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Denver, QLorado,
July 21,017,

Dear lir. Deolano:

1 have been pursuing inquips in regard to Frencis
L, Chapman end, whgre I find that 2 reat many things are said
NN

in his favor g#

£ thoroughly honest,eliable men and with con~

Central Trust Co., OY

Gamjtroller's regords, as
of 2 mumber of banks in thil
On thé whole, I am
appointing him .Ghief Executor of a W
I am sending you in strict confidene,
to whieh should not be quoted. Woul yo - h to re-
turn then to Hew Yorlk affer reading.,and obl
Yours wry truly,

Bon. F. A. Delano, ‘
Federal lescrve Board, "
Washington, D. C.

BS /G
Lnes.
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Denver, Colorado,
July 23, 1917.

iy dear Fred:

1/ #o yours of the 16th, Ir. Francis A.
is just z {eaged in the Insurance business I believe, and
adGe receipfing your letber I made o 1little further incuiry
about ded here end considered to be
a man of ‘ SERRY. v reliable snd having some

sither the National or the

rave & little provate inquiry made, please telegra:nh and I will
dc the needful, I suggest a telegram, as I em rsturning home
¥ on sbout the 6the

Paithfully yours,

Zen. ]'. L. Delano ;
'ml M?ccm' .
3 Ve W

B
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Denver, Colorado,
May 16, 1917.

Hy dear Fred:

On reaching Demver I find the cards of invitation to your
daughter’'s wedding and am so regretful that it will be impossible for
me to0 be on hand when that important event takes placs,

You may be sure that all of your host of friends wish the
bride great heppiness, as I dos

Very sincerely yours,

Hon. F. A. Delsno,
1128, Sixteenth St.,
Washington, D. Ca

zed for FRASER
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Denver, Colorado,
April 17, 1917.

Dear Fred:

1 have just succeeded in purchasing the history of the descendants
of Elder John Strong, two volumes, which is the only genealogy of the Strong
family ever prepared, and 1 believe one of the best of its type of emy
Anieriean family. These 1 am having sent to you by express and hope that
you will extend your acquaintance with our common ancestors with profit and
satisfaction.

Very sincerely yours,

Hon. F. A. Delano,
Federal Reserve Board,
Washington, D. C.

Bs/cc

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



Denver, Colorado,
| : April 17, 1917.

Dear Tred:

1 have Just returned from a trip -with the Welborns down to some
of the mining camps and find copy of your corzespondence with lir. Gordon
Jomes. You doubtless have learmed that nb ‘aied very suddenly last week
while undergoing a sévere operation and 1 doubt if he received your letter
before goins to the hospitale.

Since our exchange of telegrams aboﬁhw return home 1 learn that
Lord Cunliffe will shortly reach Few York a.mi,‘ of course, 1 am determined
to see him before he.rstm'slhom. 1 au awaiting word from New York as to
his plans, etec.

1 hope things are going well with you and that you are not over-
working,

| Yéx?y sincerely yours,

BS/ce

Hon. F. A. Delano,
Federal Reserve Board,
Wﬂ, Ds Ce
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k ' Denver, Colorado,
Q\.‘ﬁ\’ku \'\x;q\'\ April 4, 1917.
Y 7 , "'-,‘"L

At
A0 By
AR

Dear Fred: ‘QT«\ ‘

I have telegraphed to Harding, to Secretary McAdoo and to the of-
fice, indicating my readiness to return at any time. What I should have
done was to go right back to New York, even if it omly meant a visit for
a few days there and in Washingtom, but possibly this letter will make
clear the particular matters which tempted me to returm, and I will ask you
to consider it very carefully and to do what you can, if you think best, to
promote what 1 have in mind. '

l. My oldest son is in the National Guard, 'i:ta regiment has been
mobilized and I am terribly keen to ses him before he is sent off to some
inaccessible place where I may not be zble to get at him for quite awhile.
That is, however, but one personal consideration, which 1 don't want %o
urge in connection with my return.

2  The second however strikes me as belng exceedingly important.
You will recall the ascount which I gave you out here of the comnection
which I had had with the first English-French loan. Subsequently my trip
to Europe at a2 time when everything was most depressed over there and the
proposals to the Bank of England and the Bank of Prance, developed a cordial
relationship with my old banking friends and some new ones over there which
I believe would be of the greatest possible advantage in comnection with any
negotiations ever undertaken for international loans for the assistance of

the allies in which our Governmwent would have a hand. Any such transactions




~
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To - lir. Delanos April 4, 1917.

should be handled through the agencies of the Reserve Bank System and the
banks of England and France. After having worked on these matters mow for
two years nearly, I do not want the misfortune of my‘ iliness to interfere
with my going on with work which 1 believe my acquaintanceship abroad
would just mow particularly qualify me to be of some service. 1t is really
the one thing we need to give the Reserve Banks the international standing
that they require -~ that is to have us handle the bamking end of transac-
tions of that character. The machimery is really all established for the
purpose and 1 have thought about it so mmoh that 1 think the plans by which

such transactions could be handled are already pretty well formulated in my

mind. Therefore, 1 am writing you te urge most strongly that you find the

moans, if you can, to get this idea of the Reserve Baniks acting for the
government in commection with these foreign transactions and further see
that when the time comes no sentimental or other comsideration for ny health
is allowed to iInterfere with my taking éoxne part.in the jobe

It really seems a joke to me that my son should be in the army,
ready at any minute to o abroad and make any sacrifice, while I am out here
coddling my health, notwithstanding that I feel able to be of some material
service in the situation. |

So far as my health is concerned, it could not be better. 1 have
been playing 18 holes of 201f every day and putting on weight at the same
time. Last night 1 weighed 156 lbs., which is a gain of 27 1lbs. since I
came out here. Dr. Sewall, with whom I talked yesterday, said he would

have to hunt up some new argument or excuse to keep me out here any longer.




e

To - ¥Mr. Delanos April 4, 1917.

I have written to no one on the subject of this letter except to
Curtis, to whom I am telegraphing today, and I do hope that you and the
others will not hesitate to telegraph me to e¢ome back at once a.ng get to
work. 1 am getting so restless any way that it would probably do me more
harm to stay than to return,

In conclusion, l_et me say that I am writing you, knowing that you
will be a sympathetic aundience for my complaint and, further, because you
have just been here, can appreciate in what good condition I am and how

genseless it is for me to allow & few week:é' £ top dressing, so to speak,

to interfere with my getting back and tagkling the work that I am really
best qualified to doe.

Best regards,

Paithfully yours,

Hon. F. A. Delano,
Federal Reserve Board,
Washington, D. Cas

B5 /oc
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Denver, Colorado,
¥arch 26, 1917.

My dear F¥red: .‘-'-

mll.-ff
tremendously emoang. .
th someone from ho’; 7
E, dar

ogus to me there is "'v"‘; iy

Your visit was all too short but while it

psted 1 douwbt if you *

realize what a great pleasure it was to me and hov

ing it is to have opportumity to talx things over\s

o back at the "‘5

bank and then further plans can he L hekd after I have a better op-
g the way the present organi-
zation is working.

Ag June 1lst is now

badil
ter-

differential to mot over 1% in mormel times. Hi& Lin :
gard are undoubtedly the result of an initial error’ ii ‘t“ﬁ"é’ éstm
of these rates which 1 think should now be corrected and in such a matter
as this I really feel that my associates in New York have falled to grasp
the true significance of the suggestion. The Federal Reserve Bank of New
York should have a2 minimum rate and no maximum rate and then no guestion

of differential will arise. Applying a mazimum rate to our dealings in
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To - Mr. Delanoa iiarch 26, 1917.

r:gcill

bills has abnblutely no bearing whatever. Bills are purchased as in- Jﬁﬂ

vestments upon their merits, that is to say dependent upon the oredit of
Y\‘_ i
the aceeptor and emdorsers, and the volume of bills of those particular

i .
names which happen to be offering. The maximum rate can be deseribed ,'

possibly b;( ﬁhe  statement that the Reserve Board feels that the New York

bani alw&.ld not be authorized to buy bills which are so bad in guality
that. :c‘h;y can be pm-cua.oe&\at & discomnt rate in excess of 4%, and that
the Board exercises\that degree of control not over the gquantity purchased
but over the qnality O£ ;he Mll"a. This ic surely a very unsound prinmciple.
No one can pass on ths quaﬁty oj:: j,he billa we buy except those officers
who are fully Mmﬂ, 1n )ﬁny cases bthidentially, of the affairs of
the acceptor. 1If tha m;!pmn rate is applzlqd for the purpose of limiting
the guantity, (vhich I mt conceive to be possible) then it has the ef-
fect of limiting the bank’k n@tivities aadf diagntton at the very time

and in the very way, when they M; h;ve the freeab possible lati tude,
viz.- when rates are advancing aharpely and should be qhecked.

in this matter I reall:; feel thht it would be betber to let the

situnation remain uncha.nsed when it has wé:ked very 119%13 for two yea

properly.
In this and other similar matters if you end your aseociatea' would
be willing to defer action until my return, 1 would deeply appreciate it,
and you may be sure that after greeting my associates in Hew York my first
move wouvld be to go to Washington and discuss all of these metters with

you and the others, with the utmost frankness.

Federal Reserve Bank of St. Louis
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To - Mr. Delano. ' Mereh 26, 1917.

, / Let me repeat what 1 said to you a number of times while you were i

here: 1 recognize that relations between the Board and our Bank have been

a little strained in some matters and this situsflon must be corrected,
of course, as soon as possible. Uhile I was g

sented the anmouncement about the Bank of England

true that all such differences of opinfo:i are of &

-~

pared to the work itself, we all wm eeeomplish the 3gy

they were resisted.
with the Board to 1p

\ are pressed?
o TS

warmest good wishes,

Faithfully yours,

e g Km. Fc A. Dﬂm@.
s Y Federal Reserve Board,
: ¥ mu, D' c.

Bs/ce

=t o

- AN P. 8. Tmfortunately the Kansas City report was left in the sitting room
., and I am mailing it to you under separate registered covere

=
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* 9F SERVICE DESIRER

“t Day Message

X |

“ter

Night Message

Night Letter

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

NEWCOMB CARLTON, PRESIDENT

Form 1217

Receiver's No.

Check

Time Filed

Send the following telegram, subject to the terms
on back hereof, which are hereby agreed to

F. A. Delano,
Union Pacific Train 119,
Deer Trail, Colorado.
Will meet you at station.

Club tomorrows

Chg. Benj. Strong,
4100 Montview Blv.

Denver, Colorado,
March 22, 1917,

Am arranging for luncheon &% Denver

Benjamin Strongs

e
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ALL TELEGRAMS TAKEN BY THIS COMPANY

To guard against mistakes or delays, th?f:sender of a telegram should order it REPEATED, that is, telegraphed b

i in addition. Unless otherwise indicated on its face, THIS IS A REP.
it is agreed between the sender of the telegram and this Company as foll
1. The Company shall not be liable for mistakes or delays in the transmission or delivery, or for non-delivery, of any UNREPEATED telefmm, beyond the amount
¥ the same; nor for mistakes or delays in the transmission or delivery, or for non-delivery, of any REPEAT
for sending the same, unless specially valued; nor in apy case for delays arising from unavoidable interruption in the working of its lines; nor for errors in cip

one-half the unrepeated telegram rate is charge:
in congideration whereof

received for sending

telegrams. E
\ 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, whether "
g d by the negl of its servants or otherwise, beyond the sum of FIFTY DOLLARS, at which amount this telegram is hereby valued, unless g greater value is stated in

writing hereon at the time the telegram is offered to the Company for transmission, and an additional sum paid or agreed to be pai

one per cent. thereof.

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

destination.

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

| towns. |
-+ 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 ifs transmitting offices; and if a telegram is sent to such o
by one of the Company’s messengers, he acts for that purpose as the agent of the sender. . : ”
The Company will not be liable for damages or statutary penalties in any case where the claim is not presented in writing within sixty days after the telegram is |

filed with the Company for transmission.

~
7. Special terms governing the lransmission of messages under the classes of messages enwmerated below shall apply to messages in each of such respective classes in 'idz'tion to all

the foregoing terms.
8. No

ployee of the Company is authorized to vary the foregoing.

. r,, o '
ARE SUBJECT TO THE FOLLOWING TERM

c-“_ H
' g T i
- =
(R

1

sk. to the originating office for uot?saﬁson,. +, this,
N UN ATED TELEGRAM*AND PAID FOR AS SUCH,
OWS? .

ED telegram, beyond fifty times the sum m&i;ived
her or obscure

based on such value equal to one-tenth of

THE WESTERN UNION TELEGRAPH COMPANY i
INCORPORATED
NEWCOMB CARLTON, PRESIDENT

CLASSES OF SERVICE

FAST DAY MESSAGES
A full-rate expedited service.

.00 A at reduced rates to be sent during the night
earlier than the morning of the ensuing business day.

y service at rates lower than the standard day mes-
llows: One and one-half times the standard Night
the transmission of 50 words or less and one-fifth of
each additional 10 words or less. kL

: AL TERMS APPLYING TO DAY LETTERS:

" consideration of the reduced rate for this special “Day
s, the following special terms in addifion to those enu-
e hereby agreed to: :

may be forwarded by the Telegraph Company as a
d the transmission and delivery of such Day Letters
, subordinate to the priority of transmission and
ar telegrams.
rs shall be written in plain English. Code kanguage
Letter may be delivered by the Telegraph Company
he same to the addressee, and such delivery shall be a
ge of the obligation of the Telegraph Company to

Letter shall be delivered on the day of its date absolutely and at all
events; but that the Company’s obligation in this respect is subject
to the condition that there shall remain sufficient time for the trans-

- mission and delivery of such Day Letter on the day of its date during

regular office hours, subject to the priority of the transmission of reg-
ular telegrams under the conditions named above. N
No employee of the Company ts authorized to vary the foregoing. !

NIGHT LETTERS wne bl

Accepted up to 2.00 a.m. for delivery on the morning of fi
business day, at rates still lower than standard night messag
follows: The standard day rate for 10 words shall be charged foF#
mission of 50 words or less, and one-fifth of such standard day!
words shall b‘e charged for each additional 10 words or less.

‘SPECIAL TERMS APPLYING TO NIGHT LETTERS

In further consideration of the reduced rate for this sped
Letter” service, the following speecial terms in addition
enumerated above are hereby agreed to:

A. Night Letters may at the og)tion of the Telegraph €
be mailed at destination to the addressees, and the Com
be deemed to have discharged its obligation in such cases witli'respe
to de_l(iivery by mailing such Night Letters at destination, postage
prepaid. -

8. Night Letters shall be written in plain English. Code language
is not permissible.

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

’
i i

R
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Denver, Colorado,
" March 3, 1917.

Dear Fred:
f: | Your bully letter of February 27th reached me yesterday and I

e ‘ confess to some relief from a good deal of out recent develop-

ments, but what pleased me most of all your propos

bringing you to Denver about the 22nd 23d.

-

‘\-R-r—-- — -‘—‘-"_r;l;m‘;,
3
b’

B s o =

| ———

trate in a striking we
the Reserve Board.
One is Harding's

He probably does not

neotihis work ars
- spect his IxqAw aNCa

t0o find him mqs)

Hew York bankers, who admire him and re- .

nfluences in which most people would expect
mbservient, snd next to these New York bankers are the..
Governors of thd Reserve Banks. Harding is the only man 01'1 the Reserve
Board who has eygr run & bank and everyone of the Governors of the Reserve
Banks when we have meetings in Washington with the Board has been ‘made ’
conscious of the fact that in dealing with Harding, we are all talking in, _
the same lengusge. While at the time, I thought it was a groat mistake e
for the President to appoint Hardiz;g @Governor of the Board, becauwse I think
the office shonld be occupied successively by the Deputy Governors and be-

cause it appearted to be influenced somewhat by sectionaliam, I can honestly

A ; e A i
,.A&:‘z: gt b VAR ey i 1 il s ? S iEEmr NS Y
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To - Hon. F. A. Delano. Karch 3, 1917.
say that so far as the Governors are concerned, Harding is the man that
can hold them together and in 1line better than any other man on the Board,
‘a.nd it has distressed me to feel that it is largely his influence which is
being directed to the development of a new system that will alienate, to
5 ‘ those men. In other
'y his position and
lose the very
d34d by your remark
deling of mixed pity and con~
lf tell you frankly Jjust
!‘ ere may be an exception here
! Ae Governors about thé Reserve
g nded and unusually able body of men, who
ban bevo¥ied upon to the limit. As men, I can
| Ond of the members of the Board and proud
fr G But the other side of the picture is guite
e - ook their duties with no practical experience
=] kind» that is done in this country, except Hardinge For
, coertainly for the first elghteen months, when the Govemorsl
met in Washingtdy’they have listened at times (and I may say without a smile)
to some most extraordinary statements, lectures and propositions on banking.
| 1t was even at times worse than this - they had a big stick waived at them
in an effort to force éompliance with terms which they Ysew were unsound and
dangerous 80 far as their duties at home were concerned, they have frequent—
ly been standing between thoir.nember banks irate znd aggressive as the |
A . , T P T ST |
S o R LU

| RS ary A Batkiof St ROt s aairit s
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phrased, is read by all of
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To - Hon. F. A. Delanoe. March 3, 1917.

result of various developments, and the members of the Reserve Board
who falled entirely to grasp the practiocal difficulties. These Governors
would not be human if they did mot come to the conclusion that the members

of the Board had a lot to learnm and that during the period when members

should be trusted and their opinions a
the actual physical management of thei
that 1 can give you of the causes of so : among the

Governors is, possibly, the lagi 7 3 88,

In that Report

“mendatioms of the Governorf § a failure and the Board then
L ab ’
prepared a plan to sy A9, which was now successfully
2] b
-4n operation. This sdgiw ; A » which I have of course para-

dge governors who felt that in the first in-
stance they were forced sdoption of the immediate Debit and Credit
plan by the Reserve Bdsprd whicly phey did not believe in, did not think wounld

wWork folt was unsoun dr eighteen months or mors they had been fight-

ing,with ¢ wo banks, for the adoption of a deferred debit

and credit All of a sudden the Board, as a result of your proposi-

tion and Hardihd's, abandoned its insistence upon immediate debit and credit,

whereupon a p ch was nmtuall& satisfactory was prepared and put into
operation. That sort of thing has happmned pretty often. 1t would be a
great deal wiser for the Board to put more dependance upon the bank officers
and at the same time more responsibility.in these matters, and the response
in helpful suggestions, cooperation and freer exchange of views would be

instantaneous. ' ' ' ‘

http:ﬁ/fraser.stlouisfed orgl -J
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To - Hon. F. A. Delano. X Harch 3, 1917.

To tell you the truth, I think pride - the pride of authorship -
miserable and trouble making sentiment as it is, has a lot to do with
thise |

- Your attitude in thesc matters has always boen so tremendously ap-

preciated by the Reserve Bank officers,

ence in keeping things going, that I d 't think it righ\ to let matters

drift along without writing you. We a ous times and

entering very s

igitiged for FRASER
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Denver, Colorado,
" March 3, 1917.

Dear Fred:
Your bully letter of February 27th reached me yesterday and I

‘f':: .

i

the best friends he has got in con-
York baunkers, who admire him and re-
in which most people would expect

Banks when we have meetings in Washingtom with the Board has been msde
conseious of the fact that in dealing with Harding, we are all talking

the same language. While at the time., I thought it was a great mistake
for the President to appoint Harding Governmor of the Board, becamse I think
the office should be occupied successively by the Deputy Gover

ederal Reserve Bank of St. Louis



7o - Hon. F. A. Delano. larch 3, 1917.

say that so far as the Govermors are concerned, Harding is the man that

>
v *‘Qu i can hold them together and in line better than any other man on the Board,
B *,j;, . ‘and it has distressed me to foel that it is largely his influence which is
: .,: A I being directed to the development of a new system that will alienate, to
h;?';; ‘A sone extent, the loyalty and dampen the enthesIEEE ol those men. In other
‘m: e wo Harding is guilty of a complete is position and
L * . influence and the present policy will ilose the very
A : thing that gives him s-ush a great advant

that the Govormra regard tie deling of mixed pity and con-~
: i teupt ?are isn't any ’

what th%:reolins is

tell you framkly just®

here may be an exception here

e Governors about the Reserve
otied upon to the limit., As memn, I can

But the other side of the picture is quite
ook their duties with no practical experience

e kind that is done in this country, .szcept Harding. For

to some most extraordinary statements, lectures and propositions on badking,
It wes even at times worse than this - they Had & big %icx waived at them

in an effort to force compliance with terms which they taew were unsound and
dangerous so far as their duties at home were concerned, they have freguent-

ly been standing between their member banks irate and aggressive as the
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To - Hon. F. A. Delano. March 3, 1917.

result of various developments, and the members of the Reserve Board

who failed entirely to grasp the practical difficulties. These Governors
would not be human if they did mot come to thaccnninsion tie t the members
of the Board had a lot to learm and that during the period when members

the System the Governors
should be trusted amd their opinions and
the actual physical management of thei

by a failure and the Board then

which was now successfully

gighteen months or more they had been fight-
banks, for the adoption of a deferred debit
All of s sudden the Board, as a result of your proposi-
pg's, abandoned its insistence upon immediate debit and credit,
sich was mitually satisfactory was prepared and put into ;
operation. That sort of thing hes happsmed pretty oftem. 1t wowld be &
| grest deal wiser for the Board to put more dependance wpon the bank officers

and at the same time more raopm;mity in these matters, and the response

in helpful suggestioms, cooperation and freer exchange of views would be

instantaneous.
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To - Hom. F. A. Delano. ¥ .3s  Harch 3, 1917.

To tell you the truth, I think pride - the pride of authorship -
miserable and trouble making sentiment as it is, has a2 lot to do with

this.

Your attitude in these matters has always been so tremendously ap-
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COPY OF LETTER FROM GOVERNOR STRONG TO MR. F. A. DELANO OF THE FR BOARD

Denver, Colorado
February 19, 1917

Dear Fred:

You and I know each other well enough to justify our being absolutely
frank with each other, and I am sure that our motives in sticking at the
jobs we respectively hold are free from the remotest suspicion of selfish
interest, so I want to write you about some things that are in my mind
Just as frankly as I would if you were here to discuss them. It would be
more natural for me to write Warburg possibly, as it was his urgency that
landed me in my present job, but I regret to say that the subject of this
letter is one over which he and I have frequently disagreed and I fear he
would not lend a sympathetic ear just now.

For some time ,” in fact ever since the reorganization of the Pederal
Reserve Board, I have been growing conscious of the development of a policy
by the Board of actually rumning the Federal Reserve Banks, as distinguished
from supervising them. There is no need for me recounting the evidences to
which I refer, but even at this distance the examination of the proposed
amendments to the law, reading the Board’s Annual.Report, the stenographic
reports of the conferences of Reserve Agents, Governors, etc., etc., have
convinced me that a very distinct change of policy has taken place, which
is the result of a deliberate decision by the Board after careful considera-
tion.

In fact, I can almost picture to myself the actual discussion taking
place, in which it was decided to curb the activities of the Governors,
take the reins firmly in hand and not simply guide the System, but actually
run it in detail.

This letter is not necessarily to complain about any such decision.
It is one of those matters of policy where the Board already had consider-
able powers and where lacking powers it can go to Congress to have them
enlarged, and, in fact, is already doing so. Such a course is all in the
direction of the development of a tentral bank, with the Board of Directors
in Washington, the banks themselves being branches subject to the govern-
ments of local bodies, the business conducted by branch managers. If that
is the policy of the Board, it will ultimately result in a central bank
in fact though not in form, but I believe will destroy the System.

My reason for writing you this letter is because such a policy would
be quite contrary to that which I understood would prevail when I joined
the Bank and would so alter the character of the work which I have endeavored.
to do and want to do in the future that I would be quite unsuited to continue
to hold a position where the detailed management of the Reserve Bank of New
York was directed from a distance of 225 miles and, if you please, by men
vhose experience has not yet developed to a point where such a course would
be safe or reasonable. You must not misunderstand my saying this so frankly.

"I have the greatest respect for the members of the Board, know that they

have underteken the work as a matter of public duty and not pleasure or

profit and that it is an uncomfortable position which mskes them a mark for
Just the same, the Governors of the Reserve Banks as a whole
have had the kind of ‘practical banking experience which most of the menbers
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of the Board have not had. Many of the proposals of the Board have in
my opinion been unsound and impracticable, and some of them would have
been adopted were it not for the urgency of the Governors and for the
intimate discussions, etc., which result from these Governors’ Confer-
ences and generally the Governors’ activities. There is no use in citing
many examples, but one or two are illuminating. Had we undertaken the
immediate credit scheme as was so strongly urged by the Board and it

had been as successful as the present plan, the Reserve Banks would today
hold about $125,000,000 less gold and would have been carrying an equal
amount of float. In fact, the System was saved from a disaster in my
opinion by the more conservative views of the Governors, based on prac-
tical experience, which finally prevailed.

The same is true of some features of the development of the bill
business. In the first instance, members of the Board insisted that
Reserve Banks should buy no bills based upon exborts of contraband. You
will recall the anxiety which this caused me personally. Later, regula-
tions were sttempted which would have had this same effect had they not
been defeated and again proposed discriminations against non-member banks,
requirements for menber hank endorsements, etec., which were wholly imprac-
ticable, would have greatly retarded the present healthy development of
American hills. Theoretical provisions in the early regulations of the
Board which, frankly, were based entirely upon theory and very little upon
experience could be cited to illustrate the point I am making.

