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Blaboration of conversation with Basil P. Blackett: FPebruary 12th, 1916
-

Blackett stated that the Bank of BEngland had paid the Government
for all guaranteed bills which the Bank had purchased under the terms of the
Government's offer and that at that date there was about 530,000,000 sterling
unliguidated. The account had, at one time, been somewhere from %100,000,000
to 5120,000,000 sterling and those remaining unliquidated were largely hills
that had arisen out of enemy transactions the acceptances of the German bank
egencies in london, ete. Later conversation with the Bank of Englend dis-
closed payments were being made only very gradually--1 judged somewhere from
£50,000 to 150,000 every day or two. The Benk of England manages the
account for the Govermment. Blackett also informed me that tﬁa Ggovernment
was going ahead on its dollar exchange account, the exchanges really having
been slightly favorsble and emabled some acowmlation of exchenge.

He strongly favored shipping gold to Eolland, or ear-marking gold
for Dutch account but confiscating all securities coming out of Holland which
bore avidence of German ownership or origin. Said that Lord Cunliffe was
orposed te shipping or egr-marking gold for Dutch account. Blackett felt
strongly that the matter should be corrected. He thought we ought to
astablish close relations with the Bank of REngland, and that an arrangement
for ear-marking gold between the two banks should be concluded as soon as
possible. There were, however, many serious problems ahead in the matter
of the London money market. TPor oné thing, he was sure that the relations
between the Bank of BEngland and the London Joint Stock Banks would require
thorough readjustment. The Joint stock banks were getting too big for the
Bank of Bnglend and their effort was rather to pull away from the Bank's
influence. He thought poesibly the whole Jjoint stock bank situation would

F{fﬁ}iﬁm,overhmung. possibly by legislation. Said that Holden was dead in

Federal Reserve Bank of St. Louis




London-~exceedingly unpopular and an obstructionist. He also felt that

Ml Federal Reserve Barks could perform groat service by holding sovereigns

instead of having them melted down.
notes
We discussed the currency/situation at great length. He seemed

sound in Lis ideas, that they should be retired after the war. Seid that
the currency notes had performed great service in driving gold out of private
ceirculation and into the reserves of the joint stock banks. He estirated
that-5- 30,000,000 sterling of the notes in circulation had taken the rlsce

of a like amount of gold now held by the Joint stock banks. Figures later

furnished me by Mr. Tritton of Barclay & Company indicate that %28,000,000
would be & correct figure.

Blackett stated that the adoption of the Compulsory Service Act
had given great coursge to the Nation, particularly the Govemmeﬁt. It had
s80lidified the Cabinet and in every way strengthened the Government's hand.
He deprecated the agitation about the strikes particularly the ctrike of the

Welsh coal miners. Said that it was due to the feeling of the cosl miners

that their employers were making great profits out of the war and in which

they did not share; although, as a matter of fact, labor was now gett'ng a

very good share of the war profits. That the difficulty with labor was its
vote to curtail the development of skilled labor now so largely required.

The recent vote of the labor unions was, in fact, a vote of confidence in the
Government and highly encouraging to everybody. Speaking of the progress

of the war, Blackett said that he was convinced that the war would be decided
on the Western front, but that there was a long and difficult task shead of the

Allies, one that entailed great sacrifice of men and money. '
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Blaboration of conversation with Sir Edward Holden, PFebruary l4th:
k2

Holden spent most of the evening after dinner in a rather violent and
ext reme griticism of the Gova:l'mnent, the Bank of E_nglp.z\xd; and bankers generally.
Said that the Guaranty Trust Company had been m in various transactions
with Germany which made them very suspicious of their business generally. The
Park Bank also had been found participating in transactions between the Argentine
Republic and Sweden, the effect of which was to liquidate German bills held by
German banks in the Argentine, ear-marking gold in New York and releasing it
in Sweden to CGermany.

Speaking of the bill market, he said the volume of prime bills had been
tremendously reduced on account of the extent to which the business of the
Nation was now conducted on a cash basis, the Government paying cash for every-

thing. He was disposed to think that the Govermnment, after the war, should

impose restrictions by législation upon the London agencies of foreign banks.

This, by the way, is absolutely contrary to the views held by other banksers
Sy
and by the Bank of England. A6 said to me that the bank agencies in London

were one of the chief instrumentalities in making London the bill market and
the money center of the world. Holden strongly favored correcting the Dutech

exchanges between New York, London and Amsterdam and thought gold should be
Sife

released for that purpose. He also thought that we would an irmense amount

of gold when the war was over. I asked him what he estimated to be the normal

volume of bills carried in London prior to the war which had been drawn simply

for exchange purposes. He said that he thought the total would be abqut %

A e au

£200,000,000 sterling a considerable part of them being drawn by Lendewn bankdtd

o LeE

on London bazﬂiﬁ"w;ci.es. I discussed with him briefly the possibility of

4+ S

the Federal Reserve Bamk buying bills in England. He said it was something
that must be considered most carefully in London as it might prove to be a

g?},sz:sgsi&?ﬁé%gﬁbing influence and that whatever we did should be conducted in conjunction

ederal Reserve Bank of St. Louis




v 8 Bar f En n’i,':'} 0 wich I made no comment.
‘N
- len's critici of e Government, l particularly Lord
Junliffe struck me as be » exceedingly b ;aste 1d 1 7 respects
T > 3tified.
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Sunday 6 P.M. Feb. 13.

