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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

Ny dear (Governor Stron

l&
“C

I am seMiing you herewith copies of an analysis
of the second ;c?&ddeﬂ bill prepared by the RBoard's
counsels (2] a preliminary memorandum on the effects of
this bill prepared by Professor Sprag (3] a memorandum
on the bill prepared by the Roard's ‘1v151on° of Bank
Operations and Research and Statistics, and (4] a draft of
a letter to Congressman lMeFadden in reply to his inquiry
about the Board's attitude toward his proposal. This draft

-

has not been submitted to the Board and is entirely tenta-

D

tive. You will note that the letter is very brief and mere-
ly states the Board's position without presenting detailed

1
r

arguments to support it. e believed that it would be best
not to go into details in the letter, but to reserve them
for presentation to the committee when the bill comes
consideration.

I will be ver; ”rateful to you if you will let me have
your comments this draft not latcr than
April 16, as send the lette: l'onde

of ] The date of the c
] 1ed, and you will

Yours very truly,

/ @,
Waltex 14} S tarcant
/alter W. Stewart, Director,
Division of Research 1 Statistics.

Mr. Benjamin Strong,
Governor, Federal Reserve
New York City.




June 18, 19Z5.
Dear Dr. Stewart: V{'

The minutes éf the meeting of the Legislative Committee held on June 8
have teen received, end I have jJuet finished reading them.

The resolutions paesed in regard to tbe recoamendstions of the Committee
on Feserves call for specizl comment, and those which I huve slready submitted to
Er. Curtiss ere briefly z& follows:

1. Reserve on Government Dspoeits - It is my recellection that this

can be dealt with by regulation of the Secretary of the Tresesury. £ chengs in

the existing regulation, whether made by an act of Comgrees or by ruling of the
Secretary, would have osuch beering upon the flotztion of short-term securities by
the Treasury, thst I believe thet this matter should be diecussed witk the Secretery
before deririte recommendution is submitted.

(]

2. Currency Shipments -~ Under the present ruling of the Federzl Raserve

Board, it is possible for each Reserve Bank to detsrmine whsther deforred debit om
currency shipments and enticipeated credit on currency receiptes shall be made for
membar banks not only in computing penslties bul in computing reseerves. The result
of this ruling might be differemt rescrve requirements in the cifferemt districts.
In fect, that ie the situation now, &s all Ressrve Bapke heve not sdopted the sare
policy in the maﬁter of deferred debit and amticipatory credit. As I em opposed in
principle to counting as reserve eny curremcy which ie in trameit, my suggestion to
Br. Curtiss has been that an investigation be made to show Jjust what effect upon re-
serves would result from the verious methode of computation which are possible under
the Board's ruling, as that would be & guide to &« wise decision 28 to how the debits

eand credite should be treated.




e #2 Dr. Walter W. Stewert 6/18/25.

8. QOurrency Depots - The Committee's report opposes the establishment

of currency depots. Some have zlready been esteblished. I bslisve that the pelicy
of esteblishing these depots may later be a fruitful source of frictiom, because

egquality of treatment of zll member benks cannot possibly bs eflsctive, and it
sscas Lo me that there is some doubt as to the legslity of the procedare sayway. I
should hope tust those esteblished might be discontinued, end no ettempt made to
develop the practice. Furihermors, 1 heve slways felt that lhe carrency depot in
Cabe was illegal, and I uncerstend thet it is unprofitable. If the report of the
Commitiee ie to deal with «ll of these siluations, my oxn belief is tast that one
shouid be discontiausd.

4. The Segregation of Sevings Tepoeits - Thie is mentioned in the Com-

mittes's report and the suggestion that the Legislative Committes should deel with it.
I havs already eubmitted tiis in the lstier addressed to Professor Sprague.

In gensral, I bslieve the recomszerndatione of the Committee on Reserves are
soufd and can be supported by the Legislative Committes and should be, and the above
comments aie the only onee that occur to me at this tims.

Very truly ypurs,
|

BERJ . STRORG

Governor.

Dr. Walter W. Stewart,
Federal Resarve Board,
Washington, D. C.

BS.L8




'.

Stuyveeant Road,

Biltmore Forest,

Biltmore, N. C.,
PERSONAL : March 26, 1927.
Dear Dector Stewart:

You will recall ny mentioning the wish once expressed by
my friend, Mr. Montagu Norman, that it might be poseible for you te
do =ome ®mpecial work for the Bank of England. This letter on that
gubject I must aek you to consider to be a personal one, although
you will reaslize that I would not write it without firet being fully
eatiefied that 1 am justified in doing se. At preegent I muet ask
you to take no one into your confidence until we have investigated
the matter a little further.

It ic my belief that the time has now arrived when Governar
Norman would be in a position to make some arrangemeént with you, and
probably along the folleowing lin;s. Thie letter is really intended
to ascertain quite privately wbcther.yéu would welcome having a
definite inquiry addressed to you or whether you would prefer that
it be not done.

First, you will be asked to go to London at an early date
to reeide for, say, a couple of years.

Second, the object of the arrangements would be to enable
the Bank of England teo build up a statistical and information office
somewhat along the lines of your own experience with ue,

Third, generally to advise what material should be collected
and recorded and where it should be obtained.