If the Governors of the Reserve Banks, who speak for their directors,
are to be relegated to the position of branch managers and a more arbitrary
and directory authority assumed by the Board, I believe the System will suffer
both in management and in personnel. As an illustration, I happen to know
that four or five of the Governors have been offered vastly better positions
from the point of salary than those which they now hold and have declined
them because they were interested in their present work and " because they
appreciated the dignity and importance of their offices. They have most of
them asked my advice, or spoken to me of these opportunities, and I have
urged them to dismiss them. The same is true in our own organization in New
York. Our junior officers have been picked with great care, they have made
their abilities felt in New York and some of the banks have tried to get
them away from us, without success. Confidentially, I recently heard that
Mr. Jay had received a very attractive offer, which he declined. Not very
long ago, I was asked to become a partser in a firm composed of personal
friends, where I suppose my income would have been five or Tén times what it
is now, and declined it without a second thought. Just as soon as these

-Reserve Bank men lose the prestige which the Board originally encouraged them

to develop, they are going to find other positions as sure as fate. I think
the same argument applies to the relations between the Reserve Banks and the
nmember banks. There was a long period in New York when it was almost the
flip of a coin whether the loyalty of our members was retained or lost, and I
do not think I am exaggerating when I say that their loyalty to me personally
had a great deal more to do with their allegiance than did their considera-
tion or respect for the Reserve Board.

/lfraser.stlouisfed.org/
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Just as soon as the Reserve Board permits the impression to grow
that the Reserve Banks are being run from Washington, much of the value
of the past two years’work will be lost. This is more particularly -true
now that Mr. Wilson has been reelected and the feelings of uncertainty
and unhappiness about some features of his administration are allowed to
continue.

I want to see the System a success and I am very keen to have an
active part in developing all of the functions of the Bank in New York
and in a way so that we will not only enjoy the loyalty of our present
menibers, but eventually gain the membership of all the big institutions.
Frankly, I cannot do that as a clerk and without at least the continuance
of as much autonomy and independence as we have formerly enjoyed.

This matter has given me much anxiety for some time past and I would
greatly like to have it relieved. You probably realize, as I do, that
my tenure of office is only a limited one anyway. I am hoping now to be
able to return some time this summer, spend a short time in New York,
doing some necessary reorganization work in the Bank, and then at once

v go to Burope to perfect our foreign arrangements and actually see them
operating on the ground. It had then been my thought to return home, put
in some good licks in perfecting our organization and putting the finish-
ing touches on the work, bresking in a successor, and then asking to be
relieved. It had also been in my mind that the period of the conclusion
of the war and possibly afterwards would develop foreign transactions of
such great importance that a scheme might be devised by which I could
spend a year or two abroad as the representative of the System, providing
that met with the views of the Boards in Washington and New York. All of
these plans are really dependent upon the continuance of the status quo.

Now, in conclusion let me say that since taking up the work in New

York I have endeavored by every means in my power to give the Bank an un-
selfish administration, not only as to the other Reserve Banks, but in ‘
all matters having to do with the relations between the Reserve Banks and i
the Reserve Board. We have, of course, differed at times, but have never
failed to get together. Why may I ask is it necessary now that this policy
be changed? I suppose the Board has the power to bring about a great
alteration in the relations between the Board and the Banks, but is it

’ necessary or advisable to ad&pt any such policy and vwhat good will it
accomplish, at any rate until the country is prepared to accept in fact
the necessity of a central bank?

Won’t you write me a nice, friendly letter, giving me your own views A
and telling me so far as you can just what this all means? I do not
believe I have exaggerated the situation, but hope that I have.

I have been in bed the last few days with a cold and am up and about
again now, and am hoping to catch up some with the mass of accumulated
correspondence.

With warmest regards,

Sincerely yours,

Digitized for FRASER [Benjamin Strong]
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Denver, Colorado,
February 19, 1917,

Dear Fred:

ﬁ ) You and I know each other well enough to justify our being abso-

lutely frank with each other, and I am sy
at the jobs we respectively hold are
| selfish interest, so I want to write 3

“ﬂ - i'--““& ‘T‘Jm as frankly as I would if you were here to/discuss them. It

'| E:‘;""y 3 maldm "ora natural for / as it was his
“' T urgeney St lanSed me in f present job, Bpt I regret to say that the
:‘ subject of this letter is |o ' gnd 1 have frequently dis-

B

ng of the Board's annual report, the stemo-

graphic reporf§ of the conferences of Reserve Agents, Governors,.etc., etc.,
have co: o that a very distinet change of policy has taken place,
vhich is the ult of a deliberate decision by tha Board after careful

consideration. :
In faet, 1 can almost picture to myself the actual discussion taking
place, in which it was decided to curb the activities of the Govefnora, take

the reins firmly in hand and not simply guide the System, but actually run
it in detail. |
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To - Hom. F. A. Delano. February 19, 1917.

This letter is not necessarily to complain about sny such de-
eision. 1t is one of those matters of policy where the Board already had
considerable powers and where lhcking powers it can go to Congress to have

them enlarged and, in fact, is already doiy: h a course is all in

the Board of

s subject to the

neh managers.

he detailed management of the Reserve Bank of

New York a distance of 225 miles and, if you please, by

men whose e ience has not yet developed %o a point where such a course

would be safe

reasonable. You must not misunderstand my saying this so

3 frankly. I ha he greatest respect for the members of the Board, kmow that

they have undertaken the work as a matter of public duty and not pleasure or
profit and Bhat it is an uncomfortable position which makes them a mark for
all the kickers. Just the same, the Govermors of the Reserve Bauks as a
whole have had the kind of practical banking experience which most of the
members of the Board have not had. MNany of the proposals of the Board have
in my opinion been wmsound and impracticable, and some of them would have

itized for FRASER
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To - Hon. F. A. Delano. February 19, 1917.

been adopted were it not for the ufgncy of the governors and for the
intimate discussions, etc., which result from these governors' conferences
and generally ﬁhe governors' activities. There is no use in citing many
examples, but one or two are illuminating. Had we undertaken the immediate

credit scheme as was g0 strongly urged by the Board and it had been as suc-

Wsa gold and womnld have §
s T

i, - e -

| W float. [In fact the system was saved
{ ' ) :

' more cmnmtg. views of the ge

~which finally prevailed.

The same is true of g development of the bill

" business. he Board insisted that Reserve

8 of contraband. You will recall

1f the Governors of the Reserve Bamks, who speak for their directors,
are to be relegated to the position of branch managers and & more arbitrary
<~ and directory authority assumed by the Board, 1 believe the System will

Q,/L B suffer both in management and in persommel.| As an illustration, 1 happen

o, RJRVENEE SRS SO %
to kmow that four or five of the Governmors have been offered vastly better
positions from the point of salary than those which they mow hold and have
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To - Hon. F. A. Delanoe . February 19, 1917.
Geclined them henemse ey were interested in their present work and

bessuse they appreciated the dignity and importance of their offices.

They have most of them asked my advice, or spoken, to me of these oppor-

funities, and I have urged them to dismiss them. e same is true in

our own organization in New York. Our Junior officers have boen picked

with great care, they have made their a in New York and some

0f the banks have $tried to get them away from us, wit success, (on-

identially, I recently heard tha had received a ¥ery attractive

offer, which he declined. Not Agfy long 1 was asked to becoms a
partner in a firm composed of Pm\f’ﬁl /(enda, where I suppose my income
‘\ 4 4

~ would have been five 2 '\is now, and declined it without
. & second thought. J/ s “hese e Bank men lose the prestige
which the Board origfiha

find other positi

(ks and the mawber banks. There wasg

the relation en oy
a long od in New York whem it was almost the flip of a coin whether the

our members was\retained or lost, and I do mot think I am 8Xag~

Reserve Board.
Just as soon as the Reserve Board permits the impression to grow
et that the Reserve Banks are being run from Washingbom, much of the value of
the past two years' work will be lost. This is more particularly true now
that Mr. Wilson has been reelected and the feelings of umcertainty and un-

happiness about some features of his administration are allowed %o continue.
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To - Hon. F. A. Delano. ' February 19, 1917.

1 want to see the System a success and I am very keen $o have an

active part in developing all of the functions of the bamk in New York

and in a way so that we will not only enjoy the ty of our present

o ERT W

I members, but eventually gain the membership of he big institutions.
7 Frankly, I cammot do that as a clerk and w\ithont at \least the contimmance
of as much auntonomy and independence

| This matter has given me much a

. Dwould greatly like to have it

that my tenure of _dfﬁce is o

3

- %‘ e
to be able to return some time this\gdmher, spend a short time in New York,

-l\ thebank.andthsnatomebto
angemgnts afid actually see them operating

on the ground.

as the repre of the System, providing that met with the views of the
Boarde in Washington and New Yorke All of these plans are reslly dependent
upon the comtinuwance of the status quo.

) ‘ : Now, in conclusion let me say that since taking up the work in New

“a York I have endeavored by every means in my power to give the bank an umn-
selfish adminsitration, not only as to the other reserve banks, but in all

mztters having to do with the relations between the Reserve banks and the

Reserie Board. We have, of course, differed at times, but mve’ never failed
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To -« Hon. '« A. Delano. February 19, 1917.

« to get together. Why may 1 ask is it necessary now that this policy

be changed? 1 suppose the Board has the power to bring about a great

o

glteration in the relations between the Board and/fthe Banks, but is it
necessary or advisable to adopt any such poliey ahd what good will it

accomplish, at any rate wmtil the comntry is prepapad to aceept in fact

the necessity of a central bank? i
Wont you write me a mice, friendly letter, giving\gd your own
views and telling me so far as yod fan judt\what this all means? I do

-
¥

not believe 1 have exaggerated/ the situatioh, but hope that I have.

I have been in bed the last few dafes with a cold bud am up end
about again now, and a:;hﬁpié@LEQ’ até& ﬁp_somc with the mass of ac-
cumlated correspondanée. |

With warmest reﬁards,

Sincerely pours,

Hon. F.ik/ Delano,
Weshingdtity, .

B8/cc
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Denver, Colorado,
January 4, 1917.

was delighted to have your bully lette)

of the 19th which,
id not reach me wntil my return from fjhp mountains on January

boys came on for the holigegys né them on top of

the Roekies at about two miles olevation, right undwg \yhe shadow of

Long’s Peake It was a great e 8 . we put up wity some home-

steaders who laid themselves A4y s & grand Christmas holiday
‘and they certainly succeeded M

This letter is entirely y only for your eye, as 1

erising frou this cause, it will be from ex-
cessive investments in the securities of inflated American enterprises.
$4,000,000,000 of bond and stoci imvestments is too mmch for our banks
to hold, but $300,000,000 of securities of foreign governments, as I
view it, is too little for them to hold. The latter will prove a great
safeguard in the future and none would serve that purpose to my mind so
amhbzably as constantly maturing treasury bills. Assuming that these
are all English bills, the only objection thetheir ownership would be

llfraser.stlouisfed.org/
ederal Reserve Bank of St. Louis
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January 4, 1917.

the possibility of default. Great Britain is collecting in this
fiscal year $2,600,000,000 from taxes alone and 1 have no doubt that
next year this will be increased to $3,000,000,000 or $3,500,000,000.

is going to default

on & $6w hundred millions of foreign debt. It

duty of the Board in the present situatjon is to

‘Qménnu by National Banks in long time-securit f American origin,
but to place no obstacle in the ¥

foreign obligations, at any
as at present. 1 do ajree, hd your statement that there is
a difference between your d mee from the bamk in order %o

hat investment, but under

roperly banking investments, and that there
ddon them. As stated, I do mot agree with the latter
Board really has ignored benking history, it
ably. The Bank of England was chartered by William
and Mary for the purpose of making loans to the government, as were almost
all of the great government banks. The fiscal systems of England, France
and Germany are to some extent based upon standing arrangements by which
the revenues of the government are equalized throuzhout the year by short
borrowings from the central banks, this beihg particularly true of the
budget system of Great Britain. All the great joint stock banks of Europe
have made loans of this character, not only to their own govermments and

municipal subdivisions ever since such borrowings have been customary, but

ederal Reserve Bank of St. Louis



=¥

- - i
igitized for FRASER
://fraser.stlouisfed.org/

Se
To - Mr. Delano. January 4, 1917.

they make a regular practice of making similar loans to foreign
govermments and to foreign mmicipalities. When the war broke out the
great bamks of London and Paris held 86,000,000 of such obligations of
the City of New York alone. I know a few securities which are so abso-

lutely bamking securities in every respect as are the short obligations

of governments. They are camparable, al bills of

exchange drawn against comodities, becaus s securely

upon the taxing power of govermments, whi ely certain

income that is kmown.

But as a matter of fact does not interest

end 1 ammighty glad to

ences with Kent and

me quite as much as does the pe
have you write me framkly aboy
Davison, as it gives m @ Just how 1 feel about
that matter. |

The past twenty yes
picions between what we
Washingt

to

on the other. \IQne mén o1 Wall Street find it impossible

tisfactory relations with ecually honest men in Washing-

ton. It is ry is divided politically and socially in
these matters infio\ two camps, and members of each camp approach members
of the other with\all of the formality, with all the undercurrent of
suspicion and host¥lity that makes megotiations of any kind almost im-
possible. I thoroughly understand the difficulties that you have en-
comntered in these two matters, but 1 must be frank in saying that I just
as thoroughly understand the difficulties that Kent and Davison must have

felt that they encountered. It was a mistake for them %o go to Washington,

ederal Reserve Bank of St. Louis
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© To - Mr. Delano. January 4, 1917,

and, while 1 knew nothing of Davison's visit, 1 had received word that
‘the susgestion had been made that Kent and others go to Washington to

discuss the Fremch credits, and 'Qt once wrote to the boys at the office

that I thought thet was the wrong way to handl matter.

Tae feot is, Fred, that 1 am convinced thdt timidity, as well as
suspicion, has had a great d‘eal to do with this . le episocde of Sreasury
bills and banking credits. I cammot me unﬁerstaud way the
Board should become uneasy a&s to &
?ment.obligsﬁim, most of A securdd) of Great Britain and Framce, and

of less than $100,<‘)00.000 oZ Henk 11;5, most of which are also secured
test banks in the world. London

)04,000 sterling of finance credits

ping, no such incident would have occurred. 1 don't nced
to remind you of the history of the first Anglo-French loan, nor do I
need hesitate to tell you thet the evidence in your letter of a sane and
comrageous attitude in these matters has done me a tremenduous amount of
good. 1 have been frightfully discouraged by a series of occurrences,
which 1 was utterly unsble to understand and vhich struck me as evidence
of weakmess in a place and at a time when true courage and leadership should
have been displayed.

ederal Reserve Bank of St. Louis
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1t would do me a world of good to sec you out here, but 1

realize that it is a selfish and unreasonable suggestion to ask you

to come, and beésides that it womld, no doubt, nse critical comment.

aporoved without qualification./ J0¢ 's~ammmoman was & sad blow,
however, and strikes me as serious matter that I particularly

refer to it here, as I unders in New York is dealing with

n, but I do wish they could be changed in some

h has been advised to Warburgs.

of Harding's energy in the work of the Board
and am delighted that the chamge is working out so wells On the other

4 hend, 1 am frank to say that your own appointment was the one I had looked

for -~ it was logical and 1 was absolutely stunned when I heard that it hat
not been mQ.O.

Some much better news reaches me about Kains. Those hemorrhages
were a most unexpected development and almost finished him, but mow I hear

that he is going to get well.

ttp://fraser.stlouisfed.org/
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could hear from you oftemer, but better still have a good visit
you. I look forward to your trip in larch, if you do not make it

. ws'l 3
8arilaelr.

1th marmast rarard c And 1 o} Por the TVoaw
Jith warmest regards a good sh for the New " &
:]O 1 and,/ Mrs Cianl,
Very sincerely yours
v

f
s 8 /
DO/
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December 1lth, 1916.

Ry dear Fred:

Would it be possible for you to samad We in strict

confidence the figures obtained by as to

holdings of foreign securities by pastional banks? would

be a good deal influenced in p\in regard to the

present situation if I could ¢ of these figures,

which would be treated with sud dpdidence ae you suggest.
‘ _ are able to slip
a chygge and rest, why

dentally pey me a visit?

away for a week or Gﬁr a bit

not Yake & look af [Denver and inci

There ere a thousap\ things I would like to talk over with

FaitBifully yours,

Federal Res
Washington, D.C.

BS/veCHu
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Eﬂh P, A. Dolsno i : &\‘ k“\)‘ N P:ANK
' Federal Reserve Board FpptRAL R

!aahington. D. Qs
ty dm Fred:

r 1" 1 T am just advised that the book you were good
1 | - emough to send me, "Redollections of iy Mother™ has been

&;* _ rgoeived at the office and I am mighty glad indeed o have
| i ‘?‘7*.';7; At t’g; A- great meny thanbks to you for your thoughtfulness.

3 G S _ : I am loafing here, endeavoring to get back

| *; LA mt-xluzz during the last month er %wo and the rest and
w ~L "‘H M has benefited me tmmmeusly alreadys I trust
.'1»‘&9 "r you can get down o soe me hove, vartlecularly es I expect
” \ ,ﬁ e to gtay some time and willbe in need of good company.
bt S ~ With wermest vegards,

“;2 | i f : Very truly yours

i ,"‘ ' T .

o s | | -

% - : » » s
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4100 Montview Boulevard.
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Bs 13 nd Ao rt Ao
% Deriver, (C9lprpdo,
FEDEHAIObaban 23R, 1916

b .

ly.ﬂour Fred:

-

I was very glad to get yours of %hb L7th and read the

copy of your letter to President Eli interest.

My own political feeliy 3 year has “h#en terribly

 xed. Wilson is entitled te jit for some things he

B fnn'ﬂona and severe condemns eems to me, for things

had I been convinced of

he has failed to do.
1he sincerity of hi is party, I might have

e, to vote for him. The Lusi=

necessity of voting for Hughes.

Uf gourse, the President has made no end of mistakes
kico, but I am not sure that any of us might not have made
me mistakes.

I am glad you are not going to publish the letter.

ould do harm and ! fear make bad feeling.

Ig e
'ttp://fraser.stlouisfed.org/
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Te Hon. F. A. Delano. Oct. 23, 1916.

Where does the President get his information to the
effect that Wall Street ie opposing hia reelestion in order to
get control of the new banking system? KEvidence of any such

effort would firet be apparent in the Federal Reserve Bank of

. New York. Our difficulty there has been to get the New York

.| hankers to take sufficient interest in our @ tions of direc-

tors to ensure our having a strong Board. re never has

been the slighteet evidence since the bill wasg passed that the

Vie
jught te be making progress an egsrs. Laneing and Polk will

ve us a favorable rep

me the letter. I will be mighty

enrely yours,

+Hon, ¥. A, Delano,
Federal Reserve Board,
Washington, D. C.

BS/voM
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Ketes Park, Colo.,

Geptember 22ad, 1916.

Dear Fred:

Your letter of September 14th from Pulpit “arber, all
written by hand ies & tribute to friendship few men nowadays are
willing to paye No one after writing such a letter can be

clagsed as a Ybum correspondent.”

F

The Summer at Laetses Park has been well worth while. It

is one of the most beautiful places I have ever visited, certaine

2 P

ly a@ beautiful, and more so in some ways, as Switzerland and the
air is #8nfind as anywhere in the couatry, Ve are surrcunded by
the mountaine, those on the Weet being the Continental Divide
wvith elevations all the way from 10,000 to 14,000 feet. Jeet now
there is quite a lititle snow on the Divides Ye have had two or

three snowfalles up there and one down here in the Parks "he only

s =

disadvantage here is the food, Everything has 1o be toted in

some thirty-odd milee from the railroad and during the buesy geaw
son the hotels here seem unsble to give good sorvice in the din-
ingroom. Had it not been for that diffieculty, I would prebably
have spent the Winter here. But after consulting Dr, Sewnll and
upon his urgent advice, I have tnken & furnished house in Denver

where we have the good fortune to get everything we need, include

ing silver, linen, socrvanis, etc.
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‘'m0 Hom. P, A. Delanc. Sept. 22, 1916,

Dr. Sewall tells me that I am getiing along bhetter tham
he expeeted &nd he seems confident of sending me home next year
in good eshape.

I am going %o Denver day after toe-morrow to meet Varburg
vhe will be there for three days, and for one day, I expect Alfred
Alken will join us. Viarburg hes sent me the menuscript of his
Xannaugﬂity speech, which is very good indeed, although I think a
1i%ttle long and technical for such axlarge and miscellancous audie
encs as he will have to address. It will read better than it will
sounds It looks from the attitude of the Chronicle, Congressman
Fowler (whoee brains went up the chimmey long age =nd from some
preses articles on the subject, az though we were in for o real cone

troversy =2bout the note issue. I =am laboring over & newspaper are

ticle on this subjeet which Wrrburg and I will talk over 'in Denver,

end if it sounds all right, I will $ry ta pet the Times or some
ether good New York paper to publish it, The =cheme ig¢ t¢ have
that arpear with some others on other festures of the Pedersl Kee
serve Act.

ineidentally, I am propoeing st the proper time to take
& erack at Glase, or at any rate, =2t the Committees of Congress who
are. suspicious of motives behind the propoeged emendments. This is
a job that VWerburg wished on to me, but will cccoupy the time out
here very §11.

On the ifdirut of October, Frank Vanderlip and Frank Trume

bull are coming up here tc make me & vieit of & week and you can
imagine with what keen pleasure I am looking forward to getting

the last news Ifrom home from head=quarters.
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o  Hoem. F. A Deleno, Sept. 28, 1916

A A fri ly boye who have been hore for sons weeks nov;refﬁra
Bagt to college and school on the 30th:
} ’
I envy you very much your visit with Charlie Herton.

qu@fﬁunnsr i made a short trip to North Haven to ses lMcAdoo and

expectod to vieit Charlie's new place, but did not heve time. The
L : lu;riﬁﬁﬂinsl.art ideml end I would like tc be able Lo summer up
k th§§q ;ysa1t¢ but it looks as though my §ummern for the future
wo%lﬁhavate be spent in the mountaing.
, ©f course, you and I have a particuler attschment for
that country eince different nembere of the femily at different
tihéa soems to have setiled all along the Coast. e have rege

ords of verious members of the :nﬁily having embarked in seafare

ing ventures all the way from the laine coast down to Oyster Bay,

Long {sland, Some of them were whalers and ﬁ&ny of them traders
in the Vest Indies; and awong seme old family leilters there are

indicetions thal no small pat of their trensactions invelved hande

ling Jemaica rum &nd molassesa

Charlie is teking o very sensible view of life and I am
glad that he has succecded in aveiding the infection of the money
bugs It does not seem to have taken hold em him at alle

The last part of your letter about the Washington situe
ation interests me tremendously. We are really getting aleng bet~
ter with the cheok clearing matter thanm superficial indications
would juetify expecting. it is tremendous umd@rtaktug;‘bo%h

as to cleriesl labor aend readjusting & lot of arrengements that

\
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Te Hone. ¥. A. Delana. Septs 22, 1916.

are more habit than anything else. Aiken has done exceedingly
well in taking ever the Bosion Clearing Housse. I? somothing
along that line ig not acoémplished in Hew Tork before I get
backy, I am very hopeful of being able te¢ bring about the same
thing‘with'the Few York Clearing House. We really defi't nced
three systeme for cellecting checks in Wew York and the Federsl
Reserve Bank could take over all of that.werk when our departe
ment is in smooth operation and not feel it.

The mosgt seriuus'problom involved, at least for the re-
sorve banks, is the queation of our gold reserve. venditions
might arise where we would lose gold at Hew Yerk inm such volume

that we would have to slop settling unless tho other reserve bankes

would be satisfied 4o take direet shipment of silver certificates

and Us 6. notos, Gome way or gbher, this weakness must be cors
y t

rected. fome letiers are going to Washington on that subject

~from NWew York and I hope you have @ ghaned to consider them.

I heve ﬂad a very deep fecling of sympathy for Warburg
this Summer. He seens t¢ have been heckled on every side. The
outcome of the fight for rotation struck me as being o complete
breakdown, except that it establisned some perticular principle.
The natural proceedure would have been to appeint you Covernor and
Warburg®Deputy Coverncr, Why, or how, it wae not dene really
beats ma. I did not have the nerve to write you on the subject,
but did ask Warburg in a recent letter to tell yeu for me that if
you continued o stand by, es I knew you would, it would encourage

all of ue and I hope he gave you the message.

http://fraser.stlouisfed.org/
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T¢ Hone Fo A&+ Deleno. Septe 22, 1916,

1t really is exceedingly dmportant that the other'amend-
ments recommended by tho Board should go through at the next sess
gion of Congress. Unless there is some objection to my doing eo,

I have it in mind to oeceasionally write CGlass and Owen aboul some

. of these matters and try and give them some good arguments io use

4f they oan do se, 1 have less confidence, however, about what
the next Cenmgress will do thun you seem 1o have.

