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February 11, 1981.

Ky desr Mr. Gilbert:

Thenk you for your note of the 10th, enclosing
copy of the Tressury Department's Summery of Advances
under the Transportation Act.

fours very truly,

1

Honorable &. P. Gilbert, Jr.,
Treasury Department,
Washiagton, D. C.

B3 i
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February 15, 1821,

Dear Yr. Gilbert: =

7
fould yow mind reading the enclosed, quite con-

fidentially, and returning it te me. The memorandum was
prepared for my personal information, but if it would be
of service to you, I muet ask you to regard it se quite
private and pereonsl, for obvious reascne.

Youre very truly, |

Honorable S. P. Gilbert,

Assistant Secretary of the Treusury,
Treseury Department,

Washington, D. C

Enc.
B8k
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May 18, 1021.

Dear Mr. Gilbert:

Enclosed is a memorandum of the proceedings of the
Eighth Nationel Poreign Trade Convention, held in Cleveland,
Hay 5--7, 1921. You may slready have received a copy; if not,
I hope you will resd the first page and the portion of the
second page which I have marked.

: ~ Some one with sufficient foresight must sxercise some
influence upon developments from now on which may well have the
effect of making ue the world's grestest selling market, and the
world's poorest buying market, eimply becsuse our costs of producticn
are bigher than those in other parts of the world.

~ Yours very truly,

Honorable 8. P. Gilbll‘t, Jr-,
Assistant Secretary of the Treasury,
Treasury Department,

‘”hiu“n’ ﬂ. eo

BS sl
Enc .
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. May 17, 1921,

Dear HMr. Gilbert:

1.-

fhank you for your note of the 18th instant,

snclosing copy of Secrstary Mellen's lstter of May 11,

addressed to Semasntor Frelimghuyeen.

fours very truly,

Benj. Stromg,
Governor.

Homorebls S. P, Gilbexrt,dr.,
Acseistant Secretary of the Treasury,
Treasury Departiment,

Washington, D. O.

BS:EE
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May 23, 1921.

Dear Mr. Gilbert:
I am encleeing copy of a letter just received from Hr.

¢
5

2 File > 8asakis, who has something to do with emoncsic research work in
the Bank of Japan. FPlease note his reference to epeculators
being alert to seize the .oppormity of chesp money, etc. Con-
di‘um in Japan have gone through the same cycle of developments,
which we are experiencing, only somewhat in advance of ours, aand
I have no doubt that the resulte of cheap money here under preseant
conditions would be the same as those which are apprehendsd in
Japan.

Yours very truly,

Governar.

Honorable S, P. Gilbert, Jr.,
Aseistant Secretary OT the Treasury,
Treasury Department,

¥ashingten, D. O,

BS s ¥
Enc.
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PERSURAL ARD CONFIDENTIAL May 23, 1921.

Dear dr. Gilbert:
I am grateful to you for your personal and confidential letter of Hay 21.
I have heard something of a neeting of the sort described in your letter, and would
regret very much if such a meeting were held without opportunity being afforded for
sowe one representing this bank to express the views which we think sre material to
the determination of the country's poliey, especially in regard to foreign loanme.
There seem at the present time to be tiroo or four cutstanding questiocns

in the minds of wembers of the Cabinet, so far as I can gather from the newspaper

reporte appearing from time to time, and such statements as are made to me personally.
The twa importaﬁt ones are:

(i) Business wust be stimulated snd encouraged by every possible means, and
one means will be lower diseount rales at the several Federal reserve bsnks. |

(2) Our export trade must be etimulated, and this might be brought about by
requiring that the proceeds of loans negotiated in this market by foreign governments
or other foreign borrowere, be applied to the payment of debte owing in this country,
or to the purchase of goods in this market, and that unless this ie done such foreign
loans be discouraged.

Ae to the firet proposal, we have discussed it, sand corresponded about it
at considerable leagth. I can only repeat what I have previously stated, that in
my opinion  raté reductions will have no effect of importance in relieving cases of
distress, such as now exist in the agricultural section, unlees the reducticnes are
of such character and extent as to really emcourage borrowing from the reserve banks.

In other words, unless they encourage a period of expaneion and inflation with all

the accompanying evils of epeculation and extravagance. What is needed 1s a dis-

continmuance of pressure to liquidate, and free exteneion of oredit to inetitutions

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

Codorol Rocarve Ronk ofSt loyig . i




#2 Honorable 8. P. Gilbert, Jr. May 25, 1921,

waich need it, and will demcnstrate that‘t.hoy realize their duty of taking care of
cliente who are embarraecsed and need time in which to improve their position, as the
result of new crope made at lower costs.

I think I cannot do better than juote Bagebot's golden rule which forty or
fifty yesrs ago effected = real revolution in banking ' thought in London and has since, ,
more or less, determined the Bank of England's palioy' m;dor conditions similar to the
present, v

As to the second, it appears to me that these gentlemen who advocate re-
strictions on foreign loans do not fully appreciaste where the difficulties lie with
our foreign trade. They are various and corplicated, and probably camnot be overcome
by artificial reestrictions or stimulations.

In the first place our expert trade depends upon‘ our capacity to ocompete with
other producing natioms, which means that we must be able to produce as cheaply as
they do, orﬁhoqor, and we will deprive ourselves of our ability to do so if we now
engage in a policy of expansiom snd encourage spsculation so ae to srreet the orderly
dcvolMt of the process of roadju;ting production’ costs, particularly that part
of cost which is wages.

In the second place, one of the most serious, if not the most serious,
‘difficulties oﬁeouurod by our export trade is the present premium on dollars, sand
especially the erratic and rapid fluctuation in the foreign exchamges. Curtailment
of borrowings by foreign govermmente in this market would simply hsve the effect of
deferring the date of restoration of normal conditions in the exchanges. Even if
the statement is true that the procesds of the Belgium loan was largely used to pay A
for whest in Argentinz, the effect is to improve the rslatiqn of exchanges between
Argentina and thie country, where the present premium of 40%, or thereabouts, on the
doller has the effect of making it difficult, if not impossible, for Argentine
buyers of our goods to remit in payment. The wore loane we are sble to make to
foreign countries, the greater will be the relief to the exchangee, the sooner will

igitized for ARb@bRe conditions be started, and the easier it will be for the citizens of other
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#3 Honorable 8. P. Gilbert, Jr. Eay 23, 1921,

pations to trade with us. If Belgium borrows in New York for the purpose of buying
-h;at in Argentina, it weans that they can. buy wheat cheaper in Argentina then in this
market, and umtil that wheat is marketed there will be no opportunity for ue to sell
wheat to Belgium. But it also mesne that the Argentine banks will have coamand of
dollare in Hew York with which to pay for goods already sold inm Argentine, or to buy
more goods hor‘. To close the doors to such loane would be to seriocusly interfere
with the creation of just such conditions as would enable ue to export our produce.
It seemes to me that care must now be exercised not to encoursge those whe
are looking to the government, that is.to say, to the new adminietration, to effect
somé miraculous cure in the cconomic situation which cannot be ‘ sdminietered by
any known method, exoept it be by resorting to inflation with the danger of a recurrence
of all of the difficulties of the last two years. I should bope that our government
would see the wisdom of incorporating in any program adopted such policlee as the .
following: |
(1) Mo reduction of rates which would enuourago’spoeulation.
(2) Discontinuance of pressure upon borrowing member banks to lijuidate loans
which would cause loeses and hardships to borrowers.
(3) Free extension of credit by reeerve banke in the agricultural sections
to enable the new crop to be mads,
(4) Epcouragement of tbréign borrowing in thie warket without any restriction
as to the application of the proceeds. i
(5) Liberalizing the regulatione of the Pedsral Reeerve System =s to acceptanoi
credite representing our import wund export trade, particularly the latter. V/A
(8) The prompt funding of the debt of the allied nations to cur goverument
upon liberal terms, which will defer paymente of interest during t§::;:::od of pressure
upen the exchanges.
Fith thie I =m encloeing a little summary of ratee which may be of some

interest to you in this connection.
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#4 Honorable 8, P. Gilbert, Jr. May 23, 1921,

/1 am writing you this personslly and confidentially, but wish to say ia
conclusion that I believe '&a» conference, such as the cne to be held on Wednesday,
will be helpful if it produces some comstructive thought along the sbove lines, but
will be distinetly harmful if it resulte in a lot of proposed restrictions, with the
idea that we can build a stone wall arcund this country aad look after gur ocwn
interests without regard to comnditione in the rest of the world.

Yours very truly,

Benj. Strong,
Governor.

Honorable S; P. Gilbert, Jdr.,
Aseistant S8ecretary of the Treasury,
Treasury Department,

®ashington, D, C,

BS NN

Enoc.

P. 8. ©Since dictating the above, 1 have received a telegram from Mr. Hoover, usking
me to attend the meeting about which you wrote.

B. 8.
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Extracte fror Bagehot's "Lombard Street."”

"fhe mansgement of the money market is the more difficult because, se has been
eaid, periods of internal penic and externsl demsnd for bullion cosmenly cccur to-
gether. The foreigm drain empties the Bank till; and that emptinese, and the re-
sulting rise in the rate of discount, tend to frighten the market. The holders of
the reserve have therefore to treat two opposite msladies at once: ome recuiring
stringent remedies, and especislly a rapid rise in the rate of interest; sad the
other an allsviative treatment with large and ready loans.

"Before we had much specific experience, it was not easy to preseribe for this
compound disease; but now we know how to desl with it. ¥e must look first to the
foreign drain, =and raise the rate of interest as high as may be neceseary; unless
you cam etop the foreign export, you csanot allay the domestic alsrm; the Bank will
got poorer and poorer, and ite poverty will protract or remew the apprehension.

And at the rste of interest so rajsed, the holders-- ome or more--of the fimal bank
reserve must lend freely. Very lurge loans at very high rates are the beet remedy
for the woret malady of the money market, when a foreign drainm is added to a
domsstic drsin; any notion that money is mot to be had, or thzt it may not be bad
at any price, only reises slars to panic snd enhsoces peaic to madnese. But though
the rule is clear, the grestest delicacy, the finest =nd best skilled judgment, are
needed to deal at once with such great snd contrary evile.”®

"Hothing, therefore, cam be more certein than that the Benk of Bngland has in
thie respect no peculiar privilege: that it is simply in the poeition of a bsnk
keeping the banking reserve of the country; that it must in time of panic do what
21l other sialler banke must do; thet im time of peaic it must sdvance freely and
vigorouely to the public cut of the reserve.

"And with the Bank of Emglend, as with other banke in the seme case, these
advences, if they are tc be made at all, should be made so as, if possible, to ob-
tain the object for which they are made; the end ie to setay the panic, snd the ad-
vances should if poseible stay the panic: and for thie purpose there are twc ruless

"First. That these loans should only be made at a very high rate of imterest;
this will operate ae a heavy fine on unreasonsble timidity, and will prevent the
greatest number of spplications by persons who do not reguire it. The rate should
be raised early in the panic, so thut the fine may be paid early; that no one may
borrew out of idle precaution without psying well for it; that the banking reserve
may be protected as fur se poseible.

"Secondly. That at thie rate these sdvances should be made on all good baaking
securities, and as lsrgely as the public ask for them. The reason ie plain: the
object is to =tay slarm, snd nothing therefore should be done to cause alarm; but
the way to cause alsarm is to refuse some one who has good eecurity te offer. The
nows of this will spread in an inetant through sall the money market at & moment of
terror; no one can say exactly who carrles it, but in half an hour it will be earried
on all sidee, snd will intensify the terror everywhere. Ho advances indeed need be
meade by which the Bank will ultimately lose. The smount of bad bueiness in
commercial countries is an infinitesimelly emall fraction of the whole business;
that in & panic the btank or banks helding the ultimete reserve should refuse bad
bille or bad eecurities will not meake the psmic reslly worse,-- the 'unsound' people
are & Pecble minority, and they are afraid even to look frightened for fesr their
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unsoundness mey be detected. The great majority, the majority to be protected,

are the 'sound' people, the people who have good security to offer. If it ie known
that the Benk of England ie freely advancing on what in ordinary times ie reckoned
& good security,--on what ie then commonly pledged and eseily convertible,--the
slarm of the solvent merchamnts and bankers will be stayed; but if securitiee really
good and usually convertible asre refused by the Bank, the slarm will not abate, the
other losne made will fail in obtaining their end, and the pamic will become worse
and wsorse.

It may be said that the reserve in the Banking Department will not be emough
for all such locams. If thet be so, the Benking Depertment must fail; but lending
is nevertheless its best expedient,--this is the metbod of making its poney go the
farthest, and of enabling it to get through the pamic if anything will ensble it.
Baking nc losns, g6 we huve seen, will ruim it; meking large losms and stopping,
a8 we bave aleo seen,.will ruin it., The only safe plen for the Bank is the brave
plen,--to lend in & panic on every kind of curreat security, or every sort on which
money ie ordinarily and usually lent. This polioy may not save the Bankj; but if
it do not, mothing will save it."
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sy Jwao 6, 1922

. /0'7'
My dear CAlbert: ’ Yo e A
/'n'

I am forwnrding herowith a 1m~'mg N e
Plackott, with o formidakle set of M&;n ~Wj‘% Pon L
Ve have looked them through and find that
\ practionlly all bui one cre published eurprantly, o0
| thet they eeidd very rendily bb fudshed, 4f 1 we
o degired, Peorheps you will toke the matfer w with
#he Siate Deparuant, axd Endleote 4o ua shat cord of  ,
 resly they would 1ike o haye mads, if any.
I have slrendy asknowledged his letter and
advised him that the inquiry wowld be rem? R 3 ﬂ%gay
: Sincerely yours,

\

J BEIJAIIN STRONG,
Goveraor, -
Hone Ge Pe Cilbert,

Assistant Secrotary of the Treasury,

Treaaury Deparinent,

Wm. D. Di
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CORFI TIAL June 15, 1821.

o)
3
-

Dear Hr. Gilbert:

> -

Thaak you for your confidentisl note of June 11. I zgree with

the doubtes expressed in your leitler 2s to the wiedom of supervision of foreign

cans placed in the American markst wt I have besn under the impression that

it was only the desirs of the adminletration that both ths State snd Treasury

Departaents be advised of nsgotiatiome in advance of their conclusion. I did

o

not understand that either department intended to take any affirmative action.

The aalutenance of our export trade generally depende up

on forsign

g 3

credits, and if they are resitricted in any way, in the long run it would come
) =

out of our exports. This clase of business should be encouraged and avt die-

couraged, eepscially at a time when Anerica hee a surplue of greducte for ex-

powt, &nd when uncet of the worliowes. B mepey snyway.

Yours very tauly,

:"Eai‘xj . dtrong,
Governor.

- Honorable 8. P. Gilbert, Jr.,
Assistant Secretary of the Treasury,
¥ashington, D. C.

BS ¢ BN
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June 20, 921.

My dear lir. Gilbert:
Thank you for your note of June 15, in relation to the questionsairs

prepared by the League of Naticne. 1 hope you can get the documents back o

me, together with thoss mentioned in your isttsr, and »3 will send the bateh

to Blacketi, tugether with some other waterial such &8s will sasble thea teo
complele the snewers.

in fact, we may decide to cemplete them sad sead them entirely un-
officially, and upon our own responeibility, «ith an indication that they do
not come frem the goverament in sny way, snd thet we have filled out the
queetions from eourcee of informetion evailable o the public, principally
those which we will tranemit to them wiih the documentsa.

Yours very truly,

Benj. Streng,
Governor,

Homorable 8. P. Gilvert, Jr.,
Assistant Secretary of the Tressury,
Tressury Department,

Washington, D. C.

B8 ek
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June 24, 1921.

My desr Mr. Gilberts
I have }eu: letter of Jume 22, and am grateful to

you fer the various enclosuree, whiech I shell tske pleasure
in forwsrding to ¥r. BElsckett, with other reports whieh I

ehsll eollect for his iaformetios.

Youre very truly, . .

Ben j. Strong,
Governsr.

Honorable £. P. Gilbert,
Asgistant Secretsry of the Tremry

Treasury Departiment,
Washington, D, C.
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June 27, 1921.

HOD- S. Po Gilbﬁl‘t. Jl‘.‘. 5 _ i

Assistant Seeretary of the Treasury,

Treasury Depurtment,
Washington, D. C.
Dear Mr. Gilbert:

1 thank you for the return of the economic and finmancial
questionnalves prepared by the Ieagus of Nations, which accompanied
your lestter of June 24.

Inasmuch as it is the desire of the State Deyartment that
no Govermmental agency of the United States Gowvermment shzll have any
relations directly or indirectly with the lsague of Nations, we shall
be pleased %o acquiesce to their request by not £illing out the question-

naires above referred to,

. Very truly yours,

Benjamin Strong,
Goveruor.

igitized for FRASER
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Juns £5, 1921.

My dear Mr. Gilbert:

Only yesterday werd reached me that your name was before the
Senate for sonfirmation of your appointment to £ill the new office of
Undsr-Secretary of the Treasury. I wish I might have been the firet
to congratulate you wupon thie appointment and tc send you my goed wishes
for succese. To be guite candid, I feel that Secretary #ellon is to
be m&re cengratulated than you, and he ceortainly has shown good eense
in asking you to accept the office. If the appointment ic intended to
be permsment, it will be all the more egreesble emd satisfactory to sll
of ue at the Pederal Reserve Bank in the =eourance that we will continue
our Treasury Depertment relatione so largely with you. You do nct need
any assurance from me, or from my associstes in the bank, of our garnest
desirs to do everything in our power to aseiet you in your work., Please
call upon us without hesitstion or limit.

