Denver, Colorado, / .
Janunary 4, 1917,

Dear Warburg:

Yours of the 20%h came while I was in tio\momnteins. Unfor-

tunately I caught cold while thers which settled §n my left antrum so

de returning for a
very unpleasant irrigating treatmont , ot voSIUSE NIAE have had an

5 1/%&% been going to the doctor's twice a day ¢

avalanche of letters from the off

P

iy where we don't act for onrséln.’.;-_

s &8 well. 1% would not, however,

from Washingtom. There will be mo difficulty about this, however, for

there is no desire, mor has there ever beem, to be otherwise tlnn frank
with the Board in all of these matters.

1t has never been in my mind that we ahonld conduct extensive
transactions with the Bank of England at the present time. 1 am only
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To Hr. Warbw - '_;L Januvary 4, 1917.

W8 but this is sbout as I felt. The first thing
8 48k ezch Reserve Bank to name s limit for its par-

ander present conditioms. We would then name a limit for

that we would comsider to be the ultimate

under present conditions, emépt in e

at whick we would buy |

get as to the gold

; would not advocate amy
v ; dehange below the rates at which gold
J:!‘ h today would probebly be not
a
. .
- : modified if 2s 1 expect is possible,
{ we were able chases of bills largely to those of Americam
% origin, such as bllls drawn and aceepted in London by,,%tors ;‘i iy
b e -g our exports of + grain, cotton, copper and other goods which are
financed by long Hidls. The portfolio consisting of these bills could be
. larger than those of purely foreign 6rigim. s
Now of course you know that I am pleased at the action of the 13

Board in approving of this sppointment, but 1 am sure you are egually &
of the shoek it gave me to learn of the anmouncement. The matter is
dealt with from New York so I will not refer to it here furthor than to |

Digitized for FRASER A _
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-one vhich you and

‘Wow for the rest of your letter. ra
‘ SUSDe«” There was no

ohference just before I

o the governors, & committee was

andmichmtowrkupai'h

¥
¢ dome. The Bank of England plan was the

had originally discussed, by which I mean that two
years 280, or mord,|\we had considered carefully the desirability of as-
socisting the Rese¥ve Banks with the great ceantral banks of Eﬁrepe.

This had, of course, always been in my mind as it had béen in yours,

but I left for Evrope under the firm conviekden that mo such arrangenent
would be possible with the Banc of Ingland or Banx of France on account of
their hide-bound traditions snd particularly on account of their umap-

proachability (a2t least according to my information) of both Cunliffe snd

y
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To - Mr. Yarburgs. Januvary 4, 1917.

P—ﬂl lain. -

.»Itw, in fact, in my mind that the only way to deal with our

" “pusiness in London and Paris would be through our own representative

_“here and I was considerably surprised on purs my inmguiries in

be welcomed by both

.. london and Paris to learn that negotiations
ingtitutions and upon terms so favorable that § could not be ignored.
The difficulty of commmicatio the censorship made

it pmeticaily msgible for
office during my stay abroad g the Embassy pouch, which

Yod privilege and ome that I did

Board , and during the last week or so I have had ocecasion to bitterly
repent the complete and unreserved franimess with which 1 have always dealt
with theee matters, Jjust as though we were one family.

Don't for a minute think that I am so stupid as mot to realize that

/
TN

the Reserve Baniks ave ridts Abtlases =nd that we will be quite umable to cope

with the exchange situation under present abnormal conditions; that is ' /
\"
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merket would be very poor poliecy indeed. Don't for a minute think that

- this acceptance business is here to stay as yet. The whole volume of

Se

To -~ lir, Warburg. January 4, 1917.

elementary and really kindergarten stuff. As I have repeatedly urged,
the advantage growing out of this arrangement lies in the friendly feeling

that will develop as a basis of futwre operatiopg when the war is over

and abnormal conditions begin to readjust to again. Personally,

I regayd arrangements of this character as nece with Ingland, France

and Germany and as one of the most that the Reserve Systeu

V 2

can take for the country's protection and for our estige and ad-

X _your letter. Don't lets you and |

afing its investments after the Hew

at all as yet. We have over

+ 'The New York b?u: should run along right

invested. It can afford to carry that amount
so long oaded up with long tine government bonds, &s some
of the other banks are and should not be, and I think receding at the

present time from the strong position we have taken in the acceptance

bills in this coumtry, bank end trade both, cemmot exceed {;200,0004000

today. The normal volume in London in peace times is about 500,000,000{

sterling. Ve have not scratched the surface yet and for the Reserve



6
To - lir. Warburgs Janwary 4, 1917, '!

%o permit our acceptamce rate to follow the call momey rate, which

is the way it would be interpreted, would be a terrible exhibition of
weakness that I would certainly regret. My anxiety about a broad
open market for bills is nil; that will come with a rush just a2s soon
as‘ the volume develops, and any day that we withdrew from the market

so that rates ran up a bit, you would see

United States. You don't realize I am aff

distributed in very large volume to interid

stock exehange collateral loans, or even in some cases cmm paper.
Such bills are drewn on London from all over the world amd in the case of
those drawn in New York in the spring of the year when exchange is generally
high in anticipation of the flood of cotton bills, they are always regarded
Digitizedfor FRASER _ ‘in London as prime bills 30¢ are freely taken by the Bank of England vhen
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To -~ ir. Warburg. January 4, 1917.

The Govermor of the Bank of France anc i. Robino, the head of
their discount department, told me that the same was true of the American
fisance bills in Paris. Thosse bills are not even drawn direstly for _“\

exports. Why, therefore, should we balk at a

of bills of this character in these umnusual % when every effort must

be made %o finaace our commerce.

ew Yorx ought to

you overlook '

A

deown credit and at that time our total

At the time 1 sailed for Europe

¢ had purchased were possibly a

gbagd eight, nine or ten million.
' . not
Brown that we would/deal directly with

commit ourselves to do more than

,» in point of fact, a.ll' of our purchases

ters without reaching us. The Brown credit aund the
fere the miy ones of thif charscter which had them

y before I sailed Hr., Kent of the Bankers Tmak Coa
offered us some of the Bonbright bills -~ I think less than half a million -
and I told him that he overlooked my cantion that we would not deal directly

with the bankers wno were handling these credits, and advised them to pursus

.Bromn's policy, so that the bills would find a normal market. Of all of this

1 think you ave advised, except possibly this last ocourrence, vhich was the

4

day before I sailed. ' |

Federal Reserve Bank of St. Louis Lol e B semon gl el B . - AJ‘
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To =« Hr. Warburg. January 4, 191?.

S Since that time, while I have kept fairly closely informed of
' what the Banx was doing, I have not been getting the daily reports of
‘transactions that you get, but periodically I do get a list of what the
bank holds a‘if‘” or three times have been sent an analysis of the ac-
count, Mng héw n?q of the mus were issued under renewal credits.
Oonsig;ering the mmap of the prohlen of finaneing our export:. the
high ﬁaractor of the abbeptort. the thoroughly lezitimate character of

this bwrgneca and the ea.:;a which has been exereised to keep the total

holdings or- Mev foﬁc m’and Of the whole system at a moderate figure,

I must say that I hgve no erittaiam ﬁo make of the policy they have pursued.
There was a large piu-ahm of bills) a‘t the tims of the momey bulge, but

that struck me as beigg an athira‘nié pout;fbnd one which wegmust always
pursué in similar utuatTW m@ I do object to and elways have objected
to is the policy of the New mrk banxu ‘sn buymg their own bills instead of
letting them go to the mrmst thro'ngh bre;k.brs, but I really cammot feel

. that these eradits are in any way- Mi et any rate Mhe prem volume,

.

nor that our policy has bean over nhem__if bn;ring 9-&.
You know as well a8 1 do that thé’evfaezm of distrust to which 1 |
referred was not distrust of our judgment, whicr# h strikes mc becomes lp—- '
parent whemever anything like an anergency, m%/ j;he one in Decmar, | §
develops. You also know that there is mot the slightest desire on the part
of Hew York to run the whole syntém.' What part of it we have been rumning
has been at a persomal sacrifics of earnings, of our own poeitimA in our
own mariket snd, frequently, of our own feelings and self respect, and watil
this rocent development about remowal bills I had felt thet we were pursuing

Digitized for FRASER a policy of liberality and disinterestednoss which was more particularly to J
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To = Nr. Verburgs . Janvary 4, 1917,

the advantage of the whole wv‘t‘tm than to oursselves, snd which was very
greatly in the interest of the kind of progress which you and your as-
sociates want the System to make.