Fourth, to give advice as to how information thues collected
could, from time to time, be used to the best advantage by the Bank
of England.

This, in general, would be the terme of reference, £o to
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’bpeak, but I think the following would likely be the surrounding cir-

cums tances .
You would be given complete confidence by the Governor and

Deputy Governors of the bank, and they would, therefore, expect from
you, a& is usual in such cases, assuranies of gecrecy. You know how
careful/ these mattere are dealt with abread. You would be provided
in the bank with necessary accommodation and all the paraphehnalia of
work, and such aseistance ar you might require. You would be weldomed
at the directsors luncheon every day, although you would be entirell
free to go elsewhere, either at home or abroead, in the intereste of
your work. My personal view is that yoeu would have a very warm wel-
come;  that you would be expected to m~ke friendes in the bank on the
baéie of give and take; and that they would really expecti you to be a
bit of a guide and teacher as to the best methode for establishing
#uch an efiice, what it should consist of, and how beneiit might be
obtained from its operation. They would, of coufse, expect to pay you
whatever annual fee was agreed as proper.

It ie a very unueual, in fact, probably unprecederited thing

for the Bank of England to take a non-British person into the organi-
zation, se I think it could not be expected to be permanent, but on
that account I think the work would be regarded as by so much the more
impoertant.

Theére are at the present time epecial reasons for discre-
tion in coneidering thie matter, hence my need for all of the above
cautions.

I am arranging te have thie letter delivered to you person-

ally by hand, and will ask you in sending a reply te arrange to have




-
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’it delivered through Miess Pleecker, my sedretary, who will knew my
whereabouts.
With every good wish, believe me,

Cordially yours,

Dr. Walter 7. Gtewart,
Care of Case & Pomeroy,.
New York City.



L

‘ Stuyvesant Road,
3 Biltmere Forest,
- Biltﬂﬂrl. nl co.
PERSONAL March 26, 1927.

My dear Dr. Stewart:

Please do not be astonished by the terme of the accompanying
letter. There is, of course, a great piece of work to be done, and
my interest on the one hand in the work and on the other hand in your
own welfare and happinees is such that I cannot refrain from venturing
a few personal remarks.

It is obvious that thies ies the eppertunity, if it material-
izes, for an experience almost unique for any American to enjoy.
Whether you grasp the opportunity or mot I think you may mark it doewn
in your momoirl‘au probably the most complimentary offer that you have
ever received. Because of the rcl;tibnlhip- which have now 80 long
subeisted between our bank and the Bank of "ngland, and the very
intimate friendshipe which have grown up between the etaffe of beth
banks and, to =ome extent, between the directere, you need apprehend
no barriers or obstacles such as might ordinarily be expected. In
fact, becauce of your ownu connection with the Federal Reserve Iystem
I think your welcome in the bank would be of such character as we now
enjoy.

A decision in such a matter as this alwaye depends upon a
clear understanding of what one is after. If it ie eimply money,
while thie would deubtlese pay handeomely while it lasted, it is
obviouagly not a money-making venture. If one is seeking the security
of a permanent position, this has the obvious disadvantage of not
being permanent, But, on the other hand, is gquite likely to last
longer than the two years estimated. Thece things always do take
longer than estimated.
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All the considerations of family, educatien, climate,
aseociations, friends, etc., are invelved, on which I can make no
comment.,

To my mind the most important consideration would be an
advantage which, for want of a better word, I shall call educational,
but which really is the advantage of a« unueual, interesting and
valuable experience. This I regerd as exceptienal and one which

would have 2 material bearing upen your career whether it is ulti-

mately to be educational or is to be permanently business,

Then comee the question as to whether your present associa-
tione and the work you are doing have proved to be as satisfying as
you have heped., Of that I know nothing.

Finally, my dear Doctor Stewart, I must ask you to view
generougly what might appear to be an intrusion inte your private
affaire. The extent to which my friendship, in fact, my affections
are involved in both quarters is one excuse, and the other lies in
the faet that such an inetitution as the Bank of England would
never inaugurate an approach of this seort if they felt that it might
meet with a refusal which would appear to be a rebuff. This, of
course, has ite personal aspects. BSo consider me a®s a volunteer
intermediary simply to discuss poseibilities, and you can understand
that 1T am alwayes glad to be intermediary between two such good friends
ag you and the Geverner.

My progress towards recovery has been sufficiently satis-
factory to warrant my returning to New York next week. I shall be
there only over Friday night, and am then geing to Atlantic City for
two or three weeke to finish up the job, after which I am hoping to
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’be in FNew York. If you prefer to deal with this matter face to face
it would suit me wonderfully if you could make a short vieit at
Atlantic City so that we could talk it ever. I &hall be 8o engaged
with the doctor while I am in New York paesing through that I could
hardly find time for such a talk.

My very best regards to you, as always,

Singerely yours,

Dr. Walter W. Ctewart,
C/o Cage & Pomeroy,
New York City.



PERSONAL. Bank of England,

6th June, 1927.

Dear Dr.Stewart,

After certain conversations which you have
recently had with Governor Strong, you will not be surprised to
receive this letter from me: and after certain conversations
which you have had with me in past years, you will allow me to

write frankly.