Saw Doctor Hunter Tod, about my nose.
Monday A.M. Feb. ,14.

Called at the Office of Morgan Grenfell & C°, and talked
with Mr. Morgan and Mr. Grenfell. Received a cable from the
office indicating that everything was quiet. Also received
a letter from William MacKenzie stating that he would be in
London on March 7th. Called on Mr. Cambie at the Agency
of the Canadian Bank of Commerce, and also saw his Assistant
Manager. I then called upon Sir Edward Holden and spent about
half an hour with him. Called twice to see Mr. Bell, of the
Lloyd's Bank, but missed him; a{so called for Colonel Hunsicker
who was out. Called at the American Embassy where I met
Captain Symington but missed Ambassador Page who was engaged.
Lunched with Symington and Captain Quekemeyer at the Carlton
Hotel. After lunch went to the French Consul General and
learned that passports would first have to be viséd by the

United States Consul General. From there to the U.S. Consul

ghere my passport was viséd and I had a very pleasant visit
f St. Louis




igitized for FRASER

5

2.

with Mr. Skinner, to whom I presented Mr. Carr’s letter of

introduction, arranging to see him again and have dinner
upon my return to London. Mr., Skinner gave me a card to
Captain Savy, which facilitated the visée of passports.

Dined that evening with Mr. Shiverick, Captain Queke=-
mvery, Captain Symington, Miss Curtiss, and her party at
the Savoy Hotel.

Tuesday . Feb.l5.

In the morning had photographe taken for further pass=-
port use and from there to the French Consul General who
verified my passports. From there to the American Embassy,
where 1 spent about one and one half hours with Ambassador
Page. 1 also arranged with Captain Symington to make up a
complete set of enlistment posters at a cost of about £100.
From the Embassy I went to Lord Reading’s Chambers, in the
Royal Law Courts, Strand, where I had lunch and spent about
half an hour with him in his office and afterwards listened

for a short time to the trial of a case over which he was
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3.
presiding. Returned to the Hotel and at four o'clock had
tea with Miss Devereux, where we discussed arrangements about
her French Hospital Services. After tea, saw Doctor Hunter
Tod and had my nose treated, Sir Edward Holden came for dinner
at seven o'clock and spent the evening.
Wednesday . Feb.1l56.

Took the 8.50 train from Charing Cross expecting to
connect with the 11 o'clock boat for Dieppe, A violent storm
prevented thne boat leaving so we spent that day and night in
Folkstone, at the Hotel Pavilion, leaving at 7 o'clock Thurs-
day morning for Paris.

Thursday Feb.l7.

The steamer "Sussex", upon which we travelled across
the Channel left at 7 o'clock and the crossing was an extreme-
ly rough one - the worst I ever experienced, Reached Dieppe
at 12.30 and arrived in Paris at 7 o'clock in the evening
going direct to the Hotel Ritz, Dined with Mr. Herris at

the hotel, took a short walk and then went to bed.

http://fraser.stlouisfed.org/
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Friday Feb.l18.

Called at the office of Morgan, Harjes & Co, for my
mail but did not see Mr. Harjes. Purchased some handkerchiefs
at the Maison de Blanc, a travelling bag, and ene dozen cravats
at Doucet. Called at the Embassy to see Captain Sayles who
crossed the Channel with us and had a visit for about one hour
with Ambassador Sharp. Lunched with Captain Sayles at the
Café de Paris, and then called upon Mr. Thackozy,Consul General
and presented Mr., Carr's letter of introduction, returned to
the hotel and had a little visit with Andrew Graves of Lloyd's
Bank. Charlie Phillips came over for dinner, and after dinner
we went to the Olympia.
Saturday Feb. 19.
Called at Equitable Trust Company and had a long talk with
Mr. Slade their Manager. Left with him about 1100 francs
in gold for which he gave me the Bank of France notes and
promised to send me a Certificate of Merit. Called at the

office of Morgan Harjes & Co, where they told me that Mr.
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Har jes would be in Paris on Monday. Then went over to the
Maison de Blanc and made some purchases. Met Mr. Phillips
and had lunch with him at the Café de Paris. From there went
to the American Hospital at Neuilly. et Dr. Du Bousset who
showed us all over the establishment. I gave him a £500
contribution. From there called on M. Sergent, Governor of
the Bank of France and arranged to see him immediately upon

my return from Cannes.

http://fraser.stlouisfed.org/
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Saturday Feb.l9th.

Spent the balance of the evening packing for the

trip to Cannes. Left for Cannes on the 8:15 train taking

dinner at the Gare de Lyon with Mr. Harris. We reached

Cannes next day at about 1.30 P.M., Mr. Stillman and Mr.

Christianson being at the station to meet us. Spent Sunday,

Monday and Tuesday at Cannes. Mr. Harris returned to Paris

on the 2.46 P.M. train on Tuesday.

Sunday Feb.20th.

Sunday afternoon Mr. Stillan took us for a beautiful

ride by automobile to one of the old Lagurian fortified

castles and town situated on the peak of a mountain some

miles north east of Cannes.

Monday Feb.21lst.

