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STATEMENT SHOWING FSTIMATED EXPENSES AS RFPORTED BY ALL FEDFRAL RESERVE BANKS AND AMOUNT OF EARNING ASSETS
_ REQUIRED TO COVER SUCH EXPENSES FOR THE YEAR 1924

Expenses Boston New York Philadelpkia Clevelend Rickmond Atlanie Chicagro St. Louls Minneaoclis Kansas City Dellas Sen Francisco T o ¢t a 1

Estimated Current Expenses § 2,132,000 § 6,735,000 § 2,632,000 $§ 2,720,000 § 1,650,000 § 1,344,160 § 4,405,000 § 1,500,000 $ 1,230,170 § 2,016,248 § 1,380,0C0 § 3,049,000 § 30,793,578

Estimated Dividends 439,000 1,800,00C 618,000 760,000 350,000 273,950 25,000 300,000 210,000 272,982 251,429 475,000  €,716,361
Estimeted Reserve for De-
preciation, etc. . 150,000  _1,760,000 100,000 850,000 200,000 _ 258,527 657,197 100,000 391,180 509,720 655,000 1,000,000 6,631,624
Totel Estimated Expenses $2,762,c00 $10,295,000 93,350,000 §4,330,000 92,200,000 $2,876,637 $5,987,197 #1,900,0c0 $1,831,350 $2,796,950 $2,286,429  £4,524,000 344,141,563
Earnings

Earning assets at 4% Required
to Cover Estimated Expenses 69,050,000 257,375,000 83,750,000 108,250,000 55,600,000 46,915,925 147,679,925 47,500,000 45,783,750 69,973,75¢ 57,160,725 113,100,000 1,2C3,539,075

Average Farning Assets Held .
Weekly Jan. 2 to Mar. 19/24 68,208,0C0 200,3%44,0c0 88,252,0c0 97,780,000 55,758,000 61,111,000 117,542,000 44,423,000 30,425,000 49,287,000 60,621,000 9C,762,000 964,543,000

+

Average holdings of Ezrnin
Assets Jan, 2 to Mar. 19/24
in Excess of Estimated

Requirements §4,502,000 $ 758,000 $14,155,075 $ 3,470,275 $ 22,925,350
i -
Average Holdings of Earning — - S
Assets Jan. 2 to Mar. 19/24
Short of Estimated Require-~ |
ments $ 842,000 $§ 57,011,000 $10, 470,000 $32,137,925 $3,077,000 §15,358,750 $§20,686,750 $22,338,000 §161,921,425
- b . Esaae T e N e

Average eerning assets short ¢ f requirements $138,996,075
Richmond estimate their earnings for 1924 as  $3,000,0C0
Atlanta L) B L " 1924 n 3,083,325
San Francisco " " " " 1924 % 4,615,000
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December 7, 1973.

H Garrard B, Winston,

TN (AR i

~~UHAeT Secretary of the Treasury,
Treasury Department,
Washington, De Coe
Dear Sir:
This is to acknowledge receipt and to thank yom
for the copy of the annual report of the Seeretary of the
Treasury for the year 1923 which you so k:lndiy sent to

Governor Strong for his information.

Yours very truly,

Secretary to
Governor Strong.
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ITIAL - Mareh 24, 1924

Desr ¥Mr. ¥inston:

Governer Strong is absent from the office for & brief period snd I
am, therefore, anewering your letter of WMarch 22 sddressed to him.

On or about March lsbnonay rates e;sed considerably (temporurily,
at least,) not only in this market buil apparenily over tae entire country, 8o
that call money was lending as low as 239 in Chicego as well as in New York.
This market has been treated to the firet really abrupt decline in money rates
that it has witneesed for some time. The ease has ‘been most general in charac-
ter and has affected the whole liet of obligatione that are influenced by chenges
in the money merket. The extraordinarily heavy disbursements of the Treasury
on March 18, accompanied by our temporary advence to it of £138,000,000. at that
time, had an immediate end rauther unusual effect on the price of money, because
of the fact that our larger member bunks were for the first time in a long period
borrowing & negligible smount - the smallest in yeare - and were, therefore, un-
abls to follow the customsry practice of using the proceeds of their Msreh 15
e¢allections in reducing their debt to the Federal reserve bank.

Qur member banks' reserve with us showed an increase on Mareh 15 of
about $125,000,000. in excess of normal, which resulted in an active competi-
tion to get thie eurplue loaned cut, so that the market had, temporarily, the
appearsnce of & lenders' panic. These excess reserve balances h‘ave now en-
tirely disappeared, end the fact that we are now approsching the end of the
quarter with its large amount of disbursements on April 1, leads me to believe
that it is not unlikely that we may presently see somewhst firmer rates for mosey,

certainly over the first of April.
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Er. ¥inston March 24, 1024
Washington

Open Market opersations of the System have, of course, come to a complete
standetill, although there wae coneiderable activity during the week or ten-day
period preceding the March 15 transactions, so that the sggregate smount in this
acoount wus materially ineressed. The yrecent holdings, together with some
$8,800,000. jurchased for delivery later this month, now aggregate §$181,000,000.
The buying rates fixed by the Open Harketl Investment Committee about the first of
March are still im effect, but at present they sre so out of line with cpen market
pricee se to meke it practically impoesible to ineresse thie account further. The
accompanying liet chowe the epread that existe between our rutes and Lhe mearket.

ie en indication of the change that hae teken place in short-term
"Covernmente® eince my talk with Secretary Kellon and you on March €, I am trens-
mitting & liet of th. schedule of Uovernment security prices at that date and the
pricee thet at preeent prevail. Covernment obligations maturing next March were
then being purchased on & 4.,15¢ basie, while st the moment they are quoted to
yield about 35.889 'This ie, of courze, in keeping with the change ihat has swept
over the entire list of Government paper, including Liberty Loun bonde snd the
Treasury bonds of 1947-82.

it is, naturally, ; very difficult matter to underiske to proguosti-
cate what the future course of money will be, but 1 ihink it is a filr statement
to say that thoughtful bankere scurcely anticipate that rutes will remain around
the present extremely low levele for any great lengtl of time, unlese 1t should
olecrly develop that a real recession in businese wes in progress. In this con-
nection, our indices for February show tihat the total volumeof preduction, die-
tribution and trade was st the highest point since larch 1922.

The policy of the Open Market Investment Committee at the moment is
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L/ Hashington

to hold to our présent prices and to review again the situation early in April.
1t is not at Prernt coutemplated to alter our buying ratss in any particular,
but rather to aweit developménts in the market; and if prices there should
presently go In treverse and lose some of the advsnee that has recently been
made, it is tga thought of the Committee to diecuss the situation with the
Pedersl Reeerve Hoard, '

Very truly yours,

Jd. H. CASE
Deguty Governor

Honcrable Garrerd B, Winston,
Under Secretary of the Treasury,
: "mastoﬂ ’ DQ C.

Enecls.
JEG HaB JRK
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1
June 2, 1924. i
|

Dear Hr. Wineton: ‘j
Ir.‘_rmg ies not down to-day but will be to-morrow, and I am |

nritin.g simply to remind you that we are hoping to have that meeting the J

last of this week.
I kave a dinner engsgement for Saturday evening in ¥ashington |

which I camnot very well chenge; otherwise I have no engagemsante at all

te interfere.

Yours very truly,

Honorable Garrard B. Winstom,
Under Secretary of the Treaesury,
Treasury Department,

Washington, D. C.

BS. MY
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June &, 1824.

Dear Hir. Secretary:

It woe most kind of you to send me the letter from Cleveland.
Of course, the only interest which I am justified in expreesing in the
matter is thet relating to the System us a whole, &nd them whet I did
pay was with great diffidence mnd reserve, so plesse hold it in
confidence.

Yours very truly,

Honorable Garrard B, ¥inston,
Uader Secretary of the Treasury,
Tressury Depariment,

Teshington, D. C.

BS,. M
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MISC. 34, 1 40M 1-24

FEDERAL RESERVE BANK PR,
OF NEW YORK ‘_,,~» g0 0k .
— £ 138§ L4 s i o SEND To FILES
.., “'"'coPY\OF TELEGRAM
{‘v ».,‘ \Vf_‘ "P&‘K\
| genuil ks ang ,
el Cc W 1Y NEAY)
June 5, 1‘9!4\ seh
¥inston - '!rmry Department / \-'-. "'}«
{/ﬁ Lo tprtuiy UEs Young would appreciate morning appoia " : 3 @E he
ie obliged to lecve by nom?&vkeep snother important enng,gs"ﬁ
Strong JUN 5; <
pl e
o
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June 11’ 1'8‘.

Dear Wr. Winston:

8ince I ssw you in Washington, I hed & chat with Nr. M
D. Young =nd find that his engagements &re such that he could only
be in Washington on Jume £8rd or 24th or the moraing of June 2Z5th,
as he must be in New York on the ememing of the 25th.

If more convenient, a meeting oould be arremged at any
time during the week beginning June &0th.

My sugzestion is that if it would be possible, arrange-
ments for dinner on the evening of the 23rd or 24th would be more
satisfactory thsn any other time, and if the gentlemen who are to
asttend the meeting could dine with me at 1718 H Street, I would
very much enjoy havimg them.

I hope you can arrange to be there yourself snd the other
three whose names you mentioned. ¥Will you let me know at your

convenience so thet I can advise Mr. Young.

Yours very truly,

Honorable Garrard B. Winston,
Under S8ecretary of the Treasury,
Treasury Department,

Washington, D. C.

BS. MM
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June 19, 1924.

My dear Mr. Winston:

I have just heard from Mr. Owen D. Young that he expects
to be in Washington to sttend the dimner st Mr. Mellon's apartment
at 7:30 p.m. on June 24, and you may zlso count on my being there.

Youre very truly,

Honorable Carrard B. Winston,
Under Secretary of the Treasury,
‘Treacury Department,

Washingten, D. C.

BS. BN

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




July 15, 1924.

Dear lr. Wineton: /

The enolosed correspondence explains iteelf. Hr. Saunders,
a8 you know, is cns of our directors snd apparently was instrumental
in securing the appointment of Mr. Guilfeyle in the Buream of Printing
and Enfraving. I have eimply told Mr. Ssunders that I would pass the
informaiion along to you without recommendation, of course, as we
know nothing about the man's work and we have scrupulously avoided
endeavoring to influence any action in respect of appointments of thie
character.

Youre very truly,

Honorable Garrard B. Winston,
Under Seoretary of the Treasury,
Troasury Depariment,

¥ashing ton, D. C.

BE .MM
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July 17, 1924,

My dear lr. Wiuston:
Thank you for your note of the 18th in regard to Guilfoyle.
I will bave & word with Mr. Saunders about the situation.

Yours very trly,

Henorsble Garrard B. Winseton,
Under Sscretary of the Treasury

Treasury Department
Washiogton, D. C.
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August 1, 1924,

Hy dear lir., Winston:

N u e T

Thank you for your note of the %0th enclosing a copy of Governer
Harding's letter. The various points which st once occur to me on the subject
of the present depositary arrangements may be summariszed as followe:

1., The prineipal objection to the present plan of paying by credit ie
that it has some inflationary tendensy. That, however, has becn reduced to &
minimum by the fact that all the Government's short-time obligatione now have a
good market, snd the amount taken by the national banks, while increased every
time there ie o sale of & new iesue is nevertheless constantly being decreased
as the banks sell their certificates at a prefit. To change the practice now
would undoubtedly mske the certificates a little less desirable to bamk sub-
seribere, and it might necessitate at timee paying & slightly higher rate on
the short loans, although I should suppose it would be very slight indeed, but
nevertheless the objection as to inflation has been reduced to 2 minimum and ‘
we no longer regard it as a mensce.

2. The existing practice has mow been in operation simce 1917. The
bsnke are thoroughly sccustomed te it, and under ite operation the Treasury
has enjoyed their whole-hearted cooperation in placing new lssues, We would
regret very much to see it disturbed by requiring them to pay cash.

3. If the member banks were called upon te pay cash for new issues
it would mean thet an immense amount of money would be goured into the Federal
Reserve Banks every quarter-day in addition to the present inflow of tax funds,
and & heavy withdrawal of funds from the market would necessitate heavy borrowinge
by member banke in order to make good their reserves uatil the Treasury had dis-
bursed the money in payment of maturing certificates and in making other Govern-
ment disbursemeats. It would be a disorganiziang influence in the money market.
At times we would see money rates jump up very suddenly and them as suddenly
decline. In gemeral,we think the policy of the Treasury should be directed
towarde minimizing money market disturbances which might be caused by the Treassury's
borrowings.

)

4. We are entirely ocut of sympsthy with the attitude of any member
bank which might feel under preseat conditione that it did not care to continue
te hold Government deposits of this category, and allow 2 per cent. imterest.
¥hile to be sure those banke were asked to make large loans to the Government at
comparatively low rates until the end of the year 1819, that is to say, for a
period of two years after the first iseues were made in the summer of 1917,
nevertheless considering the record of the eatire perlod down to date, the
relations of the bamke to the Treasury have been on the whole of s satisfactory
sharacter. 1 think most of the banks who have understood how to handle their
sccounte have made satisfactory profits on the seecurity iesues of the GCovernment
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2 August 1, 1924.
e

and on the Govermment deposit mocounte. We see nc reason now shen money rates
are very low for sny change in their attitude, - They should be willing to take
the lean with the fat. They should bear im mind that during periode of very
high money ratee the Government never asked them to pay more than 2 per cent.,
end there were times when theee balances were very large and were carried for
considersgble periods.

