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January 27, 1i921.

My dear Normani

It wac necessary for me to defer writing an answer to yours
of the fifth until today, because I was unable to get an appointment with
my doctor until yesterday. Ke is mot through wiith me yet, but, im brief,
he saye that I have eshown an astonishing improvement, and in general that
I have gained all the bLenefit from my trip that could be expected, amd
even more, Further than that he thinks it was a better treatmeat for
my particular case and temperamsnt than to sit twirling my thumbs in some
lonely but agresable climate in Colorado or Ariszona, He wants me to
observe the following ruless - Office hours, 9:30 tc 5; Lunch, one hourj
Lie down for half an hour before dinner and go to bed emrly., A further
end more particular report must be deferred until come X-ray pictures are
developed. PBut on the whole I regard it as pretty satisfactory. At
any rate he sceme to think that I can expect to last three years, and
indefinitely if I take care of myself. I balk at the "indefinitely"
and for the present will be content with the three year program.

It will not be possible for me to write a really comsidered
account of the situation over here for another week; for one reason I
have not yet been to Washington, and for another I have been so absorbed
in catching up with routine that I have not yel seen many people.

In general let me say that things are loocking up here. There
seems to be a better movement of goods. Also labar is much more efficient
and in various lines wages are being reduced moderately., I would caution
you, however, against entertaining the view that we shall have a period of
easy money, The banking institutions of the United States are paying
between 6% and 7% on something over three billions of money, borrowed
directly or indirectly from the reserve system, and I doubt if money gets
much below those rates so long as the pressure is on for them to liquidate.
Certainly it ie a better banking investment for any bank to pay off a
6% or 7% loan than it ie to loan the monesy outside at a lower rate.

Qur statistical department gste up some interesting charte now
and then and 1 am oncloesing three of them to see if they prove Lo be of
any iaterestffylf so, we can send some on now and then.

I have left my last word to reply to your question about my
visit to London. It did me no end of good! It nmot omnly was good for me,
phyeically, to have that inter-regnum of half work and half play before
settling into full harnees. But it did me no end of good mentally to
have those quiet talke with you, and especially to realize that the work
in which you and I are engaged is beginning here and there to show results,
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y ¥r. Norman 1.27.21

. v 1 will try to write you a decent letter in the course of the
& next wesk. 4 %

s /
v 7 y { o
/ , i Ao

Faithfully youre,

Montagu C. Norman, E8q.,
The Bank of England,
London, Euglaad.

BS.MSE
Ene.
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CONFIDENTIAL. February 3, 1821.

My dear Norman:

BEaclosed 1s a communication which I received a few days ago from Mr.
Kiddy, together with a copy of my reply, whioh I thought might be of interest
Lo you, particularly at a tims whon discussion of tnis guestion of ratees is
becoming rather adiue hore, as I Jjudge it is with you. As an indication of
this, I am 2nclosing & olipping from the Hew York Times of February 1, and a
newe elip which appearsed yostsrauy worning. Al the woment I think it would be
wosl unfortunate for Mr. Kiddy toinviles embarrassment by references of this sort
to the policies of the two institutions and the extent to which they may or may
not be synchronized, and I nhopc Lhat you will agreoc with Lhis.

It is still imposeille for we to write you saything very dofinite
about developments hers, S0 wuch Bbas transpirsd and ths gituation is so com-
plex, "vieibilily" still being "low," that I find myselfl embarrassed in trying
to send you an opinion that sesws concliusive.

Suppiementing our caties, I may say Ulhwl there Las been eome littls
. evidence of improvement in business; farm producis are moving a little bstter,
retail pricee are gradually, - bul only gradually, - coming down, the reduction
in the prices of whealt aand gtesl beinyg lmportant excepiions to the major re-
ductions with which you ars femiliar,

As to the rate situstion, - wbat I lasl wrote you is emphasized by
recent developumentis. The losn account al Lhis Lank does not go dosn Lo any
conaldsruble sxtoent, I belilove, becuuss strong pressure is being exerted by
interior banks to liguidatios & bank loanc, particularly borrowings from the
local reserve benks, which resulte on the one hand in withdrawele of deposits
from Now York, and, om the other hand in some increased borrosings from the Re-
serve Lank. A particular thing which we notice is the constant draip upon our
reservee to the interior, which would amount to 50,000,000 a wesk or more were
it not that our reserve position is readjueted every week by various special
transactions of Lhe Treasurdy, e partly reiieved by regular imports of gold
coming from abroad, and whenever deficisncics below the 19gal aminimum remain after
these transactions, the reserve positicn is from Lime Lo time readjusted by cur
transferring a portion of our portfolio to other reserve lanks which are growing
stronger, You will observe Ulhat thie wovement of funde away from New York
is contrary to the movement to be expscted at this time of the year in normal
years before the war.

It is eafe to say that conmeiderably lower money rates cannot be mntici-
pated here for the preeent, and it is difficult to say how soon they may be ex-
pected. My personal disposition would be ai the moment to leave rates unchunged

. except, of cocurse, were we obliged to make soms slight increase in the sjecial
ratee allowed for borrowinge by bankers upon Treasury Certificates of Indebtedness.




2 % NT. Norman 2.8.21

I am beginning to have a feeling, although etill not very definite
until develojments more fully justify it, that we are not through with the pres-
sure for liguidation of commodities. There was a general return of better feel-
ing after ihe firet of January, but with the least indicalion of tightening
money, such ae we have had this weeok and lats last wesk, a cold ohill seeme to
go through the air, which is al once reflectsd in the slock market and slsewhere,

Furthermore, there is much uncertainty as to the poliicy of ths new
administration. No one knows who will be in command of our foreign policy or
our financial policy, and thore iz important finaneing hanging over the market,
such as the Ford Company, with =2 great deal of mystery as Lo the real conditions
which exist, and oul of which the financing arises.

I potice svidsoee in the papere of s rather formidable drive at the
Bank of Englend Lo rsduce ratss. You will, T hope, keop me informed, by cable
& 2 | Waal & ’ J
il nevessary, of snyubing important trsmspiring, and I ehell try te do likewise.

I hope you had = firct rete vacation and that you have returned to the
Bank fesling as refreshsd and energetic as I.

o

Pleaes give my sarmest r

rardas to your associntes,

Fajthfully yours,

Montagu C. Horman, Epg.,
The Bank cf England,
Threadnsodle Strecl,
London, #ngland.

| =48 @<
& e hn—L‘




COKFIDENTIAL: February 4, 1921,

My dear Normani

Iumediately after dictating my letter to you yesterday, we
rather unexpectedly took action on the rate which we charge for losms
on certificates of indebtedness issued by the Treasury Department, of
shich you are being advised by cable today with the ueual confirmation.
Aotion was hastened by the fact that our Treasurer may make a small
iseue of ceriificates in the mear future and it did not seem wise or
fair to postpone the rate change until sfter the issue was sold.

In my former letter I omitted to mention that one cause of
the increasing loan account of the commercial banks in New York at
the pressat Lime is the delay in the payment of the claime of the
railroade sgainst the United States, growing out of the period of
Government operation. These unadjusted claims amount to semething
1ike $850,000,000 and the deferring of payment, due to some legal
technicality throwe some pretty heavy loane upon our banks.

#ith best regards, I am,

Faithfully yours,

Montagu C. Norman, Esq.,
The Bank of England,
Threadneedle Street,
London, BEmgland.

BS, WSE




REGISTERED MAIL

Pebruery 8, 1§21.

Deszr Norman:

Une important metter I overlooked before leaving Thorpe Lodge,
which was, to get from you that picture which you promised, aud which I am
very keen, indecd, to heve. I kmow your prejudice againet photographs, but
hope you will, nevertheless, leot me bhuve onse of yours, 0as of my hobbles is
to collect the pictures of my friends, and I would be very sorry if yours
was not among them.

Enclosed ie the number cne, §2.00, Pittman Act, Federal ReserveBank
Bote, lesued by the Federal Rsserve Bank of New York. -The aumbers on the
note have various indicstions. The serial lstler and mumber in the four
corners, "B-f" ies the alphabetical and numerical designation of thisg bank,
being required by the statute to number all the currsncy which we isaue.
The blue number, "BIA"™ indicates that thie is the first note of the L2.00
denomination issued.

As’youw know, thess ars the notee shich srs izzued to caable us
to retire the silver certificater which were, in turn, surrendered to the
Tressury, & enable cur Cavernment to furnish silver to your Govsrament for
exportation to Indiz, and this ncte may, therefore, appeur t¢ bave come
sentimentsl valus ln conneotion sith our wer relations.

Thic is aot a business letter, 'and there is, ia fact, little in
the wey of newe to send you, snyway, ¥e are rocking ulong just about ithe
same, and if any change occure, 1 shall promptly advise you.

Just now we are a bit uncertala as to Governwent borrowings, be-
cause of the uacertsinty oz to whether our Congress will pure the pending
bill providing for the reimbursemsat of the =mount owing by the Government
to the railroads, by installwent puyments. Due to gome peculurity of the
existing law, balsnese on claims aot yet settled, can only be paid when
the claims are proved snd sudited in full. As the Governmenti owes the rall-
roads 350,000,000, or thereabtout:, which the railroads badly need, we are
urging that the Hill be paeced promptly, =0 that the railroads may get out
of the money market, where they ars now heavy borrowers, and =0 that they
may pey their supply bills more promptly. It looks to me now ae though
only about £100,000,000 would be required by the Tressury to leave a fair-
ly comfortable position for the new Administration, unlese thie bill is
passed, when they will, doubtless, need n considerably largeramount to take
care of such paymente ag may be made to the railroade as sbove indicated.
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w2 2/8/21.

Poeeibly I might eay to you, very confidentially, that the
statement by your Chancellor, which was reported here some daye ago, %W
the effect thnt his Government hed asproached our Government with 4 schene
of debt cancelation, had, for the moment, a rather unfortunate effect. I
do wish we could sit sround the table and discuse these nattere face to
face, in the epirit of friendship, and =void public discuseion in this way,
although possibly it cannot always be avoided. We certainly are guilty
enough hers of indiccretions of that sort, if indeed it wse #n indiscretion,
but possibly the return of your Ambasscador and Lord Chalmere will get mutters
straight.

with warmeet regarde to you, and locking forwart {o a letter be-
fore long, I am

Sincerely yours,

Montague C, Norman, Esq.,
cfo Bunk of BEnglaad,
London, Eagland.

BS:kieC
Enc.
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February 21, 1821,
PERSUNAL

Dear Rorman:

Last week I bad opportunity for a long chat with our Mr. Sayder,
who ie an economist of more than ordinary ability and common sense, with a
view to his preparing s wemorandum which I might send to you to enlighten
you & bit upon the present situstion in the Uanited States. The memorandum
is encloeed. It is very rough, but 1 rhall eave the time required for re-
writing by sending it as it is. ’

I should 1like Lo add the folluwing commentes

Loans and Reserves.

The reserve bunke are generally marking up the rates at which
they make advances on Treasury certificates of indebtednese to 6 per cent.
Theee certificates now have a splendid market snd there is no excuse for
the commercial banke buying them, nor for ue to encoursge them to do' eo by
offering inducements in the way of preferential ratee. Ae the result of
thie policy, this leaves only about £125,000,000 of locans of that chorscter
in the Federal reserve banke, although the total amount of the Government's
borrowinge 'is nearly £2,500,000,000. The preferential rates for loens
secured by our war bondas have all been marked up to 8 per cent., and »e still
sre carrying sbout §1,000,000,000 of loans of that character at that rate in
the Federal Reserve System. In my opinion, it would be dangerous both from
the standpoint of the markel, for Givernment eecuritiee, se well as the gen-
éral oredit situation, to make a further advance in that rate at this time.

Investuwent Markel.

——

Foreign loane have been coming along pretty fast and for the moment
1 think tbe power of sbsorption bas been considersbly exhausted.

Money Rates.

Iwo special difficultiee have been encountered in the money market.
Une is the situation with the railroade which need money badly. The Govern-
ment owes them about §250,000,000 on unadjusted mcoounte growing out of war
operations which, under the terms of the old law, cannot be paid in install-
mente, se claime are made, but muet be paid in full when the entire amount of
the claim of each railroad is proved. This will take a long time. An act is
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#4 Montsgu C. Normsn, Esq. April 18, 1821,
-

o
hope may be adopted, although it ies not yet decided. This seems to be a rather
g‘:‘erent view of our refunding problem than that suggested in your own letter about
the conversion of the national war bonds. Our view has been to keep a series of
maturities constantly in front of both the Treasury and the Congress. It ie the
most impressive argument for economy in public expenditurs. If we refunded all
of the present floating debt, inecluding the Victory Loan (which 1 regard as quite
an impossible undertaking), I fear Congreses might tuke the view, ss did that famous
borrower, that having succeeded in eigning a note his debt was paid and he was now
free to continue hie riotous living.

I hope the new Chancellor proves to be all thaet you would bave him ss en
associate as well es Fipance Ninister. Secretary Mellon, while a man of very few
words and of great diffidence and modesty, is I believe a man of prompt declesion
and sound finsncial wisdom. If the politicians will let him alone so that he has
time to think about his job, I am hopeful that we will have & first-clase Treasury
Department administration.

My fear about the reduction in rates by your treasury did not srise from
the mere fact that a reduction had been made but rather thet it indicated the
poesibility of a reversal of the old problem which would mean that you weould need
to reduce whenever the treasury reduced and vice versa, with the possibility of
getting out of line with true market conditions so that your ways and means advance
account would again begin to roll up just because the public would not take the
current. issues of treasury bills. Putting it the other way around, If the publid
did take treasury bille under these conditions, it would really be as the result
of an inflated condition.

In conclusion, I do not see the possibility for the momen$,, of important

rate reductione by the reeserve banks, and especislly not here in New York, ec long

as rates in the market sre still considerably above oure.
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e‘..l 5 Montagu C., Norman, Esg. April 18, 1921.

1 have seen nothing in the press, and heard nothing from you fimally in
' "‘%&rd to your re-election. Bas this taken place? It is a matter in which we
have a feeling of deep interest and concern.

The appearance of the firet number of "The 0ld Lady of Threadneedle Street"
has given us a reel thrill. You may, in fact, see come note of it in an early
number of our Club magazine.

Finally, how do you defend the proposed schedule of reparation payments to
be made by Germany which contemplates bullding up these payments on am increasing

| scale until they reach eo large a figure as 6 billion marke, und then suddenly stop-
ping all paymentsl It would appeur to me that, assuming that Germany ie able to

pay, (which I doubt), thie plam might result in the re-creation of Germany's war

making ability, with a budget at the end of the 42 years almost completely designed

for the re-cetablichment of the war machine. Why would it not have been preferable
to have the payments increase over & period of 25 years, or slightly more, and then
decrease for a period of 15 yeare, or elightly lesc?

With warmeet regards,

Sincerely yours,

Montagu C. Norman, Eeq.,
¢/o Bank of England,
London, England.

BS: MM

Enc.
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April 26, 1021.

Dear Norman:

Not at all to my surprice, the pressure for reduction of rates, to which
I referred in a recent letter, has crystallized in Washington, and even gone so
far as to result in the introduction of bille in Congress providing that the ratee
of discount to be established by the reserve banks shall be limited, in the case
of one bill to 6%, and in the case of another to §%. Our difficulty at the
Capitol largely originates with the sgricultural intereste of the country. The
farmere have been hard hit by the decline in the value of almost everything that
they produce. Many of them failed to sell last year's crop promptly and they
are conseguently heavily in debt etill, and at a time when they need to borrow
money for the purpose of making the new plenting. There ie much real distress
due, I fear, in a large number of cases, to their own unwisdom in speculating in
their own produce. On the dther hand, they feel the pressure resulting from
this condition seriously. ¢ ¥We are beginning to feel it, and I was only
yoeterday.gdvieed of a very determined effort, originating I regret to say, with
some members of the present administration, to bring about a reduction in the
rate of discount of this bank, and of some of the other reserve banks, if not all
of those which have rates above 6%.

Knowing that you would have an important decision to make this week,
it seemed best to keep you posted by sending you a cable as per the confirmation
enclosed, which was dispatched yesterday. I still have some hope that action
cen be doforred until conditions more justify it than at present. .Gur chief

difficulty undoubtedly lies with Congress which, even with the best intentions,

may be led into unwise legislation, if our resistence is too determined to meet
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Q‘,. #2 April 26, 1921.

r
‘(eir extreme views. Another week or ten days will probably dieclose juet what

has to be done to avoid the poesibility of some extreme or unwise action. It

may be that we can hold our present position indefinitely, but I am beginning to

doubt it.

Thie comes as an unplessant surprise after our Conference in Washington,
where, with one or two exceptione, everybody agreed that lowering the discount

rates was unwise at the present time.

You see, wse suffer from somewhat the saume difficulties that you do.

Youre sincerely,

Montagu Norman, Esq.,
c/o Bank of England,
London, England.
BS s M

Enc.
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PRIVATE May 5, 1921.

Dear Normang

While I was able to send you a preliminary warning of possible rate
changes, the situation was such that no definite prediction of our action could be
made until the hour of our meeting. My various letters and cables to you may
have given the appearance of vacillation, eo I shall explain the circumstances in
some detail for your personal enlightenment, but would rather that you regard my
letter as quite confidential.

The effect of the great price liguidation which we have suffered in this
country has been more felt by the agricultural and live-stock classes than any

other. They are themselvee partly to blame, but some respoasibility also reste

upon agitators and politicians, who started am organized propaganda last year, and

to some extent the year before, to induce the farmers to withhcld their crop from

the market. It wae the same old talk of 50 ceat cotton, and §3.00 wheat. The
result was that many of them were caught carrying their own crops, in which they
were in fact speculating. But, I firmly believe that as to the grest mass of these
pecple they were the victims of circumestances over which they had no control. Our
crope are made very largely on borrowed money, and the sudden decline left the
farmers literally unable to dispose of their product for sufficient amounte to
liquidate the loans incurred to make the crop.

Pith thie situation widespread in the West and South, enormous pressure
has been felt in Washington from the agricultural sections of the country that
measures be taken to ease up credit conditions. So far ae 1 can discover, the

demand came from no other class than those engaged in agriculture. They made an




’
r N W

-

# #2 Montagu C. Norman, Eeq. May 5, 1921.

impreseive showing and their complainte reached all classes of Congressmen and

qecutive officers of the Government right up to the President.

This was all put up to me most earnestly by my friende and associates in
Washington, and the feeling generally prevailed that the New York bank wae causing
the dead-lock. My own belief ie that the principle followsd so long by your in-
stitution, and eas I recall, first enunciated by Bagehot, that in such times aes theee,
money should be locaned freely, but at high rates, is the principle which should now
govern our operation. On the other hand, a ' bullheaded resistence in this situa-
tion ie always liable to invite political retaliation, and I finally concluded that
the wisest course was to meet, in part at least, the demand for lower rates. The
last week of thie discussion witnessed developmentes which made it rather easy to do
this, as our Treasury certificates of indebtedness are now selling on a 5 1/2% basis,
or better, prime bankere bille at § 5/8 and 5 7/8%, and even the best grades of

’ commercial paper are now squarely at 7%, and to a limited extent sales are made even

below that.

I think we have done a wise thing, although I would have preferred to wait
a few weeiks longer. Our rate change follows the completion of the important
C. B. & Q. financing, and omn the other hand, precedes the firet step in the Treasury's
program of dealing with the Victory loam maturity of something over &4 billions, which
falls due in May 1923.

