April 15th, 1916,

My dear Lord Cunliffe:

It was my intention to write you at some length im-
mediately on my return home, in facy, I recall promising that
I would do so the last time 1 saw you, but a wireless message
received on the "S8t. Paul"” informed me that I was expected in
Washington to~-morrow to attend a meeting which will last for
a week or more and I am only able now to send you this brief
line to advise you of my safe return and tell you once more

how grateful I am to you and your associates for your many

courtesies to me while I was in London, I shall not be sat-
isfied that our account is on a2 fairly mutual basis until you
have given me opportunity to entertain you in New York,
Assuring you of my warm regards, and with best
wishes to yourself and your associates, I beg to remain,

Faithfully yours,

Lord Cunliffe,
Care The Bank of IEngland,
London,

BS Jr/veH

ized for FRASER
//fraser.stlouisfed.org/
ral Reservg Bank of St. Louis




PRIVATE.

May 23rd, 1916.

My dear Lord Cunliffe:

It has been impossible since my return home to
write you in regard to our conversations on account of the
pressure of other matters.

There are two question still to be disposed of
in completing the confidential memorandum prepared while I
was in London:

First, is the difficulty about days of grasce. It
has been arranged,

1. To obtain the opindbn of the Counsel of the
Federal Reserve Board as to the application
of our statute to the purchase of bills which
are shb ject to days of grace, as now establish-
ed by the law in England.

2 In case his opinion does not justify our exceedd
ing the 90 days limitation, the text of an amend-
ment to the Federal Reserve Act curing this de=
fect has been prepared and printed and has al-
ready, I believe, been submitted to the Commit-
tees of the House and the Senate. I am told
there should be little difficulty in the passage
cf the amendment, but it ies just s well not to
count on faverable action until it is actually
accomplished.

The other magter is the hasis for earmarked gold and
for gold shipments, and 1 would appreciate an expression of your

views as to how this should be dealt with. Should we not arrange
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for the establishment of a definite price per ounce at which
gold, either in bars, or in gold coin will be earmarked by
both imstitutions?

So far, I have had little opportunity to study this
matter, but am inclined to think that & fair plan would be fo
deal with the account on both sides upon the basis of the ac-
tual mint value of fine gold, either in bars or as found to be
contained in the coin. Then,‘if gold coin is shipped in set-
tlement of exidting balances, it would be furnished by the
debtor bank and taken at bullien value, but if it should have
been earmarked and subsequently recredited teo the account of
the creditor bank by the debtor bank, it would, I suppose, be
credited back at its bullion value, thus giving the debtor
bank the benefit of the recovery of any difference between the
abraded and the bullion value which might have existed in the
quantity of coin originally earmarked.

The importanco'ot this question would be minimized and
poBsibly eliminated were we alwanys able to use gold in the form
of fine bars, if the price be a fixed one; on the other hend, it
would become more complicated, should it become necessary to eare
mark or ship in coin other than sovereigns or eagles.

In a preliminary way, I feel quite willing to recommend
that the maiter be dealt with rather informally and without too
detailed a plan being established in advance, so long as we find

the means of carrying out the spirit of the memorandum which
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contemplate® th®t these transactions shall be fair and mpon

the same basis as to each party. Will you be good enough to
write me your views about this!? For your information, I ene
close a copy of the latest table of charges imposed by the
minte and assay offices of the Unites States for the treatment
of gold.

Since returning, I have discussed quite in confidence
with some of my associates, the general character of the plan we
formulated while I was in London and have been over the memoran-
dum with them. Their attitude justifies my suggesting that we
should endeavor to complete the details of the plan,particularly
with reference to shipping and earkarking gold and establishing
an understanding as to the price so as to be prepared in case of
need to start operations this Fall; although, as 1 stated to you
in London, it is not possible at this iime to advise you officinle
ly that we can do anything before the conclusion of{the war.

I suppose you have observed that a comnsiderakly larger
acreajge is being planted in cottion this year than last year. So
far, 1 have seen no reason to modify the views expressed to you
while in London in regard to the possible course of ;xéhango this
Fall, except as they might be modified by the succ;pa you are re-
aliging in assembling American securities. 1f you ¢an confiden-
tially give me any light on that subject, I would appreciate it.

With kindest regards to yourself and your associates
and again many thanks for your courtesy to me while I 'ﬁp in Lon-

don, I am,
Faithfully yours,

}
Govermor.

Lord Cunliffe, *

Care The Bank of England, \

London, England.
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Denver, Colorado,
Janmary 6, 1917.

Gentlemen:

(1) 1 have the homor to advise you
has consented to the appointment of the fa
leserve Bank of New York as its correspoxy
of London, in conformity with the p
14 of the Tedoral Reserve Act &;
effect September 7, 1916.

(2} 1In order to estal
two institutions, thelabue
March 1916 should now . on with the amendmont to Sec-
tion 14 above referred to as that amendment necessitates a

modification of the te: m in certaia narticulars.

THE CONSENT RESERVE BOARD (every Federal Rescrve Banx

ghall have powdyr| TO OPEN AND MAINTAIN BANKING ACCOUNTS FOR SUCH FORELGH
CORRESPOUDENTS R\ AGENCIES"s 1t will not, therefore, be necessary, as
stated in the w that balances maintained by the Ban: of ingland

with the Federsl Reserve Bank of NHew Yor< shall be held as ear-marced

golde
(4) Paragraph 3 of the memorandum should be modified to conform

to the said amendment vwhich now provides that "every Federal Heserve BSank

shall have power « + & » {5 buy and sell * = +« *+ bills of exchange




Ze

To the Govermors of the Bank of BEngland. January 6, 1917.

arising out of actual commerclal transactions which have not more tham

90 days to run, EXCIUSIVE OF DAYS OF GRACE".

(56) A4ll of paragraph (e) of Section 14 of the Act as amended is

guoted as follows, the word in parenthesie omltted from the origi-
nal paragraph and the words in capitals being \those added to the original

paragraph by the terms of the ame

"Every Federal Reserve Banc shall have P e} To establish
accounts with other Federsl regorve banks for

with the consent of the Fedepys
(banking) accounts in foreild s, appoint correspondents,
es wheresoever it may deem

and establish agencies in

best for the purpose of £ olling, and collecting bills of :
exchange, and to buy and /or without its indorsement, >
through such corre-pondenta ¥4 eieo. bills of exchange arising

out of actual ooa-orc : ansdqiions which have not more than ninety

days to run, EXC Y o : E. and which bear the signature

of two or more Yép BRI TH THE CONSERT? OF THE

FEDERAL RESERVJ (IN BANKING ACCOURZS FPOR SUCH

FORELGN CORRESPIN

(?) Paragraph 7, Gold Shipments. HO agreement has yet been

reached as $0 (uestions of abrasion, price of bar gold, price of coin,
shipping charges and other details of that character. 1t is, there-
fore, suggested for your consideration that the following arrangoments
shall for the present apply to transactions in j0ld, pending the de-

termination of more precise terms, based upo: oxperience:
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To the Governors of the Ban: of w. Janunary 6, 1917.

(a) The first two sentences of paragraph 7 of the agreement
to recain unchanged.

(b} The Bank of England to ear-mark set aside refined gold

bars for the Federzl Rescrve Bank of Hew Y when gold is ordered

| Erglioh,

ear-maried at the rate of 77 shillings 9 per standard

ounce, eleven-~-twelfths fine, or
(e}

Ingland t0 car-marik end sej edles for acecount of the New York

the Bamk of

Bamk at their bullion vyie o fate of 77 8. 9 p. per ounce, for
tho equivalent of the Engl gydard of fineness, or

and set aside sovereigns at
their bullion ¥3! : « 9 pe ver ounce.

80 ear-maried but mot shipped, to

be taken by if returned to the credit of the Hew
Were.
York L e valuds at uhiohmu?-. car-marked in the first

valu import them and realize the profit between the bullion
value and face value of American coin. The right to determine in the
event of shipment whether American coins shall be shipped or not to rest
with the Bank of ingland. American gold coins which are abraded below
the limit of tolerance of ome-half of one per cemt not to be ear-maried
or shipped if other gold or coln is available.

The Federal Reserve Bank of New ‘Io‘z-k to sar-mark and set aside gold
amd charxg€ o aeecount

igitized for FRASER ~ £Or &ggount—ef the Bank of mgland’\on the following basis;
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,‘-~ To the Governors of the Bank of iInglande | January 6, 1917.
(a) Refined gold bars at the rate of J18,504651 per United »
States standard omece °f gold nine-tenths fine, &n the assay of:m

ahu.lfgecrso#perﬂooo in value, or
(b) Sovereigns at their dullion value| 4f $18. 60‘651 for each

ounce of gold of the A=erigen—int standard,
(e) Eagles at their bullion

if returned to the credit of the

sy e

which iS-wmE ear-marked in the

y Effcee fwegh abovt mnTiontd
ghard,. S_il—ﬂoﬁ bawro ane teefwne d -

ork to ear-mark soversigns
at bullion tln-a.ndrnnsethsproﬂtbo-iég
tween the bullid agh/value of English coin. The right f"‘§ ;
%o . i éipment, whether inglish coins shall 58
be pped or not to rest with the Federal Reserve Bank of Hew York. % %g

ch are abraded below the limit of tolerance not
£0ld or coin is availlable.

{

ear-marked or shipped by either institution to the

i

other must be suitable for coinage purposes, alloy to be copper, and

an allowance made for any variations in gold contents above or below

soboapo
‘$daow

standards specified above.

of
Ly
(9) The car-marking and ahipment of the gold coins of any other K’A ﬁ‘
undintaRen 'ieyg
nation to be ::eau-un upon the basis of the value of the fine gold con- a
S
tained 1. such coins, with deduction of an allowance to cover the cost §:§
PAIPEI RS
DI T A3AS
%, ~ E_i{'?} ‘_Q\ E\N‘b =

ey
Wit
o b

uny Aoy g oy ¥
gm0 9193 oy 39 howg, ol

oy !J"'t-"’ID ‘J?W"Wwp
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& To the Governors of the Bank of Ingland. Jenuary 6, 1917.

of conversion into gold bars of Inglish or American mint standard

respectively,
(10) In gemeral, the concluding sentency of paragmph 7 of the

memorandum to apply to all transactions in "go that the effect of

the arrangements will be to maie all shipmenta §f gold between the two

institutions upon exactly equal

concluded with

(11) Paragraph 10« Ho arrangement having ye
the Bank of France, it is pro

q the Federal ReServe Bank of Hew
pgotiate Ay arrangement of similar character

Yorkz endeavor forthwith tg

o directions and forms applying to the opening of
pocdQe. Dy fhe Bénz of ingland with the Federal Reserve Bank of New
York,

(14) 1t is desirable, on account of difficulties of cable com-
mmication and the necessity for safe-guarding exchanges of cables in-
volving payments of money, that the Bank of Ingland should suggest the
plan to be pursusd in the use of cipher codes and chesx words between
the two institutions.
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To the Governors of the Banx of Ingland, Jamiary 6, 1917.

{(15) The Federal Reserve Bank of New York would prefer that
bills purchased for its account by the Bani of ingland should consist

so far as possible of those bearing the namespf American drawers, or

endorsers, so long as this requirement does npf involve the acceptance

of other than prime bills which are eligible discount at the Bank

awtne or onderSune,
d’ Bhﬂ'ﬂld Vel

.
ASLLIT 8O --».;;‘%Vi\' &'

(16) 1t is oxpected Phy
for the other will be at t 2

[Ial letters, the Pederal Rejerve
-- the\above plan to the r

19) 1t is not

sible at this time to form any opinion as to

the

pendingd
views will be exchanged preliminary to actual operations by either

tof ¢ ons to be undertaken by Federal Reserve Banks

of the plan, but in general it is understood that

party.
m’) Believing that the interest of both imstitutions will be
promoted by the prompt conclusion of the proposed arrangement, the

Federal Reserve Bank of New York will appreciate cable acknowledgment
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' To the Govermors of the Bank of England, January 6, 1917.

irdeation by €able ‘s any suggested

itions, ‘ﬂhicﬁ"wemn of the

noecessary.

of this commmication
changes, or of any
Bank of BEngland %o

assurances of my cstoem, 1 beg to r

Faithfully yours,

To the
Governors of the
London.

) 3s/cc
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Gentlemen;
(1} I have the homor to advise you that ¢

has consented to the appolntment of the Bamk of ingland by the Federal

Reserve Banx of Now York as its correspoyrSenty—or—as mt, in the City of

of the Tedersl Resorve ict as
effect Septembder 7, 1916.

4 o5 amended, which now provides that “ilTH
AESIRVE BOARD (every Federal NHeserve Bank

stated in the memorandwm, that balances maintained by the Banx of ingland
ﬂththe?dmlkm&nkotmrmmnbohdduwm
gold.

{4) Paragmph 3 of the memorandum should be modified to conform
to the said amendment which now provides that "every Pedersl Reserve Sank
ghall have power s = « + to buy and sell . « « « Dllls of oxchange

http://fraser.stlouisfed.org/
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' To the Governmors of the Benx of ingland. Jenuwary 18, 1917.

arising out of actual commorcial transagtions which have not more than
90 days to yum, EXCIDSIVE OF DAYS OF GRACE'.

"ivery Federal Resorve Bgd
accounts with other Federal :

EXCIUSIYE OF DAYS A
more rasponsible P
BOARD 90 OPEN AHD \MA
PONDENDS 08 AGENCIVE

not be possible to affect any modification in the terms of that paragraph
of the memorandiume

(7} raragraph 7, Gold Shipments. No agroement has yet been
roached as to mestions of sbrasiom, price of bar gold, price of coim,
mmwmmmormtm. it is, there-
fon.medfwmrcmmi:mmm.rmm
mnrorm.mmwwmum.m&w“.

Digitiied for FRASER temmination of more precise terms, based upoan expericmce;: :
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. . P e : . 8 o0 . \
IOnees O xR ragrant ! of the agTeGIiony

bars for the Federal Hescrve Banik of Hew York, \When gold is ordored

car-tarked at the rate of 77 shillings 9 pence ey inglish standard

£ 4

L

=

o ol 5 3 -
L e O 406 SOLDDOA | 2%
o g gIedi X one w7
- A *, +» x -
Jagkl ot the sand glnes a¥ vhi ¥ were car-aaried i first
instanchH.
2 2} cvprgn & ¢ —
\ £ ot o/ynderstood that ! i 2BOXV - O3
¥ A M osy s 1% + - g - 1 ” !
aQ JIN\SEMOt reaquiyt £ e 0 nsian ) COT-4l) oaglos
) BAZLOE
,
b1 18 e e - .
w11 ' o Tea I oedor S 2% 4w !
snilion valine in o@dor AN I'G and X .,.1 $ G OL1% Datusan

r morican coins shall be gh

nof > rost with th ; nzlond, rican gol pins ic
abraded bel the Jimit ylarance one-half one per csnt no
Do car-marited or shipnod i yther gold or ¢ is avallable.
esoerve 3an 7 Yo ; r-mrk and sot asids
Digitized for FRASER $0F the Bamk of ing harge its account on the following basis
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To the Govermors of the Sank of ingland. Jmmry 18, 1917,

(a) Refined gold bars at the rate of [18,504651 per United
States standard ounce of gold nime-tanths fine, plus the assay office
charge of 50¢ per §1000 in value, or

{b}] Sovereigne at their bullion valne J18.6046561 for each

omnce of gold of the Umited 3tates stondard, ~tonths fine, or

(e} Iagles at their bullion valpe of (18 51 per ouwnce.

the bullion e and face value of nglish coin. The right to doter-
mine, in the event of shipment, whother inglish coins shall be shipped
or mot to rest with the Federal Heserve Bani of How ‘.(ork. inglish gold
coins which are abraded below the limit of tolerance not to be shipped
if other gold or coln is avallable.
(8) Gold bers car-maried or shipped by el‘ther institution to the
other must be snitable for coinage purposes, alloy to be copper, and an
Digitized for FRASER
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To the Governmore of the 3ank of Ingland, January 18, 1917,

allowanca uade for sny variations in g0ld contemnts above or below tho
standards specified above, ;

(8] The car-marking and shipment of the
nation to be undertakem upon the baéiu of the va

coins of any other

of the fine gold cone

tained in such colns, with dednction of an all to cover the cost

of conversion imto gold baws of Ingli stondaxd ro-

snectively.
pe of paragraph 7 of the

(11) ¢ yet been gommcluded with

the Bamnk of France, ¥ hi$ the Federal Reserve Sank of Now

of the tions vrepared in larch 1916 shall otherwise
aoplye
{13) 1t is further suggested that the Bank of ingland fumish the
Federal Rescrve Bank of New York with the necessary documents and papers
to emable the opeming of an agcount with the Banik of ingland and acoom~
panying this letter are directions and forms amlying to the opaning of
an aceount by the Bank of ingland with the Federal Reserve Bank of Hew

York.
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To the Governors of the Bank of inglend. Jemary 18, 1917.

(14) It is desirable, on sccomnt of difficulties of cable com~
momication snd the necesslty for safe-guariing exchsnges of cables in-
volving payments of momey, that the Bank of & should suggest the
plan to be pureued in the use of cipher codes worde betwoan

the two institutions.

tions to be undertaken by Federal Reserve Banks
pending the subedesion of the plan, but in gemeral it 1s understood
that views will be oxchanged preliminary to actual operatioms by oither
party.

(19} Beolieving that the interest of both institutions will be
promoted by the prompt conclusion of the proposed arrangement, the

Foderal Reserve Bamk of New York will appreciate cable asknowledgment .
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To the Governors of the 3ank of ingland. Jarmmary 18, 1917.

of this communication and an indication by cable of any suggested

changes, or of any sdditions, which appear to the Govermors of the

Bamx of Ingland %o Do noscessarye, or desirable.

¥ith assurances of my esteen, 1 beg to

Reserve Bank"ol Rew York.

To the
Governors of the Bank of Inglandy
London.

gs/cc

nelosures
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March 26, 1917.

Lord Cunliffe,
Bank of England,
London, England

Pleased to receive your letter We suggest the following three changes in the revised
memorandum stop First Omit referencesin opening sentence and paragraph twelve to
conclusion of war as earlier start might be desirable Stop Second Oait provision
in paragraph six for earmarking gold only at convenience of debtor It seems to us
necessary to have accounts déefinitely on gold basis but with an arrangement that debtor
may limit amount of such gold obligations in advance for givem periods Stop Third
Revise paragraphs ten and twelve to conform to our second suggestiom Stop All other
changes satisfactory Stop Ve will await reply by cable to above suggestions before
transmitting further proposals

Benjamin Strong
Charze Fed. Res. Bank
120 Broadway
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essage
Letter
M Check
t Letter
should mark an X oppo~ A -
o class q.service!-desh::ﬁ Time Filed
E'g‘g”,%‘.‘%.“,_%“ﬁs A NEWCOMB CARLTON, PRESIDENT
FAST DA “}E.
end the following telegram, subject to the terms
on back hereof, which are hereby agreed to Penver, C Tl].OI‘Cé-IT?Q
A "iﬁ.. n.:. 191 ?.
Lord Cumnliffe,
Banic of imgland,
London, nglande
' Affectionate groctings to you and your associates at last from

an enthusiastic friend and ally.

Jtronge

Chg. Bend. Strong,

o - & s B
4100 Eontview Blve

for FRASER
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REGISTERED MAIL

PRIVATE ATD CONFIDENTIAL april 12,1917,

Iy dear 8ir:

It gives me great ﬁleasure to acknowledge receipt of your letter
of March 2, 1917, in reply to ours of January 18th last. Upon receipt of
your letier we sent you a cablegran under date of Maroch 26th, of which I
take pleasiure in enclogsing herewith a confimmation, and also a confirming
copy of cable received from you in reply on March 28th.

Referring to your letter of March 2nd, we are entirely in accord
with the changes which you have suggested with.regard to the various provi-
gions of the memorandum, with the exgeption of the ones concerning which we
cabled, and we understand that you agree in principle to our suggestions as
gent you by cable, Accordingly we have prepared a new memorandwn, incor-
porating changes in the opening paragraph of the memorandum and in gclsuses
6, 10 and 12, and trust that the proposal may now be found in form satisfac-
tory to both institutions, so that we may have a ratification thereof by the
directora of each in the near future.

4 As indica£ed in our esble, we think it essentisl that &ll accounts

should be reciproczlly on a gold basis; except as definitely arranged in ad-

vance for specific periods and smounts, and have conseguently inserted phras-
eology to gover that noint in clauses 6, 10 and 12.

with respect to the Assay Office charge for remelting, amounting to
one dollar per thousand ouncés, which is referred to onm pages 3 and 4 of your

letter of March 2nd, we are pleased to be able to advise you that we have made

arrangements with the Treasury Department and the Assay Office for the waiving

ttp://fraser.stlouisfed.org/
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 SPROTAL DRLIVERY April 23, 1917,
RPGISTRRED MAT

My dear Sir:

In the abgence of Governor Strong snd of Doputy Governor Treman, I
take great pleasure, in behalf of the dbank, in welcoming you to this country,
and hope that we may soon have the pleasure of arranging for’j-n wigit from you
at the bank,

eanwhile I beg to enclose herewith a copy of a communication, with

the enclosures, whioh Deputy Governor Tresman forwarded to you lty regintered

mail on April 12th and which, naturally, yon have not had sm opportunity of

aeeing. Posnibly your pregsence in thie country will enable us to sonsurmate
these negotiatiéﬁs aarlier than would otherwise have been feasible, especially
in view of the existing gonditions, which appear to us to make such & course
most advisadle.

Ve have comuniocated with Govermor Htrong to-day By tolephone, he
being 8till unfortunately in Denver on account of his health, and ho has re-
quested me to send you his greetings and warn nereonai regards,.

Both Yr. Treman and myself look forward with great pleasure to meat-
"ing you at Seoretary “eAdoo's to-morrow night.

Referring to the firaet paragraph on psge 2 of lr. Treman's letter
of April 12th, we are onitting from this copy the signatures of the various
officers of this bank who are authorized to execute documents and also copy
of our by-lawa and sigmature cards for execution by the officers of the Bank

of Tngland.
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Denver, Colorado,
April 22,:1917s

My dear Lord Cumliffe:

It was a very great disappointment to me not to be in New York
or Vashington so that I might extend to you porsonall grootinga and a
welcome t0 our country. . . ! "’

You know how keenly 1 desire that yoar x.u.xs;.on 1.0 this country

will be a comloto success, as I have-aevory reason to an\.icipate it will

FEE o NG

A\
bee / l
// ,/ i

Your presence in this coimtry will afford us opportunity I

\

trust to conclude the ne*otiati.ons no .' nending between the Bank of

England and the ]‘eder‘.l Reserve B:xmc of liow York, and I have asked my

associates in New Yorik to get into comunicatiou with you for the pur-

5

vose of ascertaining when would be a convonient time for me to retwn

East in oxder to moet you and oontinue our discussions.

I 4

/ ‘my health is now really’cmpletoly restored and 1 am expecting

to rotura permanontly éb_ou% June 1st and conld do so earlier if your

pla.ns.‘ mado 1¢ nocossary"'in order that I might see you beforo you leave.

With-warmest -rogards, I beg to remain,
Moot

Very truly yours,

< bo ‘Io-.

Lord Cunliffe,
Washington, D. Ce

Bs/cc gt et
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Denver, Colorado,
May 17, 1917.
My dear Lord Cumliffe:
1t was a great pleasure to have opportunity to geleome you to
this country and to discuss the memny important m='ters that are now occupy-

ing our sttention. You undoubtedly realize how difficult will be the

handling of financial transasctions in a country of such vast extent as this
and with a banking system a2s camplicated as ours is. This first loan will
be the test of our ability to handle similar future transactions and it has
been of the greatest possible assistantce to have the benefit of your views
end advice in preparation for the problems we are facing.

My plans have now taken definite shape and 1 am proposing to re-
turn to New York permanently the last of this month, so as to be there during
the last stages of the placing of the Liberty loan. 1If, however, any questions

arise in which 1 may be of any service to you or to your associates, will you

not be good enough to write or telegraph me here and I will return at once,
if i1t scems desirable for me to do so0.

I have left word at the office to proceed at once with the ar-
rangement of thel last details looking to the commencemont of transactions with
the Bank of England, and take the liberty of suggesting that it might be well
to have a memorandum prepared and sent to us as promptly as possible, indicat-
ing just what procedure should be followed in case it seems desirable to arrange
for ear-marking gold in South Africa or Australia. This I suppose should in-
clude a statemont of the character of the custody who will be respomsible for

the safe-koeping of the gold, the character and quwlity of the gold and, if
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possible, a cable code which migm: be used in case of emergency for
transmitting directions for its handling and disposition.

As to transactions in London, these doubtless must be nominal
while conditions are as at present. As soon, however, as our department is
organized, signatures, etc., exchanged, 1 had thought to arrange for the
purchase of a moderate amount of demand or cable sterling, simply to be
held in account as a start; the amount of course to be limited to whatever
the Bank of Bngland considers desirable.

Arrangements have been made for the engrossing of the memorandum
agresment, which will be forwarded for exemplification as soon as completed.