5. The suggestion that spasme in the money market could be avoided by
requiring payment within ten days of the date of subseription ies in effect no
more thaa a suggestion that the Treasury withdraw the balances of the Govermment
deposits and transfer them to the Reserve Banks somewhat more promptly thaa it
now does, I see no particular merit in this suggestion. There mey come 2 time
if inflationary tendencies prove to be dangerous when such a policy might be
adopted as sort of an emergency pwotection, and that is one of the various sugges-
tione that I spoke to you about some weeks ago in disgussing that question. But
I am clearly of the opinion that no emergemcy has yet developed which would justify
mt coures,

8. An examination of your records I think will disclose what a very
large return - even at 2 per cent. % the Treasury has realized year in and year
cut on thése deposit balances. It seems to me that it would be rather difficult
to justify foregoing that revenue.

7. On the other hand, the time may come when the prompt withdrawal of
balancee from these depositary Danks may be the means of exercising a very
healthy restraint upon inflationary tendencies, and at that time it might be well
to consider a policy of more prompt withdrawal of bslencee after salee are made
and after income taxes are psid than is true of the presemt practice,

8. Governor lardlag characterizes our present policy in buying Treasury
securities in the open market as being for the purpose of earning expemses. That
may be one of the purposes shiech he has in mind, but I am sure that the records
of the committee handling these transsctions and of the Federal Reserve Board are
filled with commente deprecating that as the avowed purpose of the System and re-
iterating over and over again that our open market policy is desigued for the
purpose of building up & portfolio which might later be liquidated in case a
m;omh speculation did develop and it became necessary to meke our diseount
rate offmuvo by dri¥ing the member banks to berrowing from ue,

¥r. Case hae read your letter and this reply and is quite in accord
with what I have written -

Yours very truly,

Benj. Etrong,
Governor.

Hovorable Garrard B. Wineten,
Under S8ecretary of the Treasury
Treasury Department

mn““n’ b.C,
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MISC. 34, 1 40M 1-24
FEDERAL RESERVE BANK
“F NEW YORK

SENT BY SEND To FILES

COPY OF TELEGRAM

August 21, 1924
Winston - Treasury

Arriving tonight Will see you tomorrow morning

Strong
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PERSONAL :  December 18, 1924.
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Dear Nr. Winsten: :
I have just recelved sand wisvh to thank you for your

" note of December 16.

Since talking with you on the telephone, 1 have been
advised that my friends ®ill srrive on the Garonis, inetesd of
the Carmania, as I bhad supposed. This I have explaloed to
Mr. H. C. Stuart, Deputy Uoliector of the Port, who has been
good enough to issue to me a Coast Guerd Cutter permit, as you
arranged through Mr. Elting. I shall keep in touch with
Wr. Stuari'e office to asocertein shen the cutter will go down to
meet the Carenia.

| Plesse be assured of my appreciation of your seslstance
h arranging this, amnd believe me, :

Sincerely yours,

Honorsble Garrard B. #inston,
Under Becretary of the Tressury,
Weshington, D. C.

ederal Reserve Bank of St. Louis
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Desr lir. Finston:

February 2, 1925.

It ocourrsi to me thiet you might be Interested in some transac-
tions whieh »e¢ have had in connection with the oper:tions of the Open
¥srket Investment sccount.

We rocenmtly scld a block of $25,000,000. of the 237 Treasury
certificetes due Septomber 18, 19Z6 from the Specicl jlecount under an ar-

rangement to tuke them back lo~-day. It so happeued thst Eeeers. J. P.

Borgan & Compsny were desircus of obtulning eome Tressury cortiiicates
in copnection with the debt payment for account of the British Covern-
ment, and we have therefore sold them this lot of $28,000,000. September

certificustes. We also have knuwledge thet they have Lought upwarde of

$10,0°0,000. of these certificntes in the market all of ehich, I under-
stand, they will use oa June 16, 1925 im meking paysent for the British
Government. This will fbsglt in the smount of Sfeptember 1425 cortifi-
catee actually outstanding falling somewhat below $300,000,000. and it

had suggested Lo my mind the poseibility of the Treseury om Mareh 15,

1925 making a joint offering to include & eix monthe' certificate due

in September, which would permit of the lsrge amount of ¥arch 15, 1925" Z¢ )
in the Alien Froperty Custodisn Account being exchanged for the new rl&z?‘%qb
September o rti{ie&teo and sieo afford an opportunity for eimilarly con- 497

{
verting the certificates held in the Open Narket Investment Account, i ‘52%2§Zr22%a

4
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2. lr. ®inston 2/2/25.

it is mutusliy desirsble to contiaue the investment in that socount rather then
permit the Warch maturities to run off. Then, too, if it should develop that the
Treasury hae & surplus at the end of thie fiscal year, such an issue would previde
& ready supply of short certificates that would be availeble for mrehw; if you
should deem it wise to do so.

Very truly yours,

Jd. H. CASE,
Deputy Gevernor.

Honorsble Carrard B, Winston
Under Secrelury of the I‘Nw&
Veshington, D, C, i
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February 20, 1925.

Dear Garrard:

This note will be preseated to you by my som,
Philip G. Strong, who is spending the wesk-end im
#ashington with his friend, Mr. Hamilton.

I am sure they will emjoy an opportumity to
sese something of ihe Treasury Departmsat, and certaimly
of the Bureau of Eangravimg and Printing, if it is
proper for them to do so.

May I trespass on your courtesy to show them
that attemtion, and greatly oblige,

Very truly yours,

Honorable Garrerd B. Winston,
Under Secretary of the Treasury,
Treasury Department,

Washington, D. C.

(EFc i R
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By dear Bir Robert:

This note will be presented to you by =y friend,

The Honorable Garrard B. ¥ineton, Under Seoretary of the
Treasury, sho e taking = holidsy of » fews weeks and expects
to epend a part of it in London.

I bave given Hr. Winston this letter to you, as
to some of my olher fricnds abroad, i order that he may have
opportunity to meet you. But it wc‘u‘uy be that 1f bhis trip
is too short he will be uaadle to pressat it. 4ad, if so,
I am sure you will understend it is entirely beesuse of the
limitation upon hie time.

Assuring you of my s;_aprocimwpa of any couriesy that
you are able to show to Mr. #inston, snd sith kisdest regards,
I bag to remsin,

Vory truly yeurs,

8ir Robert Kindersley,
Chairmen, Lezard Bros. & Oo., Ltd., )
London, Eagland.
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\he R:gw\’; ;\_fiommb‘e Kogune April 2, 1025.

My dear Sir Robert:
5 ‘I &,

¥ith this I beg to enclose copy of & letter of

introduction which I bave taken the liberty of handing

to my friend, The Honorable Garrard B. Winston, who is

spending part of his vacation in London, and whom I have
assured of & werm welcome from some of ay friemds abroad.
He will be much interested in anything that you
can tell him about business comditions, #nd I sm sure you
will be interested in learning from him some of the more
recent news from the United States.
With kindeet regerds, believe me,

Very truly yours,

S8ir Bobert Kindersley,
Cheirmen, Lezard Bros. & Co. Ltd.,
London, England.

Enc.
B8. &
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PERSONAL MWarch 9, 1925,
A

’V%
By dear Garrard: ' lry{

' Bome time ago I wrote Leland Harrison about the possibility of
getting eome information from certain of the foreignm countries sith respect
especislly to monetary snd financial mattere such as reach the State Depart-
ment from time to time, snd which might heve &« bearing upon eur osm relations
in those countries.

He seemed to think that it sould bo nscesssry for uas to get some
cooperstion from the Treacury in order that we might be put on the mailing
list. Informstion of that sort is becoming of increasing importance to us,
and anything that you san do to facilitste having such am arrspgement as will
work automstically and effecotively to keep us posted, will be of great value.

If & liet of the coumtries in which we are especielly interested
would be desirable, I can have that prepared, but I would like to have m
arrangement as comprehensive ss it can possibly be made. The information

sent to ue will be treated with all necessary confidence.

Very truly yours,

Honorable Garrard B. #insten,
Under Secretary of the Treasury,
¥aeshington, D. C.
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Msy 25, 1925.

Peer Garrard:

I find thet I euved & couple ¢f the
newspaper articles conteining the elleged interview
with you, end you mey ve interested in reading bthems.

Lon't bother to ackmowledge.

Gincerely yours,

Homorable Garrerd B. ¥inston,
Undsr Secretary of the Tressury,
Woshington, D. C.

Ence.
BEe1d

itized for FRASER
:/lfraser.stlouisfed.org/
eral Reserve Bank of St. Louis




May 26, 192
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DECCCEAL : June 1, 1925.

Dear Burrard: ' \if el
T &I”‘!:'Gl.llj’ d‘istu-rbﬁ about that speciel
'. delivery lettsr.

A week or tem daye aga [ wrots & loug letter
about nose busitess matlers to &rc{nsy Andereon. It wes
corrsetly .n'ﬂdmwﬁd t6 his offics in Pschington, end thet
Bes mevor boen delivered.. T bave zleo bed en important
iet.tgr from Dr. Stewert of the Fedaral Reserve Boand teke

: 43 bours or more to resch Now York.
This ia mot the i rst time we have hed trouble

sbout our mail. T om wonderimg still what should be Jdone

BM 7%

Simcersly yours,

Honerzble & riarcd B. Wiaston,
uls - 16'%‘ 3@“&*’, l. 3.,
Fachington, D. C.

£8.L8




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







June 4, 1925.

‘,
]

..,\

Desr Gs&r:rd.

o 1¥&ur note of the third reached me promptly this
aorning.télﬁut if your inguiry of the Post Office produces
au: reﬁhﬁtg, 1 ehal} be glad to hear them.

Thank you for the reminder about your new address.

My records have been corrected.

Sinceresly yours,

Honorable Garrard B. #inston,
Under Secretary of the Treasury,
Washington, D. C. X
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July 10, 1925,
Desr Nr. ¥inston: "

I am gled to submit herewith the usual summary of gold paymente and
receipts of the Federal Reserve Bank of New York, including the Buffsle Branch, for
the month of June, 1926:

%ﬁﬂ!dﬁﬂhﬂu............t 1,838,000

Certificatos to Banks snd Individusls . . . . . . . « 117,215,000
Certificates to U, &m.mq efﬁm. “ s 8 = @ '

$121,575,000

- - - . - - - » - & - - - - - » - - . - - - - - "“w
Miﬁeltﬁa....................-w )
114,008,000

BoL DISDUFSGMOBES - < « « < » o s s s s s s s s oo ansess § 7,800,000

. § 8,619,000

The receipts of cola by this bank, reported as §8,3503,000, included
$8,075,000 of coin relessed from esrmark for scccunt of the Argentine Embassy and
the Swiss Nation=l Bank. This smount of cur coin deposits wss, therefére,
neither imported from abroszd mor tsken out of cireulstiom, According to our figures,
total exports from New Tork during the moath of Jume, smounted to §2,841,000.

The total gold held by the Federal Reserve System on June 3 was
$2,818,000,000, «nd on July 1 was $2,766,000,000, represeating = reduction of
$32,000,000 during the course of the month.

This prompte me again tec review with you the question of cur geld payment
policy. You mey remember that when this bank first iluumtd the payment of
gold in the usual course of business in August 1922, it wes with the express purpese
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2 Honorsble Garrard B. Fineton July 10, 1928.

of offsetting importe into the United Statee. During the next two znd & half yeers,
that is, up until the end of December 1824, the total geld imports into the United

States amounted to $751,513,000, and the net payments of gold coin and certificates
by the Federzl Reserve Bemk of New York during the same period smounted to
$717,124,000, or oaly $854,889,000 less then the total smount of imports. This shows
how well cur origimal object was accomplished.

When, however, it beceme apparent in December 1924, that the direction of
the gold movement was changing, that exports might shortly exceed imports, we recon-
sidered our polioy at scme length, and, as I told you when you were in New York sbout
that time, wve decided to continue makinmg gold payments, not with the purpose say
longer to offeset imports, but rather with = view to mainteining in circulstion \
spproximately the smount then outetsnding, thet is, between §900,000,000 snd
$1,000,000,000 of gold certificates. In other worde, having sccomplished our
originsl purpose of offgetting the import movement, we felt that it would be wmsi:-»
necessary and unwige to lose zll that we had sccomplished by decreasing payments &8
imports decressed for that weuld only result in drawing out of circulation mest of
what we had placed out. :

The natural consequence of our present policy, that is, of maintaining the
precent gold certificate circulstion at sbout ite preseat mark, will be &« direct
reflection in the System's rnmo; either of an export movement or an import move-
ment, whichever should take place. Before Governor Streng left for Purope, he
expressed again his sgreement with our present program, even though it would result
in having future exports or importe very direotly affect the amount of the System's
gold reserves.

I am discuseing this in come detail only because I understand that some of
the other reserve banks have now commenced making peyments of gold im rather sub-
stentiasl quentities. As you know, it was only the New York bank thet made these
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/, GO § Honorsble Garrard B, ¥inston July 10, 1928
payments in the usual course from August 1922 until the early part of 1924, when
the Federal FReserve Baank of Chicago commenced eubstential paymente. Because of the
proportion of cur volume of paymente, it was poesible for ue to contrel the total
outstanding as long as the Federal Heserve Benk of Chieage was the only other bank
making such vayments. A sudden shift now in the policy of meny of the reserve banks
which in the past have mot peid out emough even to o’tfut. their receipts, might make
it very difficult for us to maintain the total im circulation at the preseat figure
of about $970,000,000, as we had more or lese informally sgreed.