We are in need of a system for the collection
and preparation of Statistiecs and other information on economiec
questions which may guide wus in our financial policy, and some
members of our staff have been vaguely working on the subject
during the past few years. We feel, however, that we are in
need of wider experience and knowledge than we have at present at
our disposal, and we wish to obtain the very best expert assist-
ance in developing a programme.

We know of your work with the Federal Reserve
Board: we know you or of you: we feel that there is no one
whose experience and knowledge would be more valuable and welcome
to us than yours. I am therefore wondering whether you would be
willing to spend, say, the next two or even three years in London
to assist us in building up a Statistical and Information System,
to advise as to the manner in which material should be collected

and recorded, and to show how the information thus collected

could



PERSONAL.

Page 2. Dr.Walter W.Stewart. 6th June, 1927.

could from time to time be used to the best advantage in shaping‘
the policy of the Bank of England. We should of course provide
in the Bank such accommodation and assistants as you might
require.

As a foreigner your position would necessaril
ne unique and would carry no official status; but while we
should wish you to be free to go elsewhere at home or abroad in
the interests of your subject, we should like you to come here,
to make friends with our Directors and Officials on a basis of
give and take, to see all there is to be seen, and to teach us
how best to inaugurate a system for the benefit of ourselves and
our successors. On your side we should Just have to ask for
assurances of secrecy at all times and for no publicity.

With regard to compensation, there may be
certain questions with reference to taxation which would need
consideration, but the figures which we have at present in our
minds are (as Governor Strong may tell you) such as I believe
would appear reasonable to your mind. They are better left for
conversation than set forth in a preliminary letter.

I hope to be in the United States in July
when I should like to have the opportunity of talking the whole
matter over with you. But I may add that I know it would give
us all very great personal pleasure to be associated with you,

and




e
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PERSONAL.
Page 3. Dr.Walter W.Stewart. 6th June, 1927.

and I think that you would find that your surroundings, however
strange at the outset, were friendly and sympathetic.
Believe me,

Yours sincerely,

(Sd.) M. NORMAN.

Dr.Walter W,Stewart.,




June 9, 1927,

My dsar Dector Stowert:

Can you rﬁvir; me definitely whether you will be in
Hew York during the esrly pert of the mooth of July, ss it is
probeble thet I ehall aek you to meet & friend of sine from
acroce the water who would liks to have a2 telk with you.

It was 2 zrect delight to have you ut our dinner the
other night, end I hope you can be & regulsar sattendsnt. H
count wpon your being et the next ome snyway,

Sincerely yours, \

et

Dr. @elter ¥, Stew:rrt,
C/o Ceee, Pomeroy & Company,
60 Beaver Streot, New York City,

BY/ Rall




October 20, 1927.

My dear Stewart:

The enclosed documents speak for themselves. You
mey retain them zs an example of journaliesm only exceeded by
those with which we are afflicted in this country.

Sincerely yours,

¥. #. Stewart, Esq.,
Caee, Pomeroy & Co.,
60 Beaver Street, New York.



RETYPED COPY
ROYAL HOTEL
. EVIAN LES BATNS

July 2, 1928
My‘ear Dr. Stewart -

I would have written you from Paris had not the last few days there been a bit hectiec
with callers and calls. Your ten days with me, did more real good than all the doctors, nurses,
and medicines. T wish I could quote that passage from Macbeth! WNor was the good confined to
me. All T can write you is to exvress my gratitude and appreciation and that I do from my
heart.

Our trip here, via Dijon was a delightful one. We arrived an hour ago fresh as we
started. My plans are settled by = wire from Phil advising his merrisge not later than
Aug. 30. I don't dare risk sailing after Aug. 1 for I know the boy wants me for help and
advice and I'll cut out the office if I'm not in good shave. But I will be, T'm so much
improved already.

Sir Alan Anderson lunched with me Friday and we had a good t=2lk, leaving me with some
new ideas of the situation in London. If you can have a talk with him I hope you will. He
may invite it on his return.

My anxiety about the whole situation would be relieved if a few of your importent
associates could induce a full and frank exchange of views with the Bov'r.

Vow my blessing to you, good friend and much affection.
Yours
B.S.



Retyped Covy Royal Hotel

Evien-les-B2ins

July 6, 1928

My dear Dr. Stewart -

I'm writing you just because T want to, and with no more excuse than that. Tt
gives me a chance to announce that I'm feeling better in every way, mind and body,
and T really feel that =211 of my insides are beginning to behave normally. More
veace of mind mpy have hastened this, and you helved me to the remedy.

A wonderful letter has just come from Tubbock. You can help him greatly =nd I
take great comfort in your being where you are. I've suggested that if Siepmann
cannot easily come here, and especially in this hot, disagreeable weather for
travelling, we might have a2 couple of days in Paris. But T do went to see him and
whichever is decided will suit me. Tomorrow I'm lunching with Salter and I sh=ll
try to take the sting out of our last talk. But T'm adamant as to the League doing
anything along the lines they provose. Very confidentially, the French Ambassador hes
inquired of Morgen's whether they c=an discreetly lesrn if it will be acceptable to me
to b» made "Grand Officer of the Tegion of Honor". Tor reasons you will understand,
T am replying that it will be better to postvrone it. The opportunity will come, if
they wish to do it, when there will be no feelings aroused on either side of the
Atlantic., Am I right?