1 sincerely trust that you and your associstes of the British Com-
mission will return to England satisfied that the American people in heart

and epirit are, without reservation, committed to your great cause and that

the influence of the resources of the country will be brought to bear 4o bring

the war to a decisive conclusion in the near future.
With warmest regards, believe me,
Faithfully yours,
Rt. Hone.
Lord Cunliffe,

2829 Sixteenth St.,
Washington, D. Ce«

Bs/cc
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L ., <2« To Leord Cunliffe. 10/4/17.
" %
the loan operation itself but in relation to a general policy of the
l.;; associated banks of New York and the Federal Reserve Bank itself.

fhe influence of this Committee is what I have relied upon to secure
cooperation among the big banks of New York and I think our plans so
for as those institutions are concerned are complete and effective.
67 of the larger banks and trust companies have entered into commit-
ments with & Sub-committee of the Liberty Loan Committee, the Sub-
committee eonsisting of the following:

Geor;e ¥. Baker, Chairman of the Board of Directors of the

First National Bank,

James S. Alexander, President, National Bank of Commerce,

walter E. Frew, President, Corn Exchange Bank,

Gates W. McCarrah, President, Vechanics & VMetals National Bank,

Charles H. Sabin, President, Gueranty Trust Company, |

Frank A. Vanderlip, President, National City Bank,

Jeames N. Wallace, President, Central Trust Company,

Albert H., Wiggin, Chairman of the Board of Directors of the

Chase National Bank, and,

Benjamin Strong, Chairman.

This Committee is to furmmish as e¢alled upon a minimum of
$230,000,000 in ‘order that we may escape any real momey pinch. A larger
amount will be furnished if needed. This Committee also propéses to have
money available on the Stock Exchanre for call losns and in very large
amountse every day. The effect has already been to reduce call rates
but we have not yet succeeded in reducing time rates as much as I had
hoped. Poesibly next week we will begin to lend time money and perhaps
at the same tlla make some purchases of commercial paper.

To be quite frank, it s simply another method of inducing the

New York banks to borrow from the Federal Reserve Bank. If they will do
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80 to the extent pledged, we will create such a large surplus reserve
among t'e New York Clearing House banks that it will be possible to |
put rates down to a very low level. This, however, should not be
done suddenly and the arrangement will be timed so that the closing
week of the campaign will be conducted under rather easy money condi-
tions I hope.

As to the machinery for placing the loan, while still not
all that I would like to see it in soms respects, is so infinitely
better than lasst time, having been developed with more deliberation,
that I have great confidence in the success of the loan although I
have kept this opinion very largely to myself because we need hard
work all along the line.

The committee handling the actual distribution of the bonds
is supervising 2 machine of tremendous proportions. OQur publicity
department consists of about 100 people and is divided between news,
advertising, posters, "features", etc., etc. We have some of the
best newspaper men in the cify in this organization and the whole un-
der the supervision of the sditors or proprio-torl of the larger lew
York papers who compose a committee of which ¥r. Stone of the Associa-
ted Presse is Chairman. We also have a Speakers Bureau which includes
in its membership an organisation known as the "4-Ninute Wen" and I
an :told that we now have in that department alone 1,000 effective and
fairly well trained speakers who will cover every a.mus.oment place, in-
cluding moving picture theatres, in the district.

Sub-committees olf the General Comrittee will have charge of

(a) Large subscriptions from corporations and wealthy
individuals,
(b) Trust company subscriptions,

(¢) = National bank subscriptions,
(d) State bank subserirtions.

Federal Reserve Bank of St. Louis




-fa To Lord Cunliffe.  10/4/17.

Our district has now been divided into eight sub-districts
and we have twelve or fifteen hundred committees which cover dll the
inpoftant cities and towns in the district, these being under the su-
pervision of committees in New York with exverienced bondmen in
charge of each subdivision and on the ground. We also have about
150 committees covering all the trades in New York City and somewhat
smaller organizations in other cities. Responding to the desire for
& nickname or slogan typical of this country, thies trade organization
is known as the "Rainbow Nivision" « I surpose because of its comros-
ite character - and is operated under a general staff of efficient
men who are developing a tremendous enthusiasm in this organization
and whose efforts I am sure will produce wonderful results.

At a meeting at the bank to-day of the small group of men
who are really in charge of the details and ramifications of this
great orgenization, I was told that including college students and
cther organized bodies, we probably have 100,000 salesmen at work to-

day in this district. I have already signed about 15,000 letters

appointing committeemen who revort direectly te the bank.

We are covering the district with vosters and banners;

every newspaper and periodical will have news articles, advertisements
and editorisls every day on the subject of the loan from now on until
October 27th. Torking alongside ofAthic bank orgemization, we have
graduelly succeeded in coordinating what is known as the ¥Woman's Nation-
al Liberiy Loan Organisation and their committees are reaching through-

out the district along similar lines to those established by the bark.
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-5 To Lord Cunliffe. 10/4/17.

let only has ocur selling arrangement developed far beyond anything
that was possible last June, but I am glad to say that the bank if.-
self is now well equipped to handle the detail and the Department
in Vashington is actually delivering the permanent bonds to the Sube
treasury in New York so that we may deliver them practically as sold.
With this, I am enclosing a Trol'mnry Department prospectue
of the loan which will give you the particulars and da‘es of payments.
You will observe the tremendous transfers involved as these payments
are made., I think, however, we have made adequate provision to
avoid money market difficulties, at any rate, in the New York District.
We are proposing to qualify all of the banks through which subscrip-
tions will be received as government depositaries and I believe that
the great bulk of the pa;ynents will be effected either by turning in
‘cortificates of indebtedness or by giving the government credit direct-
ly on their own books. The money will then be gradually drawm dowm
snd if this is done so rapidly as to inconvenience the depdsitary -
barks, we will expect them to borrow through us. \ .
For the present we propose to maintain ocur present rates at
the Reserve Bank which are as foilovs:
For notes, drafts and bills of exchange, indluding pmunry
notes secured by eligible paper or bonds, notes or certifi-
cates of indebtednesa of the Umited States, having e maturity
at time of discount of not more than 15 days..c..cveevesa3 &
i‘or notes, drafts and bille éf exchange, having a maturity
at time of discount of more than 15 days and not more tham

90 d.y‘...o....ooo---.--o.-no..a--.-o--.-nao-- '.'..lc.‘ %

Foer agricultural paper having a maturity at time of discount
of more than 90 days and not more than six months.......5 #




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

For notes, draftes and bills 6f exchange issued or drawm
for the purpese of buying or carrying bonds, notes or cer=-
tificates of indebtedness of the United States, and se-
cured thereby, having a meturity at time of discount of
B0t more Than 90 daYS.ccscsre srssssassnass-ssasesIt B

For trade acceptances having a maturity at time of dis-
count of not more than 90 dayS.ceeccsrvescsscscassd3td %

For one day promissory notes of member banks required

in connection with tremsactions involving the fiscal op-
erations of the Government, secured by eligible paper

or bonds, notes or certificates of indebtedness of the
United States...scveenss AR PEIEEEAPRA SIS, o 5, L ¢
The important rate is of course the 3+ 4 rate for loans

at 90 days secured by these bonds. I am hopeful thzt the pawments

can be handled without toc great a strain om our resources but

it may well be that cur discounis and loans will this time rum

over £500,000,000 and possibly even beyond that.

You are about to start a consideréble loan campaign on
your side and of course I am anxious to get the best forecast pos-
sible -as t¢ the prdbable course ¢f your ratés. This seems particu-

arly importent at this seasen il we have a large movement of cot-
ton becmuce at the present level of rates our banks may be inclined
to carry bills in portfolio in London end not discount them which
would, of course, impose additional burdens uson us through lecking
up that amount of free funds.

As -our Covernment borrowings'increase in volume, I am
wuch improssed with the importance of cx;hanginﬁ information with
you and your associates and hope that you will feel quite free to

cable us fully of any material change in your market,
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Cctober 4¢h, 1917.

PERSCNAL.
Dear Lord Cumliffe:

I have just signed an official letter to you in reply to
your letter of September 3rd which I trust is quite satisfactory.
In addition to that, I would like to gend ycu this personal leiter
to inform you somewhat of conditions in New York which, of course,
reflect to some extent conditions throughout the comtry and to ask
if you will be good enough on receipt of this to write or, if noc-
esgary, cable me anything of importance which might occur to you in
connection with conditions in London that might have an aeffect upon
our money market.

My reason for asking this is because of the immensity of the
transaction we are now facing, and as you very well know,the many dif-
ficulties of organizing our cumbersome and complicated banking wachin-
ery so that this next loan may be placei without serious disturbance
to our money markets.

I would like first to deseribe to you what is being done to-
wards making the loan a success. 1 must confine myseIf to ocur own
district which is probably the best organized of all the twelve dis-
tricts, but to a lesser extent the others are organizing along similar
lines.

We have retaincd our General Loan Committee, somewhat enlarged,

which is almost entirely an advisory committee, not conly connection with
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the loan operation itself but in relation to a general policy of the

‘. associated banks of New York and the Federal Reserve Bank itself.
The influence of this Committee is what I have relied upon to secure
cooperation among the big banks of New York and I think our plans so
far as those institutions are concerned are complete and effective.
67 of the larger banks and trust companies have entered into commit-
ments with a Sub-committee of the Liberty Loan Committee, the Sub-
committee eonsisting of the following:

Ceorge F. Baker, Chairman of the Board of Directors of the

First National Bank,

James S. Alexander, President, HNational Bank of Commerce,

walter E. Frew, President, Corn Exchange Bank,

Gates W. McOarrah, President, Mechanics & Wetals National Bank,

Charles H. Sabin, President, Guaranty Trust Compeamny,

Frank A. Vanderlip, President, National City Bank,

James M. Wallace, President, Central Trust Company,

Abert He Wiggin, Chairmsn of the Doard of Directors of the

Chase Rational Bank, and,

Benjamin Strong, Chairmen.

This Committee is to furnish as called upon a minimum of
$230,000,000 in order that we may escape any real money pinch. A lerger
amount will be furnished if needed. This Committee also proposes to have
money aveilable on the Stock Exchanse for call loans and in very large
amounts every day. The effect has alreedy beem to reduce call rates
but we have not yet succeeded in reducing time rates as much as I had
hoped. Posaibly next week we will begin to lend time money and perhaps
st the smme time mnke some purchases of commercial paper.

To be quite framk, it is simply another method of inducing the
New York banks te borrow from the Federal Reserve Bank. If they will do

7
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80 to the extent pledged, we will create such a large surplus reserve
> ’ o

among te New York Clearing House banks that it will be possible to

put rates down to a veey low level.

. 1

'his, however, should not be

done suddenly and the arrangement will be timed so that the closing

week of the ecampaign will be conducted under rather easy money condi-
tions I hope.

As to the machinery for placing the loan, while still not
all that I would like to see it in some respects, is so infinitely
better than last time, having been developed with more deliberation,
that I have great confidence in the success of the loan although I
have kept this opinion very largely to myself because we need hard
work all along the line.

The committee handling the actual distribution of the bonds

(

is supervising a machine of tremendous proportions. Our publicity
department consists of about 100 people and is divided between news,
advertising, posters, "features", etc., etc. We have some of the
best newspaper men in the city in this organization snd the whole un-
der the supervision of the editors or proprietors of the larger lew
York papers who compose a committee of which Mr. Stone of the Associa-
ted Press is Chairmen. Ve also have a Speakers Bureau which includes
in ite membership an organization known as the "4-Minute Men" and I
am told that we now have in that department alone 1,000 effective and
fairly well trained speakers who will cover every amusement place, in-
eluding moving picture theatres, in the district.
Subecommittees of the General Lommittee will have charge of

(a) ;arge subscriptions from corvorations and wealthy
individuals,
Trust company subscriptions,

National bank subscriptions,
State bank subseriptions.
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-da To Lord Cunliffe. 10/4/17.

Our distriet has now been divided into eight sub-districts
and we have twelve or fifteem hundred committees which cover all the
important cities and towns in the district, these being under the su-
pervision of committees in New York with experienced bondmen ia
charge of each subdivision and on the ground. We also have about
150 committees covering all the trades in New York City and somewhat
smaller organizations in other cities. Responding to the desire for
a nickname or slogan typical of this country, this trade organization
is known as the "Rainbow Division™ - I suppose because of its comnos-
ite character -« and is operated under a general staff of efficient
men who are developing a tremendous enthusiasm in this organization
and whose efforts 1 am sure will produce wonderful results.

At a meeting at the bank to-day of the small group of men
who are really in charge of the details and ramifications of this
great organization, I was told that including college students and
other organized bodies, we probably have 100,000 salesmen at work to=-

day in this district. I have already signed about 15,000 letters
appointing committeemen who repori directly to the bank.

We are covering the district with posters and banners;
every newspaper and periodical will have news articles, advertisements
and editorials every day on the subject of the loan from now on until
Cetober 27th. ¥Yorking alongside of this bank organization, we have
gradually succeeded in coordinating what is known as the Woman's Nation-

al Li

perty Loan Organization and their committees are reaching through-

out the district along similar lines to those established by the bank.
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Not only has our selling arrangement developed far beyond anything
» that was possible last Jume, but I am glad to say that the bank ite
self is now well eguipred to handle the detail and the Department
in Washingtorn is actually delivering the permanert bonds te the Sub-
treasury in New York so that we may deliver them practically as sold.
With this, 1 em enclosing a Treasury Department prospectus
of the loan which will give you the particulars and dales of payments.
You will observe the tremendous transfers invelved as these payments
are made. I think, however, we have made adequate provisiom to
avoid money market difficulties, at any rate, in the New York District.
We are proposing to qualify all of the banks through which subscrip-
tions will be received as government depositaries and ! believe that
the great bulk of the payments will be effected either by turning in
certificates of indebtedness or by giving the government credit direct-
ly on their owm books. The money will then be gradually drawm do-ﬁ
and if this is done so rapidly as to inconvenience the depdsitary
banks, we will expect them to borrow through us.
For the present we propose to maintain our present rates at
the Reserve Bank which are as follows:
For notes, drafts and bills of exchange, indluding promissory :
notes secured by eligible paper or bonds, notes or certifi-
cates of indebtedness of the United States, having =z maturity
at time of discount of not more than 15 dayS.ececesacessd %
For notes, drafts and bills 6f exchange, having a maturity
at time of discount of more than 15 days and not more than

90 dﬂ.y’-....-oo-o...o.-..-............-....... .l.l..ll‘ %

For agricultural paper having a maturity at time of discount
of more than 90 days and not:more than six monthsS.......5 %
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-G Toe Lord Cumliffe. 10/4/17.

Special Rates.

For notes, drafts and bills of exchange issued or drawm
for the purpose of buying or carrying bonds, notes or cer-
tificates of indebtedness of the United States, and se=-
cured thereby, having a maturity at time of discoumnt of
20t Nors then M dayleice-sasxrcsnrensnsons dosrasssdt &

3

For trade acceptances having a moturity at time o
COL’A’"t Of '{!‘Dt more thﬂ g'«h (,’L-.’inl..."oo.-.ooo'005-03 =

r 2
! o
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b

For one day promissory notes of member banks required

in connection with transactiong involving the fiscel op-
erations of the Government, secured by eligible paper
or bonds, notes or certificates of indebtedness of the

United DRatBlisssevenessnisusnsvrtanasdsvivasnsoil 20 4%

-

The important rate is of course the 3% % rate for loans
at 90 days secured by these bonds. I am hopeful that the payments

can be handled without too great & strain on our resources but

311 ‘be that our discounts and loans will this time run

ler)

it may w
over %500,000,000 and possibly even beyond that.

You are about to start a considerable loan campaign on
youf side and of course I am anxious to get the best forecast pos-
sible as to the probable course of your rates. This seeme particu~
larly importent at this season if we have a large movement of cot-
ton because at the present level of rates our bunks may be inclined
to carry bills in portfolio in London amd not discount them which

would, of course, impose additional burdens upon us through locking

As our Government borrowings increase in volume, 1 am

much impressed with the importance of exchanging informzation with

2% Gl

you and your associates and hope that you will feel quite free to

.

cable us fully of amny material chenge in your market.




. - - 7o Lord Cunliffe. 10/4/17.

Won't you give my warmest regards to Cokayne and Norman
g | and the same to yourself.

Faithfully yours,

Governor.

To
Lord Cunliffe,
Bank of England,
London, E« C., 2,
Ingland.
BS/VeM
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November 5th, 1917.

Dear lLord Curliffe:

It war most gratifying to have your cable of congratulations
which reaches me just as I em leaving for a few weeks rest. /' While
I am away, I am proposing to write you a little account of our cem-
paign to place this second bond issue and also a sketch of our plans
for the future. Meantime, I have taken the liberty of sending you
a confidential message through Lord Reading which I am sure you will
understand.

Will you permit me to intrude im a very personal matter to
say that I sincerely hope that by no possibility you will contemnlate
retiring at the end of your present term. If this war continues,
there will be many important things to be done in which your fine in-
stitution and ours will have interests in common. Your many friends
on this side would deeply regret any change which would deprive us of
the advantages of your friendship and understanding of our affairs.

With warmest personal rega#ds, believe me,

Faithfully yours,

Lord Cunliffe,
Care Bank of England,
L’ndon, We C., mglmd.

BS*VCY

Digtated by Governor Strong but
signed after his departure.
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Send the following Cablegram, subject to the terms
on back hereof, which -re’ hereby agreed to Dec. 2"’ 1917.

Lord Cunliffe,
Bank of Fngland
London.

Warmest Christmas greetings to you snd your associates.

Strong.

Charge Benjamin Strong,
Pederal Reserve Bank,
15 Nassau Street.

BS¥*wy
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January 21, 1918.

My dear Lord Cunliffe:

I have taken the liberty of giving a note of intro-
duction addressed to you, to my friend, Mr. John T. Pratt,
who is sailing for Prance this week.

Mr. Pratt is a well-known New Yorker, the son of
Mr. Charles Pratt whom you doubtless know as one time con-
nected with the Standard 0il Company. Since the outbreak of
the war he has been engaged in some important work in the De-
partment of Labor, in Washington, and has now resigned to take
up work in France.

He is a very warm personal friend of mine and a de-
lightful fellow in every way, and I hope his engagements abroad
permit him opportunity to meet you. Anything that you can do
to facilitate the objects of his trip will be warmly appreciated.

With kindest remembrances for the New Year, and
thanking you in advance, I beg to remain

Sincerely yours,

Rt. Honorable Lord Cunliffe,

Bank of England,
London, England.

BS/HAB
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Jamuary 21, 1918.

Dear Sir:

This note will be presented to you by my friemd, Mr.
John 7. Pratt, who is just leaving this country to accept a
position of importance in the Américan Red Cross, Field
Service, in France.

I hope that Mr. Pratt's duties will permit him op-
portunity to present this letter to you, as he is a very warm
friend of mine and I am sure you will be glad to know him,

Anything that you can do to facilitate his work or
his trip will be greatly appreciated by me.

Faithfully yours,

Rt. Honorable Lord. Cunliffe,
Bank of England,
London, England.




Dear Lord Cunliffe;

Since receiving your letter

t0o have, it has seoemed wise for me

February 4, 1918.

of November 28th, which I was delighted

t0 take two short holidays and the intervals

between them have been spent partly in Washington and partly in some very busy

days at the bank,

desired effsct, I am feeling alt

o
<i

next loan, which bids fair to be
more intensive organization,

The various problems tha
working out satisfactorily enough

portance, and, consequently, the a

rs seem t0 be greate

our many affai

- &3 . 3 R N o
s fine to hear that

et
ct
(=

There are many matters in

April,
drawn from your long experience in
find it possible to be here in Apr
a little work in store for you,
is one of great envy.

be to shift all of these worries b

7yith warmest regards, I

Rigut-Honorable Tord-dunliffee
Bank of England,
London, Engl

—
Eu}ﬂt.

ao /e
J\,‘/ d!x.)_,‘

Dropping everything for a period seems to have had the

ogether better and able to start work on the

large one, requiring even greater effort and

»

t we discussed when you were over here are

only they have grown in magnitude and im-

mount of time and education required to handle

r with the development of our huge war machine.

there is a prospect of your coming over in
which you can help us with sound advice

-

working out these problems, If indeed you
[ &

il, we will have a warm welcome as well as

iy personal feeling in regard to your visit

There are many times when I feel what a relief it would

ut, for the present, I must stick to the work,
am,

Sincerely yours,




July 23, 1918,

iy dear Lord Cwmliffe:

v I% is a vleasure to¢ receive your kind note of June 22nd,
which reaches me just s I am leaving for a few woeks absence in the
countiry.

Trere are somé pointe in comnection with the Act of 1844,
at least ac now applied te moderm benking and finspmes, which seem %o mo
mdght be dealt with %o adveniage. <4 iz a wery big swbject amd ome upen
which I wouid only venture to comment with diffidenco, us 2 ¢child might
foel towerd i%s mother,

That I adwire about yowr system so groatly is the valne and
efflgucy of tradition ws distimguishe! from vy conplisated and inflexible
statutes.

I ghall hopo to iake adventags of these few wasks of rocreation
by giving some special thought to your letter, and will write you fully in the
eourse of a faow weoks,

Anything that I send you may be used without reserve, for it
wiil be based upon our owt experiences of the past four years under our new
system, some points of which I firmly believe might be adopted by youwr bank
without izvolving any loss of tradition to the Bank of England, and, possibly,
without radical change of law,

It is a great pleasure o hear from you, smd I only wish that

I might have an opportwmity to discuss this particular matter in personm,

correspondence being a very wmsetisfactory way of expressing one's ideas on




2 Lerd Culiffe 7:23:18

® You are most kind to send me a copy of your photograph
through ¥r, Hemlin, which has not yot reached me, but I shall prize it
very highly; end to show you that I em not wmappreciative, I am sending
you a eopy of my om photograph, which I wish was a better one.
Vith wvarmest regards, I am,
Sincerely yours,

Rt. Homorable Lord Cumliffe,

Headley Court,
Epson, England.
BS:0B
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Woods Hole, Mass.,
August 10, 1918,
Dear Lord Cunliffe:

You must not think that I have overlooked your kind letter of
June 22d. In fact, I have been &i work preparing notes for a memorandum
which I hope to send you in the course of about a week. In the meantime,
I sm reciprocating your courtesy by sending you, under separate cover,
one of my photographs and am looking forvafd to having one of yours,
through ¥Wr. Hamlin, as you were good enough to advise me.

We are now gquite busy getting ready for our next Liberty Loan,
which will be offersd on September 28th, and will probably be for a very
large smount, possibly $6,000,000,000, The country's enthusiasm for the
war, and its great interest in what our men ars doing in France leads us
to belisve that & loew, even of that great size, will be successfully
placed.

With warmest regards, I beg to remain,

Faeithfully yours,

The Right Honorable Lord Cunliffe,
Headley Court,
Epsom, England,




Wy
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FEDERAL RESERVE BANK
OF NEW YORK

DUPLICATE

Woods Hole, Mass.,
August 12, 1918,

My dear Lord Cunliffe:

The follewing remarks, . which I am sending in response to your
kind wote of June 22, 1918, I trust will be read by you and by your
‘associates with the full understanding that in no respect should they be
taken as criticism whers they appear to be such, but rather as evidencing
a desire to answer your inquiry with the frankness which is required in
order that this letter may be of service, and with the candor which should
characterisze the suggestions of a friend. I need not tell you how greatly
honored I feel in being asked to aid in such en important and complicated
matter as that upon which you are just now engaged.

The Federal Reserve System, while embodying the resulis of inquiries
conducted in all the modern banking countries, is, nevertheless, more hr;oiy -
modeled in ite fundsmentale upon English banking oxporiain and tradition
than upon those of eny other nation. Its most important varistions from
the British system comsist in our having twelve regional central banks, in-
stead of one, with branches, and in these banks having the power to issue eir-
culating notes, secured by their assets, instead of solely against gold.

I am submitting below some comments which seem to be justified in
view of our four years experience under the mew Federal Reserve Act, but I
am not confining these suggestions to the scope of the inquiry suggested by
your letter. Twelve headings will be dealt with somewhat in the order of
their importance, discussing first our own experience, and, later, comment-
ing upon certain aspects of your position in the case of each heading:

4, THE cunmci NOTE ISSURS OF THE BRITISH GOVERMMENT: The

history of the mote issues of the Federal reserve banks may be summsrized ss
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follows: (Under the law, as originsally passsd, it was understood by many,

( and, possibly, although net certainly contemplated by the law, that these

notes should ordinarily be issued against the security of bills and commerecial
paper and that each reserve bank should maintain a gold reserve in its banking
department, in sddition to the pledged collateral, equal to 40% of the emount
of notes actually issued and outstanding., Certain provisions in the Act,
which permitted the substitution of gold as collateral, in place of commercial
paper or bills withdrawn, afforded epportunity feor the reserve banks, when they
were first orgenized, to meke the note issue the means of gathering in the
floating supply of gold and of impounding the large imports of gold which teok
place in the early years of the war., Without, therefore, any true expeansion
of "assets” surrency, the reserve banks, during the first two and one-half
years of their existance, built up an immense reserve of gold, simply by
issuing notes upon the security of gold as opportunity affordsd. These
issues were made in various ways, but, genmerally, in direct exchange for gold
deposited with the reserve banks or purchased from those importing it from
abroad. Various smendments to ihe Federal Reserve Act facilitated this
eperation, the last amendment, in 1¢17, deing away with all requirements
that netional banke carry reserves in their own vaults end providing that only
depoesit balances carried with the reserve banks should thersafter count as re-
gerve. The smount of reserves to be carried on deposit was increased by the
new law, and, in consequence, the gold reserves of the member benks were at
ence very largely transferred to the reserve banks, whose notes are now used
s till money by those banks, although for National Banks) they do mot count
as reserve. Through these operations was laid the foundation of the present
strength of the reserve banks, which has enabled them to meet the demands of
our war financing with such ease.