In the circumstances, therefore, it msy be advissble for us to heve some

digcussion of thie question perhaps before the meeting next week when I understend
that you sre to talk to the conference relative to it. It is = matter cbout which

we should have no confusion of purpose because, e the past three years have demon-

gtrated, cur combined efforts can so easily secomplieh this objeot.

Very truly yours,

GECRGE L. HARRISORN,
Deputy Governor.

(Dictated by Mr. Harrison

b ‘read.
Honorable Garrard B. Winston, ut not'read.)

Undersecretary of the Treasury,
Tressury Depsrtment,
¥nshington, D. €.

GLH. ¥
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AL R RO 2 FEDERAL RESERVE BANK
LR OF NEW YORK

OFFICE CORRESPONDENCE bare. August 6, 1925, g,

Inquiry from lir, Winston concern-

To_: SUBJECT:
ing National City Bank's protest against
From_d. H, Case loans on gold to Bamkovni,
Sk

be glad to do so if lr. Winston would send us in the meantime a copy of the
letter to the State Department so that we would know éxactly the nature of the
charges to which we were making reply.
Mr, Winston said that at the moment all he desired us to do was
to send him an informal memorandum for his own use,
* % % % * % ¥k %
This memorandum was prepared ani mailed to 111". Winston on

August 7, 1925, A copy of it is attached,
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WIS H: 1-50M"1-28 FEDERAL RESERVE BANK
) OF NEW YORK

OFFICE CORRESPONDENCE Dare_ AUgUSt 6, 1926 g5

To SussecT. I1nquiry from MMr, Winston concern-
ing National City Bank's protest against
loans on gold to Bankovni,

lIr, Winston telephoned this afternoon that during his recent visit
.to New York he had talked with lr, Mitchell, President of the National City
Bank, and that during the conversation lr, Ilitchell had complained that the
Federal Beserve Bank had made certain sdvances on gold to the Bankovni urad
Ilinisterstva Financi, Prague, which advances had previously been made by the
National City Bank but were transf.erred to the Federal Reserve Bank because
the Bankovni was able to obtaiq a lower rate of interest. 1IIr., Winston said
that Mr, I1itchell had followed up his complaint to him bs; making formal
protest in writing to the State Department and that the State Department had
asked the Treasury for information regarding the transaction, I explained

briefly to Mr, Winston the circumstances surrounding these advances on gold

- %o the Bankovni and said that I would obtain for him complete details from

our files,

* %k % * % % I

Subsequently at 3:45 P, 11, I telephoned to lfr, Winston and advised
him that if he desired us to make a formal reply to the charges ﬁvhich My, |
11itchell had made to the State Department we felt that we should be furnished
with a copy 6f Mr, Mitchell's letter, but that in view of all the circumstances
we would prefer to submit to lr, Winston, for his confidential information, an
infomal memorandum giving all of the facts concerning the transaction which
might be used by lir, Winston as seemed advisable to him, Furthemdre, I ad-
vised lir, Winston that if, after receiving such a memorandum from us, he beiieved

it desirable to have us make a formmal reply to Mr, Ilitchell's protest, we would
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CONFIDENTIAL MEORANDUM FOR MR, WINSTON, UNDERSEGRETARY OF THE TREASURY,
REGARDING CERTAIN LOANS ON GOLD MADE BY THE FEDERAL RESERVE BANKS 70 THE
BANKOVNI URAD MINISTERSIVA FINANCI, PRAGUR.

Sulmitted bys

:' n. m" .
Deputy Governor, Federal Reserve Bank of New York,
Aungust 7, 1925,

The Bankovnl urad llinisterstva Finanel, Prague, has been exercising the
fanotions of a provisional state bank of issue in Osechoslovakia pending the establish-
ment of an independent and definitive central bank in that country for the establish-
ment of which a bill has recently been introduced in the Ozech Parliament, In the
autumn of 1922, we received an inquiry from this institution asking us whether we

would open an account for it and make investments for its account in this market,

As we had had no previous relations whatever with this institution and, therefore,
knew little of its affairs, before replying to the inquiry we consulted with the Bank
of Bngland which follows a similar policy to our own in the encouragement of relation-
ships between central banks, We were informed by the Bank of England that they were
also entering into relations with the Bankovnl and were prepared to regard them as a
bank of issue pending the establishment of an independent central bank in Czecho-
slovakia, In view of this fact and in line with our established policy of entering
into relations with foreign central banks of issue and encouraging ooopornio_; between
gcentral banks for the furtherance of currency stabilization and the economic re-
habilitation of Burope, we advised the Bankovni that we were prepared to do the
business for them in this market which they requested,

We opened an account for this bark in June 1923, and for about one year

thereafter did practically nothing for them beyond the investment of their funds

in this market in bankers acoceptances,
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In July 1924, the Bankowvni advised us that in order to keep their ex-
change stable it was necessary for them to inorease their foreign balances at
times when there was a temporary adverse balance of payments against them gnd
for that purpose they desired to secure advances upon the security “~. pnrt
of their gold cover. They advised us that they had on deposit with the National
Bank of Belgium in Brussels forelgn gold coin valued at approximately §11,100,000
and inquired whether we were prepared to make them advances against that gold,

Section 14-a of the Federal Reserve Act glves the Federal reserve
banks power to make loans on gold coin or bullion at home or abroad, Therefore,
since we had power under the Aot to make such advances to the Bankovni and,

furthemore, as 1t was a facility which we felt it proper for this bank to

extend to central banks with whom relations had been established, we advised
them in response to their inquiry that we would be willing to make three months'
advances in smounts not to exceed 954 of the bullion value of the gold.

The first advance aggregating $6,000,000 was made on December 2,
1924, for three months, and the rate quoted was 3% which was our rediscount
rate at that time, A secind advance aggregating $4,500,000 was made on
Jamary 16, 1925 for three n;mtlu and at the same rate., Since that time both
advances have been renewed twice for perilods of three months each, the rate
for all remewals having been 3-1/2% since that was our rediscount rate at the
time the remewals were made,

The establislment of this relationship with the Bankovni was

undertaken with the spproval of the Federal Reserve Board which has been fully

advised from time to time with regard to the advances on gold to the Bankowvni,
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These advances have also been shown in the statements of condition of the Federal
Reserve banks published each week, Murthermore when the arrangements for the
making of these advances to the Bankovni were being negotiated, we suggested to
the Federal Reserve Board that the State Department might be interested to
learn about the matter and, under date of August 7, 1924, the Board advised us
that in aceordance with our suggestion the Department of State had been advised
of the proposed transaction,

As the other eleven Federal reserve banks share on a prorata basis
with the Federal Reserve Bank of New York in the transactions with foreign
central banks, these advances on gold to the Bankowvni have been participated
among all Federal reserve banks,
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PERSONAL ARD CONFIDENTI al, Magust 7, 1925,
3:00 p. m.

Dear Mr. ¥inston:

éince.dietating the specisl delivery letter enclosing
the Belgian communicstion from Governor Strong bearing date of
July #8, I have received znother letter from him addressed from
Paris under date of July 30, 1025, which contains some additionel
information on this esame subject, and of which I enclose a copy.

Very truly yours,

~
/ //
A~

7 |

J. H. CaSE,
Deputy Governer.

Honorable Garrard B. Winston,
Under Secretary of the Treasury,
Rashington, D. C.

Encl. .
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SPECI AL DELIVERY

PERSONZL AND COWFIDENTIAL Angust 7, 1928,

50 pe M.

Dear Mr. ¥inston:
I bsve just received & packet of mall from Coverncr Strong

smong which i2 2 confidentisl letter dsted Bruseels, Lelzium, July

78, 1925, in whieh Governer étreng rafere to discuesione which he hes
had with Governer Heutain of the Bangue Bationale de Belgique, wnd
which appenres o me *tc huve ¢ very important bearingz upcn the subject
" of the debt negotisntions wmhich you sre to undertske next week.
Covernor Streng hse furaniched me with zn extrz copy of this
letter for your privaste and confidential wee, which I sm enclosing
herewith. EKindly scknowledge receipt.
Yery truly yours,
frte,
/ / / : 5

/ /

V

Jd. H. C4SE,
Deputy Governor,

Honorsble Gerrard B. Winston,
Under Secretary of the Treasury,

$ushington, D. C.

E‘"\cl .

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




Hotel Majestic,
Paris, France,
August 19, 1925,

Hy dear Winston:

8o far, I have not had opportunity to gather impressions in France
as fully as I would like, partly because so many people are away on vacations,
and pu-tl because of language and other difficulties which have to be overcome
hers to & greater degree than almost anywhere else in Europe. ;

Undoubtedly they have had a good crop this year, and it is now pretty
well gathered, I refer especially to cereals. The tourist crop has been about
the best on record, and, from perscnal experience, I can testify that it has
brought a good price. In Paris, even on a gold basis, prices are pretty high,
and yet Americans have been here in droves, spending momey right and left.

Of course there has been a good deal of uneasiness about the situa-
tion in Morocco, but the evidence of cooperation between the Spanish, British and
French, and the recent military success which the French enjoyed against the niffs
mlmdyrelicndmt feeling of uneasiness, which was undoubtedly growing
and having a rather widespread effect.

There is unfortunately some feeling that when Parliament reassembles
the present govermment will be facing difficulties which they may mot be able to
syrvive., Two or three people have mentioned to me the possibility of their not
lasting meny months le@ger. The ever-present fear in the minds of the business men
is the activity of the socialists and conmmists, and the introduction of fanciful
ideas of government and finance by some of the long haired type of radicals.

So far as I ean learn, there are mo figures available from which to
judge of the success of the conversion locan which is now being floated and on which
subseriptions close early in September., They all speak hopefully, but with some )
reservations, The general attitude is that the pecple will mot subscribe until the
1ast days, My rough impression is that the maturities are mow being comfortably
taken care of, but that the subscriptions are only about 50% of expectations.

There are about 55,000, 00 to 58,000,000,000 francs of bonds de
defense outstanding, maturing, of , every day, They are issued for ome
month, thmmtho,dxmﬂeaumm Some days they are short and some
days thoy are over in subscripiions to take care of maturities, but the average
recently has been pretty good. Some fear is expressed that if they have a failure
of the present loamn, it will mean an enforced conversion of the bonds de defense
and a very severe blow to Fremch eredit. The only other resort, if conversions
are not effected and maturities camnot be met, is inflation by further issues of
Bank of France notes, of which they have had all that they want and more.

You know the mew bond is a perpetual 4% remte, issued at par in ex-
change for bonds de defense, with all of the exemptions and privileges attaching
to the existing issues, and with the obligation of the Govermment to pay interest
on the basis of the sterling value of the franc figured over an average period
each day, at the rate of 95 franes to the pound, 0f course any distrust of the
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\ \ Paris, France . ‘
r 8.19.25 Mr. Winston (2)

‘ilieh caused a decline in its sterling valus would simply add to the budget
____..Anmingimrntnthmmm I have never fancied the schems
myself, but am led to believe thai the emergency justified some such mdialnbm
utb:ls. ‘

Of course you have heard the many rumors ofthemignatione!mﬁ
Robineau following the disclosure of irregularities in the accounts of the Bank, I
am told that twice he submitted his resignation, which quite likely would have been
accepted had they been able to find a successor., Rumor has it that the job was
offered to Monsieur Sargenit, who was at cne time sous-Govermor of the Bank, later an
officer of the Treasury, and et present the head of one of the banks in Paris, Iam
told he declined, And the same story is generally heard as to Monsiour Joseph Simon,
head of the Societe Genersle, to whom I gave you a note of introduction,

I have just had luncheon with Monsieur Simon, and had a long and confidentisl
talk with him, lotm-nthatheiamsfthainpmsionthltthmunbon
change in the governorship of the Bank, at any rate for the present,

I went through a congiderable part of the Bank of Prance yesterday, - the
first time that I have made a four of the premises in about nine years, - and was
astonished to find the improvements which had been made since Monsieur Pallain resigned.
It is really a modern, up~to-date institution, so far as one could judge by the way the
work was being dome., It is fully equipped with American tabulating, adding and type
machines, and with all the modern appliances for accounting records, etc. The dingy
old building has been repainted and refurnished with modern furniture; the girls
have all been put into so-called over-alls, and it has a very neat, businesslike ap~

pearance, I also visited the new branch they have established out nmear the Etoile
and I do not believe we have anything any better for any bank in the United States.
&t least all of this is to the eredit of Monsieur Nobineau, who is very much beloved
and trusted by the staff of the Bank, even though he may be & rather wesk mam in
combatiing importunste peliticiams, I Robineau has some pert of the blame for
juggling the accounts, I gertainly feel that the regents of the bank have more, And
when his own people appeal to him on the ground of patriotism, of course the dif-
fieulty of his position is obvious, Nevertheless, a stronger man would have resigned
and precipitated a erisias, however great it had h«n That, T am $old, is the argu~
ment used with all of them, = that it might have disrupted French finances and tumul
them inside out comsequently,

I would like to give you some detailed account of my talk with Monsieur
Simon:

His history is briefly this: As long ago as 1906, he was Chef de Bureau
to Caillaux when he was in the Cabimet; has known him all his life; and hag s very
high regard for him as a man of culture and ability, He says he comes of an ex~-
eellent family, and while under a cloud, he, nevertheless, is the strongest man in
FPrance in monetary and financial mttm. but, of course, not as sirong politieally
as others,

Much of what T am writing may already bs known to you, but T will burden
you with repetition:

The present understanding is that Caillaux will head a mission to the
United States which is proposing to sail not leter than the fifteenth of September,
Simon has urged that the mission sail as early as possible, and fixed September 15
as the latest feasible date, He is to be a member of the commission himgelf, and
ne tells me Caillaux is determined to select some of the leaders of the varionl
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g,,;;{?_. » 8.19.25 Hr, Winston (3)
Ba LB
S9%8 . ical parties as members of the mission, as only by that means will it be pos-
% ¥ 1 dle for him to deal with the perlismentery situation which will likely arise on his
EHE um if a settlement is effected, ms it will meed ratification by the parliament

and only by having some of the mmz men of the various parties committed to the
settlement can he get ratification, I think Simon feels, - and possible Caillaux -
that such a mission is justified by the complexion of our own debt funding com=-
migsion, which contains representatives of the two political parties in Congreess.

