Mﬂ# it
became known that London reimbursement was likely to be d :
and possibly be absolutely discontinued, it was a ,
banks on the Continment which were in the habit of employin
reimbursement under these contracts might in many m
cashing chequess In order, therefore, to meet this tuation
unprecedented in the history of banking) two methods r ‘
only were possible; one was to ship gold directly to 2ll mintn
where travelers were congregating amd would be without funds, and
the other, to establish banking credits at these points, through the
agency of the United States Government, which would emable the local
banks to make paynents on cheques and drafts.

The procedure which has been followed of shi - 8¢
London as the base from which these eredits might be establi
different points on the Continent, has, I believe, been effective
in relieving a situation which might otherwise have become so dis-
tressing as to have caused intense suffering on the part of our cite
izens in Europe. In fact, the mere knowledge that a shipment of
gold was being made in a United States war vessel had an instant
effect in releasing money to our travelers even before speciasl cred-
its had been esteblished. 1t has been possible in some places to
eatablish credits against reimbursement out of the gold shipped to
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Hone. We Je Be 2.

London, sad ia ofher places, against deposits in New York, mush
more readily than would have been the case had a mere pruiu of a
gold shipment been held out to these foreign banks.

Prior to the writer's first trip to Washington, when he
had the pleasure of meeting you, a number of the leading institu-
tions and firms in New York were asked to make verbal commitments
to furnish gold for the purpose of protecting these credits and
insuring relief peyments under such plan as might be developed.

The response to this appeal was an immediate pledge of sbout
$7,000,000, which ecould have been largely increased had it been re=-
quircd. as some thirty-four firms and institutions have now partic-
ipated in the fund. All of this fund wes contributed with a view
to cordial cooperastion with the Governmment in relief ﬂuh

The bankers who participated in this fund mm
although there are probably hundrede of institutions in ? Uni
States issuing letters of e;eiit and travelers' c _
be impossible to secure their ¢ utica 1n n ]
character in time to make them tive, and M
nighed the fund, not, ae has been once etated, fq mmm
of their own credita, but for the protection of all Ameriean cred=
its issued by rupamm concerns, irrespective of whether those
fires were contributors to the tni or not. Subsequent &mhputa
have diselosed the fact that a large number, if not all of the ten
original contributors who tie underwrote the funds, were in
little, if any need of ¢ mmez this character for the
protection of their own credits, as the larger institutions, better
tnown sbrosd, hel mueh dess Aiffisnity in making €izeet SENAReIn)
arrangements.

We will, of course, hear of many cases of hardaehi
possibly many complaints, bus the course pursuned has, 1 bﬂ.ap,
reduced these tc & bare minimum, and & continuance of the pol
of opening credits where necessary, either against deposite mad
in New York, as will probably be necessary in some cases, or 1inst
the gold which hes been shipped to London, will gred n.}lz‘

all travelers who have credits with means of paying abs 'bl; nec=
essary expenses and obteining transportation home.

1t now seemg apparent that the three mat objeots to be
accomplished, namely, to relieve the distress of our friemde sbroad;
to demens’crnto the ability of our Govermment to afford relief to
its citizens in such & erisis as the present one, and to protect
the credits of American institutions which were obliged to meet the
obligations to their clients in Europe, are all in the way of accom=
plishment, and in behalf of many of the bankers in this eity, who
have felt a grave responsibility in this matter, 1 now beg to convey
teo you our warm thenks for your hearty cooperstion and the repeated
evidence of your confidence in our plans and purposes.

With cordial regards, believe me,

Respectfully yours,

(Signed) Benjemin Strong, Jr.
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DEPARTMENT OF STATE
WASHINGTON

January 12, 1916.
To the
Diplomatic and Consular Officers
of the United States of

America in England and France.

Gentlemen:

At the instance of the Honorable Wilbur J. Carr,
Director of the Comsular Service, I take pleasure in
introducing to you Mr. Benjamin Strong, Junior, Gov-
ernor of the Federal Reserve Board of New York, who
is about to proceed to England and France.

I commend Mr., Strong to your attentive considera-~
tion, and shall appreciate any courtesies and assist-
ance whiéh you may find it possible to extend to him,

I am, Gentlemen,

Your obedient servant,

CB
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Januzry 17th, 1916,

iy dear Mr., Secretary:

Hr, Carr has jJust sent me the mote you were
good enough to wmifitess to our Ambassador at Paris, which
I shall taoke greal pleasurs in presemting to hinm, and
now write to thank you for your courtesy in providing
me the opportunity of mecting him,

I anticipate being in London about = week or

ten days and substantially the same length of time in

Paris, If I can be of any service to you or your as-
sociates in connsction with my trip, I trust you will
not heasitate Lo command me,

With personsl regsxis, believe me,

Very truly yours,

Honorable Robert Limsing,
Department of State,
Washiangton, D, C,

BS Jr/veE
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AMERICAN MISSION, Paris
S 8 8 Washington 121 102/100 1/52/50
2620 Legri for Ginn from Rathbone Treasury
1158 Following is for Benjamin Strong quote Two

1. Have received the following cable dated 17th from Netherlands
Bank quote First lot approximately 20,000,000 gold marks completed gross
kilograms 7943 grams 906 ounces 255402.3 coine are genuine are weighing
second lot quote This wae confirmed by gtax: Department

rom?

2. The following cable dated 19th S¥S¥aR Netherlands Bank quote
your cable 16 gold Germany said to contain 320,000,029 marks 1,554,500
sovereigns 18,300,000 Austrian crowns 5,500,000 roubles 1,799 (barrels / 1
fine weight 21,837 (moahg no® moahd kilograms total 440,000,000 gold
marks We can roughly weigh total in 50§$§ﬁh margin 1/28 fobwos for obwoh)
our respon:ibility stop pending your instructions we continue accurately
weighing gold coins as heretofore and will telegraph result every lot
approximating value 20,000,700 marks unquote

3. Have not replied to this cable but hold it in abeyance awaiting
instructions from you.

4, Your cables 2 and 3 received (ivwep) in plain English we under-
stood you would use Bentley's code and test word.

5. Duplicate of this cable sent to London Federal Reserve Bank
unquote
LANSING
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3 | ‘ September 24, 1921,

Dear Mr. Secretary: P
i)urins the few weeks when Mr, Montagu Norman and Sir Charles Addis
were visiting thin_ country, one of our own officers, Mr. Pierre Jay, was travel-
ing abroad and had ogeasicn to make a short stay in Viemma., He has been fully
agquainted with the substance of cur discussions in Washington on the subject
of the very desperate comditions now developing in Austris, and bearing upon
this situation he has just sent me a cable of which a copy is enclosed. ,
| Following our discnuiou of this matter I have finally received word
- from Secretary Hoover that we can expect no definite statemsnt from the Adminis-
tration, either a.tﬁmtivo- or negative, in regard to the proposal which we mh‘
that the Federal Reserve Bank of New York should join with otl\nr siuilar 1nlt1-‘

tutions of Europe in maxing = study of conditions in Austria with a view to

agsistance of a mom-politicsl character being later rendered.
] I hesitate to nggit emorosglment upon your time when I know you
closely engaged, but if it 1s-pou'1bh for me to see you fbr a fow minutes wh
I am in Washington this week or mext week I should greatly appreciate an opp rt
nity to discuss this matter a little further.

With assursace of my esteem, belleve me,

Paithfully yours,

Honorable Charles E. Hughes, ' Benj. Strong
Secretaryof State, Governor
Waghington, D. C. ‘

BS/RAH

P, S. simo dictating the above I have received a confidential : :
s from the Goverhor of the Bank of BEngland, copy of which is alse enclosed.
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Mm '{ m

My dear kr. Secretary:
Your kind note of September 26 has just reached me, and
I hagten to advise you that friday afterncen ot four o'clook will
suit we entirely, and I shell csll st your office at that hour,
With agsurance of my esteem, I om,
Very truly yours,

Benje Strong
Governor.

Honorable Churles E, Hughes,

Searetary of State
dsshington, De Ds

3S/RAR
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THE SECRETARY OF STATE
WASHINGTON

September 6y.T1921

_cn 26

ly dear lir. Strong:

Your letter of September 24 has been
received. It will give me much pleasure to see
you, and if it will suit your convenience, I
shall be glad to have you call on Friday after-
noon, September 30, at 4 o'clock.

With high regard, believe me,

Very sincerely yours,

Clisky S

Honorable Benjamin Strong)

Governor, Federal Reserve Bank of llew lork,

Zoom 181, Treasury Building,

Washington, D. C.
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October 31, 1921.

Dear Mr. Secretary:

Referring to our confidential conversation in regard to certain
Japanese matters, 1 have recently been advieed that my friend, Hr. Eige»?u‘k‘a.i,w“-
Deputy Governor of the Bank of Japan, has been appointa& financiel adviser to
the Japanese Delegation to the Conference on Limitation of Armement.