Made an all day trip to Monte Carlo calling upon

Mr. Tuck at his apartment.

Tuesday Feb.22nd.

After seeing Mr. Harris off on the 2.46 train, took

a long automobile trip north west of Cannes through the town

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



of Freijuse which,nearly two thousand years ago, was an
.!:imgortant Roman colony of 500,000 to 600,000 inhabitants.
Visited some of the old Roman remains.
Wednesday Feb. 23rd.
Left on the 2.46 train with Mr. Stillman and Mr.

Christianson for Paris, arriving Thursday morning.
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Thursday Feb. 24th.

Arrived from Cannes at 8 A.M. After breakfast Mr.
BEdouard Vidoudez of the Banque Suisse et Frangaise, 20, Bue
La Fayette, called. After he left I called at Morgan, Harjes
& Company for mail, Mr. Harjes being out. From there called
upon Lewandowski and had a very interesting talk for about
three gquarters of an hour. Stopped at the Grande Maison de
Blane, and then lunched with lMr. Phillips at the Ritz. After
lunch called at the Banque de France. Found that M. Sergent
was home ill with a bad cold. An interpreter introduced me
to M. Pallain who received me with great cordiality, and im-
mediately upon my arrival presented me ¥ i¥H s silver medal
with my name engraved upon it. The medal was to commemorate
the one hundredth anniversary of the establishment of the
Banque de France. Had a very interesting talk with him, and
made an appointment to meet him again on Saturday at two elelo
o'clock, with a memo of our program. He is to show me through

the Banque de France. From there called on Messrs. Morgan,

http://fraser.stlouisfed.org/
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.! Harjes & Co, and had a nice chat with Mr. Harjes. As 1 was

leaving Mr. Ernest Mallet came in. Arranged to see Mr. Har jes

bvefore lunch tomorrow. From there called at Lloyd's Bank

and saw Mr. Graves and also had a long

Manager, Mr. Toulmin. Returned to the

quarters of an hour with Mr. Stillman.

and Mr. Stillman at the Ritz.
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talk with their

hotel and spent three

Dined with Mr. Harris



DIARY.

——— - — " —

Friday, February 25th:

10:30 A.M. called on Monsieur Ribot, who was particular-
ly interested in learning of conditions in America, and anxious
to discuss, in general terms, the financial situation there,
and the possibility of French credits. Left him at 11.10,
called on Mr. Harjes and had quite a long visit with him,
lunched with him at the Hotel Crillon. From there returned
to the hotel and had a short visit with Mr. Stillman. At
3 o’clock went to the American Embassy with Captain Symington
and spent about half an hour with Mr. Sharp who gave me some
interesting information in regard to the American internation-
al situation. He asked me to reserve one night for dinner
at his house next week. Went direct from the Embassy to Mr.
Alfred Heidelbach's house, 19, Avenue d'lena and arranged to
lunch at his house next Tuesday. From there drove to MlMr.
Harjes® office and went with him to Edoua;g/;othschild’s

house and had tea with Mr. and Mrs. Rothschild. Mr. Roths-
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child was much interested with our new banking system, and

I arranged to lunch with he and Mr. Harjes some day next

week. Returned to the hotel to say good bye to Mr. Stillman

and then took dinner with Mr. Phillips and Mr. Graves and

went to the show.
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Monday, February 2%th:

| Called this morning at Morgan, Har jes & Company
]’. get my mail and found that Mr. Har jes had not yet returned.

Stopped to see Mr. Slade of the Equitable Trust Company and
had & long chat with him about conditions under which the Trust
Company was conducting its business here. From there went to
La Rues with Mr. Phillips and Mr. Graves to lunch with the
members of the Monday Lunch @lub, consisting of Captain Mason,
Mr. London, Mr. Thacksrs,, Mr. Monahan who represents the
American Radiator Company here, Ceptain Sayles of the Embassy
and three or four other Americans who are in business in Paris.
It was & very interesting meeting and these men all explained
the difficulties with which they were now confronted in

’ developing the credit end of commerce between the United States
and Prance. After luncheon did some shopping with Mr. Phillips
and then called on Baron de Neuflize. Later on went through
two or three of the stores and markets to get a little idea as
to the activity of business and the prices of meat , butter, eggs,
etec. (Coel $30. per ton; Lamb and veal from 5F:25¢ to 7F:$0c;
Butter per 1/8 pound 1F:35c¢c; Ham 804 per 1b; Eggs 60¢ per
doz; chicken 10F for a good big roasting chicken dom to so much
per pxk piece. They sell & part of a chickenat a time. Fine
cheese like roquefort 1F: 35c per 1/2 pound. Fancy eating
apples #® 2F: each. These prices were obtained in the best

general market in Paris, viz., Poulin's).
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Tuesday Feb. 29th.

Called on Mr. Harjes and received only a cable from
New York. Mr. Harjes had again been called out of the city
in connection with his ambulance. From there to the Banque
de France to see M. Sergent but he was out. Then called on
M. Rosselli at the Credit Lyonnais, had a very pleasant chat
with him and arranged to take lunch together tomorrow, (Wednes-
day). Lunched at M. Heidelbach's house with M. and Madame
Heidelbach, a relative of lMadame Heidelbach and the Paris
partner of Coudert Brothers, whose name I understood to be
P36§;E‘ , the latter impressed me as being exceedingly
well posted and an interesting talker. Had quite a chat with
M. Heidelbach after lunch, generally in regard to conditions
in France, and the methods pursued by the different banks
and bankers. From there went to the Comptoir and spent one

M-Lewan DosK 1, awd”

and one half hours with,the general Manager of the bank, M.