The French mizsion plans to go immediately to Washington on landing in
New York, without seeing anyone, believing that courtesy demands this, Simon
himself seemed to be a bit uneasy about the uncertainty of the political situation
at home, in a general way feeling that an arrengement of the American debi is birb
one step in a whole series of reforms in fimence and monetary matters which should
take two or three years to sccomplish under the comtinuous menagement of the same
men, And under their system of government, they can hardly expect the present
cabinet to last for any such period, and consequently the policy of comtinuity will
be difficult to carry out.

He has asked me some questions about the perscmnel of the Commission,
which T have answered with a pood deal of esution, telling him something of who
the men are, and what their history has been; explaining that ¥r, ¥ellon is a man
of great skill, who deals with facts and mot illusions, end that it would be a
very wise thmg for them to take to Ameries, complete as possible, information about
their gituetion, end in such form that it will give ¥r, ¥ellon & thoreugh understand-
ing of their problems,

I agked him if there was any basis for the uneasiness about the prompt-
ness with which the French Government was paying its curremt bills; and if there
was none, that should be dispelled; bui if there was any foundation for it, this
should be disclosed, as well as all other material facts bearing on their capacif.y to
deal with their financial problems,

He said that on the whole he felt that the Belgian settlement, if core
rectly reported in this morning's newspapers, would be helpful, the principtl and
most important thing being the apparent disposition of the American Commissiom to
deal with the problem of payment upon the basis of eapacity, rather than upen
the amount of the obligations per sse,

He thinks that the budget situetion is showing a constant improvement,
the current year's deficit of 2,000,000,000 francs being a great improvement over
former years., And he was hopofui that in the nesr futurs a balance can be struck,
but he urged all of the difficulties which we have all heard repeatedly about

~ direct taxes, the difficulty of getting adequate taxes from the farm classes, ete.

One of the great difficuliies they are facing is the uneasiness of the
public generally about political conditions, and their fear of a socialistic govern-
ment, Thepeasant classes in France are nostly small sgriculdurists, as you know;
that is to say, property owners and savers. The classes having socialistic taudendc
are wage earners and a considerable section of the sc-called intellectuals, - pro-
fessors, lawyers, and the like, These latter classes are active and agressive,
while the farmpeasant is & quiet fellow, who stays at home and works hard on his
farm, saves his money, hates to pay taxes, and gets frightemed at the idea that his
property may be taken away from him,
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Simon peints out that the collection of the taxes mow impesed is being
' made most effective, He says that in a big bank like the Societe Cemorale, with

branches in so many towms, they have a good chance fic observe this, He thinks the
. reports of failure to colleet taxes are grossly exaggerated and most unjust.

The income tax is not as pnduﬁinuitdmldh,htb'ulhat—
tention tc the fact that this is a new tax, only imposed since the war; that the
people are not accustomed to it; that it is abhorremt to their traditions and
temperament; and that its development will necessarily be gradual, Evenm so,
when one considers that most of the income from securiiies ls already taxed up to
25%, such as coupons and dividends, and the income tax is imposed on top of that
tax, the sctual figures as to direct taxation are o bit misleading, Increases
in the returm from the income %ax will not be by an increase of rate, but rather
by spreading the area of the tax over greater numbers,

I asked him vhether he thought the reduction of the bank rate to 61
end, in general, the maintenance of pressnt rates on the govermmenmt's borrowings
wos & wipe program; whether rates should not be increased, scme pressure put on
credit generelly, and the short time securitiecs of the Treuury put on & rors
bupinssslike basis as to the walue of fumds, He said thet that criticlsm they
had had meny times; that the Treasury consulted the principal bankers as to
whether the rate should be raised, and they were unanimously against it, all of
them stating that an increese in rete would be regarded by the holders generally
of the bonds de defense as evidence that there was something wrong, and that it
would actuslly have the effect of fréghtening holders and uduaing subscriptions
rather thun the reverse,

Of course you realize thet Simon is non~political, end one of the
thoroughly sound, able bankers of France. Me agree ! with me that the idesl program
would be, first, temlatamonnderasmﬁtypanmdginamseof con-
fidoneo ar to political conditions in middle Burcpe; then to fund the American debi;

following that, undertake = vigorous monetery and fiscal reform, which would
heiuo revaluing the franc end revising the Government's debt, if possible with some
in interest, He thought that with confidemce restored a good deal could be
saved in interest, but the difficulty, again, wes political,

: The question of capacity, I think, must be preeminent in their minds
just now, and he locks at that question in a iurly reagonable and businesslike
way. He says thet he can understand thet payment out of German reparatioms might
be objectionable in America as tending to ereate the impression thal weo would be-
come involved in all the disputes over Cerman reperation payments, and, ultimstely,
with the political discord with which this is al) mssociated, On the other hand,
we are a creditor of France, which has a certain 1imit to its capacity to pay its
debts, thet limit being Influenced by the extent to which ghe iz sble to collect from
. her own debtor, = Germany,

I gathor that he felt thet o definite scheme of fixed payment over a
period of years might, on the one hand, have the effect of imposing too heavy a
burden, or, on the other hand, might e¢sll upon Frence to pay less than perheps
possible if Germany were able to carry out the Dawes Plam in a lerger way than
meny people mow suppose iz possible,

I ¥now nothing of what is in their minde in the way of a proposal, but
dwuld suppose thet in some way they would hope to have mwmtu or
less according me they get more or less from Germany, It will be the same old
dﬂf%:n]..;g, which I should hope, however, eould be dealt with go that a contract
can ected, :
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I gained the impression thet Caillsux is going to America with the
intention of getting & settlement if it is possible to do so, Me may not have
an acceptable proposal, but he will certainly have soeme proposal which he will
prepared to fight for with his owm perliement on his returma if it ecan ear be put inbo
shape accepiable to us,

My own belief is that almost any settlement is betier than a break just
now, especially as Simon $ells me that the country is in a moed to e
in order to put the house in order, -

With a commisgion such as Caillaux Bas suggested, I can well imegine that
you will be indulged with a good deal of oratory, After a good many years axperisnce
sdththmfona,qumostionmldNﬂntﬁumtmhmmtonujunn
frealy aas possible; that the members of our own commission do not sttempt to deal
with the members of the Fremch commission by argument, expostulation, or admonition.
If they could listen patiently to thess gentlemen, exchange patriotie speeches withe
out limit, and them let Messrs. Mellom and Caillmux sit down privately and arrange

peopls, and Hr, Hollonmpcoph. And the effective thing to be accomplished by
the comuissions will be the votos among themselves whether they will agrea to the
proposals of the respective chairmen or not, I cen sssure you that it will be very
much easier for Mensieur Caillaux to convince his own colleaguss than it will be

our Commission %o do sc.

Thers is ome point which I promlsed Monsieur Simon %o speak to you
ebout very confidentially,

He says that it would be a matter of much deliecacy for him to seck the
advice of any of his American friends while he is negotisting with the Commigsion,
on which matter I think he is quite eorreet., I told him I would speak to you,
however, about the possibility of some private discussions of that character in
ease he felt that he neslsd the advice of somse relisble American friends while
he is in Washington, It would be a very exeellemt thing if that is done, And you
know of v similar omse whers the results were good, .

I had hoped tp visit Paris without being under the nscessity of seeing
Caillaux, feardng lest it might cause some eubarrassment, But when I was at the
Mkyoﬁsrdny,&h&mtol&utht&iﬂnxhw!mhmmﬂml‘fmw
I had been discourteocus if I did not ecell to gee him, I explained to Robineau
that uy eolleague in Paris was the Covernor of the Bank of France; th
officizl in any way; nddidmtmttommy-lhmm:uhthw
He said that that would be earefully explained to the Finance Minister, but he sirongs
1y urged me to see him, Bormgoingtahwntalk'ﬁhhhlmtmm_m
after having snother vigit with Robineau, Of eoursge you Imow the way things
around hers in Peris, While Simon omly reached Paris this morning from the "
he had already been advised of ny appoimiment with Ceillaux, and wemted to know
whather T proposed to see him alone, or would have auyone with me, I think he was
afraid there would he someone with me, ;

Fhile my talk with Caillsux may load to some modification of what T
gathered from Simen, &t present my feeling is that the French are earnsstly desirous
of seitling the debt; are probably emcouraged to feel that they can as the result
of the Belgicn settlement; will undoubtedly meed to go through a period of discussion
end bergaining; will probably have a grest wvariety of things to suggest; but, in
thomd.ﬁwmmmﬂygma,umuablotagnasntlm and
eny settloment is better then momne., So I hope that Mr, Mellon and Monsieur Caillaux
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the result, : :

I will continue this letter at the first opportunity after seeing
Mcnsieur Caillaux, bui, as I am leaving for Switzerland tomorrow afternocon, I may
not have a chance to fix it up until next week.

fne impression I got from the bankers is the probable urgent need of a
*moratorium with the French even greater than with the Belgians, They do need a
period after the uncertainty of the debt obligation is disposed of within which to
carry out the rest of their financisl and monetary program, especially to get the
budget balenced, And for the first time I get the impression that the effort to
\ put the budgeil in order is a serious ome with some chance for success,

Continued - August 24, 1925,

As stated above, I had a long visit &t the Bank of Prance last Thursday |
afterncon and weni directly from there to make my call on Caillaux, :

On the whole he impressed me quite favorably, He seemed to be a man of
culture and emergy, but not afflicted with the French nervousness and excitability.
He speaks English very well indeed., Fortunately he caused me no embarrassment by
attempiing discuesion of debt negotiations, or meking any special requects for as=-
sistance, or loans, or eaything of thet sort.

He was anxious to tall me something of his progresm, which I can describe
in a few words: ; v .

‘As to the budget, he says that he can accomplish balancing it, assuming

that an arrangement is made as to the Eritish and American debis, and is within strik-

ing distance of it now, He had the figures all on his desk, which he said he would

have been glad to show me had there been time, giving the various changes proposed

for taxation, ,
Among other things, he says that the maximum inheritance taxes will ge

up to about 80%, and the maximum income taxes in the high brackets he proposes to

go as high as 70f. And other sources of revenue are to be tapped,  He complained

a good deal about the French system of taxation, - the product of many years® ex=

perimentation and efforts on the part of the Governmment to meet a characteristic

French demand that the collecticn of taxes shall be reduced to a mathematically

exact calculation of how the burden shall rest with justice to every tax payer, He

said it would be better for Frence if they had a simpler system and more direct taxes,

but the Fremch temperament would not stand it. He explained that the direct fae :

tax was new since the war, and he agreed that to be more productive it would need. to be

spread over a wider area; and that simple increases in rates were dangercus in

developing various expedients for escaping taxes and driving momey out of the country,

Ho claimed that it was too early to gain any idea of the success of the 3
pending loan, which had encouniered difficulties because of the harvests, which oc=
cupied the peasants, and because of the strike of the bank clerks, which made the
work of the banks ineffeetive; alsc because the old Bonds de Defemce paid 1f more
than the new loam; that there was no advaniage in conferting before the last days,
and consequently results could only be expeected late. Subscriptions were scheduled
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He spoke of the provalent opinion abroad that the French were not paying
adequate taxes, and asked for some expression about that, I told him T did mot think
that all the poople of America could be wonvinced about that ome way or smother by a
detailed explanation of the complicated system of taxation in France. The only argu-
ment which would be convineing would be a balanced budget, and once that was done the
criticism would disappezmsm.

. He was very positive in his assertion that with a balanced budget he
would propose to deal with the floating debi vigorously, and ultimstely effect a con-
gsolidation of the debt, And, with a reasonable situation as to the debt, they must
effect a stabilization of the franc for a periocd and then revalue it at some figure
10 be determined, The alternatives to a sucecessful consolidation of the debt by
some suchmessurs as that being ettempted now would be either further inflation as |
the maturities were taken care of, by mote issues by the Bank of France, or else
a forced conversion, which would hurt their credit. I believe at first Caillaux
was supposed to favor an enforced conversion, buit the bankers talked him out of it, |
stating that it would wreck the country. He is supposed to lean somewhat to that
and somewhat to capital taxes.