Mr. Fukai ie ome of the ablest and best informed men that I met in
Japan. He speake English perfectly, was finsncial advieer to the Japanese
Delegation tc the Peace Conference in Paris, and has ocoupied inparimt
positions in the Bank of Jespan, both st home and in foreign countries. As
a young mai he was private secretary to Marquis Matzukats, who, &s you will
recall, was the ecvnomist and finsncial expert of the Genrc and one c¢f the
two li;ring members of that bedy.

I have such confidence in his frankness, good judgment and integrity
that I am taking the liberty of inquiring whether you might find it interest-
ing and profitable to heve a talk with him personally during his vieit in
thies country, and if so, if\ yau would permit me the privilege of giving __-géi'n a
letter of introduction to you.

That may not indeed be necessary as this letter conveye to you the
thought I have in mind, and you doubtless will see him during the sessions of
the Conference.

Pormit me to refresh your memory with regard to the relations between
this bank snd the Bank of Japan, which I described to you in your ofﬁce, and

with which lir. Fukai is fully goquainted. I beg to remain,

Faithfully yours,
Bonorable Charles E. Hughes, , ‘

Secretary of State,
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Hovember 7, 1921.

My dear Mr. Secretary:

This note will be presented to you by Mr. Eige
Fukei, & warm personal friend of mine, and Vice Governor
efth;Bank of Japan.

lir. Pukai ie financial adviser to the Japanese
Delegation attending the Conference on Limitation of
Armament.

If time permite you to receive a call from him,
I feel sure thet he will be much honored and grestly
sppreciate the opportunity of meeting you personally.

¥ith assurance of my esteem, believe me,

Faithfully yours,

Honorsble Ohsrles E. Hughes,
Secretary of State,
Department of State,
Washington, D, C.

BS s M
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PRIVATE Harch @, 1022.

Dear Mr. Secrstary:

You will doubtless recall our convereasticn in regard tc a
barking relstionship of importance vhich bad been estatlished twe or
three years ago by this bank with a state benk of an important nstion.

I thought you would be interested in learning that our
correéspondent has advised us of their intention to withdraw one-half
of the balance mainteined with us, which will be gradually done cver
& period ¢f weeks or months. This refers only to the balance main-
tained with this institution.
‘ The transaction has no special significance. The withdrawal
is due to the fact that the balance of trade has been running rather
persistently sgainst that country, amd it is necessary for the state
bank to furnish dollar exchange to their importers in order to aveid
an incressing discount on their own currency. |

¥ith assurance of my esteem, I beg to remain,

Yours very truly,

Governor.

Honorable Charles E. ﬂughea,
Department of State, "

Yashingten, D. C.

ES. MM
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THE SECRETARY OF STATE
WASHINGTON

March 16, 1922.

my dear Governor Strong:-
I have received your letter of March 9th4"

and I am indebted to you for sending me thié in-

formation with respect to the withdrawglfof a
part of the balance to which you re;ﬁ?red in
your conversation with me. I shqli be glad to
have any information which yog/één give me from
time to time in relation to,tﬁe matter.

With high regard, believe me

‘Véry sincerely yours,

Benjamin Strong, Esq.:\——f
Governor, Federal Reserve Bank of New

New York, New York.
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THE SECRETARY OF STATE
WASHINGTON

Msrch 16, 1922.

my dear Governor Strong:- )

I have received your letter of March 9t@4fﬁ
and I am indebted to you for sending me tgié’in-
formation with respect to the withdrawgl/of a
part of the balance to which you re;ﬁéred in
your conversation with ﬁe. I shgli be glad to
have any information which yog/é;n give me from
time to time in relation to;tﬁe matter.

With high regard, beiieve me

/Yéry sincerely yours,

Benjamin Strong, Bsq.,

/S

Governor, Federal Reserve Bank of New York,

New York, New York.



April 3, 1922.

Dear ¥r, Secretary:

I an leaving for Washington to-night, and hope that during
the few daye that I shall be there it may be poesible for you to

spare mé & few minutes.

Of course I know hew closely engsged you are, snd if it
would be more convenient, I would be greatly honored if you are
able to lunck with me and thereby save your office hours.

I shall teske the liberty of calling your secretary eome-
time to-morrow.

#ith cordial regards, believe me,

Youre eincerely,

Honorable Charles E. Hughee,
Dopartment of State, .

BS. MM
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. . THE SECRETARY OF STATE
WASHINGTON

November 3, 1921.

My dear Govemor:

I thank you for your letter. It will
be a pleasure to meet Mr{qukai, and I shda l
be glad to have you give hiﬁﬂzwzétter of in-
troduction. You may be assured that I shall
not forget what you told me with regard to
the relations between your bank and the Bank

of Japan,

Faithfully yours,

Honorable Benjamin Strong,
Federal Reserve Bank,

New York City.
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November 7, 1921.

My dear Mr, Secretary:

It ie very kind of you to permit me to send a
note of introduction to Mr. ?Exkai, which I am teking the
liberty of doing to-day, and he will no doubt communicate
with your secretary in regard tc an appointment.

Trueting that I am not encroaching unduly upon
your busy daye, 1 bég to remain,

Yours faithfulily,

Honorable Charles E. Hughes, .
Secretary of Stete, { \\
Department of State, i Oy
Hashington, D. C. VA

BS: MM
Enc. ‘
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April 14, 1922.

N

Dear Mr. Secretary: ¥

There has been, I regret to eay, eo?!mmidable delay in preparing
and sending to you the enclosed u-oranma/'hiah I promised to do when I last saw
you in #¥ashington. It is, of course, a matter to which I expected to give
conseiderable further thought before ariting.

Permit me respectfully to make the following comments in regard to the
viess contained in this paper:

In almost every discussion of this important matter shich I have had
with various people, it developed that some epecial intereste tend to influence
the opinions of those who are inclined to eriticise one policy or snother. It
may be a banker who desires to realize commissions on foreign leans; it may be a
menufsacturer who has lost an export order, and is thinking of his own foreign
trade; or sgain it may be & merchant, exporter or bsnker who has unfortunately
been unable to collect debts owing for goods heretofore exported to foreign
countries. You will, I hope, reslize that no interest of this character has
influenced the views whioch v; hold at the bank in these important ngt.torsi It
ie our earnest desire to see the American banking syetem and the wealth of this

country make a just, effective and even a generous contribution to the restoration

of the world's trade, upon which the prosperity and happiness of so many of oxﬁ::j‘

own citizene depende. x\;’(
Permit me also to invite your attention to the enclosed u-eyoﬁg e

fairly complete, exhibiting the foreign loans placed in this country during the

: past fifteen months, and to call your attention to the evidence therein contained
of the careful discrimination with which these losns have been eifted cut by our

bankers before they have been offered for sale. There seems to be ne evidence
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#2 April 14, 1922 \

of & reckless plunging into new fields. It is especially notable that a large
proportion of the loans extended to France are for refunding purposes, and that,
sith the exception of the French, and poseibly the Belgian loans, there seem to be
none to which restrictions, such as are discussed under Hesding II of the memoran-
dum, would apply.

As 1 have had occasion to discuss these matters with both Sscretary
Hellon and Secretary Hoover, I am taking the liberty of enclesing two spare coplies
of the memorandum in case you desire to send copiee to them, snd I am likewise
sending snother copy directly to Assistant Secretary Harrison st hie reguest.

Apologizing for asking you te read thies long document, and with assursnce

of my esteem, I beg te remain,

Respectfully yours,

Benj. Strong,
Governer.

Honorable Charles E. Hughes,
Secretary of State,
#ashington, D. C.

BS. NE

Encs.
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O‘NTIFICATIDN OF DOCTMFNT HFREWITH:

This is the memorandum prepared by Governor
Strong and submitted to Secretary of State Charles
Evans Hughes as en enclosure with his personsl lette

ated April 1/, 1922, copies of which were forwarded
Hughes to the Secretaries of the Treasury =nd
ommerce (Mellon and Hoover).

knm
6/9/60

Fe



F L
The purpose of this memorandum is teo nuuu-mtrietuu or partial
restrietions upon Molgu loans in the American market, desigmed to
l. Influemge or regquire the borrowers to expend the proceeds for goods
grefuset in the United States; or
' I1. Influemce the borrowers (when govermments) to bring their national
budgets inteo balance and reduce unproductive expenditure.

& _
Hany of those who object to opening our market without restriction to

foreign loans ¢laim that "the "money' is being spent elsewhere than in the United

States,” and Mtly refer to these loans as “exports of American eapital.”

They by:lim that by requiring the borrowers to purchase American goods our exporis

will be increased. Cons ideration of present conditions discloses that the grounds
| of the objection are fallscious; and that our trade would suffer rather than improve

as a result of such reguirement.