The plan now being discussed for dealing with the floating debt, that is the

Treasury certificates, the maturing War Savings certificates, and the Victory loan

due two years hence, the whole aggregating ¢7 1/2 billions, ie & simple, and, I believe,
thoroughly sound program. Every six monthe, or thereabouts, the Treasury will offer

notes authorized under the Victory Loan Act, im round amounts of say $500 millioms,

and with the proceeds will purchase the Victory notes im anticipation of their

maturity. The result will be to spread the maturities over the period between 1923

and 1928, when the Third liberty losn matures. I anticipate a large combimed offering




i 3 Montagu C. Norman, Esq. May 5, 1921.

of three-year notee, and of short Treasury certificates cometime next week, slthough
. @he particulars have not been definitely sgreed upon.
’ Enclosed is the comfirmation of my private cable of yesterday; also a copy
of our circular snnouncing the new rate.

After receiving the first copy of the new magazine, "The 0Uld Lady of
Threadneedle Street," I offered a little prize for & poem relating to this important
event in the history of the Bank of Emgland, and the prize was awarded to ome of our
men in the Statistics Department. Enclosed ie bhis reply, which I thought would
interest you to read.

There is not much in the way of news to gend you. I would greatly
appreciate a letter from you telling me just what ie gqing on in the coal strike
situation, and what you feel able to send me about the Reparation dispute. We hear
so much that ie unreliable, that a word from you would be most enlightening.

With kindest regards,

Yours very truly,

Montagu C. Norman, Eeq.,
¢/o Bank of England,
Threadneedle Street,
London, England.

BS: MM
Encs. (4)
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May 9, 1921

PERSONAL

My dear Normans

Your letter of April 27 has just arrived, and with it the interesting
set of photographs of the Bank g#mes with the Bank of France team. I am
ashamed to have omitted this important function of the Central Bank from the
recent schedule which you were good encugh to send me, and now must tax you
with an equal serious omiesion in not advieing me of the outcome of the matches
with the Bank of Frence., ©Did your boys win?

Since writing you last week, I am advieed that the Treasury program,

of which I eent you some details, has for the roment been deferred. For just

how long, I am unable to surmiee, nor cam I give any very satisfactory reason,
except that interest rates £till seem a kit high for any considerable operation.
I have just returned from spending a week-end with Moreau Delano.
¥We played golf every day, and indulged in esome gemes of chance in the evening
with some of your friemnde at Morgan's office, at all of which the Central Bank
representative was able to maintain the prestige of the institution.
lith warmest regsards,

Sincerely yours,

Bontagu C. Norman, Eeq.,
c/o Bank of England,
Threadneedle Street,
London, England.

"' BS:ME
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PERSONAL May 13, 1921.

Dear Norman:

I am grateful to you for your note of April 29, eaclosing a copy
of the Statement of Cleim juet issued In connection with the Soviet Gold Test
Case. Un first reading, it impreeeed me as being almost hopeless, juet as
you said. At the same time, I have read a cable from London, dated Nay 12,
published in the Hew York Times, describing the decision reversing the lower
court in the sc-called "veneer-wood" case.

The distinguishing difference between your position and ours, lies
in the so-c&lled"trudo agreement:' I have alwsys felt that with that trade
agreement in exietence, your cocurts wa;e likely to brush seide all techbnicalities
in favor of a de facto Russian Government, which would involve recognizing all
of their titles, and this, as I construe the cable, ie about what the Court of
Appeals has done.

With us, however, sll of the acta of our government appesr tc have
been consistent refusals to recognize that Ruseia had a de facto or a de jure
government, or any other kind of a government, with which a civilized governwment
could deal, and if our courte are governmd by the same principles which seem to
have governed your courts, it would clearly imply that we would recognize no
titles ae resting in a government, the exiestence of which our government declined
to recognize.

It might be s good plan if you could give us eome information ae to the

test shipment, to which you recently referred. FPor various re=eons, as I think

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




#2 May 13, 1921.

QEAV 1 wrote you, we are now only purchasing at the bank gold certified to be new
production of the mines of the British Empire; but when the congestion in the
Assay Office becomes somewhat relieved, we may decide to extend the scope of
our purchases, and it would be well for ue to know something of the character
of the zold now being shipped to Morgan's, so that we would nmot be in danger
of rejecting gold simply because we were unable to determine whether it was or
was not shipped for the purpose of making this test.

O0f course, we have not brought this matter to official attention.
We think it wmight be well to explain to some of our Treasury officials your
program, 1 caonot say ibat it will do any harm, and it may facilitate getting
a clear iesue established. If neceseary I hope you will cable me.
With best wishes,

Very eincerely yours,

Hontagu C, Hormsn, Esq.,
¢/o Bank of England,
Threadneedle Strest,

New York, H. Y.

BS:uM
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May 24, 1921.

My dear Normang

Under separate cover, 1 am sending you a marked copy of the
FPederal Reserve Club Magazine, containing the poem (if such it may be
called) commemorating the appearance of the "Uld Lady of Threadneedle
Strest.”

The poem which received honorable mention, that is, which was
regarded by the committee as next in merit to the one published ies en-
cloeed herewith.

#e do not cleim great merit along iiberary Iin&s: but poesibly
the sentiment will appeal to you =2nd your colleagues.

1 have & most interesting letler from you, which I shall defer
answering until my return from Washington, where I am obliged to go to-
aight.

With warmest regsarvrds,

Sincerely yours,

Montagu C. Korman, Esq.,
¢/o Bank of England,
Threadneedle Street,
London, England.

BS ¢ Ml
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A new magazine, of a very high rank,

From England, produced by the gStaff of the Bank,
A Journal of gemeral interest, you see,

Was sent over here by our bank vis-a-vis,

A shilling its price, the volume is I,
0f mumber the first, dated March '21,
With art of the best, 'tis an issue complete,
And called, "The 0ld Jady of Threadneedle Street."

Te frontispiece pictures a fair knight of old,
With visage sedate, despite ringlets of gold;

The Tatin word "galve" next catches the eye,
“Te Salutamus, 0ld Lady," we ory.

Their Governor Norman, Mr, Trotter, D. G.*

8ir Nairne, the Comptroller, Sir Harvey, C. C.**
Did see "lolanthe" an opera played

By the Bank's employees in fine raiment arrayed.

So though it’s a tryo and not very old,
We are sure that all honor 'twill reach and enfold,
And we wish it the best of success, B, of E.,
May it soon rival that of our own F. R. B!

* - Dpeputy Governor.
*¥*_ Chief Cashier,




GONFIDERTIAL Maroh 21, 1921,

My dear Horman:

1 have before me yonr fiae lettera of Pebruary 17 and 22, and to-ay
received yours of Hareh 1, much delayed in arrival for some umexplained regson.

I wag greatly interested in the comments contained in all of these i
lettors on gemeral subjecte we discuesed sc fully in London; that is, the drive
for lower rates, easy money, and a more liberal discount policy, ete. All of
this we bave read of in the preez @ispatches, and we have heard a great deal of
it from various guarters here, where the pressure of liquidation has devel
weak spote. One of the officers of our Government, who has just retired from
office, has been an urgeat advocaté of such a poliocy. It hae originated in
various parts of the country, where distress is felt due to the sharp decline in
the value of agricultural and farm products, such as cottom, wool and meat, but
8o far 1 have been unadle to determine the elightest indication among my own
associates in this bank, with the Pederal Reserve Board (»ith the exception of
one member, recently retired), nor in fact with the Beoretary of the Treasury,
that any such policy is justified by conditions. Only yesterday 1 learned
deftaitely and authoritatively that the remark attributed to the Secretary in
regard to rates, whioch was cabled to your eide, was never made by him at all.

The newspaper note to thet effect mey bave bsem what we call "flying a kite.®

In other words, an attempt to draw a statement in demial. We do see, howewer,
that you have been subjected to insistent pressure and almost every day I

asked by banking or newspaper friemds whether your ratee sre not likely to come
down, and whether that will mot neceseitaste a reduction ia our riutes, or whetber e
we may not reduce our rates and so necessitate a reduction im ysurs. The
guestion is propounded directly, imdirectly, by ianuendo, subterfuge, and in
every fors which might be likely %6 disclose our policy and position. So far,
we have mamaged euccesefully to avoid any disoclosure of what we believe the
future policy of thie inetitution should be. It is more than likely, hosever,
that we will bs subjected to preesure of the same character as we encountered
last fall, and as you appsrently are encountering now, for lower rates. This

may be of political as well as gemeéral origin, and we do not look forward to such
a development with much plemsure. It likely will not arise uatil after Congress
meote in special seseion on April 1ith.

The sale cf certificates of indebtedness, of which & minimus of $400
millions was offered, with choice ¢f eix months at 6 1/2%, or ome year at $ 3/4%,
resulted in subsoriptions of about $520 millions, and the large number of smbseribers,
with the wide dlsiridfition evidenced on the origimal subseription, india:rb that
the market will sbsorb the whole iseus very promptly, without expansion bank:.
loans for more than a temporary pariod. It also: imdicates that the slight rate
redmotion by the Treasury of 1/4th of 1% was Justified by market conditions, par-
ticslarly as all reserve baske are now charging 6% for advances upon these certifi-
cates, and the banks which subseribed for them must dave felt cértalim of marketing
thea promptly or they would not have gone eo well. Sonething less than 589 milliocns
of the subscriptione were accepted by the Treasury. Our problem in coamection with
the Government's borrowing is to fix a rate mot s0 sttractive that ihe baske will bde

Djtized for FRARGMCEd to Wold the certificates ﬂjr e profit, mor so low that they must be foroed
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pending in Congrees to permit partial eettlement. If it passes, the Treasury
will borrow the money on certificatee of indebtedness, which will be taken up
by inveetors snd not by the banke, with the reeult that the rsilroads will pny
off their curreat borrowings and pay 6ff their outstanding sccounts for material
purchased, and greatly facilitate bank liguidation. The other difficulty

arisee from uncertainty on the part of commercisl banks as to what eort of
credit statements will be made by the large industrisl and commercial borrowers,
following the tremendoue decline in commodity values. Heeitation in taking the
paper of these concerns, pending the issue of statemente, hae led to the pid-
ding up of retes for commercial accommodation. The statements have been delay-
ed in many instances because o0f the necessgity of conferring with tax suthorities
as to the valuation of invemtories. This will gradually cleéar up =& the 15th
of March, which is tax day, approaches.

Stock Exchange Liguidation.

Confidentially, we have here experiencod the grestest liguidation
in New York, of any single department. Stock exchangse loans are now not
probably over tmo-thirde o what they were at tbe pesk of last year, and a
very large proportion of the amount now carried hae been traneferred from
New YOork banke to interior banke.

. Government Borrowinge.

This Congrese hae very.confidently voted appropriatione of about
$5,000,000,000. 1 fear fbey have cverlooked the fact that we are liszble to
experience a tremendoue reduction in receipts from income and excess profite
taxes, due to last year's liquidation;. and what with the railroad settle-
mente, and with the vast program of expenditures referred to, we mey cee the
Government short borrowings considerably increased.

Unemployment.

Thie is increasing right .aleng, snd movemente toward wage reduc-
tionse are successful in many lines, although eo far completely unsuccessful
in railroasd wages which are governed now by 2 war-time sgreement, and in the
building tradee which have so far been operating under agreemente in thie

L‘.’: .&'
section, and 1 believe, generally in the larger cities. What ie observable,

however, and very markedly so, ie the increseing efficiency of labor. During
the war, a good workman wae laying only 500 bricks s day, and working at a
reasonable capacity could have completed a day'e work in four or five hours.
In our new storage building, we get an average of 1,000 bricke per man per
day, but there were & good many wen standing on the other eide of the etlreet
walting for jobe. The same is true of other cities.




‘ -na o/21/21.

Conelusion,

The stabiliwing affect upon the minde of both bankera and bucinees
men, brought about by the existence of the Federal Reserve System, and ite
successful operation during the past four or five yeare, hae done much to

enable ue to eecape comwercial and bank failuree during thie unprecedented
liguidation.

My personsl view would be that after a period af some activity
this spring, when the farmere are planting their crope?nﬁuying their supplies
for the sctive eenson; the rummer will see ue relapee lnto a very dull peried,
and if the reeserve benk ratee are maintained, es I hope they will be, liqui-
dation will extend into the retuil trade, to some extent to labor wud weges,
and then at last we will see btank: loans and currency being reduced. Unlese

1 am very wuch mistuken, we have had the worst of the shook, snd the eocalled
clagsical "panic” period is past.

I observe with much intereet the evidence of tight money in your
warket, which has not surpriced me a’ter what ycu gaid about the taz aitus-
tion. What 1 do not understend ie the abendonment of the excese profite tax
at a time when ull tax revenues will automatically decline. Is it an indi-
cation that your Chancellor believer that he could afford to abendon thies

‘ revenve, simply because it had ebendoned hiam?

I would give s good deel Por 2 chat with you Jjuat nox about politice,
and the like. Varioue indicatione that resch me, encvuruge me to believe that
our new Prepident will have ecome very etrong men in hie Cebinet, including,

I hope, Hughes, Hoover, Hayeas and Weeke, but the finsl announcement hes not
yet been made, except se to Hughee.

I hope your holiday was all that it should have been, and that you
are not overworking sgain. Please do not disappoint me about the photograph.

Bith warmeet regarde, I am,

Sincerely yours,

¥ontagu C. Normsn, Esq.,
Gavernor, Baak of England,
London, England.

BS & Wi
Enc.
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March 16, 1021, -

Dear Normang

Enclosed is a copy of a note of introduction which

i o
I am sending toc an old friend of mine, who is proposing shortl
to vieit London end Parie. Our association terminated some

years ago, but be ie a fine fellow, and desires particularly
gome letters to bankers. I shall only ask that you give him
an appointment if you are nol too pressed to be able to do eo.
¥old can tell you a good deal about conditions in the north-
west of our country, where we have been struggling, as you
know, with a very extreme socialietic wmovement.

I have two fine letters from you which will be zneswer-
ed at a later date, as I want to give a little timwe to preparing
& letter which will tell you somsthing of value of what ie going
on here, but absences in Fasbington have made it difficult to
find the tims.

Grenfell is here. He was good enough to lunch with us
at the bank yesterday, and to-day I met him again at a luncheon
given by Lamont. He returned from his cruise locking as brown
as & berry and very well, but in great ignorsnce of what hsd
been goingz on, as he had been quite out of reach of mail and
telegrams.

1 went over some of our recent cables with him and have
no doubt that he will tske back a better report than I am able to

put in writing about what be learne of conditione on this side.

With warmest regarde to you, and all at the bank,

Faithfully yours,

Montagu C. Norman, Esc.,
Governor, Bank of Englsnd,
Threadneedle Street,
London, England.

BS : MM

Enc.

ederal Reserve Bank of St. Louis



‘ FEDERAL RESERVE BANK

» , OF NEW YORK A

March 15, 1921.

C 3O vagtiaeas AL @attl UG e n il
/ & F 3 » T
7 il K ) TN, B
L, AV £-5% s ; 32 r{"g'_,__" \
/
\f % ’ 1A . ¢ € &
Dear kMr. Normsn: Cr. AN g o

This lettier will be presented to you by my friend,
Mr. Theodore Wold, Vice President of the Northwestern National
Bank of Minneapolis. In the early daye of the Federal Reserve
Systen we were intimately assbciated, Fr. Wold at that time
being Governor of the Federal Reserve Bank of Minneapolis. He
is now an officer of one of the most important financiel
institutions in the northwest. I em sure you will te glad to
meet bim end learn something of conditions in that part of our
country, and he will indecd value anything that you are sble to
give him in the way of informetion and advice regarding affairs
abroad.

You may be sure that I will appreciate very much any
courtesies that you are able to show lir. Wold during his visit to
London, and with aseurance of my esteem, I beg to remain,

Feithfully yours,

/) p
15, Hrocz
ARL,. P TR

v

pontagu C. Norman, Esq.,
Governor, Bank of England,
Threadnecdle Street,
London, Englend.
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upon the banks and caanct be resold. In other worde, they must be sufficleatly

A unprofitable to restrain the banke from holding them but sufficiently profitable

.. <0 induce the gudblic to buy them; and, that is sxactly what heppened with this
issue. It will give you a line upon our market seatiment aad conditlons, because
commercial paper is selling at 7 1/2%, the rate for stock exchange call loans is
from 6 to 7%, and the rate for prise dankers bills abcut 8%. The general feeling
of uncertainty about ths goodness of commercial loass and credite induces many
individuals sad corporations to buy Treasury Certificates, whiob le also indicated
by the fact that the year certificates s0ld im larger volume than did the eix monthe
certificates.

I want to give you a little view of general businese conditiensg. Fith
but few exeeptions, prices are still falling. The steel tueiness is literally goling
to pieces, the United States Steel Corporation now operating comsidersbly uader 50%
of eapacity, and the independent sfeel mille eomewhere from 20 to 28%. Sueh
busipess ae is being taken 1 belisve reprecents considerable cuts from quoted prices,
but steel prices cannot gc very mueh lower sc long ae labor ratee are maintained,
and that wage policy eeems to be thé polioy of the Steel Corporation to the "last /
diteh.” Sommon labor in Sew York has now been muoch reduced. We are usdertaking
to get figures on wage reduotions and until they sre sseembled I shall only eay
senerally that the cost of labor is coming down, but the real crisis in the wage
adjustment ‘'will probably nmot arrive until the railroad labor problem has been dealt
with., Railroad traffic has literally melted away. The earninge of a very large
percentags of the mileage represeent little, if any, margin over operating cestis, and
the railrosd companies, in despair, are making an sarnest drive .not omly to reduce
labor costs, but to make it more efficient, and also to get rid of the wysdless work-
{ ﬁ* ing men who were foroed upon them during the period of Government operation, wxho do
1ittle more than stand around and draw a day'e wage for a very few houre work.

The great price reductioms of which we have kept you advized are aow being
reflected in the annual statements ¢f condition of the large borrowing firme and
corporations. They show lossces on inventories of such extent as to make it
diffioult for the commercial paper howses to sell the usual wolume of commercial
paper which theee conserns gemerally float in the market; and, of course, the pressure
on the larger banks where these borrowers keep their bank accounts is by so much the
greater. All of that we feel in Bew Tork more than in any other part of the country.
The decline im cotton, wool, meal, copper, etc., has been sxtremely severe, and,
probably, in these and some other important commodities quoted grices are below cost
of production. There are bright spots here and there. One of them is ia the re-
tail trade whioh keeps going astonishingly well, considering that prices have not
yet been very much reduced. But, it ie a faot that new goods are coming slong at
very much lower prices, due to tha reduced cost of raw material, and these goods,
in competition with ¢ld etocke, ars having a compstitive effect upon retail prices,
which ere, and will continue, decliniag.

If there had been no Fedaeral Reserve System in this country, bamnkers would 4
now be insisting th:t berrowers pay their loans, and, were this to force saorifice
sales of inventories at precent gudted prices, wme would hawe a long list of in-
solvencies, oclosing mills, umemployment, etc. The assurance given to bankers
generally by reason of the exiestsnce of the reserve eysetem has resulted in a much
more temperate and courageous treatment of this whole credit siturtion than ia paast
times of crises, and msakes one hopeful that we may esoape the worst offoets of this
period of price reduction.