He thought the French people would accept a revaluation of the franc l
if it did not involve a reduction in the amount of paper money in eirculationm, ‘

Then he wanied to know in a gemeral way what the American attitude was
and whether, in case of need, they could turn to the United States for help in their
program, I told him that if he had in mind some specific transaction, such as a
loan, the past record in that respeet indicated that the American attitude was help-
ful, He must bear in mind, however, that while the Federal Reserve System had a
certain control of the use of its ou credit, thet wes a very small matter compared
to the atiitude in gemeral of American invostors, which could not be comtrolled, But
during the last two years we had loaned $2,000,000,000 to the rest of the world by
absorbing security issues, and some fnrthor m in the way of bank loans and credits.
If anything developed to shake American confidence inm Furopean affairs and that ine-
vestment market closed, it would add very seriously to their difficulties; that
foreign invesiments were new to Americans; and that they were still timid about
them,

He wanted more information about this, and I explained how successively
Switzerland, Holland, England, and then France had suffered from a shock to con-
fidence, The case of Switzerland being typical, where the proposal for a capital
levy resulting in a flight of Suisse francs, and temporarily wiped out the balances
of the Bank of Issue, which had to supply the exchange to timid Suisse people.

Not much developed in the talk beyond giving me the impression that he
was e pretiy vigorous person and really determined to do a good job if he is givenm
opportunity,

- From various other sourees I get the following information and im=
pressions: Pirst about the loan, I am told that it is a fact that so far the
loan has been a complete failure, The Government has outstanding from 55,000,000,000
to 58,000,000,000 of short paper, of which about 15,000,000,000 is held by the banks
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4 40,000,000,000 by the public gemsrally. It is the 40,000,000,000 with which
wey must deal. Outside of the City of Paris, I am told, subscriptions last week
amounted to only 1,000,000,000 francs, It was at first hoped that they would get
at least 20,000,000,000 converted, They are now talking about 10,000,000,000 being -
& successful result (when it would, in fact, be a failtre end leave them in a dif-
ficult situation), ;

That this iz beginning to be appreciated would appear from a statement
made to me yesterday by one of the special American NewspaperCorrespondemnts, that
there were stories about that they were again having difficulty in France in meeting
maturities and thet while the statement of the PBank of France showed that they had a
good margin on their note issue, if the true facts were knowm it would be shown
that the mew limit had alreéady been exceeded by 2,500,000,000 franecs. I, perscnal=

“Qyj don't think that story is true. But it indicates the degree of nervousness which

Xists.

There also are stories around that the fighting in Morocco is costing
them vast sums of money beyond what they have stated, and that they have fixed up
some deal with the Spaniards to finance it so that it does not show in the French

figures,

Thers is a good deal of discussion and uncertainty about the commission
to go to Washington. The last time I saw Simon, he asked me whether the commission
should all go at the same time, or whether he, Simon, should go shead of Caillaux,

I told him I thought that was the sort of question which should be dealt with by
private inquiries at Washingtom., Then he wanted my personal opinion, and I told him
I would like time to think it over, but my first impression was that Caillaux should
go at once himeelf. It would add dignity to the proceedings; would give the com~
mission an appearance of responsibility which it ceuld not otherwise have, and
aveid the unfortunate impression resulting from Parmentier's wvisit,

Subsequent inguiry leads me to believe thet Caillaux's position is a very
difficult one. The socialists are in position to unhorse this Government at any
moment, They know that if they do so the burden of dealing with the Moroccan situatiom
and with these debt negotiations will fall upon them, They prefer to sit by in the
position of vetoing or epproving procedures, rather than assuming the responsibility
of initiating them and conducting them, Caillaux, accordingly, is anxious to make
no effort at funding the debts which is unsuccessful. And I think his disposition
might be to send Simon on shead to spy out the land, and, if there is hope of suc~
cess, then to go over and finish up, himself, but, if not, to escape the odium of
failure by not going, .

3
The rumor reaches me Zmﬂ‘icid proposal for a 99 year system of pay=-
ment, with 2% interest, has been tremsmitted and rejected at home,

Now there is no de\ubt that the first reaction to the Belgian settlement
here was rather favorable, as it gave the impression that capacity was going to be an
important consideratiom in fixing the amount, Since the figures have come over
they have been analyzed pretiy carefully here, and the French now seem to draw the
conclusion that the amount to be paid by the Belglans, increased to the propertions
of the French debt, and withoul the special concessions made to Belgium as to
the pre-armistice debt and interest, etc., will put an unsupportable burden upon
the French and that they could not pay that amount, = The statement that the terms
accorded Belgium were of a special character out of respeet to some moral obligatiom

A
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~_sated by Precident Wilson, has given them a chill,  Pessibly it is just es well
y i3 so if the Funding Commissicon is ready to make mome concessions
to the French wher they ccme o negotiate,

The facte are, undoubiedly, that the burden of the foreign debt en the
French is much heavier, proporiionately, than the burden of the foreign debt on the
Belgians. The Delgian foreign debt amounts to about §80. per capita, or thersabouts,
and the French foreign debt is possibly §100, per ecapite.  Belgium, of course, suf-
fored little devastation compared to France, and had priorities in repratiom payments
which has put them in a fairly strong position, The irench, having to pay the recone
struction bills themeelves, without adequate reimbursemsnt from Germany, have gotten
their finances in a very bad state,

Of course we must remember at home that the whole scale of living here
is almost poverty along side of our seale of living at home and has a connection
with the difficulty of collecting texes and the meagre investment fund awvailable for
dealing with their domestic debt, ccmpered with scme other countries. For instance,
& friond of mine has just remted a large house under en arrangement by which he takes
over the chef and butler., The wages of those twe men aggregete loss than 500 francs
2 month -~ one of them gets the equivalent of §10,00, and the other §12,00 a month,
Parmentier tells me that his apartment is run by a frenchmen and his wife. He has
hed to increase their wages iwo or three times recently to meet the acded cost of
living, and he says he now pays them 525 france a month, They do sll the work in his

and the man, in addition, takes care of hig car, If this scale of living
is applied throughout France to all classes, one recognizes what a slender margin ‘
there must be for taxation and for investment,

Up to this point I have been rambling slong, reeounting conversations
and impressions as we would in discupsioun, Now for & few specific conclusicas as

I see the picture here:

1, The domestic debi of Franee is some 300,000,000,000 franes. Of
this 000,000,000 are short obligations maturing every day. These are a menace o
the and with any shock to confidence, the only way in which they can be paid
is by inflating the 3

2. Cedllaux's offort to deal with this was the result of a choice of

the following measures: 4

8. @& capital lewvy

b, an enforeed conversion

¢. @ further inflation of the bank note issues

d, an obligation issued om a gold basis, _ -
He selected the fourth, fixing the rate at 95 francs to pound, and the interest
at 4%, The result of the loan, so far, has been a complete failure, o
what the resction will be when it becomss publicly known, and the date is being de~
ferred in the hope that something will save the loan, . -

5;
%
i
g

3, The Benk of France has, in part, lost econtrol of the situation,
Ite commercial portfolio is of negligible emeunt, Most of ite bills are simply
colleetion bills disecounted for five days., The bulk of its
direet obligation of the Government, There ic now no hope of th
ing., Consequently no bank rate is effeective. And the bank has lost control
possibilities of inflation due to issues of motes made on Covernment acccunt,

4
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_ 4, The budget has not yet been halanced. They admit a deficieney
/ of 2,000,000,000 francs, It may, indeed, be larger than that.

—/ 5, With this situation at home, they are commended by both the
British and Americans to fund their debts, I think it has given them a tremendous
shake-up. There are some in France, and I believe influential people, who feel
that the situation is rather desperate, and that the heroie measure would be to
frankly tell the British and Americam Governments that they caxmot and will net pay;
make the sacrifice to their credit; and then do their best for their domestic ereditors

6. The present painleve government ie retained in office by sufference
of the socialists., When parlisment mests they mey go out, It depends upon the out=
come of the debt negotiatioms, the Riff war and the pact negotiations, If they go
out, there is likelihood of a socialist government under Herriot, or the like, and
a11 sorts of fanciful atiempts t¢ deal with the deblis and like mtters, probably
ind uding a forced ccmversion and capital levy, all calculated to scare the French
investor out of his wits.

with

7. ‘There isy nevertheless, the feeling that/the suspension of recon-
struction work (which I believe is almost complete) the prospect of collections from
Germany, and a pretty good domestic business situation with en improved balance of
foreign payments, if they can make a liberal adjustment of foreign debts, they can
some way or other wiggle out of the situation.

8., It is probably true that if the franc can be stabilized and the
budget balanced, even though the domestic debt is not reduced, the thrift amd
industry of the !rendl people will result, within a few years, in the accumulation
of a savings fund which will constantly lighten the burden of the debt.

9, With this outlook, while they were pleased at the evidence of a
generous attitude towards Belgium, they are digsturbed by the statement that it was
a special arrangement for Belgium which will mot apply to others, Roughly, if
the French debt is three-quarters of the British debt, then the French payments
will be three-quarters of the British paymenis, or $120 ,000,000 a year, This
would be beyond their capacity, especially as they must make a funding arrangement
with the British as well, and the British seem to be advertising strongly the
opinion that the French are capable of making very considerable paymenis.

_ 10, I gather that the Belgiem schedule of payments starts at about
$4,000,000, and, after ten or twelve years, reaches nearly #13,000,000. Against
this there vill be still some payments by Germany which will bo applieable to
the payment of the debi, so that the pressure on Belgium will be much lighter,
Their work of roconstructian is completed, They have the benefit of priorities
in reparation payments from Germany, and they have been forgiven a large part of
their foreign debis. France, on the cther hand, hadé ne preference from Germany,
had enermous recomsiruction projecis to finance in northern France, has had but
smsll contributions of eash from Germany which will be applicable to finance reecon=-
struction, and will need a considerable part of whetever Germany ean pay hemfter
for the improvemnt of her domestic mational debt éituation.

11, Finally, T think it is & faet that if debi negotistions fail,
end, at the same time there is a lean fajlure in France, they will be driven pos~
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' aibly %o an enforced comversion of the domestic debt; the domestic credit of the
-~ Government will suffer tremendously; end there will probably be scowe flight of

eapital, with the resuliant pressure on the france

12, Buf there are, of course, offsetting considerations, one being
the faet that the inflation which has taken place in France has reduced the burden
of the debt to very much less than its nominel figure, If the French were as
complacent about paying taxes es the Angle Saxons, the burden of the debi would be
much less, but the psychologicel limit of taxation in France is low, =~ much lower
than in either England or Americe, and the same rules which would apply to a Dritigh
adjustment will not apply to a !‘rmh adjustment becsuse we are demling with French=
men and not Englishmen.

My best judgment is thet some kind of seitlement must be made with the
Prench if they are to avoid trouble; end that 1f these negotiations fail {trouble
is almest certain to come,

I have had quite a few talks with Morrow, and with Gilbert, es well es
some others, to get the impressions they have gatherod from talks boro. I think
Morrow's idea is that the French ecan pay a total of £100,000,000 & year to the
British end Ameriecans together. Dut, of course, with us this would include the
$20,000,000 they are now paying es the interest on the debt for the sale of supplies.
m. Mﬁuh, on the other hand, seem willing to aceept a more moderate fixed obliga-
tion, and take & part of thelr payment eonditioned upon German reparation peyments,

My own feeling is that the best prospeet of collecting from France lies
in very moderate payments indeed for the firel period of, say two or three years,
giving them a chance to put their domestic situation in shape, and thet after a few
years their capacity to make foreign pgy wente will be very greatly increased if thoy
escape the present erisis,

Another thing of which T am convinced ig that a reorganization of their
wonetary situation is essential to a continuance of foreign pgy ments, This is be-
cause of the menace of their floating debl, If they undertake to pey us consicor=
able fixed sums, and close to the margin of safety, and then they have eny dif-
ficulty with their domestic debt at all, their only recourse is to the Bank of Franee,
and that means depreciation of the frane and of the exchange,

I may write you something more later, eapeeially after we leamm more
of the negotiations in Lendon, But I will let it go for the present, as Dr. Stevart
is leaving toworrow and will take it to you.

Sincerely yours,

Honorable Garrard B, Winston,
Under Secretary of the Treasury,
Washington, D. C, ,
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PRIVATE September 25, 1925.

My dear Garrard: .

Referring to the guestion of gold\ which eppears in the
stetement of the Bank of France as being held abroad, this figure
in the statement of September 10th is 1,864,000,000 frencs, which
at the per of sterling exchange is the equivalent of £73,900,000
sterling.

The amount still to be returned by the Bank of Englend
is something over 18,000,000 sterling, which would leave somewhere
between 56 end 56 million sterling as the amount of the unsettled
gold account with the British Government.

This is, of course, supplementary to my letter to the
Secretary.

Sincerely yours,

As

Honorsble Usrrard B. Winsten,
Under Becretery of the Treasury,
¥ashington, D. C.

BS.L8

ederal Reserve Bank of St. Louis



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

ederal Reserve Bank of St. Louis

PERSORAL October 1, 1926.

My dear 8Berrard:

I am enclosing for your edificstion & confidential memo-
rapdus mede by one oif our men whe is a trained observer, and you
will notice to what extent, in & genersl way, it is confirmetory
of what I wrete to the Secretuary.

@nile, of course, 1 have done whatever I could to keep
you informed, end bave distimectly refrained from making smy specific
suggeslion or recommendation, | em, meverthelese, fearful that ar-
rengenents may be made for the repeyaent of the French debt of &
cherscter which camnot be fulfilled. lHowever, the event remsine
to be seen in later yeers, when it will be an zcademic guestion
for both you and me.