We had some wonderful motor rides in Paris. Should you havpen to be there at a time
when Siepmann is not there, T can doubtless give you some more of the same, and everyone
will be pleased! Also, T can tell you more of my plans for the future.

Now I shall do what you say I really never do, and preach from the standpoint of an
older man with a doughty experience of life behind him. There is nothing in attempting
to deal with important human problems in formulas. There are none which fully meet
human needs when adjustments must be made. The ten axioms in fromt of the Algebra you
studied at school, are as cold as a chunk of ice, and the ten commandments are human
axioms which are truly understood only by those who understand the story of Mary Mag-
dalen. All of my exverience of life (and sometimes it grips me hard) convinces me that
novhere can one get better guides than from the lives and teachings of Christ and Lincoln.
Were there ever two men who were more convincing examples that human affection, genero-
sity, tolerance =2nd even a certain type of weakness, - gave the world more in happiness
and satisfaction than do rules of any kind? And both were martyrs! This may not be
"practical politics" but who gives a damn about "practical volitics" when the day comes
to reckon up the account? Maybe it's this point of wview which gives me more joy when
salaries are raised than when the discount ratio is. Can this be made to apply to
problems of cooperation, tariff barriers, reparations and debts and the like? I don't
really know- but instinctively T feel that one strong, vigorous personality leading
mens minds and decisions upon these doctrines, in such matters, can accomplish more than
can the Churchills and Hoovers and even Mellons. Think it over.

How I would enjoy having you about as in Grasse and Paris. Thebday will come, and
soon T hope - meantime this carries much affection to you.
As Ever
B.S,
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July 31, 1928,
Dear Govornors
A wemorandum on the Now York Credit Position.
You may want to ponder over some of the developments in New York
during the last few Woeke =
il Brokers Loans ($000,000) :
1928 : . Own_Acoount Out-of-town Banisg A/g Others Total.
Jan. 4 . 1,511 (Peak) 1,371 AT 3,810
June 6 p S 167 1 642 1 T54 ; 4 563 (Peak)
Jul.23 "823(#) 1,553 ° © 1,808 (Peak) 4,184 .

Fed Regerve System - t Wed, in July

Membor Bk, Res, PBalances 1927 1928 Change
System 2,299,890 2,282,030 up 17,860
N.Y. Distriot 889,240 902,580 down_13, 340

Other 11 Dists. . 1,410,650 1,379,450 up 31,200

Borrowings
Systen 398,130 1,025,110 up 626,980
N.Y. Digtrict 92,530 310, 340 up _217,810

Other 11 Dists. 305,600 714,770 up 409,170

(#) Loans to brokers by New York City banks cn their own account have never
been below 800 millions since the reporte were started in Jan., 1926, 4
considerable part of this amount c¢an hardly be of the ganllesblo kind.

(1) Member benks in the New York Digtrict are borrowing 34% of their
required balancos. Uombers outeide New Ybrk Digtrict are borrowing 507 of
thuir rocuired balances.

(2) Member banks in the New York District, who first felt the burden
of gold exports, have §13,340,000 loss reserve balances than a year ago.
Uembers outside the New York Distriot have ¢{31,200,000 more than a year ago.

(3) Net demand deposits of a11 reporting member banks at the middle
of July were less than a year ago.

(4) Bank liquidation has been accomplished chiefly by loan-shifting.
This has gone farther among New Ybrk City banks than elsewhere.

(5) High money rates for collateral loans does not drive away
othor borrowers. .




of

2. (Copy).

(6) Pressure on New York banks io now approaching the broaking
point. Furthor reduction of the base (member bank balances) will weaken the
entire structure = and likely to result in wide-open break in bond valuea, ir
forced solling of bank investments 1a brought about.

(7) Totel reserve bank credit is 448 milliona above a year ago and
just about equals tho loss in gold resorves (419 milliona).

(8) Tho prosent problem is to prevont “others® from chifting loans
back to Banks in ovent of decline in money rates. If member banks faco the
altornative of solling invostments now, or agreeing to a policy of limiting
their stock exchange loan account in the event corporations underteko to with-
draw funds, I should imagine they would prefer the latter, so long as prosent
volume of borrowing at Sﬂ rato continues.

(9) Further pressure = will 4t be applied qualitatively to pool ac-
counts or to bonds? Is tho problem one of the credit aveilable, or of rotes?
Would not less c¢rodit bo available to security markete at lower rates - if
banks were to deoline to take over the full amount of corporate end foreign
reductions?

]

Theso hurried and inadequate notes are intended to leave you with a
feeling of my own concern over the banking position., ' I think it is easy to
underestimate tho extent of banking liquidation, because of the character of
it. It has, of course, beon largelya loan shifting operation, " But the
figures leave me with tne impression that furthor pressure in Now York would

b regult in uniniendsd consequeacoa. A 5% rate, rolative to bond yields, is now
a higher rate than tho 7% rate was in 1920, Is it necessgary, in order to cheock
the growth of bank eredit, to have a sudden break in bond pricos? Or will it
worl out soma other way?