How can there be any more fran. and constant exchangs of views

which involved your own political views abo

equarely and faced without reservatiop

it is not Jjustified * be &

Don't you think ya

{e2eie: pa,l't of this difficulty is due
wstances may thoroughly justify, that
t/vhile the war continues and that

beonseiously affect your uiui"; 1ittl

: y
nail right on had been in Wew York a lot of thinge night

not have happened| Just as they have. The intimacy of our relations and e uf

our sbility to granicly with each other was a bond between our office and |

your Board which, looking over the past, 1 think hes solved many e difficult

‘and puzzling situation.
Concluding this pert of my letter, let me say that we must both '%l
agree to avoid on the one hand an attempt to run the Reserve Bank of New

York from Vashington and on the other hand, an attempt to run the whole system |

Digitized for FRASER from New York. This you and I will always be able to avoid by discussion and -
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10.
To = lir. Warburg. January 4, 1917.
exchange of views. Unfortunately, the others, either in your Board

or possibly in the New York office, dom't seem to get that fact as

squarely in mind as you and 1 haves

How as to Chicagoe« I nobtice thsir ea.rnl for the past year

are just about egual to ours. It is due to thref \things: Ome is the un-

fair distribution of our purchases, agbihe golutely unjustified

investment account in long time Unitad States bonds adN

X _third is a

ssuing Federal Reserve notes.

rk are much less justified than they would be

 §
e other benks. We have got a greater responsi-

than any of 'i;he- others, and what you went to mccomplish in our establish-
ment can be brought sbout across the table very easily, while with soms of
the others dli‘lerent. methods way be justified.

I really hope you study those suggestioms about the amendments
that 1 recemtly semt. Tho most serious considerstion of all will)ene
charge of inflation and my best aasgutipn is to prepare for that in ad-
vanee, have all the figures ready for the cougressional commititees and

—SaeEEU e e
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H
. annges ng told him in the banik oms day that thm was

11.
To « Hr. Warburg. : Janmuary 4, 1917.

be sure and point out that the change-in reserve requirements will not
reduce reserves, but will only chamge their character. 1 agree with you

that some of the amendments have some dangers in them but think they canm

be avoided with cafre.
How I know perfectly well that you are & and 1 hear from New

York that you have been laid up with th

'grippe gone south. I do wish

that you conld get out here so that wé cowld have it, and if you say

the word, I will arrange later this Tomb

the road and that he appeared to be foolish

enough to © it back, but that it was going to roll over him just

ag sure 28 he did not get around and helyp push it om, but if he showed the
right spirit and the comptrollers office was reorganized so that we had
charge of examimetions ultimately, we would naturally wemt & good man in
eharge end ho would bo the natursl choice, but his behavier was convineing
me that he was a poor exsminer snd ancimpossible . associate umless he

changed his course, he need never anticipate ‘having any permenent commection

O I TR P —— N e
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Denver, Colorado,
Januwary 5, 1917,

Dear VWarburg:

out $153,000,000 of gold to redee

make them the instruments for

with a 5% reserve for the rd

and the United States notes. 1t ¥y not aeffect the consolidation of

pense of the opera

situation.

Very sincerely yours,

HO'!I. Paﬂ M- Tlri'arbllrg.
Federal Reserve Board,
Washington, D. C.

Bs/cc
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Denver, Colorado,
Janvary 9, 1917,

Dear Varburg:

".!hova.rlommmchl recently
the proposed amendments to the Pedersl Reserve were, a8 you kmow,
prepared rather hastily as reply to been delayed for
anwwmhmm:ma

on t0 the four following matters? |
e countiry which are distant more

deral Reserve Bank, and particularly

take advantage of the proposed change

of them muet be prepared with sufficient ti1l
emergency demands at timew when uu.ru COlli= |
vod or slow. Two occurrences will illustrate
this point: At the time of the threatemed railroad strike I au informed
that the banks in the Texas District which were then engaged in preparations
to move the cotton crops, became uneasy about possible interruption of rail-
rmdoom&eatlmadatmbomtonookupmlhuh; 17 such a
situation developed at a time when from motives of economy they had permitted
itzod folIRER their till money to rud down to the minimms in compliance with this revised

tp://fraser.stlouisfed.org/ )
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2e
To - ¥r. Tarburge. _ January 9, 1917.
reserve requirement, much embarrassment might have resulted, had railroad

communications actually bmimm even foéa short period. This
dovelopment toox a 1ittle different form ia Co

country banxs surrounding Demver keep thoir pri :
Denver banks. The Cashier of the bamk at Estes \Phrk, vhieh is 2= State bank,
asted me this summer when the strike pls—shrestehed whether I did mot think

of the year, runs up ibs de-

wy arrang@eénts might be mede to carry o supply of Federal Reserve |
notes in esorow at points where there are either assay offices or mints, or
poseibly where the Federal Reserve Benk would be represented by = director ‘h
who is an officer of an importsnt National bemk. iy suggestion would be to {

establish these reservoirs wherever possible under the joint control of the

Superintendent of an assay office or mint and & director of a Reserve Zank,

and if necessary a third nominee who would sct =8 & local agoncy board for
ntiprasestouisfed.org the Reserve Benk of the district vhose funotions would mormally be dorment,

Federal Reserve Bank of St. Louis ST B
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70 - ir. Sarburg. January 9, 1917,

but in time of emergemecy become sctive. They wuld have mo duties to |
perform but would nevertheless be the nueleus for & little organiz.tion
in time of trouble. To illustrate, in our dists
mkamaukmmrthejﬂntomttu
the local ramking officerof the Tressury Depertebit in the Custom service
uminmxntunlm
point, there is a United States

be associated with some

eould be dome at Los Angeles.
mint as well as |
Eint could be assoe
Fational Benk snd

even by autamobile if reilroed commmication wae interrupted. This sugges-

umlaQthmmtydthmmt-umM«

mmmtaamuwammmumu

much more economiesl and just as effective as the present provision for

branches. The expense for the safe custody of notes and compensation wounld

be negligible in comparisen with the expense of & branche 1 rogard the above
e | 2 suggestion as en ossential part of the plan for resdjusting reserve require- ‘J

Federal Reserve Bank of St. Louis



~ To = lir. Warburge ' January 9, 1917.

The third point relates to the effeet upon the reserve position
of member bemks in cities where Fedoral Reserve banks are established.
They are so readily accsssible to Reserve bamks 4k
fear of being unsble to get supplies of currend)

Since writing you in regard to the amended plan, I mnotice that the
conference of governors has wade & unanimous recommenéstion to the effect
mmmwfwm'mwmmumm
plished by issues of Federal heserve notes. m&mm&mt&swcﬂ
convinces me that it womld be a serious mistake %o adopt the plan proposed
aﬁmﬂchmt&tmtdycaumtmmwrmm

Digitized for FRASER without ar admission to Congress that the first plan was 2 mistake. I think

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis e =




De

To - ir. darburg. ' January 9, 1917,

most of the arguments have already been covared in my other two memo-
" randuwis. | au convinged that the net result of the proposed plan would
ztion and to refire

be to put the entire trust fund of gold into ¢ ‘
the balance of greenbacks by an issue of bond §dpured motes haviang omly

a 5° reserve.