Unfortunately, our bankers are not educated to the idea
ef kesping their regerves with tho.resorvﬂ bankses They can be

forced Yo d¢ so by having the reserve benks setile their Glearing

jﬁnueu balances for them and thail wee the scheme we were working
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on in New York. Yanderlip wae rather opposed to it, but I hepe
to bring him arcund during hie visit out here. In Lendon, where
the law hos no compulsory [emturee ae 1o reserves, it 1a'cut$$mtry
for the big joint stock banks o informally censult the Bank of
Bngland as to the amount of reserve which the Bank of Englund cone
siders it degirable for them to keep on deposit. They alwaye fole
jow the bunk'e wivices, When 8ir Ndward Holden bought centrol of
the City Bank so &s to give him Loudon alearingpp#iviiagol angd 8
Londen office, ne at once went to the Bank of E?gland, after con=
golidation with the Hidland Bank, and asked the Gevernor how much
balanee he should keepes 'It was & very small bank 1».%@099 daye
and he woe required to keep £80,0004 Towday, the Lind&h City end
Kidland Bank rarely has less than £8,000,000 te £10,0§Q,00& on de-
posit with the Bank of DTngland, and sometimes mush mwéé, but I un=

derstand Cunliffe has never suggested any change in tP) égzginal

Federal Reserve Bank of St. Louis
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To  Heuns Fo A4 Delano. Septs 22, 1916,

amount wamed. lan you imngine an Ameriomn lank pursuing a poliey
towards the reserve banks auch as indicated by the sbove! Un that
\)pr; basie, the First NHational Bank_wquld fnever ourry a dollar with use
I am tesribly diseouraged about the Emglish arrengement.
It looks as though Leansing were rolling the matier alenge If he
gould only be convinced that it is & mutter of sericue iwmportesce
to the barking intereste of tuis countrg ~ much mere serious, im
fact, than it is on the other side =~ he might be digposed te leock
at it differently. Jf you or Harding, or both of you, heve op~
portunity to dicevge the metter with the State Departuent, I hope
you cen toke it up wiih Prank Polk, ne well as with the Uecretary.
 We must some way or gf@er get this concluded, or advice the Bank
of Tnglond that it muet await the conclusion of the war, which
would be alicgether too bhad.
0f courge, this haa beon gall and wormwood to Warburg.
I ean't help sympathizing with his reoluciance to see the arrangew
ment cuneliuded ﬁefare the wer is over. On the ether hand, had
there been no war, I feol that he would have viewed the arrangesent
& with exultation. It i so distineilly favareble to the FTaderal Rew
l&r%o fyaten, Qn the whele, it may have ﬁeen wige te take it up

ﬁ. with the gtate Depurtment; but I am sorry that it was thought nece

i
g essary to do €o.

J?ta Charlie about the

Bt

s s i nm glad you had a chance to 18
attitude of the Piret Matiopal Bank. Gonfid'utially, I had a very

serioue talk with Mr. Baker em the subjoet mbout a year angoe. In a

H
*
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e Hone Fo Ae Delano, Septe 22, 1918,

way, he hos hesn one of my very best friends down town and I know
that he told me frankly oxactly what was in hie mind as to the fue
ture. He believes thut this adminietration &n the person of the
President, the Becretary of the Treasury and the Compirellsr of the
Currency, have a distianet feeling of untagonism to the New York
banke. That the continuance of the administration for another

term of feur ysare will be coustrued by -those in awthority in Wash-
ington Ql an endorsement by the country o{ this general attitude
towards Well Street, and that if the Democratic pamy is reelected,
it may make it necessary for some of the big New York bauks %0

take osut state charters. Ur, Baker is very slow to make changee,
theﬁgb of gourse, he may have had a complete change of attitude
singe I last dmlied with bim, but I realize that in that bank, there
is greal denger of a rovolt, and have dané what I eould at different
times 10 persuade ihem te 2 more frismdly view, Mrs Baker has ine
timeted once or twice ihat any evidence of politicel management of
the Reserve Eank of Hew York would be justification for New York
bankg io.gt out ut once,ﬂéﬂ 1 think one reason why some of them

wers willing to wait and see what happened, was their general ocone
fidence in our Boerd and the officers who were selscted 4o run the
bank. ' it would be a terrible blow to have the First National withe
draw, and the chances arc that they would come 40 a daoisiop and
conelude =11l of their plens withoui saying a word about it to any
ones It is, therefore, a situation to be watoned, and I hepe you
keep intt&uch with Charlie, partieularly as election apnroaches,

for it gsgoms impossible for me to do g0 at this distances I will
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Te Hon. Fo As Delano. Sept. 22, 1916,

praknblyjkitn Wr. Baker immediately after the election amd try %e
draw him ;ﬂtw Ple&sa rege®d thse above as guite between ocurcelves.

Wilsor has certainly lest ground by his actioh in the
gtrike situaticon; probably losing mn#y more votes than he has gained.
Until that episode, I was rather hopeless of any change of adminie=
tration. He wae relying for resloction upon his rdeord of having
kept the country out of war and upon récital of the achiovements
of the party under his leadership. Ag I :rata Fred Btrsuss, he
has a very strong argument with ignorant people when he recites
all the legislation he hase forcaé through, elaiwming to have redeem=
ed mll the party pledges, mnd people fail to appreciate that they
have been redeemed with Chinese monay that is not worth ten cents
on the doller,.

Jugst ome mcre word about Werburg: I have not the slighte
et reason to doubt his leyaliy in every wey,. Ben of his race are
very strongly swaved by sentiment and ialluenced by very active
imaginstions, Hie eentiment with regard to the war i naturally
a difficult ebstacle in the way of pome of our negotiaticns eand I
think he ie trying conscientiously to ignore them. On the dther
hand, I can realize that his dmagination opens up 2 picture of
gcorn and ebuse that may be heaped upon him by relatives, friends
mmd old countrymen, in case it becomes known thet we are dealing
with the B%nk of England, whioch it will be wery diffieult for him

to faces fie probably would find it a cause of reproach in his

immediate family. We are all human enough te be influenced by

ederal Reserve Bank of St. Louis
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To Hone ¥uo A« Delano. Sept. 22, 1916,

‘these considerations snd they certainly affect him much more than
they would a coldebloeded inglo-Saxons What Werburg neede is the

influence of friendship mnd encouragement =nd he will come «long

in fine shape. He has a very warm regard for you and I believe

" you have more influence with him than any other member of the
ML Board,

wrote Glass abog% the amendmente zmd let me know 4f there is anye

Would you mind asking Warburg for u copy of & letter I

thing further I can de in that mattert
I hope that you will return to harness tremendously ine
vigorated by & good vaeation, and with lets of guod wishes, I aﬁ,

Faithfully yours,

I Hon, F. A. Delano,
: 1128 Simbsenth Street,
: Washington, D. C.

BE/VCU

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



,Wﬂﬁi;j | } iifsg | A{L%

Estes Park, Colos, July 26, 1916.
Personal.
Hon. ¥. A. Delano, , -
% Pederal Reserve Boamd,, .
Wasghington, D. C. 1
. My desr Pred:
It was a.awnatﬂgib‘ re to receive ygur letter of
the 2lst, Ihe weather k to me is marveldus -~ no humidity,
generally a ve:i good b: ahalmoat invaridbly cool in the

shade and the ts coo out exceptiond. I did survive
the journey but it took & lot out of me anf'I had to spend a
week or ten days in bed in Denver.

e are very comfortably setfle
a little 4=-roonm aottago, e pe
into an office. The hote 1z
elevation in & bheautiful vs 9pd we are surrounded by
mountain peaks that run up Yo\ eximum of 14,2568 feet in
the case of Long's Peal 10Qks as though I would spend
the winter here and wi Rretty cold, the climate is
moderated a good Agh dund ing mountains. Besides
thet it saves a| moving. .

In regard of England arrangement, I am

about com N\Deworafdm which will be £irst sent to
}ff\tho offige sud then te4e Board. It is mot as complebe,
- nor ag well prepared as I would like to have it, but & good

g%if\ deal of| data beafing on the metter is in New York and not

; » availad ‘ In time, the question 1s as you say to

> get o Ohdrough tpderstanding of the whole situation in the

. ‘ L_of your colleagues. The suggestion you make

about consulfing some of those who have dealt with these matters
for some years past has advantagas and disadvantages both,

All three of the names you mention are well posted and capable
of givinggexnellant advice, but the difficulty is that they

are all one way or another interested, and someé of them,

if not all, may be influenced by selfish views.

The first name is the head of a firm that conduets the
largest dealings in gold of any firm in the country in normal
times. The second one for various reasons I would not con-
sider at all and the third one has alweys impressed me as be-
ing bull-headed and narrow. On the whole, if really broad-
minded and intelligent opinion is. desired by the Board, I
would strongly recommend frenk Vanderlip of the City Bank,
Fred Kent of the Bankers Trust Co. and Alexander of the Com-
merce. They are sufficiently familiar with the technical
features of this business to be able to give & well considered
opinion and they are all of them brosd-minded enough to set
aside any personal interest or selfish purpose. The man you
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e most experienced, but, person-

name first is undoub
: I would hesitate to expose my

ally, if I were in
to him at the

Another sugges
should be obtained. i
as he is & member of %
mm today on the Int

that Jaok Horgan's opinion

that already m:omnz but

gel and is grebably better

n onsl situat than enycother
York Benker, it seems %o me, if oubtside opinions are

to be obtained, his is e atial both for veluable informae-

tion and as a matter of eourtn;y.

Should it seem desirable to
consulting Blwnenthal and you will
in time, I will communicate with him by telegrapt
if we emot arrange & meetingeither here or

1f :Lany chance yoy Aan get\out héFe #or a little
holiday ea in aumza + ¥t/ would be)la great delight to

me and we migh ] goax Cheriley Horton to come t00.
By that time I wm, A\ & ZRO¢ dtronger and able to join
you in & little recredfio £ _peh e

this country is well woydh seeinm

Aithfully yours,

With warmest
I am,

ttp://fraser.stlouisfed.org/
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June 23rd, 1916.

¥y dear Cousin Fred:

I am very grateful to you for your nice letter just
received. It is a sad blow to me to have to submit to the ab-
solute dictation of the doctors, but as a matter of fact, the
have said positively, "Colorado™, and not only Coloradp, but
Rstes Park, on account of the presence thers of a psrtieunlarly
compstent doctor who is well-known to these chaps here. : 1, o
were, for instance, in the Adirondacks, it wonld make it a good
‘deal easier for us to have some visits now and then. If it is
possible to do what you suggest next Fall, yon can certainly
count on my doing it. It might mean the Adlrondacks but so far,
of course, 1 cannot mmke any plans at all uatil we see what pro-
gress 1 make in Coloradoe.

I would ‘have given a good deal to have heard the con-

versation with the "Boga™. Your renort is simiiar to othors

-
L

that I have heard of like meetings.

-

B Tarhurg hes written me about the French bank acceptan-
g "\\
4 . .
& ces, enclosing 2 copy of the ssme memoranduym which you sent me,

and you will receive from him a carbon copy of my reply, which
will be dictated to-day. The fact that we hold $17,000,000 of

bills drawn by French banks (and these are not all bills drawn

under the Brown eredit), simply means, of course, that our rates

itized for FRASER
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-2 Hone. Fo Ae Delano. 6/23/16.

have Leen sufficeintly low to enable us to get a large part of
the eligible bills in a parely competitive way because these
bills have been invariably purchased from brokers. They are
all as good as wheat and the line, it seems to me, should be de-
termined by the amount held of esch acceptors' obligation and not
the amount which harpens to be drawn in French or under French
gredits or under any particular French credif. Will probably
see Varburg this week and talk it over with him and I certainly
hope to have s chat with you if you are in this neighborhood.

I am planning to lesye in & week. Thanking you again
very mach for your letter amd for many other things, I am,

Sincerely yours,

Hon. F. 4L« Delano,
Federal Reserve Board,
Washingboh, T. C.

BS Jr/ven
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Personal.

o ’ ipril 29th, 1916,

Tear ¥r. Dedsno:

Mr. Joy hss just shown my his letter sddressed $o you
under date of ipril 5th, with your comments =t the feot, in re-
gard %o the ne- form of Comptroller's report of exsminztions of
moember bunks.

The plan for hamdl ing check collections znow in course
of development will somewhat reduce the importance to Federal
Deserve Banks el informstion of the charaster herstofore raoomest-
eiy o for as the question o” overdrafts is concermed. On
the other hand, the same guestion will arise whers banks instead
of being rermitted %o indulge in overdrafts are forced to redis-
count .

I vory mach fear thot the Comptroller's aititude will
foree us to undertske a systam of examination of our own which,
as you know, 1 had slways hoped to avoid. Tha really imvortant
consideration is to have the Fedaral Reserve Baa.nksin a position
to serve their member baanks in an emergency and withoat the re-

: straint which would ba esnzad by a lack of knowlodge of tho wom-
ber bank's affalrs and without the delay whick would be occasioned
by making specislrequest for information from the Comptroller's

examiners which would have to be tramsmitted to us through the

Federal Reserve Board and the Comptroller.
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Fe A TOlaNO0.

!
o
e
B

I want %o be on record as stating my conviction that
sny one who is so short-sighted as to fail to recognize the pos-
gibilities of an emergency eometims in the future, grosing out
of the war, In vhich the resources o7 the reserve banks will be
reguired to their utmost io protect the mamber banks, is dis-
tinctly unpatriotic.

Personalily, I hope the Board will not modify ite in-

sistence ono lota sad more particularly that the mtter my be

gpeddily decided sco that we may where we stande.
Yory truly yoars,
Governor.

BS Jr/ven

2

Eadaral Daegnia Rople of St lopic. .
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- April 27, 1916.
To Hon, F. A, Delano.

desirable to have it understood among the reserve banks that the sys-
tem of penalties at the outset will be applied upon the basis of
average reserves for a period agreed upon.

3rd. HManagers lMeeting. It is absolutely essential that
the managers of the Transit Departments of all twelve of the reserve
banks should hold a meeting and lay out uniform machinery, agree upon
schedules of par points and how schedules of time are to be arranged,

etec. The successful and economical management of this business will

depend very largely upon skillful preparation of forms and employment
of the most up-to-date labor saving devieces. This will take time,
but is nevertheless absolutely essential.

4th. Par List. No transit plan of this character can

be started until every member bank is furnished with a par list and
every reserve bank and member bank with lists from every other re-
cerve bamk. Such lists can only be compiled after correspondence
with both membér banks and non-member banks and after a full expla-
nation and thorough understanding of the plan has been made through-
out each Federal Reserwe District. Considering the distances to be
covered in some of the la;'ger districts, you will appreciate the im-
possibility of completing that work by June 15th, Inasmuch as
every reserve bank and member bank must know é,ll the par points of
every other reserve bank and inasmuch as the plan must be put into
operation simultaneocusly in all districts, you will understand that
California, for instance, must complete all of its correspondence
with all member and non-member banks in its district and furnish us

with the results, and we furnish our members with the San Francisco
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"
/Afo Hon. F¥. A. Delano.

s results before we can start receiving ltems from San Francisco member
banks. I am not advancing this as an argument for delay, for I am
anxious to start promptly as any one, but simply to demonstrate the
impossibility of starting as early as suggested.

5th. Nop-member Bank Points. To give the plan the best
oppertunity for success, it seems to me most desirable that sufficient
time be allowed to get as many non-member bark points on our list as
possible. It will avoid ;(.he appearance of a system exclusively for
member bank items.

6th. The language of next to the last paragraph of the
circular it secems to me implies that member banks will mot be allowed
to draw until after the date when according to the date schedule tﬂe
reéerve bank will actually have received the avails of collectionm.
This will prove burdensome to the coubtry banks and I suggest chang- '
ing the language so that it will read "to determine the time at which
any item sent to its reserve bank will become available as reserve
and to meet any checks drawn.”’

7Tthe Penal‘!:y. As verbally stated in Washington, I am
not & believer in the provisions of the Federal Reserve Act respect-
ing a fine or rate‘ of interest for deficient reserves, but I frankly
admit that with this plan, I hardly see what other course could be
pursued than to imposé pemalties. Our diffieulty will be to deal
with this whole subjeet fairly. If we grant indulgence to some banks
for cause shown, where are we to stop? In order to have fair appli-
cation,‘it seems to me the penalty should be invariable and inexorable,

or should not apply at all.
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April 27%h, 1916,

Hon. F. A. Delano.

8th. Clearing House. The New York Clearing House Asso-
ciation has recently established a department for country collections
which now has nearly 900 members who remit daily at par. The situa
tion is similar in Bosten. If we start a2 similar service, it will
impose upon our member banks the necessity of making up two letters
and we must declde whether to act independently of the Clearing House
or to endeavor to tske over their plam or endeavor to arrange for them
to contime their plam and become ourselves & member of the organization.
I would apprdeciate your views as to which course is most desirable. The
last named, of course, would be the most economieal. As the Glenrg
ing House has more mon-member banks in its membership than member banks,
it would be difrieult to arrange a plan by which we could take over
the;ir organization.

I believe the plan adopted, with the slight change of lamgmage
suggested by our “oard is the best and most feasible and in the end will
prove aceeptable to the member banks and you may count izpm our co-opera-—
tion to make it effective in this district.

Very truly yours,

Governor.

Hon. F., A. Delano,
Federal Reserve Board,
Washington, D. C,

BS Jx/VOH-1




OF NEW YORK <. Sent by JEN/aM 11346 (SEND TO FILES)
¥ 6?
oV .« QOPY OF TELEGRAM j
= N N
\ CQ ' %}'
?\\/ ggq‘x %QE\Q%
_
oy $@Y
Aprid 15, 1916,

Fohe Toland, 56q.
Mm Tosorve Mard,
9.3.

Jany thanks for your rwesage Am fesling well and looking forward
to sesing you maxt weok

_ BRESAMIN DTRONG, JR
"hn.-w.mn.,,h, s
62 Oedar ug, .
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PEDERAL RESERVE BANK November 26th, 1915,
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Dear lir, Delano:

Your memorandum on rotes enclosed with your letter of
the 26th, has been read with much interest,

It secms to me that this is only open to comment in the
following particulars, which yoﬁ doubtless heve had in mind in con®
nection with the various onerations mentioned.

The mere raising of dliscount rates, either for redis-
count by member banke or for open market apémtionn. would nct
operate to raise general inter:st rates except that it resulted
in the reserve benks permitting their pam to run off as it ma-
tured. 1In the c=se of redisccunt rates to member hanh,. it will
operate when we have & large volume of rediscounts; wuch a large
volune of rediscounts will only arise in all prebability in time
of streu,l consequently, the raising of our rediscount rate would
operate more to check & downward tendency in rates than it would
t0 create & higher level \of rates. That would not be the case
so mach with open market rates. There we gan influonce rates

— © only
when we have a large voclume of bills in hand, not by raising our

rates for bills, but by simply deoliniﬁg to buy them as offered.
Paragraph (e}, it scems to me, is a method which no re-

serve bank should every employ. All of our bills ané investments

are of short time maturity and we would naturally aveid the sppear-

ance of wealmess that would be brought about by actually offering
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oS Hov, 29, 1915,

Lo }hn‘ ;". l\. mlm.

I am in some @bt as to the soundness of propositions (d),.
The erfogt. of purchasing fovernment bonds, even though the circula=-
tion is not issued ageinst it, would probably be to reduce interest
rates, rather than to raise them, The level of interest rates is
affocted by the extent of the s;xpply and demand in relation to the
amount of r-serve: held by banks, The purehuse of government bonds
which are pald for with reserve monsy by the reserve banks, would in-
creace the resorve money in the hands of member banks, although it
would reduce the amouﬁt of bank notes in circulation ultimately, If
the money peid out by the reserve banks were immediately deposited
to redeém national bank notes, the result would be one of contraction
for the time being until the bank notes were .redemd, end then one
of expansion, bacsuse reserve money would take the place of money
which did not serve as bank recerves,

There are two noiants not mentioned in your memprendam
vhich are of some importance: The first is in regard to domestic
emlu/mgsa. If, as I hope will be the case, tho reserve banks un-~
dertake %o handle the collection business of the country on the de-~
ferred debit and credit basis, the normal operstion of collecting
checks will not involve the locking up or relessing of resorves f
menber banks, In dealing with domestic exomsa,‘ howaver, we would
have the power at ny time that it seemed advisable to take exchange
on the different centers for immediate eredit; in other words, we
would buy a cortain amount of the floating checks that are uncollecte
od, but give reserve money in mt, This will probebly be one

of the normal operations of the reserve banke in tine, and they will




= - Nov. 29, 1915,

.0 Hon, P, #, Pelano,.

take exchange on that basls for a comsideration represented probably

by intersst at the discount rate for the number of days represented

by the normal transit time, At any time that the reserve banks dis-

contimue that operation, it would be in effeet a contraction, as |
they wounld ¢oll in the money represented by these floating checks,
The power of expansion and contraction and the power to raise and

| lower interest rates by this operation is almost unlimited. It would
teke years to work it out, but I prophecy that in the future, after
our exchanges are scientifically handled, this will be a very consid-

erable influence in money rstes.

The other point is in comnection with foreign exchange, If
you spply exactly the same principle to bills and drafts payable in
foreign countries which you do to checks payable in this country,it is o
ea:sily seon how the operations of the reserve banks will have a consid-
erable inflnence on money rates,

As a pmtical matter, I think the most effective operation
to lower rates will be that described in (o], and the most effective
operation in raising rates will be to let our bills run off, Hext to
that will be the operations in gov:amnént bonds and short notes, and ul-
timately a very effective means of influencing ra-tea will be our opera-
tions in domestic and foréign exchange, lio effort coan be made at the
present time, however, nor widl we be sble to make any, until we have 2

portfolio full of bills,

I amled to inguire whether you and your associates are in-
terested in the articles appearing i the Commercicl and Financial
Chronicle on the subject of our note issue. They published one let-

ter whieh I wrote them on this subject, but still seem determined to
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December 2nd, 1915,

FEDERAL RESERVE BANK - L, | i

Dear Hr, Delano: _ _
Your favor of the lst inet, is roceived this moraing and I

am very much interested in your sugsestion sbout the possibility of

our meking a large tma?mio::h‘z Eoﬂ‘tﬁr?nt EOB?. !
¥ Wpba yon AR gy = Tt utiins Sl -

bank sells bonds whiech s pledged to secure circulation, it must '

retire its eirculatlon mnd the oredit which we would give them on

our hoohq would natursily be used for thati purpose, othervise, they

would be dipping iuto their cash reserves. |
Let me illustrate the operation in & typical case: The

First Hationsl Bank of New York sells us $5,000,000 of bonds pledg- : ‘

ed to secure circulstion against delivery fto us of the powero of

transfer; we crodit their asccoumt with 75,000,000, Upon mekiag de-

livery, they mmet deposit $5,000,000 of lawful money with the Tub-

treasury to complete the retirement of the £85,000,000 of circulaw-

tion, which 1awfu1 mnxéy\mq withdraw from us probably by check, \I

which we pay through the Clearing House, 5o far as we are concern~

ed, we have paid 5,000,000 6f our reserve money for which we receive -

£5,000,000 of government bonds, The §5,000u,000 jawful ﬁ&w paid

to the First Hational Bmk is e¢redited t the gensral fund of the

United States, and within a period of, say, three months, the great-

er part of the 5,000,000 national bonk notes will be retired from
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To Hon, P, A, Delano,

' circulation and the government will have paid out $5,000,000 of law-
ful money which counts as reserve in the hands of the bamks, This
is really an @ratiw of expension beczuse the national bank notes
did not count as reserve, consequently, could not form the basis of
expansion of loans and deposits, If it had any effect at all unon
money rates, it would tend to pase rates rather than raise them so
far as the operstions of membor banks om concerned,

‘,’v ' Had we a large portfolio of paper; however, and were in-

‘.:‘{’ vesting in government bénds o un axtent whilch would require us to

. gurtail other lines of investment, we nmight be obliged to let

' §5,000,000 of our paper run off at maturity, whéeh would restore us

the £5,000,000 of money peid the nationsl bank, Not having a port-

j folio full of paper, the only effeet it has ‘upon our operations is

| %o give us an interest earning on §5,000,000 in place of our cash

which we have put into circulation,

In order to get the eash bapk, we have to put our Federal
bank notes into cireculation, against which we would receive, of ;
course, in exchange, lawful money or gold. This, I have no doubt
could be done, Just as we are now issuing F«iml ro;erve notes, and
ultimately, our cash position would remsin unchanged and we would have
tho earning power of 5,000,000 of goveranment bonds, But, of what pos-
sible advantage isvthis s in conneetion with the present situation, ex-
cept to increase our sarnings? It perpetuates the bond secured circu~
lation which has been the subjesct of criticism and which, finally, we
believe will be eliminated by the operation of the Federal reserve

benics, It seems to me that what we should do, and this is what I
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To Hon. F. A, Delaono,

’
think this bank will do, is to gradually effect complete retirement
of all eirenlation based upom such government bonds as we buy. Con~
vert the govermment bonds into short notes to the extent that we want
to retain short notes for interest earning and sell the long 3 ¥ bonds
which we would get in exchange for the balance, 12, =8 1 assume will
be the case, ve- can convert the one year notes at any time inte 3 § -
boida, we would be in a position to divest ourselves from time to time
of all our holdings of government bonds and rely upon our normal operas
tions of discount or open mrk;t purchases and note issues to promote
the functions for which we are reaily organized, .

As you know, I have slways felt opposed to auny effort based
upon the present desire to make earnings, to perpetuate bond sesured
cireulation, and I have felt sorry that the reserve banks have been
urged so strongly to go into the market and buy government bonde in
excess of what they are required to buy, which purchases, as 1 view

them, serve no object other than tc make earnings,

(}M - _ 1 enclose a statement showing the holdings of government

b ——— s
bonds by New York City banks, Those which are pleiged for cireula-

. tion purposes result im a profit spproaching 1 4 at the present time,

Purghases by Federal rescrve banks have advanced the price of 2 s from

96 to 99%. Tho probsble effeet of our conducting such operation as

you@eacribe will be to mark the price up to par, we would not get very -

many bonds and to the extent that we did get them, I would personally,
feel more disposed to convert them and then sell them while there is a
premium on government 3 ¥ bonds, rather than keep them indefinitely, and
later face the posaible necessity for selling them and then realizing a

loss.

http://fraser.stlouisfed.org/
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ing {e], it has once or twice bean necesssry for the Bamk of Sngland

- Deo. 2, 1915,

To Hon, F. A. Delamo.