Commencing in April, 1917, the reserve system bagan to feel the

strain of the financisl operations of the Govermment, as well =& the demands

http://fraser.stlouisfed.org/
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for currency, csused by rapidly advancing prices for labor and commedities.
* While the gold reserves of the twelve reserve banks have been built up
to nearly $2,000,000,000, being two-thirds of the ecountry's geld supply,
at the seme time note issues have expanded to $1,955,000,000 and loans, die-
ecounts snd bills purchased to #1,541,000,000, In comnection with thies para-
graph, I am transnitiing & series of statementis of the Federal reserve banks,
which will exhibit the growth of these various accounts from the commencement
of the system until the present time. This expsnsion of nole issues stands
out in marked contrast v';itgloeurnm- during our §ivil Wer. Due to various
easuses, in part to ignorance of sound prineciples of finance and to failure
promptly to levy tmo,. and to the timidity of the country resulting from the
shock of wivil war, our Tressury was led to issue the so-celled "green=-backs.”
Hardly six months had passed before our Govermment, and practically all eof the
benks of the country had suspended specie paymenit and from that time until
long after the conclusion of the wer, gold commanded & premium, at one time
equal to 280f, measured by the value of cur paper momey or deposit balances.
Our green-backs have never been retired and sre still legsl tender: The
contrast with preeent conditions is too striking te be passed without com-
ment. We have never had & premium on gold since the war started in 1914;
there has been ne lack of currency for commercial needs and we have continued
>~ te ship gold to creditor nations, while only in recent monthe have such ship-
ments been n'bjoct t> necessary Government regulstions. Gold is still paid
out by our banks to their depositors if demanded amnd the only legal restric-
tions upon gold transactions are those imposed by the export embarge which
seeks o regulate and contrel the loss of ocur gold banking reserves in hammony
with our war requirements and those of our Allies.
This statement is mede at some length in order to emphasise the peint

which is so obvious in our currency situation; namely, that the infusion of this
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’ large mmountoef circulating media into our banking system eand into trade chan-

nels under the stimulus of rising prices and expanding loans send deposits,

® is most unlikely to result in an irredeemable currency situation, because the

) general contraction of business and eredit succeeding the conclusion of the war
will sutomatically bring about a contraction of the currency circulation, and
the gold redemption fund is unquestionably adequate, unless the war should last
nany years. The note issue has expanded as business demanded, and has been an
impertant instrument in effecting an .c?uul.tion of gold reserves.

As to your situation, I can not help but feel that a different and

not gquits as sound a policy has, of necessity, been pursued. Your currency
notes now appear te have taken a permanent place in the nation's note eircule-
tion, and, doubtless, occupy an important place in the cash reserves of the
joint stock and savings banks, The gold reserve maintained sgainst them is
trifling compared to that maintained by the Bank of England in its Issue Departi-
ment, or that mainteined by the reserve banks (mow roughly 60%) sgainst combined
note and deposit liabilities., The fact thet the currency notes are secured by
interest bearing bonds, together with a deposit balance at bank and s small
gold reserve, is an explicit recognition by your Govermment of the urgent need
for prompt retirement of this circulation, yyt the question arises, will its

_> retirement automatically take place and how will the progress of its retirement
be governed! It seems that this will largely depend upon the policy of your
Government in dealing with the obligations by which the currency notes are
secured. The notes should not be retired more repidly than the reserve condition

A of your banks, the asctivity of your business, and the decline in the price level
will permit. No refunding scheme for the sale of interest bearing bonds to the pubd~
lic will replece in the pockets of your people, in merchants' tills, and in bank re-
serves, currency which is now required to meet demands for commercial and bank-

ing purposes. Bven the substitution of a balance at the Bank for the
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' Govermment's obligations now securing the notes will be ne more than a sub-
stitution of one form of obligation for another form of ebligation. The

. real problem will be to provide suitomatic retirement for these notes when

end as rapidly as their circulation is no longer required. I am inclined %o

think thet the modificetion of your Bank Act, suggested in "B" fellowing,

might well be combined with a plan by which the currency nctes would be assumed

end gradually retired by the Bank of England, or, possibly, its own noles sub-

stituted at the proper time, and the issues merged.

Unless human nature in England is quite different from human nature
in this country, the currency notes will be a menace so long as they are in
eireulation. The demand for 'theap money by ignorant people cen easily be
focussed upon the Government printing press, biit the conversion of the currency
notes into benk notes, with provision fer sutomatic retirement, should antici=-
pate and svoid that devslopment.

B, THE BANK OF ENGLAND NOTE ISSUE: Under "A" I have roughly de-
seribed the eperation of the note issue of the Federal reserve banks. In
elaboration of that statement, it should be explained that under the law as now
smended, the note issues of the Federal reserve banks are slmost, if met quite as
fully, assets currency as are the notes of the Bank of France. All of the asssts
of the reserve banks are charged by law with a prior pledgs to the nete holders,
befors other creditors cun be paid, so that the physical segregation of uills
and gold with the Federal Reserve Agent, which is the equivalent of the establish-
I ment of an Issue Department dimilar to that of the Bank of England, is more a

formality than & reality., When the peried of pest-war liquidaiion arrives,
accompanied by declining prices for commodities and labor, unless the nation's
banking reserves are disturbed by heavy gold exports, it may be expected that
the liquidation of loans and deposits of the banks generally, and, in conse-
quence, the loans of the Federal reserve banks, will gradually bring about a re-

dustion of deposits and mote issues withoui disturbance to either business or
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benking conditions,
It may be & justifistle comment upon the meintemance «f the issue do~

partment of the Bank of Englend in its present fomm, that its note issus was in-
capable of expansion like ours, to meet the needs of the war, and, had it been
cqnhic of such expansion, doubtless some of the serious currency difficulties
ef 1914, which resulted in the issue of the currency noties, would have been
avoided.

Since the outbreak of the war, the Federal Reserve Bank of New York
has aimed to keep in stock unissusnotes of various denominstions of no less than
$500,000,000 and the total of unissued motes curried in reserve by sll the reserve
banks has been kept at about $1,000,000,000. The protection afforded to our
banking system by the assurance which knowledge of that feet gives to bankers
and business men has been of ummistakable value. No sueh stock of notes held by
the Bank of Englend would have had similar effeet upon sentiment as the Riank has
no means of putting them inte circulation.

Later sxperience with ocur own system, if the war continues, may require
@ modification of these views, but, up to the present time, I beslieve thst cur
experience justifies a greater faith in the note issue plen of our Federal Re-
serve Aci than in the plan of a separate department of issue without power of ex-
pansion, required by your Aet of 1844. [Reslizing, further, that the pesition of
the Bank of Englend, if operating under a law comparable to ours, would require
fortification by a grest madition to its gold reserve, leads to question

€. ARE ENLISH BANKS OVER-LENDING ON THEIR RESERVES! During a
vigit to Englend in 1914, I recsall stating to some of your bankers that it appeared
to me, snd I believed to other ‘merican bankers, that the Emglish banks as & whole
were over-irading on their gold reserves. If the comments under paragraph "B" are
justified end the Bank of England should be given the power in future o ezpand
its note issus, then, in my opinion, no such chenge of law would be safe without

a greater store of gold, either in the central bank, or in the joint stock banks.
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We have slways been a nation ofstatutory minimum reserves; England has never
® imposed statutory reserve restriciions upon iis banks, and I should say that the
consequences of these divergent policies are, in the cass of Mmericen bankers,
too great a reliance upon reserves and toe little upen good banking, end, in
& the case of Emglish bankers, too great a reliance upon good banking and tee
little upon reserves. We have been over-supplied with reserve meney, but eur
banks have not kept as liquid as the English banks. Your benking institutions
have done too large a business upon too slender mgold reserve.
¥hile I sm opposed to the principle of independent vault reserves and
of statutory reserve requirements, it is, possibly, fair te state, in the
light of our wer experience, that the English banke have met fortified their
central benk as much as they might, and, in order to build up the gold reserve
of the Bank of England, it might be prudent te inducs or requirs them te suffic-
iently reduce their credits so as to ensble the Bsuk of Englend to accumulete a
greater general gold reserve and this would seem to be an essential requirement
if the present restrictions of the Act of 1844 surrounding note iszsuss are to
be removed.
D, DEPOSITED RESERVES VS INDIVIDUAL BANK RESERVES: Since our
Rational Bank Ast was adopted in 1863, snd until the Federsl Reserve Act was
recently smended, all national banks in the United States had been required te
keop @ considerable reserve in their own vaults and had been permitted to carry
a portion of their reserve on deposit with other banks. Most of our State
laws still require State institutions to carry reserves in their own wvesults,
{which may, however, in most States, consist of the notes of the Federal reserve
banks) and still permit a portien to be carried on deposit with eother banks,
which, in most Siates, include the Federsl reserve bsnks. Qur reserve laws
were undoubtedly a source of weakness in a country where branch banking was not
permitted or encouraged and resulted in cur reserve being scattered smeng 20,000
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or more banking institutions. Thishas finally been corrscted by the recent
smendments to the Federal Reserve Act se¢ that now, as stated above, the Fed-
eral reserve banks carry reserves of nearly $2,000,000,000 of gold, avail-
able to all the primcipsl banking institutions of the country. Over 8,000
banks and trust companies, including prastically all the large ones, are now
menbers of the system. There has recently, I understsnd, been a streng move~
ment in England looking to the carrying of independent cash reserves by the
joint stock bamke. This, I believe, would be less objectionable with you
than in this country, owing to the small nmumber of commerecial banks in
England; but, on the other hend, it might retard the process of reccupers
tion from the war strain by the Bank of Englend, which should be prometed
before any msasures of that character are applied to your commereial banks.
In gensral, I think that our reserve law, and, in consequence, our reserve
position, is to-~day much stronger than that of the Bank of England and eof
English banks generally and that your situation would be largely corrected
by some bank liquidation which would enable the Bank of Englend to maintain
larger gold holdings.

E. DOMESTIC EXCHANGES: At the time of their establishment,
the Federal reserve banks faced diffiecult, and what appeared to be insur-

mountable obstacles, in overcoming the objections of the banks of the country

to = proper regulation and control of the domestic exchanges. Thers are
probably 30,000 banks and bankers in the United States, large and small,

upon whom checks are drawn daily, many being sent to all parts of the country
for various setilements. The colleetion of these checks and the adjust-
ment ¢f the resulting belances were long subject to ne fixed rule as to cost
or as to time of collection and settlement and, in consequence, many con-
fusions and dangers arose, which it was the fumetion of the reserve system

to cure. This has at last been well started and I refer to the matter enly

in order to comment upon the operatien of your magnificent London Clearing
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House and the simple and effective methods by which your collectiions and
exchanges are effected. The only modification of present practice which
might be suggested is possibly the establishment of a more unifem plan for
settlements between English and Scotch banks so that they might be more
prouptly effected and, possibly, at less eost. '

¥F. THE LONDON BILL HMARKZT: No department of English banking has
g0 influenced the development of banking in this country as has the example
of your bill market. In every advanee in this new line of American banking
your ewn pmtieoi end traditions have been searched and exsmined for a
better understanding of how this business should be conducted and, I believe,
notably in this respect English banking leads the world and should continue
undisturbed.by regulation or rest’rilction.

G. THE OVERDRAFT ACCOUNT: 1In our Nestional Bank Act and in the
larger number of our State banking laws, provisions are now contained, most
rigorous in character, which prohibit overdrafts by depositors in banks,

In the case of the Federal law, this is so striet that if intention can be
proved, the depositor can be visited with severe penalties. In some States

to intentionally overdraw a bank acecount is & misdemesnor, punishable by im-
prisomment. This is in distinet contrast with the practice of many of the
English jeint stock banks, which regularly grant eredit to their customers on
current account or overdraft. I firmly believe that this is a bad and danger-
ous custom and might well be dealt with by statutery prohibition. A bank eof
all institutions, should knew whea it may count upon the repayment of indebted-
nese owing teo it. Purthemmere, & loan of that character, which may run in-
dofinitely, in time takes on the nature of a capital fund in the mind of the
borrower sand gradually merges into his business investment. Thile I fully
understend the cere which is taken by some of your bankers tosafeguard this
method of extending credit, I can not but believe that the proper regulation ef

the relations between a bank and its customers can be Petter effected by the
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employment of a bill or e mote, rethernthan by relience upon an inscribed ac-
count.
H. RATE FIXING: The Federal Reserve Act provides that the firectors

of Fedoral reserve banks shall fix the rates of discount for the varicus classes
7~ of leans which they make, the rates so fixed being subjest to review and determi-

nation by the Federsl Reserve Board. These rates must apply te all berrowers

making similar types of loans. The langusge of the statute is somewhat smbigu-

ous as to whether the Federal Reserve Board has the power to initiste a rate.

That question has never been definitely determined, and I doubt if need for

such a determination is likely to arise. This is a marked defect, howaver,

in the regional bank plan, as uniformity of rates can not well be brought about, -

and the influence of the central bank rate is to some extent impaired.

The influence of the rate of the Bank of Ingland is so pronounced,
in fact io much mere pronounced than the rates of the Federal reserve banks,
which are so various as to different types of loens end differ rather widely be~
tween the different reserve banks, that I doudt if comparison can be made between
the practices of the two institutions. I should hope, heever, in the interest
of your own money market, that no development would take place which would have
the effect of altering the stability end unifommity of rates now so well governed
and contrelled by the Bank of England.

I. THE PAYMENT OF INTEREST TO DEPOSITORS:  Federal reserve banks
are neither suthoriszed nor expressly prohidbited by law in the matter of allowing
interest on balances. As a matter of practice, and in view of our interpretatien
of the law, it has been generally considered that we were without power to allew
any interest on deposits. It would nullify other provisions of the law which re-
quire us te pay all surplus income ever our 6% dividend and the maintenance of
our surplus at 40% to the Govermment., If interest wers allowed, there would,
in fect, be lidble or mo surplus income, in which event the profits payable te
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On the other hand, keen competition for business among our commercisl banks and
‘ trust companies, and the advance in the general level of interest rates, oc-
eusioned by the war, have led to the practice in some parts of the couniry eof y
paying interest upon active checking accounts far beyond what banking prudence
werrants.  Conditions governing this metter in England have been samewhat dife
ferent. The payment of high rates of interest has at times been effsciive in
attracting and retaining balances from abroad, end, frequently, in protesting
your market against heavy discounts of foreign paper. Experience in this country
has led us te belisve that no mere subtle influence exists for the prometion of
/~ unsound banking than the competition which takes the form of allowing high rates
for deposits. Whether brought about by the influence of the Bank of England

or of your Clearing House, or, possibly, by statute, it has seemed tc me that

some regulation of the rates of interest allowed on bdalsnces by the lnglinh
banks, as well as the return by the Bamk of Englmmd to its fommer policies in
that respect, will be required at the conclusion ¢f the war.

d. SECURITY INVESTMENTS: The unprecedented decline in security
values eince the outbreak of the war, including bonds of the highest grade, has
been a convineing argument to meny Mmerican bankers that they have pursued a
hasardous policy when they have invested a considerabls proportion of their de-
posits in long time securities. Bome of our smaller country banks have suffered
such serious shrinkages in their surplus or "rest™ fuands, through the deeline
in the market value of their investments, that it will take many ysars, even
in some cases with suspension of dividend payments, to restore these aceounts to
a proper proportien of capital. The war has likewise resulted in a large ec-
cumulation of Govermment securities by the Bnglish banks; probably larger in
proportion than are the holdings of Govermment bonds by American banks. #n

- understanding between your Government and the bankers leoking to a liquidation of
these holdings is greatly to be desired and doubtless is already receiving con-

sideration.
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' 4 K. COMPETITION BRETWEEN THR CENTRAL BARK AND ITS DEPOSITORS:
The Lroad previsions of the Federal Reserve Aet at first led many Mmsrican

' bankers to conclude that the Federal reserve bankes, with their iomenss re-
sourgces and power, would become dangerous competitors, in variows lines of
banking, with the very inetituiiens which were to be the owners of the capital
stock, and, (outside of the Treasury) the scle depositors in the new institutioms.
The feeling referred to was a serious obstecle to eur developmeni ir the larger
eities, at one time, and was held by officers of meny of the larger banks., It
has been our effort from the sutset to overcoms this impression and, with the
exception of our moderate dealings in the epen market in the purchass of bills,
we are net in competition with out own stockholders and depesitors in eny de~
pertment of banking.

This has not always been the case wiih the Bank of England and it

is & fair question to ask whether, if the joint steck banks are to be required
to help build up the reserves of the Bank, s suggested in parsgreph "C",
and, poesibly, are to be expected to meintain larger balances at the Benk,
it may not be important to consider to what extent direct competition Ntvul
the Bank of England and its own clientel] should bs avoided, A in-
telligent discussion of this subject would necessitate an examinetion of the
ascounts of the Bank of England suchas could only be made by an officer of the
Bank. The English Banking System has rested upen the Bank of Emgland as upon
a rock foundation. That foundation does not depend upon any legsl require-
ment as to the maintenance of reserves with the Bank of England, as in the
case of the Federal Reserve System, tut tradition, the desire for mutual sslf-
protection and the megnificent unity of the British benking system has preserved
the Bank's position unimpeired up te the present time. No small part of this
is due to an illustrious record of successful and conservative management by
the directors of the Pank; but t?to question is now likely to arise, unless our

infomation here is misleading, as to whether this good will and trsdition cen
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elways bo relied upon in the future and, especially, in view of the davelop~
ments referred to in ths following parsgreph. :

® L. BANK AMALGAWATIONS: Our National Bamk Act and the laws of
practically all of our States pemmit the consolidation of bamking institutions
under various limitations. In general, hewever, these consslidztions can
only be effected hetween institutions in the ssme munieipality, This has
bsen a natural and effoctive curb upon the ever-develepment of any tendency
to smalgmnate and possibly has had the effest of curbing leose banking methods
and reducing over-competition. But we are in e way over-stecked with banks
in the United States., There are no less thez one hundred snd thirty-seven
incorporated banke of deposit in the City of New York, exclusive of the mutual
savinzs benks., JAmalgamations of banks in Englend, hewever, proceoed without
statutery limitation, and, in recent years, have resulted in a great reduction
in the number of institutiens and, censequently, hove'wade it inereasingly dif-
ficult for new banke to be organised. This is alwaye the cese in = country
where branch bsnking becomes highly develeped. The ereation of banks of the
immense sise which have resulted from recent smelgametions, may somewhat im-
pair the influence of the Bank of England, which should be maintained beyond
gusstion. Aside from all questions of ecenomy of management, efficisncy of
supervision, security, meintenence of competitien, ste., I believe the grestest
denger in the development of these amslgamatiens lies in the possidle under-
mining of the supremacy of the Bank of Englend, the importance of whiech is mot
only measured by ite relstione with the greet banks of Lendon, but by the
stebility which its prestige hes efforded to the banking systems of the whele
world, '

In reading the above you may be led to conclude thst the views I

have expressed relate more particularly to banking practices in Fngland in
war times rather then under poese cenditions. The chenges which are re-

quirsd, however, to adjust banking affairs te the wnexampled situatiens arising
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out of this war must take into account that the period of readjustment suc~
@ ceeding the conclusion of the wer will, possibly, bring a greater sirain and
present more novel problems in banking and finance than even those which
arose at the time of the outbresk and now confront us during the continuance
of the war. In this respect the Federal Reserve System has had a distinet
advantage, because we were embarking upon & new and uniried enterprise, in
which defscis were expected and which could only be discovered through ex-
perience. The amendment of a law approved by the President as recently as
December 23, 1913, naturally has not sencountered such opposition as would be
aroused by changes proposed in the fundsmental banking law of your country,
adopted in 1844, |
Unfortunately the literature in relation to the Federal Ressrve

System and its development is most limited. Those who have been engaged in

managing the system have had little time to spare for the preparation of
eritical works which would be of value to you and your associetes in the
problems which you are now comsidering. I am, hewever, sending you, under
separate cover, the folliwing documents:

1. The Federsl Reserve Act, as it originally became law /
December 23, 1913,

2. All subsequent smendments to the act, es tabulated. /

3. A bill now pending in the Senate and House proposing
further smendments to the Act, known as the Phelan /
Bill, the passage of which is still uncertain.

4, A digest of the Act, prepared by Homorable C. S. -
Hemlin, Member of the Federal Reserve Board.

5. The A, B, C. of the Federal Reserve System, a recent
publication by . ¥W. Kemmerer, Professor of =
Economics at Princeton University.

6. All the regulations established by the Federal Re-
serve Board which are now in effect.

7. All of the ennuasl reports to Congress made by the
Federal Reserve Board, which include statements
of all twelve of the Federal reserve banks.
Digitized for FRASER
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In conclusion, permit me to say that in no part of the world has the
En!.&ah banking system a greater number of friends #nd admirers than are to be
found in thgg country; the best evidence of which is the extent to which our
own recent banking reforms have been influenced by a study of your methods,

Possibly also it may not be out of plece in closing this letter to
reaffirm the stetement which I made to you in London in 1916, to the effect that
a close alliance between the Bank of Englend and the Federal Reserve System,
for which, fortunately, the foundation has now been laid, should afford protec-
tion to the banking eygtmna of our two countries of a value that can not be

over-estimated.

#ith assurance of my esteem, and wishing you every success in your

task, I beg to remain,

Faithfully yours,

Right Honorable Lord Cunliffe,
Hoadley Court,
Epsom, England.

BS.M8B
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September 0, 1918,

My dear lord Cunliffe:

Your letter of September lst has just reached me, and I hope

that by now the photograph has also arrived. It was sent under separate

registered cover, which, possibly, accounts for its apparent loss,
Registered mail is not always as rapid as regular mail, but if by now
the picture has not arrived, will you not please advise me, and I will
start another copy on the way.

Governor Hamlin sent me your photograph finally, and Irnow
adorns my room, so I am hopeful that mine may safely arrive also.

I hope that the comuittee on currency and foreign exchange
will permit me an opportunity to read the full text copy of its report.
The matters you are dealing with are of the greatest interest to me
as you must realize, and I only wish that we had opportunity to dis-
cuss them in person., Correspondence is =0 exceedingly unsatisfactory,
particularly when the mails are so slow, Is there any possibility of
your making us another vigit? I can promise you & royal welcome :
from the many friends you have on this side.

With warmest regards, believe me,

Cordially,

The Right Honorable Lord Cunliffe,
Headley Court, L, Wty
Epsom, England,

-3 B%HSB
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CEKAT R oo
Your confideﬁ%ia}“15%?6rfofﬁgctober 25th reached me some time ago
and shortly afterwards the interim réport, which I have read with very great
interest. It covers matters of such great importance that 1 shall not attempt
to send you comments that are very much in my mind about it until I have time
to write you more fully than is possible at the moment.

I am indeed glad that that picture reached you, and hope that it
will serve as a souvenier of an association which I shall always cherish most
highly. My respect and admiration for the great institution over which you
presided during almost the entire war period, and particularly of your own
administration of its affairs, are absolutely unbounded. British finance has
Justified itself, and my sole mental reservation having to do with financial re-
construction is largely resolved by the conservative and constructive character
of the splendid report which you have now submitted.

You are doubtless experiencing the same difficulties that we are in
combating the relaxation of all classes and the desire to immediately resume
normal babits of business and private life. Our Government still requires
many billions and we will have difficulty in raising the funds without undue
expansion unless our Governmment makes a very tempting offer in the terms of
its next loan,

Nothing would be so helpful to me just now as opportunity for a
visit and discussion with you, not only in relation to these immediate matters,
but another and more important matter which I am sure is as much in your mind
as it is in mine.

My visit to England in 1916 was definitely inspired by a desire to
undertake the establishment of relations with the Bank at a time when such
negotiations might have been least expected. 1 believed then, as I believe now,
that the world's future very largely depends upon the character of the under-
standings between your people and ours, whether, in fact, they are formal and
Governmental, or simply social and sympathetic.

Now that the war is over - and won, to permit these two great nations
to drift apart simply because of ancient and out-worn antagonisms, or, worse,
ecause of commercial rivalry, would be a calamity of the first order. Stupidity
d selfishness would be largely to blame, There are many of us in this country
o are hoping that the peace conference may be the instrument for eliminating
e underlying causes of international commercial rivalry which will be a menace
happy relationships in the future.

org/
of St. Louis




X ‘
IJ ) o

Sheet No. 2 10Fd Cunliffe 12/2/18.
4.,,‘7 A

V“

b, ‘.
At least the bankers/of the two countries, who are sometimes supposed

to be endowed with more than average/intelligence and to have somewhat wider

vision than other classes of business mew should make it their duty to form partner-

ships and promote good feellag rather than stanipapart and promote discord., In

this matter, it may be that your great institution and ours still have duties of

importance ahead of us,

with many thanks for your kind letter and the personal expressions of
regard which I shall always cherish, and which 1 just as warmly reciprocate, I
beg to remain,

Faithfully your friend,

The Right Honorable Lord Cunliffe,
Headley Court,
Epsom, England.

BS/MSB
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. yge, N. Y.,
. ary 5, 1918.

Dear Lord Cunliffe: \

Your letter of Januery Sth is forwarded to me here vhere I am,
unfortunately,engeged in repairing some demage to my owvn health and I learn
with real regret thet you are not &s well as you should be. I have all the
desire to be hard at work, but find that I heve %o curb it. Knowing something
of the teriffic strein vhich you and g0 many others of my friends in London

have been feezling for the pest four years, I wonder that you have any health

You will not, I hope, be too pessimistic about the future. Nuch

depends upon thet understending between our two netions. If it is mede coum=

plete end if it is based upon understiending asnd sympathy, we will emerge from
this period of difficulty possibly weskened, but infinitely stronger than the
rest of the world put together. I fear thet green-eyed monster, however,

es you do and only wish that such turbulent characters as Holden st al could
be restrained fror giving such violent exprsssion to their views,

1 see he is egain thrusting at The Benk. Hsas he any realyfollowing
or is it simply & solo with an audience, but without sympathy?