®ith my very best wishes,

Sincerely yours,

Homorable S. P. G;;ga§§. dr.,
Assistant Secrefiry of the Treasury,
Treasury Department,

Bashington, D. C.

BS s MM
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July 15, 1921.

Dear Hr. Gilbert:

1 was particularly pleased to have your note of
July 18, in regerd to the Comptroller's addresses. Of course,
we have = great many things to ocoupy our time here, but I am
d.b.unz%im of writing an srticle for ome of the finencial
: papers, or poseibly the New York Times, dealing specifically
with some of these ridiculous notions, of which the Comptroller's
plan is = notable example.

Yours very truly,

Honorable S. P. Gil dr.,

Undersecretary of the Treasury,

Treasury Department, .
Washington, D. C.

Digitized for FRASER
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July 18, 1921.

Dear Nr. Gilberts

Replying to your personal note of the 18th, 1 fear it
would be impossible for me tw prepare the article until such
later date that my temperature will have been reduced to a
peint where interest in the emterprise is lost. Certainly 1
shallyait until cocler wesather comes.

Yours very truly,

Honorable 8. F, Gilbert, Jr.,
Undersecretary of the Ireasury,
Treasury Department,
Waehingteon, D. C,

BS: M
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BERSOHAL: . August 9, 1921,
‘ ¥
My desr Mr, Gilbert: e
is on his way t0 this county , suu-np Celticy mm
one dmonmomu ﬂnlﬂkﬂw Sir Cherles Addise

for oo ot of visitta; -*mr.‘mmﬁ

is ow correspondent in Lond one

! .\\m i

Because of the meny courtesies which have been extended to me
by these gentlemen, and, through them, by the British Govermment, 6m the
occasion of my recent visits to lLondon, I am emcoedingly anczious that - '\

be suitably received on their arrival in New York; that

every fasili aceorded
delay due %o tne "*uu Len 6 Lnggeges eis) B Sapeoiatly that ﬂ-
Sazs Sass Vhlah Sarvies oo Tnapestors Snd nevEpaer Bate

The Celtic will probably arrive, as I understand, next Sunw

Governor Norman end Sir Charles Addis are meking ,
guite wnofficially and q\uﬂ!v. and do not wish their presence te be
advertised,

Thanking you u‘mumuu, I am,
Sincerely yours,

£
<
&
=

Honorahle Sede-Gilbani, Jre
Under Secretary of the m:r,y.
W“m" Do 00

B3 (1EB
Signed in Mr. Strong's absense,
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August 13, 1921.

Dear Mr. Gilbert:

I thank you for your letter of August 10, emclosing
copy of a letter written to Honorable George W. Aldridge,
Collector of the Port, in connection with the errival of Mr.
Montagu C. Norman and Sir Charles Addis.

‘ Mr. Aldridge was good emough to send me & Revenue
cutter pass to meet the Geltic at quarrantine, and hse also
given imstructions to expedite the landing of lir. Norman and
Sir Addis on their arrival.

I am indeed grateful to you for baving attended to
ﬂih matter for me.

Yours sincerely,

Honorable 8. P. dr.,
Under Secretary of the Treasury,
Treasury Department,

Washington, D. C.
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September 14, 1921.

Dear Er. G}_I‘WMLE:

Sometime ago Mr. Casenave, the French Fiscal Representative in this
country, asked me if I would be sble to arrange for one of the representatives
of the French Government to make some inquiries as to the methods employed by
our government in the asdministration of the income tax lawe. To-day I have
received a call from Mr. Jean de Rimequesen, Inspector of Finance, who is also the
_ accredited representative of the Bank of France in Hew York, who desires to
ascertain just what arrangements of thie character can be made.

: I have told him that to enable bhim to make such 2 study it would be
necessary to get certain permite from the officere of the Pressury, and I am
writing to inquire whether it would be possible for you to give such suthorities
to us or to the Collector of Internal Revenue at Hew York, as will enable him
to make & little study of our methods on the ground.

He wishee at the outset to obtain 1nfanation psrincipally upon the
following points:

(1) How income tax ;oturns are made so ae to imsure « that a large
body of the tex payers do not escape.

(2) How the actual collection of the funds is effected.

(3) How the transfers of the funds to the credit of the Treasury are
nade.

(4) How delinguent tax payere or tax debtors are discovered snd
checked up.

After obtaining some information om these points, he will wish to have
some further information with regard to the methods by which expenditures are
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#2 September 14, 1921.

Er. de Rincguesen advieses me that under their new income tax law
they are faced with a good many new probleme which puszle them, and further-
more, they feel their present machinery is antiquated and inadequate for the
purpcee of administrating the present law. His government will be deeply
grateful for any assistance which we can render them.

I would greatly sppreciate favorable action upon this reguest, and,
of course, some of the men in this bank would be glad to sseist in the inquiry
if you think it desirable that they should do so.

Youre very truly,

Honorable 8, P. Gilbert,

Under Secretary of the Treasury,
Treasury Department,
fashington,D. €,
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veshington, D, C,, October 24, 1921,

Dear Kr’. Gilbert: ;

1 have just received i‘r_om the office M¥r, F, A, Venderlip's
letter addressed to lMr, H, E, Bened1§t of liew Yerk pointing ocut that
¥r, Vanderlip has encdmagoa the Mustriaen qurmm to sond some

U

representatives to this country to attenpt some negotiations with

rogerd to the ‘ustrian debt to the United Stetes Grein Corporations

I am very sorry that this has mﬁuﬁired. It seems to me that t);e
visit can be productive of no good until the so-called "Funding
Bill" passes end that, I understand, is not in such shapo at this
E  time that eny prophecy can be made as to its probeble passege,
I am writing kr, Benediet s per onclq.cod copy end would
be glad to huve your sugrestions of snything further that occurs to

-

you and should 'be dome,

Very truly yours,

3 Governor,

Hon, 8, F, Gilbert, Jr.,
Under Secretary of the Treesury,
Tashington,D, ¢,

Enclosure,
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October 31, 1921.

Deer Mr. Gilbert:

Thie letter will be presented to you by my friend,
Mr. Bigo PFukai, Boputy Governor of the Bank of Japan, who is
visitin-g‘ thia country as financial adviser to the Japanese
Delegation attending the Conference on Limitation of Armament.

fir. Fukai is a warm personal friend with whom I
have had many most enjoyable visites while in Japan, and from
wkou I received many courteesies while there. I am anxious
that he should become acquainted with you and with the members
of the Treasury Department.

Anything that you are able to do to make his vieit in
Washington an enjoyable and profitsble one will be greatly

appreciated by

Yours faithfully,

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

Washington, D. C.

BS s il

Federal Reserve Bank of St. Louis
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October 31, 1921.

Dear Mr. Gilbert:

¥ith this I am enclosing a copy of a letter of
introduction which I have juet sent to my friemd, Hr. _gigo
Fukai, which will explain itself. Hie quarters while in
Washington will be with the Japanese Delegation to the Con-
ference on Limitation of Ammament.

Mr. Pukai wae oné of the financial advieers to the

Japanese Delegation to the Peace Conference in Paris. At

" one time he represented the Bank of Jepan in London, end when

& young man was private secretary to Marquie Matazukata.

Mr. Fukai speaks English fluently and is one of the
best informed men that I met in Jspan.

I shsell greatly appreciate any courtesies that you
are able to show h{m, and especially any assistance which you
are able tc render him during his stay in Washington..

Thanking you in anticipation, and with cordial re-
garde, believe me,

~ Youre very truly,

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

Washington, D. C.

BS: il

Enec.

Federal Reserve Bank of St. Louis



November 1, 1921.

Dear Mr. Gilbert:
The enclosed oorrospond;;eo in regard to lMr. Thomas
R. Lill explains iteelf. Hir. Lil;”haa formerly been aesoc-
‘iated with our Mr. Oakey, whose opinion I would accept without
reserve as to Mr. Lill's qualifications.
‘ If the Philippine Government can get a few men of
that character in the service, they will be fortunate and our
 difficulties will be much lessened.

Yours very truly,

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

Washington, D. C.

BS : MM
Enc.
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November 2, 1921.

My dear Mr. Gilbert:
s
: Thenk you for writing me under date of October 29,
enclosing copy of your letter to Mr. Ochs.” I had already
read the article, and had it in mind to either talk with Mr.
Hoyes or take luncheon, under a standing invitation, with
the editorial staff of the New York Times, and discuss these
matters, when your letter arrived.
After our telephone conversation this morning, I
assume that there is nothing further that you care to have
mé do just now; but I stand ready whenever 1 hear from you.

Youre sincerely,

-

Honorable 8. P. Gilbert, dJr.,
Under Seeretary of the Treasury,
Treasury Depertment,

Washington, D. C.

BS: M
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FEDERAL RESERVE BANK

PERSONAL November 2, 1921.
Dear Wr. Gilbert: ,\M \(\f)\‘

This is am confidéntial reply to your inquiry of November 1st about
Mr. Bounds. It was only to-day that I found opportunity to discuss the matter
with my associates, owing to my continued absence. We are all agreed that at
the moment, and especially because of a program developed at the recent Conference
of Governors which especially requires Mr. Rounds' attention, it is quite out of
the question for us to spare him either temporarily or permanently. Of course,
this does not mean that we will not expect you to make him an offer of a position
if you feel that you need him, end have a position which he would be interested in
considering; but =s for letting him go in the expectation of taking him back at
the end of a period, I think that just now would be out of the question, as we

would have to replace hé‘m with some one righé awa,é.; : W/: .

I hope you wi:;/ot mind my making thisAgubject the text for }/let.t.er on

write, or speak to//u/about.

Plesse understand tt}Kt these suggestione fre purely personal, g¢ not represent
/

& matter which it has long been in my mind

the official a.t.tgfixde of the bank in fespect to its duties és Fiscal Agent, and
J

V -
are only per?n(a.l views which I led to express to yod with reference to the

more intimgle, personal and fficial relations beg¥ween the Treasury of the

United Ftates and this k and its officers.
V4

It has been our poliecy ever sincg”we were appointed Fiscal Agent of the
ated instructions have been given by me

y 7"; /C,E'/\A—é‘? »

to my associates emphasizing the dmportance of the policy) of rendering every

possible assistance to the Preasury, whether it appeared to be required or

authorized by law, or not. This includes lending men when their services are
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#2 Honorable S. P. Gilbert, Jr. November 2, 1921.

" needed, furnishing information, advice, assistance, support, and comfort, defend-
ing the Treasury against its enemies and critics, and in every possible way in
our powerpromting its interest. We intend to continue to do that. On the other
hand, there has been a distinct chill to my enthusiasm for this policy, and to
that of some of my associates, because during the period when the Federal Reserve
System was being attacked, abused and misrepresented, there has not been one
whisper or statement emanating from the Treasury Department of the United States,
either its present officials or those that preceded them, in defense of the System.
The difficulties which the reserve banks are now encountering are entirely the
outgrowth of the situations created by the war, and of the attitude of cooperation,
and the policy of subordination,.which the reserve banks willingly and enthusiastically
pursuea during the war and immediately subsequent to it. Neither Mr. lcAdoo,
Mr. Houston, Mr. Glass, Mr. Leffingwell, nor any present officer of the Treasury,
so far as I am aware, has publicly or privately in any influential or important way
undertaken to share the responsibility with the System, or defend it against its
critics. It is suggested to my mind that inasmuch as the present officers of the
Treasury naturally had no responsibility for the policies of that day, they are not
called upon to defend those policies. That may well be true; but I feel, on the
other hand, that when the integrity and good faith of the officers and directors
of this bank areattacked, as ;hey have been, that some affirmative position might
have been taken by the Treasury Department, because in those matters the Treasury
is well aware of the facts, whether under the present or former administration.

In my present frame of mind, I am beginning to believe that we are

subject to two things; as to the old administration, its dispoeitiogsto let
the critics place the blame, if any blame can be placed, upon the Federal Reserve
System alone, and not to assume any share of it; as to the present administration,

to wait snd see what the outcome is before deciding to defend the System or not.
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#3 November 2, 1921.

It always has been, and alwaye will be, my policy to get a matter of this
sort ocut of my mind, and out of my system, frankly, when it arises, and I am only
writing this letter after long deliberation; but I would be the last one to ask for
any defense in my own behalf. I am not doing so now, becsuse the occeasion for it
is passed; but 1 am inclined to think that it is a matter which you and your
essocistee in the Treasury will need to think about some day, if you expect to
meintein the efficiency of the service which is now rendered to the Treasury by
the reserve banks, and especially by this bank. You will not get it if the type
of men who now run the bank leave its service for other institutions; and they will
do so if this movement to attack the bank's management has any measure of success.

Three of our officers have within the last week or ten days mentioned
to me the possibility of their leaving in case their future in the bank is what
would be indicated by the unwillingnees of its friends to support it, and at least
two of them are the men upon whom you depend more than any cthers for the business
which we transact for the Treasury.

This letter is for your own eye and no other, and I believe especially
you will understand the friendly spirit‘in which it is written.

Yours very truly,

Honorable S, P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,
Washington, D. C.

BS: MM
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Hovember 9, 1921.

Dear lr. Gilbert:

The enclosed personal and confidential memorandum
in regard to Mr. Kenneth Lord may be worth considering in
connection with the Savings Divieion. If eo, please advise
me, and Mr. Morgan will be very glad to interview Mr. Lord.

Yours very truly,

Honorable S. P Gilbert, Jr.,
Under Sooratumeaeury,
Treasury Department,

Washington, D. C.

Enec.
BS: Ml
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December 7, 1921,
.f“ -
/ / iy X
)/’H ¥ R
/ V.
Dear ¥r. Gilbert: i
/

I thank you for your letter of December 5, enclosing copy

of the address of Sir H. Strakesh to the Second Assembly Commission

o

¢f the League of ¥atiene on the work ¢ the Financial Committee, and

I shall be pleased t¢ read the papers menticned and apprec-
i&ht® your courtesy im forwarding them tc me.

fours very truly,

Honereble 3. P. Gilbert, Jr.,
Under Secretary of the Tressury,
ITreasury Department,

Washington, D. C.

Gb, M
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December ¢, 1921.

Dear ¥r. Gilbert:

The copy of the Amnual Report of the Secretary
of the Treseury on the state of the Pinances for the
fiscal year enced June 30, 1921, has been received, to-
gether with your lsiter of December 7, for which accept
thanke.

It will give me pleasure te read the report,
and I am glad to have the same for the information it
contsins.

Youre very truly,

Benj. Strong,
Governor.

Honorsble 8. P. Gilbert, Jr.,
Under Secretary ot tHe"Tteasury,
Treasury Department,

Wasbingten, D. C.

GB, s

[

e o it
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COPY OF TELEGHAM

January 31, 192&.

S. P. Gilbert
Washington.

Referring to our corresponaence with regard
to cent developments tending to classify Victory notes as
obligations which are to be tradea in in the short-term money
market, it occurs to me that this program might be further
accelerated if you were torequest the various Federal reserve
benks in whose districts there is now & real open market for
short-term Treasury certificates, etc., to also make similar
temporary advances to aealers against Victory notes as well
as ageinst short-term certiificates.

CASE.



February 3, 1922.

Desr ¥r. Gilbsrt:

I wes orly able yesterdey to read Sir Henry Strakosh's
address, which you were good enough to sernd me lust December. I
know hiy guite well. He is a very unususl and exceedingly able I
fellow, and if he, and others like him, would only keep playimg on ﬂ
-this ¢étep, it may be that common sense will ultimately prevail im

some of these matters abroad.

Veurs very truly,

Honorable S. P. Gilbert, Jr., A
Under Secretary of the Treasury, / \
Treasury Department, :
Washington, D. C.

BS. MM
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February 9, 1922.

Dear Mr. Gilbert:
Last menth the directors of the Federal Keserve Bank of
Pallas appointed 2 new Covernor in place of Van Zendt. The cir-

cumstances are fully known to CGovernor Herding. Van ¥Yendt head

some experience some years ngoc in the Philippines in the Treesury:

Depertment under Mr. Taft. He has been s bank exeminer, bank
of'ficer, and sn officer of the Federal Reserve Benk of Dallas.
He is 50 years old, although = men of yoﬁng appeerance snd much
energy. The members of the Federal Reserve Board are aware of
hie eapacities. Do you think he might be of service in the
Philippines? He is not acquasinted with foreign exchange, but
hae & splendid groundwork in general banking and finance.

Yours very truly,

Henorable &, P. Gilbert, Jr.,
Under Secretery of the Treasury,
Treasury Department,

¥ashington, D. C.

BS. MM

Federal Reserve Bank of St. Louis
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¥darch 15, 1922.

¥y dear Mr. Gilbert:

I thank you for your letter of March 11, encleoeing
copy of lettsr from the Buresu of Insuler Affairs of the Jar
Department, with respect to ¥r. Thomas R. Lill. I note that
Mr. Lill's services can not be utilized for the present owing
to no vacancy existing.

Yours very truly,

Honorable S. P. Gilbert, Jr.,
Under Secretary ﬂ'&o"rrumry,
Treasury Department,

¥ashingten, D. C.
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FEDERAL RESERVE BANK

OF NEW YORK

PERSONAL April 21, 1922.