Sinoerely yours,

Honorable Garrerd B. ¥Winston,
Under Secrstery of the Trsausury,
Peshington, D. C.

Enc. X
R&,L3




Confidential
September 29, 1925.

AN IMPRESSION OF FRANCE

It has so often been said that "Paris is Frence" that it is a little
hard to realize how untrue in many ways, this popular saying is--that actually
Paris is almost as far from the centre of gravity of the country as, for ex-
ample, New York or the Atlantic seaboard cities in the case of our own country;
that Paris is so far to the north that the Germen invasion penetrated to within
less than twenty-five miles of the capital with the greatest ease, and that,
aside from Paris, most of the larger cities of France, like Lyon, Marseilles,
Bordeaux, Toulouse, and St, Etienne lie within the southern half of the country.

In point of fact, the northern segment of France of which Paris is dis-
tinctly the industrial centre, takes in scarcely more than about one=-third of
the population. Yet it is largely to this northern area that the attention'of the
great bulk of American tourists is confined. It was, indeed, very striking to
pote how few Americans were to be seen south of Paris and the chateaux country,
in three or four weeks of traveling, and covering well over fifteen hundred miles.
Perhaps the most decisive effect of this little journey of exploration was the

overturn in the writer's mind of the popular notion that France can be considered

a "rich" country. Measured at }east by American standards, and even I should say
by nelish standards, the reverse appears rather to be the fact.
For example, it is remarkable that one may travel for hundreds of

miles southward from Paris, through an obviously very fertile and highly populated
country, and see still in villace after village and on farm after farm far more
ox teams than horse teams and practically not a sign of a tractor. Still more
striking, scarcely any farm machinery other than that which can be run by hand
is seen. From the railway trains and from the auto cars which now run almost
everywhere, the eye could overlook thousands of acres which were being harvested
with scythes, the women workers being almost as numerous as men.
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Consider the economic waste, in time and in humen labor, that is im-
plied in this general prevalence of ox teams and of harvesting by hand=-swmung
scythes and it is not difficult to understand why it is that the man power re=
quired‘to produce a bushel of grain in France is several times that prevailing
in the United States, It is true that their yield per acre is higher because
the fields are more intensively cultivated, though not to the same extent as in
Germany and other northern states of Furope. But the labor-time cost per bushel
is far greater.

In other words, we have a parallel here to the experience of American
manufacturers who have opened branch factories in France, that not only is the
money wage of the_workers scarcely half that of the United States and in many
cases far less, but the averase output per man is equally low. As stated by one
gareful observer, "very roughly, it takes two average workers to do the average
job of one worker in America." Along the same line we find that, with more than
one-third of the populatipn of the United States, the French consumption of elec-
tricity is about one-eighth; and correspondingly their use of automobiles is on
about the same scale,

And everywhere you go this same impression is borne out by the look
of *he farm houses and farm buildings and the city streets and houses, outside,
of course, of popular wateriﬁg Places like Biarritz or Nice and Cannes. There
is nowhere the air of wealth or prosperity. You have the feeling thet, alike
in the country and in the towns, the country is backward, the standard of living
is low, the scale of income is meagre, and the population living for a very large
part but little above the border line of bare subsistence.

A striking instance in point is the surprise that greets the eye in
going through some of the chateaux country, down the Loire. This is Touraine,
counted one of the richest parts of France; heavily patronized by crowds of

American, Fnglish, and other tourists and therefore well supplied with pocket
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money and more prosperous than the country as a whole, Yet even in this
"heart of France," as it might be called, one may see a sight that is rare

in almost any other leading European country, That is hundreds upon hundreds
of families still housed in caves!

Everyone has read about the “cave dwellers" of France, whose mode of
existence has not changed greatly from that of their forebears, the troglodytes
along the ancient Nile, Many books have been written about them, but the writer,
at least, was still quite unprepared to ride for miles and miles along the valleye
of the Loire, the Indre, the Cher, and the Vienne, and see more than four out of
five of the farm dwellinge and of the esmaller village dwellings as well,‘still.in
whole or in part consisting of the caves that must have been inhabited by the same
sort of a population, eking out a scant and debile existence, for an almost
immemorial time--possibly, as the astonishing researches of the last quarter of
a century have shown, running back certainly thousands of years, In many cases
additions to the ancient caves have been made in front so that the original dwellw
ings are covered up; but even now one may see hundreds upon hundreds of habita-
tions that are still little more than cave dwellinge with a facing or veneer of
modern construction, Certainly, with but very few exceptions, the stables, wagon
sheds, wood sheds and the like were still these ancient caves cut out of the soft
chalk that offered such an easy and highly defensible retreat to the ancient in-
habitants,

Considering how unhygienic and unesanitary this sort of dwelling is--
dark, damp, and gaining but little of the purifying effect of sunshine--one does
not marvel at the percentage of the French population that was unfit for milita;y
duty in th® War and below even their very modest requirement of stature,

And throughout thie southwest third of France there was but scant ~ |
evidence of new tuilding, since the ilar, such as has characterized other countries

like Germany, England and, to the nth degree, the United States, Outside of a
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4
little strip along the Basque coast, from Biarritz down to.the Spanish border,
where tourists come in crowds to the sea, and new hotels, villas, and even
chateaux are springing up everywhere, one could go for a long djstance without
any signs of new construction, The building prosperity of France has been largely
confined to the devastated areavand to the northern segment about and above Paris;
the part that most tourists see,

One noted many other signs, if not of indigence at least of conditions
far from sharing that wave of expansion that has characterized most of the great
industrial countries and most notably, of course, our own, Be fore the Viar,
France was noted for its fine roads, Today, seven years since the end of the
War, many of the country roads are far from being kept in good repair and show
distinct signs of neglect.

The same with the railways, Traveling on the railways is not a
comfort; from the prevalence of flut wheels and uneasy springs, This is scarce
any wonder because the railway fares are absurdly low, At a rough estimate,
sécond class fares, which used to be counted about the equivalent of our ordinary
fares, first class being about equal to our Pullman ratee, are not one-third the
present pacsenger fares of the United States; so it ie no wonder that the railweys,
either thoee State owned or other, cannot obtain sufficient revenues to keep up
their rolling stock or road~begs. Down along the southern border I saw plenty
of engines; in use, thirty or forty years old, several dates of the enginee
going back to 188l or 1883; and the tractive power of most of;fsgjnes seemed to
correspond fairly well with their age.,

There has, of course, been a considerable advance in electrification
of the southern railways, along the Pyrenees, and the change from the old steam
to the modern electric engines is felt almost instantly that the train begins
to get under way. But in spite of the abundance of cheap power obtainable from’

the mountain streams, the electrification of the railways has so far advanced tut

a little way.
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In keeping with the general impression here recorded one finds
that the general scale of prices throughout this region and of most ovatance,
is etill agtonishingly low., Though the average of commodity prices at whole-
cale and even of the cost of living is now from four to five times that of the
pre-war scale as measured by the indexes, one paine the impression that this can-
not be true of the southerly portion of France here chiefly considered, The case
of railway rates is not exceptional, Cab fares in Paris and everywhere else are
go ridiculously cheap that one marvels how they can even pay for the gasoline at
the high rates at which "petrol," or "essence" is sold., And at least in the most
goutherly sections and outside of the more popular places like Biarritz, hotel
rates and the like are still very low, At two of the loveliest watering places
in the Pyrenees it was possible to obtain excellent hotel accommodations with
characteristically fine French cooking, at rates lesc than one-half similar ace
commodations in this country or even in England, At some of the very best hotels
the rates did not run over $3.50 or $4.00 a day per person, The same accommodations
would be half again as much in rural England, and twice as much in London.

In the same way, excellent champagne was to be had at th; better-class
hotels at from 30 to 40 francs, which in gold is not more than two-thirds what
it was before the War, and‘'excellent table wines at from 8 to 12 francs the hottle,
Incidentally, the cost of th;;e came wines in England is now nearly three times
their price in France, in gold, due partly to the heavy duty but much more to the
enormous rise of retail pricee in Great Britain.

Excursions in auto cars, which now provide such an agreeable way of
seeing something of the more mountainous country, may be had at 30 to 40 francs
for an alleday excursion, often covering very considerable distances,

#And as a similar instance of the generally low scale of expenditure,
one could but note the average play at the popular gaming places, There there .

were no Americans or foreigners about, the average plays were still in francs,
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as before, but with the franc worth now less than a nickel, And yct few rooms
would employ less than a dozen croupiers and changers, although it would seem .
as though the total income of the tables would scarcely pay the wages required.
But those who gambled wore the scame earnest air as though they were dealing in
what the average American would probably call “real money," Probably the
avbragg play, in dollars, at Palm Beach, would be larger than the play there in
francs, |
All this, it ceemed to the writer, has“a~very important bearing upon
the question of the French ability to bear taxation and likewiee their capacity
to pay their debt to America. The average of taxation, measured in gold, may
be no greater today, as thesc pages have endeavored to make clear, than before
the War, relative pricee considered, But the fact which to the present writer,
at least, was not clear is that the relative income of France today must be lees
than bvefore the War, and therefore their ability to pay taxes. These are matters
which, of course, with the topsy turvy change of monetary values, are exceedingly
difficult to estabtlish, but it is difficult to reconcile the extremely modest
ecale of expenditure and the general cheapness of thinge, measured in gold, with
any other viewe Eventually I believe France will be greatly stimulated by the
upheaval of the War, but, contrary to the impression gained from some of the more
obvious obtainable data, one does not gain the impreseion of anything like so much

of a post-war advance in France as in Germany.
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Ootober 8, 1925

Dear Garrards

The Links will reserve a room for you for
Monday night, and they have sscured seats D-1089,110 snd
111 a2t the Empire Tor "The Trail of the Holf" that
night, Ia there anythiang else that I ocan do?

Singerdly yours,

Honorsble Garrard B. #inston,
Under Sccretery of the Trewseary,
#ashington, D. C.

Fadaral Reserve Bank of St loyis ...~ e




October @, 19285.
ly desr Garrards o R

It will probably be nscessary for me or some officer of
the bank to go down the bay to meet Dr. Schacht and his femily when
they arrive on the Deutschland on October 19.

He is likely to be met by & small army of newspaper re-
porters, snd I went to make sures that mothing poes wronmg. Cen you
arrenge for me to get the necessery puse to go down on the cutter?

1 hope the machinery can be set in motion to facilitate the handling
of his luggage, the examination of paesports snd his passing the
usuval medical examinestion, which just now seeme to be & matter of
some difficulty for foreigners when they arrive late in the day.

¥hen I csme in om the Olyampic, we did mot dock umtil
ten o'clock, 2nd only Americen citizens were exsmined snd permitted
to land. I do hope amy such occurrence can be esceped in some way
by some dirscetiom o the suthorities, and I will try to get im touch
with you in case I learn thet the bost is lisble to be iate im
laading.

¥e will have enother party te handle when Governor Hsutsin
and ¥r. Vamdervyvere, Minister of Agriculture (Former Minister of
Pinance), and ¥r. VenZeeland, Secrstary of the Belgisn Debt Miseiom,
arrive on the £5th, bet I will take that up with you later.

Vory truly yours,

Honorsble Garrard B. Winston,
Under Secrestary of the Tresusury,
¥ashington, D. C,

B8.L8
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October 28, 1925.

By dear Garrsrd:

It will probably be necessary for me or soms
officer of the bank to go down the bay to meet Honsieur
Hsutein, Governor of the Hational Bank of Eelgiua,
¥inleter Vendervyvere, and Secretary VanZeelsnd, shen they
arrive on the Mejestic on November 10th. Cen you arrange
for the necesscry cutter pses?

And I cdo hope machinery cep be set in motion to
facilitate the handling of their luggsge, examinestion of
pussports, melicel exsminctions, ete., 20 that it will mot

be a matter of difficulty for them.

You will recell that I swrote you on Octebar 9 of

‘the prospeoctlve arrival of this psrty.

Sincerely yours,

Honmoreble Gerrsrd B. Winston,
Under Eecretery of the Tressary,
Weshington, D. C. °

Federal Reserve Bank of St. Louis

e,

e



November 19, 1925.

S » Dear Mr. Winston:
This note will be hended to you by Messeurs
3 A. Vendevyvere, Minister of Agriculture, F. Heutein, Governor
S of the Netionmal Benk of Belgium, snd Paul Ven Zeeland, Secretary
of the Netional Bank of Belgium, who are vieiting Washington
‘for a few deys this wesk.

I have teken the liberty of expleining to these
gentlemen thet you will arrange for them to meet Secretary Mellenm,
and I hope at that time both you end he will be able to meke thet
the opportunity for acquainting yourselves fully with the object
of their vieit to this country, concerning which I have already
epoken to you. ~

Commending them to your kind sttention, I beg to re-
main,

Sincerely yours,
hs
S P
/’—_

Honorsble Garrerd B. Winston,
Under Secretary of the Tressury,
#ashington, D. C.

BS.L&
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fovember 27, 1925.

My deer Gerrsrd:

Unfortunstely I was so f@tigu.d after my trip, first to
Thicsgo end then to Weshingtom, thst it wes absolutely impossible for
me to prepare something to submit to Mr. Mellom before leaving for

New Fork on Tharsdey.

o Enclosed is & memorandum which covers the point which I had

&%
_ﬁ'n mind. It is not an attempt to express in lengusge snything more than
o,

the bare outline of & statement which can be elaborated et will.

