PERECRAL AND
COUNFIDENTIAL : September 15, 1922,

My dear Mr, Gilbert:

Your favor of the 18th instant is before Qe. e intend to let cur ma-
tur}ng certificates run off to-day, and the result of a variety of traneactions
7111 be to reduce our own holdings somewhere in ths neighborhood of $32,000,00C0.
Thie morning we have $139,000,000 of Treasury notees and certificates of indebt-
edness (some six or seven millions of which are those carried for dealers) and

the above reduction will bring us down to less than £98,500,000 of our own cw¥ner-

4 ehip; ®¥his compared »ith $155,000,000 £;,$156,000,000 on July let, Uur present
* i estimate of earninze would indicate that sith allowance for -the regular charges
b at the end of the year se wvill no more than earn cur dividend. As tu all the

reserve banks, since the committee was formed and nut including to-day's trane-
actions, the reducticm in their investment sccount has totalled €101,000,000.
The reducticn effective to-day has not been reported to us, but vill probably be
not lese than $50,000,000 more, including our o,

In view of these facte you will realize that se have vitnessed & reduc-
tion sinc; June vhen the committee began actual operafions, that is in three and
one half monthe, exceeding $150,000,000 ¢r about one third ¢f the whole account.

I do not think that anything more than that could have been done without disburp
ing the/ mcney market, although we toc have suffered inpatieﬁce at times that ve
did not progrese faster.

Pleare do not consider, as might be implied from your letter, that I
pergcnally, &- chairman of the committee, or even the committee ;s a whole attempks
or desires to attempt to exercise any control over investmeate or inveetment policy

¢f the respective reserve banks. {e had an understanding, as ycu kmow, that
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il
investments in exces¢ of what is noodod'fqr earning purposes should be allowed to
run off, and that operaticns should be conductzd through the central committee.
Jur influence has been dirscted towards reducing.the account right alohg, but we
have no power, nor would we desire to exercise the poier, to be more than the
agents of the Pederal reserve banks to carry out their wishee in line with the
policy estatlished at the April conference.
Your suggestion that +e liguidate investments faster thsn we are doing
and at the same time reduce discount rates, I fear is not feasible, and certainly
' I would went to diccuee it with you and with the Pederal Reserve Bcard as vell as
our directors very thoroughly befbro-;tto-pting such a programme. My impression
is that our next move must be to elightly incresse the rate at which we buy -
] v bankers acceptances, shich will have a tendency, of course, to distribute these bille
throughout the market, instead of having them accumulate in cur hande, and this,
it eeems toc me, ie more in line #ith the policy which you advocate than would be
& reduction of cur diccount rate to & point which would invite borrowing by member
banke and shich indeed might prove to be inflationary rather than the reverss.
l Certainly that tendency might be more likely to develop were ve to establish, say,

a 3 1/2 per cent. rate and at the same time to call in a considerable volume ¢f moneyfrom

the market, shich suld pit the general market rates above shat they now are.

Permit n; to say perscnally that I think Mr. Case has accomplished a
sonderful result in what has been albove reported, and we expect tc continue quietly
along thie line, using every effcrt to avoid any temporary or even mcre extended
dieturbance of money rates, and I have felt that we were fnliy meeting the views
of the Treasury, ecpecially as theee matters have been put forth in such detail
slmost daily.

You may be interested in learning of the intenticn of certain of the

officers of reserve banks to bring cut a thorough-going discussion of this whole

policy at the conference of governors which is to be held in Washington on the 10th
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of Uctober.

Ae to the merket generally for the government iesues, while there hae
been a slight improvement for the last few days, for at least three or four weeks
past thers hus been a conetant decline and a really eoft market. Tc illustrate:
the F‘ourtﬁ 4 1/4 per cent. Liberty Loan Bonde have d-clined from high price 1 1/4
per cent.; that is, from 101.86 to 100.80. This we attribute to a varisty of
causes. Une ies the adverse exchanges, that is, the movement of funde to the Fest
for erop purposes; .ax"notber, someshat more active commercial demands for funds;
and undoubtedly the third is the apprebensicn that the bonus bill will become law
end impose considerable borrowinge by the Treasury.

Ye have constant evidence of a tendency on the part of institutions to

/

licuidate securities shich are paying the loweet rate o~ return, which havs in the
main béen Tressury notes and Treasury certificates.

Ve are unable to lay out a definite programme, in fact have no authority
to decide how rapidly the Reserve banke should liguidate their boldings of certifi-
cates and notes, but if you feel willing tu take the responsibility of indicating
al shat rate you yourself would advise liquidating, upon telephone suggestion #ith
the figures stated cuming from you I could arranze with some of the Reserve banks
to join we in cerrying out euch a programme. It sould herdly be pessible to do
that, hovever, bafore the governore confarence, at which time e hope to have a
etatement of earning aceets and of reepective earninss from all of the Reserve bank

as an ald to conelderation of thie very matter.

Ver ly yo

P, S. Thie letter sas dictated h:%:.

by Mr. Case.

Homorable S. P. Gilbert,
The Undercecretary of the Treasury,
#ashington, D. C.
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COPY-WITH
FEDERAL RESERVE BANK
OF NEW YORK
EEIVATE AND CONFIDENTIAL October 20, 1922,

Dear lir, Gilbert:

The resignation of the British Cabinet is no more
than I expected, and as I teleghoned you a few days ago, it
wag forecast in a cable which 1 received intimating the prob-
ability of a further delay in negotiations for the funding of
the British debt.

This delay will afford opportunity for the making
of certain investigations which we discussed (if this work has
k not already been done), and I am taking the liberty of outlining
i gomething of what 1s in my mind in a letter to you rather than
‘ to VMr, Wad@sworth because we have had opportunity to discuss it
at length and I have not been able to do so with him,

¥hile what I am writing is directed especially to the
British situation, 1t applies in greater or less degree to the
gituation of all the debtor governments, and I refer only to the
British debt because that happens to be the one which 1s next to
be dealt with,

One of the most serious difficulties encountered by
the French Government in dealing with the adjustment of reparation
payments by Germany arises in my opinion from the fact that the
people of France have never been fully informed upon the subject
of reparations, that the sentiment exlsts in France that Germany
can pay and must be made to pay, and that no government can
remain in office which proposes a compromise or adjustment of
reparations which does not in a general way conform to a well
erystallized public opinion on that subject. In view of this
political situation, the Government of France has been forced to
resort to the threat of occupation of the Ruhr and other sections
of Germany in the event of a default, a course which would be
disasterdbus to the French because of the costs involved and
because an army cannot collect reparations. My best opinion is
that this situation has arisen almost entirely from timidity by
the French Government whichlme led to an unwillingness to disclose
the true facts and that 1t would have been wiser at the outset for
the Government of France to squarely face the question of repara-
tione upon the theory that Germany can be made to pay only within
her capacity to pay and no more,

These remarks are intended to draw attention to the
rather paralell situation in this country. Our people have been
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led to believe (as the result of estatements which are based

upon inadequate data - and some of them inspired by politlcal
motives) that in general most of the debts owing to this

country by the debtor governments are collectible. They can-
not state the grounds for this bellef, but are simply repeating
what they have heard in a general way from various sources, It
is certainly time that a careful painstaking inveestigation of
the debt situation upon a basls of capacity to pay should now be
conducted, and laid before the country at the proper time and in
the proper way. in order to establish the basis of such an
investigation, 1t is well to consider, firet, in what way payments
may be made, All students of this subject will agree that for a
country like England, the making of external payments, such as
this, can be accomplished only by the following means:

FIRST: Shipments of gold.

SECOND: Export of goods in excess of those imported,

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

FOURTH: By the liquidation of forelgn investments
owned by British private investors.

An investigation of these four possible methods of
vayment should disclose something of the capacity of the British
nation to repay the debt now owlng to our government and especially
whether that capacity 1s equal to meeting the limitations imposed
by the funding bill,

FIRST - As to gold shipments; the gold resources of
Great Britain should be carefully examined and a study should be
made for the purpose of disclosing to what extent, on the one
hand, Great Britain can afford to part with gold and thereby
indefinitely defer the reestablishment of the gold standard, and,
on the other hand, to what extent it 1s safe for us to recelve
further shipments of gold without dislocation of our domestic
credit situation, This investigation, it ceems to me, should
include an examination of the African gold production, of its
present dispostion, of the extent to which India can command
gold from Africa and from England, and, as throwing some light
upon gold movements, the history of gold shipments between gland
and this country should be reviewed together with their relatlions
to prices, interest rates and trade balances,

Such an investigation I am certain will diszlose that
the poesibllities of gold payment are exceedingly limited unless
we are prepared to face a complete and long-extended breakdown of
the gold standard in Europe and the rest of the world, and some
real peril to our own monetary system,

SECOND = The extent to which England may be expected
to repay by excess shipmentg of goods to the rest of the world
over imports will be most difficult to ascertailn, but some light
may be thrown uoon the subject by an examination of the British
foreign trade prior to the outbreak of the war; the extent to
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which the result of that trade as reflected in the visible
movement of goods, plus the invisible balance of payments,

may be expected to produce a net fund applicable to the service
of the debt, In thils connection, the new tariff should be
studied to ascertain what effect 1t may be presumed to have
upon those classes of commodities which we have heretofore
habitually purchased in England,

THIRD - The extent to which the British Government
may be able to borrow privately in our markets in order to repay
loang to the Treasury will be governed not only by ma¥ket and
investment conditions here, but also to some extent by the degree
to which we may consider such & policy desirable from our own
point of view. For example, if the payment of interest and
amortization of the principal necegsitated the British CGovernment
borrowing from %200 to %300 millions a year in this market, would
it be wise to permit or encourage them to do so? The various
congiderations to be weighed in this connection should be examined
and discussed and 1t should be borne in mind that such a program
applied to tke entire debt owing to thles country would ultimately
result in such a vast interest by American investors in forelign
government loans that might in the course of years have a profound
effect upon our political relations with other countries,

FOURTH = The amount and character of British investments
in foreign countries should be examined for the purpose of ascertain-
ing the possitilities of payment by recourse to these investments,
but obviously a study should be made as to the method by which such
investment could be made avallable for the purpose. I think it would
be safe to say that there are only two methods which could be employed
to this end, both of which involve dangers of a very certaln
character, First, the British Sovernment might exprooriate them as
was done during the war, Such a polliey would arouse such bitterness
of feeling that I very much doubt if 1t could be resorted to except
under conditions where we would be obliged to admit that we had
completely lost the sympathy and friendship of the British people,
The other means would be less obviocus to the public but equally
dangerous to the restoration of stable economic conditions. If the
pound sterling under the pressure of obtaining dollars in order to
repay this debt became progressively depressed, as was the casge
after sterling was unpegged, there would gradually arise a premium
upon foreign owned securities in the hands of British investors,
which might lead to the sale of large amounts of them., DBut any such
occurance would be so disorganizing to commerce, including that of
our own country, that one would hesitate to advocate such a policy
of destruction,

I have written the above simply as suggestions for a
course of inveestigation designed to throw some light upon various
means of payment which exist, upon the extent to which they can be
employed, and upon the effect of their employment., It will probably
be found as the result of such an investigation that the repayment
of the debt to thie country by Great Britain can be safely
accomplished through the employment of resources which will be
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found avallable under all four of the means suggested, but Shat
a period of 25 years will not be sufficient for the purpose,
that the amount of payments mist be small at first and gradually
increased, and that in connection with the scheme of payments
adopted, some element of flexibillity must be introduced so that
the rate of payment may be reduced in case the pound sterling
becomes depressed and may be accelerated in case it should rise
above parity with our currency,

May I take the liberty of suggesting that the
addition2l time now afforded ae the result of the change in the
British Ministry can well be employed in an ivestigation along
some such line as that roughly outlined above. The date already
in possesgsion of the Department of State, the Treasury Department
and the Department of Commerce, and accessible to the Federal
Reserve Board and the Federal feserve Bank of New York can I
beliave be marshalled in the course of a few months, If, as I
should hope, 1t resulted in a clearer view of what Great Britain
is capable of paying and how long & perdod should be allowed for
the payment, then it seems to me the Funding Commission could
go before Congress with 2 definite report and recommendaticn
which would in fact contemplate the entire repayment of the debt
by the British Government, but not necessarily within the strict
limitations of the funding bill, and here would be afforded
opportunity for a possible and friendly solution of the problem
ag to the principle debtor.

Yours very truly,

(Signed) Ben). Strong

Honorable S, P, GilbertJdr.,
Under Secreatry of the Treasury,
Treasury Department,

Washington, D, C,

BS, MM
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October 28, 1924.

Dear Mr, Gilbert:

My abeence oun & rather badly needed vacation and my being laid wp,
unfortunstely, s considerable part of the time I was sway, have delayed my
writing you a letter shich it hse long been in my mind to send.

First, of course, I wmant to give ;au my heartiest good-wishes for many
years §f happiness with your new wife. It would have been & great pleasure lo
me to have been able to attend your wedilng and to have extended these good
wishes to you snd to her om the spot and verbally.

Also I want to congrstulate you nmot omly upen your appointment to one
of the most responsible positions in the world, but upom your very good judgment
in accepting the appeintaent. No gquestion can be rulsed ae to your qualifica-

knowing of jOJr
tions, snd no man, after/epending the many yecaurs you have in a patriotic service
to his country, cun doubt for = moment thst you have undertaken thie task in
the spirit of & real petriotic eervice, snd it is that spirit =hich will meke it
8 great succese. I do wish you & happ nd successful csareer.

You do not need to have my sssurance that everything at my command is
alsways at your service. Lrit- %o 15, cable use, or send for us, and we will al-

ways be wiliing =nd ready to help.

#ith every good wish, I am

Sincerely your friend,

Honorable S. Parxer Gilbtert,
Agent General of Reparations,
igitized fg RAﬁ@% gan, Harjes & Co.,
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J. P. MORGAN & CO.

CABLE DEPARTMENT
a NEw YORK. June 18, 1926.

COPY OF CABLE DESPATCHED TO MORGAN, HARJES & CO., PARIS

63833. FOR S. PARKER GILBERZT. Planning arrive Berlin e&arly

July. Bringing daughter and maid. Nerman going also.
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Grand Hotel Britammique,
Spa, Belgium,
July 23, 1925,

My dear Gilbert:

This is just a line to let you know how greatly we
enjoyed our visit in Berlin, and especially the opportunity to
have a good time with you and Mrs. Gilbert,

I was struck by how well you looked, and I had ex-
pected something rather different,

But what gave me especial pleasure was the universal
satisfaction expressed by the Germans, as well as by your own
colleagues, in your work at Berlin,

There is still some uncertainty about our plans,
We loave SBunday for Brussels, and probably by Wednesday will be
in Paris, where we are trying to get accommodations at the
Plaza 1'Athene Hotel in the Avenue Montaigne, But I shall have
a mail address at the Bankers Trust Company anyway, After a
few days in Paris, we shall likely run off to some place on the
shore for a week or so, and I am just wondering whether you will
be near Trouville then in case we should decide to go there.
Then we could have some more vigits.

Please give my warmest regards to Mrs. Gilbert,
end to your 8ister, and tell them that Mrs. Humphrey and I will
both be much disappointed if we have to leave Europe without

seeing all of you again,

With warmest regards and congratulations as well,
I am

Faithfully yours,

8. Parker Gilbert, Esq.,

Agent General for Reparation Payments,
33 Luisenstrasse,

Berlin, Germany,
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Hotel Majestic,
Paria, France,
August 15, 1925,

Ny dear Mr, Gilbert:

Due to some delay in forwarding my mail, your letter of July
30 did not reach me until just befors my return te Paris,

Thank you for your thoughtfulness in gending me a copy of
Pr, Schacht’s statement, the explamation of which you gave me verbally,
Of course it is most interesting snd helpful, |

I am glad you feel as you do about our vieit to Berliam, w
Gornor Norman and I both got a lot out of it, much of it being due to
your courtesy and help.

Mrs. Morgan®s sudden death may, of course, affect Dwight's
plans, but I am not sure to what extent, sc T am rather caumting upon
seeing you and him in Paris next Sunday, I am obliged to be in
Switzerland on Friday, bui will be back hers Saturday evening, and if
you are in Paris I hope you can give me a call at the Hotel Majestic
(Room 380) se that we can have a chat, especially about the debt matiers.
The reports from home are rather discouraging, and I am a little anxicus
about it, It may well bs that such a trip as you propose will be of
the greatest imvortance.

Please give my warmest regards to Nrs, Gilbert, and the same
%0 yourself,

Sineerely,

Mr, 8. Parker Bilbﬂ't,
Grand Hotel,
Cabourg, France,




ASER

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

Dear Mr, Gilbert:

Yours of the seventeenth has just reeched me, and this
momning's papers at the same time advise of the successful comclugion
of the Belgian negotiations along a line, so far as I can gather
from the meagre account, which ought tc be satisfactory to both
debtor and creditor., Of course I am delighted, as I know you will
be.

I am expecting to lunch with Simon teodey, and tomorrow
shall have a visit with Robineau, and later in the aftermoon with
Caillaux, Possibly I can tell a little betier after that what
may be in the wind as to the French debt. And of course I will be
delighted to see you and have a chance to talk it all over.

We are delighted to hear that you are emjoying Cabourg,
and that the weather is good. Please give my best regards to Nrs.
Gilbert, and the sams to yourself.

Sincerely yurs,

Nr. 8, P. Gilbert,
Grand Hotel,
Cabourg, France.

ouisfed.org/
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’\ PRIVATE September 30, 1925.

My dear Mr. Gilbert:

Your letters of September 14 end 15 and the various enclosures
reeched me by the seme mail. Under ssparate cover I am sending you the con-
tainers in which they came, &s in both cases the seals wers brokem end the
envelopes completely open. The marks on the envelopes indicate thet they ceme
by ordinary msil, and were posted from & Parie station located on the Avenue
de la Perouse. S0 I heve not made inguiry here es to their possibly bhaving
‘been mishzndled, es they did not seem to come by pouch.

Of couree, 1 am replying to your letters quite personally, ss I
gather you expect me to do, anc I am expressing quite en unprejudiced view of
the sattere dealt with in your letters, as it hae alwaye been my opinion that
our countiry hes = greater interest in the success of the Dawes Plen generslly
than it hss in the collection of the moderate amounts of money which the Dawes
Plan might produce for the ligquidation of indebtedness directly to be repaid
by that means to the United States. This is, indeed, = smell conesideration
compered to the grest importance of fimsacial snd monetery reconetruction in
Europe 2nd the reesteblisiment of norsal facilities for the concuct of trade
between our country =nd the Europesn countries ef’ected by the Dewes Plan.

I am answering both letters in this, ss the subjects are ineeparsble.
As to the statement of the Ministry of Finsnce: This recalls to my
mind thet after the principles of the Dawes Plan had been publiehed, but before

the sdoption of the Plan, I wrote to Mr. Young poimting out to him thet the
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PR SR o: B Honersble S. P. Gilbert 9.30.25.
maintenance of the internationsl value of the mark would depend in Germeny upon
the credit ﬁlicy of the Reichebank, just se in 21l other modern benking countries
currency stebility depends upon the policy of the centrsl bank of issue. The
degree of freedom or resiriction imposed by the policy of the benk upon borrowing,
and the extent to which it controlled the volume of currency and credit in use,
would, in fect, be & vital fector in the success or failure of the plsn. Purther-
more, inssauch &8 the scheme for accumuluting mark bulances by the Trangfer Agent
contemplated & possible meximum of 5,000,000,000 merks, with the right vested in
the Transfer Agent to employ those bslences in the money markets, the policy of
the Transfer Ageat wse of importence egquel to, if not grester than, that of the
Reichsbenk.

Very much to my surprise, when I wee in Germeny, the expleanation of
the methods emp oyed by the Reich in the heandling of the public funds, nsmely
those of the State, of the Postsl Autdorities, of the Reilwey Compsny, end of
the Insur:nce Office, indiceted the possibility that the Germsn Government was
itselfl retaining direct control over tn sccumuletion of revenues and funds
which aight develop to & volume where the Reich would itself become a fector in
the credit market of such magnitude as to introduce & third element of uncertzin-
ty in the stability of the wvrlue of the mark, so fer as stability would depend
upon credit mensgement within the borders of Germsny. Your estimaste of the pos-
eibtle smount of public funds, and the evidence that these have slresdy accumu-
leted beyond expectsation, snd thst similar cccumulaztions mey be teking place in
some of the Germen St:rtes, due to the surpluses of State revenues, zll indicate
to my mind that the most fundsmental of =11 influences bearing upon the vslue
of the Germen currency centers neither in the Reiciksbank slone, nor in the
Trensfer Agent slone, mor, indeesd, in & policy on the pert of both which might

be in accord, but now will depend, in fzct, wpon & triple errangement between
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three parties, the interests snd purposes of one of which mey be sdverse to the
others.

It hae slweys been considered unsound public finence for 2 Government
to accumulete unduly large surplus bunk belsnces from texation or borrowing, just
&8 it hes slways been considered unsound public finance for the State to borres
heavily from the Bank of Iseue.

The Dewes Plen specifically deslt with the latter possibility by limit-
ing the power of the Reich to borrow from the Beichebenk. It may not be so
specific in imposing restrictions upon the Reich as to accumuletion of surpluses
of revenue and the method by which those might be used. The language of the
Dewes Plon is specific that the Reichsbank ehail be the depositery of the State.
Possibly the inference mey clso be drewn from this provision thst the Reich wee
not expected to function ©8 & benk nor to heve power to become & money lender in
the ordinary sense. I cen see nothing but difficulty and comfusion resulting
from eny such eitustion s now sppesrs to exiet. I have elwsys eppreciated
the need for coopera2tion end understending between youreelf and the Reichsbank, but
have eleo felt thet fsiling cooperztion, the power nevertheless rested in your
hahds to provide a counterbelsnce to either sn unduly liberzl or aqnndnly restric-
tive policy by the Reichsbenk, bectuse you would indeed be able on the one hand to
offset & policy of restriction by yourself becoming & large lender, and you could
likewise probebly meintsin = position where, in the face of too liberezl a policy
by the Reichsbank, you could counterbelence it by withdrewing loans from the

merket.