Dear Mr. Gilbert:
This is a very personal and private communication to convey

to you my reply to Leffingwel

s 1é%4er of April 15. If you think it

is too vigorous, please read his leté; wgain, which I enclose. I

Sincerely,

Honorable S, P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

#ashington, D. C.

BS ..MM

encs.
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May 17, 1922.

Dear Mr. Gilbsrt:

This ie to acknowledge receipt and to thank you

for your letter of May 168, appending copy of a letter dated

May 14, addreseed to you by General McIntyre with respect

to the possibility of an appointment in the Philippine
National Bank for Mr. Van Zandt.

Yours very truly,

Benj. Strong,
Governor.

Honorable S. P. Gilbert, Jr.,
Under Secretary of the *r'eaaury,
Treasury Department,

Washington, D. C.

GB . MM
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May 10, 1922,

PRIVATE AND CONFIDENTIAL:

Dear Mr. Gilbert:
So far as I can gather, there is some chance thst the
Britieh Government might step forward quite promptly and pay

interest on the debt. If they do, you are bound to have a
bdnds‘biii:
Very truly yours,

Honorable 8. P. Gilbert, Jr.,
Under Secretsry of the Treasury,
Wachington, D. C.

BE.MSB
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PERSONAL AWD CONFIDENTIAL May 25, 1922.

Hy deer ¥r. Gilbert:
Theak vou for yours of the 20th. T hed slready read the
Secretary's letter to Sensator McCumber, and of course realize thet thong
will bo a deflcit notwithstending whet may he paid on foreizn losns.
On the other hand, the mere fsct of eny payment would aeem to be confir-
zation of the views eo frequentiy expressed that the Intersat on the loans
and ultimetely peymenta on the prineipal, or =t least what mey be reoalized
?res'a enle of foreis government bonde, will he sn aseured ecource of
ingoze cut of vhich bonus lisbilitiee mey be met.

Very truly yours,

i Benj. Strong,
4 Governor..

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treseury,
Treazsury Departaent,

¥sshington, D. C.

Be KN

Y
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PERSONAL AND CORFIDENTIAL June £, 1922.

Dear Y¥r. Gilbert:

I have been oatching up vith your correspondence with Hr. Case in regard
to Treasury financing, and have had more than one talk with Hr. Caese s ss to
familiarize myself with your viess and his as they have developed.

Tt 1s alwaye dengerous to prophesy, but good fimsncing involves a forward
visien, end I an witinﬁo comment epecifically upon your program, which ér. Case
has dono =t lemgth, but to point out a few peculiarities of cur prasent zituation
with which I believe people gre not gemerslly familiar.

Please consider thie elsc en acknowledgment of your telegram just received
advising of the imminemce of the ammouncement of the new cffering.

Under our Americen banking system prior tc the imtroduction of the Federal

Reeerve System, timee of liquidation and debt paying sere accompanied by a large

accumulation of surplus bank reserves throughcut the United Statss, primeipally
carried by all of the banks of the country with their rescrve agente. In thoee
daye thers was very iittle bor\roving by any tapk from any cther bLank, the maximum
at no time, I believe, exceeding-$200 millicne. Thoee surplus bank ressrves
resultsd in the establishment of abnormally low rates of interest im the market
for sl) kinds of bank paper, and the abmormal sase of money was one of the direct
results attributable to our inflexible system, just ae much as vere the abacrmally
high ratea of interset which at times developed when bank reserves became
deficient.

This has ._ﬁ:efn changed in revolutionary fashion. There ies no such
thing in this country to-day ae a great surplue of bank reserves, cutside of that
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held by the reserve banke. As liquidation produced free funds in the hsnds of the
banke of the couatry, those free funds were applied to repaying borrowings, prin-
eipally from the reserve banks. The result of this change in our affairs is
perfectly cbvious. Rates are not liable to go as sbnormslly low as under the old
system ahy more than they are likely to go abmermally high.

You may safely conclude, therefere, that any great further sase of money
can sély result from one of two things: one would be a famther wave of liguidation,
whick we do not mow anticipate will oecur; and the other would be a gemeral release
of Federal reesrve bank credit, either through large investuments under section 14,
or reducing the rates charged to nelbefa under secticon 13. My personal opinion
is that #e have sbout seen the bottow of interest rates, with the poseible exception
of o shori periud this summer shen ws may have scme mid-summer dullnmses of business
that would cauees & flow of funde to New York; but I hardly see how that could last
beyond the harveet season.

The point of this letter is tc indicate to you my belief that it would be
wigse to do as Jurge an amount of finanmecing (I refer espscially to the refunding
of Vietorys by exchsnge for = new issue of Tressury actes) : at the present time as
‘is possible.

As I have repeatedly stated to you, were we toc see & run-away spsculation
not only in securities bul in commcditiee, I think it would be the duty of the
Federal reserve banke either ts advance their rates (the influence of which would
be elight) or to let their short-time investmente run off (the influence of which
would be considerable).

I see many little indications that the great surplus of investment funds
in the country has been pretty well abscrbed for the moment. #e see many indica-
tions that business is revivinggsgricultuvelj industrisl and comnercisl demsnds for

credit are likely to inereass. e have seen an enormous incrsase in the stoek
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3 June 5, 1922.

exchange loan account, and we have seen scme tendeney for new issues of securities
to back up in the hande of the distributers. Does not this constitute in iteelf
a warning that with eome §5 billions maturing within the next year, that that
portion made up of Victory notes, say $2 1/2 billions, should be gottem out of the
way to a large extent now?

Any prophecy as to the future ie dangercus, and I ask you to aecept
thie with reserve on that account, but ae the beet expressiom as tc tho Puture
course of the money market that I em capable just now of giving you.

Very truly yours,

Beaj. Strong,
Governor.

Honorable 2. P. Gilbert, Jr.,
Under Secrstary of the Tressury,
Traasury Departamant,

Nashingten, D. C.

BS. MM
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PERSONAL AND CONFIDENTIAL June 12, 1922.

Dear MNr. Gilboxy'f'-iw_ﬁ

Iour note of Juae 10 is just received, and I am most grateful to you for
keeping me posted about the matter referred to.

I am hoping that the outcome will be all right. If you feel dispused i
to do so I hope you will take the opportunity of seaying to Mr. liellon that if
Governor Harding is reappointed to his present pesition, I believe that the
country and the System will be greatly benefited by appointing Mr. Boward, President
of the Federation of Farm Bureaus, as a member of the Federal Reserve Board.

¥hile that crganization has sometimes been regarded as over-critical of
the Fodor;l Heserve System, I believe it tc be a responsible and conservatisve
organization of the agricultural interestes of the country and to be conducted under
the guidance of men of prudence and wisdom. ¥hat I have been able recently to
learn of Mr. Howard convinces me that he would be a useful member of the Board and
a sound representative spokesman for the agricultural intereste. My only fear
ie that in case the President should take this view, that Mr. Howard could mot be
induced to accept, snd if the matter reaches that stage I think there are members
of the Farm Bureau organization who would tozday be glad to urge him to accept -
if they were given the opportunity. ‘

Agein thank you for your letter.

Very truly yours,

Ben j. Strong,
Governor.
Honorable S. P. Gilbert, Jr.,
Under Secretary of the Treasury,
. Treasury Department,
Digitized for FRAGERRington, D. C.
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PERSONAL . June 19, 1922.

iy dear Gilbert:

I have read the newspaper accounte of what tremspired in coanection
#ith the attempt to introduce political appointments inte the Treasury, sith
concern as well as with deep interest and fimally with the greatest apprecia-

tion of the stand which Kr. Hellon has talten.

1 do not like tc write letteres ¢n matters ¢ this scrt, as sometimes

they are misunderstood, especially se I bave no desire t curry favor with a
Chief for whom my admiration is constantly grewing. If, however, you think Q_ma,;f}ﬂ*
" Qg MV

that he would understand such a letter, please hand bim the enclosi§/:>other-
wise be good encugh tc tesW it up. OFf course, it ie quite private and
confidential.

Let we add thet what I am sriting to ¥r. Mellon is equally addressed
to you.

Yours very truly,

Homorable 8. P, Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

#ashington, D. O.

BS.MN

enc.
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PERSG NAL June 27, 1922.

Dear lr, Gilbert:

Replying to your note of the 26th. Your note affords me the opportunity
to meke a few reflections. I know that you want them to be frenk, and I greatly
aporeciate your giving me & chance te write you. To make them as brief as
pessible, and discleiming any desire to w#rite an addrese for you, they are the
following:

1. In varying degree for sometime past I have feared the development of
this "soft" money movement, and personslly believe that this Adminietration must
sconer or later come out definitely in oppostion to these demends to debauch cur
monetary system. This w#ill be an opportunity for you to do so in a part of the
country where the sentimente you express may not be very popular.

2. I am convinced that the principles contained in the bills introduced
by Senator Lenrocot snd Congressman Anderson are tho ones which are best designed
to meet the needs of the agricultural people of the Weet. If you agree with
thie statement then I would suggest that the plan be expressed in the simplest
language and that emphaeis be pla;od upon two pointe: (a) It createe mo new
separate gystem for the farmer, but simply renders the present exieting credit
agencies more effective for the farmers' benefit. (b) By introducing the debenture
scheme, it drawe money from the capital centers, that is, from the centers where
there ies a surplus of credit, to the agricultural districte where there ie a
ghortage of credit, and will thereby release a certain amount of local bank credit
now needed for the local merchant and general borrower who at times is required to

pay what he regards as excessive interest rates.
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2 Honorable S. P. Gilbert, Jr. June 27, 1922. i
|

8. HIny debasement of the curremcy is all to the advantage of the large
producer, and all to the disadvantage of the emall producer and the laborer. This
ie especially true of the laborer. W#hen inflation ocours, prices rise, but wages
lag behind. The laboring man gets his share, so to speak, of the inflated values
through increases in wages, which gemerally necessitate strikee, and a certain
emount of suffering. With his wages higher he will enjoy a short period of
-.rti.ﬁ.ci:i progperity when he can indulge in extravagance; then the day of reckoning
comee with a business reaction that throws him ocut of employment. He -.-:_umr.
both ways. He is the last to be benefitted when prices are rising, ‘m&;\‘t.bo first
to be thrown out of employment when prices collapse. ('\\

4, BEdison's first question was to ask shat would be the velue oi\geld if
the principal banking natione of the world demonetized their eurroaoin.».\, @ffhald
many pecple were inclined te anewer that gold would find a certain level ?\f vdﬁﬁ\
depending wpen its usefullness in the arts, ete., and the extent of the dﬁmi f?\r
it, implying that it would be at & discount. The question is most nislhding. '
Measured by what stsndard cf value would it be st a discount] Obvion\ ¥, ﬁ\\uy
new currency which was substituted for demonetized gold: The fact is, hkn‘nr,
that gold would probably instantly go to & great premium and the new curronoy to |

a great discount. Gold did{not acquire ite value through the coinage 1;1#&3\ of

W
NERG ©

the verious nations,which simply f‘ixpd & standard as to the quantity of gnld\in a “%

\
given coin. The value of gold is traditional - lnetorical. Through mj Iﬁ\‘r
centuries, generation after gemeration of human beinge have learned by cxporiciop
that gold 1%3» article in the world which always seems to retain purehuing \
power; wzhereas cther kinde of currency at one time or ancther have daprucinto\cl vhpa
measured in gold values. The instinet to hoard gold and to put savings iuto.!
gold would be stimulated by sny such propossl as that of Bdison or Ford. Goi;é
would go te a premium, the new currency to a discouaf., and the utmoet oonfusiqh
would arise in prices. The very effort to stabilize prices by the issue of so-
calledenergy currency" or "warehouse currency" sould result in the most unstable
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5. Uere I making such an address (although I presume you could not take
thie position) I would go as far as I dered in expressing sympathy with the position
of those members of Congress who are commonly called the Farm Bloe. I think some
o? the things that they have proposed are fantastic, but they do represent a con-
stituency that hae endured a periocd of real suffering snd distrees and they cannot
be blamed for making efforts, even though some of them are misguided, to help
their people cut. Further then that, I think their methods have in some instances

been wrong - but their purpcse, that ie to afford relief to their own constituency,

is beyohd challenge.

8. PFipally, I sr frank to say that I think that an addrese of this
character to such an audience - or at least in that section of the country - is
filled #ith gun powder, and being made by an officer of the Government, and a high

one al that, will have o considerable element of political interpretation given

to it which cennct be svoided.

June 27, 1922.

I wish you suceess in preparing the addrese, and would hate to face the

task myself. Geod luck to you.

/

Yours very traly, &

Honorable S. P. Gilbert, dJr,,
Under Secretary of the Treazsury,
Treasury Department,
¥ashington, D. C.

BS.M¥
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PRIVATE AND CONFIDENTIAL July 28, 1922.

Dear Mr. Gilbert:

Enclosed are the figures indicating the amount of borrowings
at this bank by weeks from November 30, 1021 to date, divim;_u
to shos loans to all of our member banks, loans to all New York City

A 'L
banks, and loane to those shich we claseae #all Street banks. The
daily figures you already have, and I hope in satisfactory form.

Yours very truly,

Benj. Strong,
Governor.

Honorable S. P. Gilbert, Jr.,
Under Secrstary of the Treasury,
Treasury Department,

#ashington, D. C.

BS.HxH

enc.

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

Federal Reserve Bank of St. Louis




Loans of the Pederal Reserve Bank of New York as of close of business on
Wednesdey of each week, from Nov. 30, 1921 to July 19, 1922,
the latest date for which weekly figures are available.

{In millions of dollars)

_ Discownt To all Member All New York To Wall Streety
Date Rate _Banks ity Banks Banks
Nov. B0 41/2 200 125 108
Dec. 7 ) 227 148 122
Des. 14 214 1338 107
Dec. 21 236 157 138
Dec. 28 218 151 116
1922
Jan. 4 199 125 111
Jan. 11 164 87 85
Jan. 18 144 84 74
Jan. 25 118 6z 48
Peb. ; 3 118 59 43
Feb. 8 158 96 67
Peb. 186 140 83 85
Feb. 21 101 43 31
Mar. 1 90 38 17
Mar. 8 68 14 1
Mar. 22 69 20 2
Mar. 29 74 23 11.5
Apr. 5 88 42 51.5
Apr. 12 (1] 25 11.5
Apr. 19 61 21 13
Apr. 28 47 8 0
My 3 88 28 20
May 10 48 ] 0
May 17 45 8 0
May 54 238 18.5
May 31 43 ] 0
June 7 39 8 ]
June 14 42 9 0
June 21 & 34 7 0
June 28 4 88 52 41
July § : 108 77 58
July 12 74 47 40
July 19 04 72 84

*Banks deseribed as "Wall St. Banks," are those which make loans to Stock Exchange
Brokers; and excludes strictly commercial bankse and trust companies which
do no "Wall St."™ business.
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Lowns to Wall Btreet Banks each day from flovember 3, 1921, when thw
discount rate of the Federal Reserve Bank of Hew York was reduced from 5 per cent to
4-1/2 per oent, to Jume 22, 1922, when the rate was reduced to 4 per cemt, and from
June 22nd to July 24th.» '

Loans Die- g woans Dis-
Date in ¥iliions court $ Late in i:lioms count
‘ of Uoliaras Rate H of Uo.lars Rate
2
1921 : 1021
:
Hov. 3 86.53 4-1/2 3 Dec. 19 101.7 4-1/2
¥irte o 100.4 H 20 120.
5 87. : 21 133.5
T 88- $ 28 1“-‘
] 109. : 23 103.9
10 96. : 24 113.7
12 87.8 : 27 113.7
14 88.8 : 28 115.8
15 80. : 29 102.3
16 80.1 H 30 83.85
17 120. : 51 118.3
18 138.2 g
19 137.8 H 1922
21 124.9 :
E + 4 118.1 t Jan. § 117.8
23 108.9 : 4 111.8
25 118.1 : 5§ 108.
26 112.5 : 8 108.5
28 100.8 : 7 105.4
29 100.3 : 9 104.5
30 105.4 s 10 95.8
: 11 84.9
Dec. 1 101. 2 12 89.2
2 143, : 13 75.8
3 139 : 14 59.4
5 128.8 : 18 6.5
8 128.8 : 17 83.
7 128.2 : 18 74.2
8 130.3 : 19 §4.7
9 128.5 f 20 103.1
10 136.2 : 21 85.2
12 139.1 t 23 81.5
135 127.4 : 24 68.4
14 107.1 H 25 48,
15 105.5 28 38.7
18 98.5 : 27 535.9
17 97.68 : 28 80.9
: 30 56.7
: 31 48.1
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Loans to Wall Strest Banks each day from November 3, 1021, when the
discount rate of the Foderal Reserve Bank of New York was reduced from § per cent to
4-1/2 per cent, to June 22, 1922, when the rate was reduced to 4 per cemt, and from
June 22nd to July 24th.* (Cont'd) 1

tows ' Ble

Lozns Dig- ¢
Date in Millions count ¢ Cate in Millions count
of Loliars Rate @ of Lollars Rate
:
1922 : 1922
; : .
Feb. 1 48. - 4-1/2 ¢ Mar. 19 0.
2 58, : 20 0.
3 75.2 : 21 0.
4 £8.4 s 22 2. .
8 70.8 : 23 40. - i
7 70. H 24 85.9 . \
8 67.2 H 25 28.8 . .
@ 88.3 : 27 20.8 \
10 20.8 : 28 8.
11 32.7 : 20 11.8
14 54.3 . H 30 25.
15 - 54.8 . H 31 2.8
18 . 28.7 - :
17 16.2 - s Apr. 1 27.
18 8.6 - 3 3 31.
20 9.9 - : 4 18.
21 31.4. Bl 5 31.5
23 31.4- 3 8 38.
24 49. - ] 7 34.8
25 18.3 3 8 29.5
27 i7.1 ] 10 Y.
28 7. $ 11 24,
| 13 11.%
Bar. 1 i7. ¢ 13 25,
2 18. H 14 9.
8 0. r ‘ 1.5 150
4 10. g 17 21.7
8 11. $ 18 10.
7 3. t 198 13.
8 , & g 20 0.
] 0. - : 21, 0.
10 7.8 $ 22 5.
11 8 . : 24 0.
13 10. - H 25 0.
14. s. s 26 0.
15 G. : 27 0.
18 8. . : 28 15.2 -
17 0. 29. 8.
18 0. s
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Loane Lo Wall Street Banks each day from Hoveaber 5, 1921, when the
discu.at rate of tae Federal Reserve Bank of New York was reduced from § per ceat to
4-1/2 per cent, to June 22, 1922, when the rate was reduced to 4 per cemt, and from

June 22nd to July 24th.* (Cont'd)

r F

»0ans Dis- 3 Dis-
Date in ¥illions unt :  Date n Hillions count
of Dollars gsto : of Voliars .ﬁ
:
1922 4-1/2 : 1922 . &-1/2
:
Say 1 10. : June 14 0.

| 20. 3 15 O,

’ ﬂ H 18 ‘s;

4 0. H 17 0.