) Ve all may be mistaken in our jJjudgement of the extent of
the strein which will be thrown uponm our banking rescurces at the
conclétsion of the war. lany poople feel that it will be severe,
poseibly serious, and so long as we are just about earning our ex-
penses, or = trifle less, I fecl great assurance that we will be
able later on to meet any situation that may arise, to make up all
deffigcient earninga and establish the bank firmly in the confidence
of our msmbers,

Flease pardon this long anawer to your letter,

With roference to the last psragraph of your letter regard-

under very extraordinary circumstances, to use its port-folio in the

manner contemplated by your letter, Cne oeccasion, was duriag the

Boer Var when the Bsnk of ™mgland borrowed from the Bank of Frunce
£5,000,000 sterling, The transaction was very carefully safeguarded

at the time, although it later becams known, 1 believe it was the

. subject of considerable debate and some eriticism, Lven the great
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Joiat stoek bunks of London never use thelyr ere it in this way and I
doubt if, sinoe et of them were orgenized, any such transsction as
the one just arranpged with Hew York banks by which they have borrowed
$£50,000,000 w;li::ux collateral, would have been entertained by these
institutions for a moment, The distinguishing feature between what
such an institution as the Bank of England cam do, or what we can do,
and what is posasible to the banks which have not the execlusive power

of note issue, is wery clear, Lloyds baak can only meet demands upon

it by using its reserves, the azme is true of the Hatiomal City Bank;
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" §ive, and that is the .courgge of patience.

- ' Dece 64 1915,

To Hone To Lo Delances

about, I believe, when we have been established for some jears and

have gained the confidence of our member banks to a greater degre..‘

and probebly after ﬁw’y have realized 2 certain sense of dependence
upon us in time of emergency, or high rate of interest. The bond
proposal, quite distinet from this, is governed by other considera- . '
tions. With the 2 s selling close to par, is there amy further in-
duncement for the mnational bamnk to contimme the ownership of donds

and to keep their cireulatim out? At the present time, there is

some profit, amd the member bamk is, therefore, reluctant to let it

go daring o period of very low interest rates, wjen the. margin of
profit on 2 large percentage of its loams ie nil. VWhat will appeal

strongly to the bamk will be to sell its bomds at = high price, say,

‘close to par later on when money rates are higher sad it can employ

ite ocredit more profitably tham by issming circulation. “
In this matter, as in all our nhtiué to membor banke, ‘

in the mtter of earnings, in the orgemization of & sound system of X

ominaticﬁ - tho management of the reserve banks to-day will reguire

to excrcise the kind of coursge vhich is rearest, ani yet most effec-

I am suare you will not mind my saying frankly that not-
withstanding your very persuasive argument, I still beolieve that our
policy shonld be to comserve our resources and that the policy of the
Comptroller should be to discontimme thoe circulation privilege, if

possible, to mew national banks and that the policy of the system as a

whole, gho 1d be to eliminate national bank eirenlation, either of
national banks or of reserve banks =md depend for scismtific and flex~

idle &mmy ured issaes of ?odml.mem notes. This can omly
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June 2nd,
1918,

Dear ir, Delano:

Flesse forgive my tardiness in scknowled@-
ing receipt of your very kind invitation for dimner
at the Metropolitan Club on Tuesday, May 25th, but
it came to my attention only to-day.

I regret this delay and wish t0 express
my appreciation of the courtesy extended me,

Sincerely yours,
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Pebruary 25th, 1915.

Dear Hr. Delmo:

Thank you for returning the copy of
your sddress made before the Bsltimore Associs-
tion of Credit lion, vhich I am glad to be able
to keep for my fidd. I have snother copy of
the article sent you, and if you care to retain r
it, I will be glad to have you do soe

Vory truly yours,

EQ A’ : Geg
Federal Reserve Boaxnd,
Washington, D. Ce

BS Jrfvoy
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FEDERAL RESERVE BANK

Fobruary 20th, 1915,

Dear Mr. Delono:

1 read the enclosod with & great deal of inm~
torest and 18's all rights Just the sort of thing that
should be put in the minds of a good many people vho are ine
terested in the new banking systems What you say on pages
25 and 24 appeals to me particularlys. I understend you

wanted me to return the copy, which I do herein, and with J
1t am sending you as I promised, copy of what I said to ; |
those boys up st Willtemebown, snd apologise for 1t befag |
s0 elemontarys Would you mind sending tho copy back?

VYery truly yours, y

fovernors .

I's Ao D'elmo, xﬂq;’ ¢
Faderal Heserve Board,
Vashington, D. Cs ‘

BS Ju/ V06 | ,
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Fobruary 8%h, 1915,

Dear Hr. Delanos

Reforring to our telephono coaversaticn, I enclose draft
of a clause euggested as o substitute for Payagraph O of Sectlon 2 of
tho proposed rogulation covering the discount or purcheso of acoepban—
cese

Your ottention is directod to the last poragraph of Section
13 of the Pederal Recorve ict mmemmumtmmmﬁru.m
Board shsll meke regulations restrioting the discount of bills receivable,
(notes), &ad of bille of exchange snd scoeptences, but no such clause ap=
peare in Section 14 of the Acte

To the oxtent thet accsptances eamd bills of exchange are deslt
ﬂmmmmomuwtxmu.umwumtumum-
freedom should be pemitted wnlees it is contomplatod that the last paras
graph of Seotion 15 referred $o, should alsc, bo made to spply to Section 14

You will, also, notice that I hawe cmitted the language "and
drawn for mn avount not excoeding the approximate value of the goods $o be
transportod." 4s the rogulation fe drawm, the burden of determining the
velue of the goods would rest wpon the reserve banks onmd the progcedure to
obtain this iafomaticn would be difficult and ousborsome. On tho other
hand, 1t is more likely that tajs admonition will be ignored by the bamks

tion
snd certainly it will not bo wise to incluie s »ProVision in the regula




To P« As. Dolano, Esge Pebs 8th, 1915.

which it is anticipated will not be regarded. The purchase of gcoeptamea
is based upon the credit of the acceptor, and I hope the Board will be willing
to omit this limitation which it seems to me is not a pmticqble onee

Your sttemtion is, also, directed to Poragraph D of Sectiom 2
of the regnlation which would preclude the purchase of bills of exchange and
acceptances growing out of commerce between the United States amd its depend~
encies, that is, $ortp Rico, Hawaii end the Philippines. If the phraseclogy
of parsgraph 99 of the Act reading " based on the importation amd exportation
of goods" can be comstrued to include commerce between the United States
and these dependencios, it might be desirsble to make clear in this regulation
that bills growing out of imports and exports of that character might be pur-

chased by the Federal Reserve Bmks.

r, Curtis calls my attention to the fact that the Supreme Court of
the United States has remdersd a number of decisioms known as the "Insular Ca~
ses", reported in volumes 182 and 185 of the Supreme Court reports, which cam
probably be taken to indicate that commerce between the United Sﬁ“eﬁ apd its
insular possessions may be comstrued as imports and exports. Inmasmuch as the
words "importation™ and "exportation" are used in the Federal Reserve ict,
this might afford g:gm;d for the inclusion of bills growing out of such com-
merce within the ;&L of the proposed regulation.

Your attention is also directed to Paragraph F of Section 2, which
it ssoms to me does not make entirely clear what kind of bill is referred to.
Ox«ﬂinarny, a documentary bill vhen presented to the drawee is accepted and

h&nded' back to the party presenting it, minus the documente which originally

acoompanied the bill, and the acceptance of the banker or of the drawee is

substituted for the spesific bills of lading or other collateral. Without
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"o F. Ae Delano, s Pebe O8th, 1915.

getting a legal opinion on the point, it seems to me possible to comstrue
the clsuse so that the acceptance, minus the documents, would no longer be
secured by the lien or transfer of title, thereby subjecting it automatical-
ly to the limitations of paragraph G. Might it not be possible to change
that paregraph so as to read as foll&vs: “4 bill of exchange may be con=
sidered as drawn in good faith against 'sctually existing values' as under

1 (e) hersof, when it is secured by = lien on or by transfer of title to

the goods to be tramsported or when the character of the bill indicates that
the document representing such liem or title, originally accompanied the

bill prior to acceptance.

/ In conclusion, pemit me to repeat briefly ome portion of the

statement which I made to the Board Friday afternoons Our merchants and

menufscturers are now conducting a perfectly lawful trade with foreiga cus—~
tomers. A very considersble part of that trsde may be with belligerent
nations and may coasist of articles which are contraband or conditional coa-
traband of war. Commerce of that character is authorized by our own laws
and by international law and cogvention. It seems to me that any different

rule applied to the credits which are extended for the purpose of conduct of

that comerce should be adoptod with great caution and the objection which 1
made to the proposed regulation was based upon my belief, first, that the
same rule of neutrality should apply to'R%edit as does apply to the commer-
cial tramsaction; second, that emy policy to be adopted by our goverament
in regam to this mattor should not be made the subject of regulation by
the Federal Beserve Board, but should be determined by the President of the

United States.
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To Fa As Delano. Fobe 8th, 1915,

«m,,stmummuzmum
that thic bemk will observe whatover rules are adoptod by our govermaont
in this matter.

Very truly yours,

Governor,.

m m‘ i :".\‘_
Vashingion, De Ce B

Federal Reserve Bank of St. Louié = R el g ' | e ' R R I [ I L | T



Jarmary 15thy 1915,

My dosr Iire Dolanos
‘ Porhops the explenation of longer stops by the tribe of Benjamin
than by the tribe of Thenezor is simply that they heve longer leges
While you have the adventsze over me in two generations of addi-
tmnal‘caxperieme, possibly I may clalm from you that rospect demanded

by old Heow "‘mgland tradition of the younger 0 the older.

The lest paragreph of your letter hoe cevsed mo much rofleootions

l’I‘he naxt time we meet let us endesvor to di:cover whether you have been
aﬁopw:i into the councils of the Money Truct, or whether I have been adopt~
od Jimto. the politlscal family which is honored hy yomr participation.

4B one of my soven bosses, I have heretofere boen inclined to
aoﬁqnl ou o gertaln smowmt of respoct, wiich ia not a habit in our famlly
in d&aling with cousing or other relatives. Horcafter, you may expect
nothing ¢f the sorts I may even sonsluds on aegount of the advamtage in
ggm#atibn I have over you, to oall you Frod or any other old thingl‘ At
N vah‘,‘ success to the Strongs in starting & new banking systems

Gincercly yours,

BSJr/vOHU
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Jdmuary 13th, 1915.

ify dear ire Delano:

The enclosed memorandum taken from the book
of the Strong fanily,\indieates that your descent is from
the fifth son of fZlder Johm Strong, that is to say, Elder
Poenezer Strong and owr branch of the family extended from
' the second son of Thomas Stronge It isy however, a good
New England blood relationship, I am glad to say.

Very truly yours,

Frode As De;m‘ E8Qey
Pederal Serve

Vashington, De Ce
BEJr/vCH
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@"The. Shoreham Hotel, ANI 5 1915

Washington, D.C.,
: Januvary 14, 1915.

Iy dear Mr. Strong:

Greetings: I am indeed glad to
greet you as a kinsman. However, there
is one thing I notice about the 10ri be
of Benjamin™, as distinguished from
the "Tribe of Ebenezer", namely that
they seem to take longer steps. At
any rate, accordlng to your genealogy,
you are the fifth in direct descent
from the original John Strong; whereas,
I seem to be the seventh. This in
gspite of the faet that I was the tenth
c¢hild of my parents. Even on this
basis, as I figure it out, I am your
fourth cousin, twice removed. But
"removed" does not count for mueh when
there is five-hour train service be-
tween New York and Washington.

I refleet that if this were dis-
covered, it would be concrete evidence
of econnivance with the "lloney Trust."

Greetings.

Yours very truly,

lr. Benj. Strong,

62 Cedar Street,
New York City.

FRAGER

el &
1Zea10rT
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THE FEDERAL RESERVE ACT

And

THE PLACE IT IS TO OCCUPY IN AMERICAN FINANCE.

e i St

FRAEXARXA XXX R AXRNR

AN ADDRESS

Before

THE BALTIMORE ASSOCIATION OF CREDIT MEN

Baltimore, Md.

HARXAFRXERXRXXEX XA R

By FREDERIC A. DELANO,

B T ——.
s Oty
e S—

February 16, 1915.

v
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THE FEDERAL RESERVE ACT
AND

THE PLACE IT IS TO OCCUPY IN AIERICAN FINAINCE -

T o 2 o {1 2

In addressing you on the subject of "The Federal
Reserve Act and the Place it is to Occupy in American
Finance", I shall avoid as far as possible the use of
technical banking phrases. Iiy approach to the whole
subject is that of {ihe business man, or bank customer,
rather than that of the banker, and I assume that in
inviting_me to address you, your object has been to
hear the point of view of the business man rather than

that of the banker.
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The title of the Federal Reserve Act, passed
December 23, 1913, states its purposes as follows:
"An Act to provide for the establishment

of Federal Reserve Banks, to furnish an elastic

currency, to afford means for rediscounting

commercial paper, to establish a more effec-

tive supervision of banking in the United States,

and for other purposes.’

However, in order to understand the place which
the Federal Reserve Bank System is destined to oceupy
in the life of the nation, one must review, at least
cursorily, the provisions of the system under which
the National Banks have operated for fifty years and
appreciate the fact that, in the new Act, Congress
sought to correct and supplement an existing system
with which nearly two generations of our people have
become familiar, rather than to supplant it with an
entirely new system, built upon a new foundation.
Furthermore, it is important to bear in mind that
two=thirds of the banking of the couniry is done by

banks and trust companies chartered by the various

states, under laws differing rather widely and in some
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cases under charters much less strict thar the Federal

law. This feature becomes of great inportance when

it is considered that the ultimate banking reserves of

the country are the reserves of the Hational Banks .
Reserve Requirements

It is an elementary,

but important‘fact that the
whole theory of banking is based on the principle of aver-
ages derived from the results of experience. Banks rep-
resent, roughly, two classes of custoners - depositors
and borrowers.: If a bank had to keep in its vaults

cash subject to instant demand by all its depositors,

no bank could live except by borrowing from its
neighbor-banks; and if the demand were simultaneous

the entire banking system would break down, because
there is not sufficient currency to meet the demand.
Banking, therefore, depends upon the hypothesis that

a large proportion of the funds of depositors will not
be called upon simultaneovsaly; that somewhere between
10% and 25% must be kept on hand and on the premises,
and that the remainder can be actively employed at

interest - that is, earning something; otherwise a

ttp://fraser.stlouisfed.org/
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bank could not earn its rent, salaries, and cost of
operation, to say nothing of a return on the capital
invested by its promoters.* This 10 to 25% which ex-
perience has found must be retained in hand is called
a Reserve. but the term has been more or less misused
and misunderstood:. We might assume, for example, that
10% were the minimum perbentage of cash which had to

be kept in vault and that 25% were the amount which,

including this irreducible minimum was required for
emergencies. This is equivalent to saying that 10% was
the minimum require.ent of normal conditions and that the

15% additional was reserves. Under the Banking Law of

(¥) It is proper to explain that while a bank begins
doing business by lending its capital and a share of
its deposits, each loan that is made goes to swell the
deposits because the loan when made is not usually paid
out in cash, but is put as a deposit credited to the
borrewer and subject, like any other deposit, to check
by the borrower who has thereby become a depositor.
The relationship of deposits to loans and to currency
are well illustrated by the aggregate figures taken
from the statement of the Comptroller of the Currency
for June 30th, 1914, as fnllows: (The report includes
all National Banks and 95% or more of the State Banks
and trust companies).
Gross deposits of individuals and
corporations in National Banks,
State Banks and Trust Companies: $18,517,75%2,879
Gross loans and discounts by Nat'l
Banks, State Banks and Trust Companies: $515,288,357,284
Total U. 8. Currency outstanding same
gitized for FRASER date, $3,402,015,427
tp://fraser.stlouisfed.org/
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1864, reserves varying from 15% to 25% were stipulated,
but unfortunately that law, (which permitted Reserve
Cities to deposit half their reserves in Central Re-
serve Cities, and country banks, three~fifths of their
reserves in Reserve Cities) permitted a great duplica~
tion of reserves without any elasticity. A demand
for currency attending a panic or loss of confidence
on the part of the public invariably found the banks
carrying the minimum reserves authorized under the law,
and it would at once develop that these so~called
reserves were not, in truth, reserves - they might
more truly be called minimum requirements, not reserve
funds, av;ilable to overcome a period of stresse.

An Elastic Currency.

This subject of reserves thus became one of para-
mount importance, and it was recognized by many that a
correct solution was of immense importance to the
country's development. For twenty years bankers,
business men and economists have interested themselves
in the problem of working out a remedy. The fact that

other countries were able to adjust their banking
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and currency methods to the ebb and flow of business,
or even to survive considerable recessions without
complete stagnation or panic was constantly referred
to. After much discussion it became apparent that
this question of reserves was closely associated with
that of a suitable currency; that one of the

phenomena attending every panic or business dis=-

turbance was a demand for currency which, if not satis-
fied, invariably led to the hoarding of metallic
money. It was pointed out thut in this respect the

currency system of the United Stutes, under the

s
National Banking Act of 1863, was peculiarly rigid
and iﬁelqstic - far more so than it had been under
earlier bunking acts or under the central bunk systems
common in Europe.

The currency provision of the law of 1863 wus
based on the idea of compelling National Banks to
purchase United Stites Government Bonds aund using those
bonds as collaterul security for National Bank currency.
As a plan to crecte a market for Government bonds of

which there were some three billions outstanding at

the close of the Civil War (three times as many as now)
itized for FRASER

p://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis TR




the Act was a great success. Under its provisions
bondes which sold on a basis of more tﬂan 7% reached

a basis of less than 27%,. Nobody could complain that
this form of currency was not safe. The complaint
came only from the economists and students of the
problem, that it was incapable of expansion and con-
traction with the demands of business. I7 the amount
were increased to take care of maximam requirements,
there was no ready reans, in periods of slack Susiness,
of contracting the amount of currency in circulation
except by the clumsy method of returning the currency,
redeening the deposited bonds and converting these
into cash again, a manifest impossibility on any large
scale, because United States bonds soon had acquired

a market price by reason of their circulation privi-
lege, far above thqir investment value. Our own ex-

perience in this country before the Civil War, as well

as that of European nations, pointed out a remedy in
basing the currency, not on long time securities like
Government bonds, but on short time loans of merchants,

manufacturers, and agricultural producers, based upon

itized for FRASER
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and representing actual purchase and sale of raw
material, produce or commodities, or of manufactured
or partly manufactured products. The great advantage
of such loans lay in the fact that they were self=
liquidating, that they represented largely food or
other products classed as necessities of life, that
the paper was of short time.maturity, that in the
nature of the case, currency based on such lo;ns
would increase or decrease in volume directly with
the enlargement or diminution of trade requirements,
population, etc. In order to leave undisturbed the
existing currency, with which every one was familiar,
Congress provided that the present Bond~secured
currency should remain practically intact or subject
only to gradual replacement through a period of
twenty years with a new bond-secured currency of the
Federal Reserve Banks. This means that the notes of
twelve Federal Reserve Banks will gradually displace
the notes of 7,600 National Banks. In addition to
this currency, plus the gold and gold certificates;

silver and silver certificates and greenbacks, already

ederal Reserve Bank of St. Louis
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in existence and which I have enumerated in table A;
there was created by the Federal Reserve Act a new

form of currency, known as Federal reserve notes.

Tab le nAaw

In Circulation, February 1, 1915.
Gold Coin (including bullion in Treasury) $623,050,364
Gold Certificates = = = = = = = = = = -« = 958,448,039

Standard Silver Dollars = = = = = = = - = 67,631,922

Silver Certificates - . = = . - - - - 452,613,274
Subsidiary Silver - - = = e s e - e - - 160,334,776
Treasury Notes of 1890 = = = = = = = = = 2,321,968

United States Notes - = s = e = = = - 818,711,226

National Bank Notes = = = = = = = = = = = 879,497,881
Total = = = = = = = = = = = = = - -§$3,463,599,450

N.B. This table does not include any gold which is
back of gold certificates, or silver back of silver
certificates. In other words, there is no duplica-
tion in this statement.

1 . 1 . o - ‘ F'y I, Ln
These notes, issued in five denominations (§5, $10, $20,
$50, 8100) represent the elastic currency of the country.
In other words, the previously issued currency already

mentioned, amounting in total on February 1, 1915, to

ized for FRASER
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$3,463,599,450, will easily take c.re of average re-
quirements, while the new currency provides an
elastic, supplementary currency. The plan devised
and finally adopted by Congress not only meets
the requirements of an elastic currency, but meets most
ingeniously the difficulty in respect to reserves to
which I have already referred. Depending somewhat
on the diversity of business or the dependence of a
community upon « single crop, there is to some ex-
tent a seasonal ebb and flow in the demands of every
community, exhibiting itself in an increased or
diminished demund for currency and banking credit.
The Aét provides for substantial reduction of
reserves by country banks, Reserve City banks and
Central Reserve City Banks (zs shown in table B),
but at the same time allows no duplication in its
determination: a circumstance which, in the past, has
led to & much unsettlement and lack of confidence as

to the ultimate security of the banks.
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Table "B"

;
i
i
|
i
|
1
l
1

Percentage of
deposits re=
quired as re-
serves under
the old law,

| Percentage of
active or de- time deposits
mand deposits or savings de-
required as re-| posits under
serves under . the new law.
new law at end |

of three years. |

Percentage of

|
|
;
|

Three ;
Central ‘ | ;
Reservel 257, i 18% ' 5%
Cities; 1
] ,
| |
Forty- ! 25%- of which
nine | one-half could| , )
Reservel be kept in a | 15% 5%
Cities | Central Re=~
serve City. |
|
1
, 1
157 of which
Country, three-~fifths
Banks could be kept l 12% 57,
in a Reserve
City ‘ ‘
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The Act further provides that at the end of a
period of three years, the percentages of total demand
deposits required by the twelve Federal Reserve Banks
from member banks in Central Reserve and Reserve
Cities and in the country, respectively, shall be
%, 6% and 5%, and at the option of member banks these

deposits may be increased to 127, 10% and 8% respectively.

These reserves, instead of being held in vault as fixzed
cash reserves, subject to call on demand, are made the
basis for issuance of the new Federal Reserve currency.
At first blush this might seem an indiscreet use
to make of reserves; it might indeed strike one as a
wild project of pyramiding on‘assets, but a study of
the Act will satisfy the student that, if the Federal
Reserve Bonrd does its duty, these reserves can be
used expansively as suggested, yet be absolutely safe.
At this writing with only two installments of the
capital stock paid in and with only one-third of the
total reserves in the hands of the twelve District
Reserve Banks the total cash reserves in their hands
aggregote $281,373,000. The law requires a cash reserve
against deposits of member banks of 35%; this requires,

then, an aggregate cash roscrve of  $99,749,000.
Digitized for FRASER
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In respect to the issuance of currency, the law re~

quires, first that each of these twelve reserve banks,
(except for supervision by the Federal Reserve Board)

shall be autonomous, self-contained and independent;

that it may issue currency ageinst approved "commercial
paper" or "acceptances" *when indorsed by member banks,
dollar for dollar, provided it shall deposit as addi-
tional protection anc resserve against such notes not

less than 40% of gold. From this it will be seen that,
after deducting $99,749,000 from the aggregate cash re-
sources of the Federal Reserve Banks as a reserve against
member bank deposits, there remains $181,624,000 which would
sustain a t&tal reserve note currency of $454,060,000, and,
obviously, this will increase to something like three-
fold this figure when all the reserves shall have been

paid in; and still further increased if govermment

(*) By "acceptances® are meant 'drafts" or "bills of
exchange" drawn upon a purchaser of goods to be de-
livered, growing out of export or import and accepted
by the buyer or by a2 banker or accepting house, act-
ing on behalf of the buyer.

igitized for FRASER
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deposits are made in the Federal Reserve Banks, or if,
as is to be hoped, State banks in large numbers enter

the system,

Operations of the Reserve Barks in Ordinary Times
It might be assumed from what has been said that

these twelve Federal Reserve Banks exist solely to take
care of unusual, spasmodic, or seasonal demands of
business or else those excessive demands which
periodically come upon us at greater intervals of time.
That alone might well be called a worthy ohjact to
attain, but it would have to be admitted that a pon-
derous and costly machine had been created to serve an
occasionai demand; and it might be doubted whether a
machine thus kept in comparative idleness through two-
thirds of the year would operate smoothly and success-
fully when the steam was turned on. But the framers
of the Act had no such idea. They meant that these
district banks should be a&ctive undertakings and, among
other requirements, imposed upon them the duty of
earning for their stockholders (the member banks,

aggregating to begin with 7,600) not only operating

Digitized for FRASER
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expenses and all costs by the Government for engraving
and printing of notes, the salaries and expenses of the
Federal Reserve Board and its staff of employees but,
in addition, 6% on the investment by the banks. 1In
order to enable the twelve reserve banks to employ their
funds profitably in the dull seasons (the seasons of
liquidation) and recognizing that in such seasons the
member banks would not bring commercial paper to the
reserve banks for rediscount and the issuance of cur-
rency, for the obvious reason that in those seasons
the member banks themselves would have ample loanable
funds, Congress provided for the purchase and sale of
certain readily marketable investments, for example,
Government bonds, tax warrants of states, municipal-
ities, ete., acceptances, e. g., drafts or bills of
exchange, the payment of which has been guarantsed or
promised at maturity and other similar documents. In-
vestments of this kind which must be made under res-
trictions of the Federal Reserve Board are, with the
exception of Government bonds, all short time paper,

the idea being that they shall mature in advance of

igitized for FRASER
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the active requirement of funds for crop moving, etc.,
It is impossible to foretell Just what experience will
develop, but it is probable that the rediscounting of
commercial paper and hhe issue of Federal reserve
notes therefor will reach normally a minimum in the
months of January to March, inclusive; that thereafter
1t will gradually rise to & maxizum requirement in the
autumn and from that maximum recede again‘to the low
point after Christmas. However, it is to be ex~
pected that t;e demands in the vérious districts, with
a diversity of harvesting seasons will develop a con-
dition where there may be a scarcity of funds in one
region and a surplus in another-. 7ith this possi~-
bility in view, the Act provides that the Reserve
Bank of one district may rediscount for that of another
digtrict.