Paul Boyer. M. Lewandowski called in the head of his Port-

folio Department, together with the attorney who conducted
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the American Correspondence, and the clerk in charge of the

settlements at the Clearing House. They explained fully and
very clearly the operation of the discount department, the
collection of checks and the operation of the Clearing House
of which the following are the main points:

Credit and Discount Department. Very limited dis-
cretion is given to the managers of branches within the city
of Paris. They are given certain fixed lines of discount
which they may not exceed without authority from the head
office. The supervision of their authority is very close.
Somewhat greater discretion is given to managers of the
branches in the Provinces. However, the supervision is very
close and maximum lines of credits are fixed. Most of the
bills which they now discount are domestic - largely those
drawn by manufacturers, jobbers and commission houses. To
some extent also bills of jobbers drawn on retailers and even
retailers on their private customers. Prior to the outbreak

of the war it was not uncommon for a bank to handle 750 bills

ttp:/fraser.stlouisfed.org/
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in a month. They have in their Portfolio Department alone

450 clerks. These bills come to the Head Office from all the
branches, with certain exceptions, and are collected by the
Head Office. The exceptions, of course, being agencies in the
Provinces. Except in time of a great crisis, such ad the

war period, the Comptoir never melts its Portfolio, but instead
of collecting many of the bills itself through its own a-
gencies or by messengers throughout the city it finds it

much cheaper to turn them over to the Banque de France, three,
four or five days prior to maturity and obtain an immediate
credit there. The Banque de France makes a minimum discount
charge of O days at the bank rate even though the bill has
only S5 days to run. This compensates the Banque for col=-
lecting the bills. Just now there is a dearth of bills and
such institutions as the Comptoir and Credit Lyonnais use a
good deal of their funds in short government obligations
which run for three, six and twelve months - three months
being at 4% and six months 5% discount. They principally

purchase the six months bills which can be disposed of at

http://fraser.stlouisfed.org/
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better than 5% after they have run three months as the
Banque de France is always ready to discount them.

Credit Department. This department has been build-
ing up its information for thirty years and is managed by
a large staff of experts who keep very precise information
about their customers, even to the extent of visiting their
establishments and inquiring into the character of their
business operations. Any bill which comes back unpaid, or
where a renewal bill is drawn is most apt to come to their
attention and is noted as an indication of weakness against
the dealer and acceptor. There is no bill market in Paris
such as exists in London, as the brokers do not carry bills
themselves. Transactions between the banks in bills are
rather informal and arise simply when one of the smaller
banks wish to realize on some of its bills, and they can
generally do so at the Comptoir or Credit Lyonnais at a

slightly better rate than at the Banque de France. The

broker runs around inquiring for opportunities to trade and
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Federal Reserve Bank of St. Louis =



L}

Digitized for FRASER

receives a small commission. Sometimes they deal between

each other direct. These brokers deal in a variety of

transactions such as securities, foreign exchange, bills,

etc., and,l gathered, were not particularly responsible.

The business of the private banks is somewhat different in

that they make advances on pension. That is to say, they

advance for considerable periods - three or six months -

against bills as collateral, the obligation of borrower

being in each instance 30 days up to three months with a

general understanding that there will be little difficulty

about renewals. The large private bankers, known as haute

banque, are also considerable buyers of bills.

Clearing House. This is of comparatively recent

- - ——la T

development and has only about twelve members, same being the

most important and responsible banks. Checks are so little

used, compared to bank notes, that when the war broke out

the operations of the Clearing House were entirely abandoned

and will not be resumed for another month. They have two
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clearings daily and the average turnover through the Clear-
ing House of such institutions as the Comptoir and Credit
Lyonnais will run from 700 to 850 million francs per month -
only a trifling amount of course compared with the American
Clearing House operations. The custom is to send the checks
te the Clearing House, much as we do, and settle the balance
by an order on the Banque de France, which is debited and
credited to the respective accounts of the institutions that
are either credited and debited at the Clearing House. They
have only admitted very strong institutions as instances
have arisen where some of the weaker ones have given orders
on the Banque de France which have not been honored. It is
customary to send back checks which have been found to be
N.G. early in the day prior to a certain hour, similar to
the New York practice. It is the general belief here that
the laws are not sufficiently rigid to enable prompt pro-
secution of those who improperly use checks and that has
deterred the use of the check system. At the present time

all of the banks and bankérs of Paris are collecting checks
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by hand at considerable expense and inconvenience particular-

ly as their clerical force has been almost depleted by the
war, and have been largely made up by women clerks.

Country checks. The practice here is quite similar
to that in London, with certain variations. I think it may
be said that checks are handled by four methods:

l.- Given immediate credit where the customer is un-
doubted but charging the customer interest at bank
rate,plus 1% to 2-1/2%, for the period allowed for
collecting, which would vary from 1 to 3 days.