The existence of a2 large lending fund in the hande of the political offi-
cers of the Government, however, creates = complication which I cen see will make
for difficulty. Even in conducting your own transsctions, whether in cooperstion

with the Reichebenk or e&s & counterbelance to its policy, your plens mey be made
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exceedingly difficult, if mot fruitless.
There are coubtless so many elements in the local situation with which
’ I am not acquainted =25 to meke specific suggestion from me likely inappliceble.
In general, I feel that ir the Dewes Plan ie cspeble of construction so thet the
. Relch is sctually denied the power to lend surplus beleznces, and that this extends
also to the funde of the postel, reilway snd insurence services, that would be
the natural end eimple solution of the difficulty. It would plece the management
of all funds in the hands of the Reichsoesnk, to be handled in hsrmony with whatever
policy you might be =ble to arrange with the Benk. If the Dewes Plan is not
capable of this coastruction, eand the German Government cennot be denied thie right,
then I should think the united efforts of your own orzganizetion and of the menage-
ment of the Reichsbank, shoulcd be directed towsrds convincing the Germen Government
that it was wiser, &5 & mstter of policy, to scopt thnis pmgfa‘ than to be respon-
sibtle for ibhe consequences of & disorgenized situetion.

What troubles me perticulerly is the evidence that the Transfer Agent is
not in possession of sufficient informetion, as & matter of routine, to form hise
own judgment se to the extent of the influence of the present policy upon the opera-
tion of the Dewes Plan.

Specifically, ts to the statement published on September 8, there are
objections which doubtless have occurred to you.

In the first place, the Reichsbenk is today rationing credit, & mecasure
which is supplementary to & 9% bank rete, and one regarded as eseentisl to the
maintenance of a sound situstion anc the prevention of an increese in the general
price level. The policy of the Reichsbenk csnnot be effective if the Stete exer-

cises control over o large = percentage of the aveilable credit resources of the

Reichsbank es scems to be the cese, and is willing to lend at rates below the

Reichsbank rete snd withowt rsgard to the genersl scheme of ratioming which the
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Reichsbank is now practicing.

Second} the monetary znd credit system of Gemmery is such thet the use of
checke has almoet disappeared end any expansion of credit by the Reichsbank will
be accompanied by an expansion in its note issue. If the policy of the Reichebank,
&8 outlined to me by Dr. Schacht, is continued, and the ratio of its reserve should
become gresetly reduced becsuse of expansion in its note issus, a continuance of
kis policy would require & still further retioning of credit in order to sffect a
reduction in @Le note iseue to offeet incresese ceuced by loans of the Raich.
Further, if we assume thst the Reich msde loens of, say, 2,000,000,000 marks, below
the benk rate, end the Reichebank should contrect loems by a eimilar amount and
the note issue correspondingly, the consequence will be to estzblish 2 system of
loaning to those favorsd borrowers selected by the Reich, at ratee below the
Relchsbank rate, and not only would the rate of the Reichsbank be ineffective ae to
the volume of credit, but the operations of the Reich in the losn market would be
almoet certain to give ring to charges of faveritism to those imtsrests shich had
political influence.

Third; ay understanding of the situstion when I wae in GCsrmany was gquite
different from that now indicated. Loans which were then bsing made for account
of the Reich were, I was told, eimply = tramefer of szome portion of the portfolie
of the Reichsbank to the State; that is to say, the bezlances cerried by the Relch

with the Reichebank were invested in bille which had 2lrsedy been discounted or

purchesed by the Reichsbank, presumebly at benk rate. I had no idea thet any other

rate prevailed or would be estadblished 28 to those loare, other then the regular
Reichsbank rete. 8o again the policy of the Reichsback vis-e-vis the policy of

the Reich is shown to be in sharp sntagoniem so far es credit contrel is concerned.
Fourth; May it not be that this sction of the Germem Government is in-

spired by un occurrence which Dr. Schacht mentioned when I last saw him? My
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understending wes that the Chancellor had suggested that ihe Relchsbenk rate be
reduced to 7%#; that Dr. Schacht had stated thet he wee unwilling {0 reducs itj

that he had summoned the Directorium in meeting, submitted to them & stalement

which was subsequently published, outlining the policy of the Bank, 2nd the |

Pirectorium had unenimously spproved it.

Fifthy The comments in your letter of September 13 Lo Covernor Eomni
indicate thet the Reich ie proceeding upon the theory thet the cost of liviug cen
be reduced by reducing the cost of credit and (by inplicetioﬁ) increesing th"‘":
volume. Thet is en economic fellacy of the Tirst order. Apperenlly those
responsible for thie policy overlook whet hae trsmepired ia Cermeny end the causes

which seem to underlje the recent tendeney towards incressed living coste. These,

I think, mey be briefly sumsarized as ollowms:

(2) The Germen people hac been living for e long peried
under the influence of & deprecieting currency, which eroused wide-
spread dietrust of iis purcheeing poser, end led people to
practice the hebit of converting money into property or goods
inetantly it csme into their bands. Thoss habits are difficult
to eradicate.

(b) &ince the Dnwed Plen beceme efiesctive, the Reichsbank
reorganized, and the old currsmcy retired, the nstursl craving
of the people to sstiafy the deeire for many thinge, including
luxuries, zsserted itself ot once aad ceused & period of extrava-

gant spending.

(¢c) This wae facilitated by the fect thst traders from other
perts of tis world rushed into Gersany && soon ss evidence of
currency stability became convincing, and undertook to sell goode
on credit, plscing st the command of the German people many thinge
not fomeerly obteinsble with which to satisfy & creving which hed
long been unsatiefied.

(d) Bsnkers, lixewise, believed it sefe to extend credits to
Germany, and foreign investors begsn to take Germen loens, thue
meking lerge smounte (mostly of short credite) sveilsble for use
in buying goode abrosd.

ized for FRASER
[/[fraser.stlouisfed.org/
eral Reserve Bank of St. Louis




......I....’ Eo”mbl. s‘ P. mlb.n g.w‘zs
(e) The naturel consejuence of this, with & high bank rate

end high interest rztes generally, was to drive a large amount

of divisen into posssseion of the Reichsbenk, tnd this had the

consequence of again expending the note issue, end sgein adding

to the tendency of prices to rise.

(f) This condition continued until credits, both for goods

sold end those sxtended by banks, fell due snd had to be paid snd

the demands upon the Reichsbenk for devisen were further aggra-

vated by certain occurrences shich disturbed the confidence of

foreign lenders in Germen credit.

%g) The strain felling upon the Reichsbank to meet these

peysents sbroad reduced its reserve of devieen, somewhat strained

its ability to meke foreign peyments, znd, &2 you know, when I

wes in Germany this development hed reached s point where it

threatened the secondsry reservee of cevisen, and sugpested the

need for an even more rigorous retioning of credit than wes st

that time prevailing.

If this picture of the situation is correct, the incresse in the cost of
living, of whichk complaint is now made, certainly csanot be corrected by & credit
policy which mey indeed Feduce interest costs someshat to some borrowers, but
which may, 2! the same time, render nugstory such restraint aes the Reichsbank hess
been able 1o exerciee over unnecessary snd unwise borrowing for speculstive or
unproductive purposes.

Of course thie all hae & beearing upon the ultimete capacity of the Repsera-
tion Agent to effect tranefers, which ie deslt with in your letter of September
16 :nd the documents sccoampsnying it.

As to the legal interpretation of the Dawes Plan: After a careful reading
of Mr. Freser's opinion, and of your letter of March 11 sddressed to Sir Otto Neimeyer,
it seems 1o me thet the arguments are so convincing and conclueive 28 to require no
comaent snd justify no opposition.

The very importent questione reised by your letter c¢s to particuler methods
suggest certain practicel questions of operation which must in eny event be dealt
with by broad rules of ressom and experienmce rather than by restrictive legslistic

interpretation.
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‘ Y¥ovements of goode between nations ere largely sessonal because they
80 largely arise from tie harvesting and marketing of crops within comperstively

. short periode of the ysar. This results in = sessonal supply, and coanversely,

& sezsonal shortage of exchange. In former years, before the War, banking pro-
cedure hed served somewhat to compenscte for these sessonal movements of exchange
and moderate the effect upon exchange quotations. For instance, American benks,
in the Spring, were in the habit o drawing finence bille for ninety duye (often
with the privilege of one renewzl) in anticipation of the movement of the cotten
and other crops and the heavy demand for dollars which would eriee in the fsll and
winter. Because the American money market is now the chespest end ro.r leng loens
the only eveilable market, it has not been profitable, end may not be for some years,

for American banke to draw fimence bills on Burope in snticipation of this movement.

Therefore the entire weight on the exchange for peying for cottem end other fam
produce shipped in the fall must needs be felt st the time of shipment, without the
offsetting influence of meturing finsnce bille dresn on EBurope which would give rise
to an offsetting demand for European currsncies. In other words, one of the con-
sequences of the war will be to temporarily eccentuste seasonal demends for exchange

a8 well ece sessonal surpluses of exchange.

Another development growing out of the war is the existence of very heavy
indebtedness between govemaents, calling for large payments which are likely to have
& disturbing influence upon the exchenge rates for which there is no compenssting
influence, such &s ordinarily exists in demands gro=ing out of trade. For insteance,
under existing funding errangeaents, the service of the debts to the American Govern-
ment will now exceed $200,000,000 per snnum, end, if the service of private lozns is
added to this, the total is probably $450,000,000 per annum, Or -ofe.

These disterbimg elements in the exchange merket would seem to mzke it es-

sential that the Agent Gemeral should have the power to accumulete foreign exchange
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whenever market conditions favor his doing se; but they should egually restrazin
him from making finsl paymente to creditor governments until hs become: setisfied
that the supply of exchange which he has sccumulated in the season of plethors will
not result in a dearth of exchange at the sesson when the supply is short.

¥y understending 1e ‘hat the BEritish Covernment has so far met this situa-
tion by sccumulsting dollers et seseone when tie supply of dollers is at the maxigum,
80 that it will have no need to meke purchases during the seczeon when British im-
porters~of cotton and food stuffe require cdollars to meke their peyments.
All of this is suggested by your letter, but there is another possible

complication to which you do mot refer, but which it seeme to me may erise later.
1If the Germen Government, or eny of the Germsn establishments, place loans abroed
for the express purpose of meeting reparetion payments, (such, for inuimco, ae &
sacle of the reilroad bonds abroad) it would seem to be necesesry for the Reparation
Agent to take over the proceeds of such losns, meske deposite in banks in the countriee
where the loane were placed, 2nd distribute the proceceds over later months or even
years. The distribution might be made to = number of countries which are to re-
ceive distribution under the Dewes snnuity, but which bought nome of the bonds.
Ae & practicsl metter, no other procedure msight be wise or possible. If, say,
$100,000,000 of railroad bonds were placed in this country, and the Reperation Agent
had no power to open an sccount here for the proceeds, then the entire smount would
firet have to paes into the Reichsbank before the Reparation Agent secured possession.
¥ould it then be wise to permit the proceeds to lie in the Reichsbank untransferred
and undistributed with the possible influence which that might heve upon the opera-
tions of the Reichebenk? This esug este & wide field of possible complications in
the policy of the Reichebank 2ndé of the Transfer Ageant, as vell as ultimate complica-

tions in sctuslly effectimg transfers of s fund shich might specifically be appro-

pristed to reperations.
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Practicelly I cen see difficulties erising in connection with the die-
tribution of your sccount unless it can be conducted slong the lines indicated in
your letter. And 1 will be kreatly interested in learning Sir Otto Neimeyer's
attitude on the whole subject. There may, of course, be argumente with which I
am not mcqguainted.

Fe can discuse ell of this much better when you are in this country, and,
meentime, I will be turning over in my mind the generzl question of German belances
here and the mechenism of trsnafer. It ie not & mstter on which I would like te
commit myself without opportunity for further discussion with you. There are c.
variety of thinge which might be done, but possibly sll thet I should say now is
to call your attention to the incressing likelihood of an sccumuletion of Germenm
balences sbroad in the event of uncerteinty developing =& to the succeesful opers-
tion of the Dewes Plan. The experience of the Germen people with & depreciating
currency and & disorgenized foreign exchange market is s0 recent and the great sd-
vantage to be geined by heving r::orvon in gold standerd countries must be so
obvious to them, that thie is = danger which should be confronted frenkly and dealt
with long before the development arises, if it ever becomes likely. It will not
be capable of immedizte discovery, e¢nd will srise from & very lerge number of samsll
asccumulstions undetectable in the ordinary operstiom of the exchenges, and uncon-
trolleble except by measures compaerable in severity with those which were adopted
after the Reichebenk was reorgenized. It ie further complicated by the fact that
there are a number of countries which are now prncticclly on & zold besis, with
steble cur:encies; thet ie, the United States, Greet Britein, Holland, Switzerlend,
Sweden, Austria end Humg:ery, not to mention some smsller ones, with all ef which
Germane heve & large trade, and with all of shich the opportunity to accumulate

belences will be ever present snd the temptation eguelly strong.

itized for FRASER
p://fraser.stlouisfed.org/

deral Reserve Bank of St. Louis




cesssscssssll Honorsble 8. P. Gilbert 9.30.25

I sm not at all certein to what exient it would be szppropriate for ue to
go, officielly, in zesembling infﬁrmution of the sort theat you will need, but this
elso 1 will cousider and discuss with Mr. Jay, who is sbesent just now for & week.

Diverting from this & minute; I heve beem rether concerned at the
universal compleint which I heer on my return as to the way in which the negotiations
for placing German loens in this market are being handled. Except for the origin;l
Dewes Plen losn, I do not think there is ¢ eingle instence of & loan placed here
by & Germen municipelity, or even by private corporetions, which has not given rise
in one or another phase to some dissatisfrction. The consequence of Lhis was
naturelly to have slmost all of the losns but partisl successes. The only notable
successes that I know of, were the Dawee Plan loen, the losn juet placed for the
reorgaenized Rentembank, through the City Compeny, and the losn of the City of Bremen,
placed by the Guarasnty Trust Compeny znd Dillon, Read & Compaﬁy.

The lest loan (Bremen) as well es the Rentenbank loan, were both splendid
succeseses in distribution. But even these negotiations, zs you know, gave rise teo
eome diss:utisfaction among the American negotiators. In the cese of the Bremem
losn, definite assursnces had beea given to the representeative of the Cuaranty Trust
Company that approvel of the Advisory Committee of the Reich Treasury could be had
in a few hours. This wize to be gziven at & meeting which wes held on Fridey, the
eighteenth instant. But lete Fridsy, or eerly Seturday morning, a cable wes re-

ceived to the effect that efter &« long meeting, the committes had withheld ite ep-

provel, but that they would meet 2gain the fol lowing Mondsy safternoon. Arrangemente
had been concluded for an offering in Holland, Switzerland, snd New York on Tuesdey.
The syndicate had been organized; the printing hed been donej end the preliminary

publicity had been issued. The bamkers were able to extend the time one day, to

Wednesday the £8rd, pending an eppesl by me to Dr. Schacht to secure eppreovel in time
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to prevent the whole tremsszction being cencelled. This iesue, as you know, wss
partly to refund er issue of short motee wsiering, I belisve, in December. WRhile
the cencellstion might not have emberrassed Sreamen in meeting ths note issue, it
would heve ceused serioues criticiem, and I believe would heve impeired the sbility
of German borrowere to negotiste subsequently with these benk-rs. It was the
firet Gemen losn placed in this msrket by the Guaranty Trust Company znd they only
undertook it sfter consideresble persussion with some of their directors, who were
not favorsble to having the Guersaty Trust Compeny do sny German business.

It would not be feir to charge the entire responsibility for this die—
satisfection to the Germen negotictors. I em conscious of ths fact that Germeny
hes been zomewhat overrur with representetives of American benks eagerly secking
and competing for business, snd thet the officers of the German Government and of
German municipal and dweiness organizations have hed little, if say, experience
as borrowers in foreign msrrete. But between the keen coampetition of Amsrican
bankers and the difficulties encountered with the Germen negotistors, the nst result
in this market hes been wideapreed dissstisfection, and certeinly injury to the
Germen interests in the only market shere they can now borrow in considsrable
amounts.

All of these developments give me some diccouragement cs to the sxtent
to which I can be of eny resl service in prosoting constructive plans. ¥y re-

lations with Dr. Schacht have been in every way sstisfectory, =:nd I left Germaay

with & high opinion of his sbility sad of bhis purposes. But nsturally if a time
should come when our reletions beceme important, despite the zood opinion of thet
institution and of Dr. Schacht which I =ight hold, I could not help but be iu-
fluenced by the knowledge that there were influences a2t work, poscibly those of

a2 political mature caod sesociated In one or smother wey with the Germau Government,

which would reguire me to infom our directors of difficulties and doubts in my
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mind which might meke it impossible 0 recoamend cooperation. This applies to

ell of the maticrs touched upon in our cor.sspoadsnce.

‘ Tou will, of course, understend that I =a writing you most {reakly sad
personslly, snd quite unofficislly. You have asked me for my opimioa, aud that
is slways zt your cisposal. You will, I know, use it wiih the utsost discretion.

Eincersly yours,

Honorable &. Parker Gilbert,
33 Luisenstrasss,
Berlin, Germeny.

ot

£S5, 35
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#dy dear ¥r. Gilbert:

Enclosed are the containers referred to in
Governor Strong's separate letter of this date, which wereé
received open, having appsrently come by regular mail.

Very truly yours,

Honorsble 3. Parker Gilbert,
33 Luisenstrasse,
Berlin, Germsany.

ER

fed.org/
ank of St. Louis




Jear Gilbert:

shortly aftsrwards.

Honorable &, Parker Gilbert,
53 Luisenstrasse,
Berlin, Germany.
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and 15 ie gelog forward by pouch
to your office by h:andg. 1 hops
out for it st the semc time that
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October 2, 1925,
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October 5, 1925.

My dear Gilbert:

1 am starting a few incuiries about foreign exchange men who
have had experience in actusl operation of accounmts.

The enclosed is oot intended to be a finmal report, but teo
make suggestione to your mind, and, if there are any psames on this list
shich appeal to you, I will be very glad indeed to put the men through
the "third degree™ and see whether I cannot form a pretty definite
opinion myself of their capacity.

$r. Schmia wsas one Of my men im the Bankers Trust Company,
and he is very sble, but he is a little difficult to get along #ith. I
think Le speaks Germun.

The salaries of Lhese men are not included in the report, but
I could ascertain them, and I should say they run from $8,000 or $9,000
ia the case of the lowest paid, to a maximum of, say, $20,000 in the case
of Schaid.

Let me know what you would like to have me do.
#ith best regards, as always

Sincerely yours,

hs

onsP HE
e

Honorable 8. Parker Gilbert,
8% Luisensirasse,
Berlin, Germany.




J. P. MORGAN & CO.

CABLE DEPARTMENT

NEW YORK,

6 pm November 2, 1926.

COPY OF CABLE DESPATCHED TO MORGAN, HARJES & CO., PARIS

63401, Please convey the following message to 8. P. Gilbert:

Cable 83983, October 31st, through J. P. Morgan & Co.,
. trangnitted to 3trong in Washington who aeﬁds following reply:
Various protests have been made tc Department objecting te
letter and raising question as te its wisdom and propriecty.
Schacht is here co-cperating in effort to develop & new plan
/' by which diseriminstion in Germen State end Municipal borrowing (=/
. will be effected in Germany under superwision 61' Bersetungsa-sStelle.
The plan seema satiafactory in Washington so far and we are
/ awaiting proparatign\ ;g nrocedure in detail., Will write

immedietely on returning to liew York.
STROLNG.

RCL
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FOR TRANSMISSION OVER J. P. MORGAN'S PRIVATE ¥IRE.

To 5. PARKER GILBERT November £, 1925.

Ceble 83983 October 51 through J. P. Morgen & Co. tremsmitted to
Strong in Washington who sends following reply.

Various proteste have been made to Depertment objecting to
letter 2nd raising question ¢s to its wisdom snd propriety. Schacht is here
cooperating in effort to develop a new plen by which discriminetion in Germen
State and Municipal borrowing will be effected in Germany under supsrvision
of Beratungs-Stelle. The plan secems satiefactory in Washington so far and

we are swaiting preparstions and procedure in deteil. Fill write immediately

on returning to New York.

STRONG
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PERSONAL AND PRIVATE November 7, 1925.

Hy dear Gilbert:

Your letter of Qctober 18 reached me eome days 2go, but could not
be snewared sooner owing to my continued sbsence im Washington. Of course
you understend that my reply is purely personal end unofficial, ss I am unable
in any wey to spesk ror sny Depertment of our Government.

This whole matter of which you have written me, however, hes suck
& vital bearing upon the return to the gold stendard, plans for which are now
progressing so actively in Europe, and upon the smeinmtensznce of gold peyment once
it ie established, that I feel justified im writing you privetely in detail.

You know that I heve elways felt that any attempt by our government
to exercise & supervision or control over loens mede by ite citizens sbroad im
time of peece is without warreat of law and of doubtful wisdom except in those
cases where possibly some greet nztionel intereet iz to be served which bas to do
with the affeire of our government. Thie may be = proper exception in the cese
of loane to governments, or even to their citizene, where those governments owe
money to our government, which debts they have neither recognized nor meade &
serious attempt to refund. There may be other exceptions. Let me refresh your
meiory &8 to the development of this extra-legel procedure from its inception.

Early in President Harding's administration, I think in 1921, 2
member of the Csbinet recommended that our bankers be zsked to refrsin from bendling
issues of bonds of foreign countries, or of their establishmente, unless the bor-
rower sentered into an obligationm, to be stated in the prospectus, thet the proceedse
of the loan would be spent in the United Stetes. There wes such obvious objection
to this, (principelly thet it would effect = definite restriction of our foreigm
trade insteed of promoting its expension) that the project wae abandoned.

The proposal wes thereupon sdvsnced, thzt even though no attempt at
restreint wes to be exercised, the bankers te seked to report thoese lozns befors
concluding coutrscte for their purchese. This the bankers rsther generally agreed
to do. 4nd it ie my recollection thet in some ceses - probably very few - objection
wes mede to losns which were understood by our government to be desired for wholly
unproductive purposes, possibly for military purposes.

But in genersl, while our bankers have been reporting thess loans,
objection to their being placed was not generelly made until, within the past year,
it has been the policy of the Department of State to withhold assent 4o loans to
thoee governments, or their politicsl subdivisions, which have not funded their debts
to our government. This wes notably the policy in the case of Bslgium and France.
¥hile the express wishes of the Department of State have not inveriebly been followed
D@MamfmFRAsﬁy our bankers, they have, on the whole, been very generslly respected.
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This wes the situatiom until very recent months. Due partly to repre-
eentetione made by our representativee abroad, and partly to the existence of some
doubt in the minde of some officisls as to the capacity of Germany to efiect the
necessary trensfers in order to meet the service of loame to Germen States and

. Municipelities, which were assumed in some cascs to bLe for purposes that wers not
wholly neceesary, asecent has been givenm in the form enclosed. There wase, indeed, s
considerable imcrease in these offerings, no one of the loame being very large, but
the aggregets showing e tendemcy to increase.