From the foregoing it may be seen that, while the
Federal Reserve Act provides a valuable '"shock absorber';
it is far more than an inert pieée of machinery which

comes into action simply in an emergency. It might

more truly be likened to an extra unit in a large power




station, revolving at all times on, say half load, yet
capable of taking on a full ioad at any time or, for
sh&rt periods, even a considerable overload.‘

In much that has besen said and written, however,
it is evident that in some particulars the true funetions
of the Federal Reserve Banks have been misunderstood.
These great District Banks, each representing a large
and important territory, important though they be as
the central banks of their districts; are not in any
sense wholesalers of money to their member banks who,
in turn, dispense or retail it at a profit to their
customers. These central banks, with whom the publie
is not directly permitted to deal, are in a sense
"banks of banks" as has been frequently said, but their
gross a;sets really bear only a small ratio to that

of the aggregate of the stockholding banks, and, while

their powers and influence are very great, their actual
currency issuing power will represent, after all the
reserves have been paid in, only some 12% to 15% of
total loanable funds of banks in the country, National

and State. ( See foot note ) .
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Poot notc for Pagec 17.

Stated in round figurcs, aftcr deducting the ro-
scrves rcquired against deposits, there romains
$181,600,000 of gold on hand, which will sustain an
issuance of four hundred fifty~four millions of

. Foderal Roscrve Notcs., As alroady shown, this will
bc incrcascd in threoc yoars to, say 700 millions,
which is 4-1/2 pcr ecnt of the total loans and dis-
counts of thc Statc and National banks of the country
on Junc 30th, 1914. . This will bo incrcascd, as
alrcady cxplaincd, as Statc banks cntcr the Systom
and as Government deposits arc addod.
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What the Reserve Banks have Accomplished.

The benefits of the Rascrve Act as thus far de-
veloped are evidenced more by the indirect benefits
derived than by the actual transactions of the Reserve
‘Banks themselves. For example, there was released on
the 16th of November,; when the banks were declared
opened by the Secretary of the Treasury, something like

450 millions of dollars (the exact amount has not been

determined on account of the difficulty of computation

by reason of the duplications in previous methods of
caleculation.) This large fund was released to meet

the demands of business; its immediate effect was a
recuction in all interest rates in every district.

The emergénpy currency issuec to meet the panic con-
ditions brought on by the European war was rapidly

retired so that, from a maximum issue of $385,216,655,
this emergency currency outstanding has been reduced (at
the close of business on the 13th day of February)\to
$44,205,802, and this is in spite of the fact that a large
area of our country has suffered from a most serious setback,
due to the unexpected and sudden reduction in the demand

for their chief staple product = cotton. As a
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precautionary measure, and on the advice of bankers
quite generally, three years are provided in which to
develop the Reserve Banks to their full power., Wheth-~
er or not this was an unnecessary length of time is

a debatable subject, but one thing is already evi-
dent and that is that the country is now demanding
results as if three months instead of three years

had been named,

OTHER IMPCRTANT FUNCTIONS OF THE BANK.

Before closing this paper it is proper to discuss
briefly some of the other functions of these. eserve
Banks. These lie chiefly in two directions; first,
as Gover?ment depositaries and fiscal agents; second,
as clearing houses for checks drawn within their dis-
tricts or, on such plan as the Reserve Board may approve,
between districts.

The Act does not abolish the sub-treasuries, but
at the same time authorizes the Secretary of the Treasury
to deposit and the Reserve Banks to receive, Government
monies and to act as fiscal agents of the Government.

It is for this reason chiefly that the Secretary of the Treas-

ury is made ex-officio member of the Federal Reserve Board
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and its Chairman, while the Comptroller of the Currency
is dlso made an ex~officio member; thus giving the
Government a minimum representation on the Board of two
out of seven members. The framers of the Act argued
the propriety of this representation, in spite of the
fact that the capital investment was made soiely by
the subscribing banks, not in order to give the
Federal Reserve Board a political (i.e. partisan)
complexion, buf on the ground that as the Government
was to be a large depositor, it should have an ine
fluential voice in the general supervisione

The argument in favor of the Government thus using
the Federal Reserve Banks is strong; first, the
genefal reason that the money of the people (the tax
payers) is retained where it will be most affective in
promoting btrade and commerce; second, that it is safe,
because the integrity of the twelve reserve banks is
assured by the guarantee, individual and collective,
of all the member banks; lastly, that the function of
fiscal or disbursing agent for all Government drafts

or checks, aggregating in round figures more than a
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million dollars per day, can be performed effectively
by these banks and doubtless at a saving to the Treasury
(even after allowing for the interest paid by National
banks on Government deposits) compared with the costly
and necessarily cumbersome methods of remitting from the
Treasury or sub-treasury to pay checks drawn on the
Treasurer of the United States.

The second important function of the Resérve Bank
outside of the chief functions for which it was created,
is that of its place as a collecting agency or clearing
house for checks of its respective district. All im=-
portant cities of the country have had their clearing
houses for checks of National and State banks in the
community. These clearing houses, formed for mutual
convenience by voluntary action of their component banks,
have developed important functions quite outside of
those originally contemplated. Among these may be
mentioned a system of self-examination more rigid and
thorough than that previously maintained by the Govern-
ment; agraad rules:for charges for collections on out
of town checks, and, in times of panic, such as 1907

and 1914, the rediscount of paper and securities of its
N
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members, issuing against these, clearing house cer-
tificates, which have been used not only in transac-
tions between banks but in some cases even in public
transactions,

There is little déubt that this development of the
clearing houses, acjusting themselves as they have,
through many years of experience, to the demands of
business, provided a valuable and effective suggestion
to the framers of the Federal Reserve Law. So it is
not to ke wondered at that the Feceral Reserve Act,
in adopting the emergency function of the clearing
houses in the rediscount of member banks' peper, saw
the desirability of adopting, at the same time, the
chief featuré of these clearing houses; namely, the
check clearing idea. And so, in fact, the Act 4id
embody, not in the most lucid terms, but certainly by
intent, a complete system of clearings within and
finally between the districts, aubject to the rules
to be framed by the Reserve Board, and, at the same
time, authorized the Reserve Board, in co=operation

with the Comptroller of the Currency, to raise the

]
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standard of the examination system co~ordinate with
the examination by the Federal Reserve Banks and by
the Federal Reserve Board.

Conclusion.

And thus briefly I have endeavored to lay before
you in simple phraseology the salient features of the
Federal Reserve Act and the place it is likely to take
in the financial structure of our country and of our
business life.

The reason the Federal Bank System is great, is

hat it has been evolved by the patient study and
adaptation of our ovm best banking experience, the
experience of Europe, the clearing house certificate
plan, all ingeniously engrafted upon an existing
National Banking and Currency System with which the
country was familiar. The result is g system, far
better suited to American needs and American methods

and prejudices than a central bank or a branch bank

system.
We have created under this Act twelve central

banks, each as nearly as possible zutonomous, but each

ederal Reserve Bank of St. Louis
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under central supervision of the Federal Reserve Board,
on matters of joint and commen interest. If the plan
works out in practice as well as it should; if the
Federal Reserve Board does its full duty ; if petty
or partisan politics are laid aside, we shall have

reached one ideal of scientific management ,: - "local

self-government and centralized supervision'"; we shall
have accomplished the object of all good organization ; -
local incentive and enthusiasm with only enough cen-
tralized supervision to compare results ; to measure

men, methods and costs; and to ensure the necessary
co-operation on all matters where joint co-operation

is necessary, either for the good of the country or

of the banks themselves.

The President has drawn the apt parallel of the
relations of the various Reserve Banks to the Central
authority ( The PFederal Reserve Board ) and the relation
of the various states to the Federal Government.

As a servant of the public, one of those employed
to administer the law, it is to be expected that I
should be enthusiastic as to its possibilities. At

the same time, not having been a banker, my views as
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to what this Act really does mean to the public may be
questioned. I will, therefore, close my remarks by
quoting from the recent paper of Vice-President Herbert
R. Eldridge, of the National City Bank of New York, so
that you may know what a practical banker of large and
varied experience has to say:
"The Federal Reserve Act marks the great-

est step forward this country has ever made in

its financial advancement, While it leaves

much to be desired, and will undoubtedly be

sub jected to several revisions, it remains the

greatest constructive measure Congress has

given us in many, many years."

The wonder is not that there are some imperfections
in the Act, but that out of the great melting pot of

conflicting ovpinions a problem so difficult and so

teachnical should have been successfully worked out.
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FEDERAL RESERVE BOARD Fe 444
‘WASHINGTON 036';9,5 5

February 24th, 1915.

My dear Mr. Strong:

On my return from a short outing, I find your letter of
February 20th snd I am glad to know you approve of my remarks
before the Baltimore Association of-Credit Men. It was my
intention that you should keep this speech and, assuming that
you may like to have it, I now return it to you.

I shall be very much interested in reading your remarks
at Williamstown and, as soon as I get the opportunity to do
so, I shall return the papers to you.

Yours very truly,

Mr. Benj. Strong, Jr.,
Governor, Federal Reserve Bank,
New York City.
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FEDERAL RESERVE BANK June 5, 1915.

CONFIDENT IAL

ily dear lMr. Strong :

One of the subjects which has been suggested for
the consideration of the Governors at their prospective
meeting is the matter of the ederal Reserve Banks acting
as Fiscal Agents. I have had several talks with Assist-
ant Secretary lalburn about this matter and lir. Broughton,
of Mr. Lalburn's staff, has written a report, copy of
which I enclose and which I should like to have you treat
as confidential.

The Secretary of the Treasury, although he has never ‘ "
said in so many words, is, I believe very friendly to the
Subtreasury system and I imagine he thinks it would be a
mistake to get rid of it. "If we could persuasde him that
the Federal Reserve Banks, acting as Fiscal Agents in con-
nection with the Central Clearing Fund, will relievé the
Government of a very considerable burden and will still
give to the Subtreasury the duty of looking after the Issue
and Redemption of various forms of currency, I think he
would be willing to take the first step.

In the long run, I think the Subtreasury system will

have to give way and all of its functions be taken over
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FEDERAL RESERVE BOARD

WASHINGTON

M Mr. Stron
i i 1 y > 4 A ., -~
1l am i L dlnnezx Lt tne
Metropolitan Club 35 P.M. on
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' POSTAL TELEGRAPH — COMMERCIAL CABLES
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ThePostal Telegraph-Cable Company (Incorporated)transmits and delivers this message subject to the terms and conditions printed on the back of this blank.

16Dbl—541 DESIGN PATENT No. 40529
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POSTAL TELEGRAPH-GABLE COMPANY =iz THE COMMERGIAL CABLE COMPANY
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THE GREATEST TELEGRAPH AND CABLE SYSTEM IN THE WORLD, EXTENDS OVER TWO-THIRDS OF THE WAY AROUND THE EARTH.

THE POSTAL TELEGRAPH-CABLE COMPANY (INCORPORATED)
TRANSMITS AND DELIVERS THE WITHIN TELEGRAM SURJECT TO THE FOLLOWING TERMS AND CONDITIONS!:
To guard against mistakes or delays, the sender of a telegram should orderit REPEATED ; that is, telegraphed back to the originating office for comparison.
For this, one-half the unrepeated telegram rate is charged in addition. Unless otherwise indicated on its face, THIS IS AN UNREPEATED TELEGRAM AND
PAID FOR AS SUCH, 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,teyonq the amount
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 times the sum
received for sending the same, UNLESS SPECIALLY VALUED; nor in any case for delays arising from unavoidable interruption in the working of its lines; NOR
FOR ERRORS IN CIPHER OR OBSCURE 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,
whether caused by the negligence of its servants or otherwise, beyond fifty times the REPEATED telegram rate, at which amount this telegram, if sent as a
REPEATED telegram, is hereby valued, unless a greater value is stated in 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-tenth of one per cent. thereof.

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 its destination.

4. Messages will be delivered free within the established free delivery limits of the terminal office.
to cover the cost of such delivery. . .

5. No responsibility regarding messages attaches to this Company until the same are presented and accepted at one of its transmitting offices; and, if any message is
sent to such office by one of this Company’s messengers, he acts as the agent of the sender for the purpose of delivering the message and any notice or instructions
regarding it to the Company's agent in its said office.

6. The Company shall 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 is
filed with the Company for transmission. .

7. The above terms and conditions shall be binding upon the receiver as well zs the sender of this telegram.

8. NO EMPLOYEE OF THIS COMPANY IS AUTHORIZED TO VARY THE FOREGOING.

For delivery at a greater distance a special charge will be made

CHARLES P. BRUCH, VICE-PRESIDENT.

. CLARENCE H, MACKAY, PRESIDENT.
DlgltlzedchRE&QSERADAMS. VICE-PRESIDENT. EDWARD REYNOLDS, VICE-PREST. AND GENERAL MANAGER.
http://fraser.stlouisfed.org/
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'~ WESTERN UNION 4/ "
TEL AM EPDNRY,
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acl
GEORGE W. E. ATKINS, VICE-PRESIDENT . NEWCOMB CARLTON, PRESIDENT BELVIDERE BROOKS, VICE-PRESIDENT

2

RECEIVER’S No. TIME FILED CHECK

SEND the following Telegram, ‘subject to the terms
on back hereof, which are hereby agreed to New York, JUI:Y 26 » 1915,

Benjamin Strong, Jr.,
: Care Benjamin Strong,

Wood's Hole, Mass,
Following received from Delano: Quote, Due to reach Boston nine~fifty
Marblehead say tem-thirty unless it is important to arrive earlier in
which event I shall take midnight for Boston, Please advise, Have you
read the larsh letter in Economic World of July seventeenth, End Quote.

I telephoned him Saturday be at Marblehead Tuesday noon.
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wise itscharacter slndicatedbytha NEWCOMB CARLTON, PRESIDENT

YENT

SS OF SERVIu- | S1inbus
Day Message
Day Letter Blue

" Night Message Nite
Night Latter NL

If none of these three symbols
appears after the check (number of
words) thisisa da{s Iwge Other-

wise its character

indicated by the

symbol appearing after the check.

symbol_appearing after the check. | geoRGE W. E. ATKINS, VICE-PRESIDENT BELVIDERE BROOKS, VICE-P

RECEIVED AT
1K AMG 49 GOVT

K WASHINGTON DC JULY 26 1915 1055AM
NUAMIN STRONG JR g 71.7
62 CEDAR ~ NEWYORK
UE TO REACH BOSTON NINE FIFTY MARBLEHEAD SAY TEN THIRTY
«LESS IT IS IMPORTANT TO ARRIVE EARLIER IN WHICH EVENT
| SHALL TAKE MIDNIGHT FOR BOSTON PLEASE ADVISE HAVE YOQU

"EAD THE MARSH LETTER IN ECONOMIC WORLD OF JULY SEVENTEENTH

DELANO
T1AM
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FEDERAL RESERVE BOARD

WASHINGTON
October 26, 1915.

A -

. s :".- ( ,,"‘

\
| The apples arrived and they were about the fimest and best
|

My dear lir. Strong:

I ever saw. The family are enjoying them.

I am going to Chicago to attend a dinner to be given to lr.
Ripley, President of the Santa Fe Road, on Saturday night next
and shall come back via New York, arriving there londay, Novembef
1st. If you and lir. Jay are "on the job" that day I shall hope
to‘have a good chat with you and to that end I shall ecall at the
bank, say about 10:00 o'cloeck in the morning. If you wish to
arrange a definite hour you can address me here before I go, (I

am leaving Friday night) or at the Belmont Hotel to reach me lion-

day morning. lirs. Delano is going to be there so I shall want
i
to keep my evening free.

&

Yours very truly,

Mr. Benj. Strong, Jr.,
‘ Governor, Federal Reserve Bank,
‘ New York City.

|
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October 28, 1915.
FEDERAL REBERVE BANK

ey,

My dear lir. Strong:

Your note of the 27th is just
received and/;t/ﬁill give me pleasure
to follow/gﬁt the program suggested
by you,///My train arrives New York
at 9:%6 A. M.

Yours very truly,

lr. Benj. Strong, Jr.,
New York.

Bank of St. Louis
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FEDERAL RESERVE BOARD

FlLlNCI DEPTWASHINGTON
beué ™ 1915 {i{ December 1, r}(%l?“‘ sWED

2
FEDERAL RESERVE BANK ‘élé 4
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My dear Mr. Strong: DEL 2 &
I am in receipt of your letter of Novem?srpaatbgiy?f;;nnﬁ
LU RAtaL

whieh I have read with great interest. There is 0n19¥9&§%Dﬁﬂ
thing I do not like in the letter and that is the conclusion
you come to that we are powerless to do anything at the
present time, because we have not a portfolio full of paper.
Just because we cannot do what we would like to do. if we had
a portfolio full of paper, should not lead us to the conclusion
that we can accomplish nothing. The suggestions I have made
were, I admit, crude and not thoroughly worked out, but I
threw them out simply for discussion.

| What I had in mind when I wrote Paragraph (d) was
that the Federal Reserve Bank would call some of the big mem-
ber banks together and‘make substantially this proposition:

"Me will buy from you round amounts of Government
bonds with eirculation privilege af, say 995 and give
you credit on our books for them, the understanding be-
ing that you will keep this reserve on our books as
optional reserve which you will not draw against until
the demand for money very considerably increases. We,

in turn, will take the bonds we have bought, have Fed-

eral Reserve Bank notes issued against them, but hold

http://fraser.stlouisfed.org/
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these bank notes in our vaults against the time when
there is an active demand for currency. When that time
comes and our member banks with whom we have made this
arrangement wish to draw down their reserves, we can
pay them in Federal Reserve notes or in Federal Reserve
Bank notes. In this way, Federal Reserve Bank notes
become an elastic currency in the strong hands of the
Federal Reserve Bank rather than in the weak hands of
member banks."

In Central Reserve cities there is a better opportun-
ity to conduct these operations than in any reserve city; and
I should think it would be perfeectly possible in this way to
draw in National bank noteeurrency to the extent of & hundred
millions, and possibly twice or three times that amount.

In this suggestion I am not speaking for the Board,
and not even giving my own final conclusions, but am, in a
senge, "thinking qut loud."

In regard ~to (e), I admit that it would rarely, if
ever, be necessary to sell bills, notes aﬁd acceptances, but
the ordinary process would be to allow these in our portfolios
to run off, and not replace them. However, when the time comes
that we are in the open market, I see no reason why the selling
of foreign or domestic bills should not be recognized as just
as much a proper process as the purchase of them.

Yours very truly,

1 .7

lir. Benj. Strong, Jr., ' i Kﬁ%“
Governor, Federal Reserve Bank, ,L” o
/

New York City.

Federal Reserve Bank of St. Louis



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



FEDERAL RESERVE BOARD \

FlLlN‘G DEPWASHINGTON ;o B ""',:‘

Personal ol AN

< h

DEC S 1915 : q/9’ December 3, 1915. ~-cf M ;
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o0 % FETER i OR
FEDERAL RESERVE BANK “ ,cfé

d} »
Iy dear lMr. Strong: 9.

J 4

I am grateful to you for your 1eé%;r of the second
instant and I should not respond at once were it not that I
think you have overlookedlthe main premise upon Which/hy whole
thought was predicated, even though not expressed iﬂ words.
I assumed, as a fact, that the banks in New York were carrying
very large excess reserves; I mean excess over the 18% required, -
and that even of this 18% five—eigh@eenths were optional re-
serves. This being the case, and ;ssuming that they were earn-
ing no money on either the optiondl or the excess reserves, they
would be willing to respond to such proposal as I outlined.

Of course, I require no diagram to see that there is
nothing in it if they should promptly draw on you to pay for the»
redemption of their notes. and here again I am assuming that

-

these banks, many of them, have their notes either aectuaslly

unissued, or where they can readily call them in, so that tﬁéy
can send in the notes themselves to a considerable extent.
I agree with you that the bond secured currency is
an evil which should be reduced as rapidly as it can be without
causing alarm. If the Federal Reserve Board were to come out -
with any such bald statement it might create alarm or cause a )

bombardment from some sources, but I think you and I are agreq}
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that we will never have a thoroughly elastic currenecy until
a large portion of the bond secured currency is retired. And,
incidentally, there is no doubt in my mind that a successful
country-wide clearing will diminish the necessity for eurrency,
but my argument is that the bond secured bank notes are much
safer in twelve hands than in some seventy-six hundred hands,
and that in twelve hands they can be handled so as to be more
nearly and truly elastic.

Now as to the compesrative merits of buying twos,
with the eirculsation privilege, and holding them as buch ;ZgéizCZ:ZZS
converting them into threes, I think there is a good deal to
be said on both sides, but at present I lean to the idea that
I would rather hold them with the circulation privilege. Ais
en investment, the rate is less, but as to giving the Federal
-leserve Bank a curreney elasticity. I think they are better.

Under the twenty-five millions provision of retire-
ment, it would take thirty years to retire all the Government
bonds, snd it may be desirable to have the lénguage of this
provision of the Aet changed so that the retirement will not’
be less than twenty-five millions per year, instead of not
more than twenty-five millions. Without any change in the
law, there is another way in which all the Hational bank note
currency could be retired in twenty years, and that is the
method suggested by IIr. Perrin, which impresses me as certainly

worthy of consideration, to wit: as National bank charters

er.stlouisfed.org/
ﬁleserve Bank of St. Louis
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are renewed they be renewed without the currency issuing pri-
vilege.

I recognize that there is one very serious objection,
(in faet, it is the most serious objection that I can see) to
taking over Government bonds, and that is that it at once re-
leases National banks of any necessity of remaining National
banks. For that reason I would hesitate to take all the bonds
of any bankﬂﬁéﬁi2a¢u/£7ﬁhbf,¢&xf4%&Z§:~JA%éz7léxzzaﬁ4¢f:

I note the argument in the latter part of your letter
in régard to the undesirability of selling bills, and I think
yow pake a very strong case. I, of course, realize that it
would be an exceedingly rare transaction, but I think you show
why it would be not only rare but undesirable and-unnecessary.

Please understand that this letter is personal in
its nature and is not intended either to represent my final
or mature conclusions or decision, or any decision arrived at
by the Board.

Yours very truly,

Mr. Banje Strong, Jr.,
Governor, Federal Reserve Bank,
New York City.
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FEDERAL RESERVE BOARD

WASHINGTON

July lgth, 1916.

Mr. Benjamin Strong,
. 4100 lMontview Avenue,
Denver, Colo.
My dear Ben:

If I have not been misinformed you are again

out in your Denver home, and I write to find out some-

thing more about Francis A. Chapman of Denver, who you

TR

mentioned to Mr. Warburg. Is he a man Qho is competent
to be manager of a branch bank in Denver, or would he
be a better man for director of the branch? What are
his business connections and experiences.

Very truly yours,

P
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FEDERAL RESERVE BOARD

WASHINGTON

July 21st, 1916.
My dear "Ben":-

I hope you have had salubriocus weather in Colorado; that you
survived the journey; that you have escaped the heat and that you are
laying on a few pounds here and there where they will not do you any
harm.

I have been thinking a good deal about your Bank of England pro¢
posal and trying to figure out how I can overcome the difficulty that

Warburg (the only member of the Board who is really well'poated upon the

" subject) points out. Finally the thought has suggested iteelf to me

that I should submit the plan to some high grade, disinterested man,
and have him criticize and endorse it, and that I could then use that
endorsement, not only to sustain my judgment, but to present the matter
to the Board.

I think Warburg would be willing to waive the responsibility and
to have the matter handled during his absence - say during August; but
I could not win the votes of my colleagues on th%Board, especially the
more cautiocus ones, unless I could show that some person entirely competent
and expert in such matters had éndorsed the plan. This perhaps will
explain how my mind has been running, and in casting about for some one
to consult, the names of George Blumenthal, Max May and John Gardin Aro~
occurred to me.

While I do not know much about him, my impressiqﬂ?%hax the first

Federal Reserve Bank of St. Louis
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named is the best; but upon inquiry as to where he was and how I could
get hold of him, T find that he is now out in California, traveling,

and at last accounts was at the Del Monte Hotel, Mbnter(y and does not
expect to be back in New York until September first. Hence, the thought
has occurred to me(?u an alternative from my first thoughé) that you
might get into communication with Elumenthal and ask him to stop off

on his way eaﬁt- va he would deo so, and you could thereby fully ex-
plain the situation to him, he could come here and make his recommenda~-
tion to me.

My present plan is to be away the first ten days of August, re-
turning here for the rest of the month, and going away again early in
September, when Miller and Warburg will be back again “on the job™.
However; I could postpone my going away for a few days in order to see
Blumenthal.

The merit of the whole scheme. depends, of course, upon your
views and conclusions, and I simply throw this out for you to think
over and advise me.

Yours very truly,

Mr. Benjamin Strong, Jr.