Then a foreign govermment or its citivens borrow in the United States, the
proceeds of the loan are placed at the credit of the foreign govermment or iis
citizens in American bamks. There are only three possibie uses which may be made
of that credit:s

(a) (Under ngml conditions) gold might actually be withdrawn
from the United States by the borrower;

(b) Debts already contracted and owing in this country ‘nq be
repald out of the proceedss and

(c) fwoda produced in this couniry, or the services of American
organizations or individuals, or American inveastments, may be paid

for out of the proceeds.

As to {a)e The export of gold. So long as foreign currencies are at a
discount and Awerican dollars at a premium, it is impossible, without loss, physically
%o withdraw gold and export 1t. This may be shown by considering the position of
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the French, (a more extreme case than the English), with the frame at a discount of
50f measured in dollars. If the French Government borrowed a million dollars inm
the United States and withdrew the gold to France 1t would get a credit at the Bamk
of France equal to only ome-half of the mumber of francs for which the million dollars
would otherwise sell in the exchange market. In other words, that amount of gold,
if coined into ten and twenty frame pieces would only produce at legal tender value
one-half of the mumber of francs which could be realized by selling the dollars in
the market at current guotations, Evéa the Fremch Govermment, or the Bank of
France, could not afford under present conditions to import gold or build up a geld
reserve by such loans because of the large loss involved; nor can any other nation
(or its citizens) afford to import gold from the United States so long as thelr
currencies are at any considerable discount expressed im dollars. That iz the ex=

‘planation of the shipment of the emtire current gold mime production of the world

to this country. It may in fact be definitely and safely concluded that there can
'hmmmotwnm form of gold or of American currency which is
redeemable in gold. The other means (b) and (¢) of employing the progceeds of such
loans must be examined if Justification for restrictiom (1) is to be found.

As to (b)e The payment of debts already contracted. Those who have
entered into commitments in the United States for the purchase of goods or for amy
other purposes, are emabled as the result of these foreign loans to buy dollars
(exchange) in the markets which otherwise would mot be available. This does mot

- mean megessarily that the natioms, or thelr eitizens, which borrow in the United
States are the only ones who are thereby enabled to pay debis in the United States.
A foreign govermment which borrows and obtains a credit here may indeed have its own
debts to pay in this market, but if it has no such indebtedness to pay, it may have
debts elsewhere and in order to -ploy the eredit in paying debts due elsewhere, it

mst draw upon that oredit. This is a normal process in banking. In case, say,
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the French Government had debts to pay in London, it would probably sell dollars

in london (or in Paris) in exchange for sterling, in order to repay indebtedness
there. It would simply sell to London bankers checks drawn upon New York and the
London bankers would thereby secure the transfer of the eredit to their own accounts,
and would be in position to furnish their own customers with dollars with which te
pay what they owed in our country. The mechanism of exchange is so effectively de-
veloped and operates m promptly that but very few days would be required to emable,
say, the French Covermment to realim in Lendon upom a large dollar eredit obtaimed
in New York, and so enable British traders to make equally prompt payment of their
debts in this country. The process might be further extended if the British em-
ployed the dollars to pay debts in some other country, which country was in the market
for dollar oredits with which to pay for goods purchased here, or te pay their debts
owing in this gountry. From the standpoint of liguidation of debts, 2 restriction
upon foreign loams would operate direetly to reduce the amount of dollars otherwise

placed at the disposal of foreign borrowers, and thereby defor liguidation of so much
indebtedness now or hereafter owing to our merchants snd bankers by the world at large.
As to (¢). The purchase of goods in the United States. The same process
operates in the case of credits resulting from loans which are not directly used by
the borrower to purchase goods and services in the United States. OSuch credits are
pqtuuuumummcmrmuwmwnmowm
mnmnnlmlnmtm Assumd again that the French Government borrows
a2 million dollars in New York to enable 1t to buy goods abroad, but not in the United

States. If the goods are purchased, say, in Argeniine, the dollars are sold ia the
exchange market and the proceeds are invested im pesos 80 as to pay for Argentine
wheate The French bankers who buy the dollars and furnish the pesos then dispose of
W Solinss o Tunush Mpoutiin: Sy 45 pshaes aeelh 55 Ve Bulini Sintats o0 W
may again, as in the case cited under (b) be sold in other markeis, as, for instance,
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in London, mﬁ -p,in the British importer has dollars for the purchase of American
cotton or other goods.

The faet is that gredit, speaking strictly, cannot be exported from the
United States. The omnly things which ean be physically exported are gold, (when the
exchanges are operating mormally) or, under present conditions, goods ;ﬂ services.
There is no possible means, except the exchanges permit gold exports, by which the
American producer can be deprived ultimmiely of the advantage of the applieation of
such borrowed dollars or eredit to the purchase of American goods, or to the payment
of debts owing in Ameriea, unless, as is quite unlikely, the borrowed funds are in-
vested im America in one or amother form by foreign investors. It is elaimed that
in the absence of restriction the indirect process of transfer, above described,
operates slowly, is obsoure, and may not be nltmﬁly accomplished. This, however, ‘ 1
1s not a sound conclusion. 'With dollars at a premium throughout the world, those
having dollar balances in this country earning nominal interest mmst, unless they
are willing to sustain heavy loss, employ them at omee im paying debts or buying
‘goods. They may be, and frequently are, Semporarily luvested, peniing other use.
The interest charges on loans are heavy m-un interest allowed on bank balances
are smalle Furthormore, foreign currencies are mow appreciating relative to uo_
dollar and the retention of 14le dollar bank bulances by foreign borrowers is lisble
also to result im exchange losses, moking an added inducement to tb/ir prompt spplie-
ecation either in paying debts or in buying goods; or inducing their prompt l;h to
others for such uses.

It is claimed that cases are frequently cited whers orders for American
gools have been 108t besause of the failure te stipulate in loan agresmsats "for.
expenditure in the United States.” It is well to examine the effect of the require=
ment generally upon the trade of the country if these pleas are to be regarded. The
exports of the United States are not only mamufactured goods, they are grains, food
stuffs and raw materials as well. Furthermore, it is not the exporters alone w o

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



are intercsted in the guestion of free borrowing versus restricted borrowinge A
policy of resiriction affects all produgers = those who export and those who do mot
export. It also affects American creditors incinding the Government of the United
States, which itself has debts to colleet from Burope. Lack of purchasing power on
the part of many t;mtrm to-day contributes comsiderably to the existing depression
in the United States and Europe, and it is by such credits as are now being extended
to Burope that this purchasing power is slowly being restored and the cycle of pro=-
| @uotion, exchange of goods, and consumption is being rebuilt.
| If complaint is made that the mamufasturer of olntruli machinery loses
an order for a power plant hhu"um in some foreign country because of no re-
striction, it may with equal foree be claimed that a restriction reguiring the power
plant to be purchased in the United States might indeed result in no loan being
plaged here at alle In this event an American cotton, steel or copper or other ex-
porter might lose the opportunity %o export his product to some foreign country. With
the exportation of cotton or copper, and all other goods, gemerally facilitated by
these forelgn loans, the electrical mumfacturer might well be called mpon to ereet
power plants in the South or "est which would otherwise not be ordered if American
cotton or copper was not exported, and the cotton or copper industries were languishing.
mcmmmagpmmmhmtummmmtm
all the circumstances are examined, ' have imported since Jammary 1, 1921, some
$800 millions of gold, and in addition have extended loans to foreign countries ag-
grogating about $1000 millions. ‘he sum of these two plus the value of our imports,
of our remittances largely for American travellers, or by our alien population, to-
gether with other items of less importance, have in total supported our export trade.
Any restrictions imposed upon these foreign loans, which would reguire the foreiga
borrowers to buy certain goods in this market at higher prices than the same goods
14 be purchased in other markets, will simply have the effect of reducing loans
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in our markets, (declined as the result of such restriction) and to that exact extent
| wh3) vetass the smsund of sur preupestive exparte of other gesls or will dater U
(/ prompt collection of current unfunded debts which would otherwise be paid here,
1t must further be borme in mind that a resirietion upon the amount of
/ foreign loans placed in our markets will have a tendency to inorease the amount of
| payments made o us in golde The extension of credit to a foreign borrower is in
| effect the employment of that amount of credit upon the basis of existing gold re-
serves. . It is a consumption of existing lending power rather than (as in the case
| of gold imports) the creation of new lending power. Imports of gold add to our
| gold reserve, and to our lending power, and inecrease the danger of possible future
| excessive expansion of eredit, with all of the evils of speculation, extreme fluce
tuation of prices, and consequent disorder in the commodity markets, such as have been
recently witnessed as the result of the war inflatiom. In the gemeral imterest of
the country as a whole, and entirely apart from considerations of the relative effect
on foreign comntries meeding eredit, it would be better for us to increase cur capa-
| @ity to sell goods abroad by use of our already immemse power to extend oredit, rather
/ than still further to incresse (but not wse) that lending power by the importation of
( more gold. ‘
It is my belief, therefore, that a restriction of the character now belng
/‘ diseussed will result in & reduction of our export trade just to the extent that the
restriction attempts to require borrowers to buy goods in this market at higher
prices than they can be obtained elsewhere, and so defeats the megotiation of such
loans. Prices control where trade goes. A lower price, evem of 1/2 cent a bushel
for wheat will result in a borrower of Amorican dollars buying wheat in Argentine;
tut the purchaser of the dollars will in turn buy cotton or some other commodity here -
which can be had at prices competitive with other world markets. WNo other use of

the dollars can be made, save to pay debts. ‘“ould it not be & sounder policy to
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enlighten those who complain of the lack of restriction, rather than to answer their
complaint by enforeing a policy whiech will restrict the fptal of Ameriean exports.