Temporarily, our reserves shov improvement due to the last certificate
sale, collection of imocoume taxee, ete. I shall not explais the techsioal reasons
which oause this, but it is usually the case on our guarter daye, snd we are taking

@mKMfmFRkﬁiﬁ‘t“° of thia ooccasion, shen our reserve percealage is artificlally emlarged, to
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change the methud of calculaling reserves, to one much sounder in principle than
N the metdod formerly employed, which has the effect of reducing the reserve percautage
. embout 1 1/25. Thic will show when the effect of the Goveramemnt's borrowing and tax
collection wears off.

There are certain specisl matters sentioned in your lettsr that I muet
refer Lo.

As to Soviet Russia; we get intimations that gold froa Ruesia is creeping
into us through various roundabout channele. They eay some is coming through Hexico,
that eome is coming from Swedsn, and sven Prance. 1t ies a difficult matter for ue
to deal with and we have put the reeponsibility sguareiy up to our Goversxent. If
the gold is melted, say, in Sweden or in Fracce, or in Hexico, or even if they re-
celve Soviet gold, butl keep it and skip us their own.gxold in place of it, how cma we
very well check the moveaent? They might oven ebip us their own coin for an amount
squivalent to the smount of Russian gold received. Thie whole gold matter is
giving ue a gocd deal cof concern. We have received from the present mcvement cver
the past twelve monthe, or ec, §I36 millions in excees of what we have exported, and
it still ceatinues Lo come. Hence ay cable to you, the reply to which has just
reached me. I ahell write separately un this subject, ss we xhall likely ask you
to help us deal with the matter. '

It does mct look am though the trade agreement which you have entered into
sith Soviet Ruesia will be very populsr cver here. Certainly, from s distance, it
has more of the appearance of & politioal move tham & sovund business venture, ass
our peocple weem skeptiocal of the poselbllity of any desirable business resulting,

A with the possible exception of such limited salec ¢f goods as may be paid for with
"tainted” gold.

The flood uf security issuee here seems, temporsrily, to have beenm arrested.
1 guess our markets were getiinmg a little coungested. ¥e dbud culte s number cf
foreign loans, and vome domestic loaus, all of which were goiog pretty wall uatil a
few weeks ago, when one or two falluree, or at least only partial suocesaes, slowed
up the orfferings.

v’ I ax interested in what you write about the laperial Bank. Possibly you

bave talked with the Secretary of State for Imdia, and he may bave told you what 1
sald Lo bim after you left London. I bave gone over the memarandum entitled
"Central Banks,® numbering the paragraphe from one to tewelve, and enclose a memorane
dum in reply, to which I have added paragraphe 13, ‘4, and 15, whioch 1 hope uill be
of some aid. Tour own meworandum covered the ground pretty thoroughly. ¥hile I
was in India, altbough not attempting to meke any special study of the subject, I
wae atruck by the abeence of & well organized method of dealimg with the domestic
exchanges, ccllections, ete. The Imperial Bank with ite syetes of branches, and
with its expert knowledge cof native credite, and of the inland bill, sbould be in a
positicn to desl with domestic collections and exchangee better than any other,
Such a scheme could be made to synohronize sitb curremcy aad redemptiom operations,
and, 1 showld think, would very mueh stabilize banking operations. I wasz told
that larges denominativn Rupee notes are sonetimes sold =t a premiue in various
gections of India, because of thelr convenience in effecting interior seiltlements.
Poseibly the Imperial Bank might take a leaf cut of our book in this matter, btut

) the important thing is to persuade them, or require them, to conduct their cperations
in London with you, ia barmony with your polioy, and sv as to avold swch a situation
as haa developed in Australia.
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As to the latter, we were having such difficulty in getting settlement of
. llections and accounts, that permiesion was granted to our baniks to accept finance
ls, that ie, bills drawn in settlement of collectione, and our banke, generally,
offered there facilities to their Australian correspondente, tut 0 far as I can
learn the cffer has not been geneérally availed of. It might be in the interest of
tho Commonwealth if the Commonwealtd Bank used some sterling bslances for the purpose
of making settlementz in thks couatry. Bxchange on Wew York has been quoted in
8ydney and Melbourne at a considerable preaium.

Guba, as you know, has been struggling with a bad banking situation, largely
brought on, I fear, by improvident management of the local banke, but to a great ex-
teat by the sharp decline in sugar. Their election bhaving been successfully con-
cluded, vith Genersl Crowder there representing this Govermment in = general adviscry
capasity, I look for {mprovement. & comciscion has been appointed, conelating of
a fow expericnced men, to advise the Preeident cf Caba, in regard to banking and
financial mattere, snd the genersl econcmic situation, one wember of the commission
being an old asseciate of mine, Mr. Oscar Wells, formerly Govermor of the Pedersl
Recerve Bank of Dallas, =nd now President of the Pirat National Bank of Birmingham.
He happens to be in Rew York just mow and tells re that comditions are really looking
up, although slowly. A new sugar crep will be needed to help them out of their
difficulties, and I have no doubt thet it will be suocesefully financed. TYou kmow
they have no currency of their own, American curremcy circulating very freely, par-
ticularly notes of our Peder=]l reserve banks. Their favorable trade balance has
given them command to cur peper momey, and now they have put an smbargo upon its
export ro th:t they probably have & redundance in circulation. There can, of course,
be ne depreciamtion in this currency, althcugh during the mcratorium period cheoke

PN drawn by depositore upon their looal banks have sold st tremendous discounts, eone
below 60% of their face value, and the offect of thie has been to liguidate deposits
and loans to such an extent thet the condition of some of the banks has been much
improved.

Unfortunately, we have a situation in the Philippines which requires drustic
treatment. I fear it is duo %o mismanagement, rather than to imhereat unmesound con-
ditiens. You probably have heard stories of the difficulties of the Philippine
Hatiensal Bank. We are urging our Govermment o atep in and take authoritative con-
trol and give necespary assurance tc the bank's creditore thut their interests will
be taken care of. Their difficulties largely grew ocut of speculation in exchange
by the manager of their Shanghal branch, as well as making some slow loans in Manila.
iIf our Government takes vigorous eteps to clean up the situatioa, I have no doubt
it will be bandled without loss to anyone, except possibly the Philippine Government;
thet is, the etockbolders, of which the Government is the largest.

What you say of Mr. Kiddy's correspondenmce I really umderstood without
hearing from you. It would, as you say, be a thousand pities if our two institutions
were asccused of getting up a "money trust.® 1 have alwaye taken the poeition that
both you and we had three poseible courses in our relatione with each others One %
was to deal wholly independently with our respective problems, without amy relations,
and in complete ignorance of what the other was doing, in other worde, to ignaere each
other; another might de to pursue a wholly selfish policy, eaeh diesregarding complete~
ly the interests of the other, and possibly pursuing a poliey antagonistic tc the
other; and the third =might be to adopt a poliocy of complete understamding, and exchange
of information and views, and to cooperate where our respective intereste made it v
poesible. How can there be any oloioce between these three, nor aay ground of com-
plaint, so long as we are right and mot afraid of ocur critice?
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¥ As I explainmed to you in London, we keep me register by numbers of our

A -ote imsues. The only exception being gold certificates of large denominatiun,

. ‘wiere records, I believe, are kept by the Treasury Department, but these of couree
are aow very little used, the great bulk of the certificates being in the bands of
the Paderal reserve banks. We have alwaye felt that the advanlage gained in keep-

o ing such a register was trifling im return for the emormous cost involved in a
country where the volume of curremnsy in circulation s so great as with ue,

' %1 sa oo glad that you had a nice visit with Ben. A letter recsntly re-
ceived from him gave a glowing account of your hospitality and bis regepsion at
the benk, 1 consider it a great compliment to him, aad to me, that jou should
bave givea him the opportumity to luneb with the directors, and appreciats it us
thoraughly ae he did, which is & great deal. Ben and his brother returned from
Burope Satyrday, both of them looking exceedingly well and very glad to be back
home. 4Also, many thenks for the Iittle parcel which I will greatly value, mors
even that you realire, although 1 Bad circumvented your modesty aboul your picture
during a recent visit sith Moresu Delano, when I found that be had an extra ome,
vhich he was good enough to give me.

1 expect shortly to write Sir Ermest Harvey in regard to the attemps at
forgery. He was good enough to send me a report, and the people in our Bureau of
Bagraving and Printin&f i hope, will have sume suggestions to meke about ink, with
s view to protection.

The Winslow bill amthorising & more prompt mothcd of repaying the
Government'e debt to the railroade has been passed and became law. ¥We expsct the
A present payment to be about §200 millione, and ultimate total payments of about
v 2240 millions, on this eoore. But, after all, this ende railroad paymenis, whorsas
during the last twelve sonths, or ev, the railroads, one way or =mnother, have taken
a total of ose billioa dollare out of the Treasury, sc you ree ihere is an encoureging
outlook as to Governseat oxpenditures on that account.

Just now there seems to be a gradual influx of foreliga vieitore which bhas
a significant, but I ehould not say owinocus, appearance. British, French and
Japanese are here or coming. Very privately and confidentially, all that I have
been able to learan of ths policy of the new administratisn in mattere in which you
and wa are both interested, is rather eacouraginrg in the belief that it will bs
neither Bourbonistic mor reacvionary. I un sure that they want tc do the right
thing, but they will suffer through baving so few of the old reeponsible heads of
the Goverument at hand, who knos the Bistory of the past. We have, on the whole,
a very good Cabinet, amd the Jjuaiors for the varioue departments, I learn, are
teing chosen »ith great care. I sinecerely hope that we may shortly start upon a
period of constructive work of recomstructicn, and that Lbis coumtry will do its
share.

I am not at all hopeful about the Ter ¥eulen scheme and heve teocie die-
coursged of the success of the propoeed large export credit corporation which is
being organized under the provisioms of the Edge law dy the American benkere.
This scheme bae enooustered rough weather, the banks are besit:ting about eub-
soriding te the stock, amd, I fear, that it »ill make but a balting start, if it
starts at all. They were a bit too ambitious, apparently, and they, in common

“sith Ter Meulem, overlocked the fact that the volume of business to be done le
limited, not by the amsunt of ocapital which can be raised by stock ieruee or
borrowings, eo much as by the guality of the business shich is avallable to be
done abroad, amd peopls are mow learning that the polisdical risks imbereat in
Central Burope are ctill so grave as to require imsurance before capital can be
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: Replying, now specifically, tc yours of March let, the Prime Kiniszter

A seems to have encountered the same difficulty which we have all encountersd. He

: --Jems unsilling to dea) with thinge as they are in this matter of export credits,
and prefers to emphasize a hypothebicel condition +hich ke would like to create
hn!mplilbt well create ro loag ee the riekscof sxchange and politics! umcertaimty
are as grave ag at present. I ceanot for the 1ife of me see what cbject i= galn-
od iy asking the bankere to make bad loans and then blaming thee and abusing then
if they do not make them. I was particularly pieased to get your sxplanation of
the incideat, which makes the situation clear emoygh.

it would be a pleasurs to nes Lord Chelmers when he arrivae if I have
the opportunity of doing so. The Preszident hae appointed, and the Senate con-
firmed Mr. BElioct Wadeworth as Assistant Sesretary of the Trsasury, %o sucoéed
Nichelas Kelley, who in turn succeeded Mr. Rathbams, in oharge of Poreign Loans.
Hadeworth ie a very old and intimate friend of nine; a aplendid fallos wnd vith
cousiderable knowledge of Burcopean comditinnr, as he was the opsrating hoal o7
the Amorican Red Cross under Davison during almost the sntire war psricd. to
was formerly a partner of the firm of Stone & Yehbeter: you will racull meeting
Mr. Stone recently in London. He is still une »f our directcre.

%hat you say about Ben Guinnese wae not esurprieing ae most Ameriocsnc
who visit Burope, [ fear, sssume Lo kpow a good deal rors aboui our policy, and
about such matters ss weedidiconditions here than is alxays juctified. ‘Yhat
I have written you on thies subject i&:absolutaly' the fundaméntal dnd controlling.
factar, that is, the debt of member banks to the reserve bank. UOntil thet is

® puch reduced, or until we reduce our rates, I hardly cee bhow money conditions

5&,, can &8E6. i1t has been emtimated that tc reduce the loan sand invertpent nccount 2

= of the reserve baanke from three tilliome to ome billion sould in turn invelve v’
s loan contraction by all the bankes of the country, running «11 the wsy from
four and a half billioms to nine billion dollare, sccording to the varying
views of differeat estimstors. Ky own view is about half way between these twc
extremes, that is, from eix to sevea anmd a bhalf billions, slthough it is little
more than a guess. As a matter of fact, the loene of 21l of the btenks of the
country, according to our present estimates, have actuslly been reduced cnly
something like 4%, while ta" contrastion, =uch ae I kave indicsted, mesnz about
20%.

In conclueion, and for your own oyse, I want to =rite that my beet spinion,
Jjust mow, is that we should maintain our ratos on this eide unlesc we ses, as still
may be posaible, that the pressure is aso great that it may foroe lasolvencies that
are, what I might . nall "legitimate.® In nther words, thst are not the result
of improvident, reoklses speculation, and adventures, but are simply Lbe mia-
fortunes resulting from price declimes. If our eltustion should become serioue
on that soore, it might be that we would be forced to modify our policy. #Hesrtise,
a conference of tho Governors of the reserve banks has been called at Washington
for April 12, when we are going to get down to "hard pan® and disouss a policy fur
the whole aystem, exchange views, amd, I hope, develop somothing constructive.
It is still too scon to form any estimate of what the policy of our Government, and
the country gemerally, will be as to foreign fimance. 2o many queeticns are
preesing upon ws, such as our new tax and revenue lqgialation, yossible tarif?
legislation, relief to the farmers,:s,great plan of ‘departaental recrgemiration,
which the Presideat has in mind, (E8%, you will cbedrve, sre domestic questiuns)
that 1 fear, that the development of & national poliecy in this particular metier

< R '\"tk» s
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=edl be of very elow growth. I have dictnted the above just as I would talk to
you wers 1 at Thorpe Lodge, and apologize for the length of the letter.

Bith warmest regsrds,

Sinadrely yours,

Bontagu C. Morman, Weaq.,
§ @Governor, Bank of England,
et London, Bngland.

BSs M

‘Bnce.
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CESTRAL BARKS

Yes, without guesticn. ¥
Yes, without question.
Yes, with poesible exception of nearby depemdencies.

Yes, without question; underetand thie to mean commercial
business with the public.

Yes, without question. ¥

L

Yes, without guestion. !

Yes, except that such protection can onlly be effectively
afforded by one of two methods:

(a) By doing a more gemeral cosmmercial businese than
ie done by our Pederal reserve bankse, which
deal only with their membsr banks, or,

(b) By eupervieion of banking in detail, such as we
have under the Contrcller of the Currency.
In this cennection, it should be ncted that
bills are pending before cur Comgrees, to
tranefer all of the functicns of the Controller
of the Currency to the Pederal Reserve System,
and when thie legislation becomes law, as it
likely will, the supervision of member banke
by FPederal reserve banke will be fairly com-
plete.

Yes, without question.”
Yes, without question.

Yes, except that occasione will unsvoidably arise when rate
policies cannot alwaye be adopted, which will avoid
eome conflict, greater or less, according to circum-
stances and conditions; but, the principle of cooperae
tion should be complete between the central banke, and
where an agency is estsblished in amother country the
policy of that agency (if not a central bank) should
be to observe and conform to the policies of the
central bank in the country in which the agency is located.

Yes, without question. ~
Yes, without question. ¥

To the sbove are added:




(18)

(14)

(15)
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CENTRAL BANKS

The central bank should act as the settling agent for clearing
house balances arising between the banks of its own country,
and to the widest extent practicable.

Should, according to our experience, handle domestic collections
for its members and so regulate the domestic exchanges.

Should have power to sxamine banks which come to the central
bank for credit and assistance.




#arch 28, 1921.

My dear Norman:

Replying to your letter of HMarch 14th, commenting upon Hr. Sayder's
memorandum, I hope you underetand thot material of thot character ie prepmred in
our information department by wen who invariably have their own poiat of view, with
whom Er. Jay and I are nat alweye in complete agreement.

Ae to my own commsnt in regard to the preferential rate; the total loans
held by the Federal Reserve Syetem, secured by govermmeatl collateral, and which en-
joy & preferential rate (now 8% in mest of the reserve banks) aggregate nc less
than one billion dellars; cur own proportien of thie total being nearly $400 millicas.
I héve long been convinced that in thecry this preferential rate is & mistake, that
it sncourages borrowing, and has no relation to the government'e finances, and is
merely one ocutlet through which banks may seek and cbtain credit frow ws at rates
which are not justified by general market conditions. -Un the other hand, we ceem
to have reached about the maximum of borrowing of that character. At one time it
comprised over 80% of all of the System's loane, and has now been reduced to a point
where it is only a little over 40%; in fact, this particular type ofycredit seems
to be taking care of itself pretty well, and were we tc incresse our rates to 7%,
the effect would be, first, a very sharp decline in the government's bonds; !
second, s more urgent demand thsan now exieste for borrowers to liocuidate loane se-
cured by goverament bonde and, I fear, some distress among corporations, firme and
individuals, who patrictically subscribed for more poseibly than #us prudent, but
are atill willing to hang on to their bonde for better daye. = The loane, in a sense,

are frozen simply because the holders ere reluctant or uawilling to sell their
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o ¢
bonds end take losees of 10% or wmore, or else are unable to reduce the amount out

- “Df cursent suvings by a moderate amount each year. The time will comne, I hope,

when this differentisl can be eliminated, but to

io g0 now would invite a very sharp
and dengerous oontraction beyond whet has already taken plece.

The other comment in regard to Mr. Sayder'e memcrandum, I think is jueti-
fled, and I should have explained it in my letter. ¥r. Snyder is a determined
|

believer in the quantity theory of money and cradit. Az sees an immense decline

in the value of gtaple commodities with a very s decline in bank

b

11 corresponding

o

oredit, =nd believes that unlesa bank credit and currency is Porced to contraet in

i
(2

a volume corresponding ta the contraction in the v-olus of commoditisz, the imvariable
result will bs that commodity prices wlll rige sgain 1o response tw the maintained
volune of credit. My own bellef is that ths charts exhiblting thie situation pro-
eent an empirizal pleture rather thun an amalytlical piclure of the situsation; bank

. credit is graduzlly decliaing, but the rate of reduotion ~f bank losas and currency
is messursd not by the Pall in price= but by the rapidity al shich sales take place
at the lower level of prices. %e havs atruggled for sows years Riid the visws of
those who rather elaviehly stick to the uantiiy theory of woney, assuming thet it
explaiged all of our financial 2nd ecenomic ills, sad that an inorease in bank loans
and currency is the invariable cauee of higher prices, ul ars unwilling to accept
the view thut sometimes bank lecans and currensy expzad in responcs to sdvences in
prices, which arise from cther caupes thaa the "cuantily® of money or credit.