Ters it not for my heelth I would be in London now preaching the
doctrine of partnership and I feel sure ¥ith friende vho would understand and
appreciate its sincerity.

Our economists over here estimate that out of a total benk ex-
pansion in this country since the war started, aggregating possibly eleven

billion dollers, roughly one-half is to be atiributed to our own war finance.

Thie is very small in comperison with your owm, and trifling compared to that
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in France, and particulerly in the Central Powers. ¥e heve still immense
banking reserves uniouched and after the period of liquidation and paying
debts, which sssms now to be shead of us, our banking system will be fully
capable of assistence to the world in reconstruction matters if it is prudently
handled. "y can't Tnglishmen realige that if this problem is approached in

a friendly and cooperative spirit they are ths ons netisn in the world teo wshich
credit will bs freely given hers, bacause, after all, it is the %nglish busi-
nenssmen and banker thet we trust.

If men of the Holden type wers willing to admit the necessity of the
surrender of some part of the business of Lombard Straet to New York at the
present time; would make the surrender grscefully and generously; we would
8ll be batter off. American banking would be sounder and English banking
would be able to draw on resources in this country with great freedom.

Don't trouble to enswer this letter. I em just now indulging in a
clean up of mail, with nothing much else to do, end this ie the next best
thing to having that chat ef vhich I really feel & great nsed.

wWith varmest regerds, I am,

Sincerely yours,

The Right Honorable Lord Cunliffe,
Headley Court,
Epsom, England. °

BS.MSB

< ‘B You have undoubtedly already heard of the many complimentary things which
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hevs besn said in thie country about theAreport of the committse of which

you are chairman. If there are any more extended remarks or exhibits in

connection with this report which can be furnished to me privately ana in

confidence, I would groati appreciate it.
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PRIVATE & CONFIDENTIAL.

/?mé/7 Zf/w

2nd Varech, 17.

The Governor,
Federal Reserve Bank of New York.
New York.

sir,

I beg to thank you for your letter of the 18th
January last informing me thet the Bank of England has been
sppointed as the Agent and Corresvendent, in the City of London
of the Federal Reserve Bank in New York. I have since received
the cable of the 9th ultimo from Mr.Treman, in answer to my
cable of the 8th idem, for which I am obliged.

The various smendments and ediitions to the
Wemorandun of March last which are specified in your letter
have received ecareful thought end I enclose a revised copy of
the Memorandum which has been re-drafted in accordance with
certain of the suggestions in your letter and further amended
as the result of consideration and discussion here.

With rogard to the main changes in the
Memorandum as compared with the suggestions received I offer
the following remarks and explanations:

Clause 4. The alteration in this Clause is merely to avoid
any @ifficulty which might arise from uncertainty on
this side as to the meanine of an "actual commercial
transaction®. The intention is to comply with
Seetion 14 of the Federal Reserve Aet to the best of
our knowledge and belief.

(a) There is no objeetion to this paragraph as the
wording is pemmissive, but it involves so much “sorting®
88 to raise doubts if in practice it can be carried out.

glause 6.




Clause 6. Further consideration leads to the conclusion
@ that 73/13;; per ounce should be substituted throughout
for 73/% agd for the following reasons -

(1) 77/10% is the Statutory British Mint price for
pold (i.e. the bullion value of gold), and corresponds
exactly to the United States price of $18.604651,
while there appears to besng price in the United
States corresponding to 77/9.

(2) It is the minimum price which the Bank of England
receives for gold.

(3) ¥hile the Bank of England :,sdbo\uﬂ to purchase
(assayed and approved) pold at 77/9, it is only able to
do so if there are no otler buyers at that price or at
a higher price and, in praetice, only for limited
guantities: a higher price las frequently been paid.

(4) T™e accopted par of Exchange - viz, 4,866564 -

15 based upon the above bullion values of gold of
7’?/1%5 and $18+804651 for England and the United States
respeetively. s

(5) The right to take gold here at 77/0 would permit
the Federal Reserve Bank of New York to make a profit
from shipment (exeluding expenses) even at the par of
Dxehange = a prospect which can never be intended.

The faet is not overlooked that the figure of
'I'?/g per ounce was suzested by the Deputy Governor in
a letter to you dated June 15th 1916, on the under-
standing that the corresponding price could be fixed
on your side, but as there is in fact no corresponding
price in the United States our preliminary caleula
cannot be adopted. Indeed on further consideration
we think that even if there were a corresponding price
in the United States, it would be more correet to take
the Statutory Mint price in both places, and we have
therefore little hesitatlion in now putting forward an
amended
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amended figure.

Wor is it desired to hide the fact that at the
price of 7’?/1%?; per ounce the Bank of England may be
realising an apparent profit on iueh gold as may have
been purehased at (say) 73/9. But this apparent
profit whiech ignores the cost of interest on gold
during minting is no more than the rdnimum whieh the
Bank of England 1s by statutory right entitled to
retain, and would in no sense be retained at the cost
of the Pederal Reserve Bank of lew York.

Clauses 6, 7, 8, 9, 10. It is felt that the earmarking of
gold and the shipment of gold, exeept as regards gold
already ecarmarked, should in all eages be voluntary -
a view which has already been expressed to you in
correspondence.

Clause 6 (e) and (j). The following sentences are among
your sugrestions — :mgg“} 2014 coins whieh are
"sbraded below the limit of tolerance not to be earmarked
"or shipped if other gold or coin is available®,

These coins would be reckoned as "bullion'
rather than as "eoins®: it is thercfore sugrested that
these two sentences ray be omitted, as their objeet is

hardly clear.

(1) The follewins sentence is among your sugrestions-—
"If pold bars are returned they may be subjeet to a
6 *further Assay Office charge for remelting amounting to
"one dollar per thousand ounces, which is the existing
"erarge. The Federal Reserve Bank of Wew York, however,
*will endeavour to have this charge abrogated by the
*Assay Office and if successful will irmediately notify
"the Bank of England®.

It
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It would seem that this would be the second
echarge %o be levied on the same gold, if said gold were
returned after beinz set aside, rather than shipped.
The effeet would tend to foree shipment, which is
hardly the objeect of proposed arranzement. Although
the eohapge would be rade by the Assay Office and doubt~
less against the wish of the Federal Reserve Bark of
New York, it is hoped that arrangements mey have been
made to abrogate it (as is sugrested) and the sentence
is therefore omitted in the present draft.

In view, however, of the first charge of S50F
which apparently carmot be avolded, it would seem that
it would suit the Bank of England to earmark eaples
instead of bars.

The reraining alterations which are sugmested
may be eonsidered as verbal, or for the sake of
clearness.

I slall look forward to hearing from you,
after you love had time to consider the revised lemorandum,
whether you have ary further modifications or additions to

sugrest.
A note has been made that papers must be

sent to you later for completion in conneetion with the opening
of the Aeccount here; also, your sugrestion as to necessity of
fizing a code for use between the Bank of England and your Bank
has attention and I will return to these detalls when the
arrvangements proposed have reached a more or less final stape
of discussion.

I am,

Yours faithfully,

(et %

Governor.

ederal Reserve Bank of St. Louis
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‘ MEMORANDUM OF MARCH 1018
redrafted in accordance with letter from The Pederal Reserve
Benk of New York dated Jenuary 18th, 1017, and further smended
by T™he Bank of Fngland.

™e following points eonfidentially snd tentatively agreed
upon for submission and ratification by the mputivé institutions,
with a view to being put inte operation after the conelusion of the
Warie
1. The Pedeoral Reserve Bank of New York to sct for itself
and for such of the other eleven (11) Federal Reservo Banke as
Join the sccount.
2. ACCOUNTS. The Federal Reserve Bank of New York to
maintain an sccount with the Pank of England and viee versa.
3. The scrounts respectively to be kept free of charges
and commission - execept as regards setual out-of-pocket expenses.
4. BILIS, The Bank of Ingland te purchase, as and vhen so
requested, prime sterling bills for sceount of the Federsl
Reserve Bank of New York, for the payment of which, at maturity,
the Bank of Rrgland will be responsible, These bills to be such
as are believed toc arigse out of actual commereial transactions,
to have no mere than ninety (00) days to run, exelusive of days
of grace, and to bear the signature of two or more responsible
partiea, The Pederal Reserve Rank ‘er New York, likewise, to
purchase prime dollar bills of s similer nature for soccount of
the Rank of England, and to be responsible for their payment at
maturity. Such bills to be at the abeeclute disposal of the
institution for whose account the purchase is made in either

case.
{a) The Pederal Reserve Bank of New York would prefer that

bills purchased for its account by the Rank of England
ghould
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should comnist so far as possible of those bearing the
names of American drewers, or endorsers, so long as
thie requirement dees not invelve the aceceptance of
other than prime bills which are eligible for discount
at the Pank of Pngland, and n similar poliey would be
pursued by the Pederal Reserve Denk of New York in
vurghasing bills bearing the nemes of BEnglish drawers,
or endorsers, for the Bank of Enzlend, should it be
possible to do so.

(b) It is expocted thet purchases 6f bills by either institu-
tion for the other will be at the eurrent merkot retes.

5. INTEREST, Vhen balances with the Bank of England
eannot be invested in bills, the mccount of the Federal Reserve
Banlk: of New York may be deelt with on en interest basis, at
rates to be agreod upon.

As the Pederal Reserve Bank of New York is not suthorized
by law to allow interest on balances, belances at the oredit of
the Bank of England, if they are to oarn interest, must be
invested in bills.

6. GOLD. Subjeet to Cleuse 10 ani as below stated, the
debtor institution will, at the request of the ereditor institu~
tion and so fer as it comveniently ean, set aside and earmark
gold on » bullion basis ropresenting belances due. Such gold to
be elearly identified as to ownership.

(a) T™he Pank of Mngland to earmark and set aside refined gold
bars for the Pederal Reserve Bank of New York, when so
requested, and charpe its account at the rate of
77 shillings 10% pence per Pnglish stendard ounce,
eleven=twelfths fine, or

{b) When stendard gold bers are not svailable, the Bank of
England to eamark and set nside eegles for account of
the gcv d‘!ert Bank at their bullion wvalue, at that rate
of 77/10% per ounce, for the equivalont of the English
standard of fineness, or

{e¢) The Rank of England to eermark and set aside sovereigns
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by at their bullion value, at the rate of 'r?/lg% per ounce.

% (@) Gold bors, or gold coin, so earmarked but not shipped, to
be taken by the Bank of England (if returned to the
eredit of the New York Bank) at the same value at which
they were earmarked in the first instance.

(e) It should be understood that the Federal Reserve Pank of
New York oannot require the Bank of England to earmark
eagles st bullion value in order to impert them and
realize the profit between the bullion value end face

.nlmotmmaoh. The right te determine in the
event of gshipment whether American coins shell be
shipped or not to rest with the Dank of England,

The Pederal Reserve Bank of New York to earmark and set
aside gold for the Bank of Vnzland wvhen so requested and ohamge
its nccount on the following besis:

(£) nefined gold bars at the rate of §18.804651 per United
States standard ounce of pold nine-tenths fine, plus
the Assay Dffice eharge of 504 per $1,000 in wvalue if
end when incurred, or

() Sovereigns at their bullion value of $18.804651 for each
ounce of gold of the United States standard, nine~tenths
fine, or

(n) Bagles ot their bullion value of §18+6804651 per ounee.

(1) Gold bars, or gold eoin, so earmarked but not shipped, to
be taken by the Pederal Reserve Bank (if peturned to
the eredit of the Penk of Fngland) at the same wvelue at
which they were eawmarked in the first instance,
ezoluding the Assey Office cherpe above-mentioned which
will be borne by the Bank of England.

(1) Tt should be understood that the Pank of England cannot
require the Federal Reserve Rank of New York to earmark
soveraigns at bullion velue in erder to import them and
realize the profit between the bullion wvalus and face

‘mmofmunaoin. The right to determine, in the
event
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event of shipment, whother Pnglish cocins shall be
‘shipped or not to rest with the Pederal Reserve Bank

of New York. .
7. Subject to Clauses 6 end 10, the debtor institution to

ship gold to the erediter institution, on request, at the cost
ond risk of the ereditor institvtien, (Where gold is shipped
by one institution of its ovm accord to the other and not st the
request of the other, sueh shipment to be at the risk and
expense of the shipping imstitution.)

8. Gold ters cormarked or shipped by oither institution
to the other must be suitable for coinago purposes, alloy to be
copper, and an allowance made for any varintions in geld
contents above or below the standards specified above.

9. The earmarking end shipment of the gold coins of any
other nation may be undertaken upon the basis of the value of
the fine gold contained in such coins, with deduetion of an
allowanes to cover the cost of corwersion into gold bars of
Pnglish or American mint stendard respeotively.

10, The intention of the arrmngements is that all trans-
agetions in gold (other than csrmarked pold) between the two
institutions shall be voluntary and upon exactly equal tomms as
to each,

11. INFORMATION. It is expeoted that information will be
excharged by correspondence respecting erodit matters and

finaneial comditions.
12, DURATION. The arrangement to be subjeet te canecella-

tien by either imetitution, in whole or in part, except as to
transsctions in process, on notice Ly letter or eable; it
being understood thet any unliquideated balance elither way may
be settled in gold 4if so egreed. If cireumstances require or
justify cormencing operations before the conclusion of the War,
e sugpestion to that effeet may be made by either institutioen.
13. It is hoped thot the Federal Reserve Bank of New York

will eventunlly resch an arrmpgement on similar lines with the
Bank

Federal Reserve Bank of St. Louis
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!mk of Prance, to which end negotistions are elresdy in
‘ profress.

14, No smnouncement directly or indirectly to be made
regarding the eontents 'of this ¥enorendum without the explioeit
consent of both institutions.

2nd Wareh, 1017,
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IRIVATE & CONFIDENTIAL

. Bank of England, London, E, C.

2nd March, 1917,

The Governor,
Federal Reserve Bank of New York,

New York, H. Y,
8ir:

I beg to thank you for your letter of the 16th January last in-
forming me that the Bank of England has been appointed as the Agent and
Correspondent, in the City of London, of the Federal Reserve Bank in New
York, I have since received the cable of the 9th ultimo from Mr, Treman,
in answer to my cable of the 8th idem, for which I am obliged.

The various amendments and additions to the memorandum of March

last which are specified in your letter have received careful thought and

1 enclose a revised copy of the memorandum which has been re-drafted In
accordance with certain of the suggestions in your letter and further

amended as the result of consideration and discussion here,

With regard to the main changes in the memorandum as compared
with the suggest ions received I offer the following remarks and explana-
tions;

Clause 4. The alteration in this clause is merely to avoid any
difficulty which might arise from uncertainty on
this side as t0 the nmeaning of an "actual commercial
transaction”, The intention is to comply with Section
14 of the Federal Reserve Act to the best of our

knowledge and belief.

(a) "T™ere is no objection to this paragraph as the
wording is permissive, but it involves s0 mch
"gorting™ as to raise doubts if in practice it

can be carried out,
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Clause 6. [Further consideration leads to the conclusion that

. 7'.1/13% per ounce should.be substituted throughout
for 7;/3 and for the following reasons -

(1) 7;/13‘& is the Statutory British Mint price for gold
(i.e. the bullion value of gold), and corresponds
exactly to the United States price of £18,604651,

while there appears to be no price in the United States
s d

corresponding to 77/9.

(2) It is the minimum price which the Bank of England re-
coelves for gold,

(3) While the Bank of Jingland is bound to purchase (assayed
and approved) gold at 7;/3, it is only able to do so if
there are no other buyers at that price or at a higher
price and, in practice, only for limited gquantities:

a higher price has frequently been paid,

(4) The accepted par of exchange - viz. 4,866564 - is based
upon the above bullion values of gold of ':‘;/lgi~ and
$18,604651 for England and the United States, respective-
ly.

sd

(6) The right to take gold here at 77/9 would permit the
Pederal Reserve Bank of New York to make a profit from
shipment (excluding expenses) even at the par of ex-
change - a prospect which can never be intended,

The fact is not overlooked that the figure of ?'.I/g
per ounce was suggented by the Deputy Governor in a
letter t0 you dated June 15th, 1916, on the under-
standing that the corresponding price could be fixed
on your side, but as there is in fact no corresponding
price in the United States our preliminary calculations
cannot be adopted, Indeed on further consideration
we think that even 1f there were a corresponding price
in the United States, it would be more correct to take
the Statutory Mint price in both places, and we have
therefore little hesitation in now putting forward an

amended figure.
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Nor is it desired to hide the fact that at the price of

® 'I;/lgi per ounce the Bank of England may be realising an’:pgaront
profit on such gold as may have been purchased at (say) 77/9. But
this apparent profit which ignores the cost of interest on gold
during minting is no more than the minimum which the Bank of England
is by statutory right entitled to retain, and would in no sense be

retained at the cost of the Federal Reservc Bank of New York,

Clauses6, 7, 8, 9, 10, It is felt that the earmarking of gold
and the shipment of gold, except as regards gold already

earmarked, should in all cases be voluntary -~ & view which

has already been expressed to you in correspondence,

Clause 6 (e) and (j). The following sentences are among your
suggestions - :%}:ﬁn;gold coins which are abraded below

the limit of tolerance not to be earmarked or shipped if
other gold or coin is available”,

These coins would be reckoned as "bullion" rather
than as "coina™: it is therefore suggested that these two

gsentences may be omitted, as their object is hardly clear,

(i) The following sentence is among your suggestions -

"If gold bars are returned they may be subject to a
further Assay 0ffice charge for remelting amounting
to one dollar per thousand ounces, which is the
existing charge, The Federal.Reserve Bank of New
York, however, will endaavour to bave this charge
'ubrogatod by the Assay Office and if successful will
imnediately notify the bank of England”,

Itwould seem that this would be the second charge to be levied
on the same gold, if sald gold were returned after being set aside,
rather than shipped, The effect would tend to force shipment, which
is hardly the object of proposed arrangement, Although the charge
would be made by the Assay Office and doubtless against the wish of
the Federal Reserve Bank of New York, it is hoped that arrangements
may have been made to abrogate it (as is sugpested) and the sentence

is therefore omitted in the present draft,
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In view, however, of the first charge of 504 which
apparently cannot be avoided, it would seem that it would suit the
Bank of England to earmark eagles instead of bars,

The remaining alterations which are sugpested may be con-

gidered as verbal, or for the sake of clearness,

I shall look forward to hearing from you,  after you have had time
to consider the reviéed memorandum, whether you have any further modifi-
cations or additions to suggest,

A note has been made that pajpsrs mast be sent to you later for
completion in comnection with the opening of the Acoount here; also, your
suggestion as to necessity of fixing a code for use between the Bank of
England and your bank hés attention and I will return to these details when
the arrangements proposed have reached & more Or less final stage of dis-
cussion,

I am,

Yours faithfully,
(8igned) Cunliffe,

(overnor,

RASER
uisfed.org/
ank of St. Louis
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o . Bank of ECrglamd

&/ LOIldon, E.Ce2.

'
4

a2 rs 12th July, 1917.

S

My dear Mr. Strong,

T was of course greatly struck and delighted
at the immense success of your ILiberty Loan, and very
anxious to learn smmethiﬁg more than can be gleaned from
the newspapers as to how you did it.

I am therefore very grateful to you for talking
up some of your valuable time in giving me such interesting
and graphic details of the arrangements for the issue and
I congratulate you most warmly on the magnificent result
of your efforts.

I can see too, if only by the rapid decline in
money rates on your side, that you have been most successful
in getting the proceeds of the loan distributed - a task
which mist be infinitely greater in your vast country than
here.

I cannot help feeling that now you have shewn what
your Country can do in the matter of raising loans, there is
practically no limit to the amount of money you will be able
to raise, because, unlike our case, all the money will be
spent in your own country and will merely go round in a

cirele.
Our
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Qur own financial position gets no easier, in
fact the outflow of our gold has reached such alarming
proportions since ny return here as -to make me very
uneasy.

I look back with the greatest possible pleasure
to my visit to America and to the really extraordinary
kindness and friendship shewn to me by you all.

Hoping that your well earned rest in Denver
may refresh you and that I may have the pleasure of seeing

you here before long.
I anm,

Yours very sincerely,

~4

/4

BENJAMIN STRONG, ESQ.,
4100, MONTVIEW BOULEVARD,
DENVER,
COLORADO .
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K NK OF ENGLAND, LONDON, E.C.
0[(.’6: _‘4\

. % _27th October, 7917.
G U,

£f t w2
Y'Z ) )
’ 1L

Dear Mr, Strong, e o

Thaqg<ypuwvery’m£é§\for your note of the 4th
Qctober and your interégéiﬁg personal letter of the same date,

You certainly are leaving no stone unturned to
make a success of your new Loan, and I have not the faintest doubt
that it will be a triumph. You understand the art of pushing things
mach better in your country than we do here, All you tell me about
your plans for avoiding the temporary locking up of money (which is
the real danger in these large loans) is particularly interesting
to me, and I am much obliged for the prosvectus of the Loan which
you enclose. The right to allot up to one—halthhe amount of any
over-subscription is an ingenious and to me quite a novel idea.

Your offer to lend freely atl 3%% for the purpose of carrying Liberty
Loan Bonds is a bold step which ought to help a good deal in getting
the Loan subscribed.

We have been much interested in your various
telegrams about money rates &c., and are most anxious to reciprocate
freely in the matter of such information, but to tell the truth
there is very little to be said just now from this side, We have
for the time being settled down into a sort of humdrum state with
little to ruffle the surface of our money market. The new National
Var Bonds create hardly any displacecment of cash, as the money goes
round continuously and is disbursed by the Govermment as fast as it
is collected. If only these Bonds could be placed in sufficientrj
daily quantity to meet the needs of the Govermment there would be
no necessity for further heroic measures. It is true that at the
beginning of Decerber Government will have to pay out some 50 million
sterling for interest on loans, but probably a fair proportion of

this amount will be invested in War Bonds and the balance does not

!
A

frighten me. I am, however, somewhat apprehensive that the issues of
War
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.-‘ War Bonds may not suffice for daily requirements., A campaign to ‘
push them, through the "War Savings Committee", was inaugurated the

'o‘oher day, as you will probably have heard, by a big Meeting in the
Albert Hall, and I sincerely hope that it may prove successful, but
it is easier to work up enthusiasm for a special operation than to
keep it alive for a continuous effort.

| The amount of the short debt (Treasury Bills and

Ways and Means" advances) is of course pretty heavy, but if the War
Bonds care for the dally expenditure we might hope for a reduction
in the short debt when the Revenue receipts become heavier in
February to April, and in that case I do not see why the internal

situation should demand any special measures or occasion any disturb—

ance in the money market meanwhile,

The external situation is far from pleasant.
It is true that, thanks to your splendid co—operation, the American
position is no longer the bugbear that it used to be, but we continue
to import from most of the world while our exports are greatly
restricted, and, as a result, not only are the exchanges in a pretiy
bad state but we have been compelled to part with some gold to meet
liabilities,

I was interested to see that you have checked
the flow of gold from America axd am only sorry that so much had gone
already to Spain and other places. I did my best to interfere with
such shipments as far as I was able to do so at this end, as I knew
they were contrary to your wishes, but unfortunately I was not in a

position to prevent them,
If you had been willing or compelled to part

with more gold to India for purchases there, the plan- suggested in our—
telegram of the 18th instant should have suited you and us very well,
and I was at first somewhat disappointed at your reply. But having
now heard from Mr,Keynes that you are arranging to finance your Indian
purchases in gilver, I can only congratulate you on your decision for
I am, as you know, in cordial sympathy with your desire to economise
gold as far as possible. Of course in so far as you may pay them in

silver which you buy in the market from your own or Mexlican or other
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Mines, the advantage to the Allies as a whole will not be very great

as you will be competing with India herself and ineidentally ourselves
‘ind.others for those supplies. But I gather from Mr,Keynes that you
may utilise some of your large silver reserves for this purpose, This
seems to me a most excellent plan and one which I have long hoped
might be adopted, Silver is Just as useful to India as gold, and it
is not as useful to you, while it is difficult to believe that a more
favourable opportunity will recur 6r cutting the loss (as measured in
gold) on some of your silver reserves,

Vhile writing this I have opened your Bank's
cheering telegram saying that your new loan may reach $5,000,000,000!
I am delighted to hear it is such a success and am only awaiting the
first result before telegraphing congratulations,

I sincerely hope you are keeping well and will
not overwork yourself again,

Cokayne and Norman both Join me in kindest
regards.

Yours sincerely,

%

BenJamin Strong, Esq.
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COPY

28th Nov 17
Bank of England
Dear Mr. Strong

I 2m indeed sorry to learn from your letter of 5th inst. that the
huge amount of work that you have had to do in comnection with your gigantic
loan has been too great a strain and that you have been compelled to take a
rest.

Although I have seen Lord Reading several times he has not so far given
me your message and I must remind him of it on his return from Paris and in
the mean time I thdnk you most cordially for the very kind expression of
your confidence and can assure you that the fact of ceasing to be Governor
of this Bank will not in any way interfere with the very happy and cordial
relations which exist between the two Banks.

On the other hand I hope it may strengthen[?] them as I would propose
taking another trip to your side at the end of April as soon as my time
is up here that is if you can find me useful employments for a few weeks.

It will be strange to find oneself one of the unemployed after h/S years
of fairly strenuous work but there will be many compensations not the least
of which will be the chance of geeing you all again.