1 doubt if on careful consideration the
in any specifie case.

th woald result in & very large incroase ih deposits
on further comsideratioe, 1 would regret to sce
this amendment passed. 1t must be borme in mind thet if opportwmity is af-
forded to a lot of small country banks to taxe advantage of permissive
provisions of the statute, they are slmost cortaisn to do it from selfish
motives and the amendment wonld be adopted at a time when they are all coam-
plaining about reductions in eammings due to the establishment of the

Reserve System. The pressure on the Board might be severe and embarrassing,

itized for FRASER
:/lfraser.stlouisfed.org/
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T0 - iir. Jarburge ; Jaanary 9, 1917.

and womld be avoided if the Board was not in position to exercise any

disgretion in the mtter.

ing prices of government bonds. At the p
at par and the conversion 3's, which have

of 2's per annum at par] we might see
e position of being obliged to write off

vested in the Seeretary of the Treasury to
on the conversion 3°s whioh would conform reasanably
is at which government 3's wltm the circulation
privilege were sellinge |

nmm-mm, otmhermepouiuyam-
it amendment Ho. 912 is passed so that Reserve Benks moed mot buy the mintmum
wmow.aooa,u,mumonmtmmnmufmofmmm-
nemts would be to embirely mulify all provisions of the Federal Reserve Ast
for prompt retirement of Hational Bank notes.




Te
To - Er. Warburg. Jemuary 9, 1917,

These amendments providing for prompt retirement of National Bank
uummotobemmaomrunngmm. but most
advantagoous if they are diseretionary. Ho ome caa toll what developments
are in store for us as & rvesult of the war andl) hope the Board may comsider
it prudent to asik for greater discretion in de pg with thie subject, rather

pdd impose heavy obligations

T in change, -He camnnot do any-
gric 1% off on some unsuspecting neigh-
if Demver diselosed the fact that they |

of z0ld coin which they wished to ship

situation is much more acute on the Pecific Coast. |
mﬂthn.mmmtamﬂﬂu S
M.mmthmmmmm'mu 1
Lz law which would provide that for & limited period of time the govern- ‘
mntmldmiveammd;amnmmmm,ﬁ

Mmlmumrtmmmmucﬁutummwthm
wywmeumcummmnrmmum
abraded coinage through the Reserve Samis, giving say one year ir shich i%
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http://fraser.stlouisfed.org/ )
Federal Reserve Bank of St. Louis e em— — B BN~ ST



Ge

To - Mr. Yarburge. Jamuvery 2, 1917,

might be assembled, as under such a plan the Reserve Banks could pay

for the coin by issues of Vederal Reserve motes, and 1 have mo doubt it
would add from §$50,000,000 to $100,000,000 to their gold holdings.

can be emntirely withdrawm, but never-
%/ can be resumed agaln if the result

Certain of the tax provisions of the Federal Zeserve Act require that
taxes paid to the govermment shall be added to the truet fund of g0ld held
for retirement of greenbacis. If the greenbac: amendment is passed, 1t will
lsave the Federal Reserve Act without rany provision for disposition of
these taxes, unloss, fo course, it might be held that they go back to the

Heserve Banks as & credit in the greemback oporation, thereb; reducing the
o emowat of govermment bomds provided to be issued. 1t lsave the law in am

ederal Reserve Bank of St. Louis
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To - lr. Yarburg. Januvary 9, 1317.

uncertain condition and 1 take the liberty of meking the following sug-
gestions on this point:

The provisism for retirement of greenbags
enlargement cfthamtoi_sﬂnsfmcttmoft iese
the government of a very considerable present expqnse and if the plan is

tmmﬁummwmmtcttmm

. The more oxpemss that is loaded upon the Reserve Banks, the grester

will be the tendency to expand their loans. 1 notice that the Federal He-

serve Bamx of Dallas has increased its force from 28 employes at the close

of 1915 to 72 at the prosent time. The Federal Reserve Benk of New York a

year ago had sbout 80 employes and at present sbout 175. The sawe is true
Digitized for FRASER
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10.
To - ur. Verburg. January 9, 1917.
of every other Reserve Bank and results largely from the increase in

the collection departments vhich produce no met revemue. This amend-

ment is in the direction of 2 conservative policy by the Reserve Baniks.

A more comprehensive plan and in some much more attractive

such tax as wes imposed on bodds\jssyéd o retire greenbacks and on bonds
i notes. Under this plan the tax
might be considerably less

sant that it might be inadvisable to attempt to
some of them wiless the others were sssured of

Very sincerely yours,

Eodaral Docaoryo Ronle ofSt i ...
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Denver, Colorado,
January 26, 191 ?«mT

-

- o
™ f%% ’k§#‘§ Sef

RS

Dear Warburg:

-
e, A F‘ a1y LAY
leny thanks for yours of thy@gth.' g%"’* ui'ae 1 had read Dr.

Riesser's book, but your guotation, which

y memory, simply
boars out what my last leiter stated -

two very different things.

veTy conrteously asked
gy of our close personal re-

1 the subject. 1f he considers

e

8\to the latter, don't you think that some of these im-
porters who ane\having so much trouble should be told to take the matter .
up with the Spafdish Ambassador, as the Reserve Banks would gladly enter-
tain a suggestion from the Bank of Spain similar to the one arranged with
th;a Bank of the Eethgrlandn. 1 will get a letter off tomorrow to the of-
fice which will put things in train.

You don’t expect me to tell you what I wrote Lawson, but I really

Digitized for FRASER ‘.
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TPo - Mr. Warburg. ‘ - Janmary 26, 1917.

think it was unkind of him to violate a confidence the way he did by

dragging your name into it. You know, of course, what a close friend

of mine he must be; send him out to Denver and ill come home.
Jay is better I am sure from the way he wribas we and Curtis is

ou his way oul here to make me & visit of & few

mightly glad o see him.
It looks as though your exzcha

I will take it out of his hide g

nite stateménis
I was glad to get & letter from Mrs. Warburg this morming, telling
me the home news, expressing her usual dissatisfaction with you and your
behavior, but best of all telling me that I am missed mow and then over
there in Washington. Please give her my love and my best to you as always.
Faithfully yours,

igitized for FRASER Pe S« The last Governors' conference resulted in the sppointment of
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varburge.

’:O - :,ile

seventeen committees, or theresbouts,

men. We all want to accomplish the same objects and
soften the blow to your colleagues and indicate (A&t

arise if an informal working sub-committee of the

you please, a2 program comuittes, be

requiring committee development.

Hon. Panl 1. Varburg,
Federal Reserve Board,
jashington, D. Cs

tized for FRASER
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I propose that you

no objection will
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never have been takef/sick

cannot imagine my dplight,
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Denver, Colorado,

January 27, 1917

wmvarnished cugipsity, but 1 have
s press stapsgent, announcing

our Distxis{ in place

f Examiner in
o —~—

mighty fallen,

HoA have

ood

would




Denver, Colorado,
February 15, 1917,

Dear Nerbyzgi—

1 am just back from Arizona and on gemeral principles the doctor

has told me to takeadayortminbed,aathechanguofaltitm-naarly‘

it will have
ploy countlesg\attorneys and counsel in connection mot only with their bank
business, but \phrtienlarly their trust business. Such Tru_:st Companies such

as the & , Bankers, Farmers Loan, Central, etc., have counsel in 2
great many states and these counsel are frecuently men of large affairs
#ho have business relations with the Trust Companies that they represent.
The effect of the prohibition as the amendment now reads will be simply to
deprive the Trust Companies that may join the Federal Reserve System of

lgitized for FRASER freodon in employing comsel which they should enjoy without restriction.
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To - Mr. Warburg. February 15, 1917.

1 hope the Board can arrange to have this changed in this respect as I
do not think the counsel or attormey of & bank should be subject to the

same limitations that apply to-the officers of a bank and 1 doubt if the

Board itself, upon consideration, would insist upon this view.

1t is 2 most extra-

Reserve Board sttempt to exercise

it, 1 doubt if the effegh be other than to force resignatioms, which

the bus iz quite snother. This provision in order to be effective

—

the Reserve Board requiring a Reserve Bank not

wonld really
only to make k) sppointment but actually to do business, which is ridiculous
and absurd. I\ feel very sure that neither you nor any of your associates
could possibly have fathered this proposal, which would seem to be directed
againet the Wew York Reserve bank, and I am wondering whether your influence
camot be exerted to its elimination.