I think it e & very importsnt messsge to get before the
. ; people of this country; in fact, important emough to find s place in the
President's message or in his speech before the Federation of Farm Buresus
of America in Chicago.

Of course it may seem presumptucus in me to mske any suggestion
of the sort, but you aedlogi interested, and so I em taking the liberty of
paseing it on.

Simcerely yours,

B
-mSP

Homerable Garrerd B. ¥inston,
Under Sseretary of the Treasury,

¥eshington, D. C.

Enc.
B&. L8
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The agricultural induutry.in the United States is confronted with
three problems:
1. CREDIT.
This is being deelt with by three sgenciee.

{(2) The Famm Loen System which is graduslly developing an
efficient &nd very extensive organizetion for meking
loens to farmers upon the security of mortgages.

(b) The Intemediate credit benks.
411 of those with whom I have discussed operations of these
orgenizations spesk fevorably of the results snd secem to
look forwerd to their emlarged development, so that they
mey ultimetely become & very important part im the credit
machinery of the country. Thet wae my anticipation st the
time of making the suggestion to the Joint Commission on
Agriculturel Inquiry during the hearimgs of 1921.

(c) The Pederal Reserve Banks.
This Eystem furnishes insurance to solvent benke throughout
the United States that they mey be able at all times to mest
necessary credit requirements for short time borrowings,
° and their vslue is inestimeble in stabilizing credit conditions.

The three egencies referred to, you will observe, cover lomg time mortgage
loans, loans of intermediate periods, such ae ere mesded for the catile industry and
for crops requiring long prepsrstion amd longer time for merketing, and the short
time credits extended through the commerciel banks.

2. MARKETING (domestic).

This is & problem which muet, of course, be dealt with by agencies such
a6 cooperative merketing sssocietions, which ere mow graduelly developimg throughout
the coumtry and which should be- fostered and encoursged. We have beem giving stten-
tion in this district to this perticular development by sdvising bankers && to how
acceptence credits mey be used to finence cooperative merketing aesocistions, so that
the paper drewn for this purpose will bs eligible &t Federsl reserve banks. ;

8. PRICES.

There hes been & great improvement in the reletionship between the prices
of the things which farmers produce and these which they comnsume, the last two years
bringing the farmer's dollar more nearly to perity with the wage esmner's dollar.

But one of the most importent consideratioms in prices is the sbility of the rest of
the world to purchese and consume the surplus production of our famers. Our ability
to market surplus crops sbrosd depends upon verious factors, primcipslly,

(a) Stable monetary comditions throughout the world, so that they
will no longer be subject to the hazerds of fluctuating
currencies end exchanges.
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(b) Willingness of the Americen investor to extend credit to
forsign countries during the period of reconstruction. This
places dollars st the commend of the world with which to buy
American produce.

{c) Progress in elevation of the stendards of living throughout
the world rather than curteilment of purchasing powsr of our
customers. HNothing will promote this more effectively than
will the development of stable monetary conditioms.

4. With one-helf of the world's mometary gold now in the United States end
nearly three billion dollars in the possession of the Federal reserve banks, there
is now, in fect, mores credit potemtially availsble im this country than can safely
be used at home without denger of inflation. Whet we need is & sound internstional
credit policy directly designed to stabilize currencies, to aid nations in meesting
their financial problems and to ley foundations for the development of higher standerds
of living.

5. Thie is now being expreseed in the willingness we heve exhibited to aid
those natione which deserve aid by,

(e) Cooperation with those central banks which pursue sound policies,
free of govermmental or political interferemce im brimging sbout
sound monetary conditions and stable currencies.

{(b) HMeintaining en open merket for investments in foreigm securities
of sound enterprises, especially in lands where we sell our surplus
farm produce.

(¢) These are in part the responsibilities of the Federal Reserve
System, snd good progress is being mede, although gradually and
carefully, im discherging the trust comferred upom the Federal
Reserve System in the custody of this grest msss of gold which
should be devoted to comstructive purposes, the greatest just now
being reconstruction.
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December 8, 18&5.

Dear Gerrard:

Referring to our conversstion sbout thet address, I
an enclosing = ekelston shich muy or say oot be in line with what
you bad ia slnd,

You will observe it contempletes little in regaré to
policies, but it will not be difficult %o introduce that if you thinmk
it would be of intercet.

. The important thing, of course, ie (he Buropesn monetary
situation end our reletion to i, and the genersl situction ce to
natkole for our surplus production, particulerly the crops; elso the
aeed for sxtenslion of credit by this country during the period of
Europesn recovery in order thet %his sarket may nol be impaired.

It you will gzlance over the enclossed and return it to me
with your comments, 1 will start something right awey.

Sincerely yours,

Honorable Garrard B. ¥inston,
Under Secretary of the Tressury,
Weehisgton, D. C.

Ene.
BEJLd
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December 10, 1025

Dear Garrard:

1 telephoned to the Links, and they will take
care of you on arrival Sunday afternoca.

If there is asnything else I can do, plesse
let me know.

Singerely,

Honorable Garrard B. #aston,
Under Secretary of the Treasury,
#sehington, DB. €.

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




<l p T T T T R o M I N T R T R T SN e = -~ -5 L B

Junuary 20, 1926

%

Dear Gurra.t‘d 3

\‘

I am very ma.ab ﬁmigmi te you ior kaeplag @
1nt,hwa.1y fiafaraud of «i&wiomw in the qguost,im of t.l

Sondo. »;_Mms to aﬁy . om g,laﬁ of the dmsgga, g

SPrs

/1 do hope iv ie yaasibia to bring mzr' Sgyﬁng s
plan to rmiuoa. i Ry R

stéjx:érsly yau-m, ‘ .

‘ Rmrabld Garrard B. wiaawn, |
< The Under aug_apmfy of m !‘roamr,, o

ﬁ&’hiﬂgm‘, T

|
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PERSONAL March 3, 1926.

Dear Garrards

Yours of February 12 wus somewhat dda}aq in resching me becsuse of
ite having been addreesed to "Farm Springe®, - an easy mistake to have ariaen
when getting an address over the telephone,

The outcome of the Tax Bill, on the whole, struck me ae being most
satisfactory, although I would rather see the Treasury with a litile more
margin up its sleeve for rsiny weather.

But I have been much distressed by the situation aes to the Italian
settlement. It may have some besaring on our trip to Italy, in which I con-
fidently expect you to join me. I have resd the copy of the letter of February
10 with the greatest interest; and permit me to eay that I think it is a corker!

- The Polish Winister will be over here Fridasy. I wish you could stay
over and continue the discussions shich we will have tomorrow, and hesr what he
has to say. There is, of course, quite & bit in the feeling &s to our being
wholly disinterested, and nons of the others thoroughly eso, although with
varylng degrees of selfish interest. In a way, the Germans and French, wsho
are suspicious of Polish conditions, are sctusted politically slmost entirely.

In the case of England, I do not think that with Norman he is considering matters
wholly from the standpoint of the Bank of England. In fact, he hus been slmost
too broad minded, if possible, in hie attitude toward some countries, such ae
Greece, in teking rieks for constructive purposes. If Normsn's attitude is to
be oriticized at all, I should say that it is rather that he lives in an
atmosphere and negotiates with people all surchurged with political influence and
considerstions; and furthermors, almost all of these people sre more influcnced
by suspicion, dietruet and fear, than they are by a sholly simon pure dbsire

for construective sid. They sre still afraid of one another, and there is &
good deal of selfish pulling and hsuling. It is & pity that it is so0, as s0
much could be gained by frankneces end mutual respect and confidence.

You amueed me by saying that you sent the Greeke back. Of ocourse we
would have been subjected to ridicule bad they come over ostensibly to fuand a
debt, but reaslly to get = huge losn. I have always been troubled by the char-
soter and extent of the commitment made in a former Admimistration.

The most interesting and amusing thing im your letter is the statement
sttributed to Volpi. It ie one of the finest Latin stetements that I bave seen in
many a long day. In fact it is just such fine Italisn hands as displsyed here
which form the foundstion of & good desl of the dietruet :nd suspicicn to which |
refer. 1 was st once reminded of that most famous of sll little books on politics
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2 Br. #dnston 5.35.28

Oog B i
by Mechiavelli, called The Prin«?%’xppeaed to have been a description, as I rscsll,
of the gualities and cherscteristics of one Caessr Borgia, shose record as & madber
of Bachiavellizn deplomacy was probubly jonly equslled by Talleyrand, who sgein wae
equalled, poesibly, by Frederick" L. It really ie a little masterpiece,
and it delighted me to resd it, for it gives one & little pinch of the kind of dust
that lies behind the door.

This letter 18 really superfluous, as I um to see you tomorrow, but I
was 80 delighted to hear from you that I am writing to encoursge you about @oing it
again.

My best to you, as alwsys.

Sincerely yours,

Honorable Garrsrd B. ¥inston,
Under Secretary of the Treasury,
#achington, D. C.







CONFIDERTIAL June 18, 1926,

Dear Mr. Vinston:

Referring to my telephone conversation of yesterday afternoon, I am
indeed sorry that there was eny misunderstanding on our part sbout which of us
was to tell the Bpard of Govermor Strong's testimony before the Indian Currenmcy
Commission in London.

I had understood you to say that you preferred to meke the report
rather than to have me do so, on the ground that Governor Strong had employed
experts, prepared data and made an appearance before the Commission, scting as
Piscal Agent of the Tressury upon the confidential request of the Secretary.

1 would have referred to the matter myself on the assumption you had overlooked
it in your talk before the Board, except for the fact that I Jmew you had seen
the Secretary subsequent to our discussion as to the procedure which we would
follow, and feared that he might have suggested some other course, Not being

released myself I, of course, said nothing,.

I =n sorry indeed that the omission ccvurred. It was the only matter
that I think we failed to M!;r fully, end I would not want the mesbers of the
Beqd to think that it was intentionel. In the ciroumstances, I hope that you
vﬂi; have an opportunity to explain the matter to them, 2s you said on the tele-
M yon would, and to point out my understanding that it was you rather tham
1 g;’:htm to tell them of it, as well as the reasons I did mot feel free to do

v i

I want to thank yo: for all the time and trouble you took in outlim-
lnﬁ the foreign sitmibn to the Soard with me. Your explanatiomsand statements
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supplementing Governor Strong's own reports were most effective and, I am sure,
geve the Board s much clesrer und more vivid picture of the situstion tham it
would have been possible for me to have given slone.

Very truly yours,

GEORGE L. HARRISON,
Deputy Governor.

Honorsble Garrard B. Winston,
Undergecretary of the Treasury,
Tressury Department,
¥ashington, D. C.

GLH. MM
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C O P ¥

June 23, 1926.

Deaxr lMr, Winston:

You will recall we recently discussed with you the rate of interest being
paid by the Treasury on its temporary borrowings over the income tex periods, in
relation to the market rate for money. As I explained to you at the time, it
seemed to us desirable that arrangements be made so that the market excess of funds
resulting from these quarterly operations should, as far as possible, be utilizea
to meet the Treasury's temporary borrowing needs. While we have, during several
of the recent tax periods, succeeded in accomplishing this in & measure, it is not
possible to do it directly for the reason that the rate of interest paid by the
Treasury for these temporary borrowings is not suffieciently high to attract the
funds from the market. For instence, on June 15 we made temporary sales to the
market from the Special Investment Account of the System at 3% interest, while at
the same moment we were loaning the Treasury a much larger sum at 2% interest.

It has been suggested that possibly the Treasury might be agreeable to
paying a somewhat higher rate for such portion of the funds as might be provided
outgide of the reserve banks, but from some standpoints this does not seem to be
altogether desirable. In reviewing past correspondence with the Treasury on this
subject, I find the principle clearly expressed that the Treasury was willing to
pay whatever the accommodation was worth, that is, what it could be obtained for
in the open market and I assume, therefore, that if some satisfectory way could be
found of determining what is a feir market rate, there would be no objection on the
Treasury's part to paying it.

While the rate of interest which may be received by the reserve banks for
this accommodation is perhaps not of itself an important factor, nevertheless I
think we may sgree that in principle it should be as near as possible to the market
rate for the same accommodation elsewhere. We are interested in working out, if
possible, & plen which will permit of the utilization, in part at least, of the
surplus funds in the market on the tax periods for the purpose of taking care of
the Treasury's temporary borrowing needs. There is attsched a memorandum which
discusses this subject more fully, which will perhaps be of interest to you.

If you fina yourself in agreement with the views expressed in this memo-
randum, I should like to suggest that the rate on the one-day special certificates
be a subject of negotiation at each tex period. I think we would find little dif-
ficulty in arriving at a fair rate as we determine what rate is necessary, in order
that member banks may purchase the certificates or participstions in them.

I shall appreciate it if you will go over this memorandum and then favor
me with an expression of your views concerning it.

Very truly yours,

J. H. Case
Deputy Governor.
Honorable Garrard B. Winston,

Under Secre of the Trezs
Washington, SRV O wid
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MEMORANDUM REGARDING TREASURY'S TEMPORARY BORRO¥INGS

About two yeurs ago the rate paid by the Treasury on its Lemporary borrow-
ings at the reserve banks weae put on & sliding scale basis with a view to automati-
cally taking oare of changes in the market rates for money. The present baeis for
determining the rate fixes it &t 1¥ below the rate to be borne by any dhort-term
securities issued by the Treasury on the tax payment dates; or if no short-term se-
curities sre issued, the rete is to be 1% less than the market rete of any outstand-
ing govermment securities maturing within six months, in nc event is the rate to be
less than £% nor more than 5%.