X
\ The imposition of the restriction for the purpose of influemeing foreign

\

governments to reduce budget expenditures for military or other unproductive purposes,

is, pf course, & politieal question upon which American dusiness men will be reluct-
ant to upuu mn, especially as it involves the political relations of our govern-
ment with other governments.

All of the arguments, however, as to the effect of such a restrietion wupon
our export trade apply egually to restrictions imposed for the purpose of influemeing
forelgn governments in their domestic policies, and here again, 1 believe, & mis-
conoeption has arisen as to Just what happens in conneetion w th such loans,.

Yor purposs of illustration, let us assume that the loan to the Department
of the Seine, France, was admitted to have besem made for the purpose of balancing the
dudget of the City of Paris, and that the expemditure causing the budget excess over
revenues was due to the maintenance of an abnormal and uneconomical payroll by the
City of Paris, which could not be defended upon economic grounis. The result of the
loan from the stamdpoint of the Arerican trader was nevertheless to the advantage of

" American trade, The City of Paris could not meet that payroll by importing dollars
from the United States and paying them to civil employees. It had %o convert the
dollars into francs by seliing the dollars in the Paris -n_n, and those who pur-
chased the dollars had to expend them in the United States, or sell them te others
whoe would do so.

From the standpoint again of our export trade, a uqullma‘t that credit
borrowed in the United States must not be employed for umproductive purposes by the
forelgn govermments might well mean that all foreign govermuents with unbalanced

budgets and which are spending money for umproductive purposes wi 1l be unuble to
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borrow in this market, and in consequence the American export trade will be cut dowam by
the exact amount of all such loans as are thereby prevented from being placed here. |
It is in effect stating to such foreign govermments that, unless they put their fip- °
aneial hovses in order, we will not sell goods to them or evem to those to whom they
may sell the dollars they borrow in this market. This will certainly check the in-
erease of our export trade, that is, prevent its expansion by the amount of such loans
as would otherwise be negotiated in this country.

All of those gemerally familiar with the budgets of certain foreign mations
know that conditions of trade and finance throughout the world will continue to re-
main unsettled until expenditures by certain governwents are reduced, the printing of
currency ceases, and the foreign exchanges return more to mormal and are less exposed
to violent fluctuations. But can these most desirable objests be accomplished by

&cmug to sell American goods abroad, or in say way restriction loans which enable

the sale of American goods abroad? Certainly any foreign government with an une
balanced budget would view with constermation a policy by our govermment of restrieting
eur jmports from that commtry. The most effective methed of influsncing & foreiga
government would, in my opinion, be to ¢all for a prompt payment of debts which it
may owe 0 our govermment, unless it applies more oﬁmtu and successful moasures
to the reduction of unproductive expenditures and to gemeral finmancial and monetary
reform. Yot here again the Wt that a foreign mation shall begin paying
us large sums each year for interest and principal operates to reduce its ability by
Just so much to buy goods hers, that is, reduces its buying power.

Within the last six months a notable change has occurred in conditioms ia
Great Britain which has a direet bearing upon our policy. Solvent foreigm borrowers
in good standing, both govermment and private, are mow able to borrow money on long
time in the London market at at least 1/2 of 1¥ below the rates of interest that ave
being asked for similar loans in the United States, and for short time banking loans

they are able to borrow in London fully 1¥ or more under our rates. Hestrictions
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vhich tend to close our markets to loans at this time, when dollars are at a premivm
may indeed result im permanenmt loss of murkets by our exporters, for the loans will
largely go to London. The existence of the premium om dollars is an almost over-
whelming inducement for foreign govermmenits te borrow here, and so further develop our
ezport trade. 7o illustrate, with francs at sot_muun._ or, say, at the rate
of 10 france to the dollar, & French loan of a million dollars in this market to-day
-nnpma.“mcm-ueom“umumm,amuuu
million francs, With the frane appreciating in value (wmeasured in dollars) the
amount of france reguired every six months to pay the dollar interest on such loans
hmtuhumﬂth‘him“htlhuuan;tlciahhm-hﬂhth
the loan matures only 5 million frames will then be needed to buy the American Exchange
ummcuum&ummuuxmulmmlnhMun. Those
sations now suffering from a serious discount in their dorestic currencies will thers-
wunmnnzmazumvmuormwmm‘mnmum
depreciated eurremcies, which must later be repaid in an apyreciated currency, when the
value of the domestiec curremey in later years is restored. You will observe, thersfore,
that far-sighted finance ministers will maturally seek to borrow as much as possible
in the American market in order that in later years the budget requirements (that is,
tax requirements) to meet the loan will decline im correspondence with the apyreciation
}hmumammum. Speaking broadly, herein lies the great oppor-
tunity for the development of American export trade, the expansion of which must from
now on for a period, and possibly to a large extent, be financed upon credit. These
borrowings may be made by natioms which have nmo occasion to spend any money whatever
for the purchase of goods. They will nevertheless dispose of the dollars se borrowed
te others vwho will use them in purchasing American goods.
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It is frequently claimed that the British Government iposes some re-

striction similar to that discussed under (1). This I understand has never been

the case, except during the war, and is confirmed by the following cables exchanged

with the Bank of England:

"It is being repeatedly asscrted here that youwr Government
has for some time past influemced or required bankers to stipulate
that proceeds of foreign loans placed in your market be expended
for British goods. Can you inform re if this statement is wholly
or partly correct or wholly ipmﬂ Personally believe principle
is bad and would like expression of your views. OSirong."

*Your §74. First: Statement is wholly incorrect as regards
last couple of years. 1 emtirely agree with your opinion that
pl'iuinhlliﬂ-v Secend: DPlackett confirms thise Third: This
does not apply to loams which may bde guaranieed by British

Govermment under trade facilities act for relief of unemployment

htn-ﬂlmhwhuundhmm. Bank of Englande™
that happens in London has been generally undsratocd by Americans engaged

in trade in the Fast and elsewhere, and is the natural development of the extension

of British banking into foreigm lands in close association with British mercantile

establishments. Them applications for loamns are made to the London market hy

foreign borrowers, it is not uncormon that the London bayker endeavors to secure

muﬂetnmuugunthmuuhmﬁn;uunm

considerations for the placing of the loans in Englamd. It is not the resault of
govermment requirement, can hardly be said to bo even a custom, but is simply the
result of better cooperation after mamy years of experience between that department

of the British business organisation which supplies credit and another department

which manufactures and export goods.
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Viewing these complicated subjects of disordered exchanges (vhich are an
impediment to the restoration of trade), of the impaired purchasing power of many
nations (which is likewise an impediment to trade), of the excessive gold reserves
in the United States (which may become an inducement to speculation rather tham
aid developwent of production and commerce), as a whole the world problem to-day is
clearly how to restore conditions to such degree of stability so that international
trade and inter-change of goods and credit will again retwrm te mormal. lo greater
contribution to this end may be made by any nation than by ours thru& the free
extension of credit to sound borrowers by American investors and bankers. It will
gradually bring the foreign exchanges of many countries back to a normal and stable
levels To that end I believe the emergies of the American (overmment and its

citizens should now be directed. ¥
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THE SECRETARY OF STATE
WASHINGTOHN

April 20, 1922.

My dear Governor:

I am greatly indebted to you for sending me
your memoranda in relation to foreign loans. I
have sent the copies which you were good enough to
furnish me/to Secretary lMellon and Secretary Hoover.

You may be assured that the matter will receive

the most careful consideration.

Very sincerely yours,

' /

/DA L A7\
PRy 7 L1859,
Yy

2

/ “/
‘ v b TR OREEAY,

Benjamin Strong, Esquire,
Governor,

Federal Reserve Bank of New York,
New York, N. Y.




Department of Commerce
Office of the Secretary
Washington
April 29, 1922,
Hon. Charles E. Hughes

Seeretary of State
Washington, D. C,

iy dear IMr. Secretary:
I.am in receipt of the very ablé memorandum
prepared by Governor Strong upon the subject of foreign

loans. I do not think anyone disputes Govermor Strong's

economic premise that foreign loans maede in the American .
market will be represented by the ultimate export of goods
or gold to some destination - either to the borrowing
country or otherwise. It can at once be agreed that in
principle foreign loans are vital in the present situstion \
of the world and of.our commerce.