Hoping to hear soon of your complete recovery

Yours very truly

[signed] Cunliffe

Mifraser.stlouisfed.org/
eral Reserve Bank of St. Louis



COPY
Private + Confidential 5th Jeny 19
Headley Court, Epsom.
Dear Mr. Strong

Your letter of 3rd Dec reached me some days since but lately I have
not been quite in my usual health and having in one way or another a good
deal on hand I have been more tham usually lazy over my correshondence.

I wish I still had some of your vitality + keenness but the fact is
I am growing old and begin to feel it.

It is probably that same old age creeping on that makes me pessimistic
and snxious as to the future but I am indeed nervous as to the outcome of all
this enormous credit inflation and huge floating debt.

I am convinced you are right and that there is little to fear if our
two natioms pull together and share as maybe the finance of the world but I
am forever meeting that green eyed monster jealousy wandering around and I
fear trouble.

If I am mot mistaken there are signs that all is not well even in
Banking circles but I do trust that as yet it has not reached the Bank of
England. All and everything during the next 5/10 years depends on our being
able to;trade and finance together as friendly competitors certainly(?] but
without nasty jealousy and I do pray that I am wrong and that there are no
signs of the latter.

Trusting that we may meet again before very long.
Yours truly

[signed] Cunliffe
Mr. Benjamin Strong

[stamped[ Filing Dept. Mar. 5 1919 Federal Reserve Bank
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Bank of Crgland

London,v.c. 2
9th February, 1918.

My dear Mr.Strong,
Many thanks for your letter of the
218t ultimo, and I shall be delighted to welcome your
friendy Mr.John T.Pratt, and do anything for him that
is possible, but I expect he has so many friends
already on this side that he will need for nothing.
However I shall be very pleased to
see Mr.Pratt and hear thé news of you and all my many

friends in the States.{

Hyﬁing to see you myself before
very long, . |

Yours very sincerely.

«

(ot

———r
—

i

BEMJAMIN STRONG, ESQe,

FEDERAL RESERVE BAMNK OF MNEW YORK
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C PRIVATE AND CONFIDENTIAL

. Headley Court
Y Epson
‘ 22nd June 1918

Dear Mr, Strong

The Government have appointed me Chairmen of a Committee on Currency
and Foreign Exchanges including in the reference any matters connected with
the Bank of Englend or other Banks that it might be desirable to reconstruct.

We have already examined meny wiitnesses but though there has been
congiderable discussion in the newspepers and some rather pressing demands
for the repeal of the Act of 1844, I must say that as yet no evidence has
been placed before us that would go far to prove that eény very drastic alterations
are imperative. On the contrary, almost 21l those in favour of great and far-
reaching reforms have broken down under examination and though some reformg are
no doubt needed, yet I believe it to be the opiniecn of the Committee that the
old Bank Act of 1844 has stood the strain fairly well.

0f course, as you are very fully aware, & certain amount of licence
has been teken at times, end even perhaps rules and regulations broken, but
that has little to do with the Act of 1844 which every one harps onj; and, in
my opinion, the alterations will have to be made in some of the fetters that
heve from time to time been imposed on the Bank.

Now as you are the great authority on your side I should very much
value your views and suggestions for I know what a keen interest you take in

our Banking propositions and have little doubt but thet you have noted several
of our imperfections or faults.

Anything you may tell me I will, if you wish it, regard in the
strictest confidence but, of course, if T might use your name it would add
greatly to its importence.

Hoping for meny good and importent suggestions

Believe me

Yours very truly
(signed) CUNLIFFE
I fear you never asked me for my photograph but eny way I sent you one by Mr.

Hemlin as a little memento of all your goodness to me last year.
C
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OF THE

* COMMITTEE ON CURRENCY AND FOREIGN
EXCHANGES AFTER THE WAR

Presented

l = -

LONDON:
PUBLISHED BY HIS MAJESTY'S STATIONERY OFFICE.

To be purchased through any Bookseller or directly from _
H.M. STATIONERY OFFICE at the following addresses:
ImperIAL House, Kinagsway, Loxpox, W.(C.2, and 28. Asingpon StreEeT, Lonpon, S.W.1;
37, PETeEr STREET, MANCHESTER ; 1, ST. ANDREW’S CRESCENT, CARDIFF;
23, ForTtH STREET, EDINBURGH ;
or from E. PONSONBY, Ltp., 116, Grarrox STrEET, DUBLIN.

1918.

[Cd. 9182.] Price 2d. Net. ; .
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TERMS OF APPOINTMENT

$Eommissioners of His Majesty’s Treasury and the Minister of Reconstruction have
appolfHed 4*0bmmittee to consider the various problems which will arise in connection with currency and
the foreign exchanges during the period of reconstruction and report upon the steps required to bring about
the restoration of normal conditions in due course.
The constitution of the Committee will be as follows:—
Lorp Cunvuirrg, G.B.E., Governor of the Bank of England, Chairman. ¥
Sir CuarLEs Apprs, Hong Kong and Shanghai Banking Corporation.
The Ho~n. Rurert BeckerT, Beckett and Company.
Sir Joun Brapsury, K.C.B., Secretary to the Treasury. S
G. C. Cassers, Esq., Bank of Montreal.
GasparD FarrEr, Esq., Baring and Company.
The Hox. HersErT GIBBS, Antony Gibbs and Sons.
W. H. N. Goscaen, Esq., Chairman of the Clearing Bankers’ Committee.
Lorp INcrCAPE OoF STrRATHNAVER, (.C.M.G., K.C.S.I., K.C.I.E.
R. W. Jeans, Esq., Bank of Australasia.
A. C. Picou, Esq., M.A. Professor of Political Economy, Cambridge University.
G. F. Stewarr, Esq., D.L., F.S.I., Ex-Governor of the Bank of Ireland. »
Witriam Warrace, Esq., Royal Bank of Scotland.

Mr. G. C. Urpcorr, of the Treasury and Ministry of Reconstruction, will act as Secretary to
the Committee.
January, 1918.

The following words were subsequently added to the Terms of Reference:—

““and to consider the working of the Bank Act, 1844, and the constitution and functions of the |
Bank of England with a view to recommending any alterations which may appear to them to be ‘ ‘

necessary or desirable.”’
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Q@  COMMITTEE ON CURRENCY AND FOREIGN EXCHANGES.

FIRST INTERIM REPORT

To the LORDS COMMISSIONERS OF HIS MAJESTY'S TREASURY and the
i MINISTER OF RECONSTRUCTION.

. Introduction.
My Lorps AND SiIwr,

1. We have the honour to present herewith an interim Report on certain of the matters referred to us
in January last. In this Report we attempt to indicate the broad lines on which we think the serious
currency difficulties which will confront this country at the end of the war should be dealt with. The diffi-
culties which will arise in connexion with the Foreign Exchanges will be no less grave, but we do not think
that any recommendations as to the emergency expedients which may have to be adopted in the period
immediately following the conclusion of peace can usefully be made until the end of the war is clearly in
sight and a more definite opinion can be formed as to the conditions which will then prevail. We propose
also to deal in a later Report with questions affecting the constitution and management of the Bank of
England, and with the applicability of the recommendations contained in this Report to Scotland and
Ireland, in regard to which we have not yet taken evidence. We have therefore confined our inquiry for the
present to the broad principles upon which the currency should be regulated. We have had the advantage
of consultation with the Bank of England, and have taken oral evidence from various banking and financial
» experts, representatives of certain Chambers of Commerce and others who have particularly interested them-
selves in these matters. We have also had written evidence from certain other representatives of commerce
and industry. Our conclusions upon the subjects dealt with in this Report are unanimous, and we cannot
too strongly emphasise our opinion that the application, at the earliest possible date, of the main principles
on which they are based is of vital necessity to the financial stability and well being of the country. Nothing
can contribute more to a speedy recovery from the effects of the war, and to the rehabilitation of the foreign

exchanges, than the re-establishment of the currency upon a sound basis. Indeed,

a sound system of

currency will, as is shown in paragraphs 4 and 5, in itself secure equilibrium in those exchanges, and render
unnecessary the continued resort to the emergency expedients to which we have referred. We should add
that in our inquiry we have had in view the comditions which are likely to prevail during the ten years
immediately following the end of the war, and we think that the whole subject should be again reviewed not

later than the end of that period.
Tune CurrENCY SYSTEM BEFORE THE WAR.

N 2. Under the Bank Charter Act of 1844, apart from the fiduciary issue of the Bank of England and
the notes of Scottish and Irish Banks of Issue (which were not actually legal tender), the currency in circula-
tion and in Bank reserves consisted before the war entirely of gold and subsidiary coin or of notes representing
gold. Gold was freely coined by the Mint without any charge. There were no restrictions upon the import
of gold. Sovereigns were freely given by the Bank in exchange for notes at par value, and there were no
obstacles to the export of gold. Apart from the presentation for minting of gold already in use in the
arts (which under normal conditions did not take place) there was no means whereby the legal tender currency
could be increased except the importation of gold from abroad to form the basis of an increase in the note
issue of the Bank of England or to be presented to the Mint for coinage, and no means whereby it could be
diminished (apart from the normal demand for the arts, amounting to about £2,000,000 a year, which was
only partly taken out of the currency supply) except the export of bullion or sovereigns.

3. Since the passing of the Act of 1844 there has been a great development of the cheque system. The
essence of that system is that purchasing power is largely in the form of bank deposits operated upon by
cheque, legal tender money being required only for the purpose of the reserves held by the banks against those

L deposits and for actual public circulation in connection with the payment of wages and retail transactions.
The provisions of the Act of 1844 as applied to that system have operated both to correct unfavourable

exchanges and to check undue expansions of credit.
4. When the exchanges were favourable, gold flowed freely into this country and

e
an increase of legal

tender money accompanied the development of trade. When the balance of trade was unfavourable and the
exchanges were adverse, it became profitable to export gold. The would-be exporter bought his gold from
the Bank of England and paid for it by a cheque on his account. The Bank obtained the gold from the
Issue Department in exchange for notes taken out of its banking reserve, with the result that its liabilities
to depositors and its banking reserve were reduced by an equal amount, and the ratio of reserve to liabilities
consequently fell. If the process was repeated sufficiently often to reduce the ratio in a degree con-
sidered dangerous, the Bank raised its rate of discount. The raising of the discount rate had the
immediate effect of retaining money here which would otherwise have been remitted abroad and of
‘attracting remittances from abroad to take advantage of the higher rate, thus checking the outflow of gold

and even reversing the stream.

5. If the adverse condition of the exchanges was due not merely to seasonal fluctuations, but to circum-
stances tending to create a permanently adverse trade balance, it is obvious that the procedure above described
would not have been sufficient. It would have resulted in the creation of a volume of . short-dated
indebtedness to foreign countries which would have been in the end disastrous to our credit and the position
of London as the financial centre of the world. But the raising of the Bank’s discount rate and the steps
taken to make it effective in the market necessarily led to a general rise of interest rates and a restriction
of credit. New enterprises were therefore postponed and the demand for constructional materials and
other capital goods was lessened. The consequent slackening of employment also diminished the demand
for consumable goods, while holders of stocks of commodities carried largely with borrowed money, being
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confronted with an increase of interest charges, if not with actual difficulty in renewing loans, and with
the prospect of falling prices, tended to press their goods on a weak market. The result was a decline in
general prices in the home market which, by checking imports and stimulating exports, corrected t'
adverse trade balance which was the primary cause of the difficulty.

6. When apart from a foreign drain of gold, credit at home threatened to become unduly expanded, the
old currency system tended to restrain the expansion and to prevent the consequent rise in domestic prices
which ultimately causes such a drain. - The expansion of credit, by forcing up prices, involves an increased
demand for legal tender currency both from the banks in order to maintain their normal proportion
of cash to liabilities and from the general public for the payment of wages and for retail transactions.
In this case also the demand for such currency fell upon the reserve of the Bank of England, and the Bank
was thereupon obliged to raise its rate of discount in order to prevent the fall in the proportion of that reserve
to its liabilities. The same chain of consequences as we have just described followed and speculative trade
activity was similarly restrained. There was therefore an automatic machinery by which the volume of
purchasing power in this country was continuously adjusted to world prices of commodities in general.
Domestic prices were automatically regulated so as to prevent excessive imports; and the creation of Jbanking
credit was so controlled that banking could be safely permitted a freedom from State interference which
would not have been possible under a less rigid currency system.

- T 7 Under these arrangements this country was provided with a complete and _e*f?ectiye gold standard.
The essence of such a standard is that notes must always stand at absolute parity with gold coins of
equivalent face value, and that both notes and gold coins stand at absolute parity with gold bullion. When
these conditions are fulfilled, the foreign exchange rates with all countries possessing an effective gold
standard are maintained at or within the gold specie points.

CHANGES WHICH HAVE AFFECTED THE GGOLD STANDARD DURING THE WAR.

8. It will be observed that the fall in a number of the foreign exchanges below the old export specie
points which has taken place since the early part of 1915* is not by itself a proof that the gold standard has
broken down or ceased to be effective. During the present war the depredations of enemy submarines, high
freights, and the refusal of the Government to extend State insurance to gold cargoes have greatly
increased the cost of sending gold abroad. The actual export specie point has, therefore, moved a long way
from its old position. In view of our enormous demands for imports, coupled with the check on our exports
due to the war, it was natural that our exchanges with neutrals should move towards the export specie point.
Consequently, the fall in the export specie point would by itself account for a large fall in our exchange rates.
Such a fall must have taken place in the circumstances, even though all the conditions of an effective gold
standard had been fully maintained.

9. The course of the war has, however, brought influences into play in consequence of which the
gold standard has ceased to be effective. In view of the crisis which arose upon the outbreak of war
1t was considered necessary, not merely to authorise the suspension of the Act of 1844, but also to empower
the Treasury to issue currency notes for one pound and for ten shillings as legal tender throughout the
United Kingdom. Under the powers given by the Currency and Bank Notes Act, 1914, the Treasury under-
took to issue such notes through the Bank of England to bankers, as and when required, up to a maximum
limit not exceeding for any bank 20 per cent. of its liabilities on current and deposit accounts. The
amount of notes issued to each bank was to be treated as an advance bearing interest at the current bank rate.

10. It is not likely that the internal demand for legal tender currency which was anticipated at
the beginning of August, 1914, would by itself have necessitated extensive recourse to these provisions.
But the credits created by the Bank of England in favour of its depositors under the arrangements by
which the Bank undertook to discount approved bills of exchange and other measures taken about the
same time for the protection of credit caused a large increase in the deposits of the Bank. Further, the
need of the Government for funds wherewith to finance the war in excess of the amounts raised by
taxation and by loans from the public has made necessary the creation of credits in their favour with the
Bank of England. Thus, the total amount of the Bank’s deposits increased from, approximately, £56,000,000
in July, 1914, to £273,000,000 on the 28th July, 1915 and, though a considerable reduction has since been
effected, they now (15th August) stand as high as £171,870,000. The balances created by these operations
passing by means of payments to contractors and others to the joint stock banks have formed the founda-
tion of a great growth of their deposits which have also been swelled by the creation of credits in connection
with the subseriptions to the various War Loans.t TUnder the operation of these causes the total deposits {
of the banks of the United Kingdom (other than'the Bank of England) increased from £1,070,681,000 >
on the 31st December, 1913, to £1,742,902,000 on the 31st December, 1917.

11. The greatly increased volume of bank deposits, representing a corresponding increase of pur-
chasing power and, therefore, leading in conjunction with other causes to a great rise of prices, has brought

* Tn the abnormal circumstances at the outbreak of war the neutral exchanges moved temporarily in our favour owing to the
remittance home of liquid balances from foreign countries and the withdrawal of foreign credits.

+ This process has had results of such far-reaching importance that it may be useful to set out in detail the manner in which
it operates. Suppose, for example, that in a given week the Government require £10,000,000 over and above the receipts from
taxation and loans from the public. They apply for an advance from the Bank of England, which by a book entry places the
amount required to the credit of Public Deposits in the same way as any other banker credits the account of a customer
when he grants him temporary accommodation. The amount is then paid out to coniractors and other Government
creditors, and passes, when the cheques are cleared, to the credit of their bankers in the books of the Bank of England—in
other words is transferred from Public to * Other” Deposits, the effect of the whole transaction thus being to increase by
£10,000,000 the purchasing power in the hands of the public in the form of deposits in the Joint Stock Banks and the bankers’
cash at the Bank of England by the same amount. The bankers’ liabilities to depositors having thus increased by £10,000,000
and their cash reserves by an equal amount, their proportion of cash to liabilities (which was normally before the war something
under 20 per cent.) is improved, with the result that they are in a position to make advances to their customers to an amount
equal to four or five times the sum added to their cash reserves, or, in the absence >f demand for such accommodation, to
increase their investments by the difference betwesn the cash received and the proportion they requice to hold against the
increase of their deposit liabilities. ~ Since the outbreak of war it is the second procedure which has in the main been followed,
the surplus cash having been used to subscribe-for Treasury Bills and other Government securities. A The money so subscribed
has again been spent by the Government and returnsd in the manner above described to the bankers’ cash balances, the process
being repeated again and again until each £10,000,000 originally advanced by the Bank of England has created new deposits
representing new purchasing power to several times that amount. Before the war these processes, if continued, compelled the
Bank of England, as explained in paragraph 6, to raise its rate of discount, but, as indicated below, the unlimited issue of
Currency Notes has now removed this check upon the continued expansion of credit.
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about a corresponding demand for legal tender currency which could not have been satisfied under the
ringent provisions of the Act of 1844. Contractors are obliged to draw cheques against their accounts
*order to discharge their wages bill—itself enhanced on account of the rise of prices. It is to provide
this currency that the continually growing issues of Currency Notes have been made. The Banks instead
of obtaining notes by way of advance under the arrangements described in paragraph 9 were able to pay for
them outright by the transfer of the amount from their balances at the Bank of England to the credit of the
Currency Note Account and the circulation of the notes continued to increase. The Government subse-
quently, by substituting their own securities for the cash balance so transferred to their credit, borrow
that balance. In effect, the banks are in a position at will to convert their balances at the Bank of
England enhanced in the manner indicated above into legal tender currency without causing notes to be
drawn, as they would have been under the pre-war system, from the banking reserve of the Bank of England,
and compelling the Bank to apply the normal safeguards against excessive expansion of credit.
Fresh legal tender currency is thus continually being issued, not, as formerly, against gold, but
againist Government securities. Plainly, given the necessity for the creation of bank credits in favour
of the Government for the purpose of financing war expenditure, these issues could not be avoided.
1f they had not been made, the banks would have been unable to obtain legal tender with which to meet
cheques drawn for cash on their customers’ accounts. The unlimited issue of currency notes in exchange
for credits at the Bank of England is at once a consequence and an essential condition of the methods which
the Government have found necessary to adopt in order to meet their war expenditure.
12. The effect of these causes upon the amount of legal tender momney (other than subsidiary coin)
in bank reserves and in circulation in the United Kingdom are shown in the following paragraph.
13. The amounts on the 30th June, 1914, may be estimated as follows : —

Fiduciary Issue of the Bank of England ... ... £18,450,000

Bank of England Notes issued against gold coin or bullion ... ... £38,476,000
Estimated amount of gold coin held by Banks (excluding gold coin held in the Issue

. Department of the Bank of England) and in public circulation ... ... £123,000,000

r Grand- total ... £179,926,000

The corresponding figures on the 10th July, 1918, as nearly as they can be estimated, were:—

Fiduciary Issue of the Bank of England ... ... £18,450,000

Currency Notes not covered by gold ... £230,412,000

Total Fiduciary Issues® ... ... £248,862,000

Bank of England Notes issued against coin and bullion ... ... £65,368,000

Currency Notes covered by gold ... £28,500,000
Estimated amount of gold coin held by Banks (excluding gold coin held by Issue

Department of Bank of England), say ... £40,000,000

Grand total ... £382,730,000

There is also a certain amount of gold coin still in the hands of the public which ought to be added to
the last-mentioned figure, but the amount is unknown.

14. As Bank of England notes and currency notes are both payable at the Bank of England in gold
coin on demand this large issue of new notes, associated, as it is, with abnormally high prices and unfavour-
able exchanges, must have led under normal conditions to a rapid depletion, threatening ultimately the
complete exhaustion, of the Bank’s gold holdings. Consequently, unless the Bank had been prepared to see
all its gold drained away, the discount rate must have been raised to a much higher level, the creation of
banking credit (including that required by the Government) would have been checked, prices would have
fallen and a large portion of the surplus notes must have come back for cancellation. In this way an effective
gold standard would have been maintained in spite of the heavy issue of notes. But during the war conditions
have not been normal. The public are content to employ currency notes for internal purposes, and, not-
withstanding adverse exchanges, war conditions interpose effective practical obstacles against the export of

\ gold. Moreover, the legal prohibition of the melting of gold coin, and the fact that the importation of gold
bullion is reserved to the Bank of England, and that dealings in it are limited have severed the link which
r formerly existed between the values of coin and of uncoined gold. Tt is not possible to judge to what extent
legal tender currency may in fact be depreciated in terms of bullion. But it is practically certain that there

has been some depreciation, and to this extent therefore the gold standard has ceased to be effective,

REesTORATION OF CoNDITIONS NECESSARY TO THE MAINTENANCE OF THE GOLD STANDARD RECOMMENDED.

15. We shall not attempt now to lay down the precise measures that should be adopted to deal with
the situation immediately after the war. These will depend upon a variety of conditions which cannot be
foreseen, in. particular the general movements of world prices and the currency policy adopted by other
countries. But it will be clear that the conditions necessary to the maintenance of an effective gold standard
in this country no longer exist, and it is imperative that they should be restored without delay. After the
war our gold holdings will no longer be protected by the submarine danger, and it will not be possible
indefinitely to continue to support the exchanges with foreign countries by borrowing abroad. Unless the
machinery which long experience has shown to be the only effective remedy for an adverse balance of trade
and an undue growth of credit is once more brought into play, there will be very grave danger of a credit
expansion in this country and a foreign drain of gold which might jeopardise the convertibility of our note
issue and the international trade position of the country, The uncertainty of the monetary situation will
handicap our industry, our position as an international financial centre will suffer and our general commercial
status in the eyes of the world will be lowered. We are glad to find that there was no difference of opinion
among the witnesses who appeared before us as to the vital importance of these matters. /

* The notes issued by Scottish and Irish banks which have been made legal tender during the war have not been included in the
foregoing figures. Strictly the amount (about £5,000,000) by which these issues exceed the amount of gold and currency notes held
by those hanks should be added to the figures of the present fiduciary issues given above. : ¢
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CESSATION OF GOVERNMENT BORROWINGS.

. 16. If a sound monetary position is to be re-established and the gold standard to be effectively maj
tained, it is in our judgment essential that Government borrowings should cease at the carliest poss‘
moment after the war. A large part of the credit expansion arises, as we have shown, from the fact that
the expenditure of the Government during the war has exceeded the amounts which they have been able to
raise by taxation or by loans from the actual savings of the people. They have been obliged therefore to
obtain money through the creation of credits by the Bank of England and by the Joint Stock Banks, with the
result that the growth of purchasing power has exceeded that of purchasable goods and services. As we
hav-'e already shown, the continuous issue of uncovered currency notes is inevitable in such circumstances.
This credit expansion (which is necessarily accompanied by an evergrowing foreign indebtedness) cannot
continue after the war without seriously threatening our gold reserves and, indeed, our national solvency.

17. A primary condition of the restoration of a sound credit position is the repayment of a large
portion of the enormous amount of Government securities now held by the Banks. It is essential that
as soon as possible the State should not only live within its income but should begin to reduce its
indebtedness. We accordingly recommend that at the earliest possible moment an adequate sinking fund
should be provided out of revenue, so that there may be a regular annual reduction of capital liabilities.
more especially those which constitute the floating debt. We should remark that it is of the utmost import-
ance that such repayment of debt should not be offset by fresh borrowings for capital expenditure. We are
aware that immediately after the war there will be strong pressure for capital expenditure by the State in |
many forms for reconstruction purposes. But it is essential to the restoration of an effective gold standard |
that the money for such expenditure should not be provided by the creation of new credit, and that, in so far |
as such expenditure is undertaken at all, it should be undertaken with great caution. The necessity of |
providing for our indispensable supplies of food and raw materials from abroad and for arrears of repairs to
manufacturing plant and the transport system at home will limit the savings available for new capital
expenditure for a considerable period. This caution is particularly applicable to far-reaching programmes of
housing and other development schemes.

The shortage of real capital must be made good by genuine savings. It cannot be met by the creation 4
of fresh purchasing power in the form of bank advances to the Government or to manufacturers under
Government guarantee or otherwise, and any resort to such expedients can only aggravate the evil and 1
retard, possibly for generations, the recovery of the country from the losses sustained during the war.

Use or Bank or Excraxp Discount RATE.

\
18. Under an effective gold standard all export demands for gold must be freely met. A further ‘
essential condition of the restoration and maintenance of such a standard is therefore that some machinery
shall exist to check foreign drains when they threaten to deplete the gold reserves. The recognised '
machinery for this purpose is the Bank of England discount rate. Whenever before the war the Bank’s |
reserves were being depleted, the rate of discount was raised. This, as we have already explained, by |
reacting upon the rates for money generally, acted as a check which operated in two ways. On the one
hand, raised money rates tended directly to attract gold to this country or to keep here gold that might
have left. On the other hand, by lessening the demands for loans for business purposes, they tended to
check expenditure and so to lower prices in this country, with the result that imports were discouraged |
and exports encouraged, and the exchanges thereby turned in our favour. Unless this two-fold check
is kept in working order the whole currency system will be imperilled. To maintain the connection between |
a gold drain and a rise in the rate of discount is essential to the safety of the reserves. When the exchanges 1
are adverse and gold is being drawn away, it is essential that the rate of discount in this country should
be raised relatively to the rates ruling in other countries. Whether this will actuaily be necessary imme-
| diately after the war depends on whether prices in this country are then substantially higher than gold
prices throughout the world. Tt seems probable that at present they are on the whole higher, but, if credit
expansion elsewhere continues to be rapid, it is possible that this may eventually not be so.

