Denver, Colorado, §
Janwary 4, 1917.

AMENDMENT RESPECTING RETIREMENT OF GREENBACKS.

P B ———

DECEMBER 22, 1916, AS REVISED.

The plan for retirement of greenbacks in this
memorandum suggests that the Board owing general
scheme of currency refomm:

.1. That National Banik Ngtgs Aired and replaced by

certificates, I assume

tus, except possibly as to de-

4 cireulation, the principal part, if mot all, of
which would require the maintensnce of no reserve beyond the 5% redemp-
tion fund. The scheme does mot impress me as being sound, mor in the
direction of a simplification of our complicated curreney. 1 bellieve
it would be vastly better to retire the greembacis by issulng Federal
Reserve motes instead of Federal Reserve banik motes, giving each Reserve
Bank the right to use the proportioéx of government bonds received in the i

transaction and no more as security for Federal Reserve notes. b
i -
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Retirement of Greenbacks. January 4, 1917.

Other comments on this matter are contained in my former
memorandum. The changes between the first plan and the second plan
are not of great inportancé except in two respects. The new plan
will give the Reserve Sanks long time 37 bonds of the government

only s« This has the advantage that all the boné®E 1 11 be of a

character that can be sold without any obl

have no right to accumulate su
government bonds at this time
them. The other important chg
This is a serious injusjice in

stitutes an evasion of

ént borrowed $346,000,000 by a note
issue, on whi rest and which had ficticious currency
value by reason

long ago been ret

to the Reserve

its legal tender qualities. The notes should have
and funded. This plan to tramsfer the obligation
by requiring them to purchase a bond carrying 37
interest and then taking 2-1/2{ interest back in the form of a tax per-
petuates an unsound financial expedient of the Civil War period, and
allows to the Reserve Bamks a revemue of onme-half of one per cemt for
all the résks and expenses imposed upon them by the assumption of this

great government debt. An honest retirement of the greenmbacks would

Federal Reserve Bank of St. Louis . . - T




Hetirement of Greenbacks. Jamuary 4, 1917.

necessitate the government's selling bomds to the public at whatever
rate of interest was necessary and using the proceeds to pay off the
greenbacks, which would cost the govermment not less than 37 interest
wupon the bonds to be issued. Paying the Reservg| Banks only one-half

GQI e S0 » $282,523.°00-
3 Arust fund - 162,977,000
United States bonds - 195,958,000
Total - $631,458,000

g/ say - ﬁ $282,523,000

Fodtes notes - 346,681,000

f notes - 24 254,000

Total ¥ 631,458,000

Taking the note issue alone without regard to the general reserves
of the Reserve Banks, this ltntﬁeni_i shows a gold reserve of exactly 69%.

if we consider that immediately upon the assumption of the liability
for the greenbacks that they are at once converted in fact into Federal
Reserve notes, the subsequent problem of handling the United States bonds
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Retirement of Greenbacks. January 4, 1917.

it seems to me is greatly simplified. The Reserve Banks each year
will acquire, say, not less than (25,000,000 of United States bonds

for the purpose of retiring National Bank notes. Hach year there-

fore arrengements should be made for the Res Banks t0 meke a sale

of say $50,000,000, or possibly more, of their Nojldings of govermment

£15,000,000 t0 reimburse the
Reserve Banks for the gold 10w ng the 2's, and as to 35,000,000
as additional reserves for ¥ erve notes. This will cause a gen-
agy secured by United States

vacuum whick can be
awiod

akness in the proposed plan seems to be first
leserve Bank notes, which I gucur deplore, and,
second in the arpitrary rate of 3% to be allowed on the United States
bonds.
The bond holdings of the Reserve Bemks will become SO enormous,
if freedom of sale is mot preserved, es to jeopardize their liguid condi-
tzanfna to risk shrinkages in values which banks of this character camnot
afford to risk. :
Has the Bogrd observed one effect of the use of Federal Reserve
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" Retirement of Greenbacks. Jemuary 4, 1917.

Bank motes? In the first instamnce, the Heserve Bjanks will receive
3155,000,000 gold and $196,000,000 United States bonds. As greenbacks
are cancelled presumsbly Federal Reserve Bank ngfes will be used in

plage thereof. The accommt, therefore, which ayf fhe outset had a 44%

5% gold reserve. There would be $196, ral Reserve Bank

States notes. Difficulties can ke \gppHye snded both in this plan and in
the case of the issue QO £
1ng, owing to the § /

and the new notes

vision of the Resoly

eral Reserve Bank of St. Louis
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Dear (Governor Harding:

1 acknowledge receipt of your letter of Jamuary 4th mst-
ing that this bank should consider the further development of iis
foreign operations, asking me to discuss the matter with our board,
and requesting that I give you my own views in this eonnection.

I \vill take plessure in prescnting your letter to our board

at its next meeting and will write you nmy own views in a few days, just

as soon as I have had an opportunity of conferring with my associates.

. - In tho mmtins 1 may sny thet 1 Lelleve you have been ad-
vised ot the pmli.mimry camnnioationa which Governor Strong has had
with the governor of the Bank of France, more active discussion having
been delayed until s decision had been reached by the Board with regard
to the Bank of England matter, You have also been advised that we have
been acting for the Nederlandsche Bark in earmarking gold, although we
have rofrained from msking any public amncuncement of our acting for
this bank or of the nature of the transactions. ic have 21580 had let-
ters from one or more other government banks during the past year to ;
whieh we have replied but have not heard fuunther from them.

I note that it has been indicated to the Board from several
gquarters that a2 conneetion with the ’ederal Reserve Bank of NWew York
would be desirable, and we should be very glad to have the persons mak-
ing suech inquiries referred by the Board directly to this bank in order

that we may discuss with them the possibility of establishing the desired
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iR Honorable We P» Gs Harding, 1/6/17.

conzections.

Trasting that we may soon have the pleamre of receiving from
the Boerd copies of such correspondence or other data as the Board has
received indicating a desire for a connection with the Federal Reserve
Bank of New York, I &m,

Resreotfully yours,

Chaimean.

Honorable We To Ge Ha!ﬁilg’
Governor, Federal Reserve Board,
Washington, D. C.

PJ/RaH

Federal Reserve Bank of St. Louis




Denver, Colorado,
Janmary 19, 1917,

iy dear Governor Harding;
I am most grateful to you for your courtesy in sending me

printed copy of the bill proposing certajd

Reserve Act and the Board's statement

at disappointment to me
slation in regard to the |
this session of Congress, as well

as a modification of the yredenh currency laws in respect to denominations

Reserve Act.
With est regards and wishing you every success, 1 am,

Very truly yours,

Hom. w‘%ﬁ_@_&ﬁh&—\
Federal Heserve Board,

Washington, D. Ce

Bs/cc
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Dénver, Colorado,
January 26, 1917,

My dear W

It has not been my praetice to write any o!ﬁcul letterl fm

the question of gold bars

For the prolént. th; :
Department will be in two [rg

i at the moment.

mmded %o theFodenl thatvedhouldat omo cme
urlng if possible the total value of

$50, 000,008 ltizately $ho other Reserve Banks may feel wuung :
dure vith Mo\l siting § similar mmhtiom, in wbich case m
' b \in reeled to sloo.ooo.ooo or more. If we can 8 '
with the Asa#y DY ice to have tln priﬂle@ of tu:rnl.ng in these @1
bars without any mlung eha.rga or other charge, it might be poui
for us to arramge to mamlato Unitad States nta.nﬂn.rd mint ba.ra. ‘
ing from pre-ent impo rts from Gurope, and hold them nnder an obligat:
hythieh they vmldnot go oul; of aurpomuioninma at any t
lMllld bncma muary to mmr th-m for coin or eortincatu
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To - Governor Harding. Janoary 26, 1917,
course, in order to be fortified against a possible demend for gold

certificates from member banks, it would be highly desirable that the
Sub-Treasury in Wew York should carry on hand a ghock of gold certifi-

to aceurmlate gold bars of a chapdofer siidable for export without in-
curring possibly heavy charge
These ave the bars which we might\ulMifgbely expect to ear-mark for

foreign correspondents, gad, BB wau will gppreciate from the above state-

coinage and issuecs of zold cer-

nt, it would be necessary for us to

The de@sud fg p#T)4y relates to the present practice by Md;
payment of 99% of the assumed value of imported gold is made by the
in the form of Assay Office checks. 1 this practice were discontinued
and depositors of gold were required to await returns from the assay,
could at omce motify all of our member banks, as well as domestic pro-
ducers of gold, that we stood ready to buy gold at a fixed price for
allowing to them a perceantage of the total value, pending returns

assay office. This would direct & stream of gold to the Reserve Sanke
igitized f.or FRASER
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To -~ Governor Hardinge. Janmary 26, 1917,

in somewhat similar fashion to thet which now prevails in England,

1 fully appreciate how busy you and your
larly the Seeretary of the Treasury, must be at

iates, and particu-

s time, but it scems
to me that the metter is of importance to warran iate considera-

tion.

send you a statement.
1 beg to remain,

- W. e G.ﬁard

Bs/ce
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February 2nd, 1917.