I am less concerned about the immodiate international consequences
than about, the domestic credit position and Federal Reserve policy. Surely
it was never the intention that member banks should bear the full burden of
gold exports for currency stebilization in France. It may well be thet a
lovel of rates high enough to discourage for a period the large volume of fare
eign loans is advieable, but is it necessary to apply the pressurs now being
oxortod and on top of it to finance the seasonsl currency demand by addi-
tional borrowinga? .

This note is for you. And it comes, not from the advisor at the
Ponk of England, but from an ex-Federsl Regeryer. 4lso, it is not to bo en-
swered, And if Lubbock thought I was writing because of any considerations
of international central bank cooperation (management) it would be regarded as
an act of treason to Hin Majesty's CGoverument. o g

Your's, as ever,

(egd) Stewart,
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8. 8. "Olynpic,”
August 3§, 19828.

PRIVATE

. Dear Stewarf.. |

Your mamorandul\ of July 3l1st is a mloomo and most illuminat.ing

"'contribution to the eolution of the situation at bome, which I am just nq}w

/
trying to work out towards some satisfactory oonoluaion in my own ninq, /
‘I'hat you may realize that the thoughts which prompt. you to prepare the nemo-
randum have aléo been in my wmind, I am enclosing carbon oopieu of lettera

J
addressed to Dr. Burgess on June 13th and July 5rd, which are of ooursf

quite confidential and which I shall ask you to return to me 'privat.aly‘

]

The arrangienent of figures in your memorandum ia' most enlighten-
ing and new tb me, béoanap I have don® no work of that sort nya.sélfjainc‘;,e
leaving hone. At first glanoe, they might ralse gooue—floah.‘ On \the .
other hand, I cannot bring myeelf to feel the concern exhibited by some of T
the expressions in the memorandum, although I do sgree most oonplot.e‘ly o
that our situation &t home is one whioch needs careful watching.. y

1 shall deal with your 'neuoru:dun by paragraphs, and as you may
not have retained a copy, am enclosing a typed copy of what ydu wrote.

48 to the figures, three or four things stand out los__tv.“_ strongly:r

(a) The reduced amount of New York City brokers' ,‘lqtano, but the
increased responsibility of New York banks because of the hugo'.';igrouth of

bty

customere' loans io brokers. , : FTRR

(b) The large percentage of reserve balances oreated l'b)‘r_bor-

rowings.
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(o) The undoubted evidence ‘that the inoreased borrowinge in
11 Dist.riotle are the outgrowth of transfers of funds from those Districte
"to lend them on the New York Stook Exchange.

Based upon these oconclusions, the fallowing commentsi-

(i) The borrowing of so large a percentage of required reserves
would be hasardous, had we not the means at any moment of liquidating the
borrowings by open market purchasea. ‘

(2) The figures of changes of reserve balances are not partiéu-
larly eignificant; it ie in faot the growth of the borrowings by which
these balances are oreated whioh is signifiocant.- i

(8) The last three quarters of 1927 and the first quarter of meé
showed an inorease of 6 billion dollars in demand deposite of the banking
system ae a whole, of which, as I recall, about a third arose in the first
three months of this year, The reduction of net demand depcsits since
April let and sinoe July let is still not very impressive aad probably
could go further without harm,

" (4) I am in entire agreement that there ﬂaa been little liquida-
tion exoept that oau'sed by banks reducing deposit liabilities through tfana-—
fers of brokere' loans to ocustomeras. |

(6) You are correct in this, but the growth in sollateral loans
is the outgrowth of a rising stock market and there never is, md I be-
lievo never can be, ’a meterial reduotion in brokers' loans sxoept it be
accompani ed by a reduct!on in security prioces,

‘ (6) .Here lic;a’tho danger of the situation, lhich oan be uvoidod

'Q..

by & rational Federal reeerve policy. Such a poliocy means mtioipat.ing
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C)t.ha approach of the "breaking point" by aw one or a combination of four (A;/ :
poseible mothodst— I
( ﬁ) Di ecount rate reductions;
/ ‘ (b) Extonsive purchases of bills from deal ers;
(¢) Purchases of Governments; ‘ |
(d) 'Purchases of foreign exchange and the aooumla.tion.
of a foreign portfolio. | '

Here 18 where I fear the consequences of hesitation or dirferenq;qg
of opinion within the System. It has been in my mind to have thi'a ques't,i.géil‘;‘ i
frenkly faced by the Open Market Committee and the Reserve Board pronpt.lygg \\,
myrétum‘md adopt ; formula for -eeting an emergency. If the System ie !f’l"‘ﬁ

: uawilling to da_it.,vt.hén I presume the New York Bank must do .i.t. alone, de-
spiﬁe the tradition which we have helped to oreate and maintain, thaﬁ' 0o ex-
tensive open market operations should be conducted by individual banks, An

' qnergénoy presents .the possible need for emergency measures. l |
' (7) This ‘has been apparent to me and i one re‘:eon why I feal
less conoerned than if the growth of borrowing had been tho-.remlt of expan- -
sion rather than l'oaa of gold.