6 24.4 3 18 0.

8 8 3 19 0.
8 .8 : 20 0.

9 8. $ 21 0.
10 0. s 22 0.
11 0. : 23 45.7
12 0. H 24 36.1
13 0. ] 2% 35.1
14 0. 3 28 38.
15 0. 3 27 1.
16 0. : 28 41.
17 0. : 29 131.
i8 G. : 30 18.7
19 0. H
20 0. sduly 1 18.
21 0. H 2 18.
22 0. H 3 85.4
23 a. 3 4 86.4
24 18.5 s 8 58 .4
25 0. : 8 54.7 .
28 11.7 3 4 83.8
27 4.7 s 2] 38.
” 10 H ’ u.
31 0.0 3 10 81.5

: 11 51.5
June 1 10. 2 12 40.

2 21.9 : 13 25.

i) 11.7 s 14 13.5

5 9. : 16 11.5

8 1 B8 s 18 11.6
7 9. : 17 17.

] 0. s 18 44.

g 0. ] 19 84,
10 €. : 20 2.9
11 0. 2 21 46.1
12 0. s 22 14.7
13 .5 3 25 14.7

: u ;.
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CORFIDENTIAL August 2, 1922.

Dear Mr. Gilbert:

Mr. Morsn came in this morning and I expected to hand him
the enclosed document, but not being certain ¢f his return am send-
ing it % you. You may already heve seen it. I know nothing
about the people from whom it comes, but presume that lir. Moran does.

Yours sincerely,

Honorabtle S. P. Gilbert, Jr.,
Under Secreteary oefthe Tréssury,
Treasury Department,

#ashington, D. C.

BES. MM

enc.
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CONFIDENTIAL hagust 3, 1922. "

Dear r. Gilbert:

I am grateful teo you for your confidential letter of Auguset 1, and
for the enclosure which accompenied it.

S.uparfi’cial conclusions in regard o the policy of this bamk with
respect to its rate of discount and in general its peclicy in enpioying ite »
funds by investmerit in bille and Treasury certificates might well lead not

.only to & misunderstanding of the ahoj.e situation but result in efforts 3tx.v
impose upon the bank & rate and investment policy which in the long run would
prove to be disastrous. A8 I have repeatedly stated % you and written bo‘
you, and as hae been explaiéed tc the Federal Reserve BEoard, the primsry con-
sideration which hae moved the directors and officers of this bank to gradually
build up an investment account aé its loans to member banks were paid off
ya8 ian order that w#e might not entirely lose control or forege our influence
upon the money market. Tha‘em\_:loyment of our iavestment account - as
I have explained to you - is now about the only method upon shich we may rely
for exerting any effect upon a dangerous speculation shou_ld it de;velop.

But further than that, the preparations nos being made by the
British Covernment to ;ﬁa.y interest upon the dabt_;/éwing to our Government has
already necessitated snd #ill probably centinue to necessitate large shipmente
of g0ld to this country. The effact of these further additione to our
reserves are diresctly inflationary and the only method by whieh the infla,tionury.
effects of heavy gold importe may be offeet is by ocur liguidating our investment

igitized for FRASER

ttp://fraser.stlouisfed.org/ -
ederal Reserve Bank of St. Louis - -




g : Auguet 3, 1922

account and taking an equal amcunt of funde out of the market. This we
are doing from time to time and expect to continue to do to the extent that
our position permits. \

Efforte to induce the lowering of our discount rate or to bring
about a change in our poiicy in these ragaréa would eimply serve to defeat
s program which has been adopted after much study and is being pursued with
careful regard to all the circumstances. Jere cur discount rate reduced
at the same time that we were liquidating our investmente it would simply
drive the member banke te borrowingz from us. It would in faet‘nullif;
¥hat wé are now undertsking to do to meet a.situation which cannototherwise
be controlled. .

The activity in the stock market is no longer ecalling for the
employment of increasing emounte of credit - as was true some months agej
we believe we are checking the inflationary effects of gold imports; we
find thet our poliecy, ae you are well aware, ie not in any way interferring
with the eucecees of the Treasury's refunding operations; and I think I should
frankly adviee you that should attempts be made to modify this program, and
especially should they be attempted without our having opportunity to be
heard, we would feel it necessary to lodge a vigorous p£otoat with the
Secretary of the Treaesury.

Yours very truly,

Benj. Strong,
Governdr.
~F

Honorable S. 28 Gilbertu’ Jr~’
Under Sseretary of the Treasury,
Treasury Department,
J d#eshington, D. €.
T BS. M
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PERSONAL AND CONFIDENTIAL August 3, 1982.

Dear lir. Gilbert:
Replying to your letter of the firet in regard to exchanges of

4 %/4 per cent. Victory notes for the new 4 1/4 per cent. Treasury notes,

Ur, Csee is to-day communicating #ith the reserve bsnke shieh hold Vietory
nc tes, ad#ising them what we did, that we gather that you will be glad
to ses exshangeg effected, and stating that if they do not make the ex-
change direct, we will be glad to handle the transaction for them inm this
market to the extent poseible, along the lines of our cwn exchange.

1 have just bhad 2 talk with the President of the Metropolitan
Life Insursnce Company, whe indicatee that they will agein take wp con-
sideration of exchanging sowe $1é millione which they hold., They had de-
cided not to do so, but I think possibly a little better understanding of
the situstion mey induce them to change their decieion,

Yours very truly,

Ben j. Strong,
Governor.

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

Yashington, U. C.
ed for FRASER
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PERSCNAL August 4, 1922.

i j 8N

)ﬁ"

e ™ v
‘\w%(‘,la ot

Dear Mr. Gilbert: }sv{d'
Referring to your note of July 22 about t.hatmooh you con-
template making in Montsns, I am enclosing a assoraiedin of shet 1 Mk
in mind to suggest. It wss written by our ¥r, Roberte.
But let me peint out that thies is full of prickers. Some
intelligent people may say that if inflation is esuch a crime, why did

the Treasury inflate as they did im 1019 - 1920, and why did the

"?159. to be drawn into such a poliey.

R

reserve banks permit

I am sending this suggestion to you for such use as you care
to meke of it upon your e¢wn responsibility, but on reading it over I
csnnot but feel that it might be misunderstood.

Yours very truly,

= Benj. Strong,
Governor.

Honorable S. P. Gilbert, Jr.,
Under Secrstary of the Treasury,
Treasury Department,

fashington, D. C.

%.n v
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PERSONAL AND CORFIDENTIAL Auguet 4, 1922,

Desr Mr. Gilbert:

Thank you for jiaur Pavor of Augnst 2, seanclosing copy of
your personal and eonfidential letter of Auguwet I addressed to ¥r.
Case. Before writing you in detail in regard to the progras,
there 1z some information that I #ill need in regerd to bend values,
and I shall bope to srite you sometime nexi seek.

Tours very truly

Penj. Strong,
Geovernarxr,

Honorahle S. P. Gilbert, Wr.,
Under Secrstary of the Treasury,
Treasury Department,

faskington, D. C.

BS.W¥
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August 9, 1922.

Dear Nir. G%z

/‘ Supplementing Govarnor Strox?' 8 letter to you of August
7 in reply to your inguiry of Auguet 4 as to the present where-
abounts of Charlee K. Fowler, I learn, upon quiry, that Mr. Fowler
has an office at 44 Beaver Street, New York City, and that hie
residence addrese is 587 Riverside Drive, Hew York.

Trusting that thie information will serve your purpose,

I am,

Very truly yours,

~7

(g\. H. CASE,
aputy Governor.

Honorable S. P. Gilbert, Jr., ;
Under Secretary of the Treasury,
Washington, D. C, .

JHC EAB
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August 9, 1922,

Dear Nr. Gilbert:

Your favor of the fourth imstant, in regard to exchanges of
Victory notes for the 4 1/4% notes, is just received on my return to
New York.

In my final talk with Mr. Fiske of the Metropolitan Life In-

surance Company he pointed out that the exchange would cost them about

dw.ooo in income. He said that he would prefer to await the maturity -}(

" of their holdings and he would then assure us that amy offer of P
change then made would be promptly accepted.
| Obviously, I felt unwilling to request him definitely to take
a loss of that amount but I think you can count en-thoir exchanging their
entire holdings whenever the maturity date arrives.

Very truly yours,

BENJ. STRONG,
Governor.

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
wa.hnﬁe" BO c.
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CORFIDENTIAL August 11, 1922.

My dear Hr. Gilbert:
I have read your letter of August 1 addressed to lir. Case and his re.
ply of Auguet 8 and now yours of August 10, all relating to the Treasury's

program for the next eix months or so.

The first outstanding impreesion from your letter is the very large
amount of issues to be made in & comparativsly short peried. fhile, to be sure,
it involvee no enlargement of the totsl borrowing, a very large proportion of the
money to be obtained must be scught from new investors and subseribers to pay off

old investors who will doubtlese want cash, and it is the largest turnover of

that charscter that the Treseury has yet undertaken. Therefore, it is surrounded
with a greaster degree of uncertainty then has been the case w=ith previous issues. \x

The second impression that I gain is the difficulty of desling #ith
both the Victory nctes and the #ar Savinge certificates effectively and economically
by any exchange offer. The previcus offeringe of that character have not produced
the results that were anticipated or desired.

The third impression is the very coneiderable physieal difficulty ith
which the reserve banks will be confronted in the last two wesks of December lﬁ
handling the enormous number of people with whom we muet deal in paying off the
called bonds, effecting physical exchanges, and especially in dealing with the
owners of the maturing %ar Savinge certificates. Theee physical difficulties
are being studied now by the officers of the bank and we hope to submit eome
suggestions in the near future.

As to the specific proposale contained in your letter of August 1, may
I offer the following comments:
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2 Honorable S. P. Gilbert, Jr. August 11, 1922.

Paragraph (1). Of course, our experience would indicate that »ith the
rates suitably adjueted to the market we could count on September 15 upon realiz- 4

ing any amount of cash required upon an offering of one year certificates, but as

doubt ite producing eny very coneiderable amount of Victory notes. The rate

i
1
stated above, I wuld doubt the success of an exchange offer - that is, I would !
|
|

suzgested im this parsgraph as possible at that time may indeed prove to be the
case, but a 4 per cent. five year note just now would not be sufficiently attractive. 5
There is poseibly less doubt of the success of a 3 1/2 per cent. one year certifi- |
cate selling in adequate volume. I em inclined to express a little warning as to i
your confidence in an easy money market in the middle of September. Wuch depends
upon the strike and the extent tc which the erop movement has gotten under way end
whether the railroads are in shapeo to handle the harvest promptly.

Paragraph (2). If conditions appear to be satisfactory I would rather
prefer to ‘m the long time bond offering made in September rather than in October.
If the offering wae not a complete success it would then afford a period of
recuperztion between September 15 and the December maturity; and the pericd between
October 15 and the date shen you would need to offer the new bonde to retire the
called ¥ictory notes ie rather short in case the offering proposed for Uctober
were not fully successful. I sm inclined to think that you under-estimate the
impertance of orgsnized methods in placing a loan for $500 millions. That is a
very large amount of investment money to get on one offering, and of course it
depends for its success entirely upon the rate being sufficiently attractive. 'It
is difficult %o form an estimate from present data of just vhat can be expected of
the market as to a 4 per cent. taxable bond maturing im 20 or 30 years,bearing im
mind of course that the interest basis is always figureg in the market to the date
when a bond may be calied and not to the date it may run if not called. In order
to get some ides of markel bases of a 4 per cent. taxable bond, we have calculated
the interest bssis of the 3 per cent. Panama Canal bonde, which at the present price
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3 Honorable S. P. Gilbert, Jr. August 11, 1922,

of 92.41 is 3.35 per cent. This is for = bend wholly tax exempt which matures in
1081 - that ie, 39 years. #e have made a2 eimilar calculation for the Fourth

4 1/4 per ceant. Liberty loen bond, sssuming a maturity in that cese of 1061, which
gives the bond a market value of 102.80. By taking the difference in interest
busie between the taxable and non-tsxsble tond and reducing this to a 4 per cent.
beeis, we find that theoretieally at the present market vaelues of these two issues,

a 4 per cent. taxable bond should have & market value ¢f 100.44 if maturing in 1988 -
that ie, 11 years; of 100.68 if mesturing in 1942 - that ise, 20 years; of 100.87 if

maturing in 1952 - that is, 30 yeare; of 100.9¢ if maturing in 1961 - that is 59 years.

This caloulstion may be a bit misleading because o” the limited issue of
the Pansma Canal 3&, and becsuse of the speeial circumstencee surrounding ﬁnh&:ﬁﬂh ’
is made of those bondes by certain classes of owners. I think it may be fair to

assume that they sell at = little higher price and a somewhat lower interest basle

rohunlyl then do the various taxable issuee. The amount of the issue also has an
importent bearing upon the market price. In view of all the circumstances I think
I would lean towards msking the offering of a long time bond in Septlember, and offer
s silaller amount than §500 millions, thersby giving yourself the bemefit of a good
test of the markel as well as ample opportunity to make other arrangements in the
light of what is discloeed as the result of that offering.

Paragraph (8). It is very difficult for me to accept your suggestion
that an issue of $1 billien of long time bonds can safely be relied upon as the
meane of fimancing the December payments. It is a very large issue to plmlmd
i1l need to bs attractive in terms, and your fesling about issuing a 4 per cent.
bond seems to be so streng that I am led to urge that the amount of long time bonde
to be offered be materially reduced below this figure. Inability under the present
law %o have the #ssée underwritten greatly increases the risk of the Tnuﬁry, and
the amount to be raised is so large that it emphasizes the need for making the
preliminary offering earlier than October 15.
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4 Hancrable 8. P. Gilbert, Jr. August 11, 1022,

#hile December 1 is not a bad time to offer the bonds because of the
heavy interest and dividend payments for rreinvestmént - all this coming into the
market sround the first of the ysar - I nevertheless would err on the side of
cantion in determining the amount to be offered.

Peragreph (4). This suggestion calls for no comment.

Paragraph (5). The physical difficulties of handling the exchange of War
Savinge certificates and of weking the payment of the cash to those who do nmot
accept new securities are so great that I think the Treasury will necessarily be
called upon to make some interest sscrifice in order to start exchanges at least a
month before Janusry 1, and mtwithytanding that it #il11 overlap the heavy operations

on Dscember 1 and December 15.

" Itiwould not surprise’ me st all if there were & million and a half people

in the City of New York alone that hold ¥ar Bavings certificates and Thrift etamps

maturing on Jammry 1. [t Bven if there is only one million, I think we wuet
realize that the hendling of this onormous number of people, even though it were
éietributed smong =]l the Post Uffices snd Sub-Stetions =nd all the banks and their
branchee in New York City, neverthelees involvee & very serioue problem. For that
resson I would etrengly urge that arrangemente be made to stert exchangee just as eoon
ee poesible, certairly not later than December 1.

In general, I agree with you thet at least $1,500 millions of the short
debt of the Government should not be funded at the present time, and I would be
rather surprised if it does not tranepire that this figure mey have to be inecressed
ag the result of some issues of short securities, to take care of the portion of the
czlled Victory notes snd the War Savinge certificstes beyond what is anticipated by
the sutline eontained in your letter.

In general as to the intereet rate on a long time bond; it ie toc early
a8 yet to have 2 final opinion. ‘Tt would be unwise to consult the dealers or

bankers, and you doubtless have it in mind to take that watter up for final
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3 August 11, 1922.

coneideration in ecase the first offering ie made in Ucteber, say scmetime arcund
the middle of September; or 1f you sheuld deeide to make =n offering of a long time
bénd in September, you w#ill probsbly want to decide about the rate sometime withia
the next two weeks.