Without any preliminary warning, eo far es I am sware, either to the
German Government, or to you, or to the American bankers, snd certainly without eny
notice to me, & different form of letter was scopted, ¢t & dote of which I ap uncertain,
but probably within the last two or three months, & portion of which was enclosed im
your letter of October 18. In eome ceses & different form of lestter hes been used,
of wibich I enclose a copy (Marked "A").

Fhile nc New York banker brouzht to my attention sny letter inm the form
enclosecd in your letter, within the last few weeke I heve recsived protestis “rom a
number of New York Lankers ae the result of receiving letters from the Depsrtment of
Stete &8 per the copy which I enclose.

As Dr. Ochacht w2s here at the time, we a) once tock the matter up with
Secretary Mellon, nnd later with Secretery Xellogg, snd Dr. Schacht discussed the
mettor with the Germen &mbassedor. The State Departaent seegpsd to be convinecsd
that some restraint must be sxercissd upon the pleeing of thess losns. It wee
edmitted by all perties thet no depsrtment of our goverameat wee cspable of sxercising
discrimination between thosa which were desirnble and those which were undesirable.
Dr. Schscht and I then joined in a recommendution to the Treasury Pepsritsment, which
we &8l80 expleined to ths Ctste Tepsrtment, that tha eitustion could be met if our
Stote Department should require from the Americenm bapnkoer subaitting the loen nroposal,
the concurrent eubmission of approvel of the loan, probebly mede jolatly by the
Beratungs-8telle and by the Reichebank. This proposel the Gemmen imbasesdor con-
veyed to his government, snd, in reply, received a ceble, translsation of which is
encloged herewith (Msrked "ET),

Upon receipt of this csble, we expleained the situationu to both the State
Department end the Treesury Depsrtment, end prepared & form of letter to be sent teo
Americen benkere which we thought might meet the situetion. 4 copy of this is zlse
enclosed (Msrkad “C"),

It now develops thet the Department of State feels that it hss no request
from the Germen Government for = procedure along these lines. And furthermore that
the letter im the fom suggested appsars to subordimate the judgment or decision of
our government to the judgaent or decision of = forelgn government, sand that some
other fore of cosmunicetion will be required. Just et this point the representatives
of & foreign government hove urrived im this country to negotiste the settlement of
their debt, end the hsede of #ll three departments who have been concermed with thie
mettsr heve been too closely engaged to give further coneideration te cur propossal.

This is simply an historical etstement of what hse tazken place. WNow pemit
me to express & few personel views. There is conesidersbls denger at the moment that
one of these letters of the Department of Etate, eespecislly ome of the type which I
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enclose herewith, mey be published. If it is, I fear thet it will unsettle Americen
conficdence in Germen loans snd cloee our merket enmtirely. In fsct the discussion
which has so far taken plece mey siresdy heve that effect to e& considersble extent upon
the bankers who ere concerned. Also msny serious practical dif iculties erise.

In the first piace, thers is no means here of cetemmining whether = loan

- is desirable or not, aund, in those circumetances, the seme letter muet be sent in

reply %0 every appiication, which means that no German loans can ba made. On the
other hand, application may be made for Mumicipel loans for the development of harbor
or other improvement works which cre of highly productive and necessary character.

But there is, nevertheless, mwo means aveilable here for cdetermining whether such im-
provements could not be effected out of the revenuss of the Municipality from taxationm,
and thue aveld foreign borrowing entirely.

Then egein, there are crses where & portionm of an iesue hze been purchessed
and s0ld to the public under the former form of approval, =nd now, when options are
being exercised on additionsl rmounts of the sams issue, our benkere have notified the
Departaent and received = letter in the fom enclosed, wbich has the effect not omly
ol teapting them to witlhbold exercising optioms, but even to forfeit contracts already
made, and somewhat unsettles the minds of the bankers 2s to the propriety or goodness
of the loans slready pleced.

The situation is bound to dovelop an incressins number and variety of em-
burresements. And I find that such urgeat repressmtaiions bave been made to both
the Steate and Tressury Departmeats thet there is mo doubt that soms modificetion of the
preeent procedure will soon be underteken. Just what it will be, I cznnot eay.

You will pardon s Ifes referemcss to your oan position kn the matter. As
you knoe, I have -lueys sgread that it was quite iaposaibls for you to undertake
Juridical iaterpretations of the Flsn and of the Lomdon Frotocols, whers provisionswss
made for such revies and interpretation by other asthode. Furthermors, it has slwaye
secmed to me thet anytbing in the nsture of en interpretetion onm thst point Ly the
Trensfer Coamitites would de nothing lese then cresting priorities, which were hostile
to the shole scheze of the [ewse Flan.

On the other bund, it is mdnifestly w0 the sdvantage of Gersany, esnd om
that account of advaclsge to “orseny'e creditors under the Plsn, that Cermzny, econem-
fically, should develop alomg sound limee, sal thet that development, includirng the
restoration of her ecspecity to produce and export zoods, would depend for some time
in & meesure upon ithe cepacity of Germen undertskings, of &« productive charscter, to
borrow in foreign serkets. Undsriskings of a productive cheracter ir Germeny eare
not counfined to privets industry, but im some instances &re undertekem by the Germen
Btetes and Municipslities. I the impressior becomes general thet all loapms lo
Germeny or to German induetry sre jeopardized by toe Dawes Plan, then the success of
the Dawes Flen, =bick ie depenicat upon Gemeny's succses ln devsloping produciion,
ie iteeil jeopardized by sany rsstriction upon the sxcension of credit Lo Germany
which aight be procactive snd hslpful; and we muet bezr im mind thet thie country is
the only merketl shere large losns cen be negotisted outeide of England, and even there,
I believe, the market is or shortly sill be limited from nataral csuses.

Firom Lhe alove you #ill gather that my own feeling is thet we¢ must not close
our doore to Germmamyj that we cannot exercise the discrimination required in order to
fosure that the lsosns placed in this country are esseatiml amd productive; that
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4 Honoruble S, Parker Gilbert

relience must be had upon ths German Covermment for this discriminstion; that no
such discrimination cam be undertszken by you without your entering into moral
obligations which =re tantemount to establishing priorities; sand, {ipally, that
where borrowing 1z underiesken by Germsn Municipalities and States, Lhs determimation
of whether Llhie loans ars Justified or not wust depend not only upon an exsaimnetlion

. of the direct purposec of the loan, but 2l1so upon whether the uadertaking could not
be accomplisied out of the revenues, thus making a foreiga losn unnecessury.

The matter reaches us particularly becsuse of the expectation which is
so gesnerally f{elt that when circumstences permit, the Federecl Reserve Bank of New York
will do its part in endeavorimg to establish end meintain the gold standard. It seems
to me that thsre are two pressing questione es 1o Gormesmy which must be deflicitely
decided before we cen determine whet our attitude will be. The {irst wes fully
discussed in ay former letter to you as to the policy of the Reich in employing ite
fends cirectly in the money merkst. And the other is whether Germeay shall be pemmitte
to borrow in this country for proper purpoees, but restreined by the Germsn Govern-
ment from borrowing for umnecessary purvoees, so thel when the Transfer question
srises, if it does, it cen be demonstrated thet the mormal ecomomic development of
Germeny anc the capacity to efiect Lrrusfiere huse not been impaired by improvidemt
borrowing, but have rather teen improved by ineuring thet the borrowings have been
for productive snd useful purposes.

There ted epioodes lesve me in e grest stste of uncertainty ss to what
the sttitude of our back should bLe. And, at the time of dictating thie letter
(om the truim beck from ¥eshington) my own feoling is that theves is little aid that
ve can render to the HReichebank until Loth metters ere sstiefactorily settled.

It would be vory helpful indeed te heve you hers, 2o that we could dis-
cuee these matters, but I Cenr thet your visit will be delayed wntil sfier thie
metter hos been csttled one way or the other.

Hovember 16, 192E.

Since dicteting the shove, I have received your lettar of Qctodber 29, and
read it with much interest.

I don't want you to feel thet I sm unressonably eritical of the sttitude
of the Department in Peshington. They certeinly ere inepired by motives shich
esnnot be quastioned, that is, some sinse of duty thaut they should protect American
investors. But I fear every type of interference of thie sort, and after all, the
judgment of the bankers themselves is the judgment which must be ralied apon ia the
last analysis,

After diecteting the above also, I have resd your recent letters to
WeGe rrah, snd heve hed many telks with Dr. Schzcht on the subject of the mensgement
of the funde of the Reich. [Notwithstanding whet appear to be contrudictiors im the
reports which have reached you, I &till retain ihe couflideacs waica I expressed to
you, that he is endeavoring by virioue meons to pul this matter in satisfectory shepe.
Clearly, you see that he is in & very difficult position. He must not and csnnot
afford to be accused of conspiring to defeat the policy of his own government. The
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' #5 Honorable S. Parker Gilbert 11.16.25

delicacy of the eitustion is such thet he may st times have found grest difficulty
in expreseing his views to those with whom he needs to exercise caution, =nd this
is especislly true, no doubt, where difficulties of language 2nd idiom slways open
the door to possibilities of misunderstanding.

' Dr. Schecht desires to develop e&nd stremgthen relestions between his im-
stitution &nd ours, snd we are prepared to coneider his proposels, ac I heve ex-
plained to him verbslly end set out in & privete memorancdum, which I have hznded
to him; but slways subject to some satésfactory solution being found of the manage-
ment of the funds of the Reich and the control of Germen borrowinge in this country.
He ralesed no objection to the position I have takem, and in fact telle me frankly
thet it will stremgthen his hend st home.

His attitude in £ll of our discussions hus beemperticularly’ correct,
thoughtful snd considerate &s to the attitude of his own Government, btut very definite
a8 to his own views thaet there cennot be three Reichsbanks in Germany. I think he
feele that he cen get along with you &ad work out satiefactory srrangements ce to
policy; but the introduction of this third element of uncerteinty ie confusing end
dangerous, and he hopes to have it corrected. ls was most enthusiestic in bis setis-
faction when word csme that earrengements for the transfer of & lerge portion of the
funde of the rallways hed been or wers sbout to be coacluded.

Now I heve wrilten you very fremkly, &nd &8s you will understend, most
confidentielly snd privately, beceuse I feel slmost se much interested in the success
of what is being undertsken by your orgsnization as I do in the work of this bank.

In order that it may reach you securely, I am taking the liberty of forwarding it
to London &nd leaving it to my frisade in the Bank of Emgland to heve it conveyed
to you privetely.

Please write me freely and I shell hope at ell times to answer quite ss
freely myself. I sm looking forward most keemly to your visit.

®ith cordial regards, believe ae,

Sincerely yours,

)

{ IR

e

Honmorable 8. Parker Gilbert,
33 Luisenstrasse,
Berlin, Germany.

Encs.
B5,.M8E
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December 24, 1925.
Deer Mr. Gilbert:
Enclosed ie 2 letter just received from Shepard Morgem, in reply to
one which I recently wrote him, of which & copy is enclosed also.
I examined the envelope carefully when it errived, and found thet
the gum had adhered so lightly, thet it would be very eesey to bresk open the

envelope and examine ths contente if the wax sesls had become broken in the usual

rough handling of meil. Im fact, I think the whole envelope might have broken

open just in the course of handling.

On the other hand, there will slweays be suspicion -ﬁan & letter ar-
rives in that condition, and when the contents are of such # character, that some-
one hee tampered with it. I am sending Morgen's letter because of hie esuggestion
that you may wish to mention it in Weshington.

So long s suspicion exists, we ere lisble to embarressment, and I
hope the boys in your Paris and Berlin offices can be persusded to give particular
attention to eealing these envelopes and to the charecter of the envelopes used.

I would much sppreciete your #iring me just when you plan te be in
Weshington, efter you heve finally decided, and I will certainly endeavor to be there
at the ssme time. Governor Norman will go too, but he hzs mot heard from Secretary
Mellon about visiting him end, of course, he would not expect to go there unless
he did hesw; s0 we may both go to an hotel or possibly both go to ¥Wimstom's. I
will swait some word from you before meking any plens.

This is also to wish you snd Mrs. Gilbert & very Merry Christmas.

Sincerely yours,

[/
tp://fraser. sobiecaken Park. Louiaville. Kv.
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My dear Mr.

received for you today, which, however, it seems wiser to

Gilbert:

ol

December 28, 192§

transmit in this form than by telegraph:

"S, Parker Gilbert, Federal Reserve New York.

Sterrett =zsks me to transmit following code names

“le 8, Parker Gilbert,
Y. Ross Todd,
¢, Cherokee Park,
ktized for ImER!

fraser.s'tlouisfed.ggﬁ
| Reserve Bank of St. Louis

Schacht - Zaca

Bruins

Leverve

McFaydean
Strong
Fraser
Borris
Brecit
Eorgan

Sterrett
Reich

Finance

Ministry
Luther

Streseman

Karlowa

Zace
Zuci
Zaco
Zacu
Zads
Zade
Zadi
Zado
Zadu
Zabsa

Zabe
Zabi
Zabo
Zabu

Fraser."

Very truly yours,

AL

Secre

There follows the text of =zn open cablegram

Paris

28 5:19 P

to the Governor.




January 4, 1926.

Hy dear Gilbert:
Enclosed is & copy of & letter jJust received from
chepard Horgen, which relates to those letters of youre which

came witlh the seals broken.

Very truly yours,

b

e

N

LN

Honorable 5. Psrker Gilbort,

¢/o Fororeble Gerrerd B. Wineton,
Treesury Departaent,

Weehington, D. C.

Enc.
BS.LS
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April 20, 1926.

My dear Gilbert:

I should have ancwered yours of February 26th some time ago,
but great;pressure of work has prevented my doing so. Now I am sailing
on the ‘&Qjestic" Friday, expect to be in London for sbout ten days, and
the midale of HMay to go to Rome. After 2 holiday in Itely, I am planuing

to work around towards Berlin, reaching there, I suppose, some time in

June - probably late in June. I hope you will be there, or if not there
thet we can meet somewhere else. If there is eny chance of your being in

London before say the 10th of May, we could have a visit there.

I have just reeeived your cable of the 20th through the Department
of State, and hope to get & reply off, =o far as one is poseible, befars I
seil. 1In the meantime, T will talk over these matters fully with Mr. Morgan,
80 please cousider this merely an interim acknowledgment.

Sincerely yours,

Honorable §. Parker Gilbert,

Agent CGenersl for Reparation Payments,
33, Luisenstrosse,

Berlin, Germany.

BR ¥




Hotel du Cap d'Antibes,
’ Antibes, June 21, 1926,

Dear Mr, Gilbert:

Thank you for yours of the 19th with the eopy of the Interim Report,
which I shall reed with much interest.

Norman has joined me gt this dslightful place, and we were only
saying last night, how fine it would be if you could joim us hers. We shall
be here about a month, so if your thoughts lean in this direction, let me
know,

Sincerely yours "

Hon. 8. Parker Gilbert,

Agent General for Repareation Paymenis,
18, Rue de Tilsits,

PARIS.
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Hotel du Cap d'Antibes,
Antibes, July 11, 1926.

’ My deer Gilbert:

Yours of July Srd enclesing & copy of the report of vthe Cermen Railway
Compeny haz Just come, end I shall read it with a2 greet deal of interest, as I
éid your own report, for which you dogerve congratulations of the fipst cfdcr.

Today the Governér end T are really in mourning, wa are g0 trméndouely
disappointed and troubled by the news you send us atoub Grandme,  Logle will
arrive this afternoon and give us mwore detail., I do hose that she gscapes ser+
ioug illness.and an operation.  Tell her that e couple of old fellows ars thinke
ing sbout her dosm hors with mueh anxiety dnd effsction. - If theére is anything
in the world thal olther of ue ean 06, you heve only %o agk for it.

I en awaiting word from New York as to Nr. Mellen's program, He sails
on the 14th, and I rether lmapine wil) go directly 4o Paris. < If he doce, I an
errenging to go to Pards to meet him, which will be sbout the 20th or clgt, enc if
Crandma's illness Leepe you thers, then T shall only hope that we een talk dver
some of the matters of mutupl interest with him.

Pleage give Gmdm my iovo, and my best to you =e alweys.

Sineerely yours,

Hon. 8. Parker Cilbert,
18, Rue de Tilpitt,
PARIS.

Ba:
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Princess Hotel,
' Paris, August 26, 1926.

Dear Mr. Gilbert:

Enclosed are a couple of elippings that may interest you, if you have
not seen them. They may alsc be of interest to Mr, Mellon. It seems that
James Bruce is the brother of Ailsa's husband, and he and Ben are associated in
the same office.

I am telegraphing you today about Mr. Mellon's plans for the return,
as either Mr. Warren or Mr, Moore are ready to go to Evian to accompa?y him back.

Best regards to you and the rest of the party.

Sincerely yours,

Hon. 8. Parker Gilbert,
¢/o Royal Hotel,
EVIAN-LES~-BAINS,

BS:M
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NEW YORK 1287 47/46 10 65 ip

S. PARKER GILBERT

AGEN TREP BERLIN
33 STRICTLY CONFIDENTIAL REGRET DELAY IN REPLY OCCASIONED BY
AWAITING LETTER FROM ROMB WHICH JUST ARRIVED STOP I CANNOT ADE-
QUATELY EXPRESS MY APPRECIATION OF THE HIGH HONOUR OF POSSIBLE SERVICE
WwITH YOU AND THE STRONG APPEAL IT MAKES STOP HAVE CAREFULLY CONSIDERED
MATTER AND FEEL SURE IF I WERE TO ACCEPT I SHOULD BE PREPARED TO REMAIN
ABROAD SEVERAL YEARS WHICH UNDER EXISTING CIRCUMSTANCES APPEARS TO ME
MOST INADVISABLE STOP THEREFORE MUST REGRETFULLY DECLINE YOUR INVITA-
TION STOP PLEASE ACCEPT MY BEST THANKS AND GOOD WISHES STOP HAVE CON-

VEYED THIS INFORMATION TO MCGARRAH.

CASE




L) Paris, September 2, 1926,

(Sent through Mr. Gilbert's office in Paris)

Private Agentrep

Berlin

Have reserved passage for Mauretania sailing September 18th end
greatly regret probably unable visit Berlin at all unless unexpected developments
detain me longer (stop) Case just returned from months vacetion (stop) My
1etter was of such character that I hesitate to cable for any reply which he
might interpret as indicating that I was suggesting his changing his decision

(stop) Think it most unlikely he will do so anyway.

- Strong .
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o Paris, September 3, 1926.

( For transmission through MNr. Gilbert's office in Paris )

PRIVATE
AGENTREP

BERLIN

Agree with your conclusion regarding Case end doubt if I hear from

him before sailing STOP
Sse no reason vhy you should not approach Jay who sails for Burope

September eleventh STOP .
As you know my other suggestions were Stewert Miles and Close

Last nemed returns New York permanently Wednesdey or Saturdey next week STOP
He is only one having advantage of adequate independent means sSTOP

Regards .
- Strong .
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Princess Hotel,
Paris, Seplember 3, 1920,

o oo
My dear Gilbert:

I am afraid you will think my message of today rather cryptic and
possibly not very clear, but I had some little hesitation in sending a message
through your Paris offige in regard to possible changes in your own organiza-
tion.

Wo have fully discussed Ur. Jay, and I think probably covered Dr.
Stowart adequately in our talks, and you are in position to form a pretty good
notlion of their qualifiecations. Jay is sailing for BDurope on the 1lth of this
month, but I have no knowledge of his plans nor of the boat. As soon as I hear,
I will drop you a line., Of course you know in what high regard I hold him and
what & terrible loss it would be for us if we should lose him. I feel pretty
cortain that the suggestion will {empt him very greatly, because of the interest
in the work, but will have no attractions whatever financially. He is now re-
coliving more than you could afford to pay him, and in all of our talks about his
plans, he has always emphasized his desire to get into something where he could
really meke some money for his family before he iz too 0ld; so I doubt if there
is even a possibility.

As to Basil Miles, I am not sure how much you know about him. He had
& oplendld education in America, I think at the University of Pemesylvania, and
he subsequently attended Oxford and, I believe, for a time Heldelberg., He was
for a while an instructor at Croton, then he went into the diplomatic servige,
held some posts - I think the longest one in Russia - and he was also Third As-
slstant Postmaster-General in the Republican Administration. As I recall, he
negotiated one of the early Postal Union sontracts. He was Secretary of Mr.
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2. Mr. Gilbert. September 3, 1926,

Root's migsion to Russia when Kerensky was in power. Then he acted as Secre-

tary for the International Disarmement Conference in Washington, and Secretary
Hughes told me that he did = magnificent job., For a period he was in the
Chamber of Commerce of the United States in Washingion, and then accepted this

position over here which he now occupiles.

He has married recently and has no children and very 1ittle money of
his owmn. He speaks Gevman and Fremch fluemtly. I know him very well indeed
ahd know that he is absolutely dependable and a fellow with a great deal of abil-
ity, but he is, in my opinion, a fish out of water in the present organization
and doing the type of work whieh he does. Of course, it has made him pretty
fam.liar with Buropean affairs. He has got a fairly good knowledgs of seonomics
and a great fund of all-around information. He writes very well indeed. I am
not sure how good he 1s at office work and such matters as accounting. He is
an indefatigable worker. On the whole, I should say that his principal defects
for what you have in mind would be lack of a thorough office training and lack of
tochnical knowledge of banking, finance and exchange. While his theoretical
knowledge is good, he has had no practical experience. He is at lsast a possi-
bility, and it might well be that in an organization such as yours, his obviously
excellent gualifications in some respects would make up for his lack of experience
in others, I am very fond of him, believe in him and believe in his capecity to
develop into an organization successfully.

As to Close, I have known him for nearly 25 years. He was a youngster
in the Bankers Trust Company when I first went thers, immediately after it was

organized, and has grown up with the company and held very responsible positions
thers. I would class him as a thoroughly well qualified, experienced banker,
with a good knowledge of domestic and international finance. He speaks no
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3. Mr. Gilbert. September 3, 1926.

” German and not very much French, although I imagine he has acquired quite a
1ittle during his stays in Paris.