'y

I have recently written you fully in ragard to rates and policies general-

ly, 8o will not repest.
What wae quoted incorrectly sbout Mr. Mellon wae unfortunate. #y westings

with him recently have failed to discloes the elightest inclination on his part to

bring sbout a reversal of policy, and I gather that he is a man who »ill De very

much influenced by the counsels of his assoociates; in fact, is one of tho last men
to attempt to dominate the policy of the System, as might have becn indicated

by the guotatione in the newspapers. I would certainly bave cabled you had it




seemed worth while, in fact did do so after hearing froa you.
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starte work in the National Bank of Commerce on Friday, and ls 100Xkl

forward to it with keen anticipation.
With warmeet regarde,

Sincerely yours,

dontugu C. Korman, Esg.,
c/o Bank of England,
London, ¥ngland.

¢
BSs MM




COBFIDENTIAL March 28, 1821.

My dear Rormans

The news contained in your letter of March 14th, juat received, so far
a8 it relates to yourself gives me immense satisfaction. It means, I hope, that
you will remain as Governor of the bank for st least ancther year.

The other changes, to which you refer, are not a surprice to me as both,
I recsll, were anticipated as poeseible when I wss visiting you.

The appointment of Mr. Peacock should be most helpful in comnection with
your proposals for Cenada., I am frank to say that while the Canadian banking

. syetem has been somewhat advertised as functioning sdmirsbly, snd well designed

for the needes of that country, I have nevertheless felt that the difficulties
about exchange, which we have met in this country, might at times be dealt with
wore eflfectively had they been operating under a central bank of issue which con-

ducted the businese of the Dominion Government, znd represented sll of the

Canadisn banke.

Ae 1 understand it, moet of the businese of the Dominion Government is
conducted with the Bank of Montreal, which is nevertheless a private commercial
institution competing with other besnks, and one which we would hesitate to
appoint ae our correspondent because of ite conelderably different status than
our own.

iIf, in the course of the evolution of your plan, ¥r. Peacock should
vieit thie country, I hope he will give me the opportunity of a vieit with him.

' It has sometimes occurred to me that some development along the lines

of your propossl is justified in the Strait:éettlements, and the Pederated Malay

o resor sl BERBRRS 1 discussed it briefly with Sir Lawrence Guillemard when I sav bim in
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d .
*‘Singa.pore, and had one telk with the Tressurer, or Piecal Officer, of the Federated
Malay States. He is & native but a man of comeidersble intelligence.

Canadien bankers will be, I fear, subject to the same influences which
have long characterized American banking, and 1 should suppose that the bankers
aspociated with the large commercial bamks would not welcoms the establishment of
a central bank which deprived them of any part of the strong poeition, and possible
valuable bueiness, which they now enjoy with the Domlnion Government, but, 1 hope,
neverthelesg, thst your plane will be well prometed by this addition to your Board.

Kany thanke for writing me about it.

Sincerely yours,

Hontagu C. Norman, Esg.,
¢/o Bsak of England,
London, Eoglaad.

B8 RN
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PERSONAL AND CONFIDENTIAL April 5, 1921,

My dear Norman:

Absence from the city prevented my writing you in regard to our cables
on the subject of the socalled South African gold. In elaboration of whet is
contained in the cables already sent ycu, 1 should explain that this considerable
and steady incresse in our monetary geld is causing some of us comcern, lest it
give an appearance to the credit and reserve situation by reason of the fortuitoue
increasse in our reserve percentage, which, in fact, does not reflect the sctual
conditions in credit threughout the country, nor guch as might justify a change
in our rate policy. Sowe weeks ago, we went into the eudbject very thoroughly in
®Washington, and a number of suggesticns were brought forward for dealing with the
matter. The plan indiceted in our cables was my own suggestion, believing that
it was a natural and norwal procedure for us to impouand gold in this way, in

anticipation of ite expected export at s laler date, even though much deferred.

It aleo involved no fundamental change in the principles of the reserve systea,

or in the rulings of the Reserve Board, or in the form of our publishel statement.

Another plan suggested, however, was to impound the gold behind our note
issue, which did not sppesl to me as being cuite ss sound or defeneible under the
law, but which neverthelese had attractive features. After starting our cable
correspondence in the expectation that we would go shead with my plan, it developed
that it would be desirable to diescuse the matter further at a meeting to be held
in Washington next week, so I cabled you last night, indicating our intention to
defer any final decision until after thie meeting. I hope we have not given you
' unnecessary trouble, or caused sny embarrassment pending some sort of a conclusion,

and thst meantime the reguler procedure will not be changed by reasom of our cables,
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As to rates, 1 enclose a sample of what appears to be a fairly regular

;Aes emanating from this, snd other like sources. There are some who claim that
ZIv is propaganda, but I have no knowledge of where propagands might originate.

So far as I can now ses, the only possibilities of a changed policy here
are those which would result; first, from indications that we might suffer s credit
breakdown, with meny insolvencies, because of the decline in commodity values, and
which I now regard as an unlikely development, and the other, political pressure
upon the reeerve eystem, which ies alwaye & possibility with uve, as with ysu. Of
course, when I say political preseure, I mean preeesure from political sources as
distinguished from influencee confined to the system iteelf,

The increase in our reserve in New York ie due to the flow of funde from
the interior, as well as the regular additlone to our gold stock, the flow of fuands
frow the interior being an immedisate result of the transactions in certificates of
indebtedness snd tax payments ccocurring during the momnth of March. There are some
indications that we will not meaintain this poeition for very long.

We eshell prebably go sboad with cur tuilding at once, in anticipation

that the next two or three years will afford ue the best opportunity we may have

for a long period to let contracte at lower prices than those of the past two or

three yeare. If we do not teke advantage of this opportunity, it may be that our

building would be lopg deferred, snd thset we cannot afford.
%ith warmest regsrds,

Sincersly yours,

Montagu C. Formean, Esg.,
c/o Bank of England,
London, England.

BS ¢ MM

Enc.
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April 18, 1921.
CONFIDENTIAL pri 8, 19

My dear Rorman:

Thank you for your confidemtial cable of April 15, which resched me in

Rashington; also for your letter of April 2, which I find cn my desk thie morning
on my return f{rom the Conference. Our translation of your cable No. 15 reads as

follows:

"Sirictly confidential for Govermcr - referring to enclosure
in my confidential letter February 17 have received account
representatives of Soviet Gevernment emall parcel of gold
roubles formerly property of State Bank of Russia for the
purpese of test case which anticipeteo will be decided in
favor of Soviet ownership. Eventually expect to forward
same parcel on Soviet account to New York to ascertain if
freely saleable at full gold price. Propose forwarding
J. P. Morgen & Company unless you prefer to act on above
line which fear might embarrase you."

Underlined word mutilated.

As to the gold matler, we have arrived at the following general decisionm of
policy for this bank;

First, we will continue to make advancee upon,or purchase gold imported
by Messrs. Kubn, Loeb & Company, in connsection with Messrs. Rethechild & Company, upon
the former's assurance to us that the gold is specifically the product of mines of
the British Empire, until further notice.

Second, we have discontinued all advances upon, and ell purchases of gold,

7

other than thal ebove mentioned, and will hereafter sccept it from the Aseay Uffice
after it has been assayed.

The effect of this is to eimply discontinue the position of volunteer in

facilitating these transactions, placing the entire responsibility upon the Assay

Office of passing upon the title. ¥e have been acting as a volunteer for the

purpose of facilitating the handling of the gold by American firme snd institutions
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which imported it, principally to enable them to avoid the inconveanience of delay in
Etment of the gold, which ies now experienced as a result of the overcrowding of
the Assay Office during ﬁ period of heavy movement.

Third, we cannot state what will transpire in respect of the gold mentioned
in your cable Ko. 15, to which we are replying ae per the enclosed confirmation to-day.
The cable reached we in Weshington too late to arrange for a reply last week. I am
greatly obliged tc you for the further light which your letler throws upon the
situation regarding the Rothschild account. Some of ue feel that their partners in
this business ia this country ere laboring under the delusion that they sre perform-
ing a patriotic service to the country im handiiag thie gold movement; at any rate,
they speak with pride of the amount which they have handled. I suppose they do not
realize that it somewhat resembles the sttitude of & toper who brage about his
capacity to absorb alcohol.

Since your letter was dicteted, Secretary of State Hughee hes addressed a
letter tc Mr. Samuel Gompers, President of the American Federation of Labor, in reply
to an inquiry by him, which pretty fairly sete cut the position teken by our new
administration towsrd Ruecisa, which seems tc be, briefly;-that they believe Russia is
an economic vacuum,” that there is nc trade te be realized under such a trade agree~
ment as you have entered into, certainly no trade of any particular moment,-that the

outside estimate of gold in the hsnds cof the Soviet Government ie about #175 millione,-

and that Russia'e regemeration will depend upon the speed with which they develop a
new and more eniightened system ¢f government. Personally, 1 appleud the decision.
The Conference at Washington was a rather strenucus affair, lasting all cf
last week. The Boston reserve bank developed & keen appetite for lower rates, which
they have been threatening for some time, and finally last week reduced their
commercial paper rate to 8%, which ie the same as the rate charged for advances on
government collateral. Other than Boston, I discovered no sympathy with the idea

of lower rates in the minds of any of my colleagues, and believe that the general

disposition was to maintain the present level all around until,
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Pirst, retail prices, and the general cost of living is somewhat more
%nced.

Second, Money rates in the market are somewhat lower, %

Third, & clesrer insight intc the labor eituation has developed.

The fact is, that very considerable distress was reported to exist through-
oul the agricultural sections in the west and south, dus to the sudden snd extensive
decliine in the values of almost all farm commodities. Hoany of° the small country
banks are carrying large amounts of farmers' pepsr with no hope of Likuidation with-
out Beavy losses, unless prices advance, or until a new crop is produced at very
much lese cost to the farmer than wus the 0ld crup. I urgeatliy advocated liberality
in making fresh advancee tu these banke, but maintenance of at leact the preseat
level of rates, that ell direct pressure upon member banks to liquidate their
borrowinge be discontinued except in cases where it appeared that the member banks
were abusing our facilitiee. My suggeetion was met with & good deal of enthusiastic
approval by the Claess B directure of reserve banke which are located in the weet and
south, and 1 believe was holpful in crystallizing opinion that in thic period we
should edvance liberally, but not lower rates, which might revive the activity of
the spsculator both in stocks and commodities. It remaine %o be seesn whether thie
policy will be observed. I think it will bhere in Rew York.

The only very important matter which came up, ocutside of routine subjecte
which wouid not intereet you, related to the treatment of the public debt.

For your eye alone, I have been urging for some time that the Treasury begin
to anticipate the maturity of over ¥4 billicne of so-called Victory Notes falling due
in Msy 1923, by guarterly or semi-annusal issueer of about £500 millions each of three
or four year noctes, the proceeds of which would be employed ia retiring a like amount
of the present issue of Victory Netes. Thie will cut down a large maturity that
would be difficult to handle in one chunk, and distribute it over & period in which
there are pmo maturitiee, between Eay 1923 and 1928 when another bond issue maturee.

roposal wae favorably received, ie now being considered by the Treasury, snd I




CONFIDENTIAL: June 2, 1921.

Dear Norman:
1 now have before meé your letters of May &, 14 and 17 (2).

1 am very glad to have the statemenis and hope that you may be able to
continue to send them. ¥hat interssted me especially in your letter was the
rather cryptic reference of "varioue reasona" for doubting whether they may be
regularly published. Doee thie mean that the plap of regular publicatlion may be
abandoned? I hope not. We feel that {he weekly publication of the statement
of condition of the banks in this city is important in the interests of the public.

Referring first to yours of Hay 3: It is, at the moment, difficuit to
give any forecast of what may be done as to our general policy on rates. There
ie a widespread propaganda to bring presesure upon Congress and the Administration to
make monoy easy, particularly in the agricultural sections. 4 great variety of
impossible and foolish schemes of legielation are propeed in Congress, and 1 cannot
help but sympathize with the difficullies with which President Harding &nd his
Cabinet are faced in dealing with the great variety of cases of real distress,
especially among the cattlie and cotton people, caused by the immense reductien
in the value of their products, much of which %8 still ia their hands. Being
unable to write anything very certain, I fear the effect of writing anything at
all lest you be misied. My own poeition with the members of the Cabinet and the
members of the Federal Reserve Poard has not been changed, and I see no prospect
of changing it, except as a concession to a situation which might result in
dangerous legielation affecting possibly evean ihe fundamentals of our system.

1 have maintained that all pressure for liguidation should be removed, except
that exsrted by the reasonably high rates which we still maintain, but that, om
the other hand, at these rates the Reserve Banke should extend credit liberally
in those sectione of the countiry where it is needed and to those member bLanks
which show & disposition to stand loyally by their customers and see them through
thie period of depression, especially thoee who are in need of credit to make

new crops and Lo continue as producers and earners. I would rely upon fairly
high rates to check speculation and inflationary developments, and upon a&
generous credit policy to take care of cases of distress. But now and then I
feel rather lonely in my position, especially when I am in Washington. The
last sentence of the second page of your letter of May 3 sxpresses very much my
own view, - & classical policy, sound in theory, might be practically unsound be-
cause of social and political consequences more serious than a little inflationm.

The plan regarding the Victory notes was deferred for a month, partly
because objection was made tc the rates which w#we urged, and partly because of
market conditions. But I hope to see the program under way within a week or two.

You must not assume from not hearing from me that your reslection was
other than a matter of deepest interest and concern to me. I would have felt
such concern had you not been at the helm during thies year, and, in my own mind,
am plenning another trip to Lomdon next year when, if you do finally retire, I

D@HtedmrFRAggfe that you will give me your aid in establishing a real understanding with your
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It looks as though this bunk would be the depositary for the dollars
accumulated by Germany for the reparation paymente. e are glad to have it eo,
and 1 think, on the whole, it was well that you and we should be im close touch
with this operation. It givee me some® concern to feel that Germany will mow be
driven into a frantic chace for dollars all over the world, wherever the Germans
can sell goode or borrow money, and that we may be entering upon a period of
further exchange disorders, and, from our own standpoint, further difficulties in
keeping an export trade going. The enclosed account, publieshed in yesterday's
New York Times, did not emanate from this bank. ¥eo, of course, mever give the
press information about the private affuire of our customers, but the bankers who
represented the HReichsebank over here, - that is one or more of them, - probably
did some talking which may.or may not have been inspired.

Referring to yours of May 14, again I find that the first paragraph, with
& few word changes, ococuld apply directly to our cwn situaticn. 1 sometimee cet
my toeth with a determination to fight for s pelicy to the lact diteh, and then Vv
again I take the view that an attempt to etrictly cbeerve tradition and the rules of
experience whioh should, ia ordinary Uimeg goevern our policy, may s & mistake under
conditions which are eo abnormal and difficult ee the present, and thet we are still
in the position of choosing the lesesr of evils which may, indeed, involve a series
of compromises more or leess dietasteful to both parties.

What you write about Austria i: exceedingly interesting. 1 hope the
Committes of Control, if sppointed, will have the courage to force a policy of
taxation and the retirement of notes by loans and otherwiss so as to avoid what
must be an almost unendursble pressure upon the goor, who, as uwual, are foreced to
pay the worst penalties of such a situation.

I have not cabled you in regard to the specific suggestions regarding
export taxes contained in your letlter, purtially tscause of uncertsinty sz to just
what 1 should cable, and hesitation to ssnd eome word which might be misleading.

I should suppose that an export tax upon commoditics would be levied all wight,

btut how could it be paid in gold? Where will the gold come from? Hight it not
resolve itself to an export tax psyabls in dollar exchange? I think that zith

some sort of inesurance of political riske a smail, btut protably very small, amount
could be raised by a loan issue in this country, but subeeriptions would, probably,
be confined to the Austrian and Germsn element in cur population, uniees, indeoed,
very ctirong insurance of political stability was actually afforded by the League of
Nations. Just now there ien't e great deal of confidence in thie country either

in political stabilily in middle~Burope or in the ability of the allied nations or
the League of Natione to produce it, snd it would, in ay opinion, be rather hazardous
to count upon raising any considerable amount in this country. I do not think that
the idea ie ridiculous, but I think that the transaction would te exceedingly dif-
ficult and would need to be handled by a group of houees who had the imagination to
make gust the right sort of appeal to the proper element in our population.  Another
present difficulty, I think, would be found in the tendency of our present administra- I
tion to encoursge only those foreign loans in this market the proceeds of which will
te spent here, And they do not always seem to understand that no loan can be

placed in this market and the proceeds literally exported for expsnditure elgeswhere.
The proceeds, of course, must be spent here, whether by the original borrower or Vi
by those to whom the borrower makes jaymente of detts or for goods purchased in other
countries. The political effsect of some of these foreign loana has not been




< * - i sCeod
4
e I
. fortunate because of curremt reports that their proceeds are used in the first
instance for purchases elsewhere than in the United States.

wWith oordial regards, belisve we

Faithfully yours,

Montagu C. Nermen, Esq.,
Governor, Bank of England,
Throadneedle Street, Londen.

o AN
e ‘Q‘.g.‘!.

. Fue.
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©

Dear Horman:

Since dictating my separate letler of this date I have
your cable of May 31 which ie exceedingly interectiung and throws come
light on the strike situation which I am very giad to have.

It would be moet helpful if you could send me eome word
a8 to what you anticipate will develop in connection with the German

reparation paymente: How much will be accumulated in dollars; where

and how they will get the dellars; and to what extent they will be a
disorganizing element in the exchange markets.

I have Jjust declined amn invitation to attend the meeting of
the International Chamber of Commerce to be held in London the last of
June, but am writing to some of my friende in that organizalion urging

‘ that the principlee adopted at the Erussels Conference should be
indorsed by the organization. I do nol mean the Ter-Meulen Scgheme
especially, but the general primciples which resulied from the die-
cussione, particulerly by the Critish delegales. if some of your
friends can give thie idea a little pueh I think il would be helpful.

With ocordial regards, believe me

Faitafully yours,

Wontagu C. Norman, Esq.,
Covernor, Raénk of Zngland,
Threadneedle Street, London.

(Aol
-

5. MBB .
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CONFIDERTIAL

My dear Norman:

Your note of May

you to kee:

I hope

your letter do not srise

ne advised ¢f

on

the matter

tion of that being the case,

. deplorable.

The Asslstant Secretary of tha T

just reachsd

p

isngreamente.

matters ie o warm personal friend of mins,

have had hopes that hie appointment would
P P

and that they would have a hsappy ocutcome.

Again, thank you for your nots.

EKith best regards,

Montagu C. Normsn, Esao.,
¢/o Bank of England,
Threadneedle Street,
London, England.

BS : Ml
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referrad to

June ¥, 1921.

me, =nd it is wery good of

N

plans, or lasck of plans, intimated by

have heard no sugses-

< L]

It would cevtainly be unnecesesery and

reasury in chirge of these

-4

and 8 very fine felliow.
J

fzeilitate these negotiatioas,

Sincersly yours,




“PERSOHAL June 8, 1921.

ly dear Normens

The enclosed cartoon does not apply particularly to the New York bank.
The whole Pederal Reserve System is being blamed for bringinz on the deflatiom,
go called, and especizlly some of our colleaguee in the Weet, where the fermers,
cattle men and wool growors have been rather hard hit. I am tempted tc para-
phrase Sherman's famous remark by saying "Deflation ie Nell."

1 have before me your cable No. 29, which was partly answsred by my last
letter that had not yet reached you.