2.~ Giving deferred credit, in which case the account is
credited with the amount of the check and the cus-
tomer charged with interest at bank rate plus some
addition in case he draws sufficient to pinge upon
the amount.

3.~ Credit upon "“advice of payment" which means that the
customer is not permitted to draw, and if he does his

check will not be paid until "advice of payment" is

received.

Federal Reserve Bank of St. Louis
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4,~ Giving immediate credit by red check on the Banque

de France for a check which the customer does not
expect will be paid until the following day, in
which case the check deposited is a white check.
This is simply another method of extending credit
and the customer is charged bank rate plus a com-
mission »8 charged for collecting a check, and The
first method described is rather a rare occurrence.
The operation of re-discounting bills with the Banque
de France is apparently closely associated with the general
system of seittlements between banks, only two or three of
the larger banks apparently not availing of the facilities
of the Banque de France for converting their portfolios when
needed. It is quite apparent gthat French banks rely upon
the balance at the Banque de France as reserve to a much
greater extent than was even prevalent in the United States,

under our old banking law, between banks and reserve city

banks.

Federal Reserve Bank of St. Louis



After leaving M. Lewandowski, I called for M. Harjes
at 5.30 but found he had left. His secretary called M.
Pallain who had endeavoured to reach me by telephone earlier
in the day and 1 wae advised by him that my memorandum had
been favorably considered, practically in its entirety, and
he hoped,if it was convenient to me, to see me tomorrow to
discuss matters. Upon reaching the hotel he telephoned that

he would call upon me between 8.30 and 9 o'clock this evening.

M. Harjes also telephoned advising he would call at the

hotel about 7.30 this evening.

’A
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Saturday, Feb. 26th.

~ After conversation with M. Pallain it developed that
it would prove inadvisable to proceed very far with inter-
views with other bankers until after the Banque de France
had considered the plans we have in mind.‘J;emained in the
hotel with Captain Symington this morning, and immediately
after lunch kept an appoirtment with Monsieur Pallain at
two o'clock at the Banque de France.” The Secrétaire Géné-
ral and head of the Discount Department joined us in the
interview, conducted through an interpretor, and we discuss~-
ed at length the memorandum submitted, which was translated
twice to M. Pallain, who went over the programme paragraph
by paragraph. It was strongly emphasized on the part of M.
Pallain that our present discussion was tentative and confi-
deptial --- subject to such disposition as might be made by
the directors of the Banque de France. The entire programme
seemed to meet with his approval and that of his associates.

He inquired most particularly as to whether we would desire

discounts, which I stated was not the case, the Federal Bank
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being a reserve institution holding reserves of other banks

and unless under unusual instances such as wars, financial

crises, etec, would not contemplate endorsing bills. The

general purpose of our plan was elaborated, and it was ex-

plained that the entire conversation was tentative, subject

to the approval of directors and officers of our bank, and

by the Reserve Board upon my return to New York - particularly,

that unless unusual circumstances made it necessary, it was

highly improbable that any arrangements could be completed

and put into operation until after conclusion of the war.

To this they all assented but lager on in our conversation

M. Pallain emphasized his view that the sooner an arrangement

of this kind could be brought about the more advantageous

it would be for the interests of both countries. He explained

that whatever information was furnished us in regard to banks

and banking conditions, or bills, would be without responsi-

bility to the Banque de France nor would they hold us in any

way financially(or in any other way) responsible for such

http://fraser.stlouisfed.org/
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information as we furnished them. I stated it was quite

improbable that similar arrangements would be made elsewhere
than in London and Paris, at the outset, for some time al-
though it was impossible at the present time to state posi=-
tively how our plans would develop:. That if satisfactory
arrangements could be made, it would be for the purpose of
stabilizing exchange, gold shipments, etc. M. Pallain ine-
quired whether this meant that the money employed here would
remain indefinitely. I explained to him that deposits would
be made and purchases of bills effected in the markets where
exbhange rates rendered it most desirable and profitable, and
that there would accordingly be arbitrage in the various
markets where our business was conducted. I also stated to
him very explicitly that while profit was a consideration, it
was quite subordinate to safety and that ocur policy would
confine us very definitely to the purchase only of bills of
the very highest grade and which were undoubted. He desired

to know the character of information we would find it neces-

org/
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sary to accummulate. This, I explained, would include not
only general conditions, but the character, management and
responsibility of financial institutions and firms with
which we conducted our businesse, as well as the character
and responsibility of the drawers, acceptors and endorsers
of bills which we might buy. That the volume of our business
would not develope more rapidly than was made possible by
reason of the information which we were able to accummulate
and which must be authentic and complete. I explained also
that the operations of the London Bill market were not only
well known to us, but were of a character that made it par-
ticularly easy for us to conduct the business we had in con-
templation in London (referring to the operations of accep-
tances, discounts and the bill brokers). That the situation
in Paris was somewhat different and 1 felt ocur own interests
would require a careful study of this matter before we could
undertake any extensive business.

After my interview with these gentlemen they showed
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me somewhat through the Banque de France, particularly that
portion of the building where the notes of the Banque de
France are printed, and where I was asked to sign a register
provided for visitors. It was four o'clock when I left the
bank and too late to make further calls. Commander Symington
and Captain Sayles dined with me in the evening.