Frank Close has certain qualities of shrewdness and good business
judgment which you would find of great valus. IHe has an independent fortune
which he has made himself and is quite independent of salary. He has one
married daughter and a boy about twelve, and he has a very charmdng wife. He
has had the responsible management of the Paris office for a year, and alsc for
two earlier periods of a year each, I should imagine thalt he may have reached

‘ a point where, feeling that he was independent of salary and being much inter-

" ested in pubtlic work, the position might have some appeal for him., The enly
way to find out is of eourse to ask, and the way to gel up~to-date mowledge of
his eapacity would be through the offices of the Bankers Trust Company. I have
boen out of econtact with him now for a dozen years and cannot speak from personal
econteact,

Please let me knav if there is anything further that I can do.

I am leaving Tuesday noon for London, where I will Aﬂgﬁp with NXorman
at Thorpe Lodge, and where you can always reach me through the Bank of England,
I shall sail home on the “Mauretania™ on September 18th, unless in the meantime
gomething very unexpected end important delays my return.

: My best to Grandma, and the same to your goodself,

Sincersly yours,

Hon., §. Parker Gilbert,
¢/o Royal Hotel,
EVIAN-LES-BAINS,

- "
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Princess Hotel,
Paris, September 6, 1926,

My dear Gilbert:

Many thanks for your note of the 4th amd for the copy of the
press statement summarizing the Agreement about supplemental econtributions.
You are to be econgratulated! It takes another "bome®™ ocut of the arena and

gives the needy creditors more money, which is all te the good.

Sincerely yours,

Hon. 8. Parker Gilbert,
¢/o Royal Hotel,
EVIAN-LES~BAINS,

e 01
35‘.‘ |
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Mrand Mes.JJumes Ross Todd
requestk the hnnnurol’t,uu rpresenee
o

ol the ma n'iu«’n ()("ﬂxnirduuqhhn'
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Louise

o

Mr.Sa:J mour ParkerGilbert
on Wednesday, the eiuh!‘h ofOetober
ut Pouro'ecloek in the affernoon
at the Warren Memorial Chureh

Liouwiswville, Kv.nhu-.k“
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The Agent Janoral. 186 Paby, 1925,

Rage 2.

’rozgni.ng to the British Reoovery ast, but also by a conslder-

ation of the Tuniamental purposs of the Plan as a whole and the
rransfer Consitiss's rolstion $o hs realfsation of that parpesss

Tha “xports were iavited by the Reparstion Gomuiss ion
to0 "ooneidsr she neans of balanélng Barmany's badgﬂ and the
meane %o he tauken %o ntabilise tha garrancy of Gem&uy". In 8o
{nviting the Fxperts %o prosecuts investigations :‘md\‘tu make
recomzondntions the Réparation Comuinssion was not exslualvely
motivated by purs philanthropys 4f was acting wzt.hin: thae scope
of it powars undler Part VIII of the Preaty of Versailies with
a viow %0 sscuring on hohalf of i%e priscipals a resamption
of the flaw of roeparations wifhin realisable sconguic linite
and an uninterrapted contimuily ¢f that flow if rasumod,

‘Phe “xparts raplisd that a gine qua nen of such reparstion
payments was a 'parmanontly stabilised carrency®, that "it ds
eanier to estimate tho burdem that Geormany's sconouioc sal tmonl.“
resourges gan bhear than the aspunt of haer ualtl_l that ocsn ha
aafaly transfaorred abroad®, shiat althongh the new Bank of -Iém.
the Intarnationdl Loan and the bulancing of the badget would
tosporarily stabilise the ourrency, No permanent stabilisation
gonld be assured (and coneathntiy an permsnant rop'arﬁuon
receipts) withont "some kind of go~ordipatsd policy wish
sontinuous expert administration in .r».g&a to the exchangs

whioh 1ioe at the reot of the Raparation problow®,
Hance $he Zxperts dlstininished with olarity botwgen the

problem of aollsction inelde Germany and tha problesm of getding
these anllsctions over the oxshange oithser in the form of
comundities or in oash, in order to dstermine from timas to
$ise She amount of Jermany's wealth that could be aafely Sranss.
farrad abroad the xperta, instead, thay bvald, of m::ard‘mg 8
gusss, rocomasndaed the sstublishuent of 'a.‘uav body whish, so

far as reparation payusats ware doncorned, wonld "safeguard
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gkternal papments in accordance with “experience®, "realitias”,
|‘llnd the %axaat saonomio position as 1t devalops in fact" - L.8.
the Transfaer Coaxlttaes, fig es%inate ths amouny wnich wa
think Zormany caﬁ pay in gold marks by consideration of her
budget possibilitiaes; but we proposs safoguards agalnst such
Yyantfors of thess mark paymoents inte Toreign axchange as woald
dastroy atabilisation and thareby endanger fatare reparation®,
The Plan smphasised the fact that tha payuonta sontonplated
tharsinusder and o be controlled were all-inclusive and
reprossntsd the tetallity of Sermany's obligations to the

A1112a and Anspaiated Powers because of all Trealy costa,

In othar words, the fundamental proposal of the mports?
Plan to maintain currsncy stability and thus secure soms
reparations was the fature regulation of all gxtorpal paymants
on account of raparation by the "eontinuous axpert adminisirat-
fon® of the Prunsfer Comuitiee,

Nn saoh important extornal payment as the procosds of the
3ritish Rsaovery Aat can be desmed Lo huve beon onitied from
the oporation of this fundamental proposal of tha sxperia?
achone unleas thoXrs b? a olear and unmistakable proviaion in
the torms of ths Plan to the offeot that this payaent raceived
on neconnt of roparations is sal generis and i8 to be ixcaptod
from tha Ton-ordinated policy with regard teo the sxchange”
whioh the Ixparts considered to lie "at tha rool of %the
Repuration problem®, Jesnembaring that the xperts' Flan was
soncaived and drafied on sconomic and not on political grounds,
and rommsbaring that other illisce had sho right to onacy
%pgovery icts, one would be sarprised %e find provisions
establishing an axcoption se sabversive of %he general princi-
ple and so capable of sxtonsion as Lo render the'wnolc aontrél
of transfers nugatory., The toxt, howevar, coantains ne such
surpriss, but on the sontrary provides, Wilh consintenay, that

a1l tranafors to ths Allfes are t0 be go~oréinated aond controlled
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THE AGENT GENERAL FOR REPARATION PAVALINTS

-

Berlin .mParis

90 Lulsenstrasse )18 rup derTilsitt
, ,

lephone: Norden 11800~11810 Telephone: Wagram 2122-2123
. ®wgrams: Agentrep, Berlln, Telegrams: Repagoent, Parils,

Berlin, 1llth March, 1925,
My dear Niemeyer:

I received in due course your letter of Fehruary 16, 1925, with
respect to your position on the Recovery Act, and communicated the
substance of it to the Transfer Committce at 1ts meeting on the 18th of
Februery. I, so far as the British share of the Annuity 1s concerned ﬁ_
think you need have no fear of minunderstandinz on the part of the Com=
mittee. Everybody has assumed that the posltion would havec to be ad-
justed in that regard durlng the course of the year, ancd most of us

have felt that., in vievw of the recommendations of the Finance Ministers!'

Conferonce, it ought to be donoc currently, from month to month. The
arrangements which have besn made in respect to the March programme
have cleared the alr materlially on that poilnt, and have more or less
covered it for the time being.

Tho real question is as to the position of the Transfer Committee,
and on that I have been waitin; for the issues to develop somewhat more
clearly befors writing; to you. In tho meantime I have, of course, been
in touch with Finlayson, and I assume that through him you have been

keeping acquainted with what 1s going on, including, first, the action

taken by the Transfer Committee at the meeting on February 1l8th, and,
second, the progress of the negotiations with the German exporters as to
the possibility of gettling a group of them to provide the necesaary
amount of sterling to satisfy tho requiremcnts of the Recovery Act,

ERIRETB R TOODY o in it n | o B e T et a e e e el
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‘if‘the Tranafer Committee resolution to Finlayson on the day of the
mecting, but I am enclosing an additional copy herewith to complete
your records in cese it has not already come to your attention.

It has become Incrcasingly clear to everybody here that under
present conditions, or even under oonditions as they are likely to be
for some time to come, there 1s little or no possibllity of being able
to work out an accecptable system of reallzing on a reichsmark credit
for account of the Britlsh Government through the sale of reichsmark
bills in London or through operations of the Reichsbank here. The
fundamental difficulty 1s that German exporters are still involcing
the bulk of their exports to England in sterling rather than in rqichs-
marks and will probably continue to do so fer a long time to come.

It may be possible gradually to restore the practice of involcing in
reichamarks, but it cannot be done over night and at the best it would
take months or possibly years. Un£11 it 1s measurably restored the
market in London would certainly not be broad enough to absorb thoe
necessary quantity of reichsmark drafts of the kind that was proposed
without endangering the exchange, and anythlng that might he done from
this end, through the Relchshank, could hardiy avold having the charac-
ter of a cash tranafer., That, I think we agree, must be avoided,

This leaves us with only two practical possibilities for handling
the Recovery Act. The first is set forth at some length in the resolu-
tion adopted by the Transfer Committee, and the second 1s the plan on
which Finlayson has been working, whereby the present system of collec-
tions under the Recovery Act would be suspended on the baslia of an

undertaking on the part of the principal German exporters to supply
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each month the amount of sterling necded for the Act. It looks to me
= 1f one or the other of these alternatives would have to be adopted,
and elther of them necessarily raises the question of the deposit of
sterling to the account of the Agent General for Reparation Payments
with the Bank of England. This is, of course, inherent in the first
alternative, which contemplates that the Transfer Committce would
authorize contlnued roimbursement to the German exporter under the
Recovery Act only if the proceeds of collection are regularly deposited
in sterling to the credit of the Agent Goneral for Reparation Payments
and under control of the Transfer Committee. And it is equally inherent
in the second alternatlve, since 1t presents exactly the same question
of reimbursement to German exportera, Manifestly this proposal would
only be feasible if the Agent General undertakes to pay an equivalent
sun in reichsmarks to the group of German exporters who furnish the
sterling, and under the Transfer Committee's resolution an undertaking
to this effect could only bec given 1f the Transafer Comalttee were
assured control over the sterling resulting from the transaction.

The question of the deposit of sterling to the credit of the Agent
General with the Bank of England 1s thus squarely presented, and I am
therefore writlng you quite fully and frankly aebout it, as I see 1it,
from the point of view of the Agent General and the Transfer Committee.
I fully appreciate your desirc to be helpful and your unwillingness to
ralse questions about the powers of the Tranafer Committee which may be
embarrassing. I cannot escape the conclusion, however, that whether we
like it or not clrcuustances have already raised the issue in this case

and that since 1t has heen raised it might as well be settled now as

later,
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To my‘ndndﬁhe issue 1s presented in two aapects, first, the
ni‘fowor issue as to the control of the Transfer Committee over the
payments under the Reparation Recovery Acts, and, second, the broad
question as to the power of the Agent General, under the authority or
by direction of the Transfer Committee, to establish and maintain
balances abroad in forelgn currencies for the purposes of the Plan,
Both of these questions are quite fundamental, and the second one may
become absolutely vital to the operations of the Transfer Committee.

The questions presented cannot be considered simply from a legal
point of view, but they do raise questions of interpretation under the
Plan and the first thing I did, therefore, was to request the legal
opinion of Mr, Fraser, who is acting as head of the Legal Service under
the Co-ordinating Boerd, I received this opinion under date of the
18th of February, 1925, and it seems to me to cover admirably the legal
aspects of the matter. It was circulated among the members of the
Transfer Committee at the last m§eting, and I am enclosing a copy of
it herewith for your information,

To take up first the question of the payments on account of the
Recovery Act, it seems to me that from a legal point of view the Transfer
Committee's jurisdiction is perfectly clear, and Fraser's legal opinion
to this effect has recently been reinforced by the more specific statc=-
ment which he made in my behalf before the Pormanent Managing Committee
of the Reparation Commission at its meeting on February 27th, a copy of
which 18 enclosed herewith in the form of extracts from the Minutes,

The difficulties with respect to the March programme, whlch came hefore

the Commission at thia meeting, illustrate adalrably the necessity of
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bringing the Racovery Act payments into harmony with the rest of the
‘xment.s under the Plan, and at the same time show how ineffective the
control 1s for all practical purposes under the present system., The
Transfer Commlttee even now has absolute control in the sense that 1t
could at any time refuse to continue reimbursement to the German expor-
tera, which would in turn bring about either a revisign or suspension
of the operation of the Recovery Act in Great Britain. This form of
control, however, 1s too drastlc to be useful for ordinary practical
purposes. It could be exercisod effectively enough to force a stoppage
of the Act, but even then it would be at the expense of & considerable
shock to trade and commerce, and it 1s not the kind of control that can
be administered in an orderly manner from month to month,

As I understand the arrangements which have been made in Paris,
the Reparation Commission's approval of the March programme was con=-
ditioned upon the undertaking of the Britilsh Government to repay to
the Agent General at the end of the month any excess which may have been
collected under the Recovery Act over and ebove the amount allotted to
the British Govermment for the month. My understending ls that this re-
payment will be cffected hy the deposit of the equivalent amount in
sterling to the credit of the Agent General for Reparation Payments
with the Bank of England. This arrangement I was willing to accept as
a compromise to meet the practical necessitles of the mogent, but 1t
would not be sufficlent as & basis for future operations. For obvioua
reasons I could not accept the principle of reimbursement for the pur-
poses of doing business with the Powers, end, as Fraser pointed out 1n

his statement to the Commission, it is clear that voluntary repayment
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at the end of the month of any overpayment which the British
Government may have collected during the month does not in any

":broper sense give the Transfer Committee the control over
Recovery Act psyments which was contemplated by the Plan. It
does not give the Transfer Committee the opportunity to exercise
its admitted Jurisdiction, and it puts the whole question on the
wrong basis. It confronts the Transfer Committee and the Agent
Ceneral with an accomplished fact, namely, that the British
Government by direct action, and without ccnsultaticn with the
Transfer Conmittee, has taken the amount of sterling which it
desires each month out of Cerman exports to.England, leaving the
Agent General with a resulting obligation to reimburse the

German exporter in reichsmarks and with no protection except an

aggreement of the British Uovernment to restore any exceass over
itd ellotted share. If the only prcoblem 4nvolved in administer-
ing the Experts' Plan were that of keeping the various Goveruments
within thelr respective percentages of the Annuitles it might be
possible to defend this as a rough and ready compromise. But

the fact 1s that it begs the fundamentel question of the Transfer
within the limits of the British

Comnittee's control, and

’

share, takes the administration of the Plan out of the hands of
the duly constituted authorities., This last aspect of the matter
is not without its practical aspects, for the time 1s coming.
owing to the irregular nature of the Annuity payments. when the
income accruing to the Annuity in a given month may not provlide
sufficient funds to cover the normal monthly programme, and in
that event the effect of permitting the Recovery Act to operate
on its present basls would be to give the British Government

a preference over everyone else, and perhaps to create a real

shortage of funds.




The so-celled lag in the payment of vouchers does not glve

“Eny answer to the difficulties. Whether or not there is e lag,

the faet of the matter 1s that the British Government has collected

the sterling in England and, therefore, has the money. This gives

rise to a corresponding obligation on the part of the Agent

General to mske reimbursement tc the German exporter of the

equivalent sum 1n reichsmarks, snd this sum has to be carried as

en accrued lisbllity in the Annuity accounts even though the

vouchers have not actually been presentea for payment.

In these circumstances I see no alternative lefit except to
put the sterling to the credit of the Agent General for Repsration
Payments and under the control of the Trensfer Commrittee. This
makes it possible for the Transfer Committee to exercise the same

control over Recovery Act payments that it already exercises over

deliveries in kind, thus carrying out faithfully the provisions
of the Plan to the effect that payments under the Recovery Acts
are to be regarded as deliveries in kind . It does not seem to
me that under such an arrvangement the british Government would
lose anything to which it 1s rightfully entitled under the Plsn.
In the ordinary course of events the practice would be, as set
out in the resolution of the Transfer Committee, to make payments
out of this sterling at regular intervals to the British Govern-

ment, within the limits of 1ts share of the Annuity. This would

always be subject to the decision of the Transfsr Committee as to
how far the payments cculd be made without endengering the German
exchange, but this 1s a condition applicable to all payments under

the Plan including deliveries 1in kind as well as payments under

the Recovery Acts, I do not see, therefore, that its application




could in any sense operate to the prejudice of the British

Goavernnment.

'L As I understand your position you have two principal objecte-
ions to the deposit of the sterling to the credit of the Agent
General for Reparation Payments, the first bteing that it involves
you in legislative difficulties in view of the provieions of the
exlsting Reparation kecovery Act. I cannot see that thils is e
valid objection. All of us have assumed from the first that any
of the changes under discussion with respect to the Recovery Act
might involve some modification of the existing Act, and I
should think that whatever modification meay be necessary to
cover this point could be made without edditionsl difficulty.

I am not able, of course, t¢ give any useful opinion as to the

constructlon of a Hritish statute, but even the present law seems

to me to contemplate something not very different from what the
Transfer Comnittee proposes, for it speaks in terms of depositing
the collections to a "special account”, in such manner as the
Treasury may direct, and earmarks the funds as being lntended to
discharge the reparation obligations of Germany. If, as I
understand you fesl, this parsgraph hes to be modified I should
think it would be a perfect answer to any parilamentary objection
to point out that since the enactrent of the hecovery Act the
British Government has signed the London Agreement, which

congtitutes in effect a new treaty and supersedes the provisions

of the Recovery Act in so far as inconelstent therewlth. To
state 1t 1in a slightly different way, the London Agreement
regulates the reparation obilgations of Germany by setting up

the Transfer Comrittee and endowing it with broad powers over the

transfer of German payments, and any change that may be needed

in the law in order to bring the Keparation Recovery Act into




narmony with this new definition of Germany's obligations raises

no new question but is merely a step taken by the Government in
"erer te carry out an already existing commitment.

As 1 understand your other objection it arises from your
feeling that the Transfer Committee has no power under the Plan to
authorise the Agent General to open and maintain accounts abroad
in foreign currencies. This raises the second and broader 1ssue
to which I referred sat the beginning of this letter, and on
this question also it seems to me that Fraser's opinion is quite
conclusive. It is hardly necessary for me to sdd to the legal
arguments which he advances, but slnce your letter indlcates a
good deal of doubt on thls point it may be just as well for me
to meke a few remarks, first, on the qucstion of law, and,; second,
on the business aspects of the matter.

From the legal point of view I do not personally see how there
can be the slightest doubt about the construction of the Plan.
The provision which you paraphrase from Annex 6 reads as follows:

IV. The Committee shall have power, and it shall be its duty:

(b) to convert these benk balances into foreign currencies
from time to time and, after coavergon, to remit them

in accordance with tne Inetructions of the heparation
Commission.

Elsewhere in the Plan it 1s stated to be the duty of the Transfer
Committee to gecure "the maximum transfers without bringing about
instability of the currency". iioreover, the provision
above~-quoted from Paragraph IV (b) is followed by a genersl
provision which you do not quote, reading as follows:

“Hoth the foregoing powers (a) and (b) to be exercised
to the extent to which in theAldonment of the

Comniilee, the foreign exchange market will permit,
without threatening the stability of the German
currency”.
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It seems to me that these several provisions indicate, as clearly
‘9 it is possible for language to indicate, that there are two
independent procssses involved in the operation, that 1s to say,
first, the conversion of mark balances into foreign currenéies,

and, second; their remlttance after conversion. It 1s expresely

provided the power is to bg exercised to the extent to which; in
the judgment of the Committee, the forelgn exchange market will
permit, and this must mean that the Ccmmittee 18 frese to stop with
the first step, that 1s to say, the conversbn into foreign
currencies, if in its judgment it 1s not safe to proceed with the
final step of distributing the funds among the Powery,

To speak in more general terms, the Transfer Committee has
been entrusted by the Plan with the duty of securing the maximum
transfers that can be made without bringing about instability
of the German currency. The lenguage of the Plan about meintain-
ing balances and converting marks into foreign currencies must be
construed not as belng restrictive but as being intended to give
the Committee the facilities which it manifestly needs 1in order
to discharge its responsibilities. This is almost the first
principle of construction. The language used 1s not in the least
ambiguous or uncertain, and I do not see any basis for giving 1t
a restrictive construction.

From a practical point of vliew the case 1s even clearer. The
Plan expressly provides, a8 I have said, that the Transfer Committee
is intended to secure the maximum trensfers without bringing shout
instability of the German currency, and I should suppose it was
desired that the Committee ahould accomplish thils result to the

best of its ability. It is manifest
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that the Com.ittee cannot do this if it is hempered in its

..;rations by never being able to telke but one position in respect
to the exchange markXet, or, in other words, if it must’%éwiy;eller
eand can never be a buyer of Gerrnn exchanse, To put the case more
gspecificelly,. 1t must be clear to anyone haviﬁg experience with the
foreign exchan~es that the Transfer Committee will necesserily have
to feel its way in maling cash transfers, and thet in general its
policy will always have to be put just enough, but not too much,
pressure on the Gerwan merke To do this safely it muast have some
margzin of safety in the form of reserve balonces ebroad in forcign
currencies out of which it could buy marks if at any timc the
transfers seemed to be endangering the stebility of the German
currency. To adopt your construction would meen that the Tiunsgfer
Committee could never mave a conversion into foreign ocurrenciles
except for the purpose of Immediate and final payment to the
Governmenta, or, in other words, that the Transfer Committee's action
in converting marks into foreign currencies would always be
irrevoceble. Aa e practical meatter this would put the Zommittee

in an impossible position. On the one hnnd 4t would bhe helpless
to discharge ite very great responsibilities In respect to the
Germen exchange 1f It were deprived of all meana of protecting
itegelfl ageinst mistakes of Judgment or unforeseen contingencies.

On the other hend, the uvomnittee would not be sble to discharage

to the full 1its responsibilities in respect to the *llied and
fsgoclated Powess, for the reason thet I1f the Comuittee must
alweys be a seller snd con never be a buyor of Gemien exchange it
will be instinctively and inevitably more hesitant in maliing

transfers., It would be deprived of nll opportunity to test out

Digitizegl for FRASE ) .
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curencies as finel irrevocable. Altogether, therefore, it seems

tgame that the position which you suggest would work directly
against the interests of the 2llled and /esocicted Powers, for it
ig sure to reduce the capacity of the Transfer Committee to make
tranafers and to cut down the amount of cash transfers available
to the Governments.