(8) News despatohes indicate that the Clearing House is taking
cognigance of this situation. Here 1ies the second danger which I fear -
'that'tho C1 earing H&uae will do oonet.hipg foolish. They have in the past
and may egain. The logical treatment of this vast indirect responsitbility
'of the Hew York' bank; ie of course some system by which a recerve will be

: "~~~~«ﬂetr-u'p in thé form of belances at the Beserve bank against loans made for

oustomers, treating them exactly ae would be tregted & demand deposit lia-
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bili‘t.y., The sudden adoption of guch & program might inorease reserve
requiremeut.s any-here fron 250 t.o 400 million dollars. 'If, added to
that, the National bapk notes ehould be retired a oouple of years hence
without' speéh.l legiallation, the inoreased reserve requirements might be

at ioaat double this and we would then have no eu;'plua of gold over reserve

requirmantu at all. So sy belief is that we are much safer in discour-

. aging sgitation by the Olearing House, which might indeed be refleoted in

aotioh by Congress, and permit this situation to work out gradually. It
. roquires'.ot.uay, and the dangere to be avoided ares:-
I | | (a) Direct action as mentioned in my letter to Burgess;
(b) Some foolish Clearing House pmoedur# §
(o)’ Some very hostile move against the Stoock Market by
; either the Federal Reserve Board or Oongroab.

(O)l I do not think the problem is necessarily one of security |
prices or of avallable volume of oredit, or even of discount rates. It ise
really & ppoblen of psychology. The oountry's state of mind hes been
highly speculative, advanoing prices have been based upon a realization of
the wealth and pl'OBi)bﬂtY o' the oountry, and oconsequently speculative ten-
dencies are all the more difficult to deal with. I fear voluntary ascump-
tion of responaibili_t.y for this macter just as much as I fear voluntary

 sssumption of responsibility for the pices of commodities. A gradual ' q/
unwinding of tholsituati_c'm ie quite poseible and is the beaf. bet;:

hAs to the last page of your memorandum, ny‘gonoral feéllpg is
that the Hew York rate is someyhat too high, but when I was advieed of the

proposed 'inoroa.ae, I was unwilling to take th; responeibility of urging
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. deferring 1t when I had been so lo;\‘g out of touch. My preference, and
) a very strong one, would b'ave been to witnees inoreases to 5% in the other .-
Reserve ba.nka,. we l.}gl,ptre.ining the 4 1/B per oent. rate, thereby inoreasing
the borrowing,“;t How York-ﬁut_ baving the penalty 1/2 per cent. less. I
_think the effeot would have been salutary, with the danger lessened.
It never hae been my intention or expectation that the full turden
of gold .exporte' for currenoy stabilization should be tkkown upon the reserve
potit.ion of.menbor banke. ¥#hat I have had in mind, as to the generel situ-

ation latoly, bhas been somewhat s follows:-

(1) The growth in the volume of member bank credit had become too ,

| B AT

rapid and was largely the outcome of specul stion, or & oausee of speoulation, rz
., &8 one may look at it.l
| (2) It'reaohed its olimax at a time when we were suffering heavy
lossea of gold, coincident with heavy sales of Government aecuﬁ‘tﬁm.
(8) The combined effecte of thease two things and in;:roaaéd discount
r;xt;ee would bes |
' (a) A damper upon speculation;
(b) A ohec;k in the growth of demand deposite;
(0} ' A oheck in the freedom with whioh foreign iseues were
pleced in our market; and finally and wost important
(d) An enforced reduction by foreign banke and othefe\ in the

amount of Americen balapnces without heavy wlthdra«als

of gold;, in other words, of the 2 or 2 1/2 billions of
R

Y

‘ foreign deposita held in America, we might GXpeot. R

!

oheck in roreign borrowinge to reeult in tho need ror

the use of t.hou balances in paying for ,;oodh and /I

)
{
i

/
R R g A A s — ————————~




Dr. Wglter W. Stewart : -6 - e 8/3/28.

‘ meeting ‘eorvioaa of debts, which would graatly
" ‘strengthen our position as to possible demands
upon our gold' reserves. ‘

The problem ncw ie to eo shape our policy as to avold a oalani-
ths break in the etook market, a panicky feeling about moniy, a set-back
to business because of the change in peychology, and at the same time A000R—
.".'plia,h 4L po's‘qiblé aon;; of the purposes enumerated above. I oert.a.“in'ly thiak
it can be done, aad there are many' advantages in having the period of doar
money as short as poesible. These, briefly enumerated, are:- thys tSie)

i (1) To uvoid a precipltoue deoline in the exoha.rgea, eepeoially
aterling, which would weaken the bank position abroad.

(2) To avoid restriction upon our exports.

(s} To avoid a chill to domestioc business, 7

(4) To avoid embarrassment to the smooth operation of the Dawes |

Plan and the carrying out of Gilbert'e purpose to effect a general aettle

ment if possible. £

In»oonoluaion,LI think you realize, as I do, that the very exict-
ence of the Federal Baaer:e System is a safeguard ageinet anything like a
calamity growing out of'ioney rates, Not only have we the power to deal
with such an emergency instantly by flooding the streot with money, tut I
think the country is weéll aware of thise and probably places reliance upon
the common sense and power of the System, In former days the psychology
was different because the faots of the banking situation were differeant.