Sunday Feb. 27th.

ionel d'Escompte

At 10.30 A.M. M. Lewandouski, Comjtb(i}L/’éailed,' and

I went with him by tube to Montmartre, visiting the new and
old cathedrals on top of the hill. From there we returned
by tube, had lunch at the Ambacssador restaurant on the
Champs Elysées. After lunch walked to the Invalides museum,
saw the war trophies and Napoleon's tomb. The museum was
very crowded.

At 3.350 P.M. met Captain Logan and Captain Symington,
and then had a call from Mr. Cromwell. Dined with M. Phillips

and with him went to see a little show in the Capucines theatre

.org/
Federal Reserve Bank of St. Louis



.‘ Tuesday, February 29th: (giet of conversation with M. Pallain
; in the evening during hie call at the R
o Ritz Hotel, Paris)

Monsieur Pallain called at 8:30 with an interpredgter to
report the outcome of the meeting of the regents of the Banque
de France in respect to possible arrangements to be concluded
between the Federal Reserve Bank of New York and the Banque
de France at the conclusion of the war. He stated that the matter
had been submitted to the regents, a2ll of whom were present, and
that in all reepects the memorandum was satisfactory. He de-
éired, however, to point out one matter which would have to be
handled with considerable delicacy, and that was the subject of
credit informaticn, It had been the invariable practice of the
Banque de France never to give official information in regard to
credite, believing that the bank wae required to act with
entire impartiality and to strictly avoid anything which might
appear to injure the credit of any party. He expected that the
bank would be able to meet this situation by pointing out to ue
various channels of inquiry through which reliable information
could be obtained, and in case the information obtained through.
guch sources was not sufficiently complete or sqtisfactory the
Banque de France would ascist us in obtaining the information
and give us informally and unofficially certain of their views
in regard to credits, He thought, in such cases, if we had a
representative here the question could be readily dealt with
by having our representative visit the Banque de France. I also
understood from him that the sourcee of information suggested

' bg the Banque de France would be reliable and for which the Banqs
igitized for FRASE
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de France would vouch. Of course, the Banque de France allows no
interest whatever upon deposits but would be most pleased to have
our account carried there and would place their facilities at

our entire disposal, The Banque also thought that we might be
of some service in New York,particularly in the matter of exchange
We discussed the subject at great length, Monsieur Pallain
remaining for about two hours, and I think he thoroughly under-
gtood that the arrangement discussed could probebly not be put
into operaticn until after the conclusion of the war. That at
the outset it probably would not necessitate our appointing a
personal representative here and that the growth of the business
which we might transact here would depend upon the experience

we gained as it gradually developed---that it would depend
particularly upon the character ane reliability of the credit
situationhinformation we were able to obtain through our
correspondents, He also understood that a part of the
arrangement would coneiet of our establishing accounts with
banke and bankerse elsewhere in Parie, in the course of time,
where we would receive interest on balancee. Monsieur Pallain
was most emphatic in his assurances that the arrangement was a
most welcome cne and the sooner it was brought about the better
satisfied he would be and that this was the unanimous view of

the regents of the Banque. I was not quite sure that he under-
gstood the reasone for deferring action until after the conclu-
gion of the war nor did it seem desirable to raise the question
of neutrality. In a subsequent conversation with Baron de
Rothechild {Wednesday P M, March 1) at which Mr, Harjes was
present and at Barqg;Rothschilds residence, the theory of the

w was quite fully explained and I aleo took pains to explain

http://fraser.stlouisfed.org/
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that while the present moment might seem opportune for accumu-
lating francs on account of the rate of exchange, there were
other‘22§£%%g£§§¥% which would make it impossible for us to
conclude arrangements now, We thought, however, that the
experiences of the past eighteen months demonstrated the
_ importance of perfecting plans in advance in the event of new
emergencies arising, and that we preferred to conclude our
general understanding of the character of the arrangement at
the present time so that with the approach of the concluesion of
the war we might so conduct our operations to furnieh ux X%k a
steadying effect upon the exchanges. This of course had some
bearing on the question og gold shipments, all of which was
apparently clear to Barqg?gothschild and he seemed to endorse
the suggeetion very positively and warmly.

At the conclusion of my interview with M, Pallein,

it wae understood that considerable time must be allwed for dis-

cugsion of these matters after my return, as it involved the
intereests of twelve eeparate banke and of course was subject to
the consideration of the Federal Reserve Board in Washington. We
agreed that the matter would be kept alive by correspondence
between us from time to time and whenever occasion arose for
taking the matter up actively, I would promptly advise him and

possibly vieit Paris again.
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This morning received a call from Nr. Rossier of the

Banque Suisse et Francais who had just returned from I.ondon gnd

with whom I had a very interesting chat. He left shortly after
ten o’clock and at 10:30 i called upon Mr, Harjes. At 12:185 1

stopped in to see lr. Thackara to learn what changes had taken

-

place in regard to passport requirements, He ascertained and
will be prepared to do the needful Friday morning, From there

I met by appointment Nr, Rosselli of the Credit de Lyomnais at

1

one o0’clock and had lunch with him at Henri's. Did not leave

our room in the restaurant until nearly five o'clock. Ten

jes at hie office and we

minutes before gix o'clock met Mr., Harj
called upon Baron de Rothschild. Dined, at eight o'clock,

1

with Ambassador Sharp at his home.