There is unother/ggﬁgié%%%tion vhich points in exactly
the same direction, If the Trangfer Committee is going to secure
the maximum possible transfers it has got to do what everyone else
in & similar position must 4o, namely to buy foreign currencies
vith dts marlt balances as and when the market permits., The foreign
exchange market 1s necessarily subject to many influences not under
the control of the Transfer Committee or of the Govermments, and
its movements cannot be expected to synchronize exactly with the
needs of the Allled and lssoclated Governments or with the schedule
of payments under the Annuity, It must be the policy of the Trange
fer Committee, therefore, to buy foreign exchange whenever it is
available, whether or not it is to be used for immediate disbursement
to the £Allled Governments, end in dolng this the Committee will
naturally heve to follow the same policy which anyone else with
large needs for foreign currencies would followy namely, to
accumilate foreign currencies sbroad against the day when they willl
s needed for disbursement, I do not Imow, for example, the
course of your oporations with respect to the debt to America, but
I suppose that your Treasury followe exactly this policy in
accumulating the funds needed for the semi-annual payments on
account of interest and amortisation, It i1s only by pursuing
substantially the seme tretles, and getiing foreign ecexchange

whenever it safely can, thet the Transfer Committee wlll pe able

t0 secure the maxinmumn transfers.




" This being the cese, the effect of holding to your position
~

egainst the esteblishiment of foreign accounts to the credit of the
Azent General is to rlay directly inte the hends of the Germans,
If there are to be any substantiel cash transfers somebody will have
to accunulate the foreign currencies for the purpose, and if you
adopt a construection under which the Agent General cannot accumulate
these balances for the Trangfer Committee the inevitable result is
to throw the Agent General end the Trensfer Committee completely
into the hands of the Reichsbank, for if the Transfer Comuittee
cannot accwiulate the balences itself it will have to depend upon
their accumilaetion by the Reichsbank. I should suppese thaet,
generally speaking, the £llied eand /ssocieated Governments would
prefer to have their own representatives handle the funds than to
rely on the Reichsbank to meke the accumuletion for the purpose.
Another point thot must be kept in mind 4s the relation of
this question to the service of the German External lLoan 1924.
Both the Agent General and the Transfer Committee have assumed very
definite respongibilities in relation to the service of the Loan,
and practlcally the whole service has to be accomplished in foreign
currencles. The total amount Involved 1s about 92,000,000 goldmarks
a year, and from time to time speclal messures wlll undoubtedly
have to be teken thet wlll involve the esteblishment and maintenance
of foreign balances, elther with a view to arranging the service of
the Loan more convenlently or with a view to protecting the servioce
agalnst varioues contlingencles, It 1s manifest that the Agent
General and the Transfer Committee rmst be free to use whatever
facllities may in thelr judgment be necessary for dischargling

the responsibvilitles which they have undertaken in refefcnce to

the Loan, ancd if this Involves the establishment of fordign
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2lences from time to time in the name of the Agent General I do not
ignoeiva thet anyone can properly offer objection.

These conclusions seem to me inevitable, and I have arrived
at them onlﬁafter much study on my own pert and a good deal of
consultation with people having practicel experience in such matters.
The other members of the Transfer Committee have all indicated the
game opinion whenever the quostion has come up, and, as you probably
know, Mr, Henry Bell has written a letter to Governor Normaratating
the same conclusions with respect to the transfer problem, and
particularly with respect to the necessity of having balances
abroad in forsign currencies, I attach the greatest importance
to his opingon because he speaks not merely as a member of the
Trensfer Comnittee but also with the practical judgment (of a
banker of unusuelly wide experience, I have also discussed the
question at some length with Governor Norman, and with Sir Rotert
Kindersley and Sir Josgiah Stamp, and I understand them all to be
in full accord.

To put this all in a nutshell, the situation is that the
Experts' Plan has set up a Transfer Comnittee with a fare
reachling rowersg and resyonsibilities, in an effort to reach a
satisfactory solution of the so-cmlled transfer problemy That
problem is in many ways a new one and it presents unique
difficulties, The world has never known the problem before Iin
enyaliing like thils magnlitude, and under the most favourable
conditions it 1s one of unexampled iIntricacy and difficulty. It
18 the keystone of the Experts' Plan, and the abillity of the
Transfer Comulttee to work 1t out is going to determine very
largely the success or fallure of the Plan, Manlfestly the
rrovigiong of the Plan relating to the functions of the Transfer

Committeémust be given en Interpretation that will make them

gffective, and must be construed as giving to the Committee the




ordinary powers needed for the discharge of its recsponsivilities,
I belleve that this 1s the natural meaning of the language used,
and that the other construction which you suggest is much too
constrained and restrictive., It might even be dastructive,

I think you wlll agwee that thils Is not the ¥ind of question

to be scttled by arbliration or similar proceedings, The practical
way 1s to thrash 1t out thoreugsrly in the begilaning and come to an

4

understanding about it. VWith this 1n view I hope you will think

the whole thing over most carefully and let me have ycur further

thoughts about it as soon as you ceocnviontly can,

Sincerely yours,

(Sigred) S, PARKER GILBERT,

Sir Otto E, Niemoyer,
Treasury Chambors,
Whitehall,

Iondon, England,

3 enclosgures,
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EXTRACT FROM MINUTES CF 6TH MEETING OF TRANSFER COMMITTER S
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The Transfer Committee, at its meeting on the'18th Féﬁruary 1926,
took the following actlon, by unanimous vote, on the subject of the
Reparation Recovery Acts:

The Committee took note of the efforts that had teen made to find
e satisfactory substitute for the present system of collection under the
British Reparation Recovery Act, on a basis that would permit the payment
of the tax on a statistical basis through periodical credits in reichs-
marks on the books of the Agent General for Reparation Payments, and

noted further that after canvassing all the possibllities there seemed

to be 1little or no likelihood of being eble to work out at this time an
acceptable method of reallising on the reichsmarks thus credited for
account of the British Govermment, in view of the general practice
among German exporters to invoice their exports to England in sterling
rather than in reichsmarks.

It was the sense of the Committee, assuming that the present
system of collection under the Reparation Recovery Acts is to continue,
that the Transfer Committee would 1tself be in position to authorise
continued reimbursement to German exporters under the Acts only if the
proceeds of collection by the respective Goveraments under their
Reparation Recovery Acts are regularly deposited, in the foreign
currencies, to the credit of the Agent General for Reparatlion Payments,
so as to place them under control of the Transfer Committee, as
contemplated by the Experts'! Plan, and assure tc the Committee the same

control over Recovery Act payments as 1t already exercises over payments
for deliveries in kind, the understanding bein~ that the funds thus
deposited would in turn be availeble, in so far as may be possible in
the Judgment of the Transfer Committee without endangering the German
exchange for payment at regular intervals to the respective Governments

on account of thelr respective Reparation Recovery Acts, ithin the

1imits of thelr respective shares of the annuities under the Plan,
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My dear Governort:

I have just heard from Governor Norman that there is a chance
of your coming to Europe within the next month or two, and that if
you do come Norman is planning to make a trip to Berlin with you.

I hope very much that you will decide to come. I should love to
see you and talk things over, and I am sure you would find the trip
interesting from your own point of view, It is really necessary to
gsee Germany in order to get a picture of the situation ower here, and
I should particularly like to have you meet and get to know Schacht.,
Norman already knows him well. It would be a first-rate thing all
around if Schacht could also establish contacts with New York, particu-
larly with the Federal Reserve Bank.

I hope you will let me know, by cable if possible, whether you are
coming over and, if so, when you are likely to be in Berlin, If you
prefer, the cable could come by code either through the American Embassy
here or through Morgan, Harjes, When you do come I hope also that you
will plan to stay with us. We can give you the spare room and put you
up just as quietly as you would like to have it.

With best regards, I am,

Sincerely yours,

Benjamin Strong, Esq., Pa OV CW J

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




J. P. MORGAN & Co.
CABLE DEPARTMENT
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P~ | .
Ul Xf &)

My dear Govermnor:

I am glad to have your letter of July 23, 1925, and to know
how your plans are developing. I hope that they will ultimately lead
you to Cabourg, for it would be great fun to be able to play together

there for a few weeks.

We are all leaving here on Sunday, August 2nd, and expect to
arrive in Paris early Monday morning. Mrs, Gilbert and I are then plan-
ning to go by Tuesday night's train to Biarritz to spend three or four
days there with the Morrows. I expect that we will reach Cabourg about
Monday, August 10th, and that we will settle down there for three or four
weeks., Mrs, Gilbert's father and mother arrive at Cherbourg on August
12th, and will join us at Cabourg.

I have never seen the place personally, but from all accounts
it ought to be quite perfect. At any rate it is sald to have an excep-
tionally good golf course,as well as good bathing and good temmis. We
are going to the Grand Hotel, which I understand is the only hotel there,
It is said to be & really quiet place, and I do hope you will all decide
to come.

Our address in Paris will be the Hotel Crillon, and there may

be a chance of seeing you next Monday or Tuesday. Do not forget that

my Paris office, on the 5th floor at 18 rue de Tilsitt, is there for you




to use if you would like it, and I want you to feel free to call on 1t

for anything that it can do to help you.

I cannot tell you how happy I am about the results of your
visit here. It has done a world of good to have you and Norman make
such & visit to Schacht, and I think that the relationships which have
now been established will be of the greatest assistance in keeping things

on an even keel. Among other things, it has given Schacht a mach broad-

er point of view, and, at the same time, has enormously strengthened

his position at home. I ean tell you more about this when we meet again,
but in the meantime it may interest you to know that his devisen position
is showing consistent improvement these last few days and that he is much
more cheerful about it. It may interest you also to have the enclosed
copy of the statement which he made a day or two ago before the Central
Cormittee of the Reichsbank,

Thanking you again for your letter, and hoping to see you all

soon, I am,

Faithfully yours,

& 7
/\\\S/f(/(lbﬂéiA.t% ﬁ)1/{f%jL£&L(; |

Benjamin Strong, Esq.,

o/o Bankers Trust Company,
3 & 5, Place Vendome,
PARIS.

1 enc.
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Berlin, September 10, 1925.

My dear Governor:
I was much surprised to find, onrmeturning to Berlin, that the German

Government had just issued a statement to the effect that public funds will bes loened

4

to the banks at 7%, and that even the rate on long-term funds of the Postal Admin-

istration has been reduced to 8%. This snnouncement took the form of & statement

from the Ministry of Finence, and I am enclosing & copy of it herewith for your

information. As you will notice, the statement defines public funds to include not

=3

only funds of the Reich Government but also funds of the Postal asuthorities, the

£ +H

Germen Railway Company, and the Insurance Office of the Reich. As you will also
notice, the statement says that the reduction in rates is being taken "with the co-

operation of the Reichsbank."

-

Schacht has not yet returned, but if it is in fact true that this action

R

has been tsken with the cooperation of the Reichsbank, I can hardly account for his

(v)]

not having mentioned it in the conversations which we had in London on Monday. A
a matter of fact, while Strong was present, I asked him particularly whether he now

+

had satisfactory control over zl11 the various public funds, and
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goricelly that all these funds were now deposited with the Reichsbank and that he was
entirely satisfied. If, on the other hand, the German Government has taken this

action without consulting the Reichsbank, the situation seems to me even more serious,

first, because it is a clear indication thet there are still important Government funds

which are not yet deposited with the Reichsbank as contemplated by the Experts' Plan,
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and, second, because the Government's readiness to loen out these funds at 7
thereabouts, is a definite attempt on its part to undercut the Reichsbank and meke the

Reichsbank's discount rete and credit policy utterly ineffective.

I regard the Government's action as in violation of both the spirit and the
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letter of the Experts' Plean and &s calling for action accordingly on the part of

the _Meneral Board of the Reichsbank &nd on my part s Agent General. It seems to

<

me that it also has a direct interest to you and the other central benks, for it
is certainly difficult, if not impossible, to regard the Reichsbank as a proper
central bank so long as its position is subject in such a way &s this to the action
of the Government.

In view of the interest which Sir Charles Addis has taken, I am also sending
him & copy of the Finance Ministry's statement, end em writing him in & somewhat
gimilar vein.

Feithfully yours,

S. Parker Gilbert.

The Honorable

Montagu C. Normen,

Governor of the Bank of England,
Threadneedle Street, E.C.Z2,
London.

1 Enc.




9th September, 1925.

t The Berlin morning pepers of September 8th published the following:

"The Ministry of Finance of the Reich publishes the following communiqub:

"In order to carry out the contemplated measures to lower prices, the
Government of the Reich recently decided to administer the public funds of tha Reich
in such manner that not only no dsnger of an increase in private rates for money
should occur, but that, on the contrary, the stimulus for their lowering should be
given. Therefore, with the cooperation of the Reichsbank, an agreement has been
reached between those offices which loen public funds - i.e., between the Ministry
inance of the Reich, the Postal Authorities, the Germen Railway Company &nd the
Insurance Office of the Reich - that when funds sre losned to those bankse which are

entrusted with the further distribution of public funds the interest rate may not

exceed at present 73%. The interest rate for long term funds of the Postal Adminis-
tration has been reduced to 8%. The banks entrusted with the further distribution
> (I

of public funds have undertaken to csuse the benefit of this reduction of interest

to be pessed on in full degree to their customers, and, furthemore, to restrict their
interest margin to the lowest possible measure. Definite agreements have been made
on this point."

According to the "Berliner Tageblatt" of September 9th (morning edition),

the Berlin Stempel-Vereinigung held a meeting yesterday to discuss the quesiion of

how this organizetion could participate in the action to reduce prices. It was de-

cided that the Stempel-Vereinigung should reduce their credit commissions but lesve
o L

the interest rate unchanged.




Berlin, September 12, 1925.

From: The Agent General for Reparation Payments.

The Finance Minister of the Reich, Berlin.

i

Dear Mr. Minister:

I bave noted with much interest the statement from the Finence Ministry
of the Reich which appeared in the Berlin morning newspapers of September 8, 1925,
summarizing various recent changes in the administretion of the public funds of the
Reich. I notice with particular interest thet the offices which the statement de-
scribes as lenders of public funds are the Finance Ministry of the Reich, the Postal

Authorities, the German Railwsy Company and the Insurance Office of the Reich.

The situation created by this accumulation of public funds is in many ways
unique; and while the size of it in common report may be exsggerated, any measures
which you may be teking to deal with it are of high interest, and necessarily have
an intimate relation to all activities concerned with the German economy.

I am accordingly moved to ask you for certain additional information,
supplementing what was given in your newspaper statement. I should appreciate, first
of all, your best information as to the total volume of funds controlled by each of
the offices mentioned above, and as to the amounts which will be available in each case
for employment under the programme which has been announced. I recell that last
February, when the methods of placing postal funds were revised, & procedure wes mede
public in outline showing how the postal funds were to be employed, and through what
agencies they were to be placed. I should much eppreciate it also if I might receive
now & similar outline in such deteil a&s possible, showing in what forms of investment
the various lending offices referred to intend to employ their funds, and through what
benking or other agencies the funds in question will be placed.

Respectfully,

(S5igned) S. Parker Gilbert
Agent General for Reparstion Payments.




RIVATE September 13, 1925.

My dear Governor:

' In view of my letter of September 10 about the statement recently
issued by the German Government as to the distribution of public funds, it may in-
terest you to know that evidence seems to be accumulating to the effect that the
Government is following a well defined policy of putting pressure on the Reichsbank
to reduce its discount rate and loosen up its credit policy. I hear privately
that Schacht was furious that the Government should have issued the statement which
I have already sent you and that this statement actually was issued without consult-

ing him. I gather thet to some extent at least the statement is & political man-

oeuver on the part of the Government, designed to put some of the burden for the
increasing cost of living on the banks, and particularly 6n the Reichsbank. It may
not in fact mean much change in policy, but it makes Schacht's position all the more
uncomfortable.

Yesterday morning, for example, the Tageliche Rundschau, the official
organ of the People's Party (which means Stresemann) cerries the move & little further
with & new article explaining the various messures which the Government is supposed
to be teking to bring about a lowering of the cost of living, and stating among other
things that the Reich Govermment is now approaching the Stetes and Communes with s
view to causing them to follow, in the administrestion of their funds, the same prin-
ciples &s those announced by the Finance Ministry in the statement of September 8.

The article goes on to state that the Reichsbank intends to adjust its discount policy
to the measures of the Government, and that it will shortly reduce its official dis-
ount rate by one per cent. I cen hardly believe that this last statement is true,
‘'or this is certainly not the time for the Reichsbank to lower its discount rate.
s 8 matter of fact, I should sey that if it does anything it ought to raise its

iscount rate, particularly if there is going to be any suggestion that the Transfer

mmittee ought to take steps to reduce to some extent the scale of deliveries in
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kind and recovery act payments. My information is that Schacht is actually
thinking of putting some such suggestion on the Agenda of the next meeting of the
Ge,l Council.

Incidentally I hear that part of the pressure in Government circles for
a lower discount rate comes from the recent lowering of the discount rate in Austria
and the rather definite prediction from Reisch that there will be a still further
reduction in the Austrian discount rate in the near future. I must say that it
seems a little surprising even to me that the Austrian rate should come down so much
at just this time, and it is, of course, almost impossible for thevGeIman mind to
understand how Austria could be able to have a lower bank rate than Germany.

The most unnatural thing in the German situstion, it seems to me, is the
enormous accumulation of funds in the hands of the Reich Government, the States and
Communes, and other semi-public institutions such as the Post Office and the German
Railwey Company. Estimates differ as to the total of those funds, but I understand
that according to the Reichsbank's latest estimate the aggregate amounts to over
two milliards of marks and I have heard of estimates running as high as three and
one-half milliards. Even et two milliards such an accumulation is of the utmost
significence, It means, in the first place, that the Governmental authorities are takimg
out of productive uses an enommous fund of liquid money, at a time when the liquid
capital of Germany is at an exceptionslly low level and the greatest need of the
country is for more working capital ir production. It also means that the Government,
in its various forms, controls the largest aggregation of liquid money in Germany,
and is thus able to undermine the Reichsbank and meake the Reichsbank's policy meaning-
less. One of the worst things about the whole business is the general lack of
frankness in desling with it. There is, for example, a most astonishing lack of
public information as to what is going on, and it is almost impossible for anyone to

find out what the various funds amount to or how they are being handled. The first

step which I have taken, therefore, is to make inquiries of the Finance Minister as




P )
to what his stetement means, and as to where and how he is planning to put out the
MONey. I have done this by & formal letter of September 12, 1925, end am enclosing
a %’.ﬁuof it herewith for your private information in the thought thet it may be
<

interesting to you to have it.

I em writing Sir Charles Addis substantislly to the same effect in order
that he may be informed as to developments.

Faithfully yours,

S. PARKER GILBERT

The Honorable

Montagu C. Nomrman,

Governor of the Bank of England,
Threadneedle Street, E.C. 2,
LONDON.

1 Enc.
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BERLIN September 14, 1925,

My dear Governors:

It is difficult at this distance to keep you cur-
rently advised as to the developments in the situation here,
but one rather striking thing has happened within the past
week and I think it will be helpful for you to know about it.
It took the form of a statement issued by the Finance Ministry
on the 8th of September, amnouncing & new system of distribut-
ing publie funds at relatively low rates of interest. I am
enclosing & copy of the statement herewith for your information,
together with copies of two letters dated September 10th and
September 13th, 1925, which I sent to Governor Norman in order
to give him the picture as I see it.

As you will notice the Finance Ministry issued its
statement while Schacht was in London. I think that to some
extent it is a bluff, and that in this sense it is designed
to help the Government in its difficulties about the increas—
ing cost of living. The statement none the less seems to me
of the utmost significance, and I think it shows the Govern-
ment's hand perhaps more than the Government itself intended.
As a matter of fact, the present Government has done nsarly every

thing in its power during the time which it has held office to

raise the level of prices and increase the cost of living in




Germany. The credit policy of the Reichsbank has been practically

the only factor working for deflation and lower prices, and I
believe that there is in comsequence & growing divergence between
the Reichsbank and the Government. The inevitable effect, it

seems to me, of the Government's announced policy &s to the dis-
tribution of public funds would be to make the Reichsbank's poliecy
meaningless and contribute materially to the raising of prices
rather than to lowering them. I imagine that this, in fact, may be
the Government's intention.

I am planning a rather heavy attack on this whole bus-
iness in my next Report, which is due to come out about the middle
of October. In the mean time, there is sure to be some discussion
of the subject at the next meeting of the General Council of the
Reichsbank, which falls on September 30th, particularly if there
should be any suggestion at that meeting sbout reducing deliveries in
kind or recovery act payments on account of the position of the
Reichsbank. It is quite possible, also, that I may have to move
directly on the Govermnment if the situation continues to develop
on its present lines. I have already teken the first step in this
direction by sending a formal note of inguiry to the Finance
Minister, a copy of which I am also enclosing for your information,
asking for his best information as to the volume of public funds
available for distribution and the ways and means by which they will

be distributed. As soon as there are any other special develop-

ments in the situation I will let you know.




1t was good to see you sgain in London,

and to

have the opportunity of talking things over with you end the

others at the Bank. I hope that you have had & good trip

back and have been a&ble 10 snateh a little rest en route.

With best regards, 1 am,

Peithfully yours,

3
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Benjamin Strong, Esqes
Governor, Federal Reserve Bank,

KE“;I YORK’N L Y.

4 encse




PRIVATE September 17, 1925

My dear Governor:

I have just received your private letter of the 1l4th
of September, 1925, in answer to my letter of the 10th of September
sbout the statement issued by the Finance Ministry. I have since written
you two other letters, and I understand that Bruine has also sent you a
copy of his letter of the 15th of Sepuvember to Z4r Charles Addis, all of
shich will make the eituation somewhat clearer,

I have no resazon to think that Schacht has not been acting
quite fairly in the whole matter. On the contrary I think his position
has been perfectly sound, snd I strongly sympsthize with it. The fact is
nevertheless that Schacht ie acting under heavy pressure, arising primarily
from the rather serious divergence between the policy of the Reichsbank
and the policy of the Goverament. This naturally puts him under some
restraint.