I¢ you arrive at s determination as to when the firet long time bond
offering should be made within the next few days and will advise us I think I would
be inclined then to take two or three of the beet bond men in the ecity into ocur
confidence and ask their advice, but of course we would not think of doing so except
with your consent. Plesse understand that these comments are in the light of

conditions to-day, which may meterially changs within e few days becsuse of the

gtrike situation =nd within a few weeke because of the anpreaching demands upon the
money market for finanecing the crop movement.

Yours very truly,

Penj. Strong,
Governor.

Honorabde S. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

#ashington, D. C.

B8, "N
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COKFIDENTIAL August 14, 1922,

Hy dear Mr, Gilbert:

chly‘inc t your confidential note of Auguet 12, I am very sorry that
anything contained in my letter of August 11 may have led you to abdndon the
holiday, and the fishing trip which I understand you were contemplating. But,
on the other hand, I am convinced that the fleating of a long time loen is not
going to be aes easy se you seem to feel, snd that should you determine to place
such & loan at 4 per cent. it would, in my opinion, be hazardous to defer the
offering until October because I believe the possibilities of only a partial
success are sufficient to make it hazardous to have that offering made only two
months before a much larger offering must be negotiated in order tc meet the
called Victory notes.

This will be the first leng time loan offered by the Treasury since
the war enthusisem waes employed tc make the previous leng time loans a success Y
and since the Liberty Loan organizations have been disbanded. The Vietory |
loan #as not a long time loan, and the Fourth 4 1/4s were floated, as you

realize, upon & wave of expansion and with all the enthusiasm of the war pre-

veiling throughout the country and with the Liberty loan organization at the
highest stage of efficiency which it reached.

A loan of $500 millions, or even lees, running anywhere from 20 to 80
years, or even from 10 to 50 years, must be very widely and generally distributed
in order to be fully sold. The largest investors will not be so atiracted
btecauee of the heavy taxes; large trust funds, endowment funds, and funde of
that character cannot afford to buy them in large amountes. This willctiet
apply to insurance companies, savings banks, snd, (unfortunately) to commercisal
banke and trust companies because of the difference in the tax situation.
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&..;r organization ie not equipped now to effeet a widespread distribution; we must
rely almost entirely upon the activities of the banks., There is no profit to L‘l
in handling the business except a deposit for a short period. And if these
difficulties are coupled with an offering of s less desirable bond - say a 4 per
cent bond - as indicated inm your letters, I would fear & good deal of difficulty

in placing =« loan of $500 millions.

If a shaller offering than $500 millions were made it etill might be

poseible to sccept oversubseriptions, but that poliey did not work very well in the
war, and it night deter subseribers if they knmew that further large smounts of the
tonds might come on the market due to an oversubseriptions.

1 would very much regret having the Treasury face the cholce of either an
incomplete subseription, on the one band, or asking the banks to take up the loeam,
on the other m - the latter would be a distinet reversal of the Treasury's
policy of getting a wide distribution of ite loans. If you bave determined to
come to New York, I hope you do not defer doing so eas long as a week or ten days.
Should I possibly determine to go abroad to attend the conference of the banks of
iesue, it might be possible to arrange for e confersnce of the' Governors of the
reserve banks just before the offering was made so that your eelling organization
might be brought togtthor and inspired with the necessity for making a good .-tmng
effort to get a good distribution. I would rather like to eee the mesting of the
Governors held before leaving for Europe anyway, end am throwing ocut this sugges-

tion in advance of sriting to Wr. Platt. #ill you let me know how it strikes

you? 4

Yours very truly,

Benj. Strong,
Governor.
Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Departaent,
fashington, D. C.
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CONPIDENTIAL kuguet 24, 1922,

Dear ¥r. Gilbert:

Your personsl and coenfidential note of the 22nd in regard to the
Treseury's program is just received on my return from %oods Hole.

It correctly expresses the view that I held st the time I wrote you,
the only doubt in my mind being as te the amount of bonds that could be sold.

It would be i.llnninatini‘iﬂf you could have eome one in the Treasury
prepare & schedule showing at what point the incowe of an individual investor
is subject to so heavy income tax that he osn hardly afford to buy a 4 1/4 per
cent. bond that is subjeot to income tax. It #i1l give you a good idea from
the tabulation of incore tax returne of the very wzide distribution that will
be required in order to meke a large loan & success.

An effering in Septewber will not have the advantage of coineident
waturity of » long time note issue which has been so largely held by investors
who will be seeking a reinvestment o f funds. Of course, all of this points
to eaution in fixzing the smeunt to be cffered in September.

Since writing you l;st week, I think for the first time I have
realized the imminence of the passage of the bonus bill by the Senats. If
the press: diepatches are reliasble, there is in fact = possibility that a vote:
#ill be taken on the bill ae early as Saturday of this week. In my opinien,
the sentimental effect of the passage of that legislation without amy provision
of revenue to meet the payments, sill be most unfavoreble to the Treasury's
refuading operstions. The total amount of possible obligation thrown upon ,
the Treasury has been sc widely advertised ss running between $4 and $6 billions

that it #ill create the impression - whether justified or not - that the Treasury
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R # August 24, 1922

will be faced with the need for raising large amounts upon new issuees of
securitiea bayond the very large smounts which muet in any event be issued for
roﬂmdlix purposes.

The inveeting public ie very easily influenced by esuch developments,
and if the passage of the bonus bill ocours at about the time that this firet
issue is tzo.bo made, the effect #111 be most unfavorable and the extent of the

ef'feet can only be surmised as there will not be time for the country o bs

educated as to the exsct financial obligstien whieh it imposes.
1t may well be that the hazard will necessitate resorting to some
shorter time obligation, and that sgsin would be, to my mind, unfortunate because

it pointe only too certainly to enlarged purchases by the banke of the country

rather thsn by investore, sad s further expsmasion of btenk investments and }

depoeite. ‘\

Yours very truly,

Benj. Etrong,
Covernor.

Honmorable 8. P. Gilbert, Jr.,
Under Seerstary ¢f ths Treasury,
¥ashington, D. C.

BS. MM
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PERSONAL AND CONFIDERTIAL August 24, 1922,

¥y dear Hr, Gilbert:

I read the article to which you refer, but d& not think
that it represents financial sentiment. The question in my
mind is as to the origian of all of this publizity cn the subjeect
of the Comptroller succeeding Governor Barding.

Yours very truly,

Honorsble S. P. @Gilbert, Jr.,
Under Secretary of the Treasury,
Hashington, D. C.

BS.uH
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September 5, 1922.
CONFIDERTIAL

Dear Mr. Gilbert:

Your favor of Auguet 31 ie rsﬁ.i‘vod and the figures
prepared by Mr. ¥eCoy are certainly most illuminating. They
axhibit the neceesity of wide distribution if we ars to have

i a successful offering of a taxable bond. COutszide of the
| corporations, the big buyere reslly do not exist.

Yours very truly,

: Benj. Strong,
| Governor.

Becnorable 8. P. Gilbert, Jr.,
Treasury Department,
Washington, D. C,

BS.ui

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



September 20, 19z2.

PERCON JND CONF IDENTIAL

My dear Mr. Gilbert:
Replying to your pérsonal and confidential note of

September 18, in regard to Murray Hulbert's outburst, I think

you have stated the facts and my personal view is strongly

against doing anything about it at all. The controversy is

just kxept alive by answering critics, ancd 1 hope the matter
will be allowed to rest. This feeling is shared, 1 believe,
by ny assoclates.

Respectfully,

Fonorable 5., P. Gilbert, Jr.,
Undersecretary of the Treasury,
Washington, D. C.
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PERSONAL - September 25, 1922.

My dear Mr. Gilbert:
Thank you for your note of September 21, which wae presented
to-day by ¥r. Pollek of the Wiener Bank-Verein.
I had an interesting ;hat witk him and am to see him later
for the purpose of discuseing conditione in Austria and Central Eurepe.
I bave some fear that his task in settling the Austrian
bank liabilities here will be made difficult both for our bankers
snd for him, unless something fairly definite oan be kmown in regard
to the aesegte of the Alien Property Custodian, the claime against
. them snd what the chances ;ro of recoveries from that source.
I ‘_hava told Hr. Pollak that I uiil be ~g1ad if he will keep
me posted as to what he ie accomplishing, and will later write you in
regard to the difficulty that I apprehend. -

Yours very truly,

Honorable S. P. Gilbert, Jr.,
Under Secretary of the Treasuyy,
Treasury Department, :
Washingten, D. C.

B38.MM
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September 29, 1922,

Dear Nr., Gilbert:
iy point .;a.bout the Aiien Property Custodian'e 1ntor§at in
¥r. Pollsk's endeavor lies in the fact that I believe many people
are under the impression that At,he Alien Property Custodian is in.
ﬁoaaession of sesets which will some day be epplied to liquidate
claims agaiﬁat enemy governments. They may hesitate to deal with
him until they know better sbout the cﬁmcaa of & more favorable
outcome from the Alien Property Custodian. I pointed out
thie difficulty to him, but of course gave him no encouragement
that these matters should be dealt with officislly. In fact,
it wag rather the contrary. _
Fhat strikes me ss a r;spbjnaibility of our government,

however, is obvious. If banks are to deal intelligently with

 private negotiations, they should know something from their

governmant as to what the povernment's policies may be snd ae to
what the assets are and the claimsand what the outcome dfay be.
Ie not thie reasonable?

Yours very trﬁly,

Ben j. Strong,
Governor.
Honorable S. P. Gilbert, Jr.,
Under Seeretary of the Treasury,
Washington, D. C.

BS.
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PERSONAL AND CONFIDENTIAL Octover 19, 1922,

Dear ¥r, Gilberts

Replying to youre of the 17th inetant, we have been gradually in-
creasing our buying rateson bills until they bave advanced from about 3§ per
cent. to 3 8/4 per cent. It is important not to have thie change become
too rapid. You will observe, however, that our bill heldings are not in-
creasing and they have a wider distribution at the higher ratee. Of course,
if the rate gets up to 4 per cent., it would be an indication that our die-

- count rate was too low.

I expect to be in Washington the lstter pert of next week and
be'ieve that you and the Secretary and I should have a pretty Lherough
discussion of these market sonditione ss they relate to your own operstions
in the market.

Yours very truly,

B8enj. Strong,
Governor.

Honorable S. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Treasury Department,

#ashington, D.C.

BS. MM
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PRIVATE AND CONFIDENTIAL ‘ October 20, 1922,

o« TENY

Dear lir, Gilbert: b

The resignation of the British Cablnet 1s no more
than I expected, znd as I telephoned you a few days ago, 1% .
was forecast in a cable which received intimzting the prob-
2b11ity of a further delay in negotiationsz for the fundling of
the British debt.

This delay wlll afford opnortunity for the making
of certain investigations which we discussed (if thls work hes
not slready been done), and I am taking the liberty of outlining:
something of what ls 1n my mind in a2 letter to you rather Lhiﬂ
to Vr. Vadeworth because we have had opportunity to discuss it
at length and I have not been able to do so with him,

while what I am writing %s directed especlally to the
British situation, 1t applies in greater or less degree to the
gituation of 2ll the debtor 5overn ents, and 1 refer only to the
Britich debt beczuse that hapvens to be the one which is next To
be dealt with.

One of the most serious difficulties encountered by
the French Government in dealing with the adjustment of repe 2ration
payments b] Germany arises in my opinlion from the fact that the
people of France have never been fully informed uvon the subject
of reparations, that the sentiment ex :iets in France that CGermany

can pay snd must be made to pay, and that no government can .
remain in office which proposes a compromnise or adjustment of
repzrations which dces not in a ge eneral way conform to a well
crystallized public og >inion on that subject. In view of this
poliuic&l situation, the Government of France has been forced to
resort to the thre&t of occupation of the Ruhr and other sections
of Germany in the event of a default, a course +hich would be
digasterous to the French because of the coats involved and
because an army cannot colWPCt reparations, Iy best oplnion 1s
that_ this situation has rigen almost entirely from tinmidity by
the French Governnent vhich‘as led to an unvillingness to disclose
the true facts and_ that it wvould heve been wiser at the outset for
the Government of France to squarely face the question of repora-
tions unon the theory that Germany can be made to pay only within
her c2pzcity to pay and no more,
These remarks are intended to draw attention to the

rather varalell situation in this country. Our people have been
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() led to believe (as the result of statements which are based |

o upon inadequate data - and some of them insplred by politlcal

~. . mobtives) that in general most of the debts owlng to this

“  eountry by the debtor governments are collectible. They can-
not state the grounds for this belief, but are simply repeating
what they have huerg in a general way from varlous sources, It
is certainly time that a cereful painstaking investlgation of
the debt eituation upon a baslis of capacity to pay should now be
conducted, and laid before the country et the proper time and in
the proper way. In order to establish the basls of such an
1nves»1g”tiov, it is well to consider, firet, in what way payments
may be made., All students of this subject w1l agree that for a
country like England, the makling of external Daymnnts, guch as
this, can be eccomﬂlished only by the following meanss

FIRST! Shipments of gold. . T

SECOND: Exoort of goods in excess of those imported,

THIRD: By substituting private loans in this
country for the government lOanS.

FOURTH: By the liquidation of forsign investments
owned by British nrivate investors.,

An investigation of these four posslble methods of
vayment chould disclose something of the cdoacity of the British

nztion to repay the debt now owing to ocur government snd especlally

whether that capacity ls equal to m-eting the limitations imposed
by the funding bill, _

FIRST - As to gold shivments; the gold resources of
Gﬂeat Britain should be carefully exasmined and a study should be
made for the purpose of digclosing to what extent,; on the one
hand, CGreat Brit~in can afford to part with gold anﬁ thereby
indefinite=ly defer the .reestablishment of the pold standerd, and,
on the other hand, to what extent it is safe for us to recelve
further shipments of gold wlthout dislocation of our domestic
credit situation, This inVPotigquOn, At seems to me, should
include an examination of the Afrlcan gold production, of its
present dispostion, of the extent to which India can command g
gold from Africa and from England, and, as throwing some light d
upon gold movenmente, the history of polu shipurents between uanand
and this country should be revieved togutn@r with thelr relat1ons
to prices, interest rates and trade balances.

Such an investigation 1 am certain will dieclose that
the poeseiblilities of gold payment are exceedingly llmlited unless
we are nrevsred to fzce a comdlete and long-extended breakdowm’ of
the gold standard in Zurope and the rest of the world, and some
real perll to our own monetary systen, .

o SECOND -~ The extent to which England may be expected
to repay by excess shlvoments of goode to the rest of the world
over imsorts will be most difficult to ascertain, but some light
sy be thrown uvon the subject by en examination of the Dritish
fOlEi&n trade vrior to the outbresk of the war; the extent to
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which the result of that trade as reflected in the vigible
movemant of goods, plus the invisible balance of payments,

may be expected to produce a nel fund applicable to the service
of the debt. In this connection, the new tariff should be
studied to ascertain what effect it may be presumed to have
upon those classes of conmodities which we have heretofore
habitually purchased in Englend,

: THIRD - The extent to which the British Government

may be able to borrow vrrivately in our markets in order to repay
l0ans to the Treasury will be governed not only by market and i
jnvestment conditione here, but also to some extent by the degree
to which we may consider such a policy desirable from our own
point of view. For example, 1f the payment of interest and
amortization of the princlpal necessitated the British Government
borrowing from 5200 to “300 milllons a year In this market, would
4T be wise to nermit or encourage them to &o sof The varlous
considerations to be weighed in this connection should be examined
and dicsussed and it should be borne in mind that such a program
apnlied to tre entire debt owlng to this country would ultimately
result in such & vast interest by Amerlcan ilnvestors in forelign
government loans that might in the course of years have a profound
effect upon our political relatlons with other countries,

FOURTH = The zmoun%t and character of British investments
in foreign countries sghould be examined for the purpose of ascertaln-
{nz tha possitllities of payment by recourse to these investments,
but obviously a study should be made as to the method by which such
tnveetnent could be made avallable for the purpose. I think it would
be safe to say that thers are only two methods which could be employed
to this end, both of which involve dangers of a very certain
character. First, the .British Covernment might exproonrliate them as
was dons durirg the war., Such a pollcy would arouse esuch bltterness
of feeling that I very much doubt if it could be rzsorted to except
under conditions where we would be obliged to admit that we had
completely lost the sympsthy and friendshivp of the British people,
Phe other mesns would be less obvious to the public but equally g
dasngerous to the restoration of stable economic conditions. If the-
pound sterling under the pressure of obtaining dollars in order to
repay this debt became progressively depressed, as was the case
after sterling was unpegged, there would gradually arise & premium
upon foreign owned securities in the hands of 3ritish investors,
which might lead to the sale of large amounts of them. Eut any such
occursence would be so disorganizing to commerce, including that of
our own country, that one would hesltate to advocate such a pollcy
of destructilon.

T have writiten the above simply as suggestlons for a
tdurse of Anvestigation designed to throw some light upon varlous
means of payment which exlst, upon the extent to which they can be
employed, and upon the effect of thelr employment. It will probably
be found as the result of such an investig=ation that the repayment
of the debt to this country by CGreat Britaln can be safely
accommlished through the employment of resources wnilch will be
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@ found avesilable under 21l four of the means suggested, but that
s perlod of 25 years will not be sufficlent for the purpose,
that the amount of payments must be small at first and gradually
increaged, and that in connection with the scheme of vayments
adopted, some element of flexibility must be introduced so that
the rate of payment may be reduced in case the pound sterling
becomes deprecsed and may be accelerated in case it sghould rise
above parity with our currency.