Dear CGovernor Harding:
I have your faver of January ?1:% asking for ceples

of the correspondence by cable between the Federal Reserve Bank
of Mew York emd the Pank of England which followaed the announce«
ment by the Reserve Boeard on Degember 26th, 1916, I beg to ade
vise ithat the only direct cable between the Federsl Reserve Bank
of New York snd the Rank of Epmgland whieh has passed in connece
tion with the snnouncement by the Reserve Board was asfollows:

December 29, 1916.
"Cunliffe, CGovernor, Bank of England, London.
Btrong instructs us to express his deep regret at
premature announcement. ¥®ill continue negotiations
by mail. {figned) Treman, Deputy Covernmor."

In addition to this direct eable, I would state that
after the amnouncement of the Reserve Beoard on December 26ih, we
sent through the courtesy of lir, Js P. Norgan, the Wew York gember
of the Federal Reserve Adviesery Council, =n informal inquiry which
wae forwarded to the Bank of England reading as follows:

December 27, 1616.

“You will have seen that the Federal Reserve Beard
yesterday published the authority for the Federal Ree
serve Bgnk of New York to make an arrangement with the
Bank of England. This is simply the formal etatement
of autherity granted and has nothing teo do with the
terms or comditions of the arrangement, but both Streng,
who is away 111, and the officers of the Federal RHeserve
Bank of New York ask if you will be kind enough to ex-
press to the Govermor their chagrin and regret at the
premature publication by the Federal Reserve Board,

ederal Reserve Bank of St. Louis



S To Mr. Harding. 2/2/17.

"which was made without their knowledge and which is,

of sourse, contrary to the spirit of the last e¢lause in
the agreement between Strongemd the Goevermer. The
Federal Reserwe Bank officials have issued no state-
ment as yet and before making one would like to learnm
the Governor's wishes in this connection, since they .=
desire greatly to do nothing whichk could in any embar- I
rase the Governor of the Bank. They earnestly hope

that no inconvenience has resulted from the Board's ac-
tion which was made without consultation with them.

They would not for the world have had this happen in

this way, and vant the Covernor to knmow it."

Te this cable we received s reply through-the same source,
dated December 28th, as follows:

"The Gevernor surmised exactly what had happened
and wvas in no way put out by the premature announcement,
nor doesg he coneider thet it need interfere with the
continuance of discussion as to the terms eventuslly
to be submitted to the respective Boards, but he thinke
it would now be best heither to contradict the announce-
ment nor to confirm or explainm it, but toc let the matter
rest exaetly as it is for the present.”

Regretting the delay in forwarding the above cables in
aceordance with the agreement made by the Vommittee when in Washe-
ington, I aem,

Very truly yours,

Deputy Governer.

Hon. W. P. G. Hapding,
Federal Reserve Board,

Washington, D. C.

RHT/VCH
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— J=RVIVE DESIRED
ast Day Me: 18

Day Letter
Night Messs «

Night Letr.

: Patrons should mark an X oppo-
site the class of service desired; - Time Filed
OTHERWISE THE TELEGRAM
WILL BE TRANSMITTED AS A NEWCOMB CARLTON, PRESIDENT

FAST DAY MESSAGE. GEORGE W. E. ATKINS, VICE-PRESIDENT

BELVIDERE BROOKS, VICE-PRESIDENT

‘end the following telegram, subject to the terms
on back hereof, which are hereby agreed to Denver, C OlOl‘L‘#.-'}g
ebruary 2, 1917,

Confidential. 1f you have any reason to think it

ploase do not hesitate to telegraph suggesting my ret:

could return for & short veriod without any

Chg. Denj. Strong,
4100 Hontview Blve




EGRAMS TAKEN BY THIS COMPANY ARE SUBJECT TO THE FOLLOWING ~RMS.

To guard against mistakes or delays, the sender of a talegram should order it REPEATED, that is, telegraphed back to the originating office for /
one-half the unrepeated telegram rate is charged in addition. Unless otherwise indicated on its face, THIS IS AN %
in consideration whereof it is agreed between the sender of the telegram and this Company as follows:

. 1. The Company shall not be liable for mistakes or delays in the transmission or delivery, or for non-delivery, of any UNREPEATED telegram,
received for sending the same; nor for mistakes or delays in the transmission or delivery, or for non-delivery, of any REPEATED telegram, beyond fifty tiries the sum rece
for sending the same, unless spectally valued; nor in any case for delays arising from unavoidable interruption in the working of its lines; mor for errors in cipher or
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telegrams.

2. In any event the Company shall not be liable for damages for any mistakes or delays in the transmission or delivery, or for the non-delivery, of this telegram, whe;
caused by the negligence of its servants or otherwise, beyoud the sum of FIFTY DOLLARS, at which amount this telegram 13 hereby valued, unless a greater value is sta
writing hereon at the time the telegram is offered to the Company for transmission, and an additional sum paid or agreed to be paid based on such value equal to one-tentl

one ner eent. thereor.

8. The Company is hereby made the agent of the sender, without liability, to forward this telegram over the lines of any other Company when necessary to reach

dostination.

4. Telegrams will be delivered free within one-half mile of the Company’s office in towns of 5,000 population or less, and within one mile of such office in other cities'
towns. Beyond these limits the Company does not undertake to make delivery, but will, without liability, at the sender’s reguest, as his agent and at his expense, endeavo

contract for him for such delivery at a reasonable price.

5. No responsibility attaches to this Company concerning telegrams until the same are accepted at one of its transmitting offices; and if a telegram is sent to such Ow
by one of the Company's messengers, he acts for that purpose as the agent of the sender. ) -~ vy
6. The Company will not be liable for damages or statutory penalties in any case where the claim is not presented in writing within sixty days after the telegram |

filed with the Company for transmission,

7. Special terms governing the transmission of messages under the classes of messages enumerated below shall apply to messages in each of such respective classes in addition to

the Joregoing terms. X
8. No employee of the Company is authorized to vary the foregoing.

CLASSES OF SERVICE

FAST DAY MESSAGES
A full-rate expedited service.
NIGHT MESSAGES

Accepted up to 2.00 A, at reduced rates to be sent during the night
and delivered not earlier than the morning of the ensuing business day.

DAY LETTERS

A deferred day service at rates lower than the standard day mes-
sage rates as follows: Onc and one-half times the standard Night
“etter rate for the transmission of 50 words or less and one-fifth of
the initial rate for each additional 10 words or less.

SPECIAL TERMS APPLYING TO DAY LETTERS:

In further consideration of the reduced rate for this special “Day
Tietter” service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A. Day Letters may be forwarded by the Telegraph Company as a
deferred service and the transmission and delivery of such Day Letters
is, in all respects, subordinate to the priority of transmission and
delivery of regular telegrams.

B. Day Letters shall be written in plain English. Code language
is not permissible.

¢. This Day Letter may be delivered by the Telegraph Company
by telephoning the same to the addressee, and such delivery shall be a
Eomplete discharge of the obligation of the Telegraph Company to

eliver.

p. This Day Letter is received subject to the express understand-
ing and agreement that the Company does not undertake that a Day

arison. Fo
NREPEATED TELEGRAM AND . o FOR AS Su

ond the am

THE WESTERN UNION TELEGRAPH COMPANj
INCORPORATED
NEWCOMB CARLTON, PRESIDENT

Letter shall be delivered on the day of its date absolutely and at s
events; but that the Company’s obligation in this respect is subje
to the condition that there -shall remain sufficient time for the tran
mission and delivery of such Day Letter on the day of its date durir
regular office hours, subject to the priority of the transmission of re
ular telegrams under the conditions named above.

No employee of the Company is authorized to vary the foregoing.

NIGHT LETTERS

Accepted up to midnight for delivery on the morning of the ne
ensuing business day, at rates still lower than standard night messa;
rates, as follows: The standard day rate for 10 words shall be charge
for the transmission of 50 words or less, and one-fifth of such standa
flay rate for 10 words shall be charged for each additional 10 words ¢
es8.

SPECIAL TERMS APPLYING TO NIGHT LETTERS:

In further consideration of the reduced rate for this special “Nigh
Letter” service, the following special terms in addition to thos
cnumerated above are hereby agreed to: '

A. Night Letters may at the option “of the Telegraph Comps
be mailed at destination to the addressees, and the Company -
be deemed to have discharged its obligation in such cases with re
to de.lilvery by mailing such Night Letters at destination, posta
prepaid.

B. Night Letters shall be written in plain English. Code langua
is not permissible.

No employee of the Company is authorized lo vary the foregoing.

e
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* Form 1207

&y

Receiver's No,

N

Night «.,

Patrons should mark an X oppo-
site the class of service desired;
OTHERWISE THE TELEGRAM
WILL BE TRANSMITTED AS A
FAST DAY MESSAGE.