CONTINUANCE OF DIFFERENTIAL RATES For HoMme AND Foreicy MoNEY NOT RECOMMENDED.

19. It has been argued before us that during the period of reconstruction and perhaps for many
years afterwards it will be possible and desirable, even though the exchanges are adverse, to keep money
for home industry substantially cheaper in this country than it is abroad and yet retain an effective gold __
standard by continuing the present practice of differentiating between home money and foreign money.
It is held that relatively low rates should be offered for home money and charged on domestic loans, while
gold is at the same time prevented from going abroad by the offer of high rates for foreign money. In
our judgment, so soon as the present obstacles in the way of international intercourse are removed, any
attempt to maintain this differentiation must break down because it would be impracticable to prevent people
from borrowing at the low home rate and contriving in one way or another to re-lend at the high foreign
rate. This could only be prevented, if at all, by the maintenance of such stringent restrictions upon the
freedom of investment after the war as would, in our opinion, be most detrimental to the financial and
industrial recovery of this country. Even, however, if differentiation, as a post-war policy, were prac-
ticable, it would not, in our judgment, be desirable. For the low home rate, by fostering large loans and
so keeping up prices would continue to encourage imports and discourage exports; so that, even though the
High rate offered for foreign money prevented gold from being drawn abroad, it would only do this at the
cost of piling up an ever-growing debt from Englishmen to foreigners. It would be necessary at the
same time to continue to pay for our essential imports of raw m.aterlals by borrowing in the United States
and elsewhere, instead of by increasing our exports, thus imposing further burdens of foreign debt. This
process could not continue indefinitely, and must sooner or later lead to a collapse. We are, therefore, of
opinion that the need for making money dear in the face of adverse exchanges cannot, and should not.

be evaded by resort to differential rates.
Lecar Limrtation oF NoTeE ISSUE NECESSARY.
90. The foregoing argument has a close connection with the general question of the legal control of the

note issue. It has been urged in some quarters that in order to make possible the provision of a liberal
supply of money at low’ rates during the period of reconstruction further new currency notes should be
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created, with the object of enabling banks to make large loans to industry without the risk of finding them-
ives short of cash to meet the requirements of the public for legal tender money. It is plain that a policy

7

this kind is incompatible with the maintenance of an effective gold standard. If it is adopted there will

no check upon tne outflow of gold. Adverse exchanges will not be corrected either directly or indirectly
through a modification in the general level of commodity prices in this country. On the contrary, as the
issue of extra notes stimulates the conditions which tend to produce an advance of prices, they will become
steadily more and more adverse. Hence the processes making for the withdrawal of our gold will continue
and no counteracting force will be set in motion. In the result the gold standard will be threatened with
destruction through the loss of all our gold. ;

21. The device of making money cheap by the continued issue of new notes is thus altogether incom-
patible with the maintenance of a gold standard. Such a policy can only lead in the end to an inconvertible
paper currency and a collapse of the foreign exchanges, with consequences to the whole commercial fabric
of the country which we will not attempt to describe. This result may be postponed for a time by restrictions
on the export of gold and by borrowing abroad. But the continuance of such a policy after the war can
only render the remedial measures which would ultimately be inevitable more painful and protracted.
No doubt it would be possible for the Bank of England, with the help of the Joint Stock Banks, without
any legal restriction on the Note Issue, to keep the rate of discount sufficiently high to check loans, keep
down prices, and stop the demand for further notes. But it is very undesirable to place the whole responsi-
bility upon the discretion of the banks, subject as they will be to very great pressure in a matter of this
kind. If they know that they can get notes freely, the temptation to adopt a lax loan policy will be very
great. In order, therefore, to ensure that this is not done, and the gold standard thereby endangered, it is,
in our judgment, imperative that the issue of fiduciary notes shall be, as soon as practicable, once more
limited by law, and that the present arrangements under which deposits at the Bank of England may be
exchanged for legal tender currency without affecting the reserve of the Banking Department shall be
terminated at the earliest possible moment. Additional demands for legal tender currency otherwise than
‘in exchange for gold should be met from the reserves of the Bank of England and not by the Treasury, so

that the necessary checks upon an undue issue may be brought regulatly into play.  Subject to the
r transitional arrangements as regards currency notes which we propose in paragraphs 43 to 46, and to any

special arrangements in regard to Scotland and Ireland which we may have to propose when we come to
deal with the questions affecting those parts of the United Kingdom, we recommend that the Note Issue
(except as regards existing private issues) should be entirely in the hands of the Bank of England: the
notes should be payable in gold in London only, and should be legal tender throughout the United Kingdom.

MacHINERY FOR THE CONTROL OF THE NOTE ISSUE.

22. So far we have addressed ourselves to the principles upon which the retention and main-
tenance of an effective gold standard depend. We have now to consider the particular machinery in regard
to the control of the Note Issue by which the observance of these principles can most effectively be secured,
and what modification (if any) may be desirable or permissible in the system in force before the war.

23. We would in the first place observe that, while the obligation to pay both Bank of England notes
and currency notes in gold on demand should, in our judgment, be maintained, it is not necessary for the

P maintenance of an effective gold standard, nor do we think it desirable, that there should be an early
resumption of the internal circulation of gold coin. For the present at any rate we think that it will be
more economical that gold should be held in a central reserve as a backing for notes in circulation. We do
not think that any legislation on this subject will be required. People have by now become fully accustomed
to the use of notes, and it is probable that (except for the limited requirements of persons proposing to travel
abroad) they will continue to circulate instead of gold coin much as they do at present. Informal action
on the part of the banks may be expected to accomplish all that is required. If necessary, however, the
circulation of gold coin could be prevented by making the notes convertible at the discretion of the Bank
of England either into such coin or into bar gold, though for our own part we should prefer to maintain
the right of the noteholder to receive payment in gold coin and to trust to the informal steps suggested above
to prevent gold from flowing into internal circulation.

24. Secondly, while it is a necessary condition of an effective gold standard that the import of gold
should be free from all restrictions, it is not necessary to allow gold coin or bullion obtained otherwise than

\» from the Bank of England to be exported. In view of the fact that it is convenient that the Bank of England

~~= should have cognizance of all gold exports, we think it desirable that the export of gold coin or bullion should

' be subject to the condition that such coin or bullion has been obtained from the Bank for the purpose.

Manufactured gold should be deemed to be bullion unless it is in the form of articles containing a prescribed

fashion value (say of 10 per cent.). The Bank should be under obligation to supply gold for export in

exchange for its notes. These conditions will be sufficient to enable parity to be maintained between

currency and bullion, since importers of gold will be free to sell it either in the market or to the Bank of
England.

25. Thirdly, in view of the withdrawal of gold from circulation, it is, we think, desirable that the gold
reserves of the country should be held by one central institution, and we recommend therefore that all banks
should transfer any gold now held by them to the Bank of England, except such small amounts as they
may require to keep for the convenience of travellers.

In our opinion, the prohibition against the melting of gold coin should for the present be maintained.

26. We have carefully considered various proposals that have been laid before us as regards the
basis upon which the fiduciary note issue should in future be fixed. It has been urged that the raising of
the discount rate by the Bank of England may be delayed too long to check effectively an undue expansion of
credit, and that under the rigid restrictions of the Act of 1844 a famine of legal tender money might ensue.
Crises of this nature necessitating the suspension of the Act arose in 1847, 1857, and 1866, and on the first
two occasions notes were actually issued by the Bank in excess of the maximum authorised by law. On
this ground mainly it has been urged that these rigid restrictions ought to be transformed into something
more elastic. To this end the following principal proposals, either separately or in combination, have been
put before us by various witnesses : —

(1) That the Banking and Issue Department of the Bank of England should be amalgamated ;
(2) That the issue of additional notes, instead of being required to be covered £ for £ by gold, should
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be freely allowed, subject only to the condition that a prescribed percentage of the total issue
should be so covered ;

(3) That, while either an absolute figure for the maximum fiduciary issue or a maximum determi‘
on a proportionate basis should be prescribed by law, provision should be made for increases
beyond this maximum upon condition of a tax being paid by the Bank to the Government.

These various suggestions we now proceed to discuss.

27. First, the main effect of the amalgamation of the two Departments of the Bank of England
would be to place deposits with the Bank of England in the same position as regards convertibility into
gold as is now held by the note. It has been argued in favour of this change that greater security would
be given to the deposits than under the present system. After careful consideration we are unable to
recommend it. The deposits have at present the full security of the reserve in the Banking Department,
and it is obvious that any such additional security would be at the direct expense of the security of the
note. In our opinion it is desirable that the issue of Currency shall be subject to strict legal regulation,
but that the management of banking should be left as free as possible from State interference. We think
that the amalgamation of the two Departments would inevitably lead in the end to State control of the
creation of banking credit gemerally, a contingency which we are convinced would greatly hamper the
elasticity and efficiency with which the banks are able to meet the requirements of industry. -

R8. Secondly, the proposal to allow the issue of fiduciary notes without limit, subject only to a fixed
percentage of the total issue being held in gold by the Bank of England (or the Issue Department of the
Bank of England if there is no amalgamation), appears to us objectionable for the following reasons. If,
as happened in general in the German Reichsbank, other regulations keep the actual note issue much below
the maximum fixed by this proportion, the proportion is not effective and produces no result. But, if the
actual note issue is really controlled by the proportion, the arrangement is liable to bring about very |
violent disturbances. Suppose, for example, that the proportion of gold to mnotes is actually fixed at one- |

\ third and is operative. Then, if the withdrawal of gold for export reduces the proportion below the: |
prescribed limit, it is necessary to withdraw notes in the ratio of three to one. Any approach to the

conditions under which the restriction would become actually operative would thus be likely to cause even 4
greater apprehension than the limitations of the Act of 1844, '

29. This consequence might no doubt be obviated for a time if the Joint Stock Banks themselves kept
large reserves of gold and were prepared in the event of the depletion of the Bank of England reserve either
by an external or by an internal drain to use them to make good the depletion and so dispense for the time
being with the necessity for withdrawing notes from circulation. It is clear, however, that unless the
same steps in regard to money rates and the restriction of credit were taken as would be necessary if the
depletion were actually operative, this remedy would be merely a temporary palliative, since the causes
which had occasioned the drain would continue to operate unchecked. If, on the other hand, as some
have advocated, the Banks were given in consideration for their assistance in such contingencies, in addition
to the right to obtain notes for the gold brought in, the right to receive advances in further fiduciary notes,
the result, so far as the right was exercised, would be to neutralize the effect which the gold brought in
would otherwise have had in preserving or restoring the proportion of gold to circulation, while the
Bank of England would be placed in the very dangerous position of being under an absolute obligation to
create new credits at the very moment at which a policy of credit restriction had become essential. »

Incidentally we would remark that the minimum percentages proposed by the London Chamber of
Commerce, namely, 33% per cent. of gold against the Bank of England note issue and 20 to 25 per cent.
against a separate issue of currency notes, would in our opinion be wholly inadequate. The percentage
of gold to the two issues, taken together, would actually be less than is now held. The Manchester Chamber
of Commerce propose that the proportion of gold to notes should be 40 per cent., while Sir Edward Holden
was of opinion that the Bank should aim at that proportion of gold in respect to its total liabilities on
account of the notes issued and deposits. TFor the reasons indicated above, however, we have come to
the unanimous conclusion that there are substantial objections to basing the note issue of this country upon
any proportionate holding of gold. ; )

30. There remains, thirdly, the plan of fixing a maximum absolute limit to the fiduciary note issue,
subject to the condition that this limit may be exceeded on the payment of a tax to the Government. Tt
is obvious that, if such a tax is to act as a deterrent, it must be sufficiently high to secure that no profit
should accrue to the Bank as the result of the emergency issue. As this profit necessarily depends to a large /
degree upon the rate of interest at which accommodatiqn is given to the mque_at, we do not think, in view
of the great uncertainty as to the future course of interest rate_s, 'that it is practicable now to name
any figure which could safely be adopted for such a tax. Unles§ it is fixed at a sufficiently penal rate to
secure that the mormal fiduciary issue is not exceeded except in circumstances of real emergency, and
then only for a strictly limited period, the system may afford dangerous possibilities of excessive specula-
tion and lend itself to the development of crises which more stringent safeguards might have averted alto-
gether. This criticism has in fact been made of the German plan, and we are not clear how the arrange-
ments recently adopted by the United States, which have not yet been tested by experience, will actually
operate. If it were decided to adopt any such method in this country, it would be necessary for safety to
take a very high rate which might in fact prove to be unduly penal..

31. In view of the comparison with the systems prevailing in foreign countries which have been put
forward by various witnesses, we would point out that these countries have not in practice maintained the
absolutely free gold market which this country, by reason of the vital importance of its position in inter-
national finance, is bound to do. It has therefore been open to them to have recourse to devices to steady the
rate of discount which, even if successful for this purpose, it would be inexpedient and dangerous for us to
attempt.

p MAINTENANCE OF PRINCIPLE OF BAnk CHARTER AcT, 1844, RECOMMENDED.

32. Having regard to the foregoing considerations, we are of opinion that the principle of the Act
of 1844, which has upon the whole been fully justified by experience, should be maintained, namely, that
there should be a fixed fiduciary issue beyond which. subject to emergency arrangements which we recom-
mend below, notes should only be issued in exchange for gold. Tt is noteworthy that from 1866 till the out-

. break of the present war no suspension of the Act was ever necessary. We think that the stringent princinles
of the Act have often had the effect of preventing dangerous developments and the fact that they have had
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to be temporarily suspended on certain rare and exceptional occasions (and those limited to the earlier
ears of the Act’s operation when experience of working the system was still immature) does not, in our
ﬁfion, invalidate this conclusion. We recommend, therefore, that the separation of the Issue and
king Departments of the Bank of England should be maintained and that the Weekly Return should
continue to be published in its present form.

MobprricaTioN oF Provisions orF Act or 1844 1x rEspEcT oF Issur oF EMERGENCY CURRENCY RECOMMENDED.

33. This conclusion, however, has not prevented us from considering with care the possibility of so
modifying the Act of 1844 as to make provision for the issue of emergency currency in times of acute
difficulty. It might, no doubt, be sufficient to leave matters as they were prior to 1914 and to risk the
possibility of the law having to be broken, subject to indemuity from Parliament, but upon the whole we
share the objections which have been expressed in many quarters to this procedure. We are, therefore, of
opinion that the provisions of Section 3 of the Currency and Bank Notes Act, 1914, under which the Bank
of England may, with the consent of the Treasury, temporarily issue notes in excess of the legal limit, should
be continued in force. It should be provided by statute that Parliament should be informed forthwith of
any action taken by the Treasury under this provision by means of a Treasury Minute which should be laid
before both Houses. The statute should also provide that any profits derived from the excess issue should
be surrendered by the Bank to the Exchequer. It will, of course, be necessary that the Bank rate should be
raised to, and maintained at, a figure sufficiently high to secure the earliest possible retirement of the
excess issue,

34. In connection with these emergency arrangements we have considered the question of the reserves
which should be held by the joint stock banks quite apart from their normal reserves of legal tender money.
As we do not contemplate a resumption of the internal circulation of gold, no useful purpose would be
served by their accumulating gold which can be more effectively employed by the Bank of England in
maintaining the exchanges and supporting the note issue. We have considered a proposal that they should
be required to hold a certain proportion of their deposits in the form of Treasury Bills and other short-
dated Government Securities, which, in the event of a crisis, might be discounted with the Bank of
England and form the basis of an issue of emergency currency, if required. While we think it expedient
that such reserves should be held, we have come to the conclusion that it would not be desirable to attempt
any legal regulation of the matter. Owur attention has, however, been called to the fact that a Committee
of Bankers have recommended that banks should in future be required to publish a Monthly Statement
in the form of Appendix I. to this Report showing the average of their weekly balance sheets during the
month. We entirely concur in this recommendation and we suggest that the statement of assets should be
amplified by the addition after ‘* money at call and at short notice ” of a heading ‘‘ Government Securities
maturing within 12 months.”” If this is done, we think that the consequent publicity will be amply sufficient
to secure the object which we have in view.

Axmount oF Fipuciary Nore Issue axp GoLp RESERVE.

35. Having come to the conclusion that the amount of the fiduciary issue should, subject to what was
said in paragraph 33, be fixed by law at some definite amount, we have next to consider how large this
fiduciary issue ought to be.

Assuming the restoration of an effective gold standard, and given the conventional standards of banking
practice and the customs of the public as regards the use of currency, the amount of legal tender currency
(other than subsidiary coin) which can be kept in circulation, including the currency holdings of the banks
and the Banking Department of the Bank of England, will determine itself automatically, since, if the
currency becomes redundant, the rate of discount will fall, and prices will rise; notes will be presented in
exchange for gold for export and the volume of the currency will be reduced pro tanto. If, on the other
hand, the supply of currency falls below current requirements, the rate of discount will rise, prices will fall,
gold will be imported and new notes taken out in exchange for it.

36. Under the arrangements which we contemplate virtually the whole amount of the currency gold in
the country will be held in a central reserve at the Bank of England; and the circulation, in the wide sense
in which we are using the term, will consist (apart from the subsidiary currency, which we need not now
consider) in part of fiduciary notes and, as regards the balance, of notes covered by that reserve. The total
circulation being automatically determined, it will follow that the higher the amount fixed for the fiduciary
L issue the lower will be the amount of the covered issue and, consequently, of the central gold reserve and

vice versa, while, if the fiduciary issue were fixed at a figure which proved to be higher than the total
requirements of the country for legal tender currency, the covered issue, and with it the central gold reserve,
would disappear altogether. It is clear, therefore, that the @mount of the fiduciary issue must be fixed at
a figure low enough to make sure, not merely that there will always be some covered issue, but that there will
always be a covered issue of sufficiently substantial amount to secure that the covering gold which constitutes
the central reserve never falls so low as to give rise to apprehension as to the stability of the gold standard.

37. If the post-war requirements proved to be no larger than the pre-war requirements (about
£180,000,000, exclusive of subsidiary coin, as shown in paragraph 13), it is clear that the present fiduciary
issue of £249,000,000 would have to be reduced by £69,000,000 before any gold could be retained in the
central reserve at all. Even upon the supposition that the policy of substituting notes for all gold outside
that reserve is completely successful, in order to have a central gold reserve of £100,000,000 the fiduciary
issue would have to be reduced to £80,000,000 and, even so, we should have £60,000,000 less gold in the
country than before the war.

38. The pre-war requirements, however, had relation to the level of pre-war world prices, the existing
conventional standards in regard to banking reserves, and the habits of the people, both in regard to the
amounts of money which they carried in their pockets and kept in their homes and to the use of credit
instruments in place of cash. It is probable that after the war world prices will stand for many years, 1f
not permanently, at a greatly enhanced level, and that the banks may well find it desirable to adopt a
higher standard for their holdings of legal tender money. Furthermore, any additional economy in the use
of legal tender money which may take place though the extended use of bankers’ cheques and other credit
instruments may be more than offset by the fact that a larger share of the national income is likely to be
enjoyed by the wage-earning classes who are the chief users of legal tender money. All these causes will

-
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tend to increase the amount of legal tender money which the country will, consistently with the maintenance
-of a gold standard, be able to retain in bank reserves and general circulation to a point much above the
pre-war figure, but the precise amount of the increase can only be determined by experience.

39. Until such experience has been gained it would in our opinion be dangerous to seek to lay d@
any precise figure for the fiduciary issue. The adoption of an unnecessarily low figure would result in the
accumulation of a gold reserve of larger dimensions than is strictly necessary for the protection of the gold
standard and the security of our national credit—a luxury which we shall be ill able to afford in the difficult
times which are ahead-—while the adoption of too high a figure would destroy the gold standard altogether.

40. It, therefore, seems desirable to approach the problem from the other end, and to attempt
to fix tentatively the amount which we should like to see held in gold in the central reserve,: leaving
the ultimate dimensions of the fiduciary issue to be settled as the result of experience at the amount of
fiduciary notes which can be kept in circulation—in banking reserves (including the Banking Reserve of the
Bank of England), and in the pockets of the people—without causing the central gold reserve to fall appre-
ciably below the amount so fixed.

41. The pre-war gold reserves were about £38 500,000 in the Bank of England and an amount
estimated at £123,000,000 in the banks and in the pockets of the people. If the actual circulation of gold
coin ceases and the whole of the gold is concentrated in the central institution, some economy is permissible
In view of its increased mobility. On the other hand the aggregate amount of currency required will
undoubtedly be larger. We accordingly recommend that the amount to be aimed at in the first instance
as the normal minimum amount of the central gold reserve should be £150,000,000, and that, until this
amount has been reached and maintained concurrently with a satisfactory foreign exchange position for a
period of at least a year, the policy of reducing the uncovered note issue as and when opportunity offers should
be consistently followed. In view of the economic conditions which are likely to follow the réstoration of
peace, it will be necessary to apply this policy with extreme caution and without undue rigidity. When
the exchanges are working normally on the basis of a minimum reserve of £150,000,000 the position should
again be reviewed in the light of the dimensions of the fiduciary issue as it then exists.

Repucrion or PrEsENT CurreEnxcy NoTeE IsSUE purinGg INTERIM PERIOD.

42. 1If these arrangements are adopted, there will be an interim period beginning after the completion
of demobilisation during which it is probable that the present issue of Currency Notes will have to be
gradually reduced until experience has shown what amount of fiduciary notes can be kept in circulation
consistently with the maintenance of this reserve. It was suggested to us in evidence that, until that amount
has been ascertained, steps should be taken as soon as possible after the war to reduce the uncovered issue
at the rate of not less than 3 per cent. per annum of the outstanding amount, and that, subject to arrange-
ments for meeting a temporary emergency, the issue in any period of six months or one year should not
be allowed to exceed the amount outstanding in the preceding similar period. We think that it would be
highly desirable to aim at a steady and continuous reduction, but we are disposed to doubt whether it will
be found to be practicable to work to any precise rule. We confine ourselves therefore to the general recom-
mendation of policy indicated above. We entirely concur, however, in the suggestion that, when reductions
have taken place, the actual maximum fiduciary circulation in any year should become the legal maximum
for the following year, subject only to the emergency arrangements proposed in paragraph 33.

TRANSITIONAL ARRANGEMENTS PENDING REPLACEMENT OoF CUrrRENCY NoTE ISSUE BY A BAnk
oF ENGLAND ISSUE.

43. It remains for us to consider how and when the present issue of Currency Notes is to be replaced
by the Bank of England issue. There would be some awkwardness in transferring the issue to the Bank
of England before the future dimensions of the fiduciary issue have been ascertained. We, therefore,
recommend that during the transitional period the issue should remain a Government issue, but that such
post-war expansion (if any) as may take place should be covered, not by the investment of the proceeds
of the new Notes in Government securities, as at present, but by taking Bank of England Notes from the
Bank and holding them in the Currency Note reserve, and that, as and when opportunity arises for providing
cover for the existing fiduciary portion of the issue, the same procedure should be followed. The effect of
this arrangement would be that the demands for new currency would operate in the normal way to reduce
the reserve in the Banking Department at the Bank of England, which would have to be restored by raising J
money rates and encouraging gold imports. e

44, We should thus in course of time have the Currency Note issue covered partly by the £28,500,000
of gold at present held and partly by Bank gf England notes covered by gold in the Issue Department of
the Bank of England; the balance, forming the fiduciary part of the issue properly so-called, being covered
by Government securities as at present. During the transition stage the greater part at any rate of thg
demand for gold for export will fall upon the Bank of England, since currency notes are not likely to
be presented to any large extent for actual payment in gold, but will be paid in by the banks which collect
them to the credit of their accounts with the Bank of England, the balances thereby created being used
when necessary to draw gold from the Bank of England for export in the ordinary way. ~We accordingly
think that it will be desirable that Bank of England notes should likewise be substituted in the currency
note reserve, either immediately after the war or from time to time by instalments, for the £28,500,000 gold
now held by that reserve, so that when the time is ripe for the final transfer the whole of the gold reserve
may be in the hands of the Bank. : )

45. When the fiduciary portion of the issue has been reduced to the amount which experience shows
to be consistent with the maintenance of a gold reserve of £150,000,000 in the Issue Department of the Bank,
the outstanding Currency Notes should be retired and Bank of England notes of low denomination substituted,
the Bank of England fiduciary issue being simultaneously increased by an amount equal to the then
issue of Curremcy Notes covered by Government securities. As the Ban of England notes held in the
Currency Note reserve and the gold against them would already appear in the Bank return, the only effect
on that return of the ultimate merger would be to add to the total Bapk of England issue the amount of
the fiduciary portion of the Currency Note issue as ultimately ascertained, and to add the same amount
of Government securities to the securities in the Issue Department.
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46. The settlement as between the Treasury and the Bank would take the form of the Treasury
handing over to the Bank in exchange for a like amount of Currency Notes withdrawn by the Bank from

ilation the Bank of England notes held for the Currency Note account, and in respect of the remainder
of'"¥he Currency Notes withdrawn Government securities. These securities should be either Ways and Means
advances, or Treasury Bills and other marketable securities being part of the ordinary Public Debt, and
should be taken at current market value. In so far as any of the assets of the currency note redemption
account at the time of transfer might not come within these categories they should be retained by the
Treasury and other securities substituted. The Bank of England notes of small denomination would be
issued by the Bank in place of the currency notes withdrawn from circulation, partly in substitution for
the Bank of England notes returned to them from the Currency Note Reserve (which would be already
covered by gold in the Issue Department), and partly in respect of the Bank’s new fiduciary issue based on
the transferred securities. The profits of the increased fiduciary issue would be payable by the Bank to the
Excliequer. { A i

SuMmary oF CONCLUSIONS.