The enclosed confirmation of the cable I am sending you to-dey gives the
best indication I can of this perplexing situation. There is no confidence what-
ever, generally, in this zountry in the Austrian outlook. It hae been advertised
in widespread fashion by the prses ss desperate to the lsst degree, and with that
background it seems to me that nothing but "a: direct political or economic interest
which people understand would make & loan of any sort a possible success here.

0f couree we have & considersble population, largely people of small
means, who came from Austria and that region, 2s well as the Garman population of
Austrian eympathy, who might be led to subscribe for loans in small amounte if
offered through just the right channels and in just Lthe right way. 1t would be
rather expensive because it would require wideepread propaganda and the employment
of an extensive selling organization.

Aa to the releases of the cl=im of the United Statee Government; that 1
find upon making unofficiel inquiriee ie going to be a rather difficult matter to
bring about. Our government does mot direetly hold a claim against the Apstrian
Government. The United States Grain Corporation, a creature of Congrees, with
$50 millions capital stock, all owned by the governmsnt, holds, I am told, eomething
over £24 millions of obligations of the Austrian Government delivered in exchange
for supplies furnished after the Armistice. It sppears from examination of the
law that no suthority rests snywhere, so far as has yet been discovered, for aay
officer of the grain corporaticn or the United Statee Goveranment to make the
release of thie claim, or to subordinste the claim to other claims, and it looks
as though it would reguire sn act of Congress. It is impossible for me to forscast
the official attitude of our government. Thosswith whom I have talked seem to
have been fully familiar with the shole subjsct, =nd already to have been approached
to do something about it. Cfuite personally and umofficially, I would veanture the
opinion thut cur pespls are not unfrisndly to a propoeal to eubordinate the debt in
some proper way, but that such an sttitude by our governmeant, which would necessitate
a request for legielstion by Congress to autherize this subordination, would be
promoted if the plan in general of dealing with the Austrian situstion were one
that appealed to them =& s¢und and proper. 1 Jdo not wean o imply that improper
plane are being proposed, but merely that if clsims are to be subordinsted, a
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recommendation to that effect made to Congrees would stand the teet of inquiry
‘ ‘ and discuseion very much better were our Administration inm a position to s=ay that

the general scheme of dealing with the Austrian eituation appesled to it as sound
and fair.

I am writing to you quite frankly and very confidentially, giving this
personal impression of the situation, and am sure that you will deal with it in
such a way that no possible embarrassment can arise.

One of your earlier letters indicated that the comtroller, or adniniatrato;,
or receiver, or whatever he might be called, would be & responsible person selected
from some neutral country. I have been privately told that this plan will not be
carried out, but that s commission will be appointed, one from Great Britain, one
from Prance, and the third from some meutral country. It occurs to me that this
may not be a wise program, viewed from our standpoint; but rather the first
suggestion containsd in your earlier letter might insure a treatment of the
Austrian difficulties more definitely from an economic than from a political point
of view. Please do not take this remark too sericuely. It just occurs to me
ag containing a possibility of question.

I am much interested in your letter of May 26, wshich was also awaiting my
return from Washington this morning. e will now know a little better what to ex-
pect in connection with the gold shipmentse. I hope you will emcuse thie hastily
dictated letter. My desk is piled with work accumulated in my absence.

With warmest regards,

. Fuithfully yours,

Bontagu C. Horman, Esq.,
¢/o Bank of BEngland,
Threadneedle Street,
London, England.

BSzlljr'-"f""" g gl a 3
Encs.(' y of (g "5 :

P. 8. Both ¥r. Jay and Mr. Tremen will be in England this summer, and I will give
them letters of introduction to you.

B. 8.
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June 9, 1921

Dear Norman:

1 am sending you with this a copy of the Business
Summary, which is prepared particularly for the use of our
directors, snd attached to it is u confidentisl discussion.
The yellow pages are treated se cquite confidential because
they sometimes contain suggestione as t¢ the future course
of events, concerning which we never like to be guoted.

. I thought you would be interested in seeing the

way this kind of work is prepared by our information depart-
ment.

Sincerely yours,

Yontagu C, Norman, Esa.,
¢/o Bank of England,
Thrsadneedle Strest,
London, Englaad.

BS: Ml

Eace.
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June 13, 1921,

Dear Normen:

During the past month, I have been literally commuting bLetween New York and
Washington, and in the resulting confusion of mail on my desk, fear I have failed to
acknowledge the receipt of your letter of May 23. Moet of the mattere yvou refer to,
have developed to a point where comment would be = bit "stale."

I am glad that you maintained your athletic supremacy in France. We are just
now participating in a variety of such things over here, with more or less succees; my
own share being confined to golf, as I am prohibited from playing tennis.

The Treasury refunding program wae deferred only one month, and poesibly wisely
e0, because conditions have simce somewhat improved for the success of the undertaking.
.Subccriptiona close this week (Wedneeday) and on Friday something over $500 millions of
esubscriptions to two varieties of notes will have been already filed. We expect them
to run up to about §750 millionse, one-bhalf of that amount being for the three-year notes,
the proceeds of which will be employed in purchasing the Victory notee that mature in
1923. This operation will be continued from time to time as conditione are favorable;
but I think I have already sent you the details of the plamn. It was necessary to cut
down to 5 3/4%, which I fear has flattemed out the sucdese of the three-year note issue;
at the 8% rate it would have been a stunning esuccess.

About our rates, I have not yet confessed it to any one, and probably still

Vi

am not justified in cabling you; but it is not imposeible that we will reccmmend re-
ducing to 8% at our directors meeting on Wednesday. Our reeserve is now over 88%, com-
puted upon combined deposits and note liabilities, where, looking at it as you would, de-
‘xct.ing the 35% reserve required upon deposits from our total reserves, our note issue

would be almogt 100% covered. I would not heeitate to make a recommendation were 1 as
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fe , Montagu C. Norman, Esq. June 13, 1921.

confident as you seem to be, of increasing our rate later on should necessity arise.
' ‘ The delay in my replying to your cable in regard to the Austrian plan was entire-
”due to my abeence, and to being locked up in almoet comtinuous meeting: in Washington.
1 cannot discover any lack of appreciation among our friende in Washington of the serious-
nees of the Austrian situation; nor any reluctance to cooperate within the limiatione which
seem to apply here, im plameé: for relief. But 1 cannct help foresee some difficulties in
plecing loans here, as I have already written and cabled you. The technical situation
as o the Austrian debt (at present ¢24 millione of relief sdvances), and whatever other
indebtednese muy arise by reason of reparation claime end claime under the treaty, is such
that some Congressiomal action seems to be required if any subordination arrangement is
to be carried out, as suggested.
¥ M currency reform is brought about in Austria through the establishment of
& benk of issue, with a stable gold reserve at home and exchange balamces abroad, how
can such conditions be made permanent unless Austriem trade can be placed in balance?
Qn other words, will not Austria forsome time be & large purchaser abroad on balance,
and be tempted to use the exchange reserve for the settlement of balances? Ie& it not
the same old story, that any nation which hae a favorable trade balance can establish eny
kind of a currency system that it wants, and e naticn which hae an unfavorable trade bal-
anco can only have a sound curremcy eystem if it is able to negotiate extensive credits
abroad?
What I particularly liked about the suggestion contained in Blackett's cable
to Korgan's, was the indicatiom that the actual internal adminietration of Austrian
econumic affaire would be in the hands of able end impartial commissions. It must be
said that the composition of these commissione should be such as to appeal to our people
ae being disinterested and feir, and not likely to have selfish purposes in mind. 1
hope you do not mind my mentioning this quite frankly. There haveappeared in our press

‘ii uany stories of political maneuverings in Middle Europe of the kind that srouse dis-

trust, that ell suspicione of that character would need to be allayed st the outset.
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lw‘y sure that you and Blackett, and the others interested have this all in mind.
‘ Your cable No. 32 ie moet interesting, and 1 am delighted to learn of the
%bility of the settlement of the coal strike. The soomer the better. Ve are most
anxious to learn of develcpments in the Austrian matter, and I would appreciate your keep-
ing ue informed, as you were good enough to suggest.

I am enclosing for your very confidential use a copy of a letter which 1 have
just written to Mr. Gilbert, Assistant Secretary of the Treasury, about the reparation
paywents. This situation presents meny puzzling features, snd I would very much value
and appreciate your views after reading the eanclosed.

¥ith warmest regards, and wany thanks for your letters and cables, I am

Sincerely yours,

Montagu C. Norman, Eeg.,
¢/o Bank of England,
Threadnesdle Street,
London, England.

BS:EM

Enc.

P. 8. Osccasionally, you will notice articles similar to the encloesed, speculating upon
the rate policy of the Bank of England, which might lead to the thought that it came
from thie office. These are, however, based upon dispatches from London, and nothing
is ever stated or suggested at the bank, which would be the basis for such publications.

1 suppose you realize this without my writing it.

B. 8.
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FIDENTIAL June 18, 1921.
My dear Horman:

You have doubtlees heard some rumors of banking difficulties in New York, and
I am writing you most confidentially what the facts are, as I think you should know them,
and you will then be in a position poesibly to answer some ingquiries with a better
Knewledge of the facts.

Some years ago, some of the leading New York bankers and banks organized a
foreign trade.conpany called the Mercantile Bank of the Anericas, The principal interested
parties were: J. & W. Seligman & Co., Brown Brothere & Co., Guaranty Trust Co., Shawmut
National Bank of Boeton, and somé other out of town banking institutions. It was, in s
measure, aa outgrowth of the old Bank of Hiearagua, which was largely controlled by
Mossrs. Brown & Seligman, and whose business originally wag trade banking in Oeantral and

: :..Sauth America, Cuba, and mors recently in the East. The collapse of commodity pricss,
and the shut-down of remittances on South America left them tisd up with a large amount
of goods and contracts for financing goods, so that scme months ago the interested bankers
had to stey in snd furnish the necessary funds to take up their bills. Matters seemed
to have gone from bad to worse recently, and in order that a th@#rough clsanup might be
effacted, some $20 millions of new capital was furnished to the Mercantile Bank, and in
addition, credits of from $35 to $40 millions were provided, which, of course, is ample
to put the hank in condition to meet all engegements, and to continue as a going concern,
#ith an unimpaired organization and personnel. Prom information received fron\the
officers of the bank, I gather that while theoy must sustain come severe losses, tﬁey will
now be well protected, and mo apprehension need be felt by any of their creditors,vnor
the oreditors of their allied institutions. The liquidation im South Americe wilf‘bs

.slat, but it seems now to be at the low-water mark of prices, and I should look for
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The largest single interest in the Mercantile Bank ie held by the Guaranty
ht Company. A rumor that assistance had to be rendered to the Mercantile Bank by
ite principal stockholders, and credits furnished by the New York banks, led to a lot of
unwholesome goesip about the Guaranty. It happems that there had been some political at-
tack on the Guaranty Trust Company recently, which led to ocur lgking s review of their
affairs. They have, ae you know, & capital of €25 millions, a surplue of a like amount,
and have shown in the neighborhcod of $10 millions of undivided profite. They had un-
disclosed profite in addition smounting to sbout $10 millions more. Our review of their
affaire, based upon the last examination by the State Banking Department, leads us to
belisve that even though & liberal allowance for undiesclosed losses due to merchandise
depreciation, etc.were made, they will have considerable profits over and sbove their
capital and eurplus. The tank does & large business and heas a large earning power, and
is aggreesively manuged. I find nothing whatever to be uneasy about, except such un-
easiness as one always feels where rumor and goseip 18 flying about in regard ﬁo any bank.
'.%haro;vus some talk about the bamk, as you will recall, six monthe ago, or thereabouts,
all af which died down, and I snticipate this will slso. Their deposits show no
appreciable decline, and the only outward evidence of the whisperings about the street,
is a decline in the quotation of the stock to sbout §240 or §250 a share; a loss of
$30 or $40 a share from recemt high price.
The Guaranty, of course, is no differeuﬁ from any other bank in this country
ﬂor abroad, in that it has accumulated a certain amount of slow loans. No bank which
has qilninod in buginess over thie period could have done otherwise. I suppose you
roalléo that the mere fact of the existence of our bank in itself allays these feelings
of uneasiness; and I have no hesitation in stating that I expect to see nothing of a
disngreeable character happen in connection with thir or any other matter of a like
character im New York. We keep pretty closely posted on banking conditions here, and

@~ seperal I think it may be seid that we are in excellent shape  in this part of the
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wtry, considering what we have been through.
: | The banking difficulties now being experienced are primcipally in the

agricultural sectione, where in the South, cotton has been a grest problem, eellimg es it
ie now, below the cost of production; in the middle West, where lsnd epeculation under-
mined the stability of the banking situation in the rural sectione, especially in Iowa;
and in the far Weet, the Dakotss principally, where the ridiculous performances of the
nog-partisan league led to locsal troubles.

S0 far as we are aware, the bamking situstion in all the large centers is
sound and getling stronger every day.

Please trea* the above with Lhe confidence which it reguires.

With warmest regards, I an

8incersaly yours,

Montagu C. Borman, Esq.,
o/o Bank of Eagland,
Threadneedle Street,
Londen, Englanl.
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FEDERAL RESERVE BANK

OF NEW YORK

“Se0

X B

¥'a
June 16, 1921. O s
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Dear Normans:
I thank you for ycur cable No. 33, received June 14,
reading as follows:

"No. 33. STRICTLY CONFIDENTIAL FOR. GOVERKOR.
Your second letter June 2. Position regarding
Reparation payment unchanged but meeting of
Entente Treasuries may be held shortly to con-
sider temporarily accepting payment in Europeen
currency at agreed rates. If meeting success-
ful no subsequent doller purchases by Germany
should be needed. Meanwhile no further payments
are actually due by Germany to Reparation Commission
but Germany may of course accuire dollars for future
use. "

Your courtesy in keeping me informed as to the matter of
reparation payments is fully apprecisted.
With cordisal regards,

Yours sincerely,

vontagu C. Norman, Esq.,
¢/o Bank of England,
Threadneedle Street,

london, England.

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



-5 =

June 20, 1921.

Dear NOrman:

With this I am sanclosing copy of a note of introduction which I have
given to our ¥r. Pierre Jay, concerning whom I want to write you a fewr separate
lines.

He is visiting Eurcpe with his wife and daughters for recreation,
primarily, but wishes to tuke the opportunity of meeting some of my friends in
London, and especially your good self.

’ P ¥y 8

Nr, Jay, I think you wili recall, is a meuwbsr of one of the most
distinguished famiiies in this country, and, after cver gix years of intimats
association with him in the Bank, I feel that he exhibils, as well as any man
I know, the old sduge "Dlood will tell."™ We entered the gervice ¢f this inetitu-
tion together; Lave run it as partners evsr since; and it has proved tc be one
of these happy associations, with nc difference of views or policy to mar it.

I know of no one for whom I have a higher regard.

You may discuss matters with Mr. Jay as freely and frankly as you would
with me, and you will find him exceedingly well informed upon conditions and
matters in this country, and especially scund in hie point of view in those mat-
ters in which we are particularly interested.

#hile I have not wished to burden him with a lot of letters, nor, on the
other hand, to burden my friends in London with any obligation of courtesy, I have
given him notes to the following: Sir Robert M. Kindersley, Mr. Gaspard Farrsr,
Mr. Hartley Withers, Sir R. V. Vassar-Smith, Mr. Henry Bell, ¥r. Arthur W. Kiddy,
8ir Brien Cokayne, and the Right Honorable Reginald McKenna, some or all of which
he hopss to present during his stay there.

Just before he leaves (he is absent the first of this week on account of
the marriage of one of his daughters) I shall have a long talk with bim about the
Austrian matter, concerning which you have written me so fuliy under date of June 9,
also in regard to the Reparation paymeni snarl which we have besen watching as closely
as posseible.

To refresh your memory as to the organization of the Fank, Mr. Jay's
poeition as Federal Reserve Agent makes him the representative of the Federal Re-
serve Board, which is the supervising body. Be is one of the three Government ap-
pointed dirsctors of the Bank, and the Chairman of the Ecard. In assense he repre-
sents the supervisory authorities of the system, as distinct from the operating side.
In the case of this Eank, as distinguished, possibly, from the other - R9serve Banks,
we have not permitted thies line of demarcation to influence the Bank's affairs more

igitidasd FRAgHRally, as Mr. Jay carries much of the reponsibility of actual management
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Jnd is regarded as an officer of the Bank juet as much as I am,

i‘ I do hope that you find him, ae I am sure you will, a most satisfactory
and helpful visitor at this time.

1 shall write you separately in reply to youre of the 9th.
¥ith warmest regards, believe me,

Sincerely yours,

Montagu C. Norman, isqg.,
Bank of Engliand,
Threadneedls Eirset,
London, BEangland.

BE.KSE
Enc.
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June 20, 1921.

Dear Norman:
This letter will be presented to you by my friend and
associate, Mr. Pierre Jay, concerning whoee visit to London 1 am writ-

ing by eeparate letter,

I feel very sure that you will find pleasure in having a
chat with Nr. Jay, and he is looking forward tc the pleasure of meet-
ing you during his stay in England.

1 have not hesitated to aseurs him that he will receive a
cordial welcome from my friends in Lomndon.

Assuring you in anticipation of my ap,reeiation of any
courtesy you may show ¥r. Jay, 1 beg to remain,

Faithfully yours,

Montagu C. Norman, Esq.,
Bank of England,
London, England.

BS. uSB
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June 20, 1921,

My dear Horman:

1 received the second editicn of the "0ld Lady
of Threadneedle 8Btreet," which I shall take pleasure in
reading.

Sincerely yours,

Wontagu C, Norman, Ess3.,
¢/o Bank of England,
Threadnecdle Sireet,
London, England.

B XN
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FEDERAL RESERVE BANK

OF NEwW YORK

oy

June 20, 1921.

liy dear Norman:

I have for acknowledgment your letter of June. 7,

. <}0J)
enclosing recommendsations as to the financial restoration
of Austria, issued by the FEconomic and Financial Committee
of the League of Nations, together with the report made to
thut committee by the special Commission of Enquiry. I am
glad to have these reports, and shall read them at the Pfirst
opportunity.

Sincerely yours,

1L — [ PO 7
/

Montagu C. Norman,Zsq.,
¢/o Bank of Englend,
Threadneedle Street,
London, England.

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK

OF NEW YORK
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June 21, 1921.
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My dear Norman:
This is to acknowledge with thanks copy of
amended statement of claim in connection with the Soviet
gold test case, which you so kindly sent to us in your P

favor of Jug%jy.

(\o N

Yours very truly,

y
’

A 1/
,,_’v,,/) o
d ¢ I s 2
-\1,&'.&- pe Y/ /'.v'""7‘,

F
A O A
Y, D

F 4
Benj. Strong,
Governor.

Montagu C. Norman, Esc.,
¢/o Bank of England,
Threadneedle .Street,
London, England.

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



igitized for FRASER
tp://fraser.stlouisfed.org/

deral Reserve Bank of St. Louis

June 21, 1921.

Dear Norman;

This letter will be presented to you by my friend
and ussociate, ¥r. Robert H. Treman, concerning whose visit
to London I am writing by separate letter.

I feel very sure that you will find pleasure in
having a chat with Mr. Treman, and he is looking forward to
the pleasure of meeting you during his stay in England.

I have not hesitated to assure him ‘tha:t he will re-
ceive a cordial welcome from my friendg in London.