Check

Time Filed .
i

e

Send the following telegram, subject to the terms ‘ / /| F
on back hereof, which are hereby agreed to / t(:é»(_ / O {L— 191 ;

L+

To_Now M. P. & dezqu 2 |
Yttt Aebeust, Lrareo

Mouel bl 208 2q a/mamdana PATA Gl

" Secfion  JfowdEEry omile  worde quolE
Excluous Of w Yrace End quole:

| y 2408 A o, d/‘( £ /AN ET awe

(UM LN . 41 oA UndiL)q IO o) e

Lla M‘Asm e  Can. g Wd
»é%m{ X Mmp?’/j)

“R'S ADDRESS SENDER’S TELE-
iNSW}ER PHONE NUMBER
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March 16, 1917,

Pederal Reserve Board,

Wwashington, D, C,
8irs;

I beg to report on the business of the bank for the month
of Fuhruaiy; 1817, as follows:

Depgaits %t the end of January - - - - - §240,806,752, 65

" " " Fe’bmry o N oW 242'771.8;"6A,
-“; 1.965.061.96

Increase - -~ -

DEPOSITS,
Govt, deposits at the end of Jamuary - - § 2,648,063,95
" » . " " Pebruary - 2,743,282 .25
Increase - § 965,168,30
Sixteen member banks submitted thirty-one applications
for rediscount aggregating $1,961,001,.05, an inerease over the pre-
ceding month of four in number and $1,384,060,61 in amount.
Rediscounts at the end of Jamary - - - ¢ 1,592,466.45
L sl "W February - « - 1,872,693,29
L. Ineresse « - - § 280,256,84
REDISCOURTS.
Rediscounts maturing within 10 days - - § 1,381,008.77
" - - 30 » - - 115,993.42
" " " 80 9w L. 213,190,77
" " ] 90 L] ok 162 503 53
Potal =~ = = = § 1,872,693.29

fio changes were made in the discount rates; viz,, 3% for
15 days, 4% 15 to 50 days, 5% over 90 days, and trade acoerntances

3 1/24.
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2. Pederal Reserve Board. | 3/16/17.

The bank purchased for its own account bankers acceptances
for $20,228,514.18, and for other Federal reserve bamks J21,619,726.70.
The high rate was 3 3/4%, low 2 7/8%, and average 5/1258%:
mwmn mmum-,cu.zmm.u
5 749 027,70

ACCEPTANCES.,
mwmmﬁmlom--- § 8,466,241.67
30 - 6,424,974.45 [
" - - 60 7 - 10,108,961, 94
" " " S0 » o

Total - = 82,046,852,36

The benk purchased for its own account warrants amounting
o ﬁ,lﬂs,ooa.. and for the account of other Federal reserve banks,

%.325,
The high rate was 3 1/4%, low 2 5/5, and average 3.02299%

Warrsnts owned at the end of January - -~ § 35,693,807.78
" n " " » "  Pebruary - - 5
: Increase - - 1,840,296.31

Farrants nahn-ms ﬂﬂn&n 10 m: -——- @ 106,162,21
30 - 228,781.256

oW 80 P mae 145,558, 92
n " %0 = - - - - 75,208,185

R e T
mm . e, 5.5“.1“0'

80. of items sent to Transit Dept., in Feb. 865,394

-, - - * Clearing Nouse " " 82,533

COLLEC2ION 5YSTEE, Average pumber of items dgily = = = = = = 43,087
Amount sent to (learing House - — = -« - - $348,895,849,43
L. "» Pransit Depte = = = = = = 276,546,957.76

WARRARTE,

2 3 3 3

The daily average in January was 42,232; the total sent to
the Ulearing House was [383,380,298,70, and to the Transit Depart-
ment, $305,108,880.685.

Federal reserve notes amounting to 201,880,000, were de-

livered to the bank by the Pederal reserve sgemt up %o March 1, 1917,
FED., RE3,
NOTES. when notes outstanding were §l40,161,2156. The decremse of

Digitized for FRASER
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FED, EES.
ROTES,

IECOME AND
EXPENSE,
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& Ffederal Reserve Soard. 3/16/17.

$61,718,785, in gross amount represents the notes sent to the Comp-
troller of the Currency for destruction. There were paid out to
sixty-two member banks §40,294,000,, and to fifteen nonmember banks
§3,914,500, Of these, §$33,942,500. were in new bills and
£10,266,000, sorted bills. New York Clty banks deposited
$4,000,300,, notes of this bank, and out-of-town banks sent im
$1,296,675. The Treasurer of the United States sent im {620,300,
Hotes of other Federal reserve banks, amounting to §1,518,900.,

were zlso received,

Income from bills discounted - members - - - § 4,741.19
Acceptances bought in opem market - - - = - 78,270,62
U, 5, Bonds and Treas., nNotes - - = =~ = = = = 1,6882,.84
lMonicipal warrants - « - = = = -~ - - - - 12,103,18
Frofits realized on U, 3. -mritiu - - 1,605,02
Deficient reserve penalties (ine, int,) - - 4,658,09

Sommissions received - « = = = = = = = = 5,882,49

Surrent Ixpense:
Assessment Pederal Reserve Board - « - - - - § 5,830,04
Governors' conferences - - - - = = = = = - - 18,94
Federsl Advisory Soungil - = = = = = =« = w - 25.00
P. B, Agents' conferences - « « = = = « = = 85.98
S8laries ——w = = = w - - - - - - - - 21,254,60
Directors" fe8f o = = « = = = = = = - - 520,00
Per diem allowanse — = = w = = = = = = = = - 140,00
Traveling @Zpenses — — = = = = = = = = = = = 170,00
Officers' and clerks' traveling expenses - - 308,81
Bt = e v o connacscanmees=s 5,700,54
TolophON = = = @ = = « = = S e - - - 43,49
Telegraph = = = = = = = =« = = « - - - 40,68
POSLEED = = = = = = = = - - - - - - - - 426,71
EXPrOSSage = = = = = = « = = - - .- 26,84
Insurance and premiums on fidelity bonds - - 316,06
Printing and stationery - « = « =« = =« = = - 784,86
All other expenses, N, 8, = = = = = - - - 2,324,777

Gost of ¥, R, notes issued to the bank - - - __ 25,800,000
Total - ~ - = § 61,972,06

Income OVEr SXpensSe = « = = = = = - - - - 47,071,37
4is compared with income over expemse in Jan, 67,328,185




MONEY RATES,

FOREIGH
EXCHANGE.

Digitized for FRASER
http://fraser.stlouisfed.org/
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In the absence of any definite movement in speculative stocks
the call money market was dull throughout the month of February, with
rates slightly firmer than in the preceding month. The prevailing
range was 2 1/4% to 2 1/2f, with remewals being gemerally quoted within
the samelimits. Rates for time momey om collateral were also slightly
firmer, quotations for 60 days to four months ranging from 2 3/4% to
4 1/2%, snd for six momths to twelve months 3% to 5§. Rates for
eligible bankers acceptances remained steady in February, ninety-day
bills being guoted from 3% to & 5/8%. Harly in darch, however, an
easier tondency was noticeable with slight declines in rates. Trading
in commercial paper was quiet. On february 1lst quotations were 3% to

3 1/2% but graduslly strongthened, and on March 5th were 4 1/2% to 54.

In sterling exchange circles at closing rates demand bills
exhibited slight weakness towards the close of February, and on March
lst were quoted at 4.75. Exchange on Paris also showed an sasier
tendency, frano checks selling at 5,84 7/16 at the beginning of Feb-
ruary and gradually declining to 5.85 5/8 in the first week im March.
Mark checks ranged from 65 5/4 to 70 1/4. The striking feature in
the Continental oxohnnges was furnished by" the steady decline in lire.
Demand bills on Italy dropped from 7,12 om February 7th to a new low
regord 7,77 on March Znd, and at the latter figure were a2t & discoumnt
of 50%. Guilders recorded slight declines, and at the close of  the
month were selling at 40.31 1/4 for checks, a premium of 2%,
Loubles closed the month at 28,25 against 28,35 on the last day of

January, but declined early in larch to 27.70.

Business in this distriot continues on a large scale for
this pcriedofthom. and there is every indication of a very
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_astive spring trade. The restraining ianfluence exerted by the break
of diplomatic relations with Cermany and the imminence of war, is
gradually lessening, The serious congestion on the railroads, which

hampers nearly every branch of industry, has been improved to sowme
extent and decided progress is looked for in the near future. Ac-

‘cording to figures compiled by the Commission ou Car Service of the
American Railwey Association, the rallroads on February 24th were
holding 158,679 cars which could mot 'be: moved, as compared with
171,207 ears on February 17th, a reluction of 19¢ in one week.

An improvement in mamufacturing conditions has been ef-
fected in the irom and steel trade. Production in both pig iren
and finished steel has increased in the past week., The output of
pig iron in Pebruary, however, showed a mrkod falling-off due,to a

great extent, to the serious shortage in coke, The total production,

which was the lowest since July, 1916, amounted to 2,637,042 tons,

a desrease of 450,170 tons from February, 1916. Steel prices con-
tinue to advance. m average price of eight leading steel products,
according to a compilation made by one of the leading trade journals,
is now 81,05 a ton, which represents the highest price ewer reached.

It is reported that ﬂnmt_dmhhndumw&
large, Government o;-dus. Inguiries for finished steel, both foreign
and domestic, oonum in large volume. The steel plate mills are
overvhelmed with orders from shipbuilding i.ntugsta.

¥snufacturers of machinery report a very heavy domestic
business but a decrease in foreign orders, buyers for foreign account
being wvawilling to place orders until shipping facilities are improved.