Let me also endorse the eriticism of the Advisor; counsel - that the
powers of an assistant Federal Reserve agent should not be circumscribed

gitized for FRASER so that they are only exercised when the Reserve Agent is absemt; that is
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‘and convince \i¢@ GOMMitséemen that this is a nbeessary measure for prepared

Se
To - lir. Warburg. February 15, 1917,

a very Meﬁgite term. 1t could be made to apply to the lunch hour
or even to absence from one's desk, or it might be on the other hand con-
strued only to apply to ab@wes formerly granted by the Board. No such

limitation should appear in a statute and the best evidence I can give you

ficer of the bauk who is’e ng wider any such indefinite powersa.

1 am delighted that associates are going to try amd

stick it out on the and convince ¢ongress of the wisdom of
what country on the verge of a possible war
with , the least the Reserve Board cam do is to hammer away and try

nese, as well\as to give us a normel banking situation.

Faithfully yours, X

Pederal Reserve Board, , .
Washington, D. C. : 5

Bs/cc




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

Denver, Colorado,
February 21, 1917,

Dear Varburg:

Yours of Jamary 30th should have been answered before, but I

kmow you understood my neglect of correspondence

You will be surprised to kmow that while

as 1 can gather from Dr. Sewall, wag

concerting. 1 got a little brom

8 up s0 that 1 started one or

th by absolute guiet. Sewall

sbsclute rest. 1 think he is still

sbarft this sumser. I lost no weight by the

1

About the Stakeik episode, it was mighty good of you to write me

quite frankly and I think I am justified in asking you to whisper to a few

of your associztes at the proper opportumity that I am refraining from using

that time-honored expression - "I told you so”. He has written a very nice

letter of resignation to the Bank, but I do not think that he has any love

for me.




To - Hon. Panl M. Warburg. Pebruary 21, 1917.

The Malburn gppointment is 2 dandy. We are all rejoicing and let
me say that the same feeling pervades the whole New York banking atmosphere.

is %o (mr correspondence about bills, don'{/|lets worry about it.

If 1 were back home you and I could agree upon 2 icy in no time, and 1

guess no harm will be donme in the meantime because ymtters secem to be whip-

ping along in such a way that nome of ery much control for

the time being.
Where we made the mistake

of §127,000,000 of gold behind its note
are mot in a strong position and which have
guid stuff,
1 am proud that we have sold all of our government bonds, except
the one year motes, and that our decks are elear; in fact, the New York bank
is in such shape that we could liguidate and couvert everything into cash
inside of 90 days, except the one yeﬁr notes. I believe the bank's poliey
has been correct and that you in the bottom of your heart feel more confi-

igtized for FRASER dence in that institution than in all the others put together.
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To - Hon. Paul M. Warburg. February 21, 1917,

Thank you for your memorandum. I agree that some of the Banks
might have been Jjustified in reducing, but New York has done really most
of the reduecing, has all along been the strongest and, with one exception,

has had the om_allest earnings.

Aiken has writien me of his deei
I am writing him 2 cﬁrong personal let
him, but I fear mot. If it does, I will\ telegraph you
have a talk with the officers ip-NEwW Yo pressure
wont bring him around.

Hon. Paul M.
Federal Reserve
Washington, D. G.

Bs/cc
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Denver, Colorado,

Dear Warburg:
No thanks for sending me that effusion of Mr. C. D. Gurley's.

the Colorade Fuel & Iron Compan:
1 was amazed and t

Senate Committee, or the Hopge ; which, had reported the

d of the greatest expansion ever
inown, both in stocks and comodities,

; cur Reserve foundstion, Congress is
¥ i

|
¢ whole game and thoroughly understand your discouragement. \
The country wont blow up if you take two or three weeks off and coms out !
here t0 soe me. I think it will do you good; it certainly would do me a |
lot of good and I wish you would try and do it.
Ifmuym,lwiuﬁndaoménlee, warm place down in Arizona

Digitized for FRASER where we can meet and play golf.
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Denver, Colorado,
February 23, 1917.

Dear Warburg:

f J

K Jetter just received from mothqf;advises me that%hﬁe expects
to visit Washington for & short time, n{th my sister Jaﬁéﬁ and asks
me whether it is possible fogf§§ié5;n&§pge somfp;gm{fbé them to get
seats in the Senate and Hoy%éfgalleries. bﬂfe pubiic galleries, as you
know, are rather promiscu@ué, and I am writﬁﬂg her %o say 1 am sure you
¢an arrange it for ;hgm an&ito call you up;éx the Treasury or st your
house somet ime. : : |

I hope you don't min£ this bit of bother.

/ Very sinégrely yours,

Hon. Panl N\ Varburs;
Federal Resexvie Board,
Washington, Ti.\Ca
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Denver, Colorado,
February 235, 1917.

Dear Warburg:

L 3etter just received from mothgz sdvises me that |she expects
to visit Washington for a2 short time, 1t?’ my sister Ja,ne", and asks
me whether it is possible formgmnrme somepim-ffé% them to get
seats in the Senate and Hou&é galleries. ’E‘Eie_ pubiio galleries, as you
know, are rather promiscudgtgg, and I am writing her %o say 1 am sure you
can arrange it for fhem :1#-1&";0 call you up,'tf,t the Treasury or at your
house somet ime. | N

I hope you don't mind Ahde bit of bother.

‘Very sibhegrely yours,

Hon. Paul‘iz«. Warbnrg;
Federal Resekxvie Board,
Washington, Th.\Ca»




Denver, Colorado,
Pebruary 26, 1917.

Dear Varburg:
Thanks for your nice letter of the 20th. 1 hope the Bank of

France matter does not develop another

matter. Please give me gredit for the

.fn my correspondence on this subject.

are willing, as I feel you should be, to see
p the subject to have 411 arrangements carefully ]

ad way, with a lot left to the imaginstion, perticularly
leal with South America. 1 am in correspondence with the |
bank on that subject now and feel sure that we all agree in desiring to ‘
make orogress and will do so as soon as & well considered basis for our
negotiations is thoroughly wnderstood among ourselves.

The suggestion to have joint control by the Reserve Agent and the

Digitized for FRASER
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To - Hon. Paul M. Warburg. February 26, 1917.

bank is an excellent plan. Unfortunately, the amendment s you send me
appear to suggest that the Board will appoint an Assistant Federal Reserve
Agent, but nevertheless hold the Reserve Agent responsible for the per-

formgnce of his duties, his honesty, ete., etc. This is a most extraor-

if he is to be responsible for him,
should be responsible and protect

fons as suggestef \by this amendment. See what
would not want Mr. gy
the hazards imposed

ments as that cm'.

own arguments and representations, bus to get good
banking sappo¥d behind them in advoeating these amendments.

I am that lir. Thralls is behind the movement to authorize
exchange charges. The whole business is sickening and I can only send you
sympathy but 1 fear little encouragement and no help. Get the note issue
amendment through and 1 don't care much about the other points.

Another letter from Aiken has given me an excuse to wire him again,

also to write him. I believe if you would send him a wire, telling him




3e

T0 - Hom. Paul . Warburg. February 26, 1917.

to pack his bag and come out here to see me, or even to meet me say
in Chicago, that I could do the trick with him. Upon receipt of this
letter, if you feel like giving the matter another push, send him a
wire to the effect that you don't think it wowld—be well to make his

and to try end arrange to get out here | Ao rishing and
believe I can land the figh.
Best regards to you and goed

Hon. Paul M. Warburgy
Federal Reserve Bani,
Washington, D. C.

Digitized for FRASER
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Denver, Colorado,
Harch 4, 1917.

Dear VWarburg:

the family. HNothser already knows Hrs. ]
glad to have a visit together, but in %
family be a burden or impose on you.

1 have given up hope 3k

doubly sorry that you have

terrible discouragement to |y

that better days are com
1

1 was glad to leay

on foreign bu

outside for a

I judge your postscript that from being a luke warm Republican
you have become”a red hot Democrat, whereas I borm 2 red hot Republican
have become a lukewarm Mugwamp. Things go along with me as usuwal -- a 1lit:
work, with a lot of fresh air every day. 1 have entirely recovered from
that recent set-back. Iy best to you, o0ld man; don't get discouraged.

Faithfully yours,
Digitized for FRASER Hon. Paul K. Warburg,

iiii'//fraser.stlouisfed.org/ Federal Reserve Board,



g Denver, Colorado,
March 6, 1917.