There ie one respect in which this method of fixing the rate does not
work satisfasctorily. Over the tax payment periods there is temporarily injected
into the meney market & coneidersble amourt of surplus funds by resson of the fact
that the Treasury pays cash for the maturing issue of certificates of indebtedness,
whereas it takes some days before checks received by the Tressary in payment of in-
come taxes can be collected. This surplus of funds corresponde more or lees
generally tc the amount of float cn the income tax checks end elso to the zmount
of the overdraft in the Tressurer's sccount. During the periods when the banke
are borrewing heavily at the reserve bank,these funds would be ueed temperarily
to reduce the indebtednese at the reserve bank, but more recently there have been
periods when the banks have been substamtislly cut of debt at the reserve benmk,
with the result that they have no use for these surpius funde except to put them
into the call market, thus causing temporerily a period of sbnormelly eszsy money,
which is followed by & period of tighter money as the funds are withdrawn. With
a view to correcting this situation, this bank has during the recent tax pericds
sold from the Special Investment Account of the Federal Keserve System, (subject
to & repurchase agreement), government securities to seversl of the largerbanks
in New York City and Chicago which found themselves with surplus funds. These
securities are then bought back 25 ths government's checks are collscted, so that
by the time the Treasurer's overdraft is eliminated, all of the securities have
been repurchased.

To illustrate, on March 15 lust we sold u total of $38,000,000, all of
which were repurchased by Msrch 20. On December 15, 1925, we sold & total of
$%0,000,000, &ll of which were repurchased by Dscember 1§, These sales have
been mede at rates to yield the buying bank#PHY ssme 23 would the purchase of
short-term government securities in the market, although cocnsiderably less than
the prevailing call money rates. -

The following is a comparison of the rates paid on these temporary sales
with the call rates and sleso with the ratee paid by the government on its tempo
ary borrowinga. *

Teaperary Call Treasury

June 15, 1926 3% ag 2%
March 15, 1926 sg 45 2%
Dec. 15, 1825 5 5% 25%

It will thus be seen that while we were uble to make the temporary sale
of government seocurities &t substeantially lese than the prevailing call money rate,
it wae neverthsless ot rates considersbly sbove those paid us by the Treasury on
ite overdrafi.

|
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While these operations have accomplished their purpose in the main, there
;"i from the standpoint of the reserve system, two disadvantages to the method
cllowed:

lst - There is no asesurance that it will always be available; that is to
say, its use depends on the reserve system holding in its own in-
vestment account a sufficient amount of government securities avail-
able for sale in this wey te teke up the slack in the market, and

Z2nd - It results in & direct lose to the Federal Reserve System of the
difference between the rate paid by the Tressury on its overdraft:
certificate and the rate at which these temporary sales are made
to the banks. On March 15 thie difference was 13%, and on June 15
it was 1%.

Much the better way to handle this situation would be, if it were possible,
to sell to the banks either one-day certificates of the Treasury or participations
therein, thus utiliszing the excess funds throwninto the market as the result of the
Treasury's operation to cover the Treasurer's overdraft at the reserve bank. The
one factor which would meke it impossible to teke this step now is the method of de-
termining the rate of interest now being paid on the Treasury's temporary borrowings.
That is to say, it would not be possible to interest the banks in a purchase of ithese
certificates or & participation in them at a rate 1% less than the coupon rate on any
ghort-term certificates being issued at the time, or 1% lees than the yield of the
shorteet outstanding government securities, for the resson that such & rate is gener-
ally about 1% below the true market rate for short-term funds.

One suggested solution is that the Treasury might pay a rate corresponding
to the market rate on such portion of the overdraft certificate as might be sold to
the banks, continuing to pay the lower rate on such portion as was actually carried
by the reserve banks. Upon careful consideration it is believed that this would be
undesirsble both from the standpoint of the reserve banks and the Treasury, as it
would be very difficult to justify the existence of two rates for what would appear
to be substantially the same accommodation, and from every standpoint it would seem
better that the matter be handled on a strictly business beasis so that the reserve
banks will receive neither more or less then the market rate for thie accommedation.

In the correspondence with the Treasury two years age it seems tc have been
the accepted view, not only of -this bank but of the Treassury as well, that the rate
paid by the Treasury shoukd be the market rete for such accommodation. This view is
clearly stated in the Treasury Department's lettersof April 1 and April 23, 1924.

1t seems doubtful whether any sutomatic plan can be devised by which &
fair market price for the funds losned to the Treasury can be fixed. There is; how-
ever, no seriocus difficulty in determining at each tax period the going rate for this
type of funde. As to the general level where the rate would settle, there are a
number of indications. It would probably be in the neighborhood of this bank's buy-
ing rate for 15-day bankers scceptances, or the yield on the shorter outstanding
government securities. It would probebly be about 1/2 per cent less than the dis-
count rate. The precise rate can, we believe, best be determined by negotiation as
we find what rate is necessary in order to sell to the member banks the one-day
Treasury certificates, or participeations in them
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Deer Mr. Winston: ' A

Mr. Jey suggests thet I pass on to }an & bit of informa~
tion concerning a report of the Indian Currency Committee from
Mr. Harrison Brush, vice president of the American Smelting and
Refining Company. Mr. Brush has heard by cable from one of hie
friends in London that the propossl involves the sale in ten years
of asbout 240 million fine ounces of silver from the Indian Govern-
ment reserves. This is about the only new item of informstion
which he had.

The problem of the effects of the Indian proposals seams
to be pretty lurgely a problem of Indian peychology; whether the
Indisns will unload silver from private holdingse.

Very truly yours}
" q

¥. Rendolph Burgeas
Assistant Federal Heserve Agent

Honorable Garrard B. Winsten,
Under Secretary of the Treasury,
Washington, D. C.

WRB:R

{Signed by A. K, sfter Dr. Burgess left for rest of his vaecstion)

ederal Reserve Bank of St. Louis




Biltuwors, H. C.,
February 14, 1927.
Dear Garrerd:

This letter will doubtless be delayed in reaching you, just as it
hes been much deleyed in the writing. Tt will be a feeble attemplt to express
pomething of the appreeietion I have always felt of your wonderful work injgghe
Treasury, and what is evea moi-e personal, my enjoyment of our delightful assoe-
iation during these yeurs, | ‘

v You know in ihe eerliest part of my comnection with the Federal Re-
serve Dank, when the Treasury Departmemt business wea negligible in lmportance,
our reletions with the offlcers of the Treasury, outside of the Secrctary, were

neither intimete mer, I regret to say, especially satisfactory, After 1917,

however, we had long years of busy end happy association with Leffingwell end
Gllbert, and vhen Gilbert left I faged the future with mueh epprehension as %o
what would be in store for ue. You can imagine, therefore, the sstisfaction
which we all fell when the conviction grew upon us that the change was Iut a
change of the individusl and not at all in the happiness of our relatiocnship,
and in faect I feol the same way now thai Ogdm Hille i1g to suceeod you.

Of course I would have much preferred if you could have remained and
we could have had amthe;' guch %trip abroad as we had last year. Possibly we can
do the latter anyway, tut please, my dear Gerrerd, accept this es e very innde-
quate expression of my feeling sbout the last few ym, which T hope you share.
I also want to sead you the best of good wishes for the future. T hope your
carcer in New York will be as successful as it was in Washinglon, and I delight
in the thought that we shell see something of each other.

8ingerely, your friend,

Hon. Garrard B, Winston,
¢/o Megars. Shearmen
Y s e & Sswiing,
New York.
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Oﬂ7i? Z ; Hotel Brighton,
Atlsntie City, N. J.,
April 16, 1927.
Dear Carrsard:

It was & joy to have your letter of April 15. I like the idea
that your lesving the Treasury does not mesn that the old ties are to be
broken. Ffurthermore, you happen to write about a metter which I have
been working on lstely, and the same mail brings a report of your talk
with Mr. Csse end a copy of Charlie's letter on condtions in Cuba, Watch-
ing the accounte in the newspaners and my correspondence with the bank
on this subject haw given me & feeling of unessiness which might indeed

'bn apprehension if I did not feel that recent experience in Cuba has made

ug all conscious of the possible dangers there.

Please understand that this letter is personsl, and I don't want

it to get ont\of your hands, but I would much appreciate your talking it
)l over with Charlie whose intereste there sre so considersble.

Let - me firet recount what I believe to be the objections to
meinteining & branch of the Reserve banks in Cubs, just to refresh your
memory.

Pirst, it is probably not warrasnted by leaw to maintain such an
office in s foreign oennfrx.

Second, it involves the assumption of an expense by the Reserve
banks which ies no less then & gift to the Cuban nation.

Third, it subjects the sssets of the Reserve banks maintained in
Cuba, and especially the reserve of unissued notes, to the operation of &
foreign legislature and of courts of a foreign country.

Pourth, it subjects these assets to such hazard, as it may be,
of a rether unstable country where beank runs are frequent and whero'dis-
orders, even, in fact, revolution; may &t times arise,
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Hon, Garrard Winston -2 - 4/16/27,

Fifth, it hes the effeet of mukinz the Reserve System in a
messure responsible not only for the protection of ite own members in
Cube but for the protection of foreign banks doing business in Cuba as
well., It would hsrdly be possible to afford adeguate protection to our
banke in Cubs end withhold it from foreign benke., It seems to me that
this ie unfair to the imerican banks.

Simth, in the event of disorder in Cubs it might necessitsate
a type of intervention by the Americsn government for our protection which
would otherwise not be necessary. ¥

Seventh, inasmuch u® every Reserve bsnk is liasble for the redemp-
tion of the notes of svery other Reserve benk, it imposes a 1liability upon
us in New York just aa‘grcat ag it does upon the ¥ederal Reserve Bank of
Atlenta, despite the fact that we might protest sll we pleased egainst the
meintensnce of this office.

There ere other objections of less importence which I won't
recount. |

Now, ae to the solution of the difficulty, which is what i have
been stewing over lately, I can clesrly see thet in the present situation

"4t would bring on the very calemity which we seek to evoid by oloaing'tbe

office. We certainly csnnot afford to desert our owm members in Cuba with
conditions there ss they are &t present, and I ponld be the last to suggest
it. This means that some substitute for the present errangement which
would be effective in practice and satisfsctory in every way to our banks
ghould be found, snd the Cubsn Government induced to szccept it. I had
formerly sdvoceted & benk of issue which could be sssocisated with the
Federal Reserve Benk of New York in some way and, in faot, am not wiiiing
to finally dismise that as imprazcticable, but.when I say a bank of issue

I do not mean euch &n independent establishment ae other modern banking
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don, Gerrerd Winston -8 - 4/16/27.

 countries have, but something which would be copper fustened and adequately
protected against misuse, exploitation, ete. Such & bank must be either

completely independent of the Cuban Government and heve & certain smount
of exterior sapervision such as we could give it or, on the other hand,
it should be no more then & shell of & bank with certain very limited
functions to be operated by the Covernment which are not reelly cepable
of abuse. Between one and the- other extreme there are & variety of
schemes possible acoofding to the degree of confidence which one imswill-
ing to extend to the Government. I can see some very serious dangers in
the plan you suggest and some very distinet asdvantages. The fact is,
-acoording to my notion, Cuba needs en automstic system of currency 1-aug.
the currency to be secured by gold, and the elsstic element in the cur-
rency to §e furnished, not by 2 Cubanbank, but by the imerican banking
machinery. And I believe that esome plan of that character can be devised.
It will require & good desl of study and some knowledge of local practioclr
in Cuba, with vhich I am not scquainted.

My present plan is to return to New York the latter psrt of next
week. If you and Charlie snd I could sit down some dey for the purpose
of jotting down the main headings of a plan, and if &t that time I could
get more exact informstion a8 to just what are the fluetuating require-
ments in Cube from the: stmndpoint of our benks which have branchee there,
I think we could stsrf the preparation of something very proaptly,uand I
have some reason to believe that we czn get support both from the Treasury
end in the Pepartment of State.

From the above you will see that I differ very little from what
you suggest except 28 to the need for g§ system which permits of no dis-
orétionary expangion of the ocurrency in Cuba by any kind of a Cuban sgency

or organization, government or otherwise,
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I hope things sare going well with you, e&nd look forwerd to &n
early vieit with you.
My best regsards to you snd Charlie.

Sincerely yours,

Hon., Garrerd Winston,
55 Well Street, New York City.
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May 16, 1927.

Dear Garrard:

I have written Charlie Mitchell asking him
to dine with me one night this week when you and he
are both free. Will you please ask your secretary to
advise Mise Bleecker what night you select.

Sincerely yours,

Mr. Garrard B. Winston,
C/o Rational City Compsny,
Few York City.




October 8, 1927.

Desr Garrard:

Could you do me a favor? I want to learn 21l that I
can =bout Leighton ¥. Rogers from the officeres of the National
City Bank who hed to do with him when he was in Petrograd. Of
course, I want to know about his integrity, tact, ability and
dependability, whether he ie the cort who got along with people
abroad or who failed to do so, and in whut particular directions
his abilities lie.

If you can get this for me I would very greatly appre-

ciste 1t, and I am sleo looking forward to seeing you and possibly

Charlie if he ie not too buey some day soon so thet I can hear
something sbout you and your interesting trip abroad and what you
found there.

With best regards to you beth,

~ 8incerely yours,

HBon. Garrard B. ®inston,
55 ¥all Street, New York City.
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