In mercantile lines there has been a slight 1lull during the
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past month, due to the fact that the trade is between seasons. 'm

volume of business, however, is very large for this season of the

year, -In some cases buyers have shown hesitancy in making forward
commi tments, owing to the uncertainty of our intermational relatioms.
¥ost manufacturers aml merchants in lines where delivery is prompt |
are wot deterred by the prospest of war. Wholesale drygoods houses
report that business is excellent, One firm states tﬁat the ’
market is sold out and expects this condition to prevail for some
time to come. Another large house, however, finds s tendemcy on
the part of buyers to await lower prices. In the retail trade, sales
are rumiing ahead of the corresponding period last year and collec-
tions are good.

The silk trade has experienced a slight falling-off in

business. A large, wholesale concern finds a desire on the part of

‘manufacturers who were well stocked at the beglmming of the year, to

sancel orders wherever possible.

The textile industries sre very busy. The market for
woolen goods has been disturbed by the prospect of orders for uni-
forms from the United States Govermment, im case of war,

Business in the cloak and suit trade has been very active.
Some difficulty haa\boen experienced in cbtaining certain fabriocs
and labor conditioms have caused comsiderable trouble, but in spigo
of these the trade has been very prosperous and looks forward t0 a
record spring season.

There has been no change in the past few months in the large
volume of business in heavy chemicals, Rallroad congestion hae
hampered manufacturers to some extent but has mot been a very serious

difficulty. Although sales in the drug trade are also very large,
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 manufacturers are suffering from an insuffioient supply of yaw me-
terials.

A shortage amupplyofmliu‘dmm.mtmt.
was caused recently by strikes in refineries at Wew York and Fhila-
delphia, These disputes have now b;m adjusted and the situation
at present is much m@.

Business in the hardware trade is very active and collec-
tions are good., [FPrices of raw materials continue to advance, with
ue immediate proaspsct of u;iuf.

In the hide and leather trade the outlook for a heavy
spring business in the kiddle West and West is very bright. In the
hast, Muwmmmwﬂmumwmm

GENERAL. concerning our foreign affairs. It is generally felt that the recent
British embargo on importations of shoes and leather will not prove a

WMw t0 axporters. [The concensus of opinion seems to be

that these articles will be classed as necessities and admitted under

licenses. .

The statement of the New York Clearing House Association,
énted larch I, 1917, shows loams, ete., §3,632,495,000., deposits
$3,780,8567,000,, ‘and m reserve 164,427,270, Since Pebruary
5, 1917, loaus inor;ued $20,958,000,, deposits inoreased £6,405,000,
and excess reserves decreased §1,042,270, New York City bank clear~
ings in ebruary totaled $12,794,087,245., an increase of §1,687,349,968.
over February 1916,

New incorporatiomns in Zastemn States for February, involving
congerns capitalized at 1,000,000, and over, amounted to §283,815,000,,
a decrease of $62,180,200. compared with Febrasry 1916. The volume of

stock transastionz on the New York Stock EZxchange during the month of
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February, amounted to 13,668,769 shares, an increase of 1,588,653
over the same month last year, (Transastions in bonds in Pebruary
were on a restricted scale. There were few offerings of new
mmicipal issues and in corporation financing the only important of-
ferings were §50,000,000, Bethlehem Steel Company 57 secured notes
due February 185, 1915. and §$25,000,000, Southern Rallway 5% secured
£0ld notes maturing March 2, 1919, The par value of bonds sold on
the Stock Exchange during the month amounted to $75,971,000., a de-
orease of $4,419,000, over the same month last yeer.

failures in New York State during February mumbered 189
with 1iabilities of §3,301,400., a decrease from Pebruary 1916, of
71 in number and $251,400, in 1liabilities,

Building permits in New York City during Pebruary aggre-

GENERAL.  gated §10,852,177., an increase of §1,734,057. from February 1916.

Foreign trade at the Port of Hew York in the four weeks
ended February Z4th, compared with the corresponding period a year
earlier, shows exports {£24,896,767., an ipovease of $72,712,948.,
and imports §{97,527,148., an increase of §949,526.

Postal receipts at New York last month were {2,697, "
a gain of JA47,784. over the same month last year,

Sales of the P. ¥. Woolworth Compamy for Pebrusry, were -
#6,643,719. compared with §5,347,262. in February 1916, = gain of
5.54%. |

frade between the United States and Latin-imerice for the
seven months' period ending with January, amounted to $756,40%,000,,
a gain of §$191,441,000., or approximately 547 as compared with the
same period of the previous year, mpamtomummum |
the seven months showed & gain of 474, and imports a gain of 26%. '
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Since my last report, the changes in statements of the Bank
of England, mnmummm.wumam,m

P ST

as follows:
BANEKE OF ENGLAND
late Gold BReserves Deposits
Har. 1, 1917 £ 54,296,090 £54,161,000 £215,838,000 ,
Jan. 51, 1917 56,664,712 85,513,000 2 3G |
£ 2,368,622 £ 1,352,000 & aé %‘} .oaaE
Dacrease Decrease Increase
Other Ratio of
Securities -Reserve
HaF, 1, 1917 £117,383,000 15.83%
Jan, 31, 1917 ,
£ 81,656,000 »
Increase Decrease
BANK OF FRANGCE
Date Gold Silver Ciroulation
¥ar. 1, 1017 ¥5,148,881,450 270,512,000  F18,097,456,000
Jan, 31, 191%7 j 288,000 w
¥ 17,718,300 # OB,776,000 P »110,000
Increase Decrease Increase
Bills Piscounted
Deposits 204 Advances
Mer., 1, 1917 ¥2,548,247,000 #1,804,166,000
Jan, 31, 1917 2,392 _;w
P 155,593,000 P 174,282,000
= Incraase Decrease
B 0F & Y
Date Gold Ciroulation
Feb, 23, 1917 ¥2,526,081,000 N7 ,847,641,000
Jan, 15, 1917 2 60 7
i 3,821,000 H 20,687,000
Increase Increasc
Reports on conditions in this district have been received
from bankers as follows:
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FROM HEWBURCE
There is no change of importance in business conditions in our

vicinity, Our industries continue to be worked to capacity; our
merchants are having fine trade, some of them say better than last year,
and altogether things are not very different from what they were a
month 2g0 or at this time last year,

We see frequent evidence of additionsl cspital required because
of the high cost of materials and merchandise both on the part of the
manufec turer and merchant, Sales that represeat the normal volume of

business total one-third more in actual results,

We find our business men disposed to be cautious about making

comui tments for the future, although there 1s no evidence of uneasiness

on account of the intermational political situation,

FROM BINGHAMTON
The only change that I find in conditions from those reported

as of Pebruary lst, is a slight tendemcy toward hesitation or halding in
business, which would be quite nmataral, as well as wise, under present

condi tions,
FROE SLMIRA
fhe situation in this vicinity contimaes with very little

change, However, thore has been one small strike which has failed of
its purpose, iost of the business men feel that whatever may be the
outcome of the international complications, there will be but little

'let-np in businesa, ‘There is a good demand for money.

FROM SYRACUSE
Business conditions have not changed materially since last
month,

danufacturers of agricultural implements report busineas
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quiet; sales about as a year ago, mmGn the railroads
hampers them in shipments, while the high cost of labor and mater- :
ials does not give much encouragement for the coming year,

Hanufacturers of automobiles and parts of same report
business very good, The cibarge on the railroads is easing up, and

they hope within a short time to make their shipments in regular or

1
i
]
der, 1
Building Trades: Show an improvement, anm increase of 50% |
over the same period & year ago. ' 1
farming Industry: Conditions continme most prosperous for
the farmer, Pricas cre abnormally high, With the exception of hay
eviryQing veined (s Tash Jear wid1 he dlemned up. There will be
& surplus of hay carried over, owing to the large crop the past year. |
It is ostimated that there will be a much larger production the coming

!
season and much more land cultivated. It is stated that ome-third of £
the farming land of the State is at present idle and wncultivated. {
Hanufacturers of Hosiery and Underwear: Heport am excellent
businmss, Orders are now in for all they can manufacture until fow-
 vember.
Hamufacturers of Clothing: Business conditioms are good;
¥ | sales larger tham a year ago, The difficulty of getting raw meterial
may, howsver, reduce future buh;as.
liercantile Houses, both jobbers and retailers, report ;l-
lections good and a continual inerease in sales over a year ago.
Shoe mmnraa Bsport business duct. not much new

mim.miigin.u&nguﬁ.mathnnwctmmmhn

overbought, and are becoming more conservative. ‘ £

|

I I
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Steel Manufacturers: Report business as last month, OUwing
to the embargo on the railroads they have greater difficulty in getting
¢oal and vaw materials,

Pebruary, 1916 « - wiv = o = = = = = = - - - - $13,376,798.51
PAPY, 1907 w o - c e m e o ne mi e - SR
UTIC

ca_n see no material change in conditiens in this vieinity
since my last letter to you, except some slackening in the manitiom
factories, The demand for monay iz about nommal for this seaszon of
e year, except that it of course takes more to supply the various
manufactories than usual, because of the higher prices of raw mater-
ials. dJeposits in the various institutions contimue to ingrease,
although 1 think, as 1 reported befors, that the uﬁnés of all

¢lasses are not in proportion to the increased 1ncomo.‘

FROM WATERTOWN
There is still an abundance of money here in Watertowm,

» and on the other hand our losns have not been as large in o number of
i years as they are to-dlay, The merchants are all having a good trade,
and the mammfagturers are all behind on their orders,

HHQH JARZSTOWR
mm&xmm-mnmnmmrmnnu

long remembered on account of the severity of the weather. Three full
months of continuous sleighing this winter; many daye when thermometers
registered below sero. Cities end a number of villages in this region
use natural gas for fuel; during the coldest weather in February the
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demand for gas exceeded the surply and to aggravate the situation suf-
ficient coal was not to be had even though the mayor of Jamestown com-
mandeered carloads of c¢oal in transit. There was much real suffering,
and economic loss also because industrizl institutions were compelled
'u-pora_rny to close and decreased production ensued.