May I take the liberty of suggesting thet the
2ddition~1 time now afforded as the result of the change in the
British Ministry can well Dbe employed in an lvestigation gl ong
some such line as that roughly outlined above. The data already
in poscegsion of the Yepartment of State, the Treasury Department’
and the Department of Commerce, and acgessible to the Federal
Reserve Board and the ‘ederal Hogerve Bank of New York can 1
believe be marshalled in the course of & few monthsCT ifr, e 1
ghould hope, it resulted in a clearer view of what Yreat Britaln
is canable of paying and how lonz a pexod should be allowsd for
the vayment, then 1t seems to me the Funding Commission conld
go before Congress with & definite reoort and recommendaticn
which would in fact contemplate the entire renayment of the debl
by the British Government, but not necessarily within the strlct
1imitetions of the funding bill, and here would be afforded
opportunity for a nossible and friendly solution of the problen
as to the principle debtor. :

Yours very truly,

(Signed) Benj. Strong

Honorable §., P. Gilberhdr.,
Under Secreatry of the Treasury,
Treasury Deparitment,

Yashington, D. C,
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CONFIDENTIAL Qectober 25, 1922.

Usar Mr. Gilvert:
Thenk you Pfor your note of Octeber 21 and the report
which esccompanied it regerding the Ttate Ban)k of Soviet Russia.

Tou doubtless observed that the only item which

might be cousidered ss gold is the one under the title "Precious
retale”- 307,000,000 rublee. I would aceept that with some
reservation as a true statement of the amount of gold held by
the Soviet bank.

Yours very truly,

Benj. Strong,
Governor.

’

Honerable S. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Washington, D. C. :

BS. M
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PRIVATE AND CONFIDENTIAL October 27, 1922,

Dear Mr. Gilbe:t:

The market rate for bills is now squarely four per cent. Ve have got

to wateh our discount rates now with the bill rate es high as tﬁat and with the
stock exchange rates uniformly above ours. But I doubt if any sction need be

seriously considered until we are able to jddgo whether the sessonal demand is

not responeible for most of the change that is teking §1aoe in the general rate
level.

Referring to the documént #hich you showed me yesterday afternoon. I
have given it a good deal of thought and am convinced that évery reason sxiste
for the makifg of some such statement, at least to the extent embodied in the
last parsgraph of the pencil memorandum I hended you. In some ways I would
regaerd such an action as oqunl.in importence to the veto of the bonus bill, and
ss to ite politicel wisdom, if that is any considerationj to be entertained at
all, it will make more votes fhan anything that could now be done. |

o

Further reflection mekes me feel this 8o strongly that I em inclined

to urge you to take some steps, if they are poesible, to have thie represented
to the President in the strongest possible terms.

Yours very truly,

Honorsble 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Waghington, D. C.

BS. XM
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CONVIDENTIAL Novsmber I, 1922.

Dear Kr. Gilbert:

I an encloeing the weekly business and financial summary prspesred
for our directors and call your asttention te the curve on the Tiret page show-
ing & sharp advance in deposite and In loaas and invesimsnte not only ia New
York City but in sll dietricte ss reported by the reporting bemke, and this
should be considered in comnection with the very sharp decresee in sarning
emesets which took place in the same month in the FPedersl Reserve Benk of Hew
York and to s somewhat lese extent in the earning aseeete of ell reserve banks.
The indication is, partly et least, that the government loan in October -!i;lod
both the deposit and the loan amccount. At the meoting of the Investment
Committes in Cleveland on Tueeday, every member of the committee agreed gener-
slly thet the following comments were juetified in regard to the loan and
its effects:

First: There was 2 certain amount of padding of subscriptione by
brokers snd others who wanted to scalp a narrow profit and vhe imnediately }‘f
became sellers of the bonds.

Second: @hile hot generally the case in New York City where allotmsnts
to the banks were very small indeed, @it wae nevertheless true in oanciﬁsrtlzor
the country that banks bod subseribed to the loan for the sske of the deposit
and at once the bonds were dolivered they started to sell them, and thie aoll-
ing combinsd with the "First" is vh;t cauged the decline. )

Third: That a large loan of this character whers payment fg nade by

credit, engages the active offorte of all banks to make sales to théi:



2 Honorable S. P. Gilbert, Jr. November 2, 1922.

"' customers generally so as to gat the benefit of the deposit.
Pourth: That the effect of payment by credit is nevertheless o |
inflate the banking position.
Fifths That the depoeite at the @overnment's credit are employed very
promptly in losms of cne or sncther cheracter, and thst when thev ars aithdrawn

from the depositsry banks they do not generally withdraw the loens which thjy

heve mede, in order to meke good deficient reserves, but st lesst some of them
go to the ressrve bank and borrow.

Sixths A1l the membere of the committes sgressd that every sffort
muet be msde hareafter to effect distribation of bonde outside of the banks
and thst the only method by wbieh inflstion of the banking position es =
reeult of thess lsrge deposite cen be prevented ie by the immediste employment
of the funds by the Treasury im the retirement of outstanding debt, and if
this process can be spesded up beyond what hes heretofore been the case it will
check the tendency to inflste somewvhat and reduce the borrowing demandsupon the
Federal Reserve Banks.

Ae soon ea the winutes of the meeting have been spproved by the
mombere of the committes, I shall send you e copy which will throw some light
upon the diseuseion st the weeting end the attitude of the commitiee. The
meoting wes sttended by Mr.\ﬁitchell of the Fedarsl Feserve Board, who ie
therdore Cemiliar with shat tremspired.

It wae felt by the membere of the committee thet in view of gha
advence in the markst rate for bsnkers scceptances to 4 per cent. or over.
that soze batter distribution of these billz might now be expected, but if
they did not distribute nn;urally among banke and other buyers it would be
desirable for ue to suggest to sll the Fsderal Reserve Banks that they
liguidate further amounts of their govorum;nt securities, prefersblyfby selling

them to the Tressury, against which we would continus purchasds of2$1110 in
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Hovember 2, 1922
the market so as to maintain the rate at about 4 per cent if possible.

Obviouely, should the rate on these bills, as well aes on the government cer-
tificates ~ except thoe of very short maturity - reach a level above our disaoun@r
rate of 4 per cent., it might become necessary for ue to advance ocur discount
rate. Thie we had hoped would not be necessary for sometime yet.

#ill you be good enough te read in connection with thie letter, one
that I wrote you sometime ago deseribing exactly the effect which tﬁﬁ operations
of the Federsl Heserve System hed upon the money market, in that under the
present eystem there was no surplus banking reserve and that eoncoqﬁ;ntly it
wag not to be expected that rates would - at eny rste for sometime - reach the
abnormally low levele which heretofore occurred after a period of liquidation.

Yours very truly,

Benj. Strong,
Governor.

Honorsble 8. P. Gilbert, Jr., R“
Under Secretary of the Tressury, \
#ashington, D. C. ‘
BS. M \ 1)

Enc. \
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CONFLDEXRTIAL Rovember 3, 1922.

Dear ¥r, Gilbert:

I am in receipt of your favor of November let, and ae to the

first part of it in regard to the distribution of bills, so far the

g
distribution has not been very active but I hope to get a report to send
you shortly on that subject.

As to the last part of your letter, I agree with you heartily

but ean you!or Secretary Mellon convince others that the policy you

advocate is the west? If any bfatement of an official naturse iz te be
made, it would distress me very much to have it in any such terme ae the
one I saw in Washington. I am very sure it would do a great deal of
harm.

J 1 or , r
Yours very truly,

Benj. Strong,
Governor.

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Tressury,

Washington, D. C.

88 . M
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November ¢, 1022,

Dear Mr. Gilbert:

"I have given considerabls thought to the subject matter of your
letters of October 8;) and November 1, 1922, dealing with the remaining Govern-
ment security investments of the Federal reservs banks. I approve your
suggestion that the Federal reserve banks dispose of their uncalled Victerys
in the open market rather then by direct sale to the Treasury for Sinking Fund
Account, and after consulting with the other members of the committee on

centralized exscution of orders, 1 have to-day sent the telegram appearing be-

low to the six Federal reserve banks holding $25,718,0560 unsalled Victory notes

as follows:
Boston $5,656,000
Philadelphia 155 gD
Cleveland 9,822,800
Kensas City 10,850
Dallas 161,280

San Francisce 10,086,300
: Total  $25,716,050
(eopy of telegram) .

"Treasury is desirous of having Federal reserve banks
holding uncalled Victory notes diepose their holdings and
suggeste eelling in open market ss moet helpful program.
Such setion has approval sntire Committee which esuggests
raeinvestment in Bankers' bille to the extent that reinvest-
ment is deemed desirable. According to records you held

of uncalled Vietorys. Would sppreciate your
wiring me if foregoing procedurs scceptadble advising also
to what extent Committee can eerve you in eonsummating
transactions. STRONG, Chairmsn.®

I note that the Treasury now hold for the account of the Alien Property
Oustodian slightly more than $40,000,000 of the new 4 1/2% Treasury bonds which
you desire to have sold at the average cost price of about 100.07 or better, the
proceeds of such sales to be immediately reinvested in United Statee Treasury
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2 - NHovember 9, 1922
%5 @n«m of Indebtedness maturing in 1928, to be acquired at the then market
;;ion from the remaining holdinge of Pederal reserve banke. I venture to say that
it may t&o a considerable period of time, possibly a month or so, to consummate
such a transaction, but meanwhile as opportunity offeres we will undertake to follow

your in_ntrueti.ons and resell some of the new Treasury bonds ‘o the market.

ﬁth reference to your further suggestion that the Federsl resarve banks
ghould dispose of a good part, if not all, of their Treasury notee, I think the banks
generally would be willing to do this provided they could be so0ld without lees. The
preesnt adverse quotstions are likely to prove a femidabic stumbling block to that
program. Our own holdings of Treasury notes ($11,500,000 4 1/4% due September 15,
1928), wers acquired at the time the notes were issued by turning in a dnilarvmuat
of Victorye in exchange, and the notes stand on our booke at about a 4.10 basis,
while to-day's market quotations show a yield of about 4.40. Under the circumstances .
I think it might be well to defer taking this particular note matter up with the
Federal reserve banks at least until the sale of the uncalled Victorys herein referred |
to has been consummated. i

With regard to new financing, I em hopeful thst it will not be necessary |
to bring out an issue, even a small one, before the December offering, This course
will give the market a rest, a good chance to sot.tl; down, and make it just that muech
easier to effect ths important financing in December.

With respsct to the largs cash balances of $250,000,000 or mere now en
deposit in the War @oan Deposit Account, I understand it is your intention to .con-
tinue to uee these funds as rapidly as possible in redeeming the 1922 maturities, and
to that extent simplify the heavy operations that lie ahead of us during the balance

of this year.
Youre very truly,

Benj. Strong,
Governor.
“orsble 8" P. Gilbert Jro
- Secretary of the Treasfry,
‘on, D. C.
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November 10, 1922.

My dear Nr, Gilbert:

I have your two telegrams of to-day advising that there will
be no offering of certificates this month mor any snncuncement to that
effect. ALl of this I think ie very wise indsed. 1

In view of the proposed payment of §50,000,000 by the SBritish
Government on the 15th, which ¥r., Case advises me is definitely arranged, [
I sincerely hope that we may meet with some success in aaticipating fur-
ther amounts of the December 15 maturities. Thie will afford a saving
in interest and & reduction of the turnover on that date which might be
embarrassing in that it ie so likely tc create sn artificial ease of
funds. Theee funds are likely to go into Stock Exchange loens and then
agein cause difficulty when we come to withdraw them from the merket.

ir. Case and I heve been discuseing the matter this morning "
and he will have a word with you by telephone.

Yours very truly,

Benj. Strong,
Governor.
Honorsble 8, P. Gilbert, dr.,
Under Secretary of the Treasury,
#ashington, D, C,

BE. MK

r
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CORFIDENTIAL November 27, 1022.

ederal Reserve Bank of St. Louis

Dear Mr. Gilbert:

Information has juet reached me from reliable sources abroad in
regard to one or two malters concerning which you are doubtlese interested
and possibly Assistant Seoretary Wadeworth is equally eo.

It a.ppearé that Zimmermen has been formally sppointed Commissicner
to serve in Austria under the proposed plen of rehabilitation and that
Janssen, who as you know is an officer in the Bational Bank of Belgium,

i.e seriously coansidering accepting appcintment of Gvernor of the new bank
of Austrian issue. Arrangements for legislation in the various countries
c;oncemod in this plen are now being congidered locking toward the issue
sometime next spring of a guaranteed Austrien losn. But I hear the opinion
expressed that the likelihood of = suecessful public issue under the scheme
now pro;;osed is still remote. Presumably, any such losn would have to be
taken by the assisting Governments.

I am also advised it is possible thatraome private effort is being
mede by the Dutch and Swise representatives who aevrved on the Committee of
Experts to advise the German Government in regard to reparations, to arraange
some sort of an 1ntematioz;a1 loan or foreign credit for the purpose 6f
assisting Germaay in stabilizing the sxchange, and somewhat along the lines
indicated in the report of the experts. The prospects of success of
thie private effort, which does not seem to have been officially confirmed,
seems somewhat remote because of the probable inability of agreement among

the Allied natione as to a woratorium applying to reparation payments.




2 Honorable S. 7. Gilbert, Jr. HNovember 27, 1922.

O0f course, the German Government is anxious to secure such a loan for
stabilization purposes; and France for the purpese of anticipating reparations.
But I think it may be aesumed that the British Government is not likely to
further any such plan until some final scheme ‘or dealing with the reparation
debts with Germany is actually assured.

It ehould elsec be borne in mind that bothk Hollsnd and Switzerland
have lerge interests in merk exchange:r which might be mssociatsd with this
affort to arrsnge = foreiagn loen. .I have been informed that ¥r. J. P.
Norgan rather tekee the Britieh point of view.

Will you be geod emough to regardé thies es quite confidential,

Yours very truly,

Benj. Strong,
Governor.

Honorable S. P. Gilbert, Jr.,
Under Secretary ef the Tressury,
#ashington, D. C.

BS. MM
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November 28, 1922

Dear Mr. Gilbert: Qus e
ST SRS s

My physician, Dr. George D. Stewart of 417 Park Avenue,
New York City, ie having no end of trouble, he tells me, in
adjusting hie tex returns. The field agent with whom he is
‘flealing is ¥r. Edward J. Murray, and the deputy collector whom
he has seen is Morris Cohn, room 620 Cuetom House Building.

I think the difficulty arises from Br. Stewart, who
is an exceedingly busy man, leaving the preparation of his
ha;me tax returne to ar inexperienced secretary, and thie has
resulted, ae I understand, in his failing to mske the deductione
which a physician or surgeon is permitted to make for coste of
instruments, etec, At any rate, he telle me there is a difference
of a considerable sum of money which he ie certain he should not
justly be required to pay, and I sm wondering whether there ie
not some way of having thie caee reviewed, with = reasonable regard
for the fact that Dr. Stewart ie one of the leading surgeons of the

city and in every way reliable.

Yours eincerely,

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Treasury,
¥ashington, D. C.

BS .MM
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CONFIDERTIAL December 1, 1922.

Dear ¥r. Gilbert: /..'

Referring to my letter of Hovember 27, developments in

regard to the reorganization of the finances of the Austrian Govern-

ment, word has just reached me that at the last moment Zimmerman
failed to definitely accept the appointment as Commiseioner, owing
to certeain technical restrictions imposed upen the powers to be
conferredon the Commissioners. But I am also informed that he has
not- finally and definitely declined to serve.

Youre very truly,

Benj. Strong,
Governor.

Honorable 5. P. Gilbert, Jr.,
Under Secretary of the Treasury,
#ashington, D. C.

BS,. MM
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December 21, 1922.

Dear ¥r. Gilbert:

Thank you heartily for your nice letter of December 8. .
It got stuck to the back of some other mail, and 1 regret that
ite acknowledgmenl wae overlooked on that account.

Thank you very much for your interest in ‘Dr. Sto'aft's
t.a.; matter.

lours eincerely,

Honorable 5. P. Gilberi,.Jdr-,
Under Secretary of the Treasury,
Washington, D. C.

BS . NM
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Jaarry 5, 1923.

Desr Mr. Gilberts
As suggested in ocur tslsphons conversation “hie morning, I =» writing
to express sume comuents on the proposed bille for the relief of the sgricultural
irtepeats introduced by Senatoers Cspper snd Lenroot,
| Ag [ view Lhe situation, there =re teo mein ynestions, first, the
esbablishment of adequeate mesna of dietributing agrieulturel eredit, end sscond,
provigion  for drawing upon sarpine eredit furnde inm certain sectione in order teo

sapply additional eredit to thoes districte sbere suppliee are deficient.

The so-ealled Lenrcot bill as origieslly plamned, and subssquently
lodifieé, was designed to sccomplieh both of thaes pmrposse. Ae vou know, it
provided for the creation of & fsrm eredit depsrtment in exch of the twelve
Ferm Lend Banks, These departments were to be separate end distinet from ths
ferm mortgege departmente. They wers to hsve authority to ic<sue “debentures in
emounts net exceeding ten times the mmount of their dapitel opd, in order to
teke csre of the pesk loade, they wers to have sutherity to rediscount wit!h the
Fecderzl Reserve Sanke ull agricultural paper held by them vhen within a maturity
of six months, sand aé subsequently amended whep within £ meturity of nine monthe.
Ir these itwo ways additionsl working capital over end sbove the ameunt of tﬁoir
paid-in capital wae vo be procured.