T R




d at Lloyds Bank to say au revoir to lir.

(!!iﬁﬁjgz&_.r. Toulmin, Mr. Graves told me thaet there were between

116 and 118 different Chambers of Commerce which issue small denom-

ination currency. He is getting up a complete set of clean samples,
of each denomination, issued by each Chamber. It will take about

two months to make up this collection, and when it is complete he

will send it to me in America. From there went over to Morgan,

larjes & Company and made an gppointment with lir. Herjes to lunch

with me. Called upon llonsieur Rossier of the Banque Suisse et
Franceise, of which he is manager, , and had a very interesting talk

in regard to the bill business--going through his bill register and
the credit files. Picked up Harjes for lunch at Henri's, and from
“' there went to the American Clearing House where I was introduced to
the sister of the Queen of Belgium who was there to attend a meeting
of the Directors. Also met the Chief Justice, the Minister of the
Interior and the Servian Minister to France. Left the Clearing

=
House in time to keep my appointment with Monsieur Pallain,/Monsieur

2.C8U 2 41 a R -» : : e e -
Rubing &Ad the Secretaire Generale, discussing the subject of bills,
=

methods, finance, ete., concerning which I will later dictate a
separate memorandum. I then called upon llonsieur Sergent, and had &

very pleasant talk with him. From there returned to the hotel.

-

®,...Monsieur Pallain presented me with another medal which had been issued

some time ago by the Bangue de France and also with a copy of his

work upon the correspondence between de Talleyrand and King Louis XVIII,

as well as a first press proof of the new ten franc notes to be issued
’ by the Banque de France. Spent the rest of the afternoon with Phillips
and in the evening took dinner with Har jes at the Hotel Crillon meeting

Digitized for FRASER .
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purchased samples of some dinner cards which are now being painted by
a sts who are practically being supported by the sale of these cards

ifty cents. Some of

in the United States and which sell for about

& * 4 T

for painting & portrait.

these artists earn as hich as 1000 to 1500

at the Cafe de Parig, and we all spent the evening together.
na T LY }L y  LE ux 4th:

@)
]
()
D

A men from Mr. Har jes' office met us at the station to see ghout our

eserved and every-

=

ons ete. Had ¢ ine compartment

thing done for our comfort. Arrived at Dieppe at 10:45 expecting that

bo:t would sail some time between noon and one o'elock. The train
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rsir ell and (for a consideration) undertook to see ing
was arrenged. He \ luggage checked without opening
for customs inspection and our passports visaed without weiting. The
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Special Commission vhile we haed lunch at the Gr otel. The pass-
orts were )t generally To be exse el til two o'eclock an he boat

"’uo ourselves on the boat, well located amidships. At lunch met a

voung French Captain who was on Generel BAETL 5 stsa

T.3 -- 3
Lleutenant in the cavslryv. but wl as now doi £
It 1N the cavalry, but who was now doing staff dauty owing to
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Called at llorgan, Grenfell & Company for mail and found
é!k partners out. From there stopped at the London City & Midland
Bank and had & chat with Sir Edward Holden, ascertaining that there
Would»be ebout fifteen to eighteen for dinner Friday night, and that
I would be expected to say something. Vassar-Smith will act as
Chaeirmean in the absence of Lord Aldwyn. Returned to llorgen,
Brenfell & Company and had a long talk with Jack llorgan about the
Bank of Englend arrangements. e expressed the opinion very
strongly that the only feasible end dignified arrangement for the

to contemvnlate

Federal Reserve gystem Xmxxihpx¥ede
business here would be directly with the Bank of England, just

as we had with the Bank of France in Paris. The Bank of England
‘.pad bought bills in large volumes at different times for the

Banque de France and for the Reichsbank. 0f course they were
pretty slow to enter into an arrangement of this kind, but that
there were obvious asdvantages for the Bank of Englend as well as for
the Federal Reserve system, and he felt that both he, Grenfell and 3
lMontegu Normen would be able to facilitate making an arrangement
which would be setisfactory to us, as all three were most friendly
toward the development of cooperative relationship between the two
ingtitutions. He has invited Cunliffe to dine with he and Grenfell
tonight. Lord Cunliffe, just now, is very deeply engrossed in

the work of the bank and in looking after the finances of the
Government, and it would be quite difficult for him to give the

necessary time to. discuss the matter in detail--that he was tempera-

‘men‘cally very slow to act end would require time to think the matter
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over before reaching any conclusion. I told Jack that my
‘inquiries here had convinced me that the relations now existing
iﬁtween the Government on one hand, the Ba ik of England and the
Joint Stock Banks were such that I considered it highly inadvisa-
.ble for us to attempt any arrangement with the Joint Stock Bankers
or Discount Houses or any others until we had thoroughly investi-
gated the situation first with the Bank of England. Thet I was
prepared to return home without any understanding at all as to our
business here unless the Bank of IEngland displayed enough interest
to give the matter careful consideration. We certainly did not
antagonistiec
want to under?ake business arrangements that would be mmiEwifims
in any way té?iﬁe efforts of the Government and the Bank of England
were designed to bring about. That the whole arrsngement, anyway,
would probably not be put into operation until the conelusion of
"the war but that we did not propose, if it could be avoided, to be
caught unprepered again and have situations developr that would be

expensive or possibly disastrous to the interests of both countries,

when that could be avoided by reasonable foresight. It was quite

clear to me, from whet he said, that his views and my own regerding
the desirability of such an arrangement as I had described to him
were in entire accord. I Arranged to call tomorrow morning and
have & word with him, it being the last opportunity before he sails.
Returned to the Ritz with lir. Stettinius who is hoping to sail
on the "New York" the twenty-fIfth. Immediately after lunch James
Simpson of the Bank of Liverpool called and we had a short but
very satisfactory chat in regard to conditions over here and con-
ditions in Liverpool. He says that, in his opinion, English Joint