Dear Warburg:

—

1t is mighty good of you to find time to drop me a line

now and then, for I know how busy you hope things
let up.

Agent

4 not tell
“which was the last one. ot influence the

Board as he is & great

11 help. 1 have not

have preferred to discuss this with the

ly but at some length, so as to get their views of
underlying the scheme and, particularly, your views
ous provisions for safeguarding our interests. Per-
sonally, I think they are as complete as they can be made bub 1
would like to have your own in detail, if you can find time to drop

me a line.

itized for FRASER
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eral Reserve Bank of St. Louis best to you. I

Many thanks for leooking after the folks from home and my




Denver, Colorado,
March 8, 1917.

Dear Warburg:

I have just been studying the statement of March 3d, showing

White Sulphur

result! It is sgoing to

am sure we both realize.

hind
%ohes could not count as an asset

in an emergemey,|\ but we may have such an emergency and I am wondering
whether the subjepet has been so thoroughly canvassed as t0 lead your asso-
ciates to a final/conclusion.

We are ruming on 83% reserve in New York, with $140,000,000 of gold
tucked away. 1 feel very strongly that we shomld build our investment ac-

count up to avt less tham $50,000,000, which is justified by our position

igitized for FRASER
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To - Hon. Paul M. Warburge. March 8, 1917.

and vhich will protect our net earnings against the depletion caused

by vigorous prosecution of our campaign to acc

Federal Reserve notes. ¥We owe about ©ne and a ¢

year, which is less than our ecurremt di

will

1 have arranged to meet Aiken in Chicago on Ho
advise you of what transpires.

Best regaris,

Hon. Paul H. Wgrburg
Federal Reserve Boa
Ti:aShington, D. Co

Bs/cc




Denver, ‘colondo.
m 8' 1917.

Dear Wa‘guss

For some weeks past 1 have been studying over the question of J

setions (2), fV) and (e) of Section 14

~ of the Federal Reserve Agt \w

the United States Govephiplen

that Reserve Banks m

pin mmtusl cheeking accounts with such correspondents
agents.

se, sell and collect commercial bills of exchange hav-
;"» days to rum, exclusive of days of grace, which bear
*ations and are payable in those foreign countries.

4., Purchase and sell in those foreign countries bills of exchange
- of the same character which are payable in other forelgn
: countries or in the United States. :

" These four powers, with the addition of the power %o deal in gold

igitized for FRASER abroad, comprise the total of our functions and 1 understand that the purpose
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To - Homn. Paul M. Warburg. lMarch 8, 1917.

of the law was to enable the Reserve Banks to accumlate funds in for-
ﬁnmﬁocmmminwmﬂn invest them there in
prime bills so that they might be profitably employed, and then when the
exchanges became adverse, liquidate the bills and accounts in order %o
T\gold. The evidence
s regard becaupq, as you realize,
covers a wide i of activities

furnish exchange to the market and moderpy

of the statute is almost conclusive in [tk
foreign banking as ordinarily understood
other than those sbove listed, spok

in foreizn countries

on which interest is allowed ~and travlers

agree to hold gold in pension for cach other.
3rd. Ve should arrange for cable transfer transactions.
- 4th. We should arrange for the purchase of bills for our account ;
which mjpnﬂle in the Argemtine, and make purchases in New Yorix for
ueémt. of our Argentine correspondent, mutually gumranteeing the payment

Digitized for FRASER of the bills at maturity.
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To - Hom. Paul H. Werburg. larch 8, 1917,

5th. Ve should arrange to handle collection items for each
other.
6the ¥We should have an emergency arrangement which would permit
~ the Banco de la Nacion Argentina to purchase e long bills, pay-

able in this country (and a similar
cunstances caused the exchanges betwe e two countriep\to become so
disturbed, for amy reasomn, that our own banks werpg /unable to take

all of the dollar bills drawn in

As %o the

aty. 1f we mndertake to purchase long
fig; discount rates to arrive, eto.;lfur

INve our own momber banks out of busineps in that coumtry. The

You are aware that the purchase of American bills
& long time will be, the most profitable busincss that
they are able to conducte We have smeh tremendous advantages over these
member banks that I fear our entrance into the field will greaﬁy diseounrage
and retard, if not absolutely block, the development of 2 foreign banking
systenm by Awerican banks generally.

Digitized for FRASER
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To - Hon. Paul li. Warburg. March 8, 1917.

1. The enormous prentigo enjoyed by 2 so-called Federal or
. "Government Bamk over any private bamk, mo matter how
strong the latter may be.

2. Our ability to aveid all expense of 2 local organization

by employing correspondents as against the very heavy
expense of branches established@ by other American banks.

3. The enormoug resourcaes of the
on which no interest is phif

4, The more intimate !

in Argentina depends upon it
~ sgn/bills. This is the net, 80

> operation snd, presumably, i’lﬂl our

we would sweep in an of this business %o

3an branches with tm» were cm

y every bank in the Argentine Republiec which handles
now established intimete working relations with various
~ imerican institytyons, and & great voluse of bills is mow coming through
these chamnels, on which American bmnmnnagmﬁua%o the extent
that if we succeeded in gathering up such bills, we would by so much render ou
own nembers’ fom business wnprofitable.
There are, however, two possibilities which might make a close
Digitized for FRASER working bill arrangement advisable, or necessary. one Lu SiNS S Se
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de la Hacion Argentina, either by reason of legal restrictions or as a
matter of policy, has not and will not establish connections of this char-
acter with any American bank except & Pederal Heserve Bank; and the

other is as described in paragraph 6. sbove, where conditions cansed @

suspension of the normal flow of bills as when |

broke out, in which
case we could step in to relieve the ¢ |
The first possibility is menti

- situation that existed in London with th »/which, as a

matter of policy, would not undepbel

correspondents? Ve mus

iexico as 4o ‘pQlTl lyrsl'iability. Hevertheless, believe you

will agree h me that there are uncertainties in South America which

must be r and puarded against.

\
of approximately $600,000,000 currency and omly hold sbout §$28,000,000 or
$30,000,000 in their gemeral gold reserve. To what extent do you think
that our arrangement would require special safeguard in that partienlar?
4is to point F. above deseribed, I am in considersble mmcertainty. .

Digitized for FRASER As you kmow, throughout the Zast many bills, in fact the great bulk of
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To = Hon. Panl M. Warburg. Harch 8, 1917.

all the bills drawn, are still drawn on iLondon in sterling, although to
some extent, when the exchanges are favorable, these bills may be trans-
mitted through New York, ia omler to get Hew York eredit. the New York
buyer remitting them to lLondom for London credit. The volume of these

transactions is definitely determined by the 2uts

etor, and I would like to have
an expression of your views\s sefylity of proposing it. Did
you diseuss this when e

-~

From the above you wiil\gather that I am still strongly of the

% commercial banKing business i1 the or-
any of our. foreign agencies, not to
have the pohwel\i pen_commercial credits absolutely precludes that.

alliasnce with thd Benco de la Hacion Argentina and to what extent to you

sgree with the vigws I have expressed as to the scope of that arrangement?