Bank funde in this section of the state are well loaned at
legal rates, and with spring astivity in near prospect there is no
likelihkood of idle dollars. |

Edsnufacturers are optimistic. They not only had unprece-
dented prosperity in 1916 bul are now working on orders that will keep
them busy for weeks, Collections are reported easy.

Farmers feel the high prices of grain even though their prod-
ucts sell at figures not known since the Civil War., They will be handi-
capped for seed, especially potatoes, because last year's orops were short
and the prices were s0 tempiing they were unable to withstand the pressure
to sell more than they should have dome, 'mn..too,m«mo
of potetoes were froszen during the zero periocds of February.

The outlook for building operations as soon as moderate weather
is assured, was never more promising and demands for labor will give work
to all available forces.

HROM NEVARE, B, Jo

Business conditions in Newark show little change during the
past month axcept for somewhat greater difficulty in doing business, due
to such things as the railroad congestion, the demands of labor, the |
high prices of raw material and the general business uncertsinty as to |
the future. The statements received since the first of the year show
almost without exception very satisfactory profits for last year, m in
some cases extraordinarily heavy profits. There have been comparatively
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few labor troubles in Hewark but many inoreases of wages have taken

place without a contest. In the bullding trades motice has been
served on the bosses that demends will be made for a mumber of further
inoreases on the first of May. Hetail trade keeps good, as there is
no lack of employment at high wages,

Conditions are about the same as they were s month ago, |

saviugs banks and other baniks having large lines of deposits, Trade,

. howaver, seems to have lost its buoyance. manufacturers and cone-
mmxnno:mmchmtofmumunu}ma.nm,m

had somewhat of a reaction upon trade in general,

Business conditions in Hew Brunswick and vicinity have main-
tained unuswal activity for this time of the year,

All of our mamufacturing industries are producing to the
limit of their capacity and under a little better labor conmditions than
prevalled before the cold weather shut doyn operations in open air work,
They are, however, looking forward to the spring time with considerable i
concern, believing that labor will be shorter in this vicinity them it
e nst geay,

Bullding operations promise to be exceedingly active, a_!pt-
withstanding the high cost of comstrustion,

The farmers in this vieinity report that last year they had
the most profitable year in the memory of the present generation, and
menrmnnuhm“mﬁuﬁum&m
yoar, Bamk deposits maintain their high average with, however, &
more satisfactory demand for monsy.
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Businees condltions in Mommouth Coumty ars probably more

satisfactory for this season of the year tham usual. Deposits inm
2ll of our banks are far in excess of a year &g0.

In the interior sections the farmers are somewhat handi-
capped by\thc high price they are required to pay for their seed po-
tatoes and the things necessary to the planting of ecrops; fortunately,
a good many purchased their seed last fall and saved cousiderable on
the cost. In view of these high prices, it is doubtfal if the
acreage for potatoes will be as great as in past seasons.

Respectfully,

Chairman,

JEC/HAB
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For Mr. Strong.

March 21, 1917,

Dear Governor Harding:

We have been discussing among ourselves in the bank to-day
the matter of the prmpéot ive 70-day loan of the United States Govern-
ment, of which you advised us yesterday, and we all feel very glad ‘'of
your sssurance that the S&siem will have some official commection with
the placing of the loan.

48 t0 whether we should serve merely as the sgent of the gove

ernment in disposing of the loan or should be actual purchasers of it

with or without the idea of possibly redistributing it, which you will
remember we discussed at lunch yesterday, we have lodked at the mitter
from various angles and feel that it would be preferable for us to act
as agent rather than #s purchaser. We thirk the effect on tHe public
would be about the sare in either case., Th# puvlic would understand
that the Feciefal reserve banks were; vhr'y properly, assisting the gov-
ernment. But it is our feeling that the excellent &ffect produced on'
bankers and thoughtful men generally by our recent investment peliecy
which, as you stated in your address last night, has brought our re-
serves up from 687 to 80%, and has put us 1n'a strong position to as-
sist our member banks when necessary, would be dispelled if the govern-
ment , withoi??g-ging to the general money mariet, should draft us direst-
ly to its assistange by borrowing z round sum of money from us.  We
believe it wounld be & better and sounder polisy for the government to
regard us not as s primery but rather as a secondary source of borrowing,

to . be availed of tohlporarily and within reason when the outside market
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is not so available as at present. T0 place a large loan with us at
a time when market funds are 50 abpndant would seem to put the Reserve
system in the primary position of a bank of discount rather than in the
seeondary ponition of a bank of rediscount, which we have always consid-
ered it was Mtendad to be. A | :

To secure the momey perMps a shade cheaper from the Moral
Beéerve System than in the open market does not secem to us a compensat-

ing Qdiantage for the unfavorable impression we belleve would be created

by the government*s direct use of our funds. Vhile the Secretary may
feel that we should lend at a low rate becsuse we have government balanqqg
without interest possibly he will recognise, on the other hand, that'we do

considerable govamment worx without cmpemtlon. ‘

Mt the views which we have fomd are baaed, not on the rate,

but on the prinoi;:le a.bwo outlined. B’hue as officers of the bank we

should be extrmly glad of f.he added i.ncme the lom mld bring,

feol that we mat cons mer the mb,ject fron tho broadar point of vi.evw of
lcund relationship botwoon tho '.l'.'reasury and the System Frm that w
point of view ve are convinced that it vonld be wiser for us to aot, per-
haps without any compgnsat\ion, as agents fo_r‘ the government in plaging
the loan rather than to become pumhasersv or.oven undqrw;itgrs_‘ of i.t.1 _
" We belleve that 2 1/2% would e a fair rate for the loan. Pop—
sibly it might be taxen at & :ﬁmét'ion ].ower, &t it shonld be. remembered
that the extent of the market for money at 25;, the rate you thought the

Secretary had in mind is quite li.nitod.

Very truly yours,

Honorable We F. G. Ba.rdi:ns.
Governor, Federal Reserve Board,
Washingtony 2. C.

.

Dear Governorw bgrongz )
Many thanks for your lm ter of

Mareh 12th written from the Blackstone.
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THE ASSOCIATION OF THE BAR
OF THE CITY OF NEW YORK

42 WEST 447H STREET

New Yeork, April 19, 1817,
Dear Governor Harding:
We have just added up the various liets of subeorip-
tions to the 8-1/2% $200,000,000. loan and find that we have
elightly over £83,000,000 subseribed. We have heard from all

but a few of the smaller banks in this city eand “shall probably

hear in the morning from some of our member banks in the other
citiee of cover 25,000 inhabitants with whom we have communicated.
It is probable that from banke and bankers wse shall be able teo
bring the amount up to #100,000,000, Iancluded in this amount is
§5,000,000 subscribed by the United States Steel Corporation, and
it is poseible that we may be able to get a few subscriptions to~-
morrow from othex industrial concerns and from individuals of
large means, ’

Mr, Treman and I have called on moet of the important
institutione personally and have communicsted with the rest over
the telephone, Without exzception we have found the attitude
of the benkers to be that the loan wae not attractive om a busi-
ness basis. They expressed themselves ae desirous of cooperating
in every way with the Covernment in the present loan and in the
large financing plans which are coming, but they feel $hat bank-
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ing transgetions with the Government should be at & fair market
rate, a rate which would mske Government paper as attractive as
dther paper of the highest grade and not an unwelcome addition 1
to their portfolios. On the authority of your statement to me

f
; {
i

this morning we adviged in each casge that the rate had been fixed

. by the Secretsry. Thelr unanimous reply wae, "As & bDusiness
proposition we do not care for any of this lcan but we agree with

i you that under the circumstances it should be taken and we will

|

subscribe to whatever you tell us is our fair proportion." In

other words, the Federal reserve bank has been put inrthc posi-
tion of offering a piece of financing to its member bania and to
other institutione and housca on terms which made it burdensome, |
. The impression created by the initial transaction of the la:got
voluime to come later has been distinctly and unanimously uﬂ#
‘ - favorable, The cubcéxiptioas-anac by some of the banks already
well loaned up have somewhat extended them. One §f the 1.;3&

| institutions has already asked us to take over an equal amount

of their acceptances and another has spoken of the probability
of borrowing on the notes at ocur fifteen day rate; namely, 3%,
At 2-1/2%, these certificates will be frozen loans in the port=

) folios of the banks, which they csnnot dispose of or turn without
1@10..

|
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At 3% the borrowing would have been very cordially
received and the subscriptions would have been both voluntary
and larger.