I think it becomes increasingly clear, as I have already
written you, that the statement issued by the Finance Ministry was largely
e political msnoeuver, and that the statement itself may not mean much
actual change. On the other hand, it will not do to igmore what the German
Government is actually doing, and from this point of view the chief signifi-
cance of the statement, and in fact its chief value, is that it shows the
Government's hand much more than, I think, it intended to do. There is
no doubt st =1l that the Seeh:ndlung (The Pruseien State Bank) and the
Reichskreditgesell echaft are doing an extraordinarily large business, much

of mixkazk it with public funds. The Seehandlung probably operates chiefly

with funds of the Prussisn Stzte and of the Reichs Post, whhike the
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Roichskreditgesellschaft 1s entirely owned by the Government of the Reich and
certainly depends, directly or indirectly, on the funde of the lleichs. No
Qi‘ seeme¢ to know, or at lesst, no one is willing to tell, what the exact
facts are, elther as to the nature of the various funds st the disposal of
these two institutions, or as to the amounts which are being handled through
them. The Reichskreditgesellschaft, for example, never issues a statement
of its condition, though it is supposed to be doing a businees sbout as large as
that of the Disconto-Gesellschaft. Its officials, for example, are openly
boasting of doing one of the largest Lanking businesses in Germany, and have
even been saying recently that the Reichskreditgesellschaft stands in the
same relation to the Govermment of the Reich that the Seehandlunz holde in
relation to the State of Prussia. Ae nearly as I can find out, moreover,
it seems to be the practice of the Relchskreditigesellschaft to act as a
kind of rediscount bank for the other German banks, and I understand that it
occasionally mekes rather large rediscounts even for some of the "D" banks.
The Seehandlung does occasionally publish = statement, but not a epecislly
informative one. According to its latest statement its deposits are
at a very high figure and have increased by several hundred million marks
during the past three months. Generazlly spesking, the meznagement of the
Seehandlung seems to be thoroughly burssueratic, and frequently stupid.

I am writing you this much in detzil beczuse there may be a ten-
dency, perhaps even on Schacht's part, to maintain that everything is
sll right snd that there is no danger to the Reichsbank in this situation.
There has already been, for example an zmazing amount of quibbling about
what are or are not public funds and you can be slmost sure that any one
here who makes a statement about the disposition of public funds does it with

mental reservations as to what the term means. That, in fact, is the one

great beauty of the Finance Ministry's statement of last week, for it does
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frankly include the principal categories of public or semi-public funds
under the definition. From the point of view of transfer, the question
\

A manifestly of the utmost significance. I do not see, for example, how
I can be expected to regard the Reichsbank as the Centrzl Bank for purposes
of forming a judgment sbout the possibilities of transfer when the German
Government is using at least two or three other institutions to perform
central banking fundtions and leavin the Reichsbank to act as the
guardizn of the count y's reserves of gold and foreign devisen, while de-
priving it of its naturzl rescurces and of the necessary control over
credits. In letter and in spirit the policy that the Germen Government
is following, violates, it seeme to me, the provisions of the Plen, and
it comes dengerously newr to smounting to a "financisl manoeuver” within
the terms or the Plan and the London Agrcement.

From every point of view, it seems to me of the utmost
importance now that the issue has been more or less openly reised, to ex-
plore as completely ae poseible the facts in the situation 2nd to take
appropriate action to coerrect the Germen Goveroment'e policy.

Sincerely yours,

(cigned) 8. PARKER GILBERT

The Honorable

Montagu C. Norman,

Governor of the Pank of England,
Thresdneedle Street, E. C. 2,
LONDON

SPGMC

PS: I am treating this letter as entirely private to you, and am not
sending anything of the sort to either Addis or Bell.
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My dear Governors

In accordance with the conversations which we had
over here, I am semding to you herewith & copy of my letter
of the 1llth of March, 1925, to Niemeyer, with its enclosures,
on the subject of the Reparation Recovery Act.

As you will notice, the difficulty with Niemeyer at
this stage of the proceedings was that he seemed determined to
raise the question of the Transfer Committee's power to carry
balances of any kind abroad, except for purposes of immediate
transfer to the creditor Powers. I think I told you in London

that I answered this question immediately by opening asccounts

abroad with both the Bank of England and the Federal Reserve
bank in New York, and I am now carrying an account also with the
Bank of France. Niemeyer was also forced to concede the point
in the settlement which we finally reached on the Recovery Act,
for the sgreement for amending the methods of its administra-
tion expressly provides for the opening of an account with the
Bank of England in the name of the Agent General for Reparation

Payments, from which withdrawals are to be made by the Agent

General on the direction of the Transfer Committee.




This disposed of the Recovery Act difficulties with

Great Britain but, as you will also note, I was obliged in ar-
guing the thing out with Niemeyer to go rather deeply into the
broader questions both of the Transfer Committee's powers and
of the methods which it might follow in securing foreign exchange
for purposes of cash transfer. I have 10 real doubt about the

question of power, and that is fully covered by Fraser's memoran -

dum of the 1l6th of February and my own letter of the 1llth of
Marche

The other question, as to the practical means of carry-
ing on the exchange operations, is now the really live question,
and I should be very grateful if you would be thinking it over,
with a view to a more definite exchange of opinions in the near
fature. I have in mind, for example, that we might go over it
pretty fully around the first of the year when I hope to be in
New York and that in the meantime you and Mr., Jay might be figur-
ing out, first, what information you could arrange to meke avail-
able to me on the subject of German balances in New York and
German exchange operations through New York, and, second, what
means on our part, would, in actual practice, be best adapted
to the handling of actual cash transfers. For the present and
the immediate future, when purchases of foreign currencies will
be small and will be chiefly for the service of the locan, I am
pretty well satisfied to hamdle the business from this end through

the Reichsbank, but it seems to me that it would be & great mis-

take to let this be the only channel of operations for the future.




I should like very much, for example, to explore the ways

and means of getting at the exchange from the other side, =~
that is to say, through operations in New York and London.

One of the most helpful things, I should think,
would be the development of a more central foreign exchange
market in New York, I am particularly interested in what you
said in London about what seems to be the growing tendency
to create something like a market at the Federal Reserve Bank.

I should much appreciate any suggestions that either
you or lir. Jay may have to offer on any of these matters, and
I shall look forward particularly to talking them over with
you more fully when we meet againe

Faithfully yours,

P

O i,

/ —

) /4 " / LT

, ,
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™

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
NEW YORK,N. Yo

SICS.
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TheN(GENT GENERAL
FOR "HEPARATION PAYMENTS

PRIVATE Berlin, October 18, 18£5.

My dear Governor:

I am preparing & more comprehensive letter to you on the subject of
public funds and the Reichsbenk's policy, but it will not be ready for esmother
day or two. In the meantime, it may be helpful to you to have capies of e few
additional exhibits. I am accordingly enclosing, for your confidential information,
copies of the following documents:

(1) My letter of Beptember 17, 1925, to Governor Norman, indicating

my innermost thoughts about the situstion, perticulerly in so far as
concerns Schacht's attitude. (I have not hitherto sent & copy of this
letter to anyone, but it still holds good, and it mey be useful for

you to have it in comnection with Schacht's visit.)

(2) A speech which Schacht delivered at Karlsruhe on October 5, 1825,
a8 reported in the Frankfurter Zeitung. This, of course, is not con-
fidential. As you will notice, it takes quite & strong position ageinmst
municipal borrowing abroad.

(3) A memorandum which Finlayson, the Financial Attache at the British
Embasey, hes prepared for Lord D'iAbernon, summerizing & conversation he
had with Dr. Schacht on the morning of October 7, 19Z5.

The memorandum from Finlayson is particulerly interesting. It is quite
characteristic, for exsmple, for Schacht to have seid that he could not be expected
"to conspire ageinst his own Government." As & matter of fact, it is the cue to
the chief weaknese in his position. It ie natural enough that Schacht should be
embarrassed in relation to the Government, for it is his own Government which is

doing ite best to circumvent the Reichsbank's credit policy by carrying on an in-

dependent credit olicy of its own. Schacht might be expected to fight this policy

of the Government fairlyand - - « = = = = = = = cc s s v s = = - = o= = ===~
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q'larely, whether there were a reparations problem or not. It would seem to be
necessary in his own interest as a Central banker. But the effect on Schacht is
rathér to encourage him to try riding both horses, and he sometimes gets mixed up
in the stories he tells to different people, and even to the same person on dif-
ferent dates. For example, on the question of the Finance Minister's statement

of September 8, 1925, he told me a few days afterwsrds that he was thoroughly dis-
turbed by the statement, and everything he said and did for a few days indicated
clearly to those around him, as, for example, Bruins and the Members of the Direk-
torium, that he was perfectly furious that the Finance Minister should have issued
such a statement. About two weeks later, when the meeting of the General Board of
the Reichsbank was approaching, he spent half an hour telling me that he had seen
the Finance Minister's statement before it was issued and had approved it, on the
theory that if it was issued it would put the Finance Minister more or less in his
power by reason of the admission on the part of the Government that it was willing
to take as low as 7 1/2 or 8 per cent on its funds, thus leaving it open to Schacht
to offer as high a rate to them through giving them bills out of the Reichsbank's
portfolio. Schacht spent about an hour at the General Board meeting telling the
same story. To a certain extent it is true, of cowrse, that the Finance Minister's
statement may help in forcing the Government's hand on the question of interest,
but I cannot believe that Schacht's analysis of it from this point of view is any-
thing more than an afterthought.

One thing that may attract your attention in Finlayson's memorandum is

the statement, attributed to Schacht, to the effect that I have
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power under the Plan to deal with the Verkehrskreditbenk situatiomn. I wish

this were true, but Schacht knows 28 well &s enyone that the legal position is
Jjust the reverse. The Experts' Plam did provide, in so many words, that the
benk account of the Railwey Company should be carried with the Reichsbank.
The Organizing Committee, however, which prepered the Railway Law deliberately
omitted this provision from the Law and included the following statement from its
Report:

"The special Rellway Amnex, Article VII., provides that

'the benk account of the railways shall be kept at the New Benk'.

We are not clear as to the precise intsntion of the Experts on

this matter. The Concession &8 we have drafted it provides that

the peyments for the service of the Reparation Bonds and the

proceeds of the Transport Tax shall be paid inte the "New Bank."

But we have not thought that we were in a position to recommend

the enactment of positive legislation which would have the effect

of depriving the Company of all control over the banking arrange-

ments which it might be convenient to mske, and which could only

be altered hereafter by & very cumbrous procedurs.”

The result is that the Railway Lew conteins no proviesion on the subject,
and ee & legal proposition the Reilway Compeny is bound only by the terms of the
Law. Both the Railway Compeny and the German Government heve taken this position
from the outset, end Fraser advises me, after an exhaustive study of the question,
that there is not & Chineman's chance, from & legel point of view, of requiring
the Railway Company to carry its account with the Reichabank. Thet forces me
to fall back on general considerations which I am quite prepared to press with
vigor but which it is difficult to press to the limit in the absence of a legal
basis.

You are quite at liberty, by the way, to show both this letter amd the

enclosures to Governor Strong, and to Mr. Sterrett, if he should still be in

Bew York. I am having the letter meiled from London so &s to avoid - - - - - - -
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any danger of 1its being tampered with in the post.

Faithfully yours,

(Signed) S. Parker Gilbert

Gates W. McGarrah, ESqe,
Chairman of the Board,

Mechanics & Metals National Bank,
20 Nassau Street,

New York, N. Y.

S encls.
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BERLIN , October 18, 1925.

I received your letter of October 2, 1925, and

have already sent you a note acknowledging the receipt of

your letter of September 30th, which came safely by pouch.

It is most helpful, and I am writing to you separately

about it. I am glad that in the meantime you will be

having & good opportunity to impress upon Schacht the really

vital importance of clearing up

the question of the public

funds. I cabled McGarrah along these lines a week or so

ago, and I assume that he has already shown you & copy of

the message.

Benjamin Strong, Esq.,
Governor, Federal Reserve Bark,
33, Liberty Street,

New York, N. Y.

Sincerely yours,




THE AGENT GENERAL LI AGENT GENERAL
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BERLIN PARIS
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PRIVATE, BERLIN, October 18, 1925.

My dear Governor:

I have received your letter of Ogctober 5, 1925, and thank you
for giving me the results of the inquiries you have made about practical
foreign exchange men, I have read over the memorandum which you enclosed,
and am rather better impressed with Klingsmith and Palmer than any of the
others. I think that for the time being, however, the best thing is to
let the matter rest, until we know & little more at our end just what kind

of a man is likely to be needed. For the present, of course, there is

not much actual foreign exchange work to do, and there would not be enough
to keep an active man busy.

I should appreciate it, however, if you would keep the matter
in mind, and we might then talk it over further in New York, perhaps in
connection with the more general question as to the practical methods to
be followed in handling cash transfers. I might even take the opportunity
at that time to see personally one or two of the most likely men, in order
to have some good possibilities in reserve for eventualities.

With best regards, and many thanks, I &am,

Sincerely yours,

x /-‘7'

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
33, Liberty Street,

New York, N, Y.
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PRIVATE. BERLIN, October 18, 1925.

My dear Governor:

In view of the various conversations which we had in the
matter while you were abroad, I think it may interest you to have
copies of (1) a cablegram which I sent on Osctober 16, 1925, to the
Secretary of State on the general question of the Transfer Committee's
attitude toward German loans that may be floated abroad, and (2) a
copy of & letter of this date which I have written to Winston, on
the broader gquestion of the Administration's policy. I think I am
free to send you also a copy of Winston's letter of September 29, 1925,
to me, and I am accordingly enclosing it herewith. It explains some
of the references in my letter to him, and I trust you will treat it
as personal and confidential.

Sincerely yours,

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
33 Liberty Street,

| New York, N, Y.

3 encls.




CABLEGRAM FOR THE SECRETARY OF STATE, FOR TRANSMISSION THROUGH THE
AMERICAN EMBASSY, BERLIN,

October 16, 1925,

FOR SECRETARY OF STATE:

For your information, I have been receiving repeated inguiries
within past few days from representatives of American bamking houses as to
attitude of Transfer Committee toward service of Germsn loans floated in
United States STOP Practically all these inguiries have duplicated ingquiries
on the same point which were made nearly & year ago and one banker has said
that occasion for renewed inquiry was that the State Department had advised
his New York office to make such inquiries of the Agent General for Repara-
tion Payments STOP He said further that State Department has included advice
to this effeot in its formal letters to baukers indicating Department's atti-
tude toward several recent German loamns STOP If Department i1s in fact giving
this advice to bankers I should very much &ppreciate sample text by cable STOP
Our oonsistent amswer to all such inguiries, from the beginning of operations
under the Experts' Plan, has been that neither the Agent General nor the Trans-
fer Committee can give any assurances whatever with respect to the service of
loans which may be floated abroad by (erman States or municipalities, or in-
dustrial or other undertakings, and bankers and others interested have been
referred to the Experts' Plan and the London Agreement for a statement of the
powers and responsibilities of the Agent General &nd the Transfer Committee
in respect to the foreign exchange and the transfer of reparation payments STOP
There has been no change in the situation so far as the Transfer Committee is
concerned, and its attitude in the matter remsins unchanged,

GILBERT,
AGENT GENERAL.

(INITIALED) S P. G
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THE UNDERSECRETARY OF THE TREASURY
Washington

September 29, 1925.
Dear Parksr:

I have your letter of September 9th. We are in the

midst of the Prench negotiations and I shall not write you at length.

As & matter of fact, the Administration's policy in this matter is not

yot fully determined. I enclose a copy of the form of letter which the
State Department has been using on German loans. There is a general

feeling here in Washington that the bond houses which were short of stuff

to sell to their customers were becoming very reckless in what they were
buying. They seemed to think that if you made a showing that the borrower
had sufficient assets, that was the only inquiry to be made. We felt,
however, that in some way the attention of the underwriting houses should

be called to the fact that theirs was the responsibility to determine that
when the principal and interest of a dollar loan was to be paid, the borrower
would have some opportunity of obtaining the dollars and that it was up to
the undsrwriter, representing his future clients, to pass judgment on the
ability of the proposed loan to pay its way, not only in marks but in exchange
into dollars.

Personally, I feel that the present method of the Administra-
tiom in handling this foreign loan situation puts a responsibility on the
Administration which it should not take, The purpose of the form of letter
on German losns was an effort to remove some of this responsibility.

Don't you think Burope is borrowing too much?

Sincerely yours,
(Signed) Garrard Winston.
Hon. S. Parker Gilbert,

Agent Genmeral for Beparation Pgyments,
33 Luisenstrasse, Berlin, Germany,

2@5%1@10@




It is presumed that in considering the disposal of these securi-

ties to your American clients you have made sufficient investigation into
the purposes to which the money proceeds will be devoted to assure yourselves

that the loan will increase the productivity of Germany in an amount at

least sufficient to furnish, direetly or indirectly, the exchange necessary
for the service of the loan and to facilitate payments under the Dawes plan.
It is also presumed that, in connection with the proposed loan, you have
considered the provisions of the Dawes plan relating to the control of the
transfer of German payments made pursuant to that plan. The Department of
State does not wish to express any view at this time as to the-interpreta-
tion and application of these provisions or as to their effects 1if any upon
the service and repayment of loans such as that in question, and the Depart-
ment of course reserves full liberty to take such action if any in the matter
in the future as may be appropriate. The Department feels, however, that

it should call these matters to your attention.
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PESSONAL.
. Cotober 16, 1928.

Dear Garrardi
I have your letter of Geptember 29, 16256, in azswer SO my

letter of September ¥, 1925, gnd thank you for sending me the copy of

the form letter which the State Department hes been using in connection

with German losus.
sinece writiag to you, 1 have hesrd that the State Department

has smde another chauge in its form letter, sud one banker told me OB

7riday that it was now including & specific recommendation, or perhaps

request, that the bankers should make inguiries of the Agent General for

Reparation Payuents &8 0 the attitude of the Transfer Committee toward

the service of GCeyman loauns which night be floated abroad, This led me
{nguiry, by eable, of the State Department, and I
iuoidsntally,

to maxe an imsedliate
am enclosing & copy of it herewith for your iuforuation.

as you will notice, I have taken occasion to state the attitude which the

Zransfer Committee has taken on the guestion, This has been its atti-

tude from the Legluning, énd, 80 for a8 I am awsre, there is »0 ocoasion

for misanderstanding sbout 1it.
1 have not yet had an angwer from the State Department and am,

therefore, without definite taformtion as to what it 1s doing. But 1if

sotually following the polioy indicated I must say that the perfore-
1 should have thought that the

it is

snoce seems tO me $oo0 strange for words.




least the State Department would do, if it was planning to maike sush
suggestions &8s these to issuing bankers, would de to sscertain first
what the attitude of the Transfer Committee was., It might have been
expectod also that as o matter of ordinsry courtesy, it wuld have gone
& step further and advised me that it was sdopting this polisy in deale
ing with the bankers., But the fact is that I have had no word as all
from the State Department, and have never had even an inquiry from
them &8 to what the Transfer Committee's position might be. I suppose
there say be some theory that advice of this sort to the bankers might
smoke out the Transfer Committee, but Lf so, the tactics seen rather
wanegessary. There is 1o ny'stm 88 to the Transfer lommittee’'s atti~
tude. The Committee oonsidered the guestion at its very first meeting
in Ootober, 1924, and has held consistently ever since to the position
which 1t took at that time. I have personally stated the position, in
substantially the words that ! have now csbled to the State Department,
to at lesst two hundred American bankers snd Americsn banking represen~
tatives, and thers is certainly no misunderstanding sbout it on their
part.

On the more general gquestion which you mention, I have felt from
the beginning that the State Department was assuming for more responsibil-
ity then it renlised in attempting to regulate foreign borrowing in the
United States, and that sooner or later it would Arift inte sn imposaible

\pnluon. Trom all that I cam see and hear, it has slresdy oome danger-
ously mesr to that point, and I am inclined to interpret some of its re-
Digiized for FrACES mOVes, particulsrly in connection with German loans, &8 symptoms of
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some discomfort. It mmet be & little difficult, for example, for the
State Department to explain to the French why it is that the Cermans, or
the Poles, can borrow as much &8 they please in the United States while

no Freuoh loan can be floated on sny terms, 4And in retrospect, it would
be interesting to consider what the ftate Department could have said for
itoelf 41f 1t had beoen attempting to follow o similer policy toward Huropesan
loang in 1915-1916} 1 should thinzk thst, as thiugs stand now, the State
Department hed "2 bear by the tail”, and that ome of tho first thiangs the
Administretion would want to do would be to re-examine the whole policy,

with its varicus implications, end map out a new course. One thing, at

least, 18 clear, nsmely, that 1f the Goveriment is to continue its reguls-
tion of foreign dorrowings in the Americsn mariket, it ought to maice up its
ova mind first as to the basis on wihioh it is goling to sct, and then give
¢ cleasn-cut and effective administration of whatever policy is sdopted,
seexing legislative authority for the purpose, if that should be thought
ROCessery.

As for Surope and its borrowing, 1 anm inclined to agree with you
thet 1t is borrowiang too much, and sometimes rather bedly. There is mo
necessity, for example, for most of the losns to Germsn States and municipel-
ities, and 1t would be detter if the field wore reserved for more produstive
loane to industry., Dut it is eesy to over-emphasize this point of view,
and a large share of the fault, 8t suy rate, is &t our end of the business,
Pert of the responsibility reste with the imerican benkers, muy of whom
bave been in reckless competition with esaol other and whose regresentatives,
in conseunence, have been rusming wild sll over Burope. But a rather large

ghare, it seems to me, rests with our own Natiomal policy, which is gradually
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foreing the rest of the world to borrow more and more from us. With our
high tariff and our restrictive policies with respect to immigration and
other things we sre making it inoreasingly difficult for other countries
to pay us in goods or services, and we have slresdy got about all She
gold we can stand., And &t the same time, we &re pressing our debtors
ebroad to pay us, and are building up su enormous snmual cherge on the
foreign exchanges, for the service of the interallied debts and other
obligations owing to us., The rest of the world meet find some way of
mesting thaese payments, and the ability of our market %o taxe forsign
securities furnishes one of the chief means of relief, Even that, how-

' ever, does not give say permsnent angwer, and I should say there were a
go0d many difficulties ahead if we continzue too long on our pressnt sourse,

gingerely yours,

\ & DARKER 1l nt f
] o FANRRKLCE HLBER |

Hon, Carrard B, Tinstoa,

Under Jeccreotary of the Treaswry,
Treasury Lepariment,
Washington, D, 0,

gea /avy
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THE AGENT GENERAL I AGENT GENERAL

FOR REPARATION PAYMENTS DES PAIEMENTS DE REPARATIONS
BERILIN PARIS
' 533 LUISENSTRASSE i8 RUE DE TILSITT
TELEPHONE: NORDEN 110 0 0-11910 - - TELEPHONE: WAGRAM 2122~2123
TELEGRAMS : AGENTREP. )ninmc K '\'()\\'I ‘[-:[)(IED TELEGRAMMES: REPAGENT. PARIS
PRIVATE, NOV 161qq3

BERLIN , October 29, 1925.
B. S.
My dear Governor:
In view of my letter of October 18, 1925, I am sending you
herewith for your information copies of the following additional papers:
(1) The text of the specimen letter which the State Department is using
in advising bankers interested in German loans, &8 cabled to me in
response to my cable of October 16, 19253 (2) a copy of a further cablegram,
dated October 28th,which I have sent to the State Department, inguiring

3) a copy of a fur-

o

—

whether this form of letter is still in use; and
ther letter of this date which I have written to Winston. I have had

no comment at all from the State Department, and, of course, there has
not yet been time for & reply from Winston. I am, however, receiving a
steady stream of inquiries from American banking representatives, most
of whom give signs of acute bewilderment.