47. Our main conclusions may be briefly summarised as follows:—

Before the war the country possessed a complete and effective gold standard. The provisions of the
Bank Act, 1844, operated automatically to correct unfavourable exchanges and to check undue expansions
of credit. (Paras. 2 to 7.)

During the war the conditions necessary to the maintenance of that standard have ceased to exist.
The main cause has been the growth of credit due to Government borrowing from the Bank of England
and other banks for war needs. The unlimited issue of Currency Notes has been both an inevitable
consequence and a necessary condition of this growth of credit. (Paras. 8 to 14.)

In our opinion it is imperative that after the war the conditions necessary to the maintenance of an
effective gold standard should be restored without delay. Unless the machinery which long experience
has shown to be the only effective remedy for an adverse balance of trade and an undue growth of credit
is once more brought into play, there will be grave danger of a progressive credit expansion which will

r result in a foreign drain of gold menacing the convertibility of our note issue and so jeopardising the
international trade position of the country. (Para. 15.)

The pre-requisites for the restoration of an effective gold standard are : —

(a) The cessation of Government borrowing as soon as possible after the war. We recommend that
at the earliest possible moment an adequate sinking fund should be provided out of revenue,
so that there may be a regular annual reduction of capital liabilities, more especially those
which constitute the floating debt. (Paras. 16 and 17.)

(b) The recognised machinery, namely,.the raising and making effective of the Bank of England
discount rate, which before the war operated to check a foreign drain of gold and the
speculative expansion of credit in this country, must be kept in working order. This necessity
cannot, and should not, be evaded by any attempt to continue differential rates for home and

1 foreign money after the war. (Paras. 18 and 19.)
(¢) The issue of fiduciary notes should, as soon as practicable, once more be limited by law, and the
3 present arrangements under which deposits at the Bank of England may be exchanged for
legal tender currency without ‘affecting the reserve of the Banking Department should be
terminated at the earliest possible moment. Subject to transitional arrangements as regards
Currency Notes and to any special arrangements in regard to Scotland and Ireland which
we may have to propose when we come to deal with the questions affecting those parts of the
United Kingdom, we recommend that the Note Issue (except as regards existing private issues)
should be entirely in the hands of the Bank of England. The Notes should be payable in
London only and should be legal tender throughout the United Kingdom. (Paras. 20 and 21.)

As regards the control of the Note Issue, we make the following observations:—
(1) While the obligation to pay both Bank of England Notes and Currency Notes in gold on demand
should be maintained, it is not necessary or desirable that there should be any early resumption
of the internal circulation of gold coin. (Para. 23.)
(2) While the import of gold should be free from all restrictions, it is convenient that the Bank
‘ - of England should have cognizance of all gold exports and we recommend that the export
of gold coin o bullion should be subject to the condition that such coin and bullion has been
obtained from the Bank for the purpose. The Bank should be under obligation to supply
gold for export in exchange for its notes. (Para. 24.)
(3) In view of the withdrawal of gold from circulation we recommend that the gold reserves of the
country should be held by one central institution and that all banks should transfer any
gold now held by them to the Bank of England. (Para. 25.)

Having carefully considered the various proposals which have been placed before us as regards the basis
of the fiduciary note issue (paras. 26 to 31), we recommend that the principle of the Bank Charter Act,
1844, should be maintained, namely, that there should be a fixed fiduciary issue beyond which notes should
only be issued in exchange for gold. The separation of the Issue and Banking Departments of the Bank
of England should be maintained, and the Weekly Return should continue to be published in its present
form. (Para. 32.)

We recommend, however, that provision for an emergency be made by the continuance in force, subject
to the stringent safeguards recommended in the body of the Report, of section 3 of the Currency and
Bank Notes Act, 1914, under which the Bank of England may, with the consent of the Treasury, temporarily
issue notes in excess of the legal limit. (Para. 33.)

We advocate the publication by the banks of a monthly statement in a prescribed form. (Para. 34.)

We have come to the conclusion that it is not practicable to fix any precise figure for the fiduciary
Note Issue immediately after the War. (Paras. 35 to 39.)

We think it desirable, therefore, to fix the amount which should be aimed at as the central gold reserve,
leaving the fiduciary issue to be settled ultimately at such amount as can be kept in circulation without
causing the central gold reserve to fall below the amount so fixed. We recommend that the normal minimum
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of the central gold reserve to be aimed at should be, in the first instance, £150 millions. Until this amount
has been reached and maintained concurrently with a satisfactory forelgn exchange position for at least a
year, the policy of cautiously reducing the uncovered Note Issue should be followed. W hen reducltxm
have been effected, the actual maximum fiduciary circulation in any year should become the legal maxi

for the following year, subject only to the emergency arrangements previously recommended. When the
exchanges are working normally on the basis of a minimum reserve of £150,000,000, the position should
again be reviewed in the light of the dimensions of the fiduciary issue as it then exists. (Paras. 40 to 42.)

We do not recommend the transfer of the existing Currency Note Issue to the Bank of England until
the future dimensions of the Fiduciary Issue have been ascertained. During the transitional period the
issue should remain a Government issue, but new notes should be issued, not against Government securities,
but against Bank of England Notes, and, furthermore, when opportunity arises for providing cover for
existing uncovered notes, Bank of England Notes should be used for this purpose also. Demands for new
currency would then fall in the normal way on the Banking Department of the Bank of England. (Paras.
43 and 44.)

When the fiduciary portion of the issue has been reduced to an amount which experience shows to be
consistent with the maintenance of a central gold reserve of £150 millions, the outstanding Currency
Notes should be retired and replaced by Bank of England Notes of low denomination in accordance with
the detailed procedure which we deseribe. (Paras. 45 and 46.)

‘We have the honour to be,
My Lords and Sir,
Your obedient Servants,
(Signed) CUNLIFFE (Chairman).
C. S. ADDIS. .
R. E. BECKETT.
JOHN BRADBURY.
G. C. CASSELS. %
GASPARD FARRER.
HERBERT C. GIBBS.
W. H. N. GOSCHEN.
INCHCAPE.
R. W. JEANS.
A. C. PIGOT.
GEO. F. STEWART.
W. WALLACE.

G. C. UPCOTT (Secretary).
15th August, 1918.

ArprEnDIX 1.

{
Prorosep MONTHLY STATEMENT TO BE PUBLISHED BY BANKS.
Statement of the average figures of the weekly Balance Sheets during the month of........................ 19055 ' 1
LIABILITIES. ASSETS.
Capital :— Cash :— 5
Registered £ (1) Coin, Bank and Currency
- Notes, and Balances with ‘
Sabecribed £ the Bank of England - £ i
Paid up - . - - ek (2) Balances with London Clear-
Fund ing Agents and with other
Reserve Fun B B r : L " _Banks, Ballkgrs or Bank-
Current, Deposit, and other Accounts - ing Companies in the
United Kingdom - £
Acceptances } (3) Items in transit - - e
Endorsements, Guarantees and other | i U b s &
obligations ) T e, S Money at Call and at Short, Notice

British Bills of Exchange - -

Foreign Bills, Forelgn Bank Bllls and
Domiciled Bills -

Balances abroad - - 2 . ;

Investments :—

(1) Securities of, or guaranteed by, British
Government -

(2) Indian and Colomal Gowernment
Securities,  British  Corporation
Stocks, British Railway Dbbenture
and Preference Stocks -

(3) Other Investments - - - - -

Loans and Advances - - - ! -
Other Assets - £ & = z ;
Bank Premises - - z - .

Liabilities of Customers for Acceptances,
as per contra

Liabilities of Customers for Endorsements,
Guatrantees and other obhg‘atlons, as per
contra - -

Notes in Circulati

£ | £

| e
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FEDERAL RESERVE BANK

OF NEW YORK

DUPL.ICATE

Woods Hola, Mass.,
Mguest 12, 1913,

My dsar Lord Cunliffe:

The following remarks, which I em sending in response o your
ki wote of June 22, 1913, I trust will be read by you and by your
as:-ciates with the full understanding that in no respect should they ba
teian as criticism whers they appear to be such, but rather as evidencing
a devire to answer your inquiry with the frankness which is required in
order that this letter may be of service, and with _tho candor which should
giuracterize the suggestions of a friend. I neod not tell you how greatly
honored . feel in being asked to aid in such en important and complicated
mattor us that upon which you are just now engaged.

The Federal Ressrve System, while embodying the resulis of inquiries
goncductod in all the modern banking countries, is, nevertheless, more lurgoiy /
modeled in its fundementals upon English banking experience and tradition
than upon those of eny other nation. Its most important variations from
the British system consist in our having twelve regional central benks, in-
stead of one, with branches, and in these banks having the power to issue eir-
culating notes, secured by their assets, instead of solely against gold.

I en submitting below some comments which seem to be justified in
view of our four years experience under the new Federal Reserve Acti, dbut I
@. not confining these suggestions to the scope of the inquiry suggested by
your letier. Twelve headinge will be deelt with somewhat in tis order of
their importance, discussing first our own experience, and, later, comment=-
ing upon cortn:ln aspects of your position in the case of each heading:

a. THI CURRENCY NOTE ISSUES OF THE BRITISH GOVERNMENT: The

hhto;'y of tho -oto issues of the Federal reserve banks may be summerized ss

1
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o
follows: Under the law, as originally pasend, it was understood by many,

( and, possibly, although net certainly contemplated by the law,) that these
notes should ordinarily be issued against the security of bills and commercial
papor and that each reserve bank should maintain & gold reserve in its banking
department, in mddition to the pledged collateral, equal to 40% of the smount
of notes actually issued and outstanding. Certein provisions in the Act,
which permitted the esubstitution of gold.as collateral, in place of commercial
paper or bills withdrawn, afforded opportunity for the reserve banks, when they
wore first organized, to make the note issue the means of gathering in the
floating lupﬂy of gold and of impounding the large imports of gold which teok
plece in the early yoars of the war, Without, th!roforo, any true expansion
of "assoia™ currency, the reserve banks, during the first two and one~half
yoars of their existance, bullt up an immense reserve of gold, simply by
issuing notes upon the security of gold as opportunity afforded. These
iscues were made in variocus ways, but, generally, in direct exchange for gold
doposited with the reserve banks or purchased from those importing it from
abroad. Various smendments to the Federal Reserve Act facilitated this
operation, the last amendment, in 1917, deing away with ell requirements
that national banks carry reserves in their own vaults end providing that only
depoeit balances cu'.riod with the reserve banks should thereafter count as re-
serve. The smount of reserves to be carried on deposit was increased by the
new law, and, in consequence, the gold reserves of the member banks were at
once very largely transferred to the reserve banks, whose notes are now used
as till money by those banh». although for National Banks) they de not count
as reserve. Through these operations was laid the feundation of the present
strength of the reserve banks, which has enabled them te meet the demands eof
our war finaneing with such ease.

Commencing in April, 1917, the reserve system began to feesl the

sirain of the financial operations of the Government, as well as the demands
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for eurrency, caused by rapidly advancing prices for labor and commodities.
While the gold resorves of the twelve reserve benks have been built up

to nearly $2,000,000,000, being two-thirde of the sountry's geld supply,

at the same time note issues have expanded to $1,955,000,000 and loans, die-
counis end bille purchased to #1,541,000,000, In connection with this pare-
graph, I am tranemitting a series of statements of the Federal reserve banks,
which will exhibit the growth ef these wvarious accounts from the commencement
of the system until the present time. This expsnsion of note issuecs stands
out in marked contrast ':itglowrroncu during our $ivil War. Due to various
causes, in part to ignorance of sound principles of finance and to failure
promptly te levy taxes, and to the timidity of the country resulting from the
shock of wvivil war, our Treasury was led to issue the so~called "green-backs.”

Hardly six months had passed before our Government, and praetically all of the

benks of the country had susponded speocie payment and from that time until
long after the conclusion of the wer, gold commanded a premium, at one time
equal to 280%, memsured by the value of our peper money or deposit balances.
Our green-backs have never been retired and are still legal tender: The
contrast with present conditions is too striking to be passed without com-
ment. We have never had a premium on gold since the war started in 1914;
there hes besn no lack of currency for commercial needs and we have continued
>~ te ship gold to creditor nitiom. while only in recent monthe have such ship-
ments been subject to necessary Government regulations. Gold ie still paid
out by our banks to their depositors if demandod and the only legal restric-
tions upon gold transactions are those imposed by the export embarge which
seoks to regulate and control the loss of our gold banking reserves in harmony
with our war requirements and those of our Allies.
This statement is made at some length in order to emphasize the point

which is so obvious in our currency situation; namely, that the infusion of this
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" large mmountof circulating media into our banking system and into trade chan-
nels under the stimulus of rising prices and expanding loans and deposits,
is most unlikely to result in an irredeemable currency eituation, because ithe

/>. general contraction of business and oredit succeeding the conclusion of the war

will sutomatically bring about a contraction of the currency eirculation, and
the gold redemption fund is unquestionably adequate, unless the war should last
many years. The note issue has expandod as business demanded, and has been an
important instrument in effecting an accumulation of gold reserves.

As to your situation, I can not help but feel that a different and
not quite as sound a policy has, of necessity, been pursued. _ Your currency
notes now appear to have taken a permanent place in the nation's note oircul.Q
tion, and, doubtless, occupy an important place in the cash reserves of the
joint stock and mavings banks, The gold reserve m-intninod egeinst them is

trifling compared to that maintained by the Bank of England in its Issue Depart-

ment, or that mainteined by the reserve banks (now roughly 60/) sgainst combined

note and depoesit liabilities. The fact that the currency notes are secured by
interest bearing bonds, together with a deposit balance at bank end a small
gold reserve, is an explicit recognition by your Government of the urgent need
for prompt retirement of this circulation, put the question arises, will its
> retirement automatically teke place and how will the progress of its rotiroment‘
be governed!? It seems that thie will largely depend upon the policy of your
Government in dealing with the obligations by which the currency notes are
secured. The notes should not be retired more rapidly than the reserve conditioen
(> of your banks, the activity of your business, and the dnclino'in the price level
will permit. No refunding scheme for the sale of interest bearing bonds to the pub~
lic will replace in the pockets of your people, in merchants' tille, and in bank re=-
serves, ocurrency which is now required to meet demands for commercial and bank=-

ing purposes. Even the substitution of a balance at the Bank for the

90,
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. Government's obligations now securing the notes will be ne more than a sub~
stitution of one form of obligation for anoiher form of ebligation. The
real problem will be to provide mutomatic retirement for these notes when
and as rapidly es their circulation is no longer required, I sm inclined to
think that the modification of your Bank Act, suggested in "B" fellowing,
might well be combined with a plan by which the currency nctes would be assumed
end gradually rotired by the Bank of Zngland, or, possibly, its own noies sub~
gtituted at the proper time, and the issues merged.

Unless human nature in England is quite different from human nature
in thie country, the currency notes will be a menace 8o long'u they are in
eirculation. The demand for 'cheap money by ignorant people cen easily be

focuzsed upon the Government printing press, bt the conversion ef the currency

notes into bank notes, with provision fer automatic retirement, should antici-
pate and avoid that development.

B. THE BANK OF ENCLAND NOTE ISBUE: Under "A" I have roughly de-
scribed the eperation of the note issue of the Federal reserve banks. In
elaboration of that statement, it should be explained that under the law as now
emended, the note issues of the Fedoral reserve banks are almoest, if net quite as
fully, assets currency as are the notes of the Bank of France. All of the assets
of the reserve banks are charged by law with @ prior pledge to the nete holders,
before other creditors sun beé paid, soc that the physical segregation of bLills
and gold with the Federal Reserve Agent, which is the equivalent of the establisgh-

D ment of an Issue Department dimilar to that of the Bank of England, is more a
formality than a reality. When the periocd of post-war liquidation arrivss,
accompanied by declining prices for commodities and labor, unless the nation's
bnnkiné reserves are disturbed by heavy gold exports, it may be expected that
the liquidation of loans and deposits of the banks generally, and, in conse-
quence, the loans of the Federal reserve banks, will gradually bring about a re-
dustion of deposits and note issues withoui disturbance to either business or
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banking conditions,

It may be a justifialtle comment upon the meintenance «f the issue do~
partment of the Bank of England 4n its present fom, that its note issus was in-
capable of expansion like ours, to meet the needs of the war, and, had it been
eapabie of such expansion, doubtless some of the serious currency difficulties
of 1914, which resulted in the issue of the currency notes, would have bsen
avoidad.

Since the outbreak of the war, the Federal Reserve Bank of New York
has aimed to keep in stock unissuehnotes ef various denominations of no less than

v §500,000,000 and the total of unissued notescurricd in reserve by =ll the reserve
banks has been kept at about §1,000,000,000. The protection afforded to our
banking system by the assurance which knowledge of that fect gives to bankers
and businees men has been of ummistakable value. No sueh stock of notes held by
the Bank of Englend would have had eimilar effect upon sentiment es the Diank has
no means of putting them into eirculation.

Later experience with our ewn system, if the war continues, may require
a modification of these views, but, up to the present time, I believe thrt ocur
experience justifies a greater faith in the note issue plan of our Federal Re-

| serve Aci than in the plan of a separate department of issue without power of ex-
pansion, required by your Act of 1844. Resliszing, further, that the position of
the Bank of fngland, if operating under a law comparable to ours, would require
fortification by a great mddition to its gold reserve, leads to question

c. ARE ENLIBH BANKS OVER-LENDING ON THEIR RIBERVIS'! During a
visiil to England in 1914, I recall stating to some of your bankers that it appeared
to me, and I believed to other American bankers, that the Fnglish banke as a whole

., woTre over-trading on their gold reserves. If the commentis under paragraph "B" are
justified and the Bank of England should be given the power in future to ezpand
its note issue, then, in my opinion, no such chenge of law would be safe without

a greater store of gold, either in the central bank, or in the joint stock b.ank-..
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We have slways been a nation ofstatutory minimum reserves; England has never

imposed statutory reserve restrictions upon its banks, and I should say that the

consoquences of these divergeni policies are, in the case of American bankers,

too great a reliance upon reserves and too little upon good banking, end, in
7 the case of inglish bankers, too great a reliance upon good banking and toe
little upon reserves. VWe have been over-supplied with reserve menmey, but our
banks have not kept as liquid as the English banks. Your banking institutions
have done too large & business upon too slender mgold reserve.

¥hile I sm opposed to the principle of independent yault reserves and
of siatutory reserve requirements, it is, possibly, fair te state, in the
light of our wer experience, that the English banke have net fortified their
contral bank as much as they might, and, in order to budld up the gold remerve
of the Bank of Eugland, it might be prudeat to induce or requirs them to suffic-
fdently reduce their credits so as to ensble the Bank of England te accumulats a
greater general gold reserve and this would seem to be an essential nquimont'
if the present restrictions of the Act of 1844 surrounding note iesuss are to
be removed.
D DEPOSITED REGERVES VS INDIVIDUAL BANK RESERVES!: Since our

National Bank Act was adopted in 1863, and until the Federal Reserve Act was
recently smended, all mational banks in the United Btates had been required te
keop a coneiderable reserve in their own vaults and had been permitted to carry
a portion of their reserve on deposit with other banks. Most of our State
laws still require State institutions to carry reserves in 'thn'ir own vaults,
{which may, however, in most States, consist of the notes of the Federal reserve
banks) and still permit a poriion to be ocarried on deposit with ether banks,
which, in most States, include the Federal reserve banke., OQur reserve laws
were undoubtedly a source of weakness in & country where branch banking was not

permitted or encouraged and resulted in our reserve being scattered smong 20,000
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‘ or more danking institutions. Thichas finally been corrected by the recent
smondments to the Federal Reserve Act so that now, as stated above, the Fed-
eral roserve banks carry reserves of nearly $2,000,000,000 of gold, avail-
able to all the principal banking institutions eof the couniry. Over 8,000
banks and trust companies, including practically all the large ones, are now
menbers of the system. There has recently; I understend, been a strong move-
ment in Englend looking to the carrying of independent cash reserves by the
joint stock banks. This, I believe, would be less objectionable with you
than in this country, owing to the small number of commercial banks in
England; bdut, on the other hand, it might retard the prosess of recoupere~
tion from the war strain by the Bank of Englend, which should be promoted
befors any measures of that character are applied to your commercial banks.

In gensral, I think that eur reserve lﬁ. and, in conssquence, our reserve

position, is to-day much stronger than that eof the Bank of England and of
English banks generally and that your situation would be largely corrected
by some bank liquidation which would enable the Bank of Englend to maintain
larger gold holdinga.

E. DOMESTIC EXCHANGES: At the time of their establishment,
the Federsl reserve banks faced diffieult, and what appeared te¢ bs insur-
mountable obstacles, in overcoming the ocbjections ¢f the banks of the couniry

to a proper regulation and control of the domestiec exchanges. Thers are

probably 30,000 banks and bankers in the United States, large and small,

upon whom checks are drawn dd.ly," many being sent {0 all parts of the country
for various settlements. The colleetion of these checks and the adjust-
mont ¢f the resulting balances were long subject to ne fixed rule as to cost
or as to time of sollection and settlement and, in consequence, many con-
fusions and dangers arose, which it was the function of the reserve system

40 cure. This has at last been well started and I refer to the matter enly

in order to comment upon the operation of your magnificent London Clearing
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House and the simple snd effective maethods by which yéur collections and
exchanges are effected. The only modification of present practice which 4
might be suggested is possibly the establishuent of a more unifem plan for
psettlements between English and Bootoh banks so that they might be more
prouptly effected and, possibly, at less cost. .

¥. THE LONDON BILL MARKZT: No department of English banking has
-yinfluoncod the development of banking in this country as has the example
of your bill market. In every advanee in this new line of American banking
your own practices and traditions have been searched and o_xu.tnod for a
better understanding of how this business should be conducted and, I believe,
notadbly in this respect English banking leads the world and should continue
undisturbed.by regulettion or rew‘r}ction. -

G. THE OVERDRAFT ACCOUNT: In our National Bank Act and in the
larger number of our State banking lews, provisions are now contained, most
rigorous in character, which prohibit overdrafis by depositers in banks.

In the case of the Federal law, this is so striet that if intention can de
proved, the depositor can be visited with severe penslties. In some States

to intentionally everdraw a bank acscount is a misdemesnor, punishable by im-
prisonment. This is in distinet contrast with the practice of many of the
Englieh jeoint stock banks, which regularly grant eredit teo .thoir customers on
surrent account eor overdraft. I fimly belisve that this is a bad and danger-
ous oustom and might well be dealt with by statutery prohibition. A bank eof
all inptitutions, should knew when it may count upon the ﬁpnynmt of 1n_dcbtod-
ness owing to it. Furthemmore, & loan of that character, which may run in-
dofinitely, in time takes on the nature of & capital fund in the mind of the
borrowver and gradually merges into his business investment. Vhile I fully
undorqtand the care which is taken by some of your bankers tesafeguard this
method of extending credit, X ¢an not but believe that the proper regulation ef

the relations between a bank and its customers ean be botter effected dy the
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. ‘ employment of a bill or a note, ratheranthan by relience upon an inseribed ao-
count.
H. RATE FIXING: The Federal Reserve Act provides that the firectors
of Fodoral reserve banks shall fix the rates of discount for the various classes
7~ of lomns which they make, the rates so fixed being subject to review and determi-
nation .‘oy the Federsl Reserve Board. These rates must spply to all borrowers
making similar types of loans. The language of the statute is somewhat smbigu~
ous as to whether the Federal Reserve Board has the power to initiste a rate.
That question has never been definitely determined, and I doubt if need for
such & determination is likely to arise. This is a marked defect, howaver,
in the regional bank plan, as uniformity of rates can not well be brought about, =
and the influence of the central bank rate ie te lomo.oxtont impaired.
The influence of the rate of the Bank of EZngland is so pronounced,
in fact so much more pronounced than the rates of the Federal reserve banks,
which are so various as to different types of loans and differ rather widely be-
tween the different reserve banks, that I doudt if comparison ean be made between
the practices of the two institutions. I should hope, hoever, in the interest
of your own money market, that no development would take place which would have
the effect of altering the stability end uniformity of rates now so well governed
and contrelled by the Bank of England.
I. THE PAYMEWT OF INTEREST TO DEPOSITORS: \ Federal reserve banks
are neither authorised nor expressly prohidited by lasw in the matter of allowing
interest on balances. As a matter of practice, and in view 'of our interpretation
of the law, it has been generally considered thait we were without power to allow
any interest on deposits. It would nullify other provisions of the law which re-
quire us to pay all surplus income ever our 6% dividend and the maintenance of
our surplus at 40% te the Government. If intersst were allowed, there would,
in fact, be lidble eor mo surplus income, in which event the profits payable te
the vaomont. in lieu of franchise and all other taxes, would never arise.
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On the other hand, keen competition for business smong our commereial banks and
trust companies, and the advance in the general level of interest rates, oo~
eneionsd by the war, have led to the practice in some parts of the countiry of :
paying interest upon active checking accounts far beyond what bvanking prudence
varrants. Conditions governing this matter in England have been scmewhat dif-
ferent., The payment of high rates of interest has at times been effective in
attracsting and retaining balances from abroad, end, frequently, in protecting
your market against heavy discounts of foreign paper. Experience in thie country
has led us te believe that no more subtle influence exists for the promotion of

/7 unsound banking than the competition which tekes the form of allowing high rates
for deposits. Whether brought about by the influence of the Bank of England

or of your Clearing House, or, possibly, by statute, it has seemed to me that

some regulation of the rates of interest allowed on balences by the English

banks, as well ms the return by the Bank e¢f Englmnd teo its fomer policies in
thet respect, will be required at the conclusion of the war. '/

Jd. SECURITY INVESTMENTS8: The unprecedented decline in security
values since the outbreak of the war, including bonds of the highest grade, has
been a convincing argument teo nﬁy Mmerican bankers that they have pursued a
hasardous policy when they have invested a considerable proportion of their de-
poeits in long time securities., Bome of our mmaller country banks have suffered
such serious shrinkages in their surplus or "rest™ funds, through the deeline
in the market value of their investments, that it will take many ysars, even
in gome cases with suspension of dividend payments, to rutoro. these aceounts to
a proper proportion of capital. The war has likewise resulted in a large ec-
cunulation of Government securities by the English banks; probably larger in
proportion than are the holdings of Govermment bonds by American banks. An

e understanding between your Covermment and the bankers leooking to m liquidation of
these holdings is grestly to be desired and doubtless is already receiving con-

sideration.
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K. COMPETITION BRTWREN THR CINTRAL BANK AND ITS DEPOSITORS:
The oroad provisions of the Federal Raserve Act at first led many Amsrican
bankers to conclude that the Federal resserve banks, with their inmense ro-
sourcos and power, would hecome dangerous competitors, in various lines of
banking, with the very inetituiiens which were to be the e¢wners of the capital
stock, and, (outside of the Treasury) the scle depositors in the new institutions.
The feeling referred to wes a serious obstecle to eur development in the larger
eitises, at one time, and was held by officers of meny of the larger banks., It
has been our effort from the eutset to overcoms this impression and, with the
oxception of our moderate deslings in the epen market in th§ purchass of bills,
we are not in competition with out own stockholders and depesitors in eny de~
partnent of banking.