It is our conviction that Government short time fin-
ancing would be much facilitated by the development of an open
market for the certificates asimilar to that for bankers' ac~
ceptances, and they should be placed at rates which will enable

them to be dealt in in the open market without loes to the banks

making the initiel subscriptions, 1

T am writing you thus frankly conmcerning the day's
work because I feel it my duty %o tell you exsetly the situation
and because I am convineed that today's work hae been very
detrimental to future treasury financing. I recognize that this
was a sudden and perhaps uuexpected piece of borrowing, and the
bankers as well as ourselves have felt that the Secretary's re-
quirements in thié firet and perhaps esumergency call should be
met if posaible, But I should be negligent if I did not report
to you that unlesa money conditione should become much mofe
favorable, shich seems unlikely in the neer future, our work of
today could not be repeated; snd if I did not express to you the
conviction of =all our officers that it is of the utmost import-
ance that a comprehensive plam for the management of short time

Government finamcing should be developed in conjunction with
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Lf those who will be r&aponaable for carrying it ocut in the import-
' ant ceuntres.

Very truly yours,
el
L

CHATIRMAN,
Honorszble W, P, G. Haxding,

Governor, Pedersl Reserve Board,
¥ashington, D, C.

-
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May 1, 1917.

Dear Governor Harding:

Your kind note of April 27th was awaiting my
arrival when I reached the bank yesterday and was in-
deed a most welcome greeting,

Possibly I will see you before this acknowl—
edgment reaches you, as 1 am expecting to take to-
night's train to Washington; but I do want to write at
once and tell you what has been much in my mind for the
past year; that is, the extent of my appreciation of the
consideration which you and your associates have shown
me during my illness.

You do not need my assurance that every possible
service t:hat I can perform to facilitate your work during
these difficult times, will be always at your command and
most cheerfully so.

With warmest regards, believe me

Sincerely yours,

Honorable W. P. G. Harding,
Federal Reserve Board,
Washington, D. C.

N
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August 8th, 1917.

Dear Governor Harding:

The enclosed letter was opened through error by
my secretary who assumed that it was for me. The contents
have not been read smd I greatly regret the mistake.

Very truly yours,

, .
Governor.

Honersble W. P. G. Harding,
Governor, Federal Reserve Boerd,
Washington, D. C.

VO
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CORFIDINTIAL
March 0, 1918,

Dear Governor Hording:

I wish to confirm my telephoﬁe conversation with you yesterday
afternoon in which I advised you that we were on the point of taking some
conclusive steps towarde acquiring property for & bamc site for which we
had beepn megotiating, and ask you if you would be so good as to ascertain
whether there was any likkelihood that we should be able in the nesr future
to obtain the Sab-treasury site, the unoccupied site of the Assay Office,
and the Assay Office itself. The ground now ocoupied by these buildings,
if supplemented by a2 small building on Pine Street, deuld give a plot roughly
150 x 180 feet, which would seem to be a feasible plot for us to use, and
we should appreciate your advising us as to whether there is any likelihood
of our being able to obtain this site from the Government in the near future.
1f so, we nlght' wish to consdder abandoning our present efforts to secure
the other site; but if not, it is our feecling that we should proceed with
our present negotiations.

Trusting that you will let us have your views on this point as

~

soon a8 convenlent, I am,

Very truly yours,

Chairman.
Honorable W. P« G. Harding,
Governor, Federal Reserwve Bosrd,
Washington, D« C.

PJ/RAH



- Pebruary 28, 1918..
Dear Mr. Harding: y 7:/“ ) 8 ' '

The tolegran{ /from your Board, suggesting an increase in rates by the Fed-
eral Reserve Bank of New York, was received too late to submit to our directors at
their meeting held last week, but has been considered at a meeting of our executive
committee held since then, and was yesterday submitted for discussion & our board
at its regular meeting. "

After full discussion our directors have decided that ﬁ would be umwise
to make any change in the rate at the present time and are of the opinion that when

any change is made all of our rates should be reviewed and brought into conformity

and that this should be dome in concert with the other Federal reserve banks, so
that a uniform policy may be established in general harmony with the financial pol-
icy of the Treasury Department.
Our present rates are:
4 1/2% for the discount of ninety-day paper;

4% for the discount of ninety-day notes secured by Liberty Loan
bonds;

4% for the purchase of indorsed member banks' bills of first grade,
which is shaded 1/8 4x the case of very short maturities;

3 1/%b for fifteen-day collateral loans which with the addition
of the stamp tax, makes the cost to the borrower about 4%;

and as a substitute for the fifteen~day transactions we are pursuing the policy of
purchasing United States Treasury certificates of indebtedness wunder contract of fpe-
sale at the rate which the certificates bear,

In order that the action of our board may be understood, I beg to submit
herewith the general statement which I have made to the board en the subject of our

rates, which no doubt led, to the board's taking the action above roporiod.
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2 Honorable W. B. G. Harding 2/28/18,

Our/ policy . should be considered with regard to the bamks in this city
as representing ome situation and the banks in the district, ontside of New York |
City, where the iitunti.on is somewhat different. : \ ’

As to New York City member banks, reports received this week disclose
that sixty-five of the largest banks and trust companies, out of one hundred and

thirty-seven institutions in the greater city of New York, hold a to%al of

$752,500,000 of Treasury certificates of indebtedness in addition to those which
they n'ave_meaay distributed to customers, and the total of all the banks in the
city doubtless exeeed $800,000,000. fhis natwrally presents o situation somewhat
diftarent Shex any proinsiing ik atNr Tinmetid asuieing Suk ob ChlSass shelic
understand, the banks hold but $40,000,000 of these certificates. Of all the issues
mh by the Govermment since our entrance into the war, this district has purchased
61 per cent., ueéptmg the last one sold, of which theypurchased nearly 50 per cent.
The present offering allots $194,000,000 to this district. ~ The program calls for
four more issues within the next eight or nine weeks, and if the 2 per cent. distrib-
ki suggested by Secretary MeAdoo is maintained on future Smouein, S Nanikh 28 ARG
city will be called upon to take sbout $140,000,000 additional every two weeks here-
after, making in fact a further commitment by the banks in this city aggregating
about $750,000,000,

Subscriptions to the pending issues now total $175,000,000 by 679 subscribers.
Naturally, with the rate now established at 4 1/2%, it may be assumed that mone of
the present 4% certificates can be sold without loss by the New York City banks, and
although a considerable portion of the new issues can be distributed %o outom:.
nevertholess thoao which they now hold, bearing 45 intmct. wust be -m.nyod to
some extent, and possibly to a large extent, for credit at the Reserve bank.

About two weeks ago the surplus r(uoryo of the clearing house banh was
only $29,000,000 and last week it was %56,}000 000, This is the lowest swrplus re-
serve held by the banks of the city since, I believe, last September. Zo puwchase

% certificates of indebtedness aggregating 3750.060,000 will necessitate large
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s Honorable W. P G. Harding 2/28/18.

borrowings at the Reserve bank as rapidly as the Govermment deposits, resulting
from these b?rroungs. are withdrawn and disbursed. In addition to that every
time an issue of certificates is made, the interior banks withdraw money from :
NWew York in order to pay for their subscoriptions, thereby inereasing the burden
of the New York City banks. When the last sale was made, $262,000,000 was with-
ldrawn in four days. |

Po meet this situation an arrangerent has been effected by which sixty-
seven banks and trust companies o.i' the eity act in comcert through the direction
of a committee, of which I am chairman, and these banks in the past ‘si.x or geven
months have placed at our disposal from $350’°°°.'00° to $400,000,000, which has :
been used to effect the readjnsi;mant of loans resulting from these Government

transactions. We are now in course of concluiing a similar arrangement with the

same banks for a credit of about §200,000,000. l'here:vl.’ore,v the banks of this eity
are in fact facing demands, which will almmst certainly be mede upon them piior o
the next Liberty Loan, aggregating not far from onme billion dollars. These opera-
tions have resulted in a quite gemeral curtailment of credit in other directions,
banks withdrawing loans and reducing purchases of commercial paper, and particular-
1y reducing loans which are ineligible, in order that they may furnish the  @Gov=-
ernmont with money as required. This operation has a tendency to increase the in-
terest level so that to-dsy collateral loans and commerial paper are pretty gener-
ally on a 6% basis.