MEMORANDUM
Auguet 8, 13186,

The Wall Street Journal of August 7th carries an article
dealing with the per capita indebtedness for war costs of the
warring nations - giving two figures, one showing the per cap-
ita based on the population of the mother country alone, the
other including colonies,

Ofiicourse the population of the colonies éhould be elim=
inated from any such calculation, inasmuch as in figuring out
per capita debt one can only figure with those who are able to
carry a national debt of any size,

But it is hard to see how much of a debt France will be
able to place on her 47,000,000 of colonial population; and
the same thing applies to a large extent to the Britieh colonies,

One may think of the story that has been told about the
man who asked a colored walter in a restaurant whether he could
change ten dollars, The walter answered, "No, Boss, but I ap-
preciatés the compliment." Very similar would ée the feeling
of a Dahomey negre, who in all his life has never owned five
dollars worth of money or property, if he should read - if, in-
deed he were able to read - that the Wall Street Journal hai
put him down as a fit subject for $103 per capita debt.

Anybody having read the Wall Street Journal during these

past two years can readily see that the only reason toi that

absurd basis of comparison is to ve found in the wish to be

able to make the statement:
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“
"The heaviest per capita war expenses are in Germany,
where they have been $174 per capita for the home countf&
alone and §$143 dollars if the German colonies are included,

For Continental France they have been §335 per capita, but

for France and her colonies, only §103. If British expenses

are prorated simply over the British Isles, they amount to
only $2343 per capita, but when the population of her domin-

ions and colonies, exclusive of India, are included, it is

brought down to §21., Russia has the lowest per capita ex-

pense of all the great nations, it being only §51."
If we strip this paragraph of the inclusion of colonies,

the fact remains that Great Britain has incurred a per capita

debt of $343; France of $335; and Germany of $174. All the

rest is misleading,
Then what about Russia? To begin with, we ought to bear
in mind that what we have said about African colonies applies

in large part to the Russian population, The 171,000,000

of Russian popula%ign includes a large percentage of people
who could hardly figure as a fit basis for substantial per cap-

ita debt. On June 26th a Dutch paper, the Nieuwe Rotterdamsche

Courant, contained the following item:

"In the congress of bank directors which has been held
in Petrograd, the Manager of the Banque Internationale de
Commerce de Petrograd pointed out the role which banks fulfil
in the industry which is working for the national defence.

/
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The speaker stated that of the 4 billions roubles which, rough-
ly speaking, are forming the aszets of the Russian Commercial

Banke, 3 billions are being invested in State loans and 1n the

industry which is working chiefly for the military needs of the

Government ,

"As far as the Banque Internationale itself is concerned,
three guarters of the total of its balance asheet represent
credits granted to enterprises whioh are working for the war,"

This shows that Russia is possibly the only country
where the ammunition factories are not paid but where the Rus-

sian Banks have to carry the manufacturers to the extent of

3,000,000,000, until the Russian Government will be able t? pay.
In addition, we knocw that Russian circulation has Beah in=-
flated to such an extent that prices have risen in Ruasia‘to
about three or four times what they were before the war., vﬁn
other words, the Russian Government has been paying for 1té\
home debts by printing paper. Moreover, no other country ?\
has been forced to purchase as much abroad in Japan, 1n”§he IN
United States and in Englaid and France, as Russia, Hertin-
dustries are insufficient for her preeent needs, and the 16&@3
that have been publicly announced as gontracted for by her 1n
foreign countries could not possibly have paid for all she has \
purchased abroad, It ies tempting, therefore, to reach the

}, |
conclusion that either Russia must have contracted for mﬂyeg

\

|

loans from her allies than we know, or that she has been %
1} ‘,
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e paying by sending gold, and that part of the stream of gold
ﬁhlah is reaching our shores at present is coming from Russia,
T A'It would be interesting to know, however, where this
e Russian gold comes from and what are the bookkeeping methods

which enable Russia sither to conceal gold holdings before
the beginning of the war, or to conceal her withdrawals now,
It would not be surprising if a search light turned upon
these conditions would establish some interesting faots,
Moreover, the investing public ought to bear in mind that in
the past Russia has been a regular borrower in France and Eng-
land and Cermany, but mainly in France, and that her foreign
gold credits have been annually replenished by these borrow-
ings and thus enabled her to pay in gold the tremendous annual
obligations for the payment of her coupons and amortization,
These foreign debts have been increasing through the war
and it is a guestidn well worth considering how Russia after

the conclusicn of the war will continue to pay these foreign

obligations when her allies will not have the same interest
and not the same saving power as before the war, and may be

unwilling or unable, or both, to grant further loans to Russia,

It is all very well to say that Russia i1s a land of tre-
mendous resources, but the gquestion is how under the present

regime can this country be developed and, moreover, even
granting the improbable case of a future more progressive ad-

ministration for Russia, can she be developed gquickly enough -

http://fraser.stlouisfed.org/

to avold an immediate catastrophe at the conclusion of the war?
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COPY September 14, 1916

Dear Ben:

Since stenographers became the fashion, my ability to write
long hand has gone steadily to the blink, and I have become what must
be admitted a "bum correspondent."” I have owed you a letter for a
long time and intended often to write you, but it has taken real lei-
sure to bring that about. I left Washington on the afternoon of Septem-
ber lst and have been on the beautiful Mainé Coast ever since. First,

I went to Bar Harbor where my family were and thereby skillful avoid-
ance of pink teas, lunches, and dinners I had a good time. Mt. Desert
Island is a beautiful island with eight or ten rugged granite hills
1,000 to 1,500 feet high. It is threaded with paths, and I did them
pretty religiously, mostly alone I regret to say. On the 10th, I came
here, and I had a wonderful time with the Norton's. We have had wonder-
ful fall weather, cold nights and warmish days, and we have been
exploring by land and sea. We manage to have vigorous setting up
exercises & la Muldoon at 6:30, also medicine ball, etc., then bath

and breakfast, then some all day excursion on land and water which in-
cludes at least three hours hard tramp. Charley thinks this is over-
coming my Federal Reserve, and I think it is clearing some of the
cobwebs of high finance from his disordered brain. I wish you were here
for I am sure you would find it most interesting. It is the sort of
snug little harbor that it would take Stevenson or the writer of romantic
sea.tales to do justice to. My father's people were all sea men and web
footed, so when I get by the sea all the inborn hunger for it seems to
come up. The automobile and the motor boat enables us to annihilate
space, and we can go to innumerable islands and inlets and ekxplore a
region which under old conditions would have taken months to accomplish.
Yesterday, for instance, we shipped across Penobscot Bay to Camden and
spent several hours going over the range of hills known as the Camden
Mountains, 900 to 1,300 feet high, and giving a wonderfully extended
view of the archpelago surrounding it. Some shark on statistics says
you can see 365 islands and perhaps he is telling the truth; it
wouldn't pay to employ Arthur Young to check him up. Charley Norton
learned of this lovely spot from Jimmy Curtis' sister, and I think it

is almost unique. He has beught enough land surrounding the harbor to
protect the primitive nature of the place. He has given half a dozen

or more retired captains, fishermen, and boat builders a life interest
in their homes, and he has made an old sea captain's home habitable and
comfortable with modern fixings, but without destroying the old flavor. .
He has a motor boat, a sloop, a catboat, and various rowboats, ete., so the
children who are fine husky little brutes are growing up in the way they
should go.

As you know, I remained in Washington all summer, until Sep-
tember 1, and while I thought I was busy, I look back upon it as a rather

Federal Reserve Bank of St. Louis
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wasted experience. The check clearing and collection matter is moving
along about as fast as could be expected. Aiken's District has made

the most notable success by reason of skillful handling by him of the
Boston Clearing House people. I think by the time the next payment is
made (November 16) we can call the scheme fully launched, and though it
may take a year to work out all of the kinks, I believe there will be

no reaction. Every month will show a gain over the last. P. M. W[arburg]
had rather a hectic time this summer and not altogether a happy solution
in all respects. We carried our fight on rotation far enough to prevent

. the designation of Hamlin -- but we did not get rotation seniority of

igitized for FRASER
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terms, not by favor, as we had hoped. That was McAdoo's fine Italian
hand. '

On the amendments, I think we did pretty well, even though we
lost some things we wanted. If we play our cards well, we should get
several vital amendments in the next short session of Congress. This is
true regardless of how the election goes, for it means either a Republican
victory or a reduced Democratic majority in Congress which will maeke the
Congress disposed, I think, to give us what we want. However, some of
the amendments we did get are good, and I think pretty far-reaching.

For example, if we can introduce the principle of having all reserves
kept in the Reserve Banks, we can drop or discard the idea of having
Federal Reserve Notes as reserves. If a member bank keeps all its
reserves with the Federal Reserve Bank, it becomes immaterial to it
whether its till money is PFederal Reserve Notes, silver, gold,Bank Notes,
or Greenbacks. The Clayton Act is troubling the Board now, and they are
fully occupied with the question. I "wrestled" with it but left it un-
finished!

The foreign (English) arrangement is still in statu quo.
McAdoo suggested going to the Secretary:-of State, and I was the only
one left to say it was quite unnecessary. I presume Lansing will hold
the matter up till after the election -- but anyway he promised me in-
formally not to turn it down without giving me a chance to discuss it
with him. Harding (now Governor of the Board) is strongly in favor
of the deal, and I think we shall certainly put it through, but it
does teke an infernal amount of time. Your letter answering P. M.
Wlarburglls objections I thought was excellent; -- butP. M. W., while
superficially favorable, is at least not unfavorable to the scheme, and
it makes it hard. I think McAdoo would have said, as he did a year ago,
that the matter did not need action by the State Department -- had it not
been that he wanted, without saying so, that it should be deferred till
after November Uth.

Saturday, September 16, 1916

I had gotten thus far when we started off on a very interesting
excursion in CDN's gasoline launch -- exploring the shore for 60 or T0
miles to the eastward. We entered numerous little harbors and inlets,
and finally went up a most beautiful tidal river, the Damariscotta, the
river of many fish or little fish in the Indian language. We spent the
night in a little village (Demariscotta) and worked our way back yester-
day. It was most interesting, and what with some tramping ashore and row-
ing our dinghy we managed to get some healthy exercise.

ederal Reserve Bank of St. Louis
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Charlie let me read your good long letter of August 18th
and yours of very recent date -- September 8th or thereabouts,--
both most interesting and reassuring as to your health and vigor.
Since your letter, you have, I presume, met Hughes and also learmed
of the Maine results. I have, after several weeks of consideration,
decided to abandon Wilson and vote for Hughes. I shall not be the
only one, and I would not be surprised if there was quite a Hughes
landslide. Hughes has shown some nerve in discussing the labor
situation and Wilson's bungling of the R. R. strike problem. I was
in doubt whether this would meke or lose votes, but now I begin to
think it will meke him votes. Furthermore, I think that labor
leaders will begin to see that Wilson's aid hurt rather than helped
them -- that the whole thing has been messed and bungled, and as I
see it, in the same way that the Mexican situation was bungled.
Wilson is personally unpopular, and I think is no politician. T
shall call him a near-statesman -- who missed greatness by a fair
margin. People more and more doubt his sincerity. They feel that
his words do not ring quite true. Perhaps that is only my view
and not a true reflection of the public view, but I cannot hekp
thinking that he is disliked most by people in Washington who
have seen the most of him. That is not a good sign, -- for him, --
and I think it explains why he has lost in popularity. There is very
little to choose between the parties. They vie with each other in
progressive-ism -- there are no national issues! There are good men
in Congress in both Houses and as many Democrats as Republicans.
Hughes will not please the profesgional politicians, -~ and he has
some of Wilson's faults, but I think is more human, more of a man's
man.

I shall be back in Washington in a week, and I know [will]
feel more like hitting the line than for some time.

Harding and Warburg will probably visit you after the
Kansas City Convention.

T have had some good talks with Charley about the reaction-
ary crowd he is surrounded by, and I have heard the arguments which
are similar to those expressed to some extent by Wing. The difference
is that Hine, Beck, House, and Co. have sulked in their tents while
Wing has used the Federal Reserve Bank of Boston and profited in the
undertaking. I say to Charley and others -- if you have fault to find,
-- arguments to advance against the System, why not spit them out, man-
fashion, I am willing to listen, willing to meet or try to meet honest
criticism half way. Sulking and damning the System under one's breath
I can't endure. Here ends the paper and here this letter, too. Excuse
this rambling epistle which I shall not reread. My best wishes for
your continual improvement.

Yours always,

(Signed) FREDERICK A.DELANO

Federal Reserve Bank of St. Louis
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'The enclosed is a copy of a private
letter which I have addressed to Dr.
Eliot, President Emeritus of Harvard
University., It is, of course, not
prepared for publication and yet,
because it deals with 'a public ques-
tion, I am taking the liberty of send-
ing a few copies of it to personal
friends.

F¢ A. Delano.

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



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

1128 Sixteenth Street, N.W.,

Washington, D.C. t:?v 2 T
’ October 1 té; 1g’i€{'{~ Lr}h(\'h
IJo"‘J' F o ~% i.
[T . ‘4817
My dear Dri Eliot:- 'hpRA{

R0

Yhen T saw vou early in August and discussed wifhﬁiah!7
the achievements of the Wilson Administration, I fully intended
to vote for lMr. Tilson. not with the same enthusiasm,it is frue,
with which I suppcited him four years ago, but still with the de-
liberate conclusion thai his record entitled him to another term.
Since then, I have come to the reverse conclusion, and I feel,
therefore, in the interest of candor, that I should frankly tell
you my reasons.

Before I prozsed, however, to discuss my reasons, I
should explain that one thing which bothered me at the outset in
considering the matter was whether I was a free agent or whether,
upon ethical grounds or reasons of decency, propriety or good
taste, I should vote for the man who had appointed me to a pub-
lic office. Without»going into my reasoning in detail, I will
say that I concluded that inasmuch as I was in no sense a menm-
ber of The President's Cabinet, was not a member of his "offi-
cial family", was not in his confidence, had never been consult-
ed, indeed, had no responsible share in the conclusions arrived
at or the policies adopted, and the further fact that I accept-

ed my appointment, not as a seeker of a public office, but
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simply ‘as a citizen drsfted from the ranks to perform a given
service, I was not only a free agent, but that it was quite as
much as ever my right and duty to exercise the prerogatives of
citizenship.

That phass of the case disposed of, I reviewed the
achievements of The Prezident's administration, ; as so well
set forth in your recent Atlantic lonthly article - and in the
light of more recent events, came to the conclusién that I
could not support The President, for the reason that, however
successful he hdd been as the Premier of his party in securing
legislation, he had proved himself woefully deficient as an
executive and dangerous to the country and to his party as well.

The President, perhaps more than any other President
before him, has taken charge of the Legislative Program of his
party. He has not only “een recognized as tie party leader,
but until now he has been stronger than his party and put even
his most able and loyal party supporters in the background.

But as President his coanstitutional dvuties as adiinistrative
and executive hezd of the Government are of prime importance
and in these particulars it seems to me he has signally failed.
He seems to be actually lacking in qualities necessary to make
a good executive. ’

The activities of the Administration may be chiefly
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classed under three heads:
(1) Policy with relation to Mexico;
(2) Policy with relation to European nations;
(3) Domestic policy.
Dealing with these topics seriatim, I arrive at the following

conclusions:

Qur Mexican Policy:
Viewed from any angle, it appears to me to have been

a failure, = not that the ideal which The President apparently
had in mind was not fine and altruistic, but because he entered
upon a policy without any conception of how it was to be car-
ried out or whether it was even attainable. The conditions in
Mexico at the end of four years are worse than at the beginning
and our relations are worse. 'hile pretending not to intervene
in Mexico, if that word means anything we did intervene in the
case of the Vera Cruz Expedition and again in sending down
Pershing's Column. In spite of the expenditures of men and
money, we have failed to convince Mexico of our sincerity or of
6ur aitruistic motives. Conditions in Mexico are almost unbe-
lievable. The poor and downtrodden people of that land for
whom we are ostensibly intervening are dying by thousands of
starvation and sickness. Apparently we intended that they
should héve self government on & better basis than even our own
people enjoy, but, though interfering with any semblance of gov-

ermment they once possessed, we have been unable to set up any-
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thing better. Our policy seems 1o have no beginning nor end;
it is alike inconsistent with our attitude toward Peru or to-
ward Haiti, San Douingo or Nicaragua.

Our European Policy:
Our attitude toward the warring nations after more

than two years .of war ceriainly does not appear in a very sat-
isfactory light. This is partly due to the fact that the po-
3ition of a neutral is unsatisfactory and cannot be long

maintained by a nation any more than by a man with any degree

of satisfaction and self respect. The result is that we are
equally hated by every nation abroad, belligerents and non-
belligersents. "e have assumed that there was no middle course
between neutrality and war, and have missed the greatest op-
portunity this Nation has ever had, the opportunity to stand
vp for the rights of man, for the foundation principles of jus-
tice, for the rights of little nations, etc. e have failed
to see that if, ds a result of watching the struggle, we are
convinced that if one party to it should win,.the rights of
man were certain to be abridged, that our relations to our
next door neighbor, Canada, were certain to be seriously ai-
fected, that we could better trust those naticns which had
done the most to develop democracy than those which have

stood always for militarism and the Divine Right of Kings,

then we would be justified in saying frankly and honestly,
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"7e have no present intention of taking part in this strug-
gle, but we have no hesitation in saying that our sympa-
thies are thus and so and our reasons are thus and so".
That would have Leen fine. That would have beaten out a
new avenue, a new road of advance, and, I venture io say,
would have appealed to the great heart of the Germanig peo-
ples more than our honeyed phrases, more than.our talk of
neutrality, which they believe is unreal and insincere.

It may be argued that such a policy is chimeri-
cal because it has never been tried and that it would cer-
tainly have led us into war. I do not concede that either
of these criticisms are valid and I believe that such a
policy would not only have made for the ultimate peace of
the world, but would have been a fine and dignified posi-
tion for a great, stroug nation,"conceived in liberty",to
have assumed. It would compare favorably with the policy
we adopted in the Lusitania case, where our actions
squared so little with our words that it made every red-
blooded American squirm. And as I write, the latest de-
velopment in the submarine warfare, as to which we have !
made such brave protests in writing, appears to be that
The President has concluded that the stoppage and sinking

of belligerent, and sven neutral, vessels leaving our




ports cannot be objected to by us upon international grounds.
In other words, a foreign nation, not at war with us, can
impose a partial blockade of our ports and of our commerce,
whether carried in the bottoms of nations wlth whom we are
not at war, but even when carried by those with whom this at-
tacking nation is not at war. And this it is proposed that
we shall placidly contemplate!

I need not elaborate this thought, for I have

doubtless said enough to illustrate my meaning.

Qur Domestic Policy:
The President set himself vigorously to put

through Congress a long and comprehensive program of legisla~-
tion. His greatest single achievement, as youw point out, was-
the Federal Reserve Act; and yet, without taking away from
The President the credit properly due him for that achieve-
ment, no fair minded man would pretend that Mr. ilson or

the Democratic pérﬁy, or any other party could have success-
fully put through so far-reaching fundamental-or constructive
legislation if the matter had not been very fully in-
vestigated both in and out of Congress and the public inter-
est awakened by a campaign of education which had been going
on fcr several years. No party could have put through the
legislation single handed, and as the records show, even

President Wilson's strong leadership, at the height of his
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influence, was not sufficient to put through the law without
Republican votes. Of the other legislation less can be said.
I+ is, in most casss, like so much of our American legisla-
tion, well intent:ioned but exceedingly faulty in detail. The
President has shown himself more eager to secure quantity

than quality. In the Army and Navy legislation The Presi-
dent's attitude changed suddenly from one exireme to the oth-
er. The change came, perhaps by a curious coincidentx;immedi—
ately after Ex President Roosevelt's and Senator Root's streng
attacks upon the country's lack of preparedness. "as this
change of front the result of conviction, or an endeavor to
line up the Administration with the apparent tide of public
sentiment? Did The President lead, or did he adapt his utter-
ances to what he sensed as the swing of public sentiment?
Every thinking man will form his own conclusions, but I cannot
escape the conviction that The President's "preparedness"”
speeches were insincere and hollow and deliberately manufac-
tured to meet the public demand.

And now we cowe to the last, aud if aot the great-
est, certainly the most recent blun@er of The President, the
guasi settlement of the demands of tﬁe Railway Brotiuerhoods.
On this question I confess that my twenty-nine years of rail-

way experience may lead me to take an unfriendly attitude to
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The President, but I want to ve fair. This much I do know.
The President was aware that a crisis in this matter was ap-
proaching eight months before its climax. He either ignored
the matter or deliberatély allowed it to take the course it
did. %hen the crisis finally did come, thers were, as I see
it, two courses opsn to him; he could either lay aside other
affairs of State and act as the mediator and arbitrator of
the controversy, which would have obligated him, of course,
to listen patiently and with an open mind to the contentions
of each side, or else he could properly say that he would in-
sist that there should be no strike, at least until he had

caused an investigetion of the subject by a competent tridun-

al. The men in the railway service are not anarchists, aor
are their labor chiefs. They may do some "blufiing", but
they would have accented either plan without a strike. Of
that I am confident.

Inste;d ef that, The President jumped at a conclu-
sion without investigation, and then, to use a slang phrase,
"massed the buck" to Congress. In his message to Congress
The president either showed that hehad such a superficial
knowledze of themetter that he mistook a veiled demand for
a twenty-five percent increase in pay for a demeand for short-
er hours of work, or else he dslilterately made =z statement to

Congress wnich was essertially disingenuous. It is not pleas-—
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ant to choose between either horn of this dilemmal

But worst of all,a very serious precedeat has
been introduced and will have been gstablished if approved
by the voters in November. Unless we havea care, the

wheels of commerce will be stopped every Presidential year

to compel some new concession from somebody. Furthermore,
The President has not made progress in harmonizing dis-
putes between capital and labor. He has aggravated and
confused the issues. The rights of the public, which in

the matter of the public service are always paramouvnt, have

been ignored or else left unprotected. Arbvitration, which
he pretends to believe in, is discarded because he decides

in advance that the case is not arbitrable. Now, either

arbitration is a good thing and should be used, or it is
faulty (which I admit) and should be discarded as soon as
a better contrivance can be devised to replace it. A pro-

nounced passivist like The President must believe in arbi-

tratioz, at least until sownething else has been devised to

take its place, because he does not helieve in "ordeal by

battle".
And what is the explanation? *as The President
intimidated bty four men threatening a great strike? Did

he have so litile coniidence in their good sense and patri-
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otism that he feared them even as he might four outlaws
brandishing incendiary torches? And how does he square his
sudden adherence to the demands of labor, with his published
utterances of comparatively recent years? I would have said
that as a college President, he was'rather unfair - certain-
ly unkind and uwnfrierndly - to labor; that he not only was un-
disposed to give abor credit for some justice in its posi-
tion, but that he showed himself actually unsympathetic. Why
this sudden chenge of front? Everyone will have to form his
own conclusions, but, I confess, mine are not as complimen-
tary to The President as I could wish.

I imagine you will say that while these criticisms
of The President are more or less valid, they do not convince
you that Mr. Hughes will do any betier. You may say, as many
do, that The President has had more difficult problems to
dé;iﬂﬁith than any ether President and that it is unfair to
abuse him because he has made some mistakes. My answer to
that is that ﬁén&vof the éﬁeséions w;re difficulf, buf tﬁéﬁ
the difficulties which gave them birth were largely of his
own making. That is notably true of the Mexican question.

e would have teen justified in upsetting the Huerta govern-

meat if he had a better man and a better scheme of government
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to substitute for it. If he did not, he committed an execs"
utive blunder. And now, how can we be sure that Mr. Hughes
will do better? True, he made a good Prosecuting Attorney,
a courageous Governor, a thoroughly capable Justice of the
Supfeme Court; but even then, he may fail as President.
True, so he may! No one can tell; it is simply a matter of
opinien. On the other hand, we do know that a vote for Mr.
"ilson is a vote of confidence and endorsement, an assur-
ance that his actions have met with our approval.

It is sometimes said that Mr. Hughes criticizes
Mr. Tilson without disclosing what he would have done under
similar circumstances; also that he should say how he pro-
poses to handle the Mexican or the European situation.
Some of these suggestions are unfair. MMr. Hughes can criti-
cize what was done aqd still not be justified in saying what
he would do after March UYth if elected. These matters are
changing daily and there is no foreseeing what Mr. Hughes,
even if elected, will find to deal with. It is certainly
conceivable, if not plainly obvious, that foreign nations
would deal somewhat differently with us if they thought The
President was a man not easily cajoled, than if they were
dealing with a man of words and phrases rather than of ac-

tion. Some pretend to believe that Mr. Hughes would forth-
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with adopt armed intervention in Mexico or a warlike policy
towards European nations; but they justify this belief only
upon the ground that he has ¢riticized lir. "ilson's poli-
cies. One argument used against Mr. Hughes is that he ev-
idently proposes to protect American interests abroad, which
means, they suggest, protecting American corporations en-
gaged in business in foreign countries at the expenseof the
entire Nation. This argument, even though used by a party

which has been strongly urging American capital to go a-

broad, and especially to seek investment in Central and
South America, would be a zood argument if it were based
upon facts; butf®ven if we agree in the policy that the Amer-
ican who invests abroad must do so at his peril, and that
he should not expect American military power or diplomatic
service to sustain him in his business, yet we must believe
that he has a right to expect that his bountry will see to
it that treaty oiligations will be maintained, and, more
than all, that his country's diplomatic attitude shall not
result in breaking down his business. In Mexico, for ex-
ample, it is a notorious fact that many American corpora~
tions would have gone along very well if the United States
had not interfered. Far from asking intervention on their

behalf, they asked that their business and the lives of
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their employees should not be jeopardized and sacrificed
by reason of an effort to carry out what has since proved
an unwise and, indesd, an impossible policy. What the
next few months may bring on is difficult to foresee, but
certainly if intervsntion is necessary in Mexico, it will
be because in no other way can we restore order to a fam-
ine stricken nation, not because we shall be sending

ships or troops to protect American investments which have
been worsted there as a resuvlt of years of anarchy.