This has not always been the case with the Bank of England end it
is a fair question to ask whether, 4f the joint stock banks are to be required
to help build up the reserves of the Bank, as suggested in paragraph "C",
and, possibly, are to be expected to maintain larger balances at the Bank,
it may not be important to consider to what extent direct competition between
the Bank of England and its own elientel® should o avoided. M in-
telligent discussion of this subject would necessitate an eximination of the
acoounts of the Bank of England suchas sould only be made by an officer oi tho-
Bank. The English Banking System hes restsd upen the Bank éf England as upon
a rock foundation. That foundation does not depend upon any legal require-
ment as to the maintenance of reserves with the Bank of lnglind. a8 in the
case of the Federal Reserve System, but tradition, the desire for mutual s=elf-
protsction and the magnificent unity ef the British banking system has preserved
the Bank's position unimpeired up te the present time. No small part of this
is due to an illustrious record of sucoessful and conservative management by

the directors of the Bank; but tpo question is now likely to arise, unless our

information here is misleading, as to whether this good will and tradition cen
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alvays bo relied upon in the future and, especially, in view of the davelop=
ments referred te in the following parsgreaph.

L. BANK NIALGAMATIONS: Our National Bank Aet and the laws of
practically all of our States permit the consolidation of bamking institutions
under various limitations. 1In genoral, however, these consnlidations can
only be effected between institutions in the smme municipality, This has
bsen a natural and effsctive curb upon the ever-develepment of eny tendency
40 amalganate and possidbly has hed the effaest of curbing leose banking methods
and raducing over-competition. But we are in & way over-stecked with banks
in the United States. Thaere are no less tha» one hundred and thirty-seven
incorporated ﬁnnkl of deposit in the City of New York, exclusive of the mutual
savinze banks, JAmalgamations of banks in England,. however, proceed without
statutery limitation, and, in recent years, have resulted in a great reduction
in the numbaer eof institutions and, consequently, havs'made it inoreasingly dif-
ficult for new banke to be organised. This is always the cess in a country
wheres branch banking becomes highly develeped. The ereation of banks of the
imuense size which have resulted from recent smelgamations, may somewhat im-
pair the influence ef the Bank of Englend, which should be maintained basyond
question., Aside from all questions of ecenomy of management, efficiency eof
supervision, securitiy, meintenance of competition, ete., I believe the grestest
danger in the development of these smslgemations lies in the possidle under-
mining of the supreamacy of the Bank of England, the importance of which is not
only moasured by ite relations with the greet banks of Lendon, but by the
stebility which its prestige hes efforded te the banking systems of the whole
world. '

In reading the above you may be led teo sonclude thet the views I
have expressed relate more particularly to banking practices in Fngland in
‘war times rather then under pcece conditiens. The changes which are re~

‘quired, however, to adjust banking affairs te the wnexsmpled situstions arising
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out of this war must take into account that the period of readjustmeni suc-
coeeding the conclusion of the war will, poesibly, bring & greater strain and
present more novel problems in banking and finance than even those which
arcse at the time of the outbresk and now confront us during the continuance
of the war. 1In this respect the Federal Reserve System has had a distinct
advantage, because we weore embarking upon @ new and uniried enterprise, in
which defects were expected and which could only be discovered through ex-
perience. The amsndment of a law approved by the President as recently as
December 23, 1913, naturally has not encountered such opposition as would be
aroused by changes proposed in the fundsmental banking law of youf country,
adopted in 1844,

Unfortunately the literature in relation to the Fedsral Reserve
Syatem and its development is most limited. Those who have been engaged in
managing the system have had little time to spare for the preparation of
eritical works which would be of value to you and your associates in the
problems which you are now considering. I am, however, sending you, under
separate cover, the folldwing documents: ;

l. The Federal Reserve Act, mas it originally became law /
Dacember 23, 1913,

2. All subsequent amendmaents to the act, as tabulated. //

3, A bvill now pending in the Senate and House proposing
further emendments to the Act, known as the Phelan o
Bill, the passage of which is etill uncertain.

4, A digest of the Act, preparsd by Honoradble C. S.V//
Hemlin, Member of the Federal Reserve Board.

5. The A. B. C. of the Federal Reserve System, a recent
publication by E. W. Kemmerer, Professor of 7
Zeonomics at Princeton University.

6. All the regulations established by the Federal Re-
serve Board which are now in effect.

7. All of the ennual reports to Congress made by the

Fedoral Resorve Board, which include statements
of all twelve of the Federal reserve bhanks. "

8« A series of statements referred to in Paragraph "A"
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In conclusion, permit me to say that in no part of the world has the
English banking system a greater number of friends #&nd admirers than are to be
found in this couniry; the best evidence of which is the extent to which our
own recont banking reforms have been influenced by a study of your mothods.

Possibly also it mey not be out of plece in closing this letter to
reaffirm tho statement which I made to you in London in 1916, to ths effect that
@ close alliance between the Bank of fnglend end the Federal Reserve System,
for which, fortunately, the foundation has now been laid, should afford protec=
tion to the benking systens of our two countries of a value that can not be
over-estimeted. |

iith assurance of my esteem, and wishing you every success in your
task, I beg to remlin;

Faithfully yours,

Right Honorable Lord Cunliffe,
Hoadley Court,
Epsom, England.

BS.MEB
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S Tauis e e i




7 Ceel b /17 A
MEMORAND»UM. . , % \}/l,

® " AT 9
f > X

) y
£ .

= | VERY PRIVATE AND CONFIDENTIAL.

A Bank, as the term is understood in this country, may be broadly
described as a firm or institution whose main business is to receive from
the public monies on Current Account repayable on demand by cheque.

The Committee are of opinion that the present system of
registration must be abolished and that no firm or institution should be
entitled to describe themselves as Bankers, as a Bank or as a Banking Company,
unless _

(l% Their main business is as described in the definition above,
(2) They register according to Board of Trade requirements.

The Committee recommend that the Board of Trade requirements
include the publication of an audited Balance Sheet by all Banks, Bankers
or Banking Companies, and also the publication of the number of the
Shareholders ; in the case of a private partnership, or proprietorship, outside the
scope of the Companies Act, the names of the partners must be disclosed and,

- in the event of the death or retirement of a partner, such death or retirement
must be reported to the Board of Trade and be by them duly advertised.

The Committee are of opinion that Balance Sheets must be published at fixed

periods either yearly or, preferably, half-yearly ; owing to the congestion of

business at the half years ending June and December, it is suggested that
such Balance Sheets, one of which shall be audited, be published in April
and October.

The Committee are of opinion that the Board of Trade should also
have power to withdraw, at any time, their permission to any Bank, Banker
or Banking Company, to describe themselves as such.

The Committee recommend that all Banks, Bankers or Banking Registration of
Companies be registered in one of the following five classes. Banks.
Crass 1. All British Banks, Bankers or Banking Companies whose
main business is in the United Kingdom, their Head Office
being in the United Kingdom.
Crass 2. All British Banks, Bankers or Banking Companies whose

main business is abroad, their Head Office being in the
United IKingdom.

Crass 3. All Indian and Colonial Banks, Bankers or Banking
. Companies with Head Office in the United Kingdom.

Crass 4. All Indian and Colonial Banks, Bankers or Banking
Companies with a Branch or DBranches in the United
Kingdom but with Head Office in India or the Colonies.

Crass 5. All Foreign Banks, Bankers or Banking Companies with a
Branch or Branches in the United Kingdom.

Banks, Bankers or Banking Companies who would be included in
Class 4 or 5, must not be allowed to register unless properly constituted and
recognised as a Bank, Banker or Banking Company under the laws of the

country where such Bank, Banker or Banking Company is domiciled.

The published Balance Sheet must be in the standardized form Publication of
A annexed ; no Profit and Loss Account need be shown. Balance Sheets.

In the case of Banks, Bankers or Banking Companies in Class 2, 3
or 4, the Balance Sheets must show, in the standardized form, the position of
the Head Office or the Branch in the United Kingdom. (In the case of Banks,
Bankers or Banking Companies having more than one Office in the United
Kingdom, the accounts of such Offices must be consolidated). In addition to
these Head Office or Branch Balance Sheets, such Banks, Bankers or Banking
Companies must publish in London each General Balance Sheet of their Bank,
copies of each general Balance Sheet to be lodged with the Board of Trade,
or other Government Department, within reasonable time after publication.

In the case of Banks, Bankers or Banking Companies in Class 5, the
Balance Sheets must show, in the stagdardized form, the position of the
Branch or the Branches in the Unitmll{ingdmn; the Government to enact
that British Government Securities to tisgtextent of x per cent. of the liabilities ey
of the DBranch or Branches in the Urited Kingdom shall be lodged with
the Bank of England, or other approved institution, the amount of
such Securities to be adjusted according to the liabilities disclosed by each
yearly or half-yearly DBalance Sheet, as may be determined. (In the case
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Balance Sheets.

Crossed Cheques.
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of Banks, Bankers or Banking Companies having more than one Office in the
United Kingdom, the Accounts of such Offices must be consolidated.) In
addition to these Branch DBalance Sheets such Banks, Bankers or Banking
Companies must publish in London each General Balance Sheet of their Bank,
copies of each General Balance Sheet to be lodged with the Board of Trade,
or other Government Department, within reasonable time after publication.

In addition to the yearly or half-yearly Balance Sheet, all Banks,
Bankers or Banking Companies must publish a Statement at the end of each
month (signed by a qualified Officer of the Bank) in the standardized form B
annexed, the figures of such Statement to be the average of their weekly
Balance Sheets during the month ; in the case of Banks, Bankers or Banking
Companies in Class 2, 3, 4 or 5, the figures to be those of the average of
the weekly Balance Sheets of their Office or Offices in the United Kingdom.

Each year one Balance Sheet in the standardized form must be
audited by either
(1) Members of the Institute of Chartered Accountants, or
(2) Members of the Society of Incorporated Accountants and Auditors.

The average Statement published at the end of each month need not be audited.

Detailed instructions must be drawn up, both for the guidance of Banks,
Bankers or Banking Companies in compiling the Balance Sheets and Monthly
Statements and for the guidance of the Auditors in auditing the Balance Sheets,
as to the class of item which may be included under specified headings. The
Committee consider that the following instructions should be laid down :—
(1) The items under the heading of “Money at call and at short notice”
must not include money placed at more than a month’s notice.

(2) The items under the heading of ¢ British Bills of Iixchange” must
include only Bills payable in the United Kingdom, drawn on, and
accepted by, British persons, British firms or institutions domiciled
in the United Kingdom, and Banks, Bankers or Banking Companies
included in Classes 3 and 4.

(3) If account is taken of “goodwill” it must be set out as a separate
heading in the Balance Sheet and in the Monthly Statement.

(4) Any operative charge on any of the Assets must be disclosed in the
Balance Sheet.

(5) Such contingent liabilities as, in the opinion of the Auditors, it is
essential to disclose must be shown in the Balance Sheet.

(6) A Bank, Banker or Banking Company holding 25 7, or more, of the
Shares in, or Stock of, any other Bank, Banker or Banking Company
must give full particulars of such holding in the Balance Sheet
on a separate line between the headings “Loans and Advances” and
“Other Asgets.”

The Committee recommend that only Banks, Bankers or Banking
Companies comprised in Class 1 be entitled to present “crossed” cheques for
payment over the counter.

The Committee are aware that, under their proposals, certain firms
or institutions, such as Discount Houses, would not be entitled to register
as Banks, Bankers or Banking Companies, and that certain hardships might
be inflicted on them because, with regard to assessment of Income Tax,
they have hitherto been classed with Banks, Bankers or Banking Companies.
The Committee recommend that, with regard to such assessment, the special
nature of the business of such firms or institutions be taken into consideration
by the Inland Revenue Authorities, independently of the question whether
they are entitled to register as Banks, Bankers, or Banking Companies.

The Committee recognise that an Act of Parliament will be required
before effect can be given to the foregoing recommendations and they are
of opinion that the Act should provide that Banks, Bankers or Banking
Companies who have been established for at least five years at the date of
the passing of such Act shall be allowed a period of twenty -four months,
calculated from the date of the passing of the Act, before such Bank,
Banker or Banking Company is required to conform thereto.

28th February, 1918.

ederal Reserve Bank of St. Louis



Form A. '(NAME OF BANK). { .

BALANCE SHEET as on 19

LiaBILITIES. ASSETS.
. .
Capital :— | Cash :— £ |
\ (1) Coin, Bank and Currency Notes, [ ‘
. ' and Balances with the Bank
Reg]stercd t [ of England . . £ l ‘ ! |
. I (2) Balances with London Clearing | , ‘
Subseribed t Agents and with other |
' \ Banks, Bankers or Banking [ | \
. ‘ (,‘._qmpauies in the United i, .
Paid up . : ; - R S ‘ |
l ‘ (3) Items in transit . . i« I
Reserve Fund 3 : - - - | | Money at Call and at Short Notice

: ' British Bills of Exchange . | |
C h . . | g | |
g St and othier Accounts ﬁ Foreign Bills, Foreign Bank Bllls and ;

1 -
Acceptances ) . : _ * Domiciled Bills . : ; .l
| | Balances abroad . . . . .
Endorm, Guarantees and other \ Investments :— '
1 y (1) Securities of, or gnaranteed by, British Government
obllgatlons . . . . . (2) Indian and Colonial Government Securities.

British Corporation Stocks, British Railw a)
Debenture and Preference Stocks . ‘

|

(3) Other Investments 7 - > : l
Loans and Advances . . . :
Other Assets - " . - ] v
Bank Premises . | 1
Liabilities of Customers for Acceptances, ! ‘ l
1

|

|

Notes in Circulation

as per contra : |
Liabilities of Customers for Endorsements i

Guarantees and other obligations,

as per contra . . X o |

Number of Shareholders

(Signed)

igitized for FRASER
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Form B |
( = (NAME OF BAZLK).
T \‘ ( )

< Statement of the average figures of the weekly Balance Sheets during the month of 19

LIABILITIES. ASSETS
Capital :— Cash :— £

(1) Coin, Bank and Currency Notes,

. and Balances with the Bank
Rengtered £ of England . . £

(2) Balances with London Clearmg

Subseribed £ Agents and with other

Banks, Bankers or Banking
Companies in the United £

Paid up s A . £ Kingdom . b : .
(3) Items in transit Z s £

Reserve Fund - ‘ . . : Money at Call and at Short Notice
British Bills of Exchange

S os et Byl ofhar Sgink Foreign Bills, Foreign Bank Bllls and |

Acceptances Domlclled Bills . ;
Balances abroad . 2 . . ;
Endorsements, Guarantees and other Investments :(— ( < <
b ] (1) Securities of, or guaranteed by, British Government : \
obhga.tlons . . . . . (2) Indian and Colonial Government Securities,

British Corporation Stocks, British Railw ay
Debenture and Preference Stocks

Notes in Circulation . { - . (3) Other Investments

Loans and Advances

Other Assets : ]

Bank Premises . .

Liabilities of Customers for Acceptances .
as per contra . - ] J ;

Liabilities of Customers for Endorsements :
Guarantees and other obhgatmns, { |
as per contra . - ’ . | ‘

O £

(Signed)
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C Headley Court
0 Epsom
P lst geptember 1918

Dear Mr. Strong

Your letter of 23rd July has reached me but alas as you will
gather from the enclosure the fates have dealt egually humbly with us as
regards photographs.

I had the greatest difficulty in smuggling mine out through
official channels but I will have some more struck off and then impose
on the kindness and good nature of Lord Reading to deliver one to you
on his return to your side.

Your photograph I shall look forward to receiving from you in
person either here or in New York wherever we may first meet.

The Committee on Currency and Foreign Exchanges has just handed
its first interim report to the Lords Commigsioners of the Treasury
and the Minister of Reconstruction, and if it is accepted and approved
for publication, I will send you a full text copy through the Foreign
0ffice as the asbridged summary does not always convey the true inward
mesning.

You will note that the Committee share the views you shortly
express in your letter under reply but I am sure you are right
end we should find some opportunity for discussing this most important
matter in person.

With very kindest remembrances to yourself and all those who were
go good to me during my visit to your side.

Believe me,
Yours very sincerely,
(signed) CUNLIFFE

Mr. Benjemin gtrong
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C~ :
.TELEGRAPHKZ ADDRESS, o~ é&’?/)’i////,
R NLIFFE. LONDON' / '.)

Tecernone NO " A !
:.532 < Lesclry. 9%h septenber 1918

My dsar Mr, Strong,

Your letter of 10th August has reached me, and I am looking
forward to receiving the memo on your Federal Reserve Board System,
but a packet of books and pamphlets on the subject have just alse
reached me, and I ought to be able to got quite well posteds

It is really very good of you to take so much troubls, andl
will most earefully g0 through the various documents, many of which I
notice are to be returned to you, though the half yearly reporis I
presume I may keeps

7o me, however, any amou i of literature asnd correspondencs
is not equal to a few days together in which to discuss the thing
closely botwesen us in all its bearings, and I hope that I may find an
opportunity of visiting yous

No news as yet as to the Chaneellor's attitude on the report
of the Committee on Curremey, so it -wl..u not be published for gome times

Ere this you will have received the long promised photograph
from Mr. Hamlin, but I am afraid yours is lost to me for ever, unless
I ean arrange to visit you and get it for myself, which would bs the
best solution.

With very kindewt remembrances,

Believe me, —L3 g - kA

Yours very truly,
Mr,B. Strong

.
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October 25, 1918
Very Private & Confidential

. Headley Court,
Epsom.

My dear Mr. Strong:

Your letters of 12th & 27th Aug. also 30th Sept. have
reached me and I also have to thank you for the really speaking
likeness of yourself which I am so glad to receive at last after
s0 many disappointments.

I certainly need nothing to remind me of you but I
shall always be very proud to point to you as a very great Banker
whom I had the honor to call a personal friend.

I am sorry to tell you that I can make no headway with
the Committee on Currency as the entire attention of everyone is
fixed in the various and changing prospects of the war and no
one in authority seems to bear in mind the financial position
that will have to be faced one day. v

True we are obtaining the immediate'ﬁgggf’of war in a
most wonderful way and very cheaply bWt when as Governor of
the Bank I invented the system of having Treasury Bills on "Tap"
and later on advised the Chancellor to adopt the same method
with 5% War Bonds I did not anticipate that he would carry on so
long without funding.

You shall most certainly have a copy of the Interim
report of my Committee the same moment that I am permitted to
send you one but I dare not now as I have so far failed to get
it considered and I do not know when, if ever, it is to be published
although it was submitted to the Chancellor and the Minister of
Reconstruction last August.

I have read your letter and suggestions with the very
greatest interest and find all you say most illiminating and
helpful, but indeed I do wish that I could come over and discuss
things personally as a few hours conversation would be more
satisfactory than means of correspondence.

However, for your letter to be of any definite use I
must get the first stage of my Committe's work recorded before
proceeding to discuss it but you cannot have any idea of the
difficulty I have in getting anyone to think of or consider
anything but the immediate or even daily war prospects.

Perhaps I am getting old and nervy--Let us hope so!!!

With renewed thanks for your photograph and the immense
trouble that you are taking to help me.

Yours very truly,
/s/ Cunliffe
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REFORT OF LORD CUNLIFFE'S CCMMITTEE.

. (Manchaster Guardian, Oct. 30, 1918)

The first interim report of the Committse, under the chairmanship of Lord Cun-
1iffae, apporinted to investiga*e thse gquestion of currency and foreign exchanges after
the war, was issued Oct. 29 {2€ 7). The Commititee say that, in their opinion, it is
imperative that after the war the conditions nscessary to the maintenancs of an ef-
fective gold standard should be weshtored without delay. Unless the machinery, which
long experiencs has shown %o be ithe only effective remedy for an adverse balance of
trade and an undue growth of credit is once mere breught inte play, there will de
grave danger of a progressive crecdit expansion,which will rasult in a foreign drain
of gold, menacing the convertidility of our note issue, and so jeopardising the in-
ternational trade position of the country. Ameng the pre-requisities for the re-
storation of an effective gold standard is the cessation of Govermment borrowing as
soon as possible after the war, and the Committes recommend that an adequate sinking
fund should be provided out of revenue, so that there may be a regular annual reduc-
tion of capital liabilities, ecpeciglly those which constitute the floating debt.
The issue of fiduciary notes should, as soon as practicable, once more be limitad by
law, and the present arrangements under which deposits at the Bank of FEngland may be
exchanged for legal tender currency without affecting the reserve of the Banking De-
partment should be terminated at the earliest possible moment. In regard to the
control of the note issue, the Committes observe that, while the obligation to pay
both Bank of England notes and currency notes in gold on demand should be maintained,
it is not necessary or desirable that there should be an early resumption of the in-
ternal circulation of gold coin, and in view of the withdrawal of gold from circu-
lation, they recommend that the gold ressrves of the country should be held by cne
central institution, and that all banks should transfer any gold now held by them to
the Bank of Fngland.

The Committee recommsnd that the principle of the Bank Charter Act, 1814)4,
should be maintained--namely, that there should be a fized fiduciary issue beyond
which notes should only be issued in exchangs for gold. They suggest that the nor-
mal minimum of the central gold reserve to be aimed at should be, in the first in-
stance, £ 150,000,000, Until this amount has been reached and maintained, concur-
rently with a satisfactory foreign esxchange position for at least a year, the
policy of cautiously reducing the uncovered note issve should be followed. Wrhen
the sxchanges are working necimalily on the. basis of a mininmwum reserve of £ 150,000,-
000 the position should again be reviewed in the light ¢f the dimensions of the
fiduciary icsus as it then exists. The Committee do not reccmmend theetransfer of
the existing currency nute issne to the Bank of England until the future dimensions
of the fiduciary issue have been ascertained.
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Lord Cunliffe Dies in London

Twice Gov&nbr of Mo Bank. of England

—End Came Suddenly on Way
to Dinner.
LONDON, Jag. 6.—Lord Cunliffe, First Baron of Head-

ley, died suddenl

Walter Cunliffe had bee leader in
British flnancial circles maRy years.
He was born in 1856 and was_made
governor of the Bank of Engl in |
1938, . :

Lord Cunliffe was in his 65th
He was educated at Harrow and Trin-
12' College. Cambridge. He embarked

rly upon a financial career and was
one of the members of the firm of
Cunliffe Brothers. In 1835 he became
a directer of the Bank of England. He
also was a director of the Northeast- |
ern Railway Company.

In 1911 Lord Cunliffe be: e deputy
governar of the Bank of England and

night while on his way to a dinner.

‘two years later succeeded to the gov-

ernorship. He served in this capacity

for two years and was forthwith re-

elected. This was the first tirhe in the

history of the organization that a man

had been elected to succeed himself

as governor. In 1914 he was created '
the first Baron of Headley:

American bankers met, Lord Cun-
liffe in 1915 when he visited this coun-
try with Lord Reading to negotiate
the first British war lean in Ameriea
He was one of Lloyd George's advisers
at Paris Peace Conference,
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morgive a printed letter? I
have been trying to write personally to the
manv friends whose sympathy has been such
a help in this time of sorrow and loss ; but
I begin to realize that it would take months
to acknowledge all the letter‘s‘,,‘a though each
one has been gratefully appreciated. It
becomes increasingly difficult to write, as
each day brings fresh duties, but I am very
anxious that all who have sent such wonder-
ful tributes to the memory of my husband,
and such kindly sympathy to me and mine,
should know how grateful we are, and that

we thank you with all our hearts. ‘,Z;
Whim . £ debippnin o fi aBlps
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