Mob panic, and oonsequently mob disaster, is less likely to o.rieeJ

YO\.J wee I am not observing your injubotion to make no reply to

™

>
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'your niemorandum, In faot, I welcome the gportunity, for it has helped

me greatly to a.rranée my own ideas and prepare for the inevitable diecus-
~sion when I return, But I am immensely grateful to you for sending it.
.Plea‘ée let me know how this all strikes you, wmhen you return the englosurea.

My best as always.

t+ . GSinoerely yours,

Dr. Welter W, Stewart,
C/o Bank of Englend,
. London. -

BS:M
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.- :ner;_t«. Po*tanat y, ths laz t tWo dqs Lsclose th" thsre is

not 'oir* t: be & co:zplctp swy“ e, And *he dcc tors, f’:&el that &

’vcry carc.‘ul i!ie*&r.d 2 l"cuti.lu eape 1:.11,,' da* to denl with

i dlkl » -;/-«

snch & 6488 *..':! ,ksep xn go n:;'nr-etf:';f sll. © I shal) nexd to be

- % &

f;;_i carerul for )’ears.ﬂ.,.ln_. -act_ fcr .hn !.:medi&te futurs I w111 be .

g :‘:'greatly Téstl:ith‘d-m !.-.v activi d.cs and subjpc" t.o all sorts ,of 5
r;“nmitt.ticrns cn die.. and thc need tc 5eep nesr t.he dactors for 4

S4% &" I,f.__tst,l V*s & bit d' scour&ged snd depreaued. 'me ey
\ ':; tv'a: boyslx;are’* Tl:efrex ggfi_ ;we decided thqt 12‘ we mzle eve ry prepar:tion

‘ tor e fot 1 uu..c'z‘:rz; qthe e*xergcucv would not erise, _so I erant & '

_’ ; f,":'. ; ect..ple of days ge*tin" up @ ned "f”’, and erranging my affaise 211

‘ &S 1‘.'1 & ple pie crd... =1 guess the mind eentrols the bcd;.’, .bec;use

"' ».»‘todsv the thi'\(, see.a to have pretty vell clesred up for the

.
--.,---:;,_:g.,.,mo:aeb md Izm fee-in;: as fit es & Lfighting cccl:. Bowsver, as
5 _ .

3

, - ifa result of 1'his d s.lo’"re'iu meena that 1 noy h=-ve tvo ssords
5 I . rof D.a.ccl*s h«nghr' over "'w insteed of eme. It mecns thet I zust
* ‘_‘be very good 1ndeed. Bat dcn't you for & ':.in"*e velieve thit uy

"'.sp*rit is bm..e.n or that I an not Just s tou*h an old piace of
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o LA 1eathe. &5 alvxys, ené ; Sully ent ieipnte pulling out of tii
by hooa or by crou;.,
.;‘y;;pig.;’k.; vas cantcmp‘atinw o= Qinb abrat 1t, and tben thog,u
% f; ﬁ‘th;t =ny Cub%? wcﬁld heﬁéo ni;ie*din ¢s not te be &orth ypilc.
: f}~;nythin;lﬁ;u QZQQ‘S;;.I may cublh %8;, hu* new I un*ic pate
notning of the so*t.‘_"_ S e 2 s | _
1;- Scula :cu min& shawin t&i letter to Cec LLaboch?.
é? I waﬁ£ you anl m cnd u.O Gov-.nor o nn;er:t.r xactlv uh
ié: P e the sitnation ia, hut I ton't ;ant sny of you to ¥orry 2 bt
" ¥ PR G i 2 R v

e .;‘A; about me»beédu:e I as.not wcrryinh ubogt nyselfl. 2 :

-u..ﬂ‘,
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e : H@ most affec.ion te T6 qrds tn 212 of you.
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I h d to cict«t an "-ccun+ of ny l=zst stunt, not fe2ling

3 eﬁual to nuch pen Vb?£¢ NAJ I‘ much weiter end cin sond a few
:lines..,;“e in~ diatﬁ cr4890 Vas due to the large smount of
berfun i ny u per 1nteetinas, nacess.ry fer t"- F-r2y, wiich

'thr te eﬁ vo plu" up tnat str‘ctb e, Tnat hcs. now mestly pessed
- |4 2 TN _.,- N '.__ . . v

p. . i et . -

out ard the ngeﬁ fcr oy bmﬁr c“cy cni ng 1s therefor pnet,

Bao I h&V° n lo“’ ¥ :iod cf g*a.d eere with éilet, atc., dufore

ng P
ve cxa tﬁll hou s..fﬁ tbe s; tion is.
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or course I had prenised Llesnore %o keep her ialformed
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fuliy cﬁiany'iu;ness 52 hxd tao czble her just szt th
';?ﬁs:? Ehe heg ad to TN home (wculé hzve come 5AyVay)
_hon*s Vas in Pa r¢s &ud t;e uext ¢oy on the way o voord the
'Bcvengzriu. I‘Vi be so glud te ke ve her here. This will chahge
T"fall my p1~nz rnv a tiu& and An r?c t, prevent any plzns for EBurope
'nntil an, danber o; eme enc ? 19 prssed, 8o we will see what wo
Shall see, a3 Prcsper said._ Hcv thzt Elcanere is returning 1
csn lick this nev enemy znd iamtend te ¢o so horze, faot and
dfagcbns.A So don't vou worr;l
"f foai s - Ben énd L2aura his vife and Phil are overjeyed by ny
n;§s er Eléznbr and whst we propose and have <}l zent her buliy