I am not, however, prepared to scecept Governor '
Strong's implied éonolusion that no standards should be
set up in the placing of foreign loans in the American market.
I believe these standards can be developed in the banking
commanity itself. 1 am convinced that unless they are so
developed Congress will, sooner or later, impose control on
the plaeing of such obligations, as there are other and larger
consider;tions than those enumerated by Governor Strong.

It appears to me that the Federsl Government has certain
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unavoidable politieal and moral responsibilities toward these
operations and that our bankers have certain internal re-
sponsibilities to our commerce.
POLITICAL RESPONSIBILITIES

In the politieal category it may be stated that eredits
from our citizens to foreign governments or municipalities
have a different complexion from either internal credit
operations or even of credits to private persons abrosd, in
that there is no methqd by which failure in payment of such
loans can be prosecuted, except by fhe diplomatic intervention
of our govervment, There rests upon the Federsl Governmeﬁt,
whe ther desired or not, an impliecation that it will assist
our citizens in relation to such transactions. To impose
suech lines of conduet on defaulting governmental ereditors
a8 will recover to our ecitizens tﬁeir duve is a path which
has led to infinite complexities in international relations.
% ia perfectly\possible to earry an argument against foreign
loans to an extreme, but even a moderate view shoﬁld eertainly
go to the extent of creating some conecern in the Federal |
Government that the security and form of these loans should,
at the outset, involve a'fair hope that the Federal Government
will not be required to enter upon intervention.

A further political interest lies in finance which

lends itself directly or indirectly to war or to the main-

tenance of political and economic instability. We are morally

Federal Reserve Bank of St. Louis - = R T R T -
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and seifishly interested in the economic and political

recovery of all the world, America is practically the

finel reservoir of international eapital. Unless this
capital is to be employed for reproductive purposes there is
little hope of economic recovery. The expenditure of American
capital, whether represented by goods or gold in th; mainte-
nance of umnbalanced budgets or the support of armies, is des-
truetive uge of capital. It is piling up dangers for the

- future of the world and while it may bring temporary values to

the lender of the momney, or the exporter of goods, it makes

no contribution to the increase of economic stability and in
fact contributes directly toward the contirmation of instability,
and thus indirecfly robs both the lender and the exporter of
goods of the real benefits that would otherwise acerue.
Broadly, the reproductive use of export gold or goods
means an inereased standard of living, inereesed demand for
further goods and increased social stability, whereas the
unproductive use is the negation of these ends,
The most pertinent faet with regard to Europe today
is that the whole political and economic life is enveloped in
an atmosphere of war and not of peace. Restrictions on loans

made from the United States to reproductive purposes will at

|

least give the tendency to remder impossible that form of
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statesmanship which would maintain sueh an atmosphere.
MORAL RESPONSIBILITIES.

In the second category, that of moral responsibilities,
the problem is also much involved and argument can be carriqd.
to extremes, but agein some middle ground does exist. Qur
citizens have had but little experience in international in-
vestment, They are not possessed of the information with
regard to the security of many of these offerings which is
possessed by the Government or suech offerings would not be

7 entertained, A serious questién arises in my mind as to whether
the Federal Government has the moral right to withhqld this
information from its citizens. ’

For instance, a vast amount of foreign currencies, and
securities in foreign currencies, have been so0ld to the Ameriecan
investor, Which have resulted in & national less of probably up-
wards of five hundred millions of dollars in the lagt three years,
It may be contended that it is the duty of the different state
governments to proteet their eitizens from such frauds, but in
the international field it seems to me improbable that any action

- of the sﬁate governments would be praetical, and if once under-
taken under the various investment control laﬁs of the different
states, might lead to a large smount of international complication.

Even in the field'pf more respectable finance, the loan
history of some of the nations who are borrowing freely in these
markets for the first time could not‘be familiar to the American

investor or there would be less faeility in placing these loans

: with other
oigiizsd EAEFIELS er than speculative invasﬁors.
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Another instence of these moral responsibilities lies
in loans to countries already indebted to the United States
Government in lerge sums and who from every apparent prospéct
will not be able to meet these obligations to the American
people. Our Federal authorities must have some responsibility
in not informing our citizens (or the promotors to them) that
these nations will probably have to confess inability to meet
their creditors., Unless some such action is taken the citizens
from whom such information has been withheld would seem to me to
have the moral right to insist that the Federal Government
should not press its govermmental claims to the prejudice of
their investment.

The only Jjustification for allowing loans to proceed to
countries already unable to meet their liabilities, would be that
the resources obtained from such loans would be applied to re-
produetive purposes which would inerease the assets of such &
borrowing nation in such manner -as to strengthen its ability
to meet its obligations to the United States Tfeasury. There-
fore, the Federal Government.must from this reason alone be at
once interested in the purpose to which such loans are to be
applied.

The whole of these problems or moral responsibilities
are perfectly capable of dialectics in ethies to their total

obliteration, but the test of action of the Federal Govern=

ment in these particulars should at least be the standard that

would be expected of a reputable business man dealing with




his own customers,

RESPONSIBILITIES OF OUR BANKERS TO DOMESTIC COMMERCE

The great complaint that has arisen in the West against

the flood of foreign loans is largely concerned over competition
raising interest rates. Foreign Government loans floated iﬁ
this market are offered on terms which yield from 2% to 3 per
anmum in excess of the émounts which many of our domestic in-
stitutions cen prudently pay for such credits, and in & market
where there is not unlimited capital, must measurably decrease the
ebility of our domestic institutions fo secure credits., There can
be no question that the foreign competition has maintsgined interest
rates against our domestic industry. It is, of course, contended
that these loans support our export trade and thru the employment
of our workmen, ete., tend to impel domestic recovery. But when
we consider that 94% of our aetivities are domestic, the burden
is againet the domestic sitmation. It is but partially true to
say that goods exported as 2 result of foreign eredits are an ad-
dition to our produetivity end employment. They may quite well
displace goods that ére needed in our own domestic development.
For instance, in the present situation of our railweys, these
institutions cannot afford to pay in excess of 6k per anmum for
eredits with whieh to inerease their equipment. They are, there-
fore, unable to compete with foreign railways offering 2h to 3h
higher interest, There is_no‘addition to the productive capaecity
of the United States when an American railway is unable to secure

such equipment because it cannot compete with a French railway
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in offering higher rates of interest.

I am not disposed to state that any restriction should be
applied for these reasons, Iistate it in refutation of the
superficial view that "there is nothing in such contentions".

It is undoubtedly bad economics to attach compulsory pur-
chase of American goods as a condition of loans in our markets,
a8 the shipment of goods ultimately follows in any event. It
is however a fact that such conditions are epplied in foreign
countries, as a matter of practical mnegotiation both of British
bankers and others, particularly in the following directions:

A, Establishment of the conditions that specifications
for public works expenditure from money borrowed
shall st leasf give their contractors and‘builders
of équipment an egual chance to compete on equal
terms with other foreigners;

B. Where construction is of publie type thaet will neces-
sitate contimous subsequent purchase of spare parts
and supplies of '‘he country originating the system,
insistence is strongly msde for selling the initial
plant to the borrowing country.

For instance, there is seareely & China railway loan on
the London market that has not embraced one or both gf the se
considerations, These reservations on loans could where possible,
bé carried out by our bankérs as well as others.

Yours faithfully,

Herbert Hoover
HH/XA

Federal Reserve Bank of St. Louis




Hay 6, 1922,

My dear Hr. Secretary:

Your note of May 5, enclosing a copy of a letter addressed to
you by Secretary Hoover, dated April 20, 1922, hss just been received,
snd at the earliest opportunity I shell ask the privilege of sending

you & brief comment upon only one or two points raised by the Secretary.

With many of Secretary Hoover's erguments I am in entire accord,

and of couree you realize, as we must, that I would not venture to pzes
upon those considerations which are strictly politicsl end which more
directly relate to the political policies of our government as dietinguish-
ed f?om s strictly economic point of view.

I much apprecisate your courtesy in sending me his letter, and
beg Lo remsain,

Youre sincerely,

Benj. Strong,
Governor.

Honoreble Charlee E. Bughes,
Secretary of State,

State Department,
Washington, D. C.

BS.MK
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JUN 9 7077 THE SECRETARY OF STATE
- WASHINGTON

May 5, 1928, '
) (r'. e “‘J )
l.z.’- % \

NN

e
My dear Governor: '

With reference to my letter of
April 20, 1922, acknowledging the receipt
of your memoranda in relation to foreign
loans, I beg to enclose herewith, as of
possible interest, a copy of a letter
dated April 29, 1922 from Secretary Hoover,
commenting uvupon your memoranium.