Stock Banks ha nev« : i ndstion than at 1
e R a ave never been in better condition than at {the present

http://fraser.stlouisfed.org/
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time, with possibly one or two exceptions, and with the exceptioné,

‘ of course, that they are carrying a very large load of Government
bonds snd short Government Bills. He feels that the Government
should AEfiwixiwveiy delfinitely réquest the banks not to attempt to
merket these securities until after the conclusion of the war, as
the banking institutions should not be absorbing investment funds
from the market while the Government is plecing loang--particularly
as the Government has informally advised the banks that it will
see that no injury arises to any of the banks by reason of their
holdiﬂgs of Govermment securities. There is an understanding in
regard to the discount of short bills by the Bank of England and
advances uﬁon the securities of Government bonds which in itself
should be amply sufficient to protect any bank against exhaustive
‘demends. He also expressed exactly the view that I hold in regard

‘ to the trade situation after the war. Germeny will have some hard
problems to face, but that when the war stops --it should actually
STOP, and not be continued in the form of & trade war with the
object of destroyiné Germany totally. That agreements will have
to be entered into which will have the effect,in a greater or lesser
degree, of continuing Germeny as & competitor of England and the
Allies, although,of course, her economic condition may not enable

her to make this condition effective for some years. Any other
gstate of affairs would lead to & renewal of the'very conditions
which gave rise to the present war. Speaking of the Bank of
Liverpool which has about forty million sterling of reserves, it
was in excellent shape. The outbreak of the war found them with

‘ only £16,000,000 of enemy paper in their portfolio, 211 of which
hed been provided for notwithstending their own customers were
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liable for much of it and that he felt quite sure that the large
German banks were not going to repudiate their engagements, and

'uld ultimately pay up. The loss to the bank would be trifliag

in his estimation. He said that the bank would be very glad to
place at our confidential disposal their comnlete list of bill
acceptors, cotton dealers, etec., with their ratings and an indication
of their opinion of what line could be taken of their obligations,
end which lis¥y would be revised annually. They would furnish us
with credit informatioyg as desired, and corregpond with us from time
to time regarding conditioas. We discussed the exchange situation
for this fall and he agreed with me that the outlook for the fall
position was not a satisfactory one, and.when the weight of exchange
produced by cotton and grain shipments began to be felt in the fall,
ganarticularly if the Allies credits as well as beank credits in New

s

York had been pretty well used up, we were liable to gee a considera-
ble decline in sterling at New York unless steps were teken, well in
advance, to control the matter. He urged me to refer to this at the

meeting tomorrow night. I returned with him to the city, and

arranged with Lord Feirfex for a meeting with Wolcott and himself
some time tomorrow, of which he is to advise me the hour by telephone.
Called at Lloyds Bank and had a chatl with lir. Pease in the absence of
lIr. Bell, and arranged to stop there next week and go through their
bill portfolio and to meke a personal examination of the country
clearing matter. From there returned to the Ritz Hotel, had tea
with lir. Shiverick and Miss Devereux. Arranged, by telephone, with
Captein Symington to stop at his apartment after dinner tomorrow

*‘uight if i% is not too late. Dined with Lord Reading, the Chan-
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’ States Rubber Company should appear on the bill, and that it should be

L4

* N

drawn and accepted under a bankers credit. At my next call he is
going to show me his portfolio. He said that the rates for such

bills as he showed me this morning would run from 5% to 545 and

wanted to know if we would not like to take a block of one half million

sterling at that rate--it was, of course, most tempting. He also
said that they occasionally had bills come in drawn in dollars on
good American concerns, and would like to know whether he would be
free to send those through to New York for offer to the Federal
Reserve Bank. I told him he certainly would be, and recommended that
he inform himself guite thoroughly in advance regarding names which
we took, eand which I promised to give him either now or immediately
after returning home. He is very anxious to do business for us in
London, and I have*arranged to take lunch with him on Friday next at
the benk, stopping somewhat in advence of one o'elock. He is also
going to teke tea with me some afternoon at the hotel. 8Sir Christo-
pher Nugent imvressed me as being one of the most likable and active
of the men I have dealt with here, and is most anxious to give me all
possible information. lir. Frazer, of the Guaranty Trust Compeny's
London office, called while I was there. He is one of the Directors
of The Union Discount Company, and both he and Sir Christopher asked
me to explain somewhat in detail the operations of the new Federal
Reserve System which I did. Both stated that they were satisfied
from my description that we were handling our bill business along
sound lines, and strongly recommended insisting upon information in

regard to capital and wealth of the private acceptors and also urged

ld develop
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