1 awmait your reply with & good deal of interest.
Faithfully yours,

Hon. Paul M. Warburg,
Federal Reserve Soard,
Washington, D. C«

Digitized for FRASER
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Denver, Colorado,
March 19, 1917,

Dear Warburg:

g—

1 am more thzan grateful to you for your ni

letter of March 12th
and for what you and Mrs. Warburg have done to the family comfortable
oy their visit in Washington. eén me of your hospi-

which is characteristic of thé farburg family given me a

meeting and dealing with those

you are golng to be agreeably dis-

in London or Paris probably for a long time. Through no other
geolute security that is offered by this arrange-

y to abandon the whole scheme as impracticable.

the special session of Congress, but I do wish the Board would invite the

cooperation and support of bankers and of the Reserve Bank Managers themselve:

It will not only impress Congress, but I am confident that it will meke an

excellent feeling in the nﬁmagmt of the Reserve banks themselves, which
is surely a desirable purpose.
Be Sometimes 1 wonder whether 1 am not a German. 1 suppose you know

that my mother's family were Germans and it may be on that account that 1

Digitized for FRASER
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To- Hon. P. ll. Warburge. March 19, 1917,

have an insatiable hanker to do a job thoroughly and not by piece-work.
It seems to me that we are simply flirting with this great matter and not

dealing with it decisively and thoroughly. 1 haxe kept hammering at them

| at the bank to press negotiations with llcAdoo in qnier that we might con-

4
trol 211 imported gold at the New York bank and in\drder that we may convert
\ & good part of our reserve fund into stamasyd so well ac-

“/g; _quainted with this matter that I do motmeed to explain thoreasons, but

it seems to me that the whole suljdo \ .lu.nt’ and Assay Office practice
e bankl should be made the sub-
Ject of a great deal of study and ad8finite policy adopted upon which we
Reserve Bank of New York if

ice

or the Sub-Treasury. 1 thought

that matter and if you kave op-

Mr. Jay wrote rathen Boo indefinitely |om

e

your references to the way our policy works
in accumulating gold. As you say, the operation of the exchanges should
increase the amount of our gold holdings and correspondingly increase the
note issue, if the law was all right and if our currency laws were right,
but, wnfortunately, the first temdency 1:%0 increase our holdings of gold
but all other kinds of currency, and our ability to comvert that into gold

at the present time is the direst consequence of the heavy gold imports.

igitized for FRASER
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To - Hon. P. M. Warburg. March 19, 1917.
Don't lets any of us fool ourselves by thimking that we have yet gotten

control of the movement of gold -~ we are a long way from it and the amoumt

y been possible by

of gold we have accumulated behind our notes
reason of these imports and by the Reserve Banks effect paying a premium

for it by issuing their notes, that is to say new 1s that are always

underlying facts in this
conditions, and we as yet

o law is right.

4, ribly sorry to disagree with
The bank now holds in
general reserve and $154,000,000
behind its no and its reserve last week was over
86%. g8s at the special sessiom, 1 figure it
will add & 000,000 to our gold, and if the note provisions
are amende guarantee to add #100?,000,000 more to our re-
serve in b8, so that by say June 1lst the New York bamk would
have a gold reServe Finimum 450,000,000 and maximum $550,000,000, or even

more. Our reserve would be 90% or more of all of our liabilities. With
our condition so strong as at present and with the possibility of these
further additions to our stremgth, there is no excuse for our not earming
our dividends and we would be derelict to our duty if we failed to do so.
Purthermore, it would not weaken the bamk to buy say §$15,000,000 more of

short bills which can now be used for security of Federal Reserve notes,




4,

so as to protect our gold. The supply of bills in the market is now
sufficlent so that we could accumulate them gradually without material
change in rates, and it would have the added advantage of giving us more

freedom to incdr expense in our note issue ané would replace the reserves

which we lose by a2 very much larger sum of ted gold.

And 1 hope you are not feeling disturbed a 1 at the prospect

of any emergency situation. If Congress gdeclared tomorrow, it would

not make s 'ﬂurry.

Let me suggest and urge tha 1t—iil be helpful in‘gdy ways if

of building up our investment as

¢ De All that you say about g

e o

and true; the Reserv

investment in governmér

in connection with forelgn securities
to those [of our own gove and make our investors be the ones to take

¥
and let us do the clearing and handle the

the banking busifiess and the govermment will be doing the financial business

on the basis that you and 1 have so frequently discusssed.

6. iy visit to Chicago was exceedingly satisfactory in every respect,

excopt as to Aiken's nlams. We had a fine visit, lunch with MoDougal and

McKay and had a little chat with Broderick. later Palmer, who happened to
be in Chicago, joined us for dimmer.
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http://fraser.stlouisfed.org

= o c oo K




Se

.0 - Hon. P. H. Warburg. March 19, 1917.

Without going into detail, some of which Alken gave me in per-
sanal confiilegcq, 1 think _the situation is asbout as follows: He womld
m QO u- to New m; ln an emergency, such instance as my in-

f!ﬁ!‘ﬂ.‘y to return, 1 think he might do so as a maffler of duty. He cannot

see his way to do so with the prospect of my be ble to return in the
comparatively near future. I1f 1 shoul tire after a short

spell at New York, I still think it might be possible ¢ ze for Aiken

to come over and work with me thefs \period of months, and then take

my place. But I doudbt if he y gtified in making certain very

tmergency would not be suf-

jify his pulling out and rearranging

at any-time since I came out here. 1 am also continuing to put

on wei ’
7e e of the last month or two has 1 believe
deomonstrat : stion the acouracy of the statement I made to you

sometime ago -~ that there would never be amy difficulty in developing

a nation wide market for bills and at very acceptable rates, whenever

the Reserve Banks withdrew; they ars being purchased iy banks all over the
United States. On the other hand, this is just the time when cmérce is
being disarranged and when bankers the world over aye feeling umeasiness

about remitting bills to London; in fact feeling uneasiness about remitt-
Digitized for FRASER
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To - Hon. P. M. Warburgs March 19, 1917.

ing cash items to London, for us to make our inducements as strong as
possible to have this business directed to this country. 1 think we should
advertise our rates as being the lowest in the d, as being the steadiest
in the world, =nd make the New York merket so attiactive that the business |

will come willy nilly. TFor once in this |
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Federal Reserve Bank of St. Louis

Denver, Colorado,
March 27, 1917,

mm&

Replying to yours of the 19th concerning the Banco de la Nacion
Argentina, 1 am anxious that we should agree on the ome or two important
points you make and regret that it is impossible for us to discuss mat-
ters personally instead of attempting to deal with M by correspondence.

As to item 4, your general obsorvation as to the purposes to be
accomplished by forelgn relations to be established by Federal Reserve
Banks is quite my own view. The objects ave undoubtedly:-

(1) To facilitate gold mum.
(2) To steady exchanges so as to avold sudden
and heavy gold movements. 5

Pacilities for this are chiaﬂy nooded in London, to a somewhat
less extent hsmmm qupoum;ytnswthmuuat times.
Where 1 differ from you, however, is in your application of these rules
to such a country as 'Argentina. If we are to accomplish snything in M
two respects in the Argentine, 1‘&-:“3037-?1911&“!!\!1!11:&!
purchase ofmﬂmmﬂnit is depressed, Ihiehlillmtlio
the accwmlation of gonsiderable balances there. Otherwise we will have
nothing to‘mxamm turns, agdthommt will be no more
than a complimentary relatiomship which will be of no value to anybody.
1f, however, you desire the account to be of valuwe, we must, sccording to
your theory, leave idle balances without inmterest with the Bemco de la
Hacion Argentina, dbut according to my theory, if we are to really do the
ﬁuineu in a large enough way to amount to anything, we would be justified
ummmhmlnmsoodbiln, provided our correspondent
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would guarantee them. As a practical matter, our account with the Banco

dé la Nacion Argentine would accomplish nothing, either in the matter of

g0ld transsctions or in stabilizing exchange, unless it was an account of
some proportions, provided, of course, we were not purchasing commercial

bills on this comtry, to which I will refer later.

On the whole, I can see no eb:ocfhﬁcnrh opening an account
inthemtmonlmwemmm&mmtornﬁmnm
omuwmmmimﬂthtbvmatmmm
two countries and with our “pintim to be a factor in the exchange and
gold markets. A mnnal and complimentary agcount might, in fact, give
rise to umsmuﬁ; leading as it would to expectations of comsiderable
business which would never mruun

What you say, W&r, Mt the history of Argentins is wuy
what 1 have written to my umutn in New York and in an earlier letter
to yous Their gold mm nominal compared to their J.'Mlttii‘.
Their extravagances and ﬁnir less stable political institutions mmst be
taken into comsideration. I would be mite willing, in the csse of Ar-
gentina, 1n.ﬁuo§ rather more than less well satisfied, to have an arrange-
ment of m:nna based upon a treaty, along the lines suggested by you
and Professor John Bassett Mowwe, shouwld that be the desire of the Federal
Reserve Board. Therefore, in conclusion as to item 4, my belief is that
if we are %o open an account in Argentina, it should be of sufficient pro-
portions to sccomplish the objects of the Federal Reserve Act, and such an
account in order mot to be dorment, should include in its scope an arrange-
ment for the purchase of lceal bills so that we might employ sufficient

Federal Reserve Bank of St. Louis
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fmditomﬂminﬁmommandwldmwu,m
. desirables.