I think the State Department's letter to the bankers is a most
remarkable piece of work, As Shep Morgan says, it ought to be set to
music, and it is on such & high moral plane that nothing less than a
pipe organ would do for the purpose.

Sincerely yours,

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
33 Liberty Street,

\ , g h g
New York, N, Y.
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Dear Garrards

Siace writiog you my latter of October 18, 1925, I
have recelved, through the Amer.can imbassador here, & copy of
a Jtate Department cablegran quoting the text ef the letter
which the Stute Depurtment is uslag in cosnection with Germsn
loang,e This cane Octobar 19th and I suppose thet you have &ale
ready seen ite - 1 have uoe sent ancther cablegram to the lepirte
ment, inguiring whother it is still usiog the sawe Torm of leotter.
This cablegram went forward tals noming throust the dmeriocaa Hme
bassy, aad I =m enclosing a eopy Of it herewith for yoar inCorme-
tione

The State Deparimeat's letter more than confimme overye
thing that I had heard, snd I can gnly repeat th:t the whole pere
formance seem? to me tod strange for words. It creates aum fmpos-
sidle situstion, snd I homestly do not see hos any ons could sead

out sach & letter in good faith withont first inguiriag of oither

the Ageut Cenoral or the Traunsfor Committoe to see what their attitude
WBse The situstion becomes still more incomprehensible if the De-

pertment coutinues to use the letter after knoving what ouwr positiom

is.
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(SIGNED) S. PARKER GILBERTY




6 53 23

J. P. MORGAN & CO:;
\ COoM CABLE DEPARTMENT

- o~ - =1 nen
‘:7;091'», NEW YORK, \zcto ul' 1.'--.).

>y OF CABLE RECEIVED FROM MORGAN. HARJES & CO., PARIS

. . e min Strong om 5. Pe Gilbert
83983, penkstein for genjemin STrong from 8. Yo WiiBEE RO

ations have recently been nade

o

formally, that joint represen

to the Us Se State Jepxrtmant by New Yorx bond houses, Ppro=

o 1 3 A o 5 . . ” 4 &aw ah "
testing ageinat terms of U. 5. 3tate Depar tment 1atter about

Should very much appreciate confidential word,

- . 1 -
German 10aNSe

by cabls, whether this is true and, if 80, whethe

brought any resultis. If written protest mde, should be much

. W

ma ] £ available. Have alres

interested in having copy by mEii, 27 avail

written you further this moYninge

ized for FRASER
Ifraser:stlouisfed.org/
ral Reserve Bank of St. Louis




THE AGENT GENERAL I AGENT GENERAL
R P"ARATION PAYMENTS DES PAIEMENTS DE REPARATIONS

BERLIN PARIS
33 LUISENSTRASSE 18 RUE DE TILSITT
TELEPHONE : NORDEN 119 0 0~11910 TELEPHONE: WAGRAM 2122-21273
TELEGRAMS : AGENTREP. BERLIN TELEGRAMMES:: REPAGENT. PARIS
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BERLIN, November &, 190

My dear Governor:

" the ho he TO13 . nt he 2 & n Y - 17+
On the chance that you may not have seen them personally, I

ssue of our

4%
C
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redit & Financial Summary, dealing with the depreciation of the Goldmark

+

vith the reichsmark. It seems to be due largely to the methods
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prescribed in the London Agreement for calculéating the value of the Gold-

Berlin gquotation of sterling the main factor in de-

the Goldmark, and under present conditions it leads

er things, that there is a
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to rather weird resu
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fairly substantial loss to the creditor governmentis on each payment I get

from the German Government, since I am bound, under present conditions

at least, to accept the reichsmarks at a premium of nearly ¢ of 1 per cent.

&

As you will see, this means a considerable 10oss on & payment of 50,000 ,0(
or 100,000,000 marks.

do not myself see much escape from this amomalous situation at
present, but if anything occurs to you, I should appreciate it if you would
let me know. I have thought that possibly something might be dome in Lon-
don, and with that in mind I have written rather fully to Governor Norman,
‘4

3 2 &1 2 2 : T w5 had o 1a € i ¥ 29 S
explaining the situation to him. I have just had a letter Irom him sayling

1g anything to

one broader problem wi




one hand, to buy dollars for reichsmarks at the fixed rate, and, on the

many. There may be reasons why

tinue this status for sometime longer, but I should think it
yould greatly the Reichsbank's position, and in the

oy - +1 > +he at+tahl1134v n
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DEPRECIATION OF THE GOLD MARK.

Tne gold mark is now at a discount to the reichsmark of nearly onew
1f of 1 per cent. This is of material importance because under the
rms of the London Agreement all payments made by Germany in accordance

1th the Experts' Plan are paid to the Agent General in gold marks, "or

heir equivalent in German currency". Inasmuch as the gold mark is a
ypothetical currency, payments are actually made in reichsmarks.

The reason for the present depreciation is attributable to the
ethods of calculation prescribed in the London Agreement, There are two
lements: first, the price of gold in London; and, second, the rate for
‘terling on the Berlin Stock Exchange. Since the return of Great Britain
o the gold standard the price of gold in the London market except for
hort intervals during the summer has been at the practical equivalent of
he Bank of England statutory selling rate per ounce of fine gold, namely
4s.11 1,/2d, as 1s reflected in diagram I on the next page.

The main factor, however, in determining the value of the gold mark
1der present conditions is the Berlin quotation of sterling. As will be

served by comparing diagrams II and III, the Berlin-London rate moves
ry closely with the London-=New York rate, owing to the fixed relation
tween the reichsmark and the dollar,

Since the early part of May the depreciation of the gold mark from

e reichsmark, as illustrated in diasgram IV, compares closely with the

preciation of sterling in terms both of the reichsmark and the dollar.

will be observed, however, that during July and August when sterling
s slightly above parity with the Bank of England selling rate, the

1d mark suffered correspondingly, reflecting both the fall in the price

gold and the depreciation of sterling in the exchanges,
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Hovaubor 5, 1% Se

Jear Gerrard:
1 received yowr letter of Uctober 15, 19:5, and thank

you for sending me a copy of the sasple letter zhick the State
Departasat 1is nov sendiag out to dankers interested ia German lozns.
I had alveady recoived a copy of thie lotter by cablegrum, and heve
written you rather fully bow I feel asbout the whole business in
two letters dated Uotobar 18, 1928, nd Octodor 29, 1928, I am
surprised, snd somewhet dise;pointed, to henr that the Utete Jeparte
mut’s lotter 1o ome that had besn adcpted by lessrs. Ksllogg,
Nsllon, and Hoover, sad approved Dy tho President, but I think 1%
renains su impossidle letter, and thot the positionm it takes is bdoth
short=sighted cad ille-advised,

1 think you recogiise this yourself ia your lstter of Gotoe
bor 15, 1926, when you say that you confess you dv not know where

JOu are “geoing to draw the line chen it comes 30 Gerzan iadustrial or
fars Joans,” This goes 0 the root of the matter, for the doubts
which the Utate Depurtment ssys to the dankers must be “cleared up”

by tan defore say setion is takesn, are doubts which w=ould spply to
Gersan ladustrial ansd agrioultursl loans guitcag mack as t0 Jtate
or muajeipel loanss These doubts, morecver, if pressed in the spirit

that the Jtate Uepartmont seemc to hive adopted, will tend to Glseble
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Germany from sll borrowisg in the United Btates so long as therse

is any such thing as the Bxperts’ Plan, or, indeed, any such thing
as the reparations problem. Perhaps this wag the intention, for

1 really do not see anything in the problem of Germsn State and
manicipel loang that made 1t nscessary, &s the Otate Department is
Dow doing, to cloud the whole situstion. The State and manicipal
loans, in other words, presented a spociml problem, and what the
State Department is saying about the Transfer Committee and the transe
for gquwetion hes nothing to do with this special problom dbut applies
o all German loans. The trensfer questiom, moreover, as applied
to Ger: 1&1‘103113, is not ¢ifferent #un kind from the trangfer problem
that exists in connection with all forelgn loans, and as I said ia
an earlier letter, if the State Dspartment is going to give lessons
in foreign iluvestment on Gersaa loans it really ought 0 do the seme
for other foreign loansg. Why not, for emample, sugpest on Japuness
loans, that the baukers wara their clients in the prospectus that
there misht be another earthquake, or on Central Awericsa loans that
there misht be more revelutious.

i anm afrsid 1 do not undorstand, either, the point of view
which seews to be embodied in your statement that "Ve have finally
done vhat is the proper thing, that 1s, to pass tho buck to the baniersg
in & way they cammot avoid.” I had never heard of any request from
the bankers that the "buck" ghould be taken away from them in the first
place. What the State Department has done is to take the question out
of the hands of the bankers, sad then, after confusing the isgus more

or less completely, to hand &t back to the bankers witu the statemeant

Federal Reserve Bank of St. Louis
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that there is 10 guestion of Covermmeant policy laveliveds 1t may
be, Of course, that the Htute lepartment is goiog il the duge
iness of protectiang imericwun ilunvestors agsinst wwise investmant
in foreign sscurities, Dut if that is vhat 16 13 trying %0 @, 1
should think 1t would first have to provide some kind of a 31@-1.-&:5
Law, with perbaps a Federsl Blue-iky Commission sad all the necese
sary accosseries.

1 should be gled, in sccordance with your suggestion, %o
&y to make soms helpful suggestions snd give you ny own views a3
to the pelioy %o foilew, but I really shiank it is quite Limpossible
t0 do s0 waless and until the Adwministration makes up its omn mind
83 to what is she objoet of its policy. is it to foreo foreign
governmonts to fund thelr debts to the United 3tates, or to get recog~
nition for the claims of the United t3ates ot the Paris Conference,
or to realisze on the American share in the Annuities wnder the lswes
Flan, or to protect Amaricen investors, or for astill ot b jeote?
Besidon,y it 12 & 1little diffionlt to AJL& suggestions aiter the ide
ministration has sotually embarked on & policy approved by the Secretary
of Jtate, the Cecretaxy of the Treasury, the Secretary of Commeres, snd
the “residant, 1 thilak I hove slready said onough ia these different
ietters %o Indleate how I feel, aad it may be sayway that the J%a80 Do
parteent will be using & different form of letter before you could heay
farther from me.

Genepally speaking, 1 hsd thousht that the letter which was
in wse before, & oopy of which you sent me with your letter of Leptember

29thy, was ia quite good shape, and thet 1t met all requirenents pretity

Federal Reserve Bank of St. Louis 1




walle In sctusl practice I should have thought that 1% could
have been quite effectively supplemented by the informal o=
operation of iAmericaa beukers and the offorts of the German aue
thorities themselves.
For the moment the practical affect even of the pregent
State Topartment letter may not be bad, for it way discoursgpe or
proveat the issue of many Stets and municipal losns that hod better
not be made anyway. '0 some extent these loams have even been
oporsting to woaksn ths Relchsbaunk®s contrel over eredit, and it was
&ccount thet I cabled Gates Welamksh, ns & director of the
toc bring this aspect of the situstion to hig ate
1 should have been the last t0 suggest, howaver, that the
spartment attexpt to meet this speclel situation by raleging a
general lssue sbout the attituds of the Transfer Cownittes. Yor
one thing, I heve hed to spend about helf of my time
sagwering perfectly wmecessary inguiries inspired by the Utate Dee
partment®s letter, on a question whieh 1 supposed hsad been appreciated
from the deginning,
As far as the Transfor Committee's position is concorned, I
had stated that as fully and frsakly ss I eould ia & pergsonal letter

that I sent to My Mellon last December and whioch I presune vou have

soen, This was necossarily a persoansl sad unofficial commmication,

but I thought 1% would give you all a sufficiently olear picture of the

problem. ‘e for the prectical position of the Committes in dealing
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with bankers iaterested in Geruan loans, 1 think iir, Sterrett heas

stated taat vory welil in 2 letter which s wrote $0 the State De-

perteant under date of Oetober 25, 1928. Tou may alresdy have

svon i¢, dut I an enclosing & copy of it herewith, ia asay even

to camplets your flles. There is one Shiag, by the way, thst

think all of you in Veshington tend %o forget, nsmaly, that the

dransfer Uommittee is nmot composed wholly of imoricans and is not
an Ameriosn Committee. it is an international dody, formuily

created by Treaty between the Allled and Germun Governments, und

&part from the two jmorican membors it ingludes an Baglishman, &

SRR, SR +%58ilan and & Sel Tiaﬂ. il of shon 49 An \‘:5""’:2}1.}.0“‘
end yesponsibls pecple aad d

soveral of whom are bankers wliik wide

insernatiencl experiense.

4 aiould 20% sny thet any of thawm were mach impressed

ay Shie Ctate epartmeat letter. d 1 shouwld not be surprised
if some of them, at leaast, were interested to ¢oo that at the sum
tima that our Uoverument seems to be foliowing & more restrictive

poiley, the Chamoellor of the Lxcheguer in Anglasnd is amnouncing

tke romoval 0f the embargd on the flotation of foreigan losns in the

LORLOA mAriet.

i ac much interested In waat you say abdout the Reichsusari
erodits which are belag held for sccount of the United Jtstes Goverament,
though 1 hopo you sre et golng to propese using M 0 phy off ihe

Gornsn private owners of property still held by tae Alien Property



Tastedian, That is still smother susstion. Sut the reichge
marik oredits with the Agent Gemeral do not carry intersst for
any of the powers, snd I do uot see aay possidlilty of giviag
you intsrest upon them.

Sincerely yours,

(SIGNED) S. PARKER GILBERT

Hou, Garrsrd 5, /inston,
Under Ceerstary of the reasury,
Vashington, D. Co

G0 8¢

o 2
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PHE UNDERSECRETARY OF THE TREBASURY
WVashington

October 15, 1925,

Dear Parker:

1 wrote you that there might be some change in our policy
in dealing with the foreign loan situstion, particul arly the German
finaneing, 1 enslose for your confidentiel information 2 form of lotter
which has been adopted by Kessrs. Mellon, Kellogg, and Hoover, and ap=
proved by the President, We have finally done what is the proper thing,
that is, to pass the buck to the bankers in a way they cannot avoid. 1
confess that if 1 were attorney for Speyer amd Company, I wouldn't let
them offer the bonds without publishing & pretty clear statement of the
business risks, and, of course, if they published such a statement the
would never sell the bonds,

L had the opportunity of seeing your cablegram to Gates

N

McGarrah on this situation, it appears that our particular sction may
bé helpful to you. 1 confess, however, I do not know where we are co-

ing to draw the lin hen it comes to German industrial Or farm loans.

[ou may wish to let me have your views on this entire subject.

-

appreciate what you have to say sabout makin rrangements
to withdraw the American mark balsnces now on deposit with yOue we are
trying, howaver, to come to soms understanding of the disposition of alis

German property. Since this decision may have an effect on the disposition
FRASER
stlouisfed.org/
erve Bank of St. Louis
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WIRE TRANSFER
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FEDERAL RESERVE BANK IAAANSAA
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COMMERCIAL WIRE—INCOMIN o
ATTENTION TRANSLATION COPY COMPANY
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T9P0 PF 25 LOUISVILLE KY DEC 28 1925
BENJAMIN STRONG, —
MANY THANKS FOR LETTER AM GOING TO WASHINGTON
VIA CHICAGO AND WILL ARRIVE WASHINGTON THURSDAY
MORNING AT NINE OCLOCK HOPING TO SEE YOU BOTH THERE.

PARKER GILBERT 510PM
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t TiHE AGENT GENERAL I’ AGENT GENERAL

WR REPARATION PAYMENTS DES PAIEMENTS DE REPARATIONS
BERLIN PARIS
53 LUISENSTRASSE {8 RUE DE TILSITT
TELEPHONE : NORDEN 119 0 0-11910 TELEPHONE: WAGRAM 2122-2123
TELEGRAMS : AGENTREP. BRERLIN TELEGRAMMES: REPAGENT. PARIS

Washington, D. C.,
January 5, 1926.

My dear Governor:

I have your letter of January 4, 1926, with the enclosed
copy of Morgan's letter of December 19th, with further reference to
the envelopes from my Berlin office which came to you with their seals
broken. I have also received a copy of the letter from Fraser to
which Morgan refers.

I should not be surprised if the principal trouble were with
the envelopes themselves, and I am satisfied that the thing to do is
to substitute an entirely new line of envelopes. This seems to be a
matter of greater difficulty in Europe than one would suppose, and I
am accordingly inclined to try to get a stock over here before I re-
turn. Our first experience in Berlin was that all the envelopes were
too thin, and nearly always arrived completely toran to pieces, while
the ones now in use seem to be so thick that most of the envelopes open
themselves while in transit., With a view to getting a supply of the
right kind of envelopes I am looking over some samples here, and when
1 get back to New York I should like to go into the matter also with
your people. I could then go ahead and place an order immediately.

I am sending a short cablegram to Berlin to this effect, in

order that the office there may be informed. I am not, of course,

igitized for FRASER
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saying anything to the State Department about the condition in which
the envelope in question arrived. The chances are that it was not the
fault of the State Department, ani I see nothing to gain by mentioning
it anyway.

Sincerely yours,

) L/Zwévb» \W

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
33 Liberty Street,

New York, N. Y.




. THE AGENT GENERAL I AGENT GENERAL
’R REPARATION PAYMENTS DES PAIEMENTS DE REPARATIONS
PARIS
533 LUISENSTRASSE i8 RUE DE TILSITT
TELEPHONE:: NORDEN 11900~11910 ’!‘I‘Il.l)‘il‘!‘l)\""‘. WAGRAM 212224123
TELEGRAMS : AGENTREP. BERILIN TELEGRAMMES: REPAGENT. PARIS

BERLIN, February 26, 1926,

My dear Governor:

I have just sent to Winston a2 rather long letter
dated February 23, 1926, on the guestion of the plans for
dealing with the German property in the United States, and,
incidentally, on the guestion of the American share in the
Annuities under the Experts' Plan, I am sending a copy of
it to you herewith, in the thought that you will be inter-
ested to have it, particularly in view of the conversations
which we had on these subjects in New York.

Faithfully yours,

N
) |

~

\ v ( ’ Al 1 /i”/;'//ﬁ_/-,t.,‘ A

Benjamin Strong, Esq.,
Governor, Federal Reserve Bank,
New York, N, Y.

1l enc.
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Berlin, Februsry 234 1926.

Dear Garrard:

1 am sorry to have hud to leave without seeing you again, I had
hoped to have at least & good talk over the telephons from New York but, as
it turned out, the last three or four days were frightfully crowded with
appointmenis, snd 1 did not sven succeed in finding enough time st the Pederal
Reserve Bank %0 get Washington on the telephoné.

As & matter of fact; 1 think that our comversations at Washington
had covered almost everything of importeomce that was on my wmind, except pere
haps som rurtm observations in connection with the plans for dealing with
the German propsrty in the Usited States, and indirectly on the qusstion of
the American share in the Annuities under the Experts' Plan. On the very day
that I left Washington I spent some time with Searevtary Fallogg at his Louse
and hed & long talk wita him and Leland Marrisom on ths usstion of the Amere
ican share, I gave you the substance of this couversation over the talophone
before leaving Washington, snd 1 assume that you have gince had the story ia
detail from Leland Harrison. 1 empbasized particularly the importance from
overy point of view of taking practical steps to realige on the imericsn shure
without farther delay, and reiterated the suspestion that this could best bve
done by means of three-cornered arrsangemonts with Amorigan importers and
Germen exporters, under which the American importers would settle in dollars
with the Treasury and I would pay the German exporters in reichasmarks out of

the American share in the inmaity, - This would assimilate the transections as

Nesrly as possible to the procedure for deliveriocs in kind end would raise
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the least difficulties from the poiat of view of the Traongfor Committee as
well ag from the standpoint of the other Powers. 1 understood that both
Secrotury Xellogg and Leland Harrison agreed, and that the State Departmeont
would immediately institute negotiations throwen the propéer channel ge 1
have not heard as yet whe ther saything definite has been done slons those
lines, dat 1 hope that something is actually wmder way.

O the question of time, I saild to Secratary Hellogg that it seemed
t0 we important to proceed with realizing on the imerican share without waite
ing for the developmemt of the plans for dsaling with Gormau property in the
United S¢ntes, I pointed out, first of all, the general dosirability of go= |
ing ahead without any further dolay, in view of the diffioulties that micht
arise with tha other Powers in connection with the distribution of the Amui-
ties, and particularly if thers should be any suspansion or reducstion of
tranafars,. I have already emphasized the importance of these comsiderations
in my earlier lettors to you. in so far as the plan for dealing with the
Gerwsn property in the United States is concerned, it cowld 40 no possible
harnm and might even do mueh pood to Bave the Amorican share sctuslly in PPO=-
ceas of realization. it would provide some cash, in dollars, to put the plan
in motion, and it ousht %o help with Comsress. Then, %00, from the point of
view of megotiations with the Germsns, the very fact that the gwstion of
returning the German property is still pending menifestly puts real pressure
on them to facilitate in every way the practicsl realization of the American
ahare. It ought to be odvious to ths Gernams that thore is 1ittle or no
chence of getting their property back unless Germany on its part does every-
thing possible to help the United Jtates in realizing ou its share in the

Annuities. ihe American ghare is relatively small, sad I heve always thought

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




¥
»

that with the right kind of pressure the (ermans could complete arrange—
monts on & wevk's notlce that would enable us to get full reaslization on

it by means of threse-cornered transsctiong with dmerican lmporters and
German exportors. Thoere is always the possibility clso that Congress will
take some time to seétle ths guastion of returaing the German properiy, snd
it would be unfortunate from every point of view to lot the guestioan of
realizing on the Amsrican share remsin indefinitely in suspense.