I think it is safe to conclude from the sbove statement that an mma;O
in our rates will mean a gemeral inoresse in interest ratea‘ and may result in a2
situation making it %ncrmingly difficult_ for the Government to borrow momey even
at & 1/2%. In fact, in my opinion the increase made last December was one of the
contributing causes - and possibly an important one - to the necessityfor the pres-
ent increase in the Government rate to 4 1/2%. |

I have discussed the New York position at great length with members of
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4, Honorable Vs Pe G. Havding 2/28/18.

of the swbcomaittes of the Liberty Losn Comaittee, who have managed the money
transactions above referred %o, and they are umanimous in their views that am
inoresse in ouwr rate will have serious consequences to the Government's bOrrow-
ing program., Unfortunately, it ves necessary practicelly to require the New
York benks to take o total of $241,000,000 of the last issue of &) eertificstes.
4 day or two following payment £or-these certificates, ammouncement was ‘uio that
hereafter they would bear 4 1/2 interest. While I had explained to the Liberty
Loan committee that this was thi to mur and gave reasons which were convineing
anl getiatsotory o them 1% was lupossidls 1o meks the situnéion elesr 6 oil of
the New York banks, and a great meny of them feel thatbthey have taken a large
shure of the certificates, which should have been taken in other parts of the coun-
tysat the lowor rate, They wers mow, in faot, "hung w" with these certificates
and the baniks of the cowntry which had held back ave in a position to get 4 1/2%
on tmhm: of cheir loans to the Government. Under these cirmmﬁmu‘w in-
orcase in our fifteen-day rate to 4j, making the cost to the borrowing benk & 1/28,
,aiu: aéomspondmg increase in our purchase rate to 4 1/27, would have the effect
of penslizing the Hew Xork olty banks by 1/2 of 13 on all of their borrowings on
the outstanding certificates., Their recommendation, in faect, has beem very strong-
iy that owr rate should be 3 1/2} to the member banks for these tramsactions, and
they stated very positively that there is no kmdemy observable on th part of
the banks in this district to abuse the facilities of the Federal Reserve Bauk
simply for the purpose of making money on the differential, In gemeral, I
think this is true. ' ' :

In resume the situation in New York City i1s such that an inorease in
our rates, which would mpike borrowings at the Reserve Banit on Government certifi-
cates of indebtedness cost 4 1/Ziy would create an exceedingly unfavorable senti-
ment, would interfere with the Government's program, and might involve an inerease
in its vate to Hh. ‘

As to the situation outside o7 New York City, the rate ° oy charged
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'
for advances upon certificates of indebtedness has not been as important a fae-
" "tor because the certificates have not been so largely purchased outside of m;
eity and because a fifteen-day loan is for too short a period for mafy couniry
banks to avail themselves of. : )
We now have an organﬁation created under a plan which has been put
: into operation for effecting = wide distrivution of certificates throughout the
'l district and for oondnoting gertain other‘ oyerations with both nemher md 0D
member banks. This p2an is succeeding beyond our expectations ana is romung
in very large subsoriptions compared with those formerly made by country banks.
These banks are not in position to readjust their affairs by curtailing loans
in other dirvections as rapidly as are the banks of New Yoi-k City; they have
20t the DesSTIS of the epeiwilons of the waney srFamgedds bows Tefexwedlisy
they are very largely loaned to their legal limit, and with the slower process
: of readjustment it is inmevitable that they must resort ta the Reserve banks
for accommodation if they are to s&baéribe for the proportion of certificates
now being allot\ted to them. I am told by Mr. Gmegory, President of the Central
Bank of Rochester, who has been in charge of this organization, that if nw
incresse owr rate it would make it sbsolutely impossible for him to sarry out
the program laid out for this organization, and he would feel obliged to resign
the umdertaking. It must be borme in mind that payment by credit for these cer-
tifieates of indebtedneas- by country banks cammot i:e employed with 'm profit to
the country banks as in the case of t:m city bank. Their loans are not as liguid,
and they camnot readjust their reserve when the Government withdraws the deposit
-a8 rapidly as the city banks, and their only recourse is to borrow from the Re-

gserve Banik,

When the Federal Reserve Bank of New York increased its rate last Decem=

ber, it led to g feeling of umcertainty and distrust throughout the district

because many commitments had been made for loans on Govermment bonds: at.

‘ 4%y, ond the member banks becane uncertain at once as to whether owr rate policy
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6 Honorable W. P. G. Harding 2/28/18.

might not foree them into a position where thedr loans on Govermment securities
: Would ceuse them a direct loss in addition to the reduced retwn on sush loan

below the rate at which they would othgrwise employ their funds.

20 summarize the situation as to rates, ™ think we must recognize that
to place the $750,000,000 of eertificates of indebtedness in this district in ad-
dition to those now held, will necessitate borrowings by the bauks in order to set .
w reserves as the Government deposits are withdrawn to & total of $100,000,000
or $150,000,000. Beyond this they would undoubtedly find 1£ necessary to borrow
from us to make good reserve in vault as a result of withdrawals from the inmter-
for, and I would not be surprised to see our loansaceount mormo from $200,000,000

to $250,000,000 within the next two months. And I cannot help believe in general

.that an increase in our rates, at a time when this'axpmion is really imposed upon

the banks, is an unwise policy; that it will not only camse dissatisfaction, but

necessitate an inorease in the Government rates, and will cause & general inorease
in all rates, which will embarrass the Government in placing its short loans and
selling its long bonds,

We are Sacing an important readjustment of eredit mvblvmg cﬁrtai]mt
of ummecessary loans in order that the Government borrowings may be effected withw
out wnnecessary expansion of bank loans and deposits. The necessary program for
Government borrowings from \ba.ph in the interval between its bond sales, must, of
gourse, bring about an expamnsion of bank loans and depesits for a huge amount.

The expansion can only be reduced, as we View it, by three methods:
One is to educate the banks as to what loans they should curtail.
Qur organization above referred to has been instructed on this !
point, and iss influence, I think, will gradually be felt, dbut
large results caxmot be expected until some months have elapsed,
The second method which 1y’ later become necessary, might be by
a direct control of bank credits. If that does becomes neces-
sary, we have an organization already established which could
be nsed no doubt with success.
m third method - which we vould. of course, expect to employ

in time of peace - would be a gemeral imerease in the inter-
_ est rate.
igitized for FRASER
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Homorable W. P, G. Harding  2/28/18.

I canmot believe that it is wise to eiploy this third method and igmore

the comsequences. Thers would be no reasonable limits to the level of rates which
might result from the policy of mmi:vel,v i.norming the rate of the EHeserve
banks, then the rate paid by the Govermment, ‘and so on indefinitely, until momey
conditions became intolerable.

It is the feeling of our board that the establishment of a ﬁn&fen

consj.stent policy as to rates in the 1nterva.1 botveon sa.les of Government bonds and

for a si.m:llar uniform policy for loans wpon Government lone-tins bonds at the un :
of sale, is imperative in the Government's interest, and that the decision as to.
the rate pollicy of the m Reserve Bank of New York is of more importance o
the Government thax that of any other reserve bank.

My objeet in writing this long descriptionof the position in this dis-= -
tricts is to asie that the board may consider the desirability of expressions of

views from this district before any definite poliecy is adopted and that we may

have an opportunity to diseuss the whole subject with the board and with representa-
tives of the Ireasury Department before any change is undertaken, either in this
or other districts.

Respectfully,

Mrabh W. P, G. Harding,
Governor, ‘Federal Reserve Board,

Washington, D. Ge

‘n.s/m.

(SPECZAL DELIVERY)

Fa
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TR PEDERAL RESERVE BANK
e ~_, <y ‘fd}l‘:
*\';'1;_1_ - " 191 Washington, March 28,1919.
g T ;
\;ff@_ |

Dear Gevernor Harding:

The stenographic report of the proceadings at the
Govarnors confarsnce is &bcut complstad and at your
convanienze I wonld be glad of an ovportunity to discuss
it with you. Twe topics on the program wers refsrroed
to me for special verbzal repert to you. w

The other point not included in the program was "
brisfly discussed at the meeting and Govarnor McDougal “
now asks me to make a special repert upon that subjsct. !
It relates to the pressnt form of statsments of Federal -i
Resarvas Banks which are now discounting paper wish other
Federal Reserve Banks. It was the feeling of those who . ;
discussed the matter that it would be desirsble tc have :
the fact of such redisccunt plainly shown in ths statemenis |
of the individual resarve banks and indicated in sowm form "
in the ccnseclidated statement. |

Very truly yours,

Hen, W.P.G. Harding, Governor,
Pederal Rassrve Beard.
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PERSONAL: ‘ November 22, 1918.