Sincerely yours,

Enelosure. é /ﬁ/

Benjemin Strong, HEsquire,
Governor, ¥ )
Federal Reserve Bank of New York,
New York City.
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N 9 THE SECRETARY OF STATE
WASHINGTON

My dear Governor:

With reference to my letter of
April 20, 1922, acknowledging the receipt
of your memoranda in relation to foreign
loans, I beg to enclose herewith, as of
possible interest, a copy of a letter
dated April 29, 1922 from Secretary Hoover,

commenting upon your memoranium.

Sincerely yours,

Enelosure,

Benjamin Strong, Esquire,
Governor, ¥ _
Federal Reserve Bank“of New York,
New York City.
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THE SECRETARY OF STATE
WASHINGTON

June 29, 1922.

My dear Governor Strong:

I trust that you will pardon my delay in
acknowledging the receipt of your very interest-
ing letter commenting on Secretary Hoover's
memorandum of April twenty-ninth upon the sub jeet
of foreign loans. I have sent copies of your
letter to Secretary Mellon and Secretary Hoover,
and I am indebted to you for the statement you
haveVMadg.

With high regard, I am,

Faithfully yours,

—

Honorable Benjamin Strong,
Governor,
Federal Reserve Bank of New York,
New York City.
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EBRAIL, RESERVE{BANK 'ii .?
OF NE#¥ YORK C@P

June 9, 1022,

My dear ¥r, Seeretary:

Hay I aek your consideration of the following brief comments in regard
to the memorandum of April 20 which Secretary Hoover wee kind enough to prepare,
commenting upon what I sent you on the subject of foreign loane. FHie statement
is most impreseive, and especially so when one consziders the extent and variety
of bis ezperience. In fact, my respect for his views has 1ed me to hesitate for
some time before writing you again.

The memorandum which I sent you was purpesely confined to the rather
narrow economic point of view., lMr. Hoover's memcrandum opens the door wide to
the comsideration of the politiesl and moral responsibility of the officers of
our governmeat in this importent matter. His comments relate prineipally to |
two aspects of foreign loans, First, is it wise to permit or encourage cur
eitizens % meke loane to those nations mow engaged in wasteful military expenmdi-
tures? And second, has our government s moral responsibility to restrain ite
citizens from making loans whioh may turn out to be bad and conseguently involve
us in soeme diplomatiec or like procedure, to assiet in their collection in the
event of default? |

As to the firet, I am most heartily in accord with the primeiple that |
we cannot afferd to lend encouragement, and should not give moral aid or comfort
to those governments whieh are in any way reepomsible fur a continuance of the
present unsatiefactory pelitical, eocisl and economic conditions throughout the
world, My doubt bas been solely as to whether our influemce should be exerted

by restriction upon lending to those natione, or whether some better or wore

effeotive meane could not be devised. If the only means available is to restrain




AIBEDERAT, RESERVE BANK Secretary mm MQ;! 9? if “
OF NEW FURK 2 o a0 ‘

% 1 have a strong feeling that the key to this situstion lles in the poliey of

this government towards the whole subject of inter-governmeat debts.

It is o subjeot which Secretary Hoover sad I have frequently diecussed,
and I shall not burden you in this letter with arguments.

As to the second aspest of the matter, permit me o respectfully submit
the followings

If losns by the citizens of one ecountry to a foreign government or %o ite
citizens are predicated upon the theory that at some time those who make the loans
may find it necessary to turn to their government to ald ia the collection of sueh

loans in the event of default, then I would agree that no such loans be permitted.

They would simply later become an added cause of dispute, dissenticen snd inter-

national misunderstanding of tke sort that leads to warfare. According to my

underetanding of thq histery of intermnticnal credit transactions, mot for &
century or mcre has the collection of defeulted loans been the subject of more thea
diplomatie repreeentation of the mildest sort, and even then as a rule only when
resort to the courts of the borrowiang nation has resulted in manifest imjuetice to
the lenders. In governmeantal regulation of this sad all sorts of other matters,
must it not be borne in mind that shen government assumes sny responsibility what-
ever for assent or dissent in a given transaction, it may tura cut that ite greatest
responeibility srises through failure to act rather then through sffirmative aetion.
In other words, if our government undertskes to pass upon the goodness of a loan,
even in a sinute degree, does it not insugurate s system of responsibility to
whick there may be no termination exeept by the assumption of full responsibility?
¥hen so conecientious an officer of ocur government se the Secretary of
Commerce oxpresszes his concern lest American investors make losns shich «ill im-

volve losses, it seeme indeed sn ungrateful attitude to dissent from his poeition.

I hesitate indeed to do 80, but my poist ie that ones regulation, supervieion,
or control is sttempted, there is mo limit to which it may develop and no limit te

igitized for FRASER responeibility shiek cur government may ultimately be called upon to sssume.
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FEDERAL RESERVE BANK

OF NEW YORK ‘

.t may indeed lead tc responeibilities shich seuld involve ue in those very disputes
and dissentione wshieh I am eo cager that thie nation should slways successfully
escape. |

#111 you secept this expression as evidence of my sarnest desire to con-
tribute in any way poesible to the elucidation of a matier whieh is of very grave
conopra to this country and its eitizens, and which of course must in the last
analysis be determined by those who garry the responsibility.

Twe spars ocoples of this letier are also enclosed in osse you feel diew
posed to transmit them to Secretary Mellon and Seoretary Hoover.

Again thanking you for your courtesy im giving s part of your valusble
tine to considering this correspondence, and vith assursnce of my high regerd,
believe me, .

Respeetfully yours,

Honorable Charlee E. Hughes,
Seeretary of State,
Department of State, :
Washington, P. C,

~

BRE8,
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June 9, 1922.

Ky dear H¥r. Seecretary:

¥ay I ask your consideration of the following brief comments in regard
to the memorsndum of April 20 vhich Seoretary Hoover was kind enougk to prepare,
commenting upen shat I sent you on the subject of foreign lomns. Fie statement
ie moet impressive, snd especlally s when one considers the extent and variety
ef his experience. Ia fact, my reepect for his viese hes led me i hesitate for
some time before writisg you agein.

The memcrandum which I sest you was purposely confined to the ratber

narrow econowic point of view. WNr. Hoover's mewerandum opens the door wide to )

——————— T S I

the coneiderstion of the politicel snd moral responsibility of the officers of

s ——— s

r our gevernment in thi:i-porhntntur. His comments relate prineipally to
two np&cu of foreign losme. PFirst, io it vise to jermit or encoursge our
eitisens to make loane o thoee nations mow engaged in sseteful military esxpendi-
tures? And second, hes our government a moral responsibility to restrain ite
ecitizens froe meking losne shioch mey turn out to be bad end conseguently invelve
ue in sowe diplomatic or lik; procedure, to sseiet in thelr colleotion in the
event of default? :

As to the firet, I am wost heartily in accord #ith the prineiple that
we cannot afford to lend encouragement, and should not give moral aid or comfort
to those governmente shiek are in any way responsible for a continuence of the
preesent unsatisfactory politicsl, eocial snd economic conditions throughout the
world, [y doubl bas been sclely as to whether our influence should be exerted |
by restriction upon lending to those natione, or shether some better or were
effective moane could not be devised., If the only means avallsble ies to restrain

our citizens from lending, then I hope our government #»ill employ that means.
Digitized for FRASER
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SR

1 Secretary Hughes. June 9, 1022,

.

% I have a strong feeling that the key to this situstion lies in the poliey of

.ais governmant towards the whole subject of inter-government debts.

It is a subjeot shich Secretary Hoover and I have freguently discussed,
and I shall not burden you in this letter with arguments.

As to the second sspect of the matter, permit ms to respectfully submit
the following:

If loans by the citicens of one country to & foreign goverament or to itse
citizens are predicated upon the theory thst at some tise th‘o» #ho make the loans
may find it neecesmary to turn to their government to aid in the collection of sueh
loans in the event of default, then I sould agree that no such losas be permitted.
They would sinnly later bosome an sdded cause of dispute, dissention snd inter-
netional nieunderetanding of the sort that leads to sarfare. According to my
underetanding of the history of intern:tional oredit transactions, not for a
century or sore has the collection of defaulted losne been the subject of more then
diplomatic representation of the mildest sort, and even then se a rule only when
resort to‘ the courts of the borrewing nation has resultisd in manifest injustice to
the lenders. In governmental regulation of this and all sorts of other matters,
puet it not be berne in mind that when government assumes sny responsibility whet-
ever for assent or dissent inm a given transaction, 1t may turn out that ite greatest
responaibility arises through Mm to aot rather than through sffirmatlive sotion.
In other words, if our government undertekes to pass upon the goodness of a loan,
even in = minute degree, does it not insugurate a systew of responsibility to
shich there may be no termination exeept by the assumption of full reeponsibility?

ihen ev conscientious an officer e¢f cur govermment u the Secretary of
Commerce expressee his concern leet American inveslors muke lomns shieb «ill in-
volve losses, it ssems indeed an ungrateful sattitude to dissent from his poeition.
I hesitate indesd to do so, but my poiat is that omoe regulation, supervieion,
or contrel is sttempted, there is no limit to which it mey develop and mo limit te

the responsibility shieh cur government may ultimately be called upon to aseume.
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s June 9, 1022,

it may indeed lead to responsibilities shich sould involve us in those very disputes
and diassentions which I an o oager that this nation should always successfully
escape,

#111 you sosept this expression as evidence of my earnest deeire te con-
tribute in say way poesible to the elucidation o¢f a2 matter whiech ie of very grave
eoneprn to thie eountry and its citiszems, and shich ¢f course muet in the last
analysie be determined by those zho earry tho responeibility.