It wss not contemplated ia the bill that the Farm Lond Bsnke shsll lend
dirently to individual farmers except when grouped together in orgsnized ccoperative
associations, Genersllyspesking their funde are to be sveiled of only by redis-
count or purchase of paper from existing primary credit organizstions such as

national banks, state banke, trust compenies, livestock loan associations,
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2 Mr. Gilbert 1.5.28.

coopsrative marketing asseciations and farm credit associstions. In other

words, the chief purpose of this bill ie to provide a meane of rediscount for
existing banks, trust companies snd loan &nd credit asesocistione vhoee customers are
the farmers themeelver. These existing points of contret when Pfuncticning proper-
ly are cufficiently brosd as distributing egents, thougk I believe thst the pro-
visiongshich ie imcorporated in both the Lernroot eand Capper bille Por the nember—
ship of the emaller state berke in the Federsl Feeerve fystem would fo muek to
facilitete s still better dietribution of oredit, especially vhen su;plevented by
the pover of the Farm Credit depertmentsto lend dirvectly teo orgenized eooperative

gegocietione of farmere.

But tie purpose of hoth bille ie tc provide a meane of drawing additional

erodit to the agricultursl sectione and Por two reasgons 1 heliave thet ths Lemroot

bill ie better able to mccomplish this then the Cspper b111. First, I believe
that the debenture= of the Farm Laad Benke, aven withsout ths tax-axemplt feature,
would have a much betier market thsn the dehenturer or eecllutsral trust notes of a
nunber of individual eredit or redisecount cor-arstions »=ith amall capitsl of the
kind provided in the Capper bLill, and, aeeond, the provielon in the Lenroot bHill
which authorizes the Land Banke to rediscount agriculturs) peper vith the Federal
Reserve Benks when it comes within nine months of weturity is 2 moct effective
mesns of providing further credit for the peesk losde.

It may be suggested that the Cepper bill migkt be emended so us to
give to the llediscount Corporations of thet bill power to rediscount their psper
with the flegerve 3Banks, but 1 believe it would be moet uvnfortunate to exten%.
the facilitisas of tha leserve Banks to a peesibly very large nusber of individusl
loan corporstions with smell capitel end with none of the restrictions or obliga-
tions impored on member banke of the ReserveSystem. It ie proper, however, |
and would be a real help to have the twelve Lund Banke, whick opsrate under the
juriediction and supervieion of an efficient Federal board, empowered to rediscount.
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5 Mr. Gilbert 1.4.23. |

he T view the situstion, the Lenroot bill, in principle, sccomplishes
all that is nseded to sclve ths problem now confronting the agricultursl sections

althaugh it is now rather roughly drawn and in snumbsr of details should be

soended. I believe, 28 you do, that the debentures suthorized to de i2emed
ghould not be tsx-exempt. I believe, alse, that there chould be no ststutery
linitation upon the rates of discount eharged by the Land Bsake. There ie no |
noeasenr: relution between whst ehowld be the curremt rste of discount and the
rates pald on whal may hsve been the lsst iesue of debentures. 8¢, slso, I‘
balieve tiat lbers shouald be no probibillen sgsist s discount of paper on which |
the borrwrer is cherged & rete of intersst 1-1/2% or more in exeess of the current
rats of the Lepd Bank, These are matters that might much better be left to the
rogiuletion end contrel of the Farm Loen Board than to express provisions of law.
I ww eleo oppomed, 32 you ere, to & Treasury contribution amounting te

ae mucb‘&a $120,000,000, the zmount whleh I understend is now proposed in the
Lenroot bi1l, but I telieve that thet bill and the credit depertmente created by it
could functien properly on & much emsller capitelization tham thet which has been
suggected. If, es I believe, & cepital of $2,000,000 or $5,000,000 for the eredit
departaent of sach Land Bank would form the basis of all additional eredit that
mey b required, them I feel that the 5%ill might be so drawn as first to induce
subseriptione by the publie, éﬁd subsequently by the Tressury in the event that
publie subsoriptions are not sufficient. You stated on the telephone thc§ there
heve been some suggestlions that the Lenroot bill ought to be smended by prowiding
for an even greater eapitalization, If it were intended thst the Farm Land Banks
should make eniy direct loans out of & revelving fund such as the War Finance
Corporation hes, without any msans of making a turnover either through the Federal
feserve Banks or by drawing in new funds through the ssle of debentures, it might
be eegsentisl further to enlarge the capitalization, but with the pro;ieienc in

* the bill making possible the issue of dsbentures snd the rediscount of eligible
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4 Mr. Gilbert 1.5.28.

vithou! any grest amount of capital, ese much sdditional credit se ies now
neaded for their succeseful eperstion se rediscount corporatioums,
While I have always opporsed tﬁo principle of governwentrl participation

in any sort of sgricultural credit, it seems to me far bstier thet the Treasury

shonld eontribute #80,000,000 or $40,000,000, if it ie necessary to do so, to
organize sn effactivs redircount corperstien for the primsry sources of sgricul-
tural credlt, cuch as the erxistinz banke, trust companfes and losn asseeistions,
then to devise a plan sueh se the Capper bill, which I believe would be much lese
effactive, - if not wholly fne®factive, - in drawing eufficient sdditionsleredit
into the egricultursl sections.

The capital of the proposed cradit departuents of the Land banks might

ta raised by a provigion in tke lew that the Wer Fimance Corporation shall in the
first iﬁstenee subseribe for whstever amount ie determined upen as nesded, end
to ma%e papents as and shen needed. The life of the ¥War Finsnce Corporstion
itesl? ebould be extended Por encther yesr, and, pending ite liquidetion, etrenuous
sfforts might be mede to effect the ezle of the new stock of the Land Banks to
privete interasts. Fhetever smount under the prescribed minimum might not be
tazken up by outside espitel should, uwrven liquidatien of the War Finance Corpora-
tion, be transfarrsd to the T;‘ensurws", Thie mecheniem w111 insure immediste
funde for the nsw credit departments and will, st the eame time, efford an
opportunity to affect a enle of the cepitel to the cuteide before the |
Traasury takes it over. Incidently this might meke =z most effective mesns
of liguidatincg the War Pinance Corperation when that time arrives sand will, at
the seme time, give the new corporation agoing business.

Eight it not be better, then, to adept the principles of the Lenrcot
bill, eliminate the tex-exempt feature, reduce the amount of the capitalization,
and provide for Tressury contribution only in the event that privste capital cannot
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5 Mr. Gilbert 1.5.23

One more thing, - I understand that the Capper bill has slrssdy been
reported by the Senate Banking and Currenmecy coum:ttce and that it {e likely that the
Lenrost bill will be reperted next week. If that ia true, thers w»ill be before the
Senate for consideration two bills vastly different in ccops sad operatien. Unless
there is somewhere a strong guiding hand it ie 2ifficult to forsszes vhat will be
the compromised product. I would like to urge, ae I Lave dons before, that ihe
Treasury take held, if necessa:;:ﬁghrough & conference of eix or seven of those
most directly intereosted, sgree upon some plun that will nel only be consistent
with the primciples we all stand for, but thet will siso mork. Ae I lave stated
to you alresdy, I do not believe that the Capper bill will work.

Very truly yours,

Honorable 8. P. Gilbert, Jr.,
Under Seeretary of the Tresasury,
Waeghington, B. C.
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PERSONAL AND CONFIDENTIAL January 8, 1023,

Dear Mr, Gilbert:

Yours of January 8 about the article in the Journal of Comrerce hae
just reached me. I have great difficulty in making out what Dr. Willis ie
driving at. He has a very cocl and unenthusiastic article in the Journal of
the Academy of Political Secience for last month, in which - among other things -
ie an implication that there has besn 2 certein smount of nepotism in the
management of the Reserve Danke. I think possibly, however, we mré sll inclined
to give hie views a little more personal direction than is just to Dr. Willis.
Undoubtedly, some of his experiences coennected with the Reserve System have
tended to sour him a bit. I am very sorry that it should be so because he
could be of great help tc us, sspecially at thie time when the outlook for the

System is a doubtful one.

Ae to the question of financial leadereship; I em very much amused by
the views which he expresses. At no time hae the Heserve System been so frae
from anything approaching control by the Treasury as it hae eince ¥r. Nellion
took office; that ie, esince the Reserve Banke began to function im 1917, and
I think, on the other hand, it is famytc say that at no time have the officers
at the Treasury given so willingly,end guite properly, sympatbetic attention to
the views expressed by the Heserve Banke in connection with the Treasury's
financial operations. Thie ie a1l as it should be, and I camnot explaim Dr.
¥illie's article except as being more of a criticism of the Reserve Board tham
it is of the Treasury. It ie sort of a back-handed crack at the Board, if
it is anything; and is not the best course in these mattere to ignore them all?

If you would like to have me talk with Willis, I would be glad to
do so, but doubt if there is much to be gained by it.

Yours very truly,

norable S. P. Gilbert, dr.,
der Becretary of the Treasury,
Wiashington, D. C.

BS., HH
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February 20, 1928.

My dear WMr. Gilbert:

‘I have just been over the memorandum which you
enclosed in your letter of February 16, - but without any
pride of suthorship!

I em rether taken with the general idea expressed,

but I feel thet this is g0 much & mstter for exchange of

views that I suggest proposing it to the British and getiing

their reaction. If it would be desirsble to do it unofficially,
I oen probably arrange to do so through Nr. Normsn se a personal
matter. What do you think?

Sincerely vours,

Honorable S, P Gilbe;t, Jr.,
Under Secretary of the Treasury,
#iashington, D. C.

B8.M88
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PERSONAL ARD CONFIDENTIAL: February 21, 1928.

Dear Mr, Gilbert:
This morning brings yours of the 19th, on the subject of the exchange
problem relstive to the British debt settlement.
Elsborating what I have already written, the following suggestione are
strongly in my mind ae worth considering -
1. While the problem discussed in the 1920 report of the Secretary of
the Tressury, pagee 60-85, was no different then than now, eircumsetences, (such as

the Germsn mark collapee) have changed snd, in my opinion, favor less definiteness

in any obligation to be assumed by either party than may then have seemed fessible.
The provialon on pesge 68 for psyment in sterling drafte does not seem to accomplish
anything. It would simply mesn that with ctorlingiat s premium, we would hsve the
right to ask for payment in sterling and then have sterling to sell. . But that is
exsotly whet the British Treasury would do anyway in meking peyments in dollars, -
simply aellisterling and buy dellars, - and the prevention of = eterling premium
would not be accomplished any better by having a chango in the party doing the sel-
1ing. What would be required is just whst I suggested in the memorandum I left
with you; that is, an increase in the amounts paid. FNothing is accomplished by
petting up forme of mechinery to carry out the purpose, so long as the parties are
agreed in the purpose.

2. Any scheme r converting the proposed § - 3-1/2% obligatione into &

marketable bond, payable in sterling at a fixed rate, (say par of exchangs) or in

dollare, preeents many difficulties. Without elsboration, they seem to be
principally the following: |
a. The varisble rete, provieions for anticipstion and
Digitized for FRASER deferring, how to distribute amortization payments, etc., would re-
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quire the crestion of s wholly different bond, in my opinion.

b. If sold in London the discount loes would likely be
lerge under any probable conditions now to be anticipated.

e. If the British are asked to nzsume the d;aeount lose,
it would be better to rely upon a simpls right te esll fer parger
peymente end let them do their oen borrowing in their own market snd
pay what they must.

d. Sales by our Covernment of & British bond in the
London market would be a frultful source of diepute and bed feeling.

e. The plan would be no more than a club, prsetieslly,
and better pleans are possible wshich would require no clubs.

8. ¥e can have no objection to the British delaying paymente, within the

limits of the agreement; or increasing payments without limit, =0 long as the

exchange market is protectdd; and (whst so few people eonprohond) wve are desply con-

cerned that there shall be neither premiums nor discounte on the currencies, nor

violent fluctuations. The British intereet is eimilar and egusl to our own. To

exprese in eimple langusge, and ss = definite obligetion upon the par&ﬂoe, en exact

plan for incressing or decressing payments in csee of advances or docllnea in one

currency or the other, impreesseg me as unnecessary, and possibly 1nvol§inéllone

hazarde, if attempted beyond the limited proposals contained in my soaernﬁ@pa.
e"& ’

The important considerations are the followings

Digitized for FRASER
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1. Stable rates of exchenge ; \
2. Feturn to par, within gold pointe, as aooyvas !
poseible

S. Resumption of free gold paymente by Crept
Britisn and thereafter its maintensnce by both parties.

4. CSimilar conditiens brought about in some gix or

seven other countries where gold paymente cen no doubt ba resumed

a8 soon ss dome by the British.
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The importance of such a resumption will be spprecizted when it is reslized that
with dellars, sterling, yen, snd guilders bsck at par (within gold shipping points)
probably 75% or more of the world's foreign trade would be freed of the hazarde snd
epeculative complications of the exchange fluctuatione of the past eight yearse.

4. Thie leads to your letter of the 19th and the larger aspects of the
sterling merket. #e have discursed and corresponded with the Governor of the Bank
of England upon this subject for tso years pest and are sgreed even though the

that .
British debt is successfully funded/ there sre still serious difficulties in the

way of exchange stsbilization, - prineipally thoee having to do with payments of
reparations by Germeny and, in turn, such paymente to Grest Britsin by Allied
Governzents ae may be required folloiing our refunding. Hotwithstending thie,
it would be our expsctation to continue diecussion of the mestter, eepecially if th;
exchange provisions of the Britieh funding sgreement are favorsble, mith the hope ?
of arriving at scme plsm, even if not a compreheneive one at firet.
The part to be taken by the Bank of Tngzland and the Federal Reserve Bank
is comparatively simple. It should, however, supplement, - or, in fact, fundsmentsl-
- 1y reet upon s satiefactory and effective sgreement ae yo the debt. It would, in
a word, be our expectation to buy bills end earmark gold, in the respsctive markets,
as exchange movements made it desirable tec do se, and, of course, it is possible
that a gold loan (so-cslled) :fght be congidered at the outset, slthough the =riter
has never considered such z losn to be 1# fact more thsn a gesture.
8. It seems to me important to draw out the point of view of the Sritish
Treasury se to any specific provieion, ae soon as possible, as thet may disclose
- wesknesser in"theyplan.

6. Finslly,» stoted in order of importance, I believe the agroo-oht.lhould

contain
a. The general declerstion referred to in your latter
b. Provision for sccelersting paymenta if eterling zoes
igitized for FRASER to a premium

ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis T | o Ty e e




FEDERAL RESERVE BANK 4 r. Gilbert - Y
OF NEW YORK C@P

c. Provision for @eferring payments (within the limitationms
of the agreement) in case sterling declines, such provieion to be sug-
gested by the British !

d. Some such plen of peyment as ie outiined on page
2 of the memorandum, although this is of less importance, and

e. whenever & satisfactory sgreement is concluded,
it should, if possible, be followed by some agreements or under-
standings between banke of iesue, looking to impreving conditions
in the exchange market.

It would be helpful to resd the full terme of the agreement, whenever yoa

are sable to let me sse it.

An additional copy of thie letter ies enclosed, which I sghould be glad to
have delivered to Acting Governor Platt for the information of the Federsl Reserve
Board on matters relsting to our foreign exchange discussions.

Very truly yours,

Honorable 8. P. Gilbert, Jr.,
Under Secretary of the Tressury,
“&Ehir‘gtm’ D. CC S

BS.MSB
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PRIVATE AND CORFIDENTIAL February 26, 1923.

Deer M¥r. Gilbsrt:

Under eeparate cover I =m writing you sbout the
British sgreement.

Your letter containing the draft, wae dated Fébrusry
22, sent "epecial dlivery", but only reached my office 9:45 s. m.
Ssturday, the £4th. It appears not to have been mailed in
ﬂesbiﬁg@bﬁ%@ﬁill Friday morning. Plesse note the condition of
the sum on tgf envelope. ‘

Very truly yours,

Honoreble S. P. Gilbert, Jdr.,
Under Secretary of the Treseury,
¥ashington, D. C.

BS.KESB
Enc.
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PERSONAL AND CONFIDENTIAL:

Dear ¥r. Cilbert:

!@éh thie I am returning the copy of the rough draft of the Britishv
funding agf#snant, on which I heve mede some pencil notatione, also memoranda
oommentinélupoﬁ the various points wshich you »ill find numbered. As this drgtt-
will doubtless be coneidersbly changed in langusge and form, I zm now sending only
comzentse, nitﬁout attempt to mske any considersble changes in the langusge.

ijtill bs & great aid in further considering this matter to have the
enclosed rdﬁgh draft, with ay pencil notes, returned to me, as I have retsined no

co;y. Alsg I am without 2 copy of the Act of Congress approving the funding

{

February 2€, 1923,

plan. ' Iihnvo retained cepiee of the memorsnda of pointe.