Assuring you in anticipation of my appreciation of
any courtesy you may show Mr. Treman, I beg to remain,

Faithfully yours,

Montagu C. Norman, Esq.,
Bank of England,
London, England.




June 21, 1%21.

Dear Norman:

I beg to enclose copy of a note of introduction which I
am giving to my friend and associate, Mr. Robert H. Treman, who is
sailing for Burope on the Celtic on Saturday of this week.

As you are doubtless aware, Mr. Treman is one of the members
of the Board of Directors of thig Bank, and was, until recently, one
of its officers.

#hile his trip to Europe is primarily for pleasure, he will,
I hope, take the opportunity, if time affords, to call upon you.

You will, I am sure, appreciate the Oopportunity of having a
chat with Mr. Treman, and I will greatly appreciate anything you are
able to do to make his visit an agreeable and profitable one.

With kindest regards and best wishes, I beg to remain,

Faithfully yours,

: Montagu C. Norman, Esq.,
‘i Bank of England,
London, England.

‘j '} ¥ ‘. . .. : ¢
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ttp:/fraser.stiouisfed.org/




My dear Normaag
The monthly statement of Lomdon clearing banks for

Bav

Kay 1921, has just been received, and I thank you for letting

me have a copy for my personal information,

Yours very truly,

Benj. Strong,
Governor.

Montagu Norman, Req.,
c/o Bank of Englané,
Threadneedle Strect,
london, England,

GRyBs




June 27, 1921.

¢ I am grateful to ycu for your fine letter of Jume §. Also for your cable
o which I have replied under No. 40, as per confirmation emclosed. And I
ﬁ%ﬁvo to acknnt!odgo your cable of June 23, sdvieing the reduction in your
b rate to § per ceat.

As to the Austrian matter, there is little to be said beyond what I heve
written you. Mr. Speyer ssiled for Burope on the Olympic on Saturday, and
o the same steamer took Mr. Hanauer, one of the partners of Kuhn, Loeb &

, 8o that if eapprosches are to be made to either, or both, of these houses,
have representativee on the ground. To refresh your memory, however, it
'known that theee two firme are not on the best of terms with each other and
9 becomé associated in floatations, 1 believe the only exception being the
e & Ohic Railrosd finencing, in connection with which I have been confiden-
informed they have an old joimt contract.

Since I last wrote you, the adaimietration bill, designed to give the
Secretery of the Treasury authority to negotiate the funding of the debt of the
allied governments tc our goverameat, has been submitted to the reepective committees
of the Senate and the House of Reprecentativee, and I am told that it will likely

;j, although it ie bound to meet some oppoeition becmuse of the broad authorities

l‘l,wh it providee to be given to the Secretary of the Treasury.

I heve not been able to be inm Washington for two weeke or more and am mot
ed as to how these matters are developing. It is obvicus, however, that the

r to negotiate muet be vested in a single individual, and naturally the Secretary
ihe Treasury, and 1 chould hope that Congress will grant this authority promptly.
eeme to be broad enough to cover the Auetrian situation, but of course I have no
pwledge what cttitude the Seoretery will take towards the scheme of subordination.
ould hope it will be favorsble because it appeare to be so obviously neceesary.

While dictating this letter, I had a call from J.P: Morgan, who hes :
iinated that under certaim conditione hie firm might be interested in handling the
xposed Austrian loan on behslf of the Lesgue of Nations organization, or of the
iseioners appointed to administer Austrien finances, and have accordingly sent

at once my cable No. 43, confirmation of which is enclosed.

. #hat you say about the possible political aspeots of Austrian rehabilita-
on has been in my mind very etrongly and is byall mesnes to be avoided. It should
inon-political, based wpon sound economic primeiplas, and avoid any taint of
Jitical maneuvering either on the part of the allied governments or on the other
id on the part of that element in Germany which feels that the only outcome for
tria is absorption into the Germam Republic. If euch a fate awaite Austria, it
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y 72 Mr. Norman June 27, 1921.

’riainly should not be undertaken at a time when Austria is helplese and limp, but
ther at a time when a suitable Austrian govermment csm deal with regard to their
F‘.o-n welfare and development.

: I am led once mere to comment upon the proposal for a foreign loan for the
purpose of establishing a gold exchange fund and of giving anything like artificial
stability to the Austrian exchanges. = To-day I do not believe it is possible for
any country to stabilize exchange rates or conduct such an operatiom ae the British
Government conducted during the war in "pegging" sterling at a given level, or even
holding fluctuations within & range of levels. Were Austria to attempt thie, it
seems t0 me most likely that the German arbitrageur would not hesitate to take

. advantage of the situation for the accumulstion of foreign exchange, which might be
needed for reparation or other foreign payments. The credit required by Austria
to stabilize exchange rates would be too large for Austria to obtain, even upon
' such security & could be offered, and with the friendly assistance of the League of
Natioms. ~

Adverting now to the reparations problem. As I think I wrote you, 1
cautioned our Treasury, and State Department as well, sgainst the possibilities of
exchange disturbances resulting from Germeny'e signing this huge obligation payable
in dollars, and hoped that the warning might have some effect; I know it was conveyed
to our representative. I had eassumed that with euch men se now compose that body
(the Reparations Commiesion) an appreciation of these mattere would be apparent at
once. But that does not eeem to bave been the case. The powers of the Commission,

. under the Treaty, ae I recall, sare broad encugh to ensble them to do wise things,
and possibly broad enough to permit them to do unwise things. Certainly it would
not be a wise thing for them to forece Germany intc competition with their own
countries, without limit, in the purchase of dollars the world over. It ie only one
more convincing evidence of the fact that the reparation will be made by the delivery
of goods snd the performance of services by Germeany, end whether the reparation bank
agcount is carried in New York, or London, or Paris, or in all three of these places,
or eleewhere, makes no differemce in the long run. Thoee who get the dollars, and
pounde, and francs, will eamploy th&&ﬁﬂ?ﬁmying goods from Germsny, to the detriment
of our own trade for the time being, or elee Germany will run against the stone wall
of exchanges so adverse, that further paymente will be impoesible. I can see no
outcome frem the eituation except through long years of readjustment with constant
disturbancee to trade, finance and exchange. Of course, if the German industrial
organization becomees so busily sngaged in turning out cheap goods, with which to
flood the world and gein the credits to enable reparation payments to be made,
Germany's workmen will wake up to the fact that they are only sble to do thie because
of the low standard of living and low wages, and their labor organizations will in
time begin to make demande which will increase coste again to something like a com-
petitive basie with the rest of the world, and then sgein we will see further de-
preciation in the mark, and eventually eome readjustment of s fundamental character
in Germany; in a word, the outlook ae to reparation paymente does not strike me as
alluring or hopeful. ~

Commenting upon your suggestion of a poesible combination between the
central banks of the countries concerned; thet might be a good plan, or at least
that might be the instrument through which to work out a good plan, if any plan is
possible. What is moet in my mind just now ie to ineure that the allied governments
which receive reparation payments in dollars, use those dollare ae promptly as

esible for the payment of debts im this country, or for the purchase of goods here.
fz ie the only way in which the pressure upon the dollar exchange will be removed.

dfor Rhs@Rllar balances are permitted te pile up im thie country indefinitely, and no
aser.stoaRREEgiravn againet them, them indeed the outlook for the exchange ie bad.

| Reserve Bank of St. Louis
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On one point I feel great umcertainty. If cooperation between the
central banke, which might mean youreelf, the Reichsbank, the Bank of France, and
burselves, were undertaken, how could enything be accomplished toward avoiding
exchange disordere so long as marks must be converted into the other currencies
sore rapidly them Germany exports goods? Is Germany zoing to be able to float
loans abroad? I see no hope for it here. And if large loans are flosated abroad,
thea Germany has the added obligation of interest in addition to the regular
reparation paymenta.

It strikes me that the opersation under present world trade conditione
becones an almost imposbible one, and ie liable to keep us in a state of suepended
specie payments and disordered exchangee for the rest af your life and mine.

These comments are simply thinking out loud, and somewhat as we might
chat at Thorpe Lodge, where 1 should like to be with you.

During the past two weeke 1 heve been reviewingz in my mind our conversa-
tion of last Chriestmae time, in regard to future policies. It seeme ae though the
great price reduction which has ewept over the world (im other words, the liquida-
tion which we were then discueeing) hes reached a poimt, certeinly in Cuba, the
Philippines, some parts of Soutk America, a comsiderable part of the East, and
poseibly in Europs, where the very peril which we enticipated may be srieing. With
the great reduction in trading profile snd incomes, are not government budgets,
certainly among the weaker neticns, liable to be imperiled? For the sake of the
better good, in the lomg rum would a deliberate policy of inflaticn be justified?

I have puzzled over this subject endlessly during the pzet few seeks, seeing as 1 do,
sugar selling at ome-tenth zt its high price, cotton at about one-fifth, rubber at

about one-sixth, wool at cne-fifth, &c., &c. The twelve baslc commoditiss which we
reduce to index walues, to-day show pricees st only about 5 per cent abeve the 1913
level, the premium being principelly due to steel and wsheat. For how long can the

merchants and bankers of the world stagger under thie situation? I =m inclined to
think that we can go ithrough without sny seriocus difficulties here, but how is it in
Europe? 1 would give a great dezl to have an opportunity to chat these thingse

over with you, and last weok was tempted tc cable to inguire if you could runm over,
if only for a week.

I hope you have not been disturbed by rumore of bank troubles in Hew York.
We have followed the situation very closely. Of course, some of our banke have
slow loans, but after a review of the whole situation I am satisfied that the banke
of thie district, and genmerally of the larger cities of the United States, zare in
good souad comdition, considering all that we have been through. There may be one
or two weak banks, but not of great importance, in the Niddle West, and there are
certainly a good many of our small country banke in the agricultural sectione which
have hard weather ahead of them, and we probably will see a succession of small
bank suspensions from time to time, but beyond this I anticipate no difficulties,
certainly none with which we are mot fully able to cope, and the rumors with which
thie town has been especially busy lately are the producte of dieordered imaginatione,
and poesibly speculators for declines.

If you have time to write me what is in your mind, quite fully, about
general conditions and policies, I would greatly appreciate it. I would much prefer
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' #a Juns 27, 1921.

tv have a vieit with you., Especially, I would like to hear in detail what the
reparations plan will be, ec that we may look forwerd = bit im our plams here.

‘-— Fith wermest regards,

Youre sincerely,

Kontagu Normen, Esc.,
c/o Benk of England,
Threadneedle Street,
London, England.

. BS ¢ M

Ence. (2)
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% £ERSONAL July 5, 1921.

My dear Horman:

Your dictated note of June 22, also your hand written note of the same
date, both reached me to-day. The first calle for no particular comment. We
at the bank will be glad to see the Soviet gold situation cleared up. I presume
they will have the same feeling in the Treasury, although, as you say, there is
likely to be little gold left for us to guibble about.

We were all delighted with the news of the setilement of the coal strike,
but I am still wondering whether the terms are sufficiently definite and final to
remove oauses of coutention for some time to come.

Referring to your csble No. 40, and my cable No. 44, I think I can re-
view the rate position of this bank in a wey that may make my subsequent cables
a little more intelligent.

Qur general policy would ordinarily be to reduce our rates as a con-
sequence of reductions in ratees in the markets; in other words, we would follow
rates down. The market rates which would govern our sction would be (1) the
rate for benkers bille (just now sbout 5 1/;;ii;ei§e market), (2) the rate for
treasury certificates of short maturity (juet now about 5 1/4%), (8) the success
of the Treasury in its recurrent offerings of three-year notes, and the rates
paid on such notes (the last issue made at 5 3/4%, now selling in the market at
& slight premium), (4) the rates for commercial paper (now at about 6 1/2% in
the market), (5) the estock exchange call loan rate (mow varying between 5§ end 6%).

You have it im mind, of couree, that our commercial paper rate corres-

ponds, roughly, tc the rate which your joint stock banks charge on their over-

draft sccounte., The ditforeﬁee between your position and ours being that
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'f member banke, whereas your overdraft accounts are not capable of "melting."

The only other coneiderations emtering into our policy are (1) general
consideration of public policy where, under present conditione, classical methods
. are not always the wisest, and (2) strictly political consideratione brought sbout
by the change of administration.

With money market conditions as they are to-day, we are hardly justified
in making & further reduction. Thie is after duly weighing the five factors of
warket rates above referred to. Consideration of gemeral public welfare leade
me to believe that the procese of deflation hae gone dangerously far here and
abroad. I gather that your own budget will show a deficit because of reduced
tax returne. The same may be true of ours, and if not true, it will be wholly
due to a determined public pressure supported by the new administration, te bring
about economy in appropriations. 1 firmly believe that the time for all credit

pressure passed some monthe ago, and should we feel that the 6% rate is causing

. pressure of a serious character upon borrowers generally, we would not hesitate
to reduce it to 5 1/2%. But I am not yet convinced that such is the case.

Ae to political comeiderations, those are gquite perplexing. Our new

administration is determined to make businese good, if means cen be found to do

80. It is not an easy thing to do, and I am quite out of sympathy with some of

our new associates, who think that lower rates will do it. The lowering of our

v

rate from 7 to 6%, in two bites, has created a certain sense of assurance, but has

had much less to do with the sentiment than has our very high reserve percentsge.
From all of the above, you may gather that there is always a poseibility

of a further reduction; that it is not iminent, but would become iminent upon any

further general lowering of outeide rates, or even if indications arose that such =

development was ilmmediately in prospect. I shall cable you the best warning possiblg,

. even though it were not more than a thought in my own mind.
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¢ 5 July 5, 1921.

A separate reply to your other note accompaniee this.
F = Fith warmest regards,

Sincerely yours,

Hontagu Norman, Esq.,
¢/o Bank of England,
Threadneedle Street,
London, England.
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CONFIDENTIAL July 5§, 1921.

My dear Norman:

Your hand written note of June 22, gives me a great deal of real
relief and satisfaction. VWere there not & prospect of some such prograa,
a8 indiecated in your letter, I would feel some anxiety about the futurse.
The time will come, and it may not be far distant, when we will likely have
importeat thinge to do together, and these can be better arranged if you
and I are in harness than under any other auepices; so I look forward hope-

fully to the future, and with the assurance that I would not otherwise

feel.

What you say in your letter is, of course, strictly confidential.
You will not mind my letting you kmow how pleased I am that the chancee at
least favor what I want very much to see done, and what obvicuely should be
donse.

¥ith warmest regards,

Yours sincerely,

%M/W\W /&w,u% (’/9_;\/1’
Montagu Norman, Feq., y
c/o Bank of Emgland,
Threadneedle Street,
london, England.

BS s W




July 11, 1921.

Dear Mr. Norman;

I am desirous of forwarding to the Treasury Departe
ment, for their information, a printed copy of the original and
amended "Statement of Claim" (as amended June 3, 1921), in the
case of Marshall v. Grinbaum and the Governor and Company of
the Bank of England, in connection with the Soviet Gold Test
Case.

As I have only one copy which I do not wish to re-
lease, would you be good enough to forward us several copies
for our confidential use, if they are obtainable.

Thanking you in anticipation,

Yours very truly,

Benj. Strong,
Governor.

Montagu C. Norman, Esq.,
Governor, Bank of England,
London, England.

&D/amP




CONFIDENTIAL July 12, 1921.

Hy dear Hormsng

Thank you for your note of June 27. Since I wrote you, the
Mercantile Bank situation has been developing under the direction of some new
blood which has been introduced into the management, and while it ie com-
plicated and difficult and presents many puzzling aspecte, I sm bopeful of the
eventual cutcome. One of their chief difficulties lies in the scattered nature
of their business over varioue parts of South America, and in the delay in
collecting up-to-date information. I ahall know more of their affairs by Lhé
time you are in this country and cam then tell you about them in detail.

There is nothing very new here, except that the goesip and depreseion
has in part disappeared, which is & great relief.

The confidential discuseion attached to the Businese Summary is usually
contained in the yellow pages. Those pages for June 8 were not particulsarly
confidentizl, but they sometimes are of that character, and are expected to be
left in the bosard room by ocur directors.

I can't tell you how delighted 1 am by the news contsimed in your
cable No. 44, received to-day. 1 have cabled you in reply, as per the enclosed
confirmation. Your cable left me in some doubt as to whether you would be
vieiting friends in Bar Harbor, oy vhether you were planming to stop with Addis .
and me at the hotel, which is,as you know, celled The Halvern Ian.

It just happens that I have never spent a holiday im Ber Harbor. It

is supposed to be a very delightful place, but rather foggy in August. 1 know

that you wish to vieit there and will be delighted to do so, but I hope that you




- #2 July 12, 1921

wi @ nevertheless spend sometime in or near New York. I have & beautiful house
at my disposal down on Long Island, where we can have & guiet and restful time,
teake some motor drives, and do exactly as we pléase, and where we ®ill be near
enough to New York, so that I cen at least persuade you for ome evening to teke
dinner with some of my bsmking friends and associates.

If you are mot wedded to the idee of visiting Bar Harbor, thers are no
end of nice places where we could spend & week or two with emjoyment, and where

it woulc be cool. If it ie poseible for you to epend & day or two in Washington,

-

I know that it would be greatly appreciated by uy sssociates on the Besrd, all of
& vy J *

C

whom would greatly like te meet you.

All that I have writtlen abcocul your visit spplice equelly to Addis.

It would be & perfect delight to heve = nice holiday with both of you, and my
plans will be shaped entirely to meet your plane, und in the hope of making the
holidsy worth while.

1 ehall await further word sbout your srrival, end when end where you
would like to have me meet you. I could go to Montreal, or join you &t Bar
Harbor, if you would prefer, or anywhere else, in case you settle upon some
other place.

With best regards,

Youre sincerely,

Montagu Sormen, Esq.,
¢/o Bank of England,
Threadneedle Street,
London, England.

BS. Mu




FEDERAL RESERVE BANK

OF NEW YORK

s 0

July 13, 1921

Dear Norman:

Our Statistics Department is going to find most
ugeful the monthly statement of the London clearing banks, the
lay copy of which was sent me. If you would be kind enough

to ask the proper suthorities to place the Reference Library

of this Bank upon their mailing list, it would be keenly

appreciated,
M Youry sincerely,
/
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Governor. /
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July 21, 1921,

Dear Horman:

I thank you for your cablegrem ¥os. 51, advising
of the reduction in your bank discount rete to 5§ 1/24.

Ae cabled you under date of July 20, similar
action was taken by the New York, Boston, Philadelphia,
and San Prencieco Pederal Reserve Banks, effective to-
day.

Youre sincerely,

dontagu C. Norman, Eeo.,
¢/6 Bank of England,
Threadneedle Street,
London, ®ngland.
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FEDERAL RESERVE BANK

OF NEwW YORK

e

G/
August 9, 1921. / AY

Dear Normans

The three copies of the amended statement of claim, as

well as the three copies of the judgment in the case of Marshall v.
Grinbaum and the Bank of England, were duly received in your letter
of July 27, and for which we thaak you.

()ﬂz}

he copy of the London Clearing Banks' June Statement has

likewise been received, and we note that this statement will be

regularly sent to us from month to month.

Yours sincerely,

Montugu C. Norman, Esq.,
¢/o Bank of England,
Threadneedle Street,

: London, England.
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September 14, 1921.