Another argument, and it appeals to me, is that
there is danger of turaing out a Democratic Congress and
substituting a reactionary Republican Congress. The an-
swer to that seems to be that progressives and reaction-
aries are to be found in considerable numbers in each party;
'and by reason of the seniority rule in filling Congressional
chairmanships, it is an unfortunate fact that many important
committees are certain to be filled by reactionaries, re-
gardless of whetherwthe Democrats or Republicans win. The
President is unpopular with Congress because he has usurped
its functions. He has bulldozed, rather than led it, and as
a result he has not helped his party. Furthermore, for rea-
sons which are not easy to explain, there are no great party

issues. Each party claims to be progressive. Each promises
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about everything and the average c itizen is thereiore thrown
back upon the question, Fhich man will make the best Presi-
dent? One pf them has been tried and in that trial has ex-
hibited some seriocus lines of weakness. The other promises
well, but has been untried except in less important capaci-
ties. Some will argue that it is better to take a man with

known faults than an untried man. On the whole, and after

weighing the entire question carefully, I have come to the
conclusion to vote for lMr. Hughes.

I am, my dear Sir, e
N -[\."__‘-4\
[73? TNy DK Tr-
Very truly yours A %%
TR 1 1 ’g‘
(Signed) F. A. DELANO,
TEPRERAT

To Dr. Charles . Eliot,

Cambridge, Mass.
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I , October 31, 1916.

Daar Fr. Dslano:

Your attention has doubtless been called to the fact that
. a Joint Committes of the two louses of Congress has, by resolution
o gpproved July ‘20, 1916, basen directed to make a study of the whole :
subject of govermmental regulation of railroads anl also of govern- -
ment ownership of the instrumentalities of interstate and foreign
commerce.

| The Joint Committee has arranged to begin its sessions
i Hovermber 20, 1916, at Room 326, Senats O0ffice BEnilding, Washington,
| DeCay, and as it is 2 matter of the highest publie interest that ths
subject of railroad credit shall be adeguately presented to that com-
A mittes, I am writing to urge that you appear has a witness in those
| | proceedings and give your views. .

I camaot yet give you an idea as to when you will be called,
but it would be a very sincere satisfaction to me and to the Rallway
Txecutives' Advisory Committes,if yon could find time to malke any
preparation which you desire to make and be in readiness when the
opportunity offers.

I am taking the liberty of enclosinz to you the following
napers:

1. Printed copy of the resolution of Congress referred to.

2. Printed analysis made by the Congressional Committee
of this resolution.

3. Printed copy of a list of subjects-suggested for the
consideration of bankers and investment brokers,

4. FPrinted copy of 2 list of subjects which economists
and publicists will be asisd to consider.

From these papers you will readily gather the subjects which
appeay to be of especialf importance to us, and I would appreciate your
giving such consideration to them as you think they deserve. As you
are eminently gqualified to rank not only as a banker but as an economist
and publicistly, I vefnture to hope that you will give sonsideration to
the subjects pregen for the consideration of sconomists and publicists
as wall as to those more @specially intended for bankars. :

|

- - -~ s amx___ . al =




mmmmm umtiomd in these papers, your
mwmmcﬂnmmumtomw
ettmmmmwmm covered.

: Itamthanm:orwmehatmmmm,
no greater public service than to appear before the Congr nal
Committee and help in the solution of this problem moh ' F68S
world has come to appreciate as a problem of the first n

Will you kindly let me know whether you will comseht to
appear. If so, I shall undertake to keep you advised as to the
proceedings, and as to when your presence will be needed. Ilean-
while, I should be glad to recsive from you any suggestions which
you feel inclined to make.

Yours very truly, -

Emo"x- A, Dem'
lamber Fedsral Reserve Board,
Washington, D. Ce
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[TENTATIVE PRINT—SUBJECT TO REVISION.]

SENATE : HOUSE OF REPRESENTATIVES.
FRANCIS G, NEWLANDS, NEV. WILLIAM C. ADAMSON, GA.
CHAIRMAN, VICE CHAIRMAN.
JOSEPH T. ROBINSON. ARK. THETUS W. SIMS. TENN.
OSCAR W. UNDERWOOD, ALA. CONG RESS OF THE UNITED STATES' wu:::.:ulv:.sc::l.or. IND.
ALBERT B. CUMMINS, IOWA. JOHN J. ESCH, WIS,
FRANK B. BRANDEGEE. CONN. JOINT COMMITTEE ON INTERSTATE COMMERCE EDWARD L. HAMILTON. MICH.
FRANK HEALY, CLERK. : " WILLIS J. DAV/S, ASST. CLERK.

RooM 326, SENATE OFFICE BUILDING,

WASHINGTON, D. C.

INVESTIGATION OF THE CONDITIONS RELATING TO INTERSTATE AND FOREIGN COMMERCE
AND THE NECESSITY FOR FURTHER LEGISLATION RELATING THERETO.

PRELIMINARY STATEMENT.

1. INITIATION OF PROCEEDINGS.

The initiative of the proceedings provided for by Senate joint resolution 60 was taken by President
Woodrow Wilson in a message to the Congress of the United States, presented December 7, 1915, in the
following words:

2. PRESIDENT’S MESSAGE.

In the meantime may I make this suggestion? The transportation problem is an exceedingly serious and pressing one in this
country. Theré has from time to time of late been reason to fear that our railroads would not much longer be able to cope with it suc-
cessfully, as at present equipped and coordinated. I suggest that it would be wise to provide for a commission of inquiry to ascertain
by a thorough canvass of the whole question whether our laws as at present framed and administered are as serviceable as they might be
in the solution of the problem. It is obviously a problem that lies at the very foundation of our efficiency asa people. Such an inquiry
ought to draw out every circumstance and opinion worth considering, and we need to know all sides of the matter if we mean to do any-
thing in the field of Federal legislation.

No one, I am sure, would wish to take any backward step. The regulation of the railways of the country by Federal commission
has had admirable results and has fully justified the hopes and expectations of those by whom the policy of regulation was originally
proposed. The question is not what should we undo? It is whether there is anything else we can do that would supply us with effec-
tive means, in the very process of regulation, for bettering the conditions under which the railroads are operated and for making them
more useful servants of the country as a whole. It seems to me that it might be the part of wisdom, therefore, before further legislation
in this field is attempted, to look at the whole problem of coordination and efficiency in the full light of a fresh assessment of circum-
stances and opinion as a guide to dealing with the several parts of it.

.~

3. THE RESOLUTION.

Senate joint resolution No. 60 was introduced in the Senate and, after amendment by including the
investigation of Government ownership, was adopted by both Houses of Contrress It was approved by the
President July 20, 1916, and reads as follows:

[Public Resolution—No. 25—64th Congress.]
[S. J. Res. 60.]

Joint Resolution Creating a joint subcommittee from the membership of the Senate Committee on Interstate Commerce and the House Committee on Interstate and
Foreign Commerce to investigate the conditions relating to interstate and foreign commerce, and the necessity of further legislation relating thereto, and defining
the powers and duties of such subcommittee.

Resolved by the Senate and House of Representatives of the United States of America in Congress assembled, That the Interstate Com-
merce Committee of the Senate and the Committee of the House of Representatives on Interstate and Foreign Commerce, through a
joint subcommittee to consist of five Senators and five Representatives, who shall be selected by said committees, respectively, be,
and they hereby ave, appointed to investigate the subject of the Government control and regulation of interstate and foreign transpor-
tation, the efficiency of the existing system in protecting the rights of shippers and carriers and in promoting the public interest, the
incorporation or control of the incorporation of carriers, and all proposed changes in the organization of the Interstate Commerce Com-
mission and the act to regulate commerce, also the subject of Government ownership of all public utilities, such as telegraph, wireless,
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cable, telephone, express companies, and railroads engaged in interstate and foreign commerce and report as to the wisdom or feasi-
bility of Government ownership of such utilities and as to the comparative worth and efficiency of Government regulation and control
as compared with Government ownership and operation, with authority to sit during the recess of Congress and with power to summon
witnesses, to administer oaths, and to require the various departments, commissions, and other Government agencies of the United
States to furnish such information and render such assistance as may, in the judgment of the joint subcommittee, be deemed desirable,
to appoint necessary experts, clerks, and stenographers, and to do whatever is necessary for a full and comprehensive examination and
study of the subject and report to Congress on or before the second Monday in January, nineteen hundred and seventeen; that the sum
of $24,000, or so much thereof as is necessary to carry out the purposes of this resolution and to pay the necessary expenses of the sub-
committee and its members, is hereby appropriated out of any money in the Treasury not otherwise appropriated. Said appropriation
shall be immediately available and shall be paid out on the audit and order of the chairman or acting chairman of said subcommittee,
which audit and order shall be conclusive and binding upon all departments as to the correctness of the accounts of such subcommittee.
Approved, July 20, 1916,

4. MEMBERSHIP.

Following the adoption of the resolution the following Members of the Senate and House were appointed
members of the joint subcommittee:

Senate, House of Representatives.
Francis G. NEwrAnDs, Nevada. Wirrtiam C, Apamson, Georgia,
Josepr T. RoBinsoxn, Arkansas, TreETrus W. Sivs, Tennessee.
Oscar W, UNnpERWOOD, Alabama, Wirniam A, Currop, Indiana,
ArseErT B. CumMmIns, Iowa, JorN J. Escu, Wisconsin,
FraNk B, BRANDEGEE, Connecticut, Epwarp L, Hamiuron, Michigan,

5. ORGANIZATION.

The members of the joint subcommittee met and organized, selecting as chairman Francis G. Newlands
and vice chairman William C. Adamson. They also appointed Frank Healy as clerk of the committee and
Willis J. Davis as assistant clerk, and designated Messrs. Galt & Hull, Southern Building, Washmaton, D. C.,
as official reporters.

6. DATE OF HEARINGS

The date of the first hearing was set for November 20, 1916, at 10 o’clock a. m., at room 326, Senate
Office Building, Washington, D. C.

7. ARRANGEMENT OF HEARINGS.

It is the desire of the committee to give ample opportunity to all interested in or having any relation to
the subject matter of the proposed inquiry to express their views. But the committee would like early
notice of the subjects to be discussed by the various persons appearing before it, so that the hearing can be,
as far as practicable, in orderly sequence as to subjects. The purpose of the committee is to hear regarding
Government regulation and Government ownership the opinions of economists and publicists of eminence,
representatives of the Interstate Commerce Commission, the National Association of State Railroad Com-
missioners, State railroad and public utility commissions, representatives of the railroad executives and
labor organizations, representatives of farming organizations, and farmers, shippers, and bankers, repre-
sentatives of chambers of commerce, and other important business and industrial organizations.

8. SUBJECTS TO BE CONSIDERED.
The subjects to be considered are stated in general terms in the joint resolution and cover—

i FIRST.

“* % * the subject of the Government control and regulation of interstate and foreign transportation,”
including therein specifically:

(@) “* * * the efficiency of the existing system in protecting the rights of shippers and carriers and
in promoting the public interest.”

(b) “* * * the incorporation or control of the incorporation of carriers.”

(¢) “* * * and all proposed changes in the organization of the Interstate Commerce Commission
and the act to regulate commerce.”
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SECOND.

“*k * * the subject of Government ownership of all public utilities, such as telegraph, wireless, cable,
telephone, express companies, and railroads engaged in interstate and foreign commerce,” including
specifically:

(@) “* * * the wisdom or feasibility of Government ownership of such utilities.”

() “* * * the comparative worth and efficiency of Government regulation and control as compared
with Government ownership and operation.”

9. GOVERNMENT REGULATION AND CONTROL.

Under this head, without excluding other questions, attention is particularly called to the following
subjects:

(@) Whether the Interstate Commerce Commission is overloaded and whether its jurisdiction should be
confined to questions of discriminations, rebates, and rates, its jurisdiction over other subjects, such as valua-
tion, safety inspection, etc., to be turned over to some other body or bureau to be created by law.

(b) Whether it is necessary to make any change in the organization of the Interstate Commerce Com-

—  mission with a view to prompt and efficient action; whether it is feasible to increase the number of commis-
/‘,09 sioners and to permit them t LQJ:P;MQ—&L eral departments for the consideration of cases, and if so whether
- there shall also be consideration in bank and also Whether there shall be appeal from decisions in the depart-

ment to the commission in bank.

(¢) Whether such departments of the Interstate Commerce Commission shall sit in Washington, or be

K0 assigned to definite traffic areas somewhat after the manner of the judicial circuits, and whether in the latter
— case there should be provision for their sitting in bank at Washington or for some central body in Washington

oo laae> with the duty of hearing appeals and directing the procedure of the departments.

w— (@) Whether under the present system the credit of the common carriers is assured with a view to their

securing the moneys needed for necessary improvements and extensions in the mterest of the public and at

“4w# reasonable rates of interest. Whether Government regulation of the issue of securities is advisable, and if so

= whether it is to the interest of the public as well as the carriers that this regulation should be exercised by the

2 . % National Government and whether it should involve merely ly publicity or absolute control of the issue of

- 4"; securities. Whether concurrent jurisdiction of the Nation and the States to control such issues is in the

_= . _interest of the carriers and the public. What will be the field of operations for the State railroad commissions

Nmm the interest of the public if the control of securities and the control of rates is vested in the Interstate Com-

oo ﬁ‘ merce Commission. Whether and to what extent within a period of five years it will be necessary to enlarge

FE—  the facilities of the common carriers in the interests of the public and whether the present system of Govern-

~ment regulation is such as to insure the credit of the carriers with a view to their making additional necessary

expenditures. T

£h (¢) What is the effect of dual regulatlon on the parts of the States and the Nation of the rates of carriers.

mWWhat if any, contradictions does it involve, and what, if any, discriminations does it involve as between States
+ —" and localities.

(f) Whether or not any regulation is feasible of the wages and hours of employees of common carriers,

—_ and whether or not it is advisable, in the interest of the public and with a view to maintaining uninterrupted

Gutdh § commerce between the States, to take any further legislative action regarding the adjustment of disputes
- between the carriers and their employees and regarding strikes and lockouts.

(9) Whether any national legislation is required as to the organization of carriers in interstate commerce
#o. in the nature of national incorporation, permissive or compulsory, or in the nature of national holding com-
no pa.mes under which State corporations may be controlled and unified in their operations in the interest of
interstate commerce, and what form of national Iéglslatlon for the incorporation of carriers or for holding
Mnm companies owning the stock of State companies, is desirable. How will national incorporation affect the
=%  police powers of the States over railroads operating within their boundaries. Will it be advisable, as in the
" case of the national banks, for the National Government to prescribe a uniform rule for the taxation by the

M40 States of railroad properties and securities.

-

T\

—
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0. GOVERNMENT OWNERSHIP.

“x % * the wisdom or feasibility of Government ownership of such utilities’” and “* *  * the
comparative worth and efficiency of Government regulation and control as compared with Government
ownership and operation,” including under this head:

(@) The practical results of Government ownership both as to efficiency and economy where actually

practiced.

() Whether Government ownership is compatible with our system of government and what its effect
will be on our governmental institutions. :

(¢) Whether a system of Government ownership will suit local needs.

(d) A practical method of securing Government ownership whether by purchase or condemnation of

properties, or by purchase or condemnation of bond and stock issues, or otherwise.
* * * ¥ * * * * *

The views of all who are interested in or have information regarding the foregoing questions are invited

by the Committee, either by written communication or at the oral hearings.
It is suggested that with a view to maintaining a logical sequence in the hearings those participating
therein classify their remarks according to the foregoing subheads as far as practicable.

Poncscs 6, Juolowd,

Chair
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FEDERAL RESERVE BOARD
FILING DEPVASHINGTON

NOVS 0 1916 . Novegber 26, 1915. /1)
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FEDERAL RESERVE BANK

My dear lr. Strong:

I enclose herewith a little iﬁalysis in
which I have tried to illustrate in a graphie sort of
a way what the Federal Reserve Banks or the Federal
Reserve Board can do in the way of influencing money
rates. I should like to have you look it over and
make such criticisms or suggestions as occur to you.

Yours very truly,

e

[
[/
U P
ra

lir. Benj. Strong,
Governor, Federal Reserve Bank, :

New_ York City. 2
g,
w, s

&
-
&
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Memorandum showing how Federal Reserve Banks or .
The Federal Reserve Board may influence interest ratés in
I
The United States
k% LR 3
They can lower rates They can raise rates
J (a) By lowering theirrrediscount (a) "By raising their rediscount
lf3‘ rate to member banks; rate to member banks;
(b) By lowering their open market --Eb;_-g;—;;;s;;; ;g;;;-;pen market
*, rates; rates;
(c) By lowe;ing_th;;;—;;s;;;;—;;:‘1_225--g;_;;;;;;;—;;;é;;; requirements,
\ 0 : ; ) ‘ which the Federal Reserve
‘ _ PRESHenEE | Board can do indirectly
(2) By issuing Federal Resorve | (4) By purchasing Govermment Bonds
Bank Note currency against
%jqo United States Bopds; with circulation privilege
ljy but withholding the issuance
of Federal Reserve Bank Notes
R against them;
() By actively buying bills, | (8) By selling bills, motes,
;%;} notes, acceptanmces, etc. acceptances, etc.
(1) By not paying interest on | (f) By paying interest on excess
excess deposits and letting deposits (i.e., above legal
7\'”JC' . money out pretty freely. " minimum) and hoarding the
money.

/ TR &' puveug Promd markil %f
fire il i ) = — ey N
fdﬁ{u/a [dY), ﬁd??@ﬂfﬁ P %

Aun éf
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FEDERAL RESERVE BOARD
WASHINGTON

@ November 28, 1916.

A4

L4

} o~
/'~ o~
/

UMy dear Mz=—Strong: ‘

I am sending you copy of a statement
i I made to the Board on the subject of the accumu-
lation of gold, and the best way to accomplish it.
I know that you do not share my doubts as to the
Zézfom of maeking Federal Reserve notes reserve,

I should be glad to have you read the reasons

S

I give for preferring snother method of dealing
with the problem.

| Yours very truly,

Mr. Benj. Stlong
4100 lontview Blvd.,
Denver.

/“ﬁww@;zg?”f@t;u

/%/ R ﬂ%aélz¢xk;éhxx¢ 7> ~nd
7 s
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
WIT . 'AM G. MCADOO FREDERIC A. DELANO

ADOLPH C. MILLER

RETON OF THE TREASURY Y
AIRMAN - CHARLES S. HAMLIN

JOHN SKELTUN WILLIAMS H. PARKER WILLI ETARY
COMPTROLLER OF THE CURRENCY FEDERAL RE SERVE BOARD SHERMAN P. ALLmﬁ SSECRETARY

AND FISCAL AGENT

EX-OFFICIO MEMBERS

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

November 27, 1916.

To the Federzal Reserve Board,
Washington.

Gentlemen: v

On May 10, 1915, I prepared for the Board a short state-
ment dbaling with Governor Hamlin's brief on the subject of note
issue amendments. I took the pésition at that time that thers
were three amendments to the Federal Reserve Act relating to this
ﬁatter which were very desirable:

(1) The right to issue Federal Reserve notes directly
for gold;

(2) A consolidation or combination of the accounts of
the Federal Reserve Agents and the Federal Reserve
Banks so that we would have the responsibility of
the Banks behind the custody of the notes, and not
only that of the Federal Reserve Agent, so as to
provide that the Reserve Eanks shall show all notes
outstanding in the hands of the puhlic as a liability
and all assels held against them as an asset of the
Bank;

(3) An amendment to Section 14, of the Faderal Reserve Act
which would liberalize the law in respect to collateral
behind Federal Reserve notes by making eligible as col-
lateral bankers! acceptances, or what is known as
"bought paper", as well as commercial paper redis-
counted for member banks.

I then took the position that if these three amendments
were secured it would be neither necessary nor desirable to ask

Congress to make Federal Reserve notes lezal teserve.
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Since that mémorandum was writtsn the third of the above
mentioned amendments Na: been passed by Congress and another amend-
ment has also besn passed which has a Yery imporiant bearing on the
situation, to=~wit: the authority to member hanks to keep any part
of their reserve with the Federal Reserve Eank, instead of in their
own vaults: I $till believe that the amendments suggested by me on
May 10th are very desirable and that if they were passed it would not
be necessary, at least at %this time, to make Fedsral Reserve notes
available as bank reserves. However, the proposal, so ably urged by
ny colleague, Mr. Warburg, is entitled to the most careful consider-
‘ation,'first, as to the desirability of the object sought, and, second,
as to whether there is any better means of attaining it.

Pirst, as to the object soughts It appéars to be Mr. War-
burg's desire to impéund in the Federal Reserve Banks a very large
share of the country's gold supply, whereas I rather duestion the
desirability of going too far in that direction. My feeling is that,
under the changes in the law which 1 have suggested, we would have
_littlg difficulty in accumulating in the Federal Reserve Banks half
of the gold stock of the country not in the hands of the Federal Goi—
ernment. f the ofher half were in the hands of the public and in
those of member and non-member banks it would be where it could serve
an important purpose as a sort of secondary reserve supply which would

be called upon in case of great need. If our banking system was
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under a strong central management, and the form of our Government
was like that of the Germeu Empire, I can readily see where it would
be natural and perhaps desirable to act on Mr. Warburg's suggestion,
but, considering ths form of éur Government, the temperament of our
people, and the dangers of over<expansion and over-speculation, I
think we should not put 2ll of our golden eggs in one basket.

iz all recall that the panic. of 1907 came as a c¢limax
to several years of great oxpansion in expenditures in all kinds
of business enterprises, a period of ten or eleven years of pyra~-
miding upwards almost without interruptiocz. Six months before the
panic cawme many wise men.thought that things lookei "squally", and
yot the temptation to keep on'stretéhing bank reseurces to the limit
was too strong even for them to resist. For this and other reasons
I can not help feeling that there is danger in putiing all the elas~
ticity in the Federal Reserve Banks and not leaving a reserve of
elasticity in the\banks of the country. Of course, I am awaré i%
is somewhat inconsisient to say that a balance with the Reserve
Bank.shall be ccunted as a reserve, whereas, the notes of the Bank
can not be so counted. I am also aware of the fact that as time
goes on bank balances are going to play a greater part than Federal
Reserve mnotes; that when our check clearing and collection plam is
fully developed, member banks will care less about drawing out Federal

Reserve notes, and more about transferring balances by drafts and
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checks, On the other hand, the use of Federal Reserve notes will
be always greatest in the parts of the country where there is the
greatest necéssity for caution; in those parts of the country where
other credit instruments play a smaller part and where actual cur-
rency plays a larger pért.

I can see that if we do not make Federal Reserve notes
reserve and if we permit, say .one-half of the gold holdings of the
country to remain in the hands of member and non-member banks, we
may sometimes reach a point where a Federal Réserve Bank has ex-~
hausted its unpledged gold supply and can not issue any more notes.
‘Member banks, coming to their Federal Reserve Bank to borrow will,
in such a case, complain that "the well has run dry", but when
that time comes the Federal Reserve Bank will say to those member
banks, "If you have gold in your reserves and will deposit it with
us we can help you, because we can immediately expand that
gold in the ratio of 1,625 to 1, and we can hold your gold to
count as reserve and still help you with currency or book credits.”

I agree entirely with Mr. Warburg's argument that we

should put ourselves in a position to release gold freely when the
European war is over. For us,; as a nation to have accumulated

through a favorable trade balance an enormous fund of gold and then

attempt to put the b;nsup and so prevent the world's supply of gold

from seeking its natural level would be absurd and even monstrous.
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Such action on our part might very properly lead to a deménetiza-
tion of gold, but I can not conceive that gold will go out of the
country except in four ways; first, by a reversal in the balance
trade; second, by the spending of money in Europe by Americans;
third, by remittances to Europeans by Americans and immigrants;
fourth; by loans.to Eurepe.

There ars some other general reasons against making Fed-

eral Reserve notes reserve which might also be mentioned. It is
bad eduéation for the public to let it imagine that a note of a

bank is reserve because Congress says it is reserve. The fundamental
reliance of our whole structure is the gold, or metallic basis be~
hind our ¢urrency. "thile it is true that the Government guarantees
the notes, every ons &f us will take the position that the notes must:
be secure, without leaning unon the Government and without even sug-
gesting that the Goverament shall ever De called upon to make them
good. The Government supervises their issue, must be satisfied

that the security and the reserve behind them is ample and suffi-
cient, but it was never seriously meant that the Government was

going to tax the people to pay these notes.
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Viewed from this aspect, it isn't good eccaomics for Con-
gress to say that 'greenbacks", or any other Xkind of notes that are
not based on the devwosit of 100% of gold can be called the ultimate
reserve of member banks. The fact that we have taken.some wrong
steps in this direction in the past does not at all justify our doing
it again. The greenback 'is simply the promise of the Govermnment with
a gold securiiy of approximately 35%; the nationazl bank note besides

being the obligation of the issujng - bank is security of the Govern-

ment,as attested by the deposit of the United States bonds and has a i
gold reserve of only 5%. The Federal Reserve note has 100% of com-- . ]
mercial paper as collateral, and 40% or more of gold reserve behind it,
besides which it has the guarantee of the Fecderal Reserve Banks, the
member banks, and the Government. No one of these three kinds of cur-
rencj can properly be considered ultimate reserves, and they are un-
questionably good and ought to be in every sense legal tenders It
appears inconceivablé that they should not be absolutely good at all
times and readily acceptable by the people in all sorts of transac-

tions as a substitute for actual specie., When it comes to
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international transactions, gold, or its equivalent only,

can be used, but in all intra;national transactions there

is no reason why .these various representatives of money

should not perform all the functions, exeept those of being
ultimate reserves. The fact that state banks are permitted
to use national bank notes and reserve notes as reserves and a
actually do so, only accentuates the necessity of keeping the
ultimate reserves inviolable.