\

E‘an sorry that the delay in receipt of your letter of the 22d hae

! !
unevoidably delayed this reply.
7]

[

J

Honorable S. P.GGilbert, Jr.,
Under Segretary of the Creasury,
Haghingten, D. C.

i

i

BS.%S8
Encs.

i
{
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CONFIDENTIAL: March 6, 1023. |
Dear ¥r, Gilbert: ]

Yours of Harch 4, with the revieed draft of the British funding agree-
ment and the Senate bill, are duly received. ‘

The agreement is of such immense importance that I hesitste to send any
further commente in the nsture of a "last word" without some further reflection.
S0 I mey send another note tomorrow, and will return the draft then anyway. Of
course keep the copy contsining my former notes. ;

In genersl I think the sgreement is & fine, simple document, - clear and
without ambiguous phresing. It may need some polishing, snd, if there is time
and opportunity, I would appreciate seeing it again when about finished.

The following suggestione may be worth considering -

1. Pege 2, Pasrsgraph 2. The langusge indicates that the entire
$4,600,000,000 will fall due, normally, December 15, 1984. Thi§ would imply
that the entire principal is kept alive 'till maturity on the basie of a typicel
Americsn comulative sinking fund obligastion. But is thie literally true? Does
not the debt really meture according to the schedule of payments? & few words
will cure this; if I am right in the comment.

2. Pege 4, first pearagraph. The langusge might imply that after
one such postponement had been made snd repaid, others could not be subsequently
made; add the worde "until sll smounts previously postponed have been fully

repaid® or something like that!

8. Peges 5 snd 6, Parsgraph §. While there is provision in
paragraph 8 for fixing the rate of exchange, it seems to me that paragraph § ie

rather uncertsin as to intention. [Does it mesn the United States can fix any

.org/
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rste of exchange in any curremcy? The British will surely object to that, and
properly. Does not the spirit of the sgreement indicate that -
(a) It ie a dollar debt and normally be be repaid in dollars
{p) If repaysble in sny other currency it will be simply as a
messure of mutusl value to protect the respective dollar - sterling ex-
changes
(¢) In that event the only other curremcy would be sterling, -

certainly not francs, or lira, ete.
'{d) Therefore why not let paragraph § relate just to dollar bonds

and rely upon purugnph 8 to cover the terme for sterling bonds.
Also I think parsgreph 5 (near the end) might resd ss follows -

"The United States, before offering sny such bonds for ssle to the publie

"in Grest Britain, ete." (worde underlined sre new)
The lest sentence (paragrsph _§) ie eo broed ss to sppear to offer epportunity for
s hostile Secretary of the Treasury in later yesre to impose very burdensome ‘rulee
upon the other party. I certainly think thie ehould be made clear that the rules,
etc., must be reasonsble and within the terms end epirit of the sgreement. Also,
on further thought, I feel quite certain that the intention will be clearer if
parsgraph § is made to oov;r dollsr bonds for public ssle, and paragraph € for

sterling bonde, ete.

4. ebarazraph 6. The rate of exchange suggested, 4.87, is,

I think, 2 mistake. vPruiun and discounts on dellar; - sterling exchange are
figured above and below exact gold parity, which is $4.8665plus, per full weight
sovereign. Therefore, the gold shipping point is that point sbove or below
4.8885plue which produces a difference egual to all gost (including aseay charges,
freight, insursnce, boxing, sbrasion, interest, and incidentsls) of layling d@

gold in the market whose exchenge is st s premium. The mmounte involved here ere

g0 enormous, thet I feel sure the exact gold eguivalent should be "nominated in

Digitized for FRASER =
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gend tomorrow. Thev take some further thought.

5. Page 8, Parsgraph 8. Insert word "made" after word "states"
third line of this paragraph 8.

€. Pege 8, Parsgraph 8, last line. The worde "good deliveries" are
diffioult to exsetly define. It depends upon business custom, ste. - & very
difficult thing to define. Why not say "shall be in such negotisble form, free
of defacement or mutilation, as ‘!ﬁamnntitato an acceptnable tranefer of title

%

under then existing rulee of the Treasury, vhich spply to securities of the

United States.” This would include our fiscal sgency rules.
7. Ae preliminsry to eending you s new suggestion for peragraph 8,

tomorrow, please consider thet I am rether doubtful of the reasonableness of

requiring the Britieh to "meke advsnce payment of prineipal in such smounts 88 sy
be neceseary etc.” It might be too much for them, and we are just guessing
az to ;hat the future hes in store for us anyway. I am clesr that if there
are any deferred payments unrepsid, they should then be peid up. A blank check
up to billions (beyond unrepsid, deferred inetalments) I think ie much too uncertain
and poseibly too hersh. I'l]l try and suggest mnother formula later.

In genersl, the possibility of calamity growing out of this sgreemeant
lies entirely in the possibility of a British default. W¥hile remots, it could enly
ocour, eo far as bumsn foraaiéht can judge, becsuse these are foreign psymente.
®e would suffer, though not as much as they, because of such = defasult, -« and I
think our own interest requires that the additional obligations oontonylatid, - for
exchange purposes, - be most ecrupulously safeguarded. It ies hard to picture a
situation, with sterling above our gold shipping point, in which the British could
not find means to make these additional paymente; it would, indeed, probsbly
be the caee only in event British domestic credit wse st such low 0§b that the

Government could borrow neither st home nor abrosd.
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80 plesse let me have another tnonty-four houre to chew on this.

Sincerely,

Honorable 8. P. Gilbert, Jr.,
Under Becretary of the Tressary,
Eashington, D. C.

copled from asnuecript.
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FIDENTIAL: Karch 7, 1928.

Dear Mr. Gilbert:

_ Unexpectedly long eeseions with the Dentist and Doctors have made it
difficult to send you snether draft of psregraph € of the funding sgreement, as
I bad hoped, before leaving for Colorado on Fridasy.

The encloeed rough draft may be snggoatfve, but possibly the tollévﬁns
w#ill exprees better whet ie in my mind -

The paragraph, in my ﬁi@ﬁ; ghould contain the following provisione:

(a) - Both parties desire gold standard, free gold payment, snd
stable exchsnges restored and maintained.

(b) The first named provisione (as now recited) srs to protect
Great Britain agsinst decline in pound.

(e) Grest Britain will repsy all deferred instalments in case
sterling goes to premium, - not exceeding, say, $ , in stated period or
periods, in order to protect dellar.

(d) I hed hoped to avoid a fixed smount to be paid in sdvence, in
case of a sterling premium still continuing, but there is really no way that
ocoures to me to avoid doing so, without lesving the amount either to be determined
by the Sseretary, by events, or by lster sgreement, and I would therefore prefer
to omit {d) amd substitute some such langusge as you alrsady have in the last
parsgreph of thie (), making the British obligstion to repey spply to deferred
smounte &nd srrangements for advance psyments to be worked out when the need

eriges.

iy yesterday's letter covered the other parts of parsgraph 6.
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April 12, 1928.

Dear Governor Strong:

I sa returning to you for signature your letter to

Hy, Gilbert, with a few slight changee which ¥r. Msson has
aprroved. Also letter with cheek for $435.78 to be sent to
the Commissionor of Internal Hevenue, which Hr. Mason considers
the proper procedure te folleow under the eircumstanecses.

Yours eincerely,

Sr, Bsnj.' Strong,
¢/e Cragmor Ssnstorium,
Colorado Springs, Colorade.

Encs.
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Colorade Springs, Celorado
April 18, 1928,

Dear Mr, Gilbert:
o STl S Sl
g sending you with this the file of papere relsting te my
incone taxee for the yesrs 1918 - 1018 - 1920, and sould like to ask
you to consider thesse facte.

¥y books and returng have been examined by inspeetors three or
four times, and the last inspectlon mede was in Auguset, 1921, which
covered the years 1918 - 1019 - 1820 above mentioned. There is ne
ebjection to that so long as they get the job done and quit bothering the
texpayer; but now it seems, at this late date, that I am advised that
the Revenue inspector and the Bureau =t Washington do net sgree with
respect to the taxable interest on Liberty bonds, and another corrvectien
ie neosssary, and finally I am asked te sign an esgreement - mesning loss
of my right of recovery if the Treasury is wrong. Also the agreement
intipates that matiers will be expadited if I sign awsy my rights., It
all sounds like the old buresu "red tape soak the taxzpayer" stuff io wme,
end on that score I get a» bit riled, But for snother resson. (And
that ie what inepires thie letter.) I am really indignsat. We are
facing a deficit this year of & large sum - $100 to §200 milliens, I
Judge -~ and have some hundrede of millione of uncollected taxes swelting
adjuetnent, Why waste so much time and effort over the small fry, like
ne? et after the bdig amounts and let these trifling errors wait?

So much for that. ¥y best to you.

Sineerely,

Honoreble 5. P, Gilbert, Jr.,
s/o Treasury Department,
Fashington, D. C,

Ence.
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?EﬁSQﬂAL AND GO!E;P!IIILL April 18, 1928, i

Dear Gilbert:

Referring to our exchange of telegrams yesterday and your wire which
I received thie woraing, I regret to obssrve that present Tressury bslances in
Federal Resoerve banke de not percit of redemption of September maturities as of
to-day. With respect to the suggestion that we try some sales in Bhe market, I
‘honestly beiieve that ;his is » most inudvigable thing for me te aﬁgn& to the
oomzittee 2t the present time. ,‘Plzaco besr in utnd‘ia this regard thnt.at tb )
Fashington Conference there wse c¢onmsidersble diacussion, Botween Lhe Gmmn on
the cne hand end the Federal Reserve Boerd on the other, with respect to the right
of the Boerd of of the Treasury to dictate as to the purchase sad sale of securie
ties im t.ho‘opsn warket, Thie discussion terminsted im & modifieation of the
preagible origimally adepted by the Board., Xy hest judgment is that for the
present thers has been guite esnough pressurs fror the Board and the Treasury, and
thst it is net wise to unduly press this metter further just mow. In other
words the gituvetion ¢ lls for the exercise of a bit of patiense.

A8 I advised you en Sondey, in trsanssitting the copy of the minutes of
the Philadelyhia comcittee mﬂag, this questien of further sales on the market
was thoroughly some over st that confereance, =2nd the feeling was pretty general
thet in view of the poseibility of = advenee in rates in the near future it wes
not sdvieable to resell to the market any substantisl block of Government seburi-

ties from the Federal Reserve portfolie if such action were to be shortly followed

-~

by # rete incresse. I thereupon seised upon that opportunity to suggeset en slter- ) [
e
astive course, neapely, thst it would be a nice thing for the comuittee to eoopa;-atplﬁ
! l"»:_L.VQ
Qc-"\v@'\“ B F
A \ f /
”({ Gy

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




e

-2 April 18, 1988,

"«ith the Tressury's expressed desire to have the Federal Reserve bsnks graduilly

liquidate their Government securitiees by tendering the Tressury all of the Septe
embep certiflcates for redemption at par snd interest. As you have stated that
there is slarger smount of September maturities outstanding then is necessayy, I
naturally felt that this offer would commend itself to you. After some discussion
all members of the comuittee cordially agreed to recomuwend to their respective
Boards #hat all September certificstes held in portfolio be offered to the Treasury
at par”and interest. The Treasury to heve the privilege of taking them up st dual
time as would suit ite convenience. If you have not sufficient funds on héné.to
take up the whols $86,000,000., why mot meke s start and tske up some part of them
this week snd the bslenee lster oni’ For your {hformation I am enmclosins with this
& nemorandus showing thet the Sspteuber meturities are held by nine banks, in the
sggregate sum of $35,948,500., and I wm hoping I may hesr favorably from you about
thie in the neer future, _

Developmente of the pust week have but strengthened my conviction th%#
the time has arrived when s eligsht advance in the diecount rate should be made here,
but I am heartily in sympathy with the idea thst Kr, Crissinger should immedistely
quali‘b'aa Covernor, snd promptly sccept the invitstion of the New Yortlﬁﬁaphéi'éf
Gomme;eo to come here end meke an sddrees which will contain some important utdié;
ment with respect to the prtaont“e{odit tendencies, the staterent to be of such a
chargeter as to pave the way for an inorsase.

I enclose a copy of ocurrent informstion from Washington whioh;uaybho ¥
of interest to yomu.

Very truly yours,

J. H., CABE,

A RN
Asheville, North Carolina,
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April 18, 1923.
Memo. on Credit Poligy.

Examination of the banking position today as compared with 1920 must
make due allowance for the fact that the foundation upon which any inflation may
occur has been tremendously broadened by resson of the large increase in the
country's gld stocks. The danger point in the 1923 reserve ratio therefore, is
considerably above that of 192, and a like measure of inflstion may be attained
without the corresponding expansion of member banks borrowings from the Federal
Reserve jystem. The facts as charted seem to show that commerciszl loans and in-
vestments of member benks have gone up more than $3,000,000,000. during the past
year or theresbouts and sre fully as high as the 1919-20 maximmm. The simple fact
is, therefore, that a great credit expansion has already taken place, based largely
on the extraordinarily large gold imports of the past two years instead of being
based solely on Federal reserve bank credit as was the case in 1919-20,

The two important questions to be determined at this time are:-

l. Will further credit expansion actuslly increase
production and facilitate distribution of goods.

2. In view of what has already taken place, should
our discount rate continue to be about 1% below
open merket rates, thereby stimulating further
expansion. '

1t should be borne in mind that if, as and when our rate is increased it normally
happens that = considerable further expansion of credit continues for a brief
period.

The recent report of the President's Committee on Unemployment, states
that the main objective is "to flatten out the alternating cycles of abnormal pros-
perity and resultant deflation, so that business may be spread out more evenly and
the recurrent disasters avoided." According to Secretary Hoover's statement , the
hypothesis upon which the committee has worked is that "when industry has been re-
stored to full production further mrice rises are artificial inflation.» The so-
called boom, which the committee points out has always preceded depressions and in
some instances panics, comes of consumption demands exceeding full production

capacity.

The report of this committee goes on to state, "Individual banks

and the Federal Reserve System as an organization have s responsibility for check-

ing undue expension by credit control, snd in conecluding, it recommends that more
study be given to this subject. It further adds that excess gold now in the

American benking system, might constitute a factor tending to undue price enhance~
ment, with consequent relapse later.™ The American Banker in comment ing upon this
report editorially says: "Every one aggrees that the causes of the periods of
depression originate in the over-expansion and inflation that occurs during a period
of prosperity. Thus if anything is to be done toward controlling owr business and
impart to it s ter amount stebility, the control must be lied in the
period of prosperity. We are now in a period of prosperity and fortunately the
report of this committee, begun in a period of depression, has been issued at just
the right time becsuse the actions of the business world in this period of pros-
perity will determine the extent znd the nature of the period of depression which
is to follow.”

woll

The foregoing is sound and it seems .bW¥ unreasonable to assume that
the PFederal Reserve System is looked to by the Country to protect the credit re-
sources of the nation from exploitation.
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CONF IDENT TAL. August 6, 1923.

Dear Hr. Gilbert:

Heve you given any thought to the disposition of the outstand-
ing bonds of the 4% Loan of 1925 which become redeemable on and after
Februery 1, 1925 ? I notice that there are $118,489,900 outstanding, of
which $84,890,800 and $1,768,000 are on deposit to secure national bank
notes and Federal Reserve Bank notes respectively. Of course at the
money rates now prevailing, it would pay the Treaswry to let these bonds
run along, but even if such conditions should preveil when these bonds
become redeemable I would be interested to know what you think of the ad-
visability of retiring them because they carry the circulation privilege.
I think we all sgree that national benk notes econstitute an unscientific
form of currency and that it would be desirable to retire them on that
account, and with & view to reducing the different kinds of currency in
circuletion in this country. By redeeming the outstanding bonds of the
4% Losn of 1925, you would automatically bring about the retirement of st
least $84,000,000 of national bank notes.

In addition to these 4% bonde there sre close to $600,000,000
2% Consols redeemable on and after April 1, 1930, which also carry the
circulation privilege, and these two issues mske up the bulk of the
$793,000,000 circulstion bonds now outstanding. If they were paid off
gradually énd no further bonds with the eirculation privilege issued, mosf
of the national bsnk notes would be entirely out of the way. While I

appreciate that in order to redeem these circulation bonds the Treasury
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might have to reborrow at a higher rate or use surplus funds which otherwise
might be used to retire through purchase at less than par, government
bonds bearing higher coupon rates, nevertheless I am inelined to think
that such a course would be desirsble and that the Treasury would be
justified in following it in order to retire most of the national bank notes.
I should be gled to have an expression of your views on this.
Very truly yours,

{Signed) J. H. Case.
Deputy Governor,

Honorable S. P. Gilbert, Jr.,
Under Secretary of the Treasury,
Washington, D. C.
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November 22, 1923.

Deer Mr. Gilbert:

It wae good of you to write me sc cordially, now thzt cur waye
seem to part, after sll these years. Our reiations heve been & grest
csuse for satisfaction to us all 1In the bank. If we have been of some
little service in your work, indeed you have eguslly been our stalwart
friend in curs.

Bo reply to your letter would be adeguate mithout expressing
the great zdmiration I heve for you snd for your splendid achievements
in the Tressury. You leave & record of public service of the highest
order, mhicna the public will never understand and sppreciate as fully
as do your imtimate associetes like myself.

I wish you every success and muck happiness.

Very eincerely,

Honorable S. P. Gilbert, Jr.,

¢/o Meesrs. Crevath, Henderson & de Gersdorf,
52 ¥illiam St., New York, N. Y.

BS. MM
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