T#e spare coples of this letter are also enclosed in case ysu feel die-
josed to transmit them to Cecoretery Nellen and Becrstary Hoover.

Again thanking veu for your ccurtesy in giving a part of your valusble
tine to considsrimg thie cerresvondence, end #ith aswsursnce of my high regard,
believe e,

Fespeetfully yours,

Homorable Charlee E. Hughees,
Seeretary of State,
Department of State,
Minghn, ﬂc c.

B8 . nu
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Qctobor S5, 19@.

Dear Mr. Secretary:

Only to-day have I had opportunity when Mr. Irving T. Bush
called to see me, to gain some idea of the proposal which he has in
mind for an international conference, and to learn something of 'ha£
‘he is seeking to n.coolp!.ilh‘ by that method. - |

You know how deeply interested we have all been at the

- Reserve Bank in various proposals of that character, and I hope that
you will give me opportunity to discuss them with you when I am in
#ashington next week.

Commencing on Tuesday we have a conference which will
‘probably last all of the week, but I shall be there all day Nonday
and will take the liberty of calling your secretary to see whether
you are free to give me an appointment.

With oérd}ul regards, believe me,

Yours sincersly,

Honorable Charles E. Hughes,
Secretary of State,
Washington, D. C.

BS. MM
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PRIVATE : October 18, 1922.

Dear WMr. Secretary:

Since writing you on the 18th instant in regard to the account of the
Bank of Japan, we have received the regular monthly report from their Department
of Statistice and Research which containe the following significant item:

"0n the 18th of August the Government anuounced the program for
regulation of the pricee of commoditiss *#***¥*%* The program consists of
19 iteme of which the prinecipal ones may be enumerated as follows: (1) The
reserve held abroad sgsinet note iesuee to be abolished; (2) Small paper
currency to be recalled from circulation and replaced by metallie currency.”

The other items enumerated do not relate to foreiga balances.

It should not be concluded from this statement that withdrawale of
balances which may now be held in thie country by the Japanese Gevernment and
by Japanese banks has any politicel significance. The Japansse curreancy,
which ie prineipally issued by the Bank of anan,(and ﬁho emall amount of
fractional currency issued by the Treasury to replace silver, which disappeared
from circulation during the n:) ie covered to the extent of almost 100 per cent.
by gold or foreign gold balances. It is this very large stock of gold which
hae been the cause of & certain amount of inflation and epeculation in Japen,
and really has been the fundamental reason for a certain amount of political snd
social unrest becauss of the high coet of livimg.

I am under the impreseion that the withdrawal of foreign balances

" will not be carried to the point of impairing that portion of the goverament
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2 October 19, 1922

reserve abroad, which ie really maintained in anticipation of the maturity of
bonde which were sold in the United Statee and England during the Russo-Japanese
war; but ae to that and other matters suggested by the statement above quoted,

I am writing to the Governor of the Banl of Japan for further informationm,

which will be conveyed to youw later.

Accompanying this letter is a memorandum relsting to Japanese
exchange, Japanese trade balances and the gold movement between this country
and Japan, together with appropriate comments thereon.

1 beg to remain,

Yours respectfully,

Benj. Strong,
Governor.

Honorable Charlee E. Hughes,
Secretary of State,
Washington, D. C.

BS. uw

enc.
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Comments

The accompanying figures indicate in a general way

(1) Thet the advofse trade balance of Japan with the rest of
the world has been progressively reduced from January of this year until
it has been extinguished. The figures for August and September are not
yet availeble.

(2) That coincident with the elimination of the adverse trade
balance, the discount on Japanese currency and the corresponding premium
on dollars has been reduced from the high point of -5.04 to thoASoptonber
rate of -8.489.

(3) That coincident with the general reduction of the adverse
trade balance there has been a fairly continuous excess of exports to the
United States over imports from the United States.

It curiously exhibits one fact which may be only coincidence,
namely, that the traditional timidity of the Japenese in financial matters
led them to refrain from using their American dollar balances at a time when
they were really required to meet adverse trade balances, and now that the
trade balance has been @0rrected and the cause of their timidity has been
removed, they have decided iowwithdraw some of the dollar balances which
they hold in this country.

Thie surmise could hardly be verified without considerable

investigation, however, and should be accepted with some reservation.
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Japan's Foreign Trade in 1922

Excess of
(in yen) Excess of Imports over

Exports Importe Exports over Exports
Jan. 87,270,969 178,806,718 Importe 91,535,750
Feb. 101,420,192 197,542,917 96,122,725
Mar. 114,978,103 207,344,519 92,366,416
Apr. 129,678,785 188,891,084 59,212,299
Mey 155,481,675 175,786,816 18,505,141
June 147,113,834 159,332,771 12,218,937
July 144,659,000 143,208,000 1,451,000 L5 X
Aug. f ‘\\ A
Sept. ' |
oct.
Nov. ;x,'
Dec. \.\ %

Source: Currently from "Monthly Return of the Foreign Trade of The ﬁ@pit‘e

T of d span," Department of Finance.

v

Gold - Impofts #nd exports between United States and Japan - 1922 4

No direct or indirect imports or exports during the period tron '
January to August, 1922,

Japenese Foreign Rates of Exchange - (Yokohams.)

$0.4983 = 1 yen i |

1922 VR
# sbove or below par ASE
Jan. 4762 ~4.44 i
Feb. .4732 5.0 |
Mar. -4747 -4.74 L :
Apr. 4742 4.8 | N A
May 4744 -4.8 I \
June L4783 -4.0 : L A
July .4780 -4.1 ol
August 4779 -4.1 S, }‘
Septo .4809 -3.49 f b &
}

: £
.

et



4822

/. Jan. §
. Feb.
Mar.
Apr.
May
June,
July
Aug.
Sept.
Oat.
Nov.
/Dec.
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Trade of the United States with Japan

Total Merchandiee

Imports

27,940,894

| 22,406,076
19,356,986

18,990,442
29,892,987
35,825,408
20,260,639

Exports

$27,984,775
18,788,029
22,851,839
14,040,634
16,050,577
16,368,305
16,024,397

Excess
Imports

$3,618,047

4,949,808
15,642,410
19,462,008

4,236,242

Excess
Exports

$ 43,881

5,494,855




PRIVATE Ootober 18, 1022,

Dear Mr. Secretary:

Since last I wrote you in regard to the Japanese eccount, we
huve succeeded in effecting a readjustment of the terms of the sccount
in a mapner which I think will be more satisfactory both to the Bank of

Japan ze well a5 to this institution, the prineipal change consisting

dn the - investmeat of a larger propertion of the balsnce of funds which

they maintain with us.

g this will be handled in such s way as to produce s larger
return in interset to the Bank of Japen end a somewhat larger income
from comsissions to this bank, it is not unlikely that the amount of
the balance maintained with us will be incressed; although poseibly not
to its fermer proportions. Pefinite advice of any suck change will
be sent to you whenever it occurs.

I beg to remain,

Respectfully yours,

Benj. Strong,
Governor.

Honerable Charles E. Hughes,
Secretary of State,
Washington, D. C.

BS. M4
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October 20, 1922,

Dear Mr. Secretary:

Referring once more to the proposale which have been outlined to
you by Mr. Irving T. Bush, President of the Chamber of Commerce of the State of
New York, I have had a further conversation with him since seeing you in
Washington, and now take the liberty of adding the following comments to what
I then stated.

His proposal for a non-political unofficial conference of business
men to be held in thie country ie directed especially towarde the enlighten-
ment of American public opinion in regard to the varioue matters, principally
economic, which so preseingly require discuesion and eolution. Therecan be
no possible objection that I can see to the taking of any steps which will
oreato-a sound public opinion in the United States upon these matters. But
I have been obliged to stste to Mr. Bush, rather reluctantly I confess, that
I believe hie method is = mistaken one and will do more harm than good.
Pogsibly this view can best be expressed by stating thet in the present temper
of the country it will bott;r~aorvo his purpose to have a conference confined
to American busineess men than it would be to have a mixed conference which
would include representatives of foreign governments. There will be
differences of opinion expressed by those coming from abroad, there is likely
to be a certasin emount of resentment arising from attempting to shape
American public opinion by the introduction of the viewe of interested
parties from abroad, and at the present juncture, I am reluctantly compelled

to expreess the view that such a meeting would do more harm than good.