Dear Normun:

Your wireless message vis Quebsc haes given all of the officers

of the bank very much pleasure. e bope thet you and Addis left feeling
that you were indeed members of the family. It has done us all a great
deal of good to have you here. It has done me more good than any one
else for reasons which I expleined to you verbally, and now I am looking
forward to hearing the reeult of your meetinge with Jay.

On reaching the office yeeterday 1 found a letter from Hoover,
stating that he wanted to see me before sending any further comwunication
on the subject of our discussion, ae some matters had come up which reguire
further talk. 1 shall see him next week.

To-day will be my first opportunity to write Mr. Jay something
of what bas been going on, and meantime will you be good enough to tell him
when he calls that things are reasonably guiet at the bank, snd while we
mise him we do not expect to see him back until about the 15th of Cectober.

#ith warmest regards,

Very eincerely,

Montagu C. Norman, Esq.,
¢/o Bank of England,
Threadneedle Street,
london, England.




o CABLE

September 24, 1921.

Bank of England.

No. 90 « OStrictly confidential for Governore.

Replying your number 78 and Jay's separate cable:

First. Have so far been unable to see Secretary Hughes but
hope to in next few days.

Second. Believe advamces for food relief desirable notwithstand-
ing last paragraph my number 82 upon theory that fall of present government
which enjoys reasonable confidence in Ewrope would greatly jeopardize
possible future reconstruction plans more than anything else that could
happen.

Thirde Think Jay should get Vissering's point of view if time
permits even though you unable to go.

Fourth, I am sending copy your cable ani Jay's to both Hughes
and Hoover agking latter whether it would be permissible to suggest applica-
tion here for America to participate in food relief.

Fifthe Think there is some danger involved in holding ocut even
remote prospect of reconstruction relief if we cin give no assurance now
that such relief will be ultimately forthcoming, as ultimate collapse wauld
then be mare serious &nd difficult to deal with.

Sixthe Show this to Jay.

Q4 -
Strong




s
g

73‘\701‘0.8. | October &, 1921

Via WU

Bank of Englard.
Londone.

#95 ©Strictly confidential for Governor Referring to paragraph first
my #90 please discuss following with Jay. 1lst Interview with secretary
disclosed no objection to plax?,‘finvestigation but any obligation commitment
or official sanction by adminstration impossible at present. 2nd Probable
ratification German treaty October 15 may facilitate matters somewhat
éra  Hefer paragraph fifth my #90 will it be safe to undertake investigation
now and raise hope of American assistance so long as doubt exists as to

A pacsage 0f act enabling suboruination of claims

B ultimate cooperation of American Government so far as requirea for

carrying out any plan uadoptea

C American Bankars willingnessto consider furnishing required loans
4th As there is no objection to our proceeding entirely upon our own
responsibility ana without publicity suggest that Jay inform nimself fully
while in Lonaon and we postpone decision zs to our attituce uutil his retumrn

after treaty probably is ratifiea

5th Cabls views and suggestions Stronge.
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liy dear Normean: .
D

I am sending you under separate cover & report of
the Hearing before the Joint Commission of Agricultural
Incuiry on the Federal Reserve System, early in August.

I am sending this with some diffidence. It must
be regarded as the effort of en amateur, so far as the
discussiop of economic questions contains expressions of
my own opinions. But it includes a great deal of materisl
concerning the orgenization and policy of the System which
has never before been put into print. Our testimony was of
neceaecity impaired by interruption, but I think you will
find the volume of some interest.

fours sincerely,

/ 7
?-’r:) ” yr" /
i - -
]2

y
1% oy
/ 7 4 7% / - > I /
/C\;C_,r./., o & V4 {..4 o
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- Montsgu C. Norman,_ Esq.,
c¢/o Bank of England,
Threadneecdle Street,
London, England.
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PERSONAL November 1, 1921.

Dear Hormen:
I am trying to catch up with &- terrifying accumulation of work which

includes various matters that I have been intending to write to you sbout for

some weeke past, eo you may expect tc be deluged & bit sith letters.

In order that you may be poeled as W & most rscent development in the

Austrian affair, I some time ago received a call from Mr. H. E. Benedict, who is
a friend of Mr. F. A. Vanderlip, and who left with we a letter frow Mr., Venderlip,
advising that the latter had arranged with the Austriaa Government to have a
delegation of government officiale and financial people visit thie country in an
effort to negotiate arrangemente tc carry out the League of Natione' program

of last Kay.

Mr. Benedict called at the Treasury, the situation was explained io
him as you and I underctand it, but I eam unable at this writing to advise you
whether or not the Austrian representatives still expect to wmisit this country.

It may have been natural enough for Mr. Vanderlip to make the sugges-
tion, but it would have been more prudent to cable in advance tu see if the
suggestion wae a wise one. If these gentlemen visit Amsrica, 1 shall endeavor
to make use of that opportunity to get some first-hand iaformation, but beyond
that see little that they can accomplish.

The funding bill has been amended in the House suv as to vesl power
to negotiate adjustment of the foreign loane in & commission of five, one of
whom shall be the Secretary of the Treasury. The commission ie to be appoint-

ed by the President in the usual way. There seems to be no provision for

their compensation, and it would appear likely, although I have no knowledge
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on th;a point, .that the appointments might comprise one or two representatives
of the legislative branch of the government, as well as men from private life,
who have some knowledge of these matters. 1t seems to me also quite likely
that Mr. Hoover might be appointed. This is, of course, surmise. The bill
has yet to be introduced into the Senate in amended form, and no one can
propheey what action will be taken there. It will not be considered, I hear,
until after the pending revenue bill is passed in the Senate, probably some time
this week, and until the emergency tariff bill is also out of the way.

My talk with the Secretary of 8tate in regard to the non-political
arrangement for Auetria brought out the fact that further consideration had
apparently convinced Mr. Hughes of the unwisdom of a formal commitment by our
government at this time, even to the extent of expreesing no objection to such
a program. Between the linee I read that there would in fact be no objection
if the matter were undertaken privately and without governmental eupport or
responsibility. On the other hand, it leaves any such program in a perilous
situation because political or other developmente might, witbout some such
preliminary understanding, lead to a subsequent repudiation and withdrawal of
eupport, which would necessitate complete asbandonment of American participation.
My continued absence has prevented discussing the matter with lr. Jay, but I
hope to d &0 to-morrow, or next day, and will then endeavor to adviee you more
definitely of what we propose to do. My personal inclination is to take the
firet opportunity to visit the other side so ae to form my own opinions on the
ground.

With best regards,

Faithfully yours,

Montsgu C. Norman, Esg.,
c/o Bank of England,
London, England.
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PERSORAL November 1, 1921,

My dear Korman:

Thie letter is intended to round up & variety of matters not touched
upon in my separate letter of this date, and especially to reply to yours of
Uctober 13.

You were certainly very kind to Jay, and I venture to surmise that
what I had prophesied as to his fitting into a comfortable mniche in your eircle
proved to be the case, at least the pleasure with which he speaks of his visit
with you at your home and at the bank would indicate that you found him all
that I had desecribed.

o I am anxious tc promote the plane we discussed exactly along the lines
“indicated in your letter of October 12 to Vissering, and am pleased that ‘he
sppears to take a like view of the advantages of such relationships.

A letter recently received from Vissering indicates that he is expect-
ing to strengthen and extend the relations now establiched between his bank and
cure, and I am wondering to shat extemt you brought cut the point which we dis-
cussed when you were hare, ag tc the exclueive nature of such agreements. I
believe, as you do, that if we are to represent De Nederlendsche Bank,(or any
other bank o¢f a like character,)in this country, we should do all of their

business here, end that they likewiee should transect =ll of our bueiness in

Holland. The eame should apply to any other relationship of like character.

The practical difficulty im applying this principle at the moment would be
with the Bank of Japan, where we, as no doubt you, find that they have important
relations with branches of their own Japanese banke in foreign countries.

I have never raised that matter in correspondence with the officers

http:// ouisfed.org/
Federal Reserve Bank of St. Louis
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) s shortly to be here as financial advisor to the Japanese Delegation to the
6:;ference on Limitation of Armament, and I could well make that the oppor-
tunity of discuesing our plans in general, and this point in particular. How
do you feel about that?

My own mind is set toward the desirability of making a trip to Europe
some time this winter, possibly immediately after the first of January, but not
until the passage of the funding bill by our Congress, and I am able to learn
with a little more certainty what the prospects are for dealing with the Austrian
indebtedness to the Grain Corporation. On this point, I would also appreciate
your views, especially with regard to developments in Austria,subsequent to your
visit, which seem greatly to have increased the difficulties which any program
is likely to encounter.

As a separate subject, I am sending you another letter by this mail
containing the rougheet sort of a suggestion in regard to exchanges, which I
discussed informally at a meeting of the Governors of the twelve reserve banks
with the Pederal Reserve Eoard last week, and which wae very well received.

It ie not a matured proposal at all; hardly more in fact than the glimmering
of an idea which would require a great deal of discussion before I would myself
be willing to recommend it. (se® postscr;;t)

The attacks upon the Federal Reserve System have really received no

substantial support among responsible people, so far as I can discover, and those

who are making the attacks have now descended to the point of charging extravagance

in the management of the bank, payment of outragecusly large salariee, &c., &c.
It has become rather fantastic, and, if I may say, puerile, and I shallnot even
burden you with an account of the affair.

We are cabling you in regard to rates yesterday and probably to-day,

the subject just now being considered by all the reserve banks most earnmestly,

and being further considered to-day at a meeting of the eastern members of the
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a-'ederal Advisory Couneil. I cannot tell what the outcome will be until telephone

#3 November 1, 1921.

message reaches us from our representative, who happens to be Mr. Alexander in

Mr. Warburg's absence. If there seems any prospect of the suggestion which Nr.
Jay and 1 are now prepared to make, being favorably considered by the Council

and by our board, we will of course cable you later to-day. Jay and 1 both wieh
to see rates at New York reduced to 4 1/2, but some of the other Federal reserve
banks maintain present rates and our lower rates will then have the effect of
making New York a cheaper borrowing merket for those sections of the country which
are just now somewhat extended.

By late afternoon we hope to send you a cable giving eome better in-
dication of our possibilities than we were able to do yesterday. Money ie not
easing st New York quite as rapidly as 1 had expected, principally I believe
because of the large amounl! of new security issuee which are being isesued, and
the distribution of which to investore throughout the country, of course, takes
time.

Yours sincerely,

Montagu C. Norman, Eeq.,
¢/o Bank of England,
London, England.

BS: MM
P. S. The letter to which I refer, requires further thought, and I shall hold
it for further opportunity to diecuss it with Mr. Jay before mailing.

Ay

B. 8. ‘Awse my cag
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PERSONAL 7y [ 4/ November 1, 1

My dear Norman:

It has always seemed to me that the many plans suggested for remedying
the foreign exchange difficulties were fundamentally uneound eand practically
imposeible of adoption for various reasone, but principally because they failed
to take adequate account of the fundamental causes of the present disturbaacee
and fluctuations in the relative values of the different foreign currencies.

The principal causes of these disturbances are mostly the following:

(a) Unbalanced government budgets;

(b) Unreetricted issues of paper currencies;

(¢) Suspension of gold payment;

(d) The uncontrolled payment of reparations by Germany in amounte, and
at a rate probably more rapid, than Germany ies capable of paying;

(e) The existence of a fluctuating current account of indebtednese be-

tween certain of the nations in excees from time to time, and at the moment required,

of available supplies of exchange with which to meet the indebtedness;
(f) And as a poseible additional factor, mo certainty as to what will be
dorie about the pdyment of interest and principal of the inter-allied debt.
To attempt to etabilize exchapge between moet of the nations under these
conditione would simply mean that vast eums would need to be loaned, prinmcipally
in connection with the settlement of existing indebtednese, the repayment of which

would often be most uncertain, and the final effect of which would be eimply to

postpone the day of settlement and possibly lead to conditione woree than mow exist.

It is, however, a fect that certain of the European nations to-day have

budgete reasonably in balance, are not inflating their currencies, have a substantial
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’Jold reserve in their banks of issue, and present a reasonable poesibility for

=4
/

stabilizing their exchanges, as measured in dollare, between certain limite, al-
though not necessarily the so-called gold shipping points. These countries are
Holland, Switszerland, Denmark, Sweden, Norway, and in the East, Japan. None of
these exchangee ie at very great discount as to dollare. No plan for etabilizsation,
however, would produce the results broadly desired without including sterling, and
the difficulty with sterling, as distinguished from the six named, is the size

of the discount and the probable impoesibility of entirely eliminating it.

Certain studies which we have made at the bank would indicate that a
relatively emall smount of oredit employed in"dealing in exchange, if the dealings
were skilfully handled, could probably be made the means of stabilizing the
exchangee between the eix countries named and the United States at about gold par
of the respective currencies; and I have some confidence that much the same thing
could be accomplished with sterling at some arbitrary points to be fixed from
time to time, only provided a coneiderably larger amount of credit were em#loyed
for the purpose.

The difficulty which the banks of issue would encounter in undertaking
any program for stabilizing exchanges with thie country is the enormous) risk of
loss on exchange fluctuations in cese the plan failed and they found themselves
short of dollars when such trading sccount had to be settled. My thought of
dealing with thies matter alwaye reverte to the illustration which I recall repeat-
ing to you; that an exchange map of the world would to-day show the United States
occupying the only territory, cvlored say yellow, which was equarely on & gold
basis, the colors of all other csuntries shading away from that to black, where
the discount on exchange was ®o great, and the fundamental causes so hopelessly
beyond control that mo hope of recovery to gold par could be entertained for
many years. Therefore, the suggesticn to group arcund the United States thoee
countriee which most nearly approached our own condition (a shade off of gold)

and endeavor to set up an arrangement which would arbitrarily and artificially
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‘ "'pron:ot.e et,al;ility at about gold par; and those are the natione which 1 have
' named. Now the only way in which the risk of exchange can be eliminated is by
basing amny operation undertaken upon gold; that is to say, ultimate loss in any
large amount can be limited to the extent that the "position" is limited to the
amount of gold which each participant would be willing to ship in settlement of
his share of the account.
Thie leads me to the suggestion that if each of the countriee named,
in proportion to their means, to the volume of their trade,and consequently to
their exchange transactions sand balesnces, were willing to enter into a gold
contract witb each other and with us, to ship gold ultimately, and poesibly at
some quite distant date, in eettlement of the pet balance of the exchange trad-
ing account, we might then establish an orgamization for furnishing exchange
when it wase needed, and for buying exchange when it was not needed, so ae to
. introduce the stabilizing influence of organized central Sank buying and selling.
Let us suppose that thie plan was extended to Englend; your contribution being
much larger than the others, might it not then be poseible to reasonably etabilize
your exchange within certain limits even though as much gold would ultimately be
required from you as from all other participante combined?

¥r. Snyder bas been locking into this matter and gaine the impression

4

that a-tetal aécauﬂt of ¢200 millions gold would support the total possible
commitment to furnieh dollare which might ultimately arise from the operation of
such an account; that ie to say, suppose you furnish 150 millions, and the
other eix nations together furnished a like amount, that would be the capiteal,
s0 to spesk, of the trading account. The entire amount of dollars required
might be furnished by advancee made by the Federal Reserve Banks during the

period of operation. An orzanization migbt be set up in london and New York

for a central control of this trading. I am not sure to what extent the
trading should be exclusively in dollars, and to what extent in other currencies;

in fact, the detailed operation of such a trading aceount I have not thought out
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at edl. It is, however, a fair statement in ay opinion that I believe the

current existing balances of trading between these natione are not eso exceesive
but that they might be dealt with upon some such plan as the above, provided al-

waye that the partics could be inesured at the outeet against the intrueion of
}
\eparutiou purchacses of various currencies out of credits obtained by Germany in

erious parts of the world. 1t, therefore, seems to me that the possible
\
:

népeeeary preliminary step to any such plan as this would be a better understand-

\

ing of how reparation payments may be regulated and controlled so as to avoid
throwing further burdens upon the world's exchanges due to Germany's frantic sell-
ing of marks at constantly declining values in various markets. It is not at
preesent the trade which is causing the difficulty; it ie the payment of old debts
without any regulation of the amount paid with relap}oq to capacity to pay.

If this plan eucceeded, there would beﬁze;;n'nations with exchanges
practically restored to parity with ours, and with maximum fluctuations reduced

‘ to a wean, and sterling would be stabilized at eome level comparable to the present.

The plan might, and should, preclude such a epectacle as the decline in sterling
from $4.01 to $3.53, and subsequent recovery to $Smggiﬁin a few monthe.
It might also be borne in mind that if after the end of a year or two, or

i even longer, it was found that the account could only be settled by shipments of
gold; in other words, that the premium on dollars had gotten beyond control, then
it might be poseible for the governmente of these various countries to negq&iate
long-time loeams in the United States for the sole purpose of settling balances owing.

It seems to me that while thie plan is opéen to the charge of experimenting,
it aleo has the advantage of insurance against heavy loss because of the gold
commitment, and it has the very great advantage of affording an experience which

I regard as essential to the development of any ultimate ' solution of the Bxchange

troubles. With best regards,
Youra sincerely,

Montagu C, Norman, Esq.,
¢/o Bank of England,
London, England.

BS: MM
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November 2,

My dear Norman:

Thank you for your letter of the 21st ultimo, advieing of your
vieit with M. Lepreux of the National Bank of Belgium. I had' the pleasure
of meeting him, and, in fact, when I was in Belgium in 1019 discuseed in a
very general way something of this sort. ¥e have relatione with the bank
in connection with reparation matters, snd I have had opportunity to meet
most of the officers, aes well ae to entertain two of them when they were in
New York in 1919, following my vieit in Brussels. They impressed me as
men of ability, and with a keen appreciation of the importance of such an
arrangement as you discussed with the Vice Governor. I would be much in-
terested tc learn of the possibilities of some diecussion along this line
with any of the Scandinavian banks. When this preliminary ground has been
coverad, it will then be important to get a more concrete discuseion of
objects to be accomplished, and of methods as well. Whenever you feel
the time has arrived to make progress to that extent, please do not hesitate
to write me and give me your best suggestions.

Referring to our cables of the last few daye about rates, it locks
ae though a general reduction would be made by the reserve banks, with the
highest ratee 5§ 1/2 in Richmond, Atlanta, Minneapolis and Dallae, all four
of which are mow borrowing from other reserve banke; with 5% rates in
Cleveland, Chicsgo, Kansas City, 8t. Louis and San Francisco; and 4 1/2%
ratee in Boston, New York and Philadelphia. This will be a rather notable

reduction, and as it will be substantially simultaneous, should have a
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“ considerable influence upon public opinion as to what is developing in credit
matters. 1 hope that you will not only not be embarrassed but rather
aesisted in cdealing with your own probleme as the result of thie new develop-
ment here.

With cordial regards,

Youre sincerely,

Montagu C. Norman, Esq.,
c/o Bank of Fngland,
Threadneedle St.,
London, England.

BS: ¥
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Dear Norman:

We had two distinguished visitore from London recently, and I want
to advise you something of their reception here.

Mr. McKenna seems to have visited about everybody of importance here
and in Washington, and so far as I am aware has made one public address, the
burden of which was to urge wiping out ;i?ti;raéligsf While his remarks, and
the statement which he made upon the eve of sailing, have had conesiderable
publicity in the prees, I cannot eay that they have made a very deep impression.
He is an interesting talker, and while I wae unable to meet him, except for a
short visit in my own office, he has been entertained privately by bankers and
others, and I have no doubt has advanced the views that he holds with a good
deal of vigor.