The object which Mr. Warburg seeks to attain - .of
securing a much larger share of the ultimate reserves of the
country in the hands of the Federal Reserve Benks -~ might be
attained in another and possibly less dangerous way if the
Federal Reserve Act were so amended as to state only those
reserves which member banks must carry with their Federal
Reserve Bank, stating in so many words that the specie and
currency which any bank shall carry in its own vault, or
till, will be left to iis own judgment. he ultdmate
reserves, in other words, will be with the Fsderal Reserwve
Bank. The advantage of this method to the member bank
would be that the many kinds of currency in its possession,
as well as specie, would serve its purpose equally well -

gold or silver certificates, greenbacks, national

890.
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bank note currency, Federal Reserve notes, or Federal Reserve
Bank notes. What the reserves should be is necessarily a matter
of study and calculation, but suppose, for example, we should start
out with the proposal that country bank reserves helid with the Fed-
eral Reserve Bank should be 8, the member banks in reserve cities
should hold 12%, and the member banks in central reserve cities
should hold lBﬁ. In this connection it is proper to mention that
under the laws of a number of states the required cash reserves
is left entirely in the judgment of the banker, and in European
countries it is the cusiom to let bankers use their own discretion
as to the cash reserves they shall hold. While it is not sug-
gested that this discretiqn apply to the entire reserves, it is
thought that it can be safely applied to the bank's own counter
cash énd vault requirements.

This may not be the best solution of the problem, yet
it is at least Wortﬁy gf consideration. If, on the other hand,

Mr. Warburg's plan is adopted, he, himself, admits that it would

890.

be desirable to keep, not UC' of gold behind Fedsral Reserve notes,.

but 60% or 70%. Indeed, it is probable that it would be neces-
sary to change the law in rezard to ultimats or gold reserve he-
hind Federal Reserve notes and to raise the limit below which a

penalty, or tax, shell apply to, say 50%.

Federal Reserve Bank of St. Louis
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Tuere are other ways in which, without afly Cougressionai
action, much might be accomplished to pu% the gold of the country in
the hands of the Fcderal Recerve B:umlis and member banks, rather than
by leaving it where it will be hoarded by people, or used for every-
day currenoy; that is, by readjusting the denominations of gold and
silver certificates and other forms of currency. As it has been pointed
out several times, if gold certificates were not printed in denominations
less than $50, zold certificates would rarely appear as currency, and
become, as they should be, almost exclusively reserve moneya

From the above, it will appear that, while I am not favorable
to the plan of making Federal Reserve notes reserve, 1 am not onposed
to a limited extent, at least to the object Mr. Warbgrg has in view,
té wht: the greater concentration of gold in Reserve Bamks.

Respectfully submitted,

F. 4., DILANO,
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Dec. 19th, 1916
Dear Ben:

I can kill two birds with one stone -- wish you the seasons best
greetings and at the same time answer your last letter (Dec. 1lth) and in
part make up for past negligence.

To answer your question first, the Comptroller's Report showed

approximately $300 million European securities held by National Banks at
the latest Report -- not in itself an alarming showing, although it can be
inferred that Trust Companies affilisted with National Banks hold consider-
ably more. From Statements of State and National Banks in September, it
appears that the holdings of securities of various kinds (bond and stocks
which in the casgof National Banks are mostly bonds) -- all slow stuff--
Have increased from $2.800 million to over .000 million. The increase of
1$1.200 million being about equally divided. We assume that the placings of
' securities of belligerents and non-belligerents have amounted to at least
$2,000 million and that the selling back of American securities has been,
say, $1,500 million, perhaps more, but it is reasonably sure that a good
share of this $3.500 million remains "undigested” and not in the hands of
‘the ultimate investor. That is where the danger lies. There is a great
difference between my drawing my balance out of your bank and investing it
in the bonds of foreign countries and your drnwesting my balance in that way.
I wish very much I could talk with you about the situation.§ You realize how
unwilling I was to do anything that looked like a slap at the Allies. Un-
fortunately, Kent of the Bankers in his Acceptance Circular and Davison by
his actions and methods rather forced the issue. I did my best in our Con-
ference (6 members) with Davison, to make him see the light and suggest some-
thing reasonable, but he adhered to his original statement that he proposed
to issue the notes or rather sell them over the counter just as rapidly as
the market would take them and without limit but as he supposed half a
billion or a billion. My suggestion that I could see no objection to a
moderate issue one or two hundred million ke brushed aside. He said several
times he asked no favors, wanted no approval, simply came as a matter of
courtesy. He was too proud, I dare say, to suggest that he wanted to be
guided by our advice, but I think he would have succeeded far better if he
had taken that attitude. He called on the President and we suppose told him
much the same story but perhaps more briefly and with less questioning. He
returned to N.Y. and at once the papers were full of the grand plan which
was to save us the great embarrassment of taking so much gold -- the yellow
peril having been previously pictured as a serious menace. The inference
was natural, and Davison certainly did nothing to avert it, that Davison

__ had consulted the F.R. Board and the President and his plan‘had been approved.

C@(a Fortunately, for the Board, the Advisory Council met in Washington on the
Monday after Davison's visit (which was Saturday). We had intendedddscussing
with them the French revolving credits about which we had wired and written
the F. R. Banks, but in view of the situation we took up that and the English
Treasury Notes. They considered the matter and brought back the unanimous
recommendation (10 members present) counselling caution and advising that the
Board issue a careful statement to the member banks. I strongly urged printing
the statement only in the Bulletin and I think that course would have prevailed
if J. P. M(organ) and Co. had not again forced our hand. Im response to a
phone request from Harding, Lamont speaking for Davison said they could not
delay their plans, that they were proceeding with their circulars, etc.
instanter. I can see that if you had been in N.Y. on the job you could have
acted as an intermediary and held Davison in check and at the same time satisfy
the fears of the Board. I say fears of the Board advisedly. There is no
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doubt that four or five were really alarmed and the rapidly advancing
prices of necessaries of life, and the hue and cry that aroused, all
tended to fuel the flames.

So much for that. If McAdoo had been here, I think he would
have tempered things a litte -- but I am not too sure of that either.

McAdoo sat with the Board today for the first time since August
9th or 10th! We passed a Resolution authorizing the arrangement with the
Bank of England, without qualification about transacting no business.

We talked long and exhaustively about Amendments which we are
in hopes to get in final shape tomorrow.

I am afraid I must stay here till March 4th, but after that I
hope I can slip out to Denver as you suggest, thence to Dallas, etc.

Aiken gave us good accounts of you, and we had a fine meeting
with the Governors, as well as with the Reserve agents, the week previous.
Harding is a great improvement as Governor and things are really going
better.

We have 6 inches of snow here and 20 degrees F. So you see we
think it is winter.

We have very bad news about Kains ~- hemorhage of the bowels, so
Perrin wires! The first we heard a month ago was a dilated heart, suddenly
this!
Jay is on the sick list with bronchitis. He looks badly.
Mrs. Delano joins me in warmest good wishes, and I am
Yours very sincerely,
(Signed) FREDERIC A. DELANO

~

P.S. The hour is late. I will ask you to excuse mistakes and want of proof-
reading.
FAD

.org/
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FREDERIC A.DELANO
288 TR URY BUILDING

B Y.

MAR3 1917

I duly received your letter of February 19th on

FPebruary 27, 1917.

my return from a week spent in Chicago, where I went
to testify in a railroad law suit. The only reason

I am dictating a reply to you now is that I am afraid
that if I waited to mive you a longhand reply. I might
keep you waiting too long.

To put the thing very briefly, while I think
that there is some reason for your feeling as you do,
the facts and conditions do not really Jjustify it.

I think that there have been some influences at work,
both inside the ﬁoard and outsgide the Boargfin the
direction you wery naturally objeect to. I think
likely that I am the most extreme person of the Board
on your side of this question.\ The most;éffective

on the other side is /fébfzf;u7f - However, in taking

the view he does on this question he is very largeiz
affected by the treatment which he has receiv d from
bankers sinece he has been on the Board and by the

attitude of some of the Governors in their letters to

‘ him. W would. I think, say that he

agreed absolutely with you. I think he does in theory.
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In practice and by nature he likes to have his finger
in about every pie and likes to more or leses run the

Hoo foetHoar Lo o %57 At =
Banks. ihégkundoubtedly causes éome annoyance for
the other members of the Board.

But. speaking very frankly, I want to put your
mind &t rest asg to the ultimate result of the develop-
ment of things. I think it will be that there will
be tw§lve Federal Reserve Banks, each entirely auton-
omous, and the only connection to secure cooperation
and uniformity of methods will B;‘the cooperation
brought about through the Federal Reserve Board. At
times men connected with the Board have argued, and
even stated publicly, that the Federal Reserve System
was in fact a central banking system, with twelve
important branches, but I do not believe that the
Federal Reserve Board itself can be so constituted as
to perform the funetions of a central bank and I think,
if it could, it would be dangerous and lead to vicious
attacks in Congress.

Some unfortunate things have happened in our
relations wi the New York LedeLa Reserve Bank.

ey
/%/gézéé”ﬂ A as v ry lungl” responsible for them,
but I think the officers of the Federal Reserve Bank

were also to blame, not the least, perhaps, our mutual

frien%//éA;;Ao~7/ CZLJ%:;; =
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' The Governors have, individually =nd collectively,
I been very severely criticized at different times, and
there is an impression that the Governors regard the
} Board with a feeling of mixed pity and contempt. I
| suppose I have, more than any other member of the Board,
opposed thaﬁ view. At the same time things have
’ happened which have been difficult for me to either ex-
plain or defend.
I would say, without hesitation, we have greatly
w _ missed you in New York; I think you Wouldihave had a
better appreciation of the situation, and could have
edapted yourself to it more readily. [ feel also that
it has been unfortunate for us that you have naturally
had to get your impressions of what thg Federal Reserve
Board was doing &ery largely from reports of your
Bank officers.. I have not written as often as I would
have liked to siiply because I didn't want to dictate
letters, and couldn't seem to find time tdnwrite long—A
hand. |
Of course, the war situation and the general ex- .
citement due to that has been one thing which has
effected seriously the normal development of the Fed-
eral Reserve System. I believe though that we are
. going to make progress, and I want to see you still
' associated with that progress. There is a good deal
D@nuelorFRASER
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that I could say if I were talking with you which would
throw light on the whole matter, which I couldn't

say in & letter; and unless matters connected with the
war make it impossible, I am planning to leave for

the West about the middle of llareh to visit Chieago,

St. Louis, Xansas City. Denver, Dallas. Atlanta., and

Richmond. This would probably bring me to Denver
about the 22nd or 2%rd of March. /4%4{;

W/LMAW///"" -
%%/W% 460“/“/9%“/7‘; /47;//
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FREDERIC A. DELANO

288 Treasury Building
Washington, D. C.

February 27, 1917
My dear Ben:

I duly received your letter of February 19th on my return from a
week spent in Chicago, where I went to testify in a railroad law suit.
The only reason I am dictating a reply to you now is that I am afraid
that if I waited to give you a longhand reply I might keep you waiting
too long.

To put the thing very briefly, while I think that there is some
reason for your feeling as you do, the facts and conditions do not really
Justify it. I think that there have been some influences at work, both
inside and outside the Board¥*¥ in the direction you very naturally object
to. I think likely that I am the most extreme person of the Board on
your side of this question. The most effective on the other side is
Harding. However, in taking the view he does on this question, he is
very largely affected by the treatment which he has received (or imagines
he has received) from bankers since he has been on the Board and by the
attitude of some of the Governmors in their letters to him. Warburg
would, I think, say that he agreed absolutely with you. I think he does
in theory. In practice and by nature he likes to have his finger in
gbout every pie and likes to more or less run the Banks. The fact that
he is very influential undoubtedly causes some annoyance for the other
members of the Board.

But, speaking very frankly, I want to put your mind at rest as to the
ultimate result of the development of things. I think it will be that there will
be twelve Federal Reserve Banks, each entirely autonomous, and the only connec-
tion to secure cooperation and uniformity of methods will be through cooperation
brought about through the Federal Reserve Board. At times men connected with
the Board have argued, and even stated publicly, that the Federsl Reserve
System was in fact a central banking system, with twelve important branches,
but I do not believe that the Federal Reserve Board itself can be so con-
stituted as to perform the functions of a central bank and I think, if it
could, it would be dangerous and lead to vicious attacks in Congress.

Some unfortunate things have happened in our relations with the New York
Reserve Bank. McAdoo’s playing politics was very largely responsible for them,
but I think the officers of the Federal Reserve Bank were also to blame, not
the least, perhaps, our mutual friend Jimmy Curtis.

The Governors have, individually and collectively, been very severely
criticized at different times, and there is an impression that the Governors
regard the Board with a feeling of mixed pity and contempt. I suppose I
have, more than any other member of the Board, opposed that view. At the

¥¥ E.g., Harding, McAdoo, Williams -- probably Willis and certainly Glass;
Hamlin acquiescing; also in a different way Miller.
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same time things have happened which have been difficult for me to either
explain or defend.

I would say, without hesitation, we have greatly missed you in New
York; I think you would have had a better appreciation of the situation,
and could have adapted yourself to it -more readily. I feel also that
it has been unfortunate for us that you have naturally had to get your
impressions 6f what the Federal Reserve Board was doing very largely from
reports of your Bank officers. I have not written as often as I would
have liked to simply because I didn't want to dictate letters, and couldn't
seem to find time to write longhand.

Of course, the war situation and the general excitement due to that
has been one thing which has affected seriously the normal development of
the Federal Reserve System. I believe though that we are going to make
progress, and I want to see you still associated with that progress.
There is a good deal that I could say if I were talking with you which
would throw light on the whole matter, which I couldn't say in a letter; and
unless matters connected with the war mske it impossible, I am planning to
leave for the West about the middle of March to visit Chicago, St. Louis,
Kansas City, Denver, Dallas, Atlanta, and Richmond. This would probably
bring me to Denver about the 22nd or 23rd of March.

LONGHAND ADDENDUM: Take my word for it and keep cool. The Board
should. not be blamed for everything. Even the pending amendments, for
example, foreign branches, is not the Board's but McAdoo's.

With sincere good wishes, I am

Your friend,

(signed) FREDERIC A. DELANO
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FEDERAL RESERVE BOARD

WASHINGTON

March 15, 1917.

/4é7,,{LL¢=,47/122$c4—————~j
liy contemplated trip, unless interfered
with by the Burcpean war or a reilroad strike, will
begin tomorrow the 1lé6th. I am plamning to stop
at Chicago, St. Louis, Kansas City, and shall resach
Denver on Union Pacific train Nc. 119 at noon Fri-
day, the 23rd. Of course, I am liable to be called
back at eny time, so you may not see me, but, if all
| goes well, I shall spend Friday and Ssturday with
| you, leaving for Dallas on Colorado and Southern
\ train No. 8 at 11:15 Saturday, the 24th.

Yours very truly,

| /@/%

Mr. Benj. Stfong, I,

Denver, Colo.
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F EDERIC A.DELANO

288 TREASURY BUILDING
WASHINGTON.D.C.
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APRG 1917

@MM

I got back yesterday forenoon, after
my scmewhat strenuous trip. The journey to
Dallas was somewhat slow and tedious, but I
spent. two days very satisfactorily at Ft. Worth
and Dallas - two thriving towns thirty miles
apart.

April 2, 1917.

The increase in wealth in the Middle
West in the last five years has been something
stupendous; the banks that used to be large
borrowers are now actually lending money to
¥*§50thors less fortunate.

I hear that your Mother is here in Washington
and I shall give myself the pleasure of calling
on her tomorrow and giving her the latest news
about you. All the members of the Board are
very pleased to hear the good accounts I had

to give them of you, and they were glad of the
prospect of seeing you back on the job in June.
This is always providing you don't overstrain
yourself on the golf links and find that you

have to Btay longer 4¢Q;¢£;L,f
o<

’7”4”"’7/

Mr. Benj. Strong, Jr.,
Denver, Colo.

However, no part of my visit was more
lgfb satisfactory than my visit with you in Denver.
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APR1 71917 April 10, 1917.

My dear Mr. Jones:
I beg to acknowledge receipt of your letter of
‘the 6th inetant, Jjuet received, snd I note your suggestion.
| Fhis matter of allowing smaller banks to cherge
exchange has haed a good deal of conesiderstion, but the

feeling has been very generally expressed that it would be
very difficult under the law to give thie privilege to

emall banks and not thereby give it te all. The businese
world would be up in arms if one-tenth of one percent
were charged on all checks, although they might cheerfully
acquiesce if this Ml were made om small country cheecks
only.

It ie sometimes argued that if a law was passed
allowing one-tenth ;t one percent to be charged as & meximum,
only the small beukers would svail themselvés and that such
action would compel the large bankers to absorb this expense.
05 the other hand, I am not at all sure that thies is true,

a¢ we have had an instance in 5t. Paul and Minneapolis
where bankers who have never charged anything to their
cugtomers are now charging five, ten and twanty cents on
varioue cheeks, and basing this charge on the strength of
Digitized for FRASER
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the service cherge of 1liy per item, made by the Federal
A Reserve Baaks.
‘ The theory upen which the Board is procceding

in this matter is that a cheok is sn order $o pay currency
at the couanter of the bank; Fhat 1f the dauk iz reimbursed
for remitting currency to the Federal Ressxve Bemk, it
cannot complain. If it elects to remit offsetting iteus,
it hes been granted something in the nature of a privilege,
and it does so because it prefers to do that rather tham
‘tq'ahiy currenay.

: vhere is enother way of looking at ithie matter:
The check system of the United States is o slricetly american
’:gvhnlow-t. avoiding the expeuse and cumbersomepess of
ispuing benk notes. If we did busiuess &s it has been
done for yeere on the conitinent of Burope, and am in-
dividual or corporetion heving eu sccount with you would
go %o your bamk, call upom you for a eertain sum of Dbemk |
notes, with whiech to pay current seccounts end bills, you
would deliver the bank notes, bearinmg all the expence of
printing, and after these notes had performed their funetion
in paying bills, they would prompily flow baek to your
bank for redemption. This process is not only less con-
venient to the business msm, but is more expensive to the
bank than is the bank check; snd so true is this that both
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Frenee and Germany today are doing everythinz in their
power to encoursge the use of the bank cheok. England,
&8 you kmow, has long used the cheek system, although
even in NEaglend it ie not used to enything like the extent
to whiek 1% is used in this country.
Banks suffer one form of loss through charging
exchange, the extent of whieh it is imposeidle to make
even a guess at; that ias. the loss due to the unwillingness
of business men te keep acecounts with such banke. I he-
lieve thie lose is so important that 1t woula go a long
way towards making up for the diminished profits dne to
not charging exchamge. A4t the present time in Washington,
D. ., T am sdmisietering s spesial fund whioh T Nsve o
keep, at some inconveniemce to myself, in Wew Tork, hacause
checks drawn upen Weshington sre not accepted at par in
cthor eities. M\M, the banks in Washington, while
on the one hand charging exchange, are, ﬁqamnm.
doing all they cam to solieit accomnte. ‘
There ig one feature of the check collesotien syetem
in the past in which the Federal Reserve Board is trylnmg
bring sbout & reform. Thet 1o the metter of drawing egainst
chocks before they have been colleeted and before the funds ,
are available. If, insteed of opposing the Federsl Reserve
Clearing System, the banks and bankere of the country would
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get behind the Board in ite campeign of education and try
to get the state banke to eco-operate, it would, it is
= true, ocut off some slight profits in exchange, but 88
ageinst this we would introduce sefe and better banking
methode. I refer particularly to the ocustom of nearly
fifty years, of counting cheoke in trameit in the mails
a® 'bank reserves” and the practice vhich is 8180 common
with depoeitors and heretofore permitted by banks, of
drawing egeinst uncollected funds. The Doard has msde
a sherp distinetion in its circulare on this subject
between "immediate credit” and "immediate aveilsbility"”.
1f T deposit miseellaneous checke to my secount todey, I
want t0 be given credit for the deposit at once, but I
ought to recognize that if I begin drewing egainst funde
represenied Ir_OOI; of these checks before the bank has
ned & chance $0 get returss en them, I should be penalised
for so doing. au; thie is not an exchange charge; it is
& penslty for drawing sgainet uncollected funds.
, Youre very truly,

: (Signed) P. 4. Delano.
Cy: ,
Mr. ®Strong.

¥Wr. Gordon Jomes, Fresident,
The United States Natiounal Bank,
Denver, Colo.
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Federal Reserve Bank of St. Louis

The United States National Bank
of Denver,

April 6th, 1917.

Mr. P. A. Delano,
C/o Pederal Reserve Board,
Washington, D. C.

Dear Mr. Delano:

Recalling our most delightful luncheon &t the
University Club when you recently honored Denver with a
visit, and your request for information regarding the
attitude of the banks generally in the matter of state
banks joining the FPederal Reserve System, beg to add to
the remarks made by me on the occasion, that I have taken
considerable pains in inguiring of those who are in
position to know the attitude of the state banks through-
out the far west and feel guite sure if the law is f
amended so as to permit a maximum charge of say 1/10 of
1% as exchange to be made by member banks that a large
number of state banke would join the system. Not only
that, but I believe the banks would generally favor

amendments in suech states where the laws now are prohibitive.

It seems to me that exchange is & legitimate
source of earnings of & bank. Even the Government it-
self charges for transferring money from one point of the
country to another by means of post office money orders.

I hope you will see your way clear to support
the idea of permitting member banks to make an exchange
charge along the line suggested.

Yours truly,

(Signed) Gordon Jones,

President.



POSTAL TELEGRAPH — COMMERCIAL CABLES

- CLARENCE H. MACKAY, PRESIDENT
RECF . £D AT MAIN OFFICE -
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ThePostal Telegraph-Cable Company (Incornarated ) transmits and delivers this message subject to the terms and conditions printed on the back of this blsnk.
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| THE CREATEST TELEGRAPH AND CABLE SYSTEM IN THE WORLD,  EXTENDS OVER TWO-THIRDS OF THE WAY ARGUND THE EARTH,
THE POSTAL TELEGRAPH-CABLE COMPANY (xconronareo)

TRANSMITS AND DELIVERS THE WITHIN TELEGRAM SUBJECT TO THE FOLLOWING TERMS AND CONDITIONS:

i To guard against mistakes or delays, the sender of a telegram should order it REPEATED: that js, telegraphed back to the originating office for
y comparison. For this, one-half the unrepeated telegram rate is charged, in addition. Unless otherwise indicated on its face, THIS IS AN UNREPEATED
. TELEGRAM AND PAID FOR AS S8UCH, in consideration whereof it is-agreed between the sender of the telegram and this Compauy as follows:
1. The Company shall not be liable for mistakes or delays-in the tranfission or delivery, or for ngn-deliyery, of any UNREPEATED telegram, beyond the
amount received for sending the same; nor for mistakes or delays.n the transmisgion or delivery, or for non-delivery, of any REPEATED telegram, beyond
: fifty times the sum received for sending the same, UNLESS SPECIALLY VALUED; nor in any case for delays arising from unavoidable interruption in the
working of its lines: NOR FOR ERRORS IN CIPHER OR OBSCURE 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
i telegram, whether cansed by the negligence of its servants or otherwise, beyond fifty times the REPEATED telegram rate, at which amonnt this telegram, if
sent as 2 REPEATED telegram, i8 hereby valued, unless a greafer value is stated in writing hereon af the time the telegram is oifered to the Company for
transmission, and an additional saum paid or agreed fo be paid based on such value equal to one-tentli of one per cent. thereof.
3, The Company is hereby made the agent of the sender, withont liability, to forward this telegrain oyer thie lines of any other Company when necessary
to reach its destination. |
t 4. Messages will be delivered free within the establighed free delivery limits of the terminal office. For delivery at & greater distance a speeial charge will ba
made to coveér the cost of such delivery.
5. No responsibility 'regarding messages aftaches to this Company until the same are pxesented and accepted at one of its {ransmitting offices; and if any
message is gant to such office by one of this Company’s messengers, he acts as the agent of the sender for the pnmose of delivering the message and any notice or
Histractions regarding it to the Company's agent in its said office. |
8. The Company £hall not be lmble for damges or statutory’ penalties in any case wl\ene the claim is pot presented in writing within sixty dsys affer the
~ telegram is filed with the C for
7. 'The aboye terms and conditions shal‘l be binding npon the receiver 48 well as the sender of this telegram.
8. NO EMPLOYEE OF THIS COMPANY IS AUTHORIZED TO VARY THE FOREGOING.

CLARENCE M. MACKAY, PRESIDENT. %
EDWARD REYNOLDS, VICE-PREST, AND GENERAL MANAGER. CHARLES P. BRUCH,
VICE-PRESIDENT.

EF?@%TEST TELEGRAPH ssn\ncz IN THE wom.n
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TERIC A.DELANO
£ 'REASURY BUILDING
WASHINGTON.D.C.

November first
Vlneteen sevente

: Fi DEPT.
My dear Ben:- NOV 3-

I am sendingryow undapceepry RANY
arate cover a copy of the book

which I was showing you and which
I have had rebound for you.

This is a rather interesting
narrative of my maternal grand-
mother, written by one of my aunts,
She and her husband lived at
Northampton, Massachusetts, where
some of your forebears came from,
and the story, which is told in
let ters dating from 1820 to 1850,
gives a rather interesting picture
of the early days in Massachusetts.

Very sincerely yours,

o

lr, Benj. Strong, Jr.,
New York City.
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