‘ecbles. -They tre relieved frow ¢ gre:t znxlety ahout zy care and

protection, sand they have zlrezdyr met hc Jut vou vill miss the
operal It's gre-t to Lave such children s iine. Taovr satisfy

me Iin every paerticular,
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I hAve be,te* news fer you tad would heve ccbled it

- - P L A& - = N

did I nct fe vou warc'orr on.ynur acction. The mozt lmpor-

_"f tant is th El. naro eahe in r?¢LuV evenin? (w‘ n*n an hour

o¢ th° bo;t donging) fu11 o' con.iccncn v.d s sure thzt I'g

A Ve ;,-:L:'," -

.”

gettin ye1¢ 35 I nnw I “QVer anea ényth. ;'11?5 t ot

”'ncin‘.f c n shhfﬁ h r dou t free rt ;tddn. I* s vbﬁt I most

aﬂded erd erx I ,D hbont " again. Iastn"d *e- TRoon

:-;F; -VB mntored to thtﬂ Pl&iﬂa and snént t 1@ n15q+ t- Ee d'

- ST .~.\(' ¢ n"-,.,, 3 3 5
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’? ,?if -Ln&fb. I havc just rﬂturned and frunA nOdl neV°r rave knoun

R v v o
s - By SArgsT L. : -

R ‘I h&d béen w‘tnin an ace of 9&S°1n0 oﬁ.. ¥' d¢Ft s, cf courze

-*_‘a z bt At

té '_'..Q; v; p:e;ared 11 e baby foo& and'I a;“nnder r;gid‘ éérv iﬁn, hut

S - : "’“ "‘ fos 4
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1 that d-——”bariud is ou* cf e and t.e n'l ﬂﬁation seeans to

»
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L have subsidod so th:t n* amchinnry WOTrLs abnut “crm.lly Itm

5.2 “.k 4 5 inqn :.‘ g i o
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vinv every'knovn test nzde, and seem to be in parfect shepe,
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'““f;anly saae eleborata heurt ezam! *"1 to do. Bui there is no

sy et

;’1_ jdoubt about ﬂy old heart ~:ﬁ§ hus seen me thra ~arsn serapes
f than this. I haVG aboat arr.ngc 211 detsils g0 23 to quit abecut
Octcbe* i but npant.mc wiil éo no wer Just see folks ;p here,
- later on. Aoiorr?w E;and 1—gp to stay with Bon-and Laura for &
_vaek or So. They are g1l m:delightéﬁ with my nevws and se grute#
';rul to Zleznore and she hag so captured their zffection, that I

fear ghe vill be hustled into a chvrch any :omeni whether she is

}g " ready or note But s yet no plans wre nede end it is only decldegd
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thzt I zmust h-:.ve 2 homo Just az soon 25 cne ¢-a1 be had in the
| =

riwt pl;ce, mA s goof cockl Hore impert-nt thzn 2 doctor nov.

i‘l ef *his Elec...ore t-*‘:'hs &S simmly r:et-':in? her nevw carasr mors

Lwrtant E-ﬁu in aru.a .in;, «nd nora wa*‘ ,x xhi}e. dov "el,. tus

g .-L .—‘0 v : "-’\lv 3 1”,* .1 >":‘ ‘-' 2.7 "-.‘-','. AR e E e T RN S e
;'move ah th:;t I h..wr }ﬂzo'm, md you mocov,:r :: 1n mris. P ior

to El&anare‘s ra m I v 3 rest‘ 8Ls 'ar. **ther blue, or w*ula
h»ve v"i e'x you bv an 22 rlie bost . Bub I anm so h bet

S
D it i o8 - 5 : | 2 &

1n zpints and .m bcdy, thut 1t's Ju.-. cue i of of;r.'.- nov

v

bef"‘ro I"* be ver th n eVer. : T is le iis-;re‘:ﬂ:l? alliab&_&ut
‘- :r aelr ani I have litde of:'ice or oth:r news :s'saﬁé a}s T
. o T 3 "»‘u... ", S He e s
ha?e re ny bn.,n ‘uat ”rsstin Eo b&m. =1 ars save: Oven teuns,
. D¢ g P RO sl g o2 KE-(TF) -
no telppn nes, no Stron;s even! T‘qis wﬂe.. Pm 1s ar*zul at
»:i..’.vlsto’n b;xt\IﬁsL 11 pc; ‘z;ils?»g;in : It ""-:n.;s“‘mii,c ‘ights a.w—y
an; c‘rﬁ ;z‘t;f .oeu,»t;:t,; ch “;ip,ﬁtbt—:t;.ee t uhle. .. |
~ 4o oz Goate e wumions suout ne, 13 on e st to

: ‘health_ em! fna.l of n’idenée and ve;-v content.

A MR P Rty g AR e B K I BB R iy oY P
-~ ") ’
Vith :mch a;f‘ect;ca, § : &
”f*"" SO L T R ORE e KRl E ELLEY e dny DGRt T Loz
, : i Youps S, o
SR P S AT il e IS 30 FEC B TR T AR RIRTY S