As to Sir Drummond Fraser; he has been making addresses in various parte
of the country, and either because of conviction, or the natural desire to be
courteous, or because of lack of understanding of the whole problem, or for all
three reasons, I think he has been fairly well received in the plans he has
been advocating for the extemsion of the ter Meulen scheme.

But thie can hardly be regarded as more than an expreesion of views,

as no crystallization of opinion into action seeme possible without a far better

uhderstanding of the Furopean situation than is now held generally im this

country. The American Bankere Association appointed a committee, of which Hr.

Kent ie chairman, to look into the subject further and make a report.

' These vieite are interesting and instructive, but I feel that reserva-
tion ie needed as to any concrete results being anticipated. :‘ 'S BY CASLE, Dare
NS'D '8Y LETTE! ve (17,0
Digitized for FRASER Yours sincerely,c. . .... ., : u }ll*(
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Dear Horman:

Thie note is to confirm the receipt of your cable #6 and my reply
#7, which 1 can assure you has been the cause of the wmost profouad satisfaction
to both Jay and me.

1 suppose it is a fact that in none of our businees relations has the
personal relation played soc large a part se in banking. A it has long
been the cause of some uneasiness to me that shen the time comes for you to re-
tire as Governor of the bank, your successor may not feel the sawe interest and
be inepired by the same purposes that have characterized your attitude from the
start in building up an understanding between your institution and oure. There
is s0 much to be done from now on that is important to both of us, and our
succees in accomplishing anything depends so much upon these personal relations
that I look forward with dread to the day when you will be succeeded by some
unknown pereon with whom I may not have the same intimate snd affectionate

relations that 1 have enjoyed so greatly with you.

At lewst now we have the assurance of sixteen months without change,
and I am delighted beyond expression, and it inspires me with hope which other-
wise I would not feel at all.

1 have been shamefully dilatory in sending you a letter which in fact

has been drafted, but is still being considered by Jay and myself before mailing.
‘ 1t relatees to the first move toward something actual in our relations, and I

will send it just ae soon as I feel that I am justified in doing so.
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jo #ith warmest regards to you and to Mr. Trotter, and my congratula-
tions and good wishes to you both, I am,

Very sincerely yours,

Montagu C. Norman, Esq.,
Governor, Bank of Enzland,

Threadneedle Street,
London, England.

BS: MM
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@G NFIDENTIAL November 25, 1921.
.

My dear Norman:

four letter of Uctober 28 has had a few days consideration by both Jay and

myself prior to attempting a reply. On page four you write "What I want to know

from you is what is your opinion of the idea, what the attitude of your Administra-

tion would be and of course any better idea that mey ccocur to you." I am not certain

from the language whether you wish me to sound cur government or not, so have cabled
you to-day as follows:
"#8. Heferring your letter October 28 do you deeire me to eound
our government regarding proposals contained in accompanying

memorandun or simply exprese my personal opinion."

1f you wish inquiry made, I can do so discreetly and will advise you later of

reeult.
First as to your vieit from President Havenstein and Mr. Kauffmann. 1 am
.iv‘UCh impressed indeed by what you write. It may be that this ie partly senti-
for your letter indeed presents a sad picture of an old man bedart broken and
, '“¢ointed and apparently helplese in the face of events. I bhave been told that
?‘ :

SeE 29 }ﬁ a most reliable and conscientious banker, but that he has lost his prestige
Ny

rmany because of the failure of the Reichsbank to withstand the pressure

litical domination. This seems to agree with what he himself stated of con-

'.ﬂL"’

A?m‘dxﬁgcns in Germany.

It ie difficult to comment upon the contents of your letter, excepting

‘:;féfadd that it seems to add a few more strokee of the brush to a desperate and

£ hdééless picture. I am very much discouraged by recent developmente in Germany,
.;ng by what hae been told me by Herr Bergmann of the Deuteche Bank, who has been
here diecussing the poseibilities of a loan for the purpose of protecting the
pésxtlon of the mark vis-a-vie the dollar.

,og]tlzed ‘for FRASER
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Of course we will be most pleased to correspond with the Reichebank.
would like to establieh relations with them of the right character and do every-
thet we can for them in a helpful and constructive way, but it ie an arrange-
ent which, it seems to me, should be predicated upon a very clear preliminary
derstanding that we will be unable to interpose with credits for reparations
count. I would indeed feel shaken in my confidence in my own judgment if we

ermitted our rescurces to be employed in furthering and continuing the imposeible

situation which has developed out of the reparations muddle. It is better to
have the break promptly, in my opinion, rather than to promote indefinite post~ -
ponements with an ultimately more serious breakdown than would occur if recon-
eideration uf the matter were forced in the near future by realization of Germany's
inability to continue paymente at the proposed rate.

1f President Havenstein writes us, as I presume he will, I shall endepﬁ%‘

B -"\“-'S_‘

to send him as definite a reply as possible and one which will be satisfactory

to the point of extending credits, which I do not think we should do at the pres
time; nor in fact do I feel that he ie likely to soliecit them.

Herr Bergmann has in mind a loan of $25 to ¢50 millions for six monthe:
furnished by a strong group of American banks with thp sole object of buying ma:”

in an effort to restore them to a value of about 1 1/2 to 2¢. He thinks the

of conversionq to be fixed by the German Government.

I doubt if the project can be carried out. In fact doubt the wiedt::?‘ :
of it anyway, upon the same grounde mentioned above. I have told Herr Bergm
that our attitude towards promoting such a transaction would be governed by the 3{

attitude of some of our officials in Washington. There seeme to be too much
pitized for FRASER
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transpiring just now to risk complications, which would defeat other matters of
major'importunce.

' If you are able to send me any advice on the subject, I should much
appreciate a confidential line as to any expectation that may exist in London,
either as a part of the present disarmsment efforts or as a postseript to them, that
there may develop any international discussion of economic and financial matters.

My reason for inquirying ies the growing concern at the favor with which euch

vieionary plans as Vanderlip's seem to be received in some querters, and confidential-
ly I em inclining to the view that some sort of international discussion will soon
develop to be necessary. If it is undertaken, and I have no information whatever

on the subject, I sincerely hope it will be as nearly non-political in character as

ie possible under the circumstances.

Commenting upon the last part of your letter and the memorandum, please

understand that what I am sending is a combination of Mr. Jay'e viewe and my own,
expressed with the utmost frankness because I know that you wish no reservation

in what I express.

. Y
1. It ie assumed that the Reparations Commission is authorized to accept

the specific securities in lieu of caesh or goods, or that such authority may ﬁgi‘

B
obtained. L
2. It ie an ingenious method of resurrecting dead assete for the purposs’

of meking payments to creditores who are insisting upon real cash. &

3. It would not appear to interfere with Prance's receiving payment ‘#51

kind, as contemplated by the Loucheur-Rathenau understending. g
b L
A

hA
)
3

4. It would defer Prance's realization of an income toward putting it#

budget in balance.

5. It would to eome extent substitute French and Italian treasury bilﬁbf

for payments which would otherwise be made in England in cash. Jﬂ;; f 7

8. It could only be pursued as a fixed poliey if impoéed upon the Frencb’;;;;

¥

and would meke reparation paymente a farce from the Premch point of view, and I'Qkﬁﬁk:“

w Y 4
iy & T
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wuld cause bad feeling in France toward England.

7. If it were to be forced upon the French, while it would be an almost
irregistible pressure on them for revision of the reparations program, it would be mos
unwelcome to them, and seeme a rather circuitous method to that end.

8. It strikes me aes more ingenious than practicable, and the crux of the
whole program depends upon whether it is attempted by force majeure, or through ex-
isting powers of the Reparations Commiseion, or by mutual agreement. If by the first
method it seems likely to fail; if by the second method it seems certain to cause
bad feeling.

9. It would confuse later consideration of the reduction, offsetting or
cancellation of the inter-allied debts by galvanizing into life certain of these
debts which are now quiescent. By this plan England in effect calls on France and
Italy to recognize and pay certain of their debte. If this is done it will certain-
ly confuse the issue should the question of debt cancellation be taken up here in
the United States.

In general, ie it not agein temporizing with a situation which needs
radical treatment? Might it not have the effect of deferring or suspending more
thorough-going measures for an understanding of Germany's capacity to pay, and a
better regulation of the method of payment and rate at which payments are required?

My point of view is emphasized by the language of the last sentence:

"But could she refuse her own Bills?"

Ae to the attitude of our own government, I can only surmise what it
would likely be. The chances are that Mr. Hughee would state that any gdjuetment
of that character agreeable to the parties would not be objected to here, as it is
a matter of concern only between those parties to the Treaty of Versailles, who are
interested in the recovery of reparatione from Germany. This is only a: guess.

The suggzestionof any better plan would involve abandoning my own con-
victions, which are briefly: that Germany camnot pay at the rate set out in the

present schedules, and by the method contemplated; that nobody knowe yet defimitely

%@%@rq%¥$§2%ycan pay; that a& to such payments as Germany can make, there is not

ser.stiouisre
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adequate regulation of the means employed; and that the whole reparations pro-
Pram can not and will not be adequately dealt with so long as expedients are employ-
ed ‘ defer the date of actual revieion of the program. Frankly, that is why I
would not feel inclined to make an explicit statement to President Havenstein as
to credits; why I could not encourage Herr Bergmann as to the banking loan; and
why I cannot see merit in the plan outlined in the memorandum. Poseibly I am too
extreme in my views and might revise them were I on the ground. Confidentially,
I am satisfied that our own unofficial representatives on the Commissicn are con-
vinced that the whole present plan is unworkable and must be moderated if & central
European breakdown is to be avoided.

I hope you will pardon a very rough illustration of my point of view about
Germany at the moment: She appeare to be a prize-fighter staggered by repeated
blows, and being held upon her feet by some anxious partisams who have heavy wagers
on the result of the fight in the hope that the final end fatal blow, which will
render her unconscious, will by chance not be delivered.

Many thanks for so illuminating and so interesting a letter. I wish
I might write as well and as concisely as you do. With many good wishes to you,
in which Jay heartily Jjoins,

Yours eincerely,

/;ﬂ M"‘/‘.tﬂ_/ﬂ@ / » w M
Worngs, ¢ afde Zg
/

Montagu C. Norman, Esq.,

c/o0 Bank of England,
hreadneedle Streej,
ndon, England.
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Just come and reply ig going to-day as per confirmaticn.
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Dear Norman:

I started s week sgo to prepsre for Strong's signature a letter
#hich would reply to several weeks' accumulstion of your most interesting
letters to him. But, as Delano will have told you before you receive this
abo#it Strong's illness and the little setback he had the early part of this

week, which I am delighted to say he has thus far ovorcome most vigorously,

I am going instesd to write you myself acknowledging and commenting on some

of these lstters, ae I do not think he should be bothered at this time with
anything not absolutely necesssry.

He saw your c:bles 10 and 11, and spproved the reply to them, but

did not see either your or our succeeding cables on thet subject. It was

the intention that Alexander and I should go to Washington to carry your mes-
eage, and se have hsd our bags packed for the purpose for the last three days.
Yesterdsy, on receipt of your No. 17 I had a feeling which I somehow could

not overcoﬁe, that you felt we had been rather uncooperstive and only showed
you the difficulties. BPut this no-n your No. 18 has entirely relieved my mind
on this point and made it clear that, as s matter of policy, it is considered
unwise for your Covernment to have any part in such an inguiry. ®hile the
inherent difficulties in the situation here are,ns I have cabled you, very great,
the newspaper reports from London, of which our papers have been full 2ll thie
week, would undoubtedly have sdded very greatly to the difficulties of such an
inquiry as you proposed. They have led to a semi-official denial of any inten-
tion to call a confersnce, to an official statement by the British representa-
tives to the Armaments Conference that they had no intention of iiscussing

¢ auestions with our Government and were not equipped for it, and tq
tion of & resolution in our Senste by Sepator Harris of feorgh 1o
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’.he effect that the United States hed no intention of cancelling any debt owed
to it by foreign governments and that it was only proper that the Governments
should recognize this and proceed accordingly. I enclose clippings from to-
day's Times and Post dealing with the subject, which =re more or less typical
of shat we have had all the week. Unfortunstely, this publicity in itself, as
you yourself have apparently sensed it, made the inquiry «» slmost impossible
undertaking, snd had we made it I am afraid we gshould have found that the pub-
licity had hardened the hearts of Weshington. I am writing this on ths train
to Washington and hope that I may have the opportunity while there to post my-
self a little on the subject. Strong's approsches to the Administration are so
good that I have not attempted to create any for ayself, but a8 1 am inclined to
think that be will necessarily have %o be away for seversl wecks of recuperation
after he leaves the hospital I believe that I should begin to s=st blish =ome
contacts of my own. If I am successful in doing so I will let you kno something
of the atmosphere.

Your unanswersd lettsrs run back to November 7. Vissering's report of
his visit to Ssitzerland is very {1luminating, and the conditions under shich he
finde the Swiss National Bank opz=rates, while disappointing, seem to tally closely
with the forecast he made to us in \msterdam.

With regard to the intimation you gave of Ter Meulen's sttitude on
Vissering's going to Vienna should a plan of rehsbilitation be devised, I camnot

remember whether I told you that Ter Meulen, whem I lunched with him, mentioned

Vissering as o good man to undertake it, but did not pursue it further.
Referring to your letter of Kovember 16, fourth paragraph, im writing
to Vissering on November 10, replying to & suggestion of his regarding modification

d forgRASKE® basis on which we were transacting business with him, we broached the sub-
aser.stlouisfed.org/
Resgrye Bankgef
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Since our rate reduction to 4 1/2 per cent, bills have béen =
trifle easier, and commercial paper has since fallen zbout 1/2 of 1 per cent.

The response to the rate reduction in the bond market wue very prompt mnd
emphatic. Bond prices have advanced and bond offerings increased. Rates which
banks charge their customers have fallem somewbat in the past moenth.

I am glad te hear that you have escaped the chairmanship of the Committee
on Guaranteed Loens. You have encugh on your hands without undertaking such a
difficult o#tside job, and one come=rning which my recollections incline me to
feel ycu would not be any too enthusisstioc.

It is extraordinary how little one hears of the unemployment queation
in this country since the Unemployment Commission adjourned  six weeks ego. One
hears very little sbout distress in industrial centers. The subject is hardly
mentioned in the papers.

In your letter of November 14, you refer to the report of the hearings
before the Joint Commiseion of Agricultural Inquiry. On October 14, the Senate
passed a resolution directing the Federal Reserve Board to send the Senate infor-
mation regarding sslaries, expenses, etc., of Federal reserve banks, and in order
that you may be kept in touch with these Congreesional inquiries, I sm sending you
a copy of the Pederal Reserve Board's reply. Sometime you might find an opportu-
nity to read pagee three to nineteen, which are the psges that include the Federal
Reserve Board's letter., F®hether this resolution, and the reply which has been
referred to the Senate Committee on Banking, will lezd to smother inguiry of our
expenses snd operations, I do not know, but if so, we belisve that we have an
excellent record to stand on.

8r. Vanderlip has returned and hae made a lomgz speech (1 3/4 hours) at
the cconomic dlubsa fortnight ago at which he brought forth bis novel plan of
dealing with the inter-Allied debts, doubtless reported in your papers. He has

Téﬁgig@&@/mucb about his internationazl bank since he returned. He has

serve Bank of St. Louis
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got but little encouragement from cur newspapers herse. One or two export associa-
t‘!;s have passed resolutions fevoring his plan, but they are willibg to catch at
any strew which might help them, Jsst ac Meesars. Ford and Edison sre now proposing
that the Government should iesus its circulating notes to the extent of $30,000,000
baged on "energy" to be derived from water power which they proposs to develop on
some Government property in Alabama; the $30,000,000 to be used to develop the

water power,

I sat beside Vanderlip at dinner the other eveoning and he told me of his
conversations with you. I am told that the condition of Europe is an obsession
with him snd that he thinka of mothing else.

Your letter of Hovember 24, sending the memorandum regarding the Copen-
hagen conference, reminds me of a memorandum Strong had intended to send you re-
garding some thoughts he had in mind for dealing with some of the exchanges. He
hes mentioned it to you in one or two of his letters. He decided, however, about
a fortnight =go, that he would not send it at the present time, but bas not advised
you to that effect. The Copenhagen resolution seems to be an irteresting mixture
of the Brussels conference declarstions and Casselism. The course of exchange dur-
ing the last three weeks cannot, I should think, have riven greet, encouragement to

the stabilizers.

Your letter of December 1 was most interesting, and the cables which you
have sent us since then have kept us wonderfully advised as to the progress of the
reparations negotiations and the final development of a policy which, presumsably,
will be determined on at to-morrow's meeting of the British and French prime minis-
ters. fWe in the bank are entirely sympathetic to your idea that reparations and
debts should be considered simulteneously, but, unfortunately, reparations cannot
wait while debte can. My thought concemning the third parsgraph of your cable No.

16 is that if the reparation agreement is contingent upon sove adjustment of the

tp://fraser.stlouisfed.org/
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to infleame further the slready heated feelings or this subject which seem to
p’!‘ail in ouf Senate. It might well be comsidered here as a challenge, and
the effects of it should be carefully considered in advance.

About the lozn to Austris on art objscte, I wired you yssterday after
talking with Morrowx and petting him to look over the correspondence. AS far as
he could make out the Governasnt attitude was practically negligiblas, if sxistent
at all, though the cible which wae sent acoross rather indicated by infersnce a
larger element of government opposition.

The pessibilities you indicate in the last paragraph on pags 4 of your
letter of Dacembor 1 ars portentous. People on this side realize hardly at =1l
the commercial difficulties which are sure to arise in Germany with =ay improve-
ment of the reparations matter, though the papers have begun to report aome
difficultics ae the result of the rise in the mark.

Your letters sbhout the visit of Havenstein, snd the data you send re-

garding their relations with you, were very helpful to us in considering the
letter we received fren the Reichsbank a fortnight ago proposing opening an
account and borrowing againet gold, to which we replied, a=» I have cabled you,
affirmatively regarding the account but expressing &« preference that the quesiion
of credit should not be raised at present.

After such a budget of vital news as you have been sending us, I am

sorry to be able to send you s0 little ip return from this side. Great things

are doing in Washington, but of these you are doubtless fully advised by the
newspapers and perhape by your representatives. The conferences are conducted,

I believe, with greet secrecy until decisloms are reached, when they are snnounced
at the open meetings. Chortly after the conference opened it was stated that

only nine peoplsimew in advsnce of the propesal for paval reduction, among wshom

sere none of the foreign delegates. The four-power treaty seeme likely to be

igitized for FRASER
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ratified by the Sentte, but there will be much discussion of it by comparison

m Article X, and the final vote may not occur for several weeks hence. The

indications sre that the Administration will mot hurry it. In the meantine,

with our attention fixed on the Pscifie, the country is thinking rether less than
usual sbout Europe.
Perhaps I may have something more to write you after my return from

Washington. In the meantime, with my warmest regards snd best wishes to you for

n delightful month in Nice, I am,
| Fei thfully yours,

P. 8. TYou have not yet answered Strong se& to how long you expect to

stay in Nice.

Montsgu C. Norman, Esqg.,
Governor, Bank of Englend,
London, England.
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