As to No. 6, 1 mqmtemblctomm@gmm
reading yous letter. et mo refer to the various points by mumbor:

1. 4 conditional arrangement for the parm'm'g bills drawm on
this country, such as was contemplated in ;&W_i drafted, would
cover the situaticn deseribed by your l_gt_t_q and mldigédo an injury
to our uember bamis, and this is pertioularly true of the Argontine vhere,
es you say, competition for Ameridan bills 1s mow rapidly developing and
where the necessity for our lpm'iu tho market is probably less than

anywhere olse in South America. mmm have been misled when you
say taere is mo maxket for dollar drafts in SOuth America? A year ago I
was informed that bills'were coming forward to New York on bids of rates
made to Solith Americsn banks, within'a 1/4 or 1/2 of 1% of our New York
rgte. What 1 wummt was to make careful inguiry among
New York bankers to get their point of view in New York (and possibly
Boston| 8o thet we would mot be working in the dark or at cross purposes.
1 mlﬂmmw‘mtimbmwmomimmmnm
eooperate 80 as to promote the extemsion of the business of Ameriean banks
into foreign commtries, and 1 fear that the development of competition
rather than cooperation might injure them. How could we make rates there
at which bills could be actually accumlated, without either competing or
making & present of a profit to our agent? They will be Just as keen to

make profits on this business as will the Hational City Bank, snd, umless
igitized for FRASER
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To - Hon. Paul M. Warburge. liareh 27, 1917.

we make a strong effort to publicly contmi the rates in the Argentine
for U. S. bills by an aggressive campaign, 1 do not see how any good will
be accomplisheds In other words, ouwr rate would either be competitive or
it would not. To be competitive, we would necessarily buy bills in some
quentity and so make our rato effective, and then m would certainly hear
from our own members. '

2s Tour letter refers entirely to the business of one or two
Americen bemks. 1 had in mind nmot only the business mow being done or
contemplated through American branches, but also the buseiness of those
A.;nerim banis that are now dsaling through correspondents in the Argen~
tine and gredually working up & valuable bnsl@. No onc can avoid the
conclusion, after looking over the bills now coming to New York, that
Ameriecan institutions are doing an important and growing business there
through the German end other South American banks, which might be dis-
turbed by our appearamce in the markete 4

3. Our objection to acceptors hamdling their own bills ean hardly,
at any rate for th§ present, extend to banks which have agencies or branches
in foreign countries, so long as those banks market thelir bills, once they
reach this comntry and are accepted. That is & common enough practice every-
where and can hardly be otherwise with us just now because an institution
like the Ratiomal City Bank which is blazing the way abroad must naturally
make the market for its own bills at the point where they originate. The

objection to thie practice really exists in this country after the bill is
accepted rather than in the foreign market where the bill is drawn. The
National City Bamnk in fact has been distributing its own bills through the

EodaralPRasonca RoplefSt loygis - .. ..
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To - Hon. Paul K. Warburg. Harch 27, 1917,

City Company and is not particularly liable to this charge. As there
will soon be two or more branches of American banks in Buenos Alres, the
situation will be materially improved, unless I am very much mistaken.

4. What you say sbout drafts coming to I«~‘fork with only one
foreign pame is mot guite the case, even at pram unless conditions
have changed since 1 minlurorx. nut ofthofhul- that we get al-~
ready bear the obligation MtﬂemmlrﬁUrﬂm obligation of at
least one bank in the Argentine, mruﬁtmmw of one
American bank which unﬁnsu the correspondent of mmtm banice
This iamsmmmommrmnu-muwto
wobcfoumﬁppomtntum A typical case in
England to illustrate this would be about as follows: Take a bill drawn
in Caleutte by an Indign exporter on such a flmm as Fredorick Huth & Co.,
London, covering export of jute. The bill would be drawn by the exporter
to his own onder end the first endorsement would be the exporter’s, with

" imnediately below that an exemplification enforsement in Mglish. The

next endorsement would be by say the Homg Kong & Shanghai Bank which had
purchased the bill and which gyaranteed the exemplification. The Hong iong
Bank would obtain the asceptance of Huth in London and would immedistely
soll the bill, say to the National Discount Company. The National Discount
Company, in the rare case of its discounting the bill with the Bank of
England, would furnish its obligation in » genersl letter. I have seen &
great meny bills in Londom of just this character and they are almost iden-
tical with those which are now being received in New York, which would bear
the following obligations, say on a hide bill:

Federal Reserve Bank of St. Louis PRT Pt - ar et
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To - Hon. Paul H. Warburg. March 27, 191%7.

(1) The Argentine Hide exporter as drawer and emdorsors

{2) The British Bank of South America.

(8] The American acceptor (which might be & bank or hide
importer )t

(4) The endorsement of the Guaranty Trust Co. or Bank
of Hew Yorik.

(6) The broker as to statutory liability.

were this bill drawn on the National City Bamnk and purchased by its
agency in Buenos Alres, we would lose the endorsement of the South American

Bank, Nor dc 1 see how that could be controlled by our endeavoring to buy

bills through the Sanco de la Nacion Argentina, wnless we under-bid the
Hational City Banmk for bills of this character, througn the Banco de la
Nacion Argentina, and that is just what we ought to avoid at the present
stage of development, as I view ite.

1f your observations in South America convince you that it is
necessary for us to buy such bills down there in oxder to introduce dollar
credit;. 1 am convinced that a safer way for us to introduce ourselves
into the situstion would be by first discussing the arrangement with those
American banks that have displayed enough enterprise and vublic spirit to
spend the money and take the risks of opeming offices in the Argenbine.
You say you think it might be a2 welcome facility for us to be there qbtiu
rates, etc, 1t will be easy to ascertain that by conferring with thems

S 1 feel very sure that I am not exaggerating the abiliiy of the
Reserve System to drive our odpetitorc out of business abroad, so far as
purchasing bills is concerned, if we develop these facilities and use them
to establish lower rates than theirs. To get at the facts in this matter
it would be mesm for us to mectiéta the whole subject of rates,

Digitized for FRASER not hose at which we could buy bills but those at which these various South
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““Po - Hom. Paul M. Warburg. March 27, 1917.

American banks are mow buying bills. That I would strongly urge my
associates to do at once.

6+ I1f the Banco de la Nacion Argentina agrees to buy bills for
@ at market rates (instead of at forward rates which we would quote),
we would in effect have a branch or agency in every town and city of im-
portange in the Argentine. There is no escaping ﬁm: conclusion because
our agent would be bidding for bills at market rates whenmever bills
originat8d in the Republic. I su sure that our own member baks would be
greatly ‘dincom'aeod by any such development.

7. 18 to special safoguards, | Wwould be quite willing to see
our Argentine arrangements based upon z treaty, if you feel willing to
defer this matter mtil such tr&_'r‘.y Y Be prepared and negotiated.

8. You are i steken inrem t0 my anxiety in regard to the
contracts with th‘esanlsof fngland and the Bank of France causing me to
overlook the treaty matter. The question was not avorlobked, but, so far
as 1 was concerned, ss I explainéd to you long ago, the suggestion as to
a treaty basis for these arrangements wes abandoned as thoroughly imprae~
ticable during the period of the war, my own ccmlm;n being that a
better arrangement dould be nagotiatéd at the present time rather than
later, so far ag terms, ete., were concerned, and that such an arrangement
as we might now establish would not in any way interfere with the later
gegotutm of a treaty.