Dear Governor Hardins\s :
|, 1 nave just finished reading your ciroular letter of November

19th, X-1274, in regard to comservation of credit. Of course this is &

matter which has had very constant and urgent attentign in this district

on account of the enormous size of the transactions conducted here and

the necessity for what would appear in ordinary times to be excessive and

unusual borrowings by certain of the member banks, - " are, as you realize,

aviifeontel with the nesessity on $he ons hant S Geging. 05 Deut Alewsl |

requiring, member banks to subscribe to the Gwemg certificates of in-

debtedness with full knowledge that, in order fo take them, they must borrow |

e to some extent, and, at the ssme time, carrying out & policy which we have ‘

right along, of urging thé conservation of credit, We are running the risk

. awmme

of appearing to take an inconsistent and conflicting position with regard to
their transactions at the reserve bank! ‘ : | ;
1 am glsd, Weg, to find that the Board,. by the terms of ﬂlia
- letter, does no; conslder it necessary t0 exercise restraint so much upon
the amount of mpbsr banks® borrowings as %o exert an influence upon the -
character of the loans which they meke. The dietinstion is an important ‘
one because if we approach the banks to restrict their borrowings from the
reserve banks, we are, necessarily, causing some timidity in dealing with
the Govermment's financial program,
The particular point in your letter whieh impresses me as con=-
taining possibilities of difficulty is in regard to direct or 1ndirect ac-
Digitized for FRASER : : ' , - ‘ ' A
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2  Governor Harding 11/22/18.

commodation to nomnmember banks. Your letter definitely states thgt non-
member banks should not be permitted to use a member bank as & medium
or agency for the purpose of procuring sccommodations from Federal re-

serve bagks unless the facts are submitted to the Reserve Board and

apbroved, Host of the_mmembor banics o,". the country carry accounts with
member banks in New York City and at seasons of the year are borrowers from
them, In fact, in the case of some of our largest honber banks, thial is a
very important, and, possibly, the largest department of their b‘niﬁss.

and where these liew York City member banks borrow from us at the same time

that they are lending to their nonmember correspondents, we ars :lncii#actly
extending accomscdation to nonmember banks and I really see 1o way to avoid

it. Technically, a strict compliance with thi's paragraph of your letter

would involve our requiring every member bank which borrows from us disclosing
by a statement on .its: applications whether it is. laudingto nonmember
ba.nkc'or_ not, and if .i% isy lending ‘to nonmember banks, denying accommodation
t0 our member bank except the circumsiauses were submitted to the Federal Re- ‘
serve Board,

Prom time to time paper may be offered to us for discount which hat
reached New York baniks a8 the result of discounts for their nouwneuber GOr- :
réspnndmts. “I'his gan only be disclosed by indorscments, and even though we
disériminated apainst paper\ indorsed by nonmember banks, the object of the
Board's suggestion would not be sccomplished as it would simply result in the
member banks' submitting paper which did not bear such indorsements,

frankly I see no way out of this difficulty., It might be held that
a8 nonmember bank in some cases effected a specific arrangement for up&aﬁag
a member bank 2s an intermediary for discounts with the Federal reserve bm
It would make little difference whether that transaction was hron@xt about
by the direct discount of paper belonging to the nonmember bank and inmdorsed

by the member bank, or whether it was brought about indirectly by the dis-
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3 Governor Harding 11/22/18.

Gonnt of the nonmember bank's paper with ‘ths mewber bank and the latter again
discounting its paper with us, s0 1 a8 our member bank gets the indorsement
' of its correspondent and we, in tnmff"jget the indorsement of our member banik,
it makes mo difference whether it is on one or another piece of paper, the
effect is identicsl and the legal responsibilities are the same,

y1t has always seemed to me that the danger of abuse of the facilities
of the federal reserve bauks lies in deliberate, persistent, and intentional
discounting by member banks for the purpose of making & profit between the
rate at which they lend monsy and ;che rate a2t which they borrow from us.} Re-
straint upon those transactioﬁs under present comditions is, and will be, very
dif‘rioult 50 long as. the Goverpment is a hngev borrower on short payper. The
borrowing bank will always select the paper which it can discount at the
lowest rate, and one can not well identify the proceeds and so restrict its
useé in the! Hands of ‘the member bamks as to insure that it is mot simply
a profiteering transaction. Vhen the Goverament retires from the money market,

"1 apprehend that om- Tates can be employed to deal with that sitmation effeative~

1y, but just now we seam to be between the upper and the nether mill "W" and
will probably continue there_fcf some months longer,

May it not be poseible, either formally or imfommally, to Mat
modify the requirements cionj;ai'ned in the paregraph of your letter to which
1 refer. - |

Very truly yours,

Honorable ¥, P. G. Harding,
Governor, Federsl Reserve Board,
washington, D. C. :

 Bs/usB
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N November 25, 1918.

Dear Governor Harding:
I am grateful to you for your letter of November Z23rd
in regard to bank expansion, iy difficulties I think you fully

realize and your assistance in meeting them is greatly appreciated,

Very truly yours,

Governor.

Honorable W. P. G. Harding,
Governor, Federal Reservs Board,
¥ashington, D. C.

(=t]

~Z
=
€
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FEDERAL RESERVE BANK

washington, March 31,1919,

Dsar Governor Harding:
Replying to your nofe of this date I am sxpecting
to be in New York for our Dirsctors meeting on Wednesday
of this week when the Board will take action in regard
to the arrangement with Mr. Trowbridge.
Yours wary Sruly,

Em. '.P.Q- g wmo’.
Faderal Resarve Board.
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THE SECRETARY OF THE TREASURY . 5 2~
WASHINGTON

COPY
Noverber 5, 1919. X-1718 a

Dear Governor Harding:
I hope that the Federal Reserve Board will not allow the Governors of
the Federal Reserve Bunks to rely wholly or toou heavily, fur the preventiun

of the abuse of the facilities of the Federal Reserve Sysgem, upun the increase

in rotes now establishea wita the appruval uf the Buard, myself included.

{ The experience of all Eurcpesan cuuntries (end Japén), incluaing thuse
ﬁ cvuntries which have becn neutral in the war and tnuse which nave maintained
a high central bank rate, supp@rts the view that discount rates will nut
"suffice in these eXtraordinary times,

The Reserve Banks' rates shuuld, uf coursc, scientifically be above the
commercial rate and not below it. That cannot happen until the independent
resources of the banus suffice for the normal requirements of their cus-
tomers for commercial, industrial and Government purposes. Banks cannot be
expected to meet these requirements habitually at a loss. Their aependence
upon the Federal Reserve 5}stem should be seasonal or occasional and not
habitual. Until that condition comes about as a result of the production and
saving of wealth the tendency will be, as Reserve Bank rates are increased,
for the rates to the Govermment and rates to the comercial borrower to be
increased in turn. The world has been for five years consuming or destroying
more than it has produced. My own belief has been znd is that witu the curtail-,
mént of export demand conseguent upon the curtailment of foreign credits and
with industrial production proceeding full steam ahead we shoula soon have
reached an equilibrium in this country at least. In the meantime, however,. the
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abor situation has become so acute as gravely to threaten production and the
speculative mania has developed two such an extent as gravely to threaten our
credit structure.
A‘ The conditions under which changes in the Reserve Banks ' rates of discount
{ would Operate effectively do not exist here today. An increase in the discount
rate will not result in the importation, nor curtail the exportation, of gold
t0 any material amount. It will not result in a curtailment of the importation
of goods nor in increasing our exports materially. In the present position
of the international balances and of the foreign exchanges and becausc of gola
embargoes the Federal Reserve Bank rates cannot function internationally, and .
will 0perate.solely upon the domestic situation. In that conditvion an important
further increase in Federal Reserve Bank rates might have the effect of penal-
izing and discouraging the borrower for commercial end industrial purposes,
thus curtailing production and distribution end increasing the shortage of
goods,and consequently the price of them, and thus; in turn, stimulating
speculation. { An increase in rates (per cent. per enuum) falls very lightly
upon the borrower for speculative purposes, who figures a very large profit
on the turnover in a day, a week, a month or some other short period). It
might have also a very grave effect upon the Government's financess
In consequence of the w;r the Government has issued some $25,000,000,000
of interest bearing securities which are of prime eligibility. Before the war,
when the Government's debt was only $1,000,000,000 and that all stered away
in strong boxes, the possession of eligible paper was very strung presumptive
evidence of the right of a member banks to borrow. Ngw and for the 1life of thnis
great war debt the possession of eligible paper will be no evidence at all.
Therefore,[i believe it to be of prime importance that the Federal Reserve I T
Board should insist upon and that the Governors of the benks should exercise f T

a firm discrimination in making loans to prevent sbuse of the facilities of the l
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Federal Reserve System in support of the reckless speculatviun in stocks, land,
cotton, clothing, foodstuffs and commodities generally,

Ve camot trust to the copybook texts. Maring credit more easpensive will
not sutfice. There is no precedent in history for the great war which we have - J

’ |

been through nor for the conditions now existing, The Reserve Bank Governor \ TI
must raise his mind above the language of the textbouks ana face the situation
winich exists. He must have courage to act promptly eand witn éonfiaence in his
own integrity to prevent sbuse of the facilities of the Feaeral Reserve System .
by the customers of the Federal Reserve Banks, however powerful or influential;jl

bpeculation in stocks on the New Yorxz Stock Exchange is no more vicious™
in its effect upon the welfare of the people and upon our credit structure
then speculation in cotcon or in land or in commodities generally. But the
New York Stock Exchange is tne greatest single organized user of credit for
spéculative PUrposes. It is the organized instrument of a copntrywide specula~
tion. I believe that the practic= of financing specuiative transactions in StOcCkS
by loans un call, with daily settlements, is unsound and aangerous to the general
welfeare. Call muney loaned to carry speculative transactiuns in étocns is only
liguid when there is no need. The paper is not ceglif-liquidating anda, in tone casﬁf/
of an emergency, as, fQr esample, upon the outbreak of the European war, and
throughout the period of our participation in the war, such loans are in the
mass uncollectible. The use of ILiberty Bonds, Victory Notes and Treasury
Certificates as collateral for borrowings made by member banks from the Yeaeral
Reserve Banks for the purgose of carrying speculative transactions in stocks
makes 1t the right as well as the duty of the Federal Reserve authorities to see
to it that the methods of financing such transactiuns are reformed and