In s0 far &8s the pragtical arrangements are conceransd, 1 should
think that thé Section of Investusnts, which has been erguniged undeor Hand's
gensral supervision would be well eguipped te handle the worx of dealing
with the Americen importers snd of keeping the necossary aocounts; Once
startad, this work ought not to presemt any special ¢ifficulties.

Al together, 1 should be inclined to put all the emphasis now om
getting a realization of the Americen share, aad to ba rethor philesophical
sbout suy delays therc may be in getting Congress to sct on the question of
the Uerman property ia the United Statess 1 huve slways folt strengly that
the Carman property ought to bs returnsd, and returned in fTull, =nd I am
still strongly of the samé opinion, On the other hsnd, 1t will net do any
haam for the Germans to wait a little while longer, and %o give pragtical
evidence in the msantime of thair willingness %o carry cut in goocd faith
their obligations under the Hxperte" FPlame I do nol meam to imply that Gere
many has not been carryiang out the Plan faithfully up to this time, or that
1 am expecting any default in the noar future. But 1t is characteristic
of the Uermens to take & grozt de&l for granted, and 1 think that on this

Alien Property question their tendengy is to be very much "on the make”.
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begins to take definite shape sgain, 1 hope very much that it.will be poss-

{vle $o get eway entirely from any issue of gmarantood bonds, and thai the
tsx recoipts im Harch will indlcate & gufflclant surplus o toke care of the
Amsrican clsimsnts without raisiang the guestion of & bond issues In this
cunnad tion, 1t ccours to me that 1t would greatly elmplify youwr problem if
gow could separste the juestion of paying the American clalmsats from the
guesation of scompensation to the German shipownors, instead of lumping all of
tham together ns wes done in the originsl plan.

Phare ought t0 be & distinciien, §$¢ seams to me, batween the Uermsn
propersy im the hands of the Alien Property Castodisn snd the Germen ships
and Tédio stations that were seized by the United States. As I widerstend it,
the saized ships and possibly the radie statious might heve besn kept by the
United States as prizes of war without any question of compsnsation to the
German owners, aand thoy do not, therefare, present the saue considorations of
peapect for private property that are iavelved in the cuestion of returning
the German property held by the Alien Property Castodlian. If this is true,
it would simplify the whols situstiom if the twe problems wers separated, and
the question of compensstion for the ghips and redie statious troated as &
problem by 1teself, The (orman property in the haads of ihe Castodian doos
raise the guestion of reapect for private progperty on lund,  This 13 & prio-
olple of the grestest luportance 1o the United ftates, particnlarly in view
of our own position 2s a crediter nations 1t is of funimvental ilmportance,
therefore, to retura this propertiy weguivocally, snd it vould not do to keep
tha property snd make the Gormans take msrks out of the Hxperts* Plan in ox~
ohinge for it. 48 1 $ee ity Mowever, there is fot this difficulty Wity the

soiged ghips ond rudl o stations. The United States ta a0t making any pretonse
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@almost HAl? hag alresdy slapsed, so that you could figure in terss of hav-
ing 110 million goldmarks available under the Hxperts' Plan eithin another
yoar and 2 hulf, Lo the fowrth and fifth Amnuity years the Amdarican share
would vecome somewhat largsr, as the Anugulty itself incresses in sisze, and
it vould only be a matier of welting for the end of the fifth year, or per-
hEpe the early part of the sixth year, before tho whole amount Agcessury 0
cover the seized ships and radio statipas would be made avalleble for psyuent
to the German owners. in view ¢f all the circumstances, this would act be
an uwnreasonably long time 0 expect them to wait, aud 1 de not belleve that

you would have sny sorious difficulfy in gattias them to aceept such & sprosde-

ing of tas paywents. Anmong other things, the Germang are not in 2 good posi=
ticn to object o the delayy for the very reason for spreading the payments
is to adjust them to the Gergan paysints uader ths Experts' Plam. And 1
should ot be surprised if it were the Céruan Covernment rather than the
shipowners wio did soms of the walting. The shipowners, in fect, heve &l=-
ready had rather large sdvences from ths Goverameat for shipbuilding purposes,
and some of Lhesey at least, may have (o be repuid out uf any compensation
recolived from Americs. 48 1 wderstand ity moreovsr, the shipowners are
likely to put whatever funds they get ilnte new vonstruction, snd thelr owm
expenditures for this purpose will naturally be méde chiefly in reichanarks
and will 2lgo be spread over & considsrable pericle

1t ip Gifficult o get precise information hore &s to the statug

of the ahipowaners, but there are some pretty good preciiesal cheoks on the

gitustion,. I saw Jr. Elesselbach in Washington, for gxample, snd guwsstioned
hin quite specifically abouit the ships and radio sbtations., I was interssted

to find that he admitted,; more or less reluctantly, taut there ought to de
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in reichsmarks. As bearing on the
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shiposmers, it 1s algo interssting to tha course

pick the atooks of ¢ two principal shipping companics have taken on the
Jerlin Stock Yxéhances 'he guotations for bBoth the Hambuwrg-imeriks sod
03 : ve 20 W out 100 per cant sin } plan wag an-
ounced 1 love oy 88 1 1 a relativel il lacreus n ok avorsgs
£ 9 rity pricase i i rali M yged tevle; and
1 y i3 not thé slightest doubt that moast of the inmoersase in the shippiag
ghares is due to the anticivation of unexpectedly large compsnsation Lrom
rica.
ttlomant {or selzed ships radio stationy in rel MRTKS
QY *iod of years B the additional advantage of ralising no
o ransiory Wt 998 that there al @ 2any possidblie 0RJjoCcwion O
it &) ither the Transfer Comulitese or % yther Goveramentss
gaumning that 4} ips and radio stations could be taken care oF
sueh basias, the ould, of course, ranain the gusation of the Jmericen
Laime,. it ) claimsy of cowrse, thers mot help but be the
of tranzfer, thar no agcepe from paving them in dolirs and if the
wor orty in theé 3 istogaian 3 rburaed, t only way
of gettin s ylisrs fro yrmeny 18 by eans of ¢ xperts' Flane his
iil tale a aaddet tings 8% Daaty ant riéiculayly 80 if the American
re of the snnuities wnds 1 lan wer: to be used for the first five yeurs
or 80, ia psying for the selzed ships a radio stations. Zhe only possible
y of financing paymoni: i rican elaimants in the meantime is by
usinge cagh out © it Jtatens Troasury or by using the credit of the
it ton, in o1 of issua iTs STHE- N g moatl direct way, of
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Letter from Mr.Parker Gilbert - 30th April, 1926.

I am leaving Berlin on Sunday, May 2nd, to spend a
couple of weeks at my Paris office, winding up with meetings
of the Co-ordinating Board on May l4th and of the Transfer
Committee on May 15th, both in Paris. I could quite easily
come over to London for a few days shortly before the 14th,
or shortly after the 15th, if either of those times would be
convenient for you. Schacht I know will be with you the first
part of next week, and I assume that Strong will be in London
for perhaps a couple of weeks, so that your time is likely to

be fully occupied, but if you do have a little free time and

will drop me a line to Paris indicating what would be the best

time, I shall be glad to make my plans accordingly.
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THE AGENT GENERAL L AGENT GENERAL
FOR REPARATION PAYMENTS DES PAIEMENTS DE REPARATIONS

BERIIN PARIS
35 LUISENSTRASSE i8 RUE DE TILSITT
TELEPHONE : NORDEN 1190 0-11910 TELEPHONE: WAGRAM 2122-21423
TELEGRAMS ! AGENTREP. BERLIN TELEGRAMMES: REPAGENT. PARIS

PERSONAL AND CONFIDENTIAL. Paris, May 8, 1926.

My dear Governor:
I received your letter of April 20, 1926, and am glad that

you are now on this side of the water. There are many things to talk

about, including one special matter that I want very much to see you

about. Perhaps it may even be a good time to get started on plans for

stabilization.

I had been hoping to come over to London next week, to see
Norman and the people at the Treasury, and had thought that this might
also give an opportunity for some good talks with you. There seems
to be no point in coming to London, however, in the midst of a general
strike, and I am planning accordingly to return direct to Berlin from
Paris.

I gather from your letter that you may be coming to Paris

around the middle of May, and I hope very mach that this is still your
plan, I have meetings of the Co-ordinating Board and the Transfer
Committee in Paris on the 1l4th and 15th of May, and will be here at
least through the 15th. I can readily enough stay a few days longer
if there is a chance of seeing you here, and if you will let me kmow
what your movements are likely to be I shall try to adjust my plans

accordingly.

As for Berlin, I am almost sure to be there for practically




the whole of June, and I am counting very mach on seeing you then.

With best regards to you and Governor Norman, I am,

Fai thfully yours,

( ///\’ / SN
’ ,// / C ,,3/ /;1 ‘ -
k ] p YA AAA 1 / O Ax 7‘;—

Benjamin Strong, Esq.,

c/o The Right Honourable Montagn C. Norman,
Governor of the Bank of England,
Threadneedle Street,

LONDON.
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v
THE .
BERLIN PARIS
B Ll']hll.\'.‘i'l‘l!.\,\'fiii 18 RUE DE ‘I'ILS]TT
rELEPIONES WAGRAM 2122-2125
TELEGCRANMSI Rl-:l'.\(;l-h\"l‘, PARIS

NORDEN 11500 11910

TELEPHON B
£, BE RLIN

TELECRAMS AGENTR

TR TEN
paris, June 19, 1926.

My dear Governor:
I am enclosing herewith, in the thought that
it may interest you to have it in this form, an advance
copy of the interim Report on the operation of the
Experts’' Plan which I am presenting today to the Reparation

Commiss ion.
gincerely yours,

Governor Ben jamin Strong,

Hotel Cap d'Antibes,
Cap d'Antibes, France.
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THE AGENT GENERAL

"OR REPARATION PAYMENTS

i
I AGENT GENERAL
DES PAIEMENTS DE REPARATIONS

BERLIN PARIS
55 LUISENSTRASSE 18 RUE DE TILSITT
TELEPHONE:: NORDEN 1190 0~11910 'Z"‘l.“{)’}il)\'!‘) WAGRAM 2122~2123
TELEGRAMS : AGENTREP. BERLIN TELEGRAMMES: REPAGENT. PARIS
o - ; T Tuls 926
-y / o BERLIN, July 1, 1926.
A "
\ /
v/
S

My dear Governor:

I received your letter of June 21, 1926, in the same mail

<

with a personal note from Norman on the general subject of Antibes.

I have since written him & long personal letter about our plans, and

I

assume that he has shown it to you. I have &lso sent him a telegram
through my Paris office which will probably have arrived before you get
this.

The fact is that Louise and I would like nothing better than
to come to Antibes while you are both there. My negotiations about the
supplemental contributions will have reached either a conclusion or a
deadlock by the first of next week, and assuming that your plans have
not changed, I think we will leave here either Sunday or Monday, with
a view to arriving in Antibes on July 7th or 8th. I hope that nothing

will happen to shorten your stay, though I imagine that there is al-

o

-

be

ready the greatest pressure on both of you to come to Paris.

I hope to have a chance soon %o talk to you again about Case.
As you probably kmnow, I have recently had a cablegram from him declin-
ing the invitation with regret, and am enclosing a copy of it herewith

in case you have not already seen it. I still feel that Case would be

the best choice for the place, and I have not gquite given up hope that

he may possibly change his mind. If, however, his decision is final, I




0N

shall shortly have to look around for someone else, in order to avoid
being caught in & jam at the end of the year. Confidentially, McGarrah
and our friends at the corner have unanimously suggested Jeremiah Smith,
Jr. It is an admirable suggestion from many points of view, but I
should like very much to talk it &ll over with you before doing anything
definite, even in that direction.

With best regards, I am,

Benjamin Strong, Esq.,
c/o Hotel Cap d'Antibes,
Antibes, France.

1 enc.

P, 3, I have had one intimation from New York that Case had inguired
about the possibility of his getting a leave of absence from the Federal
Reserve Bank in order to take the appointment over here, and that in-
formally he was told that this would be impossible. I do not kmow what
the ruling would be on this point, and I mention it only as indiecating
a possible way of meeting the difficulty.




I AGENT GENERAL
DES PAIEMENTS DE REPARATIONS

THE AGENT GENERAL
. *FO‘R REPARATION PAYMENTS.

BERLIN PARIS
533 LUISENSTRASSE i8 RUE DE TILSITT
TELEPHONE : NORDEN 119 0 0~11910 'I"JTIIJ:ZPIH)NH WAGRAM 2122~2123
TELEGRAMS | AGENTREP. BERLIN TELEGRAMMES': REPAGENT. PARIS
BERLIN, July 3, 1926.
PERSONAL.

My dear Governor:

I am sending you herewith a copy of Note No. 24, con=-
taining a translation of the most important parts of the recent
Report of the German Railway Company for the business year 1925.
A copy of this Note has probably gone forward to you in regular
course, but I think it is worth bringing to your special atten-

tion inasmuch as it constitutes the first official record of the

results accomplished by the German Railway Company since its or-

ganization. This record is important not only from the point of
view of the development of the Plan as a whole, but also because

of its relation to the question of selling the Railway Bonds.

Sincerely yours,

7 S )

p ( / \ y = B

A , / / L
kib a7y g /z; 7
X) . ([ dvirn. WA

Benjamin Strong, Esqe,
c/o Hotel du Cap d'Antibes,
Antibes, France.

1l enc.




THeE AGENT GENERAL I AGENT GENERAL
FOR REPARATION PAYMENTS DES PAIEMENTS DE REPARATION S
BERILIN PARIS
5 LUISENSTRASSE 18 RUE DE TILSITT
TELEPHONE :: NORDEN 11900-11910 '1‘1':m3:14m)\'r: WAGRAM 2122-2423
TELEGRAMS : AGENTREP. BERLIN TELEGRAMMES: REPAGENT. PARIS

Paris, July 15, 1926.

PERSONAL.,

Dear Governor:

The other day I came across an interesting
passage in John Bassett Moore's Digest of Interma-
tional Law, and I cannot resist sending you the en-
closed copy of it.

It does seem more than a coincidence that
this particular statute should be known as the "Logan
Act".

Faithfully yours,

—
\ p am
B/. ( Gfhon /‘/“a i
Benjamin Strong, Esq.,

c/o Hotel dn Cap d'Antibes,
Antibes, France.

1 enc.
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T AGENT GENERAL [ AGENT GENERAL
1«‘? REPARATION PAYMENTS DES PAIEMENTS DE REPARATIONS
BERILIN PARIS
33 LUISENSTRASSE i8 RUE DE TILSITT
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Paris, July 15, 1926.
PERSONAL,

Dear Governor:

I received your letter of July 11, 1926, and am glad to kmow
you found the German Railway Report interesting. I do not know whether
you have also seen the recent Report of the Railway Commissioner, but
I am sending you a copy of it under separate cover, since it makes an
interesting supplement to the Report of the Rallway Company.

Owing to Louise's illness I have had to settle down in Paris
for a few weeks, and I expect now to be here almost uninterruptedly un-
til the 31st of July, when I have a meeting of the Tramnsfer Committee
in London. I note from your letter that you are expecting to get to Paris
yourself about the 20th or 21st of July, and I shall be looking forward
very mich to seeing you. I doubt, however, if Mr, Mellon will come to
Paris at all, unless he has changed his plans within the past few days.

I had a cable from him early in the week saying that he would sail on

the Majestic on July 17th, and would land at Cherbourg but avoid Paris.

I understand that he is planning to motor all the way from Cherbourg to
Rome, and that he is likely to stop for a couple of days on the way at

La Rochelle, near Bordeaux. I have not yet heard definitely about this,
ut if, in fact, he follows this plam I shall probably go down to La

Rochelle to see him.

Louise is feeling rather better, and has been much touched by




all your messages and flowers. The diagnosis, however, seems pretty

clearly to indieate appendicitis, and I think there is nothing to do btut

to have the operation., The risks otherwise are too great, particularly

with anyone who has to travel about as much as we do. Our plan now is

to have the operation sometime toward the end of next week, which will

glve her Father time to arrive here first. He has already sailed on

the Berengaria, and will, therefore, reach Paris about the 20th or 2lst.
Logie, I imagine, could not give you much news, either about

Grandma or about my own movements. I have not, in fact, seen him for

a month or so, and only heard by accident that he was planning to go down

to see you. I have been so0 mach disgusted by the intrigues and manoeuv-

res that he has been carrying on for the past year or so that I can hardly

stand the sight of him, and I have come as close as possible to striking

him off the list completely.

Hoping to see you soom in Paris, and with best regards as always,

Fal thfully yours,

TN

-

¢ ’ \ (
( XM{’K Yu v{/ov{_’

Benjamin Strong, Esq.,
¢/o Hotel du Cap d'Antibes,
Antibes, France.
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PARIS , August 14, 1926.

My dear Govermor,

I enclose a cutting from the Paris edition of the"New
York Herald" under date of August 9, 1926, which may be of
interest to you. 1 do not xmow who inspired it, but it is
not a bad sample of the kind of thing that has recently been

leaking into the German Press.

Faithfully yours,

f ///ZW/W W/w«?\’"

Z

p i

Benjamin Strong Esq.,

¢/o Morgan, Harjes & Co.,
Place Vendome,
Parias.




This article is protected by copyright and has been removed.
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“Bank President Sees U.S. Reserve Man.” New York Herald [Paris Edition], August 9, 1926.
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Berlin, September 2, 1926
(Received Sept. 3rds

Repagent

Paris

AC 362 (stop)

Please transmit following additional message to Strong quote
Many thanks for your message. I agree with you that Case is not
likely to change his mind and I personally hesitate press him too hard.
Assuming that Case is not coming have I your germission approach Pierre Jay
or

with same offer. It may be equally impossible/him to consider it but I think

he would meet the situation admirably and I should like to make him the offer .

- Gilbert unquote
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BERLINy Sept. 4, 1926.

PERSONAL

My dear Governor:

The Agreement about the supplemental contributions has now
been formally concluded, and I think it may interest you to have the
enclosed copy of the press statement that I have issued summarizing
the terms of the settlement. It has been well received here, and it
should prove to be one of the most important steps in the progress of
the Experts' Plan.

Faithfully yours,

QJ/ ﬁ / /9P el
, ( M AL VIANAA

XY VSV

Benjamin Strong, Esq.,
c/o Morgan, Harjes & Co.,
14, Place Vendome,
Paris.

1l enc.




For Release Morning Newspapers,

September 3, 1926.

September 2, 1926.

ERESS STATENMENT NO. 34.

The Agent General for Reparation Payments announces
that, with the & proval of the Reparation Commission and the
Governments concerned, he has now concluded an agreement with the
Finance Minister of the Reich liquidating by a lump-sum payment
the two supplemental budgetary contributions payable by the
German Government in respect of the third and fourth Annuity
years. The new arrangement substitutes for a total contingent
liability of 500 million gold marks a fixed payment of 300 million
gold marks, all of which is to be paid during the third Annuity
year, which began September 1, 1926, and ends August 31, 1927.

Under the provisions of the Experts' Plan the reparation
innuity payeble by Germany for the third Annuity year would
amount to 1 200 million gold marks, and for the fourth Annuity
year to 1 760 million gold marks. Of these payments the Plau:
provided that the German budget would contribute 110 million gold
marks for the third Annuity year, and 500 million gold marks fcr
the fourth Amnuity year. At the same time, however, the Plan
and the London Agreement provided that these budgetary contri-
butions should be subjeet to modification by amounts not to exceed

250 million gold marks for each year, depending on the yield of

the controlled revenues. If the aggregate yield of the controlle
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revenues were to exceed or fall short of 1,000 million gold

marks during the Annuity year 1926 - 1927, or 1,250 million

gold marks during the Annuity year 1927 - 1928, the budget
contributions of the next succeeding years, respectively, were to
be increased, or reduced, as the case might be, by an amount
equivalent to one-third of the excess or deficit in the controlled
revenues, but not to exceed 250 million gold marks for either
year. In actual experience, the aggregate yield of the con-
trolled revenues during the first Annuity year (1924 - 1925),
amounted to 1706 million reichsmarks, and the estimates indicate
for the second Annuity year (1925 - 1926), aggregate returns of
over 1900 million reichsmarks. On this basis, the yield from

the controlled revenues in the third and fourth Annuity yearswas
likely to bring the contingency into operation, and to make the
German budget liable, in all probability, for supplemental con-
tributions on account of both years. The agrecement which has now
been concluded replaces the two contingent annuel contributions,
which might otherwise have risen to a total of 500 million gold
marks, with a single definite payment of 300 million gold marks,
which Germany is to make during the third Annuity year.

The result is an important change in the arrangement of
the Annuities payable under the terms of the Plan. Without the
new agreement, the /nnuities would have risen from 1200 million
gold marks in the third Annuity year (1926 - 1927), to 2000
million gold marks in the fourth Annuity year (1927 - 1928), and

2750 million gold marks in the fifth Annuity year (1928 - 1929),




Y

assuming that the maximum supplemental contributions had become
payable. This would have meant an increased burden on the German
economy of 800 million gold marks in the fourth year, as compared
with the third, and a further heavy increase in the fifth year

as compared with the fourth. The new arrangement, on the other
hand, means that the third Annuity will amount to 1500 million
gold marks, as compared with 1220 millions in the second Annuity
year, while the fourth Annuity will stand at 1750 million gold
marks and the fifth at 2500 millions. The result is a better
arrangement of the Annuities, which will reduce the danger of
undue strain on the German economy and facilitate the even flow
of deliveries and payments.

The agreement as a whole will contribute substantially to
the smooth operation of the Experts' Plan, and, incidentally, will
facilitate its administration by eliminating factors of uncertainty
thot might otherwise be t:rou?blesobeo One further effect will be
to increase by a substantial amount the funds gvailable for
deliveries in kind during the third Annuity year.

This settlement of the question of the supplementary
budgetary contributions has been made by the mutual consent of all

the parties, in the conviection that it will facilitate the

operation of the Experts’ Plan and promote the best interests of
all concerned. It is thus a further evidence of the gpirit of

friendly accommodation, and a new earnest of the good-will and

mutual understanding that lie at the basis of the Plan itself.
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