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



#2 October 20, 1922

This ie substemtielly what I believe I eaid I would write you
after seeing Mr. Bush again.
Fith assurance of my respect, believe me,

Sincerely yours,

Honorable Charles E. Hughes,
Secretary of State,
#ashington, D. C.

BS. MM
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THE SECRETARY OF STATE
WASHINGTON

October 21, 1922.

My dear Governor:
I have received your letter of the eighteenth,
with regard to the Japanese account, and am glad

to have the information which you give.

Very sincerely yours,

Honorable Benjamin Strong,
Governor,
Federal Reserve Bank of New York.
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THE SECRETARY OF STATE
WASHIMGTON

October 21, 1922.

My dear Governor:
Your letter of October nineteenth, with res-
pect to the account of the Bank of Japan, has been

received, and I am much obliged to you for this

information.

Sincerely yours,

Honorable Benjamin Strong,
Governor,
Federal Reserve Bank of New York,
New York, N. Y.
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THE SECRETARY OF STATE
WASHINGTON

October 21, 1922.

My dear Governor:

I have received your letter of October
twentieth, and thank you for letting me know of
your interview with Mr. Bush and of your views
on the project which he has in mind.

Very sincerely yours,

Honorable Benjamin Strong,
Governor,
Federal Reserve Bank of New York.

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



October 25, 1922,

Dear Wr. Secretary:

¥hen ¥r. Irving T. Bush laet called to see me in regard to the

sonference nlan which he had proposed, he showed me 3 galley proof of an

article which was to appear in the Hearst newsyapers, s Lypewritten copy |
3 \&Q Q’M\%
’ﬂa ’a
“ok

/e ¥
12 /o

of which I believe he had already sent to you.

This appeared I believe in all of the Hearst newspepers on
October 22, and I am enclosing those of the Washinglon Times, the New York ‘
American and the Herald Exsminer of Chicago. l

Poseiblt this may convey a little further imeight inte the (
program than appearsd from anything either Mr. Bush or I may have alresdy f
said to you.

I beg to remain,

Yours respectfully,

Honorable Charlee E. Hughes,
Secretary of Statd,
Washington, D. C.

BS.MM

enc.
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WASHINGTON

ﬁx}}// THE SECRETARY OF STATE

October 26, 1922.

My dear Governor:

I have received your letfer of October
twenty-fifth, enclosing Mr., Bush's article,
which I am glad‘to have.

Thenking you, I am,

Very sincerely yours,

sl 7,

Honorable Benjamin Strong,
Governor, ' ‘
Federal Reserve Bank of New York,
New York, N. Y.
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THE SECRETARY OF STATE
WASHINGTON

November 7, 1922.

My dear Governor:
On returning to Washington I find your letter

of October thirtieth, with respect to the gold and

foreign exchange policy of the Japanese Government.
Thenking you for this information, I am,

Very sincerely yours,

Honorable Benjamin Strong,
Governor,
Federal Reserve Bank of New York,
New York, N. Y.
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THE SECRETARY OF STATE
WASHINGTON

November 7, 1922.

My dear Governor:

On returning to Weshington I find your letter
of October thirtieth, with respect to the gold and
foreign exchange policy of the Japanese Government.

Thenking yéu for this information, I am,

Very sincerely yours,

Honorable Benjamin Strong,
Governor ,
Federal Reserve Bank of New York,
Digitized for FRASER New York, N. Y.
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PRIVATE October 30, 1022,

Dear Mr. Secretary:

Since writing you on Octeber 19 in regard to the gold and foreign
exchange policy of the Japanese Government, we now have a further report dated
October 5 which contains the fbllottng:

"¥ith reference to the removel of the ban on the export
of gold, which has been the subject of much dissussion and
speculation of late in connectien with the regulation of comwodity
prices as wentioned in the last report, the Goverameat made an
announcement of ites views on the 16th of September to the effect:
(1) that it was not expedient to lift embarge at this moment when
business conditions, st howe snd abroad, are still unsettled, but
thet the Government will be ready to tuke the etep as soon as the
eituation shall become more steble and there shall be no fear of
sudden disturbences to our business and finance as the result of
such an aetion; (2) that, while the ban on the export of gold |
remains in force, it will be the policy of the Covernment in
future to esell as muchk freely as possible ite funde held abread,
g0 as not to put our import trade to tee much dieadvantage as the |
result of the unfavorable exchange. saskxessss  Qur foreign |
trade has continued favorable eince last July. According to the
preliminary reports, exports exceeded importe thies month to the
smount of ¥15,000,000, due in the main to a general decrease in i
imports and to heavy sales of raw gilk for exporte. As e result,
our New York exchange, which had remained st $47 §/4 for cable
transfers since early Judy, improved by 1/4 to £48 on the 7th."

The above would seem to confirm the comwents which saccompanied my
last letter.
I beg to remain,

Bespectfully youre,

Benj. Strong,
Governor.
Honorable Charles E. Hughes,
Secretary of State,
Washington, D. C.

BS. MK
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CONFIDENTIAL | December 19, 1022.

Doaﬁ Mr. Secretary:

: Bearing further upon what I have recently written you
1n.§ekard tc the policy of the Japanese Covernment respecting ite
foreign balances, I take the liberty of enclosing to you 2 copy
of a confidential communication which I have recently received
fran{tho Governor of the 3snk of Japen.

"lith sgsurance of my esteem, belisve mne,

i yiv" Yours very truly,

Ben}. Strong,
Governor.

~

Honorable Charles E. Hughee,
Department of State,
Washington, D. C.

BS. KM

Enc.
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THE SECRETARY OF STATE

WASHINGTON

December 21, 1922.

CONFIDENTIAL

My dear Governor Strong:

I have received your letter of December nine~
teenth and am glad to have the information you give
with respect to the policy of the Japanese Government
with regard to its foreign balances.

With high regard, I am,

Very sincerely yours,

Honorable Benjamin Strong,
Governor, Federal Reserve Bank of New York,

New York City.
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OFFICIAL C IONS TO

THE SECRETARY OF STATE
WASHINGTON, D. C.

DEPARTMENT OF STATE
WASHINGTON

November 9, 1923

- Jlee
My dear Mr. Strong: )F*pm§~#c {%
Pardon me for the delay in replying to your
letter of October 7, 1923, which was handed to me
by Mr. Harrison.

I have read your letter with great interest,
and as I understand from Harrison that you expect
to be in Washington shortly, I shall look forward to
an opportunity of discussing the matter with you upon
your arrival.

I was so glad to hear that you had completed your
cure and thgt you would be back with us.

With kind regards,

Sincerely yours,

Mr. Benjamin Strong,

R gy

HEDNE

Broadmoor,

Colorado Springs,

Colorado.
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Pebruary 14, 1924.

Dear ¥r, Secretary:

Having recently bad occasion to make some imgquiry as to the
economic dependence of Japan upon the United States, it occurs to ne
that the report which has just reached my hands may bhe of some interest
to the Department in connection with Japanese relations generally.

I sm, therefore, taking the liberty of handing you a copy
of the regular office form, which you may be interested inm glanecing
over, If not, doubtleses you would ecare to pass it on te your assist-
ant who has charge of these matters.

You will, I am sure, not hesitste to advise me if reporte of
this character are really of no interest, so that I shall not bother
you by sending them.

Fith iasgranco of my esteem, I beg to remain,

Respectfully,

Ben j. Strong,
Governor. -
Honorable Charles. B.Hughesg,
Secrstary of State,
State Department,
Faskington, D. C.

BS. BN
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ADDRESS OFFICIAL COMMUNICATIONS TO
THE SECRETARY OF STATE
WASHINGTON, D. C.

DEPARTMENT OF STATE
WASHINGTON

In reply refer to ‘
FE - 611.94/20 March
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(o]

lMir. Benjamin Strong,
Governor, Federal Reserve Bank of New York,

New York City.

My dear lMr. Strong:

I have to acknowledge your letier of February 14,
in whiceh you were good enough to enclose a copy of a
report regarding the economic situation of Japan and
at the same time to express my thanks for your courtesy
in placing this information at the disposal of the Dle-
partment.

The report in question is highly informative and
has been read with interest; and if it is convenient
for you to supply similar reports from time to time, the
Department will be glad to receive copies of them.

I am, my dear lir. Strong,

oincerely yours,
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THE SECRETARY OF STATE
WASHINGTON

qune 2, 1924, OQJME:—-‘“

TJ |

2

Iy dear Governor Strong: E“f«yﬂﬁ %%L

I have receivedJyﬂﬁﬁtletﬁer of May twenty-
ninth end thank "vfor sending me a copy of
your letter 40 Mr. lMellon; which I have read
with deep interest. I should not care to make
any comment until I have had a chance fo discuss
the questions with Mr, liellon and others.

With high regard, I am,

Véry sincerely yours,

Honorable Benjamin Strong,
1718 H Street, N. W,,
Washlngton D, C.

Federal Reserve Bank of St. Louis
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