9. My suggestion about the purchase of sterling bills was based "
upon a desire to give real life t0 such relations as we established with
the Banco de la Nacion Argentina. It would give the South American drawer
opportunity %o convert sterling bills into dollars in order to have bal-

Federal Reserve Bank of St. Louis
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To - Hon. faul M. Warburgs Harch 27, 1917.

ances available to pay for his imports from thls cowmmtry out of the
proceeds ofpalooorg;’om in England., Ve would expect the Banco de la
Haeion Argentina’to endorse or guarantec such bill but, of course, it
would involve some special arrangement with thse Bamic of Bngland as to
thelr handling. Ve could mot expect the Bamk of England to make any
guarantees on such bills, and would have to rely upon the Bamce de la
Nacion Arzentina t0 reimbupse we in case for any reason such bills, or
their proceeds, became unavailabls to us in m. 3 m no reason for
your oonolnsio# that nothing can be done in that comneetion at this time
because sueh bills are umdoubtedly being drewn in considersblo quantity,
and the omly real practical difficulty would be in mechanical arrangements,
suoh a8 mall tims, etoe, all of whlgh Would have to be studieds

Now in conclusion let we say that 1 look at the whole matter in this
way. [he arrangement should bo made with the idea of dolng business and
not merely to have a dormant and sterile sccount. To make the account active
and of value in its relations to exchange rates we certainly must contemplate
carrying comsidersbls balances in the Argentine, whicH would be a dead loss
to ue unless we purchased bills there. Ve are forgced to purchase uii- tuun
in arder to cmploy our momey unless we ars willing to consume our balances
by buying bills drawn on Wew York. Should we decide to buy bills drawm on
New York, we will to a greater or less extent compete with our own banks.
1f we deliberately intend to compete with our own banks, we should first-
mako an effori to enter into such srrangements with them in that regard as
would avoid doing them an injury and likewise doing ourselves an injury at

home e
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The suggestion that our arrangement might be confined to the
custodianship of gold, etce., would be found impracticable because such‘
arrangements are already in operation successfully with other American
banks which undoubtedly give fﬁcilitias whic'zh we camnot give, such as

" allowing interest on balances, extending credit, opening commercial
oredits, buying Argentine securities, otc.

1 would like exceedingly well to discuss this subjeet with you

befors final steps are taken, but meantime fon't forget thet this is a
metter iv which 1 am most interested, almost more than any other develop-
ment of the Reserve Sysiem; znd want to sse constructive progress made.

Faithfylly yours,

Hom. Paul M. Warburg,
Federsl Reserve Board,
Washington, D. C.

Bs/cC
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Denver, Colorado,
March 27, 1917,

Dear Warburg:

I have just had a delightful visit from Delano &énd it was hard
to let him go. 1 won't recownt in detail what we did for he will be in
Washington almost as soon as this letter and tell you himself, but I
an sure that the report he got from Dr. Sewall wes satisfactory to him

and hope it will be to you and the othors.

Mother writes me of your doings and I am s0 glad that she and
Mrs, Warburg.have had opportunity teo get better acquainted.

Bvery time I look at our stabtement from New York I want to go
home. Our reserve ig ump to nearly 89%, for which I am blaming you a
good deal because you are the determined, consistent, irreconcilable
reaftionary and, if I do say it, you have been able to buffalo those
partners of mine in & way that you could never buffalo me were I on the
Job. 'You had better get lots of exercise and fresh air and strengthen
up beforq I get home for then you are going to be in }or it.

My best to the family. Please tell Hrs. Warburg I wiil be
writing her goon with 211 the latest personal news.

Best regards to you old man,

Faithfully yours,

Hon. Paunl M. Warburg,
Federal Reserve Board,
washington, D. Ce
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Denver, Colorado,
April 9, 1917.

Dear Warburg:

Meny tizmka for sending me a copy 'of your address on "Government
in Business”, which 1 enjoyed reading very much indeed, but why didn't
you give me advance motice that you expected to be in Chicago on the 7th,
for 1 would certainly have arranged to have a visit with you there and
hear you deliver the speech.

The thing that delighted mo most was your unqualified statement

- about citizenship. Your friends will be delighted, all of them, to read

of your having made this plain statement publicly and 1 predict that you
will be more comfortable and ‘contentea in your own mind for having done
80.

I suppose you are all execeedingly busy, but I woumld like right well
to have a line now and then, telling me of your plans.

Best regards,

Faithfully yours,

Hon. Paul M. Warburg,
Federal Reserve Board,
Washington, D. C.

~ Bs/c

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




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

deral Reserve Bank of St. Louis

Denver, Colorado,
April 17, 1917.

Dear \/:a:lmrg.

liany thanks for yours of the 10th. I have not been wriﬁng you
mach lately becsuse I know how busy you are and then 1 have been putting
in considerable time on the links and have made one short trip with
friends to Southern Colorado. HMother has written me of her visits with
you and Mrs. Warburg and 1 am delighted to feel that you imow each other
better and, persomally, au exceedingly srateful to both of you for the
n;any hogpitable attentions which you showed mother dwring her visit in
Wasghington.

Of course you understand my anxiety to returm. 1t is going to
keen me vretty unhappy to remain hore very much longer and I really think
that the call of duty is getting too strong. This guiet period at the
bank is just the time wi;ah the last finishing touches should be put on
the orgenization and In those matters I regret to confess that 1 think
the boys at the office a;'e not at their best. A ft.a'.v weeks' punching 1
think would do the T¥ick, if I comld get back for the ;urpose, and then
again 1 am mopt anxious to sce Lord Cunliffe during his visit in this
countiy.

I hear that your Chicago address was a2 great success and that you
were received with enthusiasm; this is most gratifying. Also I learn that
the State banks and Trust conméniea, both in Chicago and New York, are
again beginning to take notice and we may before the year is out see the
solution of that most puzzling problem well under way; let us hope so any

Waye
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To - Hon. P. . Worburg. April 17, 1917.

About Argentina, we will have opportumity to discuss matters
long before final arrangements are possible. leantime a letter has gone
forward which I really think will opeu the door to everything that you
have in mind in the way of banking arrangements and if not, let's you
and 1 get busy when 1 return and see that gverything is done, Thank yom
for sending me copy of Mr. Davis® letter.

liother writes me that Jimmy wants to go into the submarine gervice.

Don't let him do it. Personally, I thinc a boy of Jipmy's very unusual
_ability can be of greater service %0 his country by avoiding those branches
of the serviece thet roguire leomg technical traiming such as the navy, and
that his real place is im the imfantry or pessibly the artillery K because
there the ability to mensge men is of the greatest value. Ben is in Com~

pany Ls of the 2nd New Jersey Regiment, and has been mustered into the
Federal services He is now stationed at Camdem, N. J. and 1 want o see
him passe his examinafiqnn and get a commission as soon as possible.

Best luck to you, old man, and don't work too hard.

Paithfully yours,

Hon. Paul M. Warburg,
Federal Reserve Board,
washington, D. Ce

BS/cC
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Denver, Colorado,
April 23, 1917.

Dear VWarburg:

m———— \

A great mamy thanks to you for your newsy letter of April 20th.

I am so delighted that Jimmy is in training that I really cannot eu:prou.
my feelings strongly enough, although I kmow what a very severe shock
it must heve given you and Nina.

About my return, 1 have almost decided to meke a flying trip to
New York and then return here at once, provided arrangements &re made in
regard to a brief meeting with Lord Cunliffe, and to have a little chat
with the men at the bank, 1t would only %ake a week or ten days and as
2 matter of fact I am perfectly fit to come back mnow.

What you say about the financial plans is just exactly what I
have been gathering out here from various reports that reach me. Both
the $50,000,000 and §200,000,000 loans were badly handled - rather on
a cheese paring baail,\ than & good, broad basis of statesmanship. 1 was
grievously disappointed gbout it.

What you write about temporary borrowings is exactly my own
thought and 1 have been writing almost daily to the boys at the bank,
asking them to urge this policy of short borrowings whenever their views
were asked., It is the one way in which these large Government borrow-
ings can be safely conducted without disturbance to the money market.

The Trealaury should have bills on sale at the Reserve banks all the time,
the rates to be fized by the Secretary from time to time to meet the market.

Then when permanent loans are placed, one hand will wash the other and mo
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To - Hon. P. M. Warburgs : April 23, 1917.

disturbance result, the money will be disbursed as rapidly as it is
borrowed and the machinery will work smoothly. Any other course will be
the height of folly and will lead to a &istly disorganization of our
country's business and finance.

You always amaze me in your comments about Jack jlorgsn. He's
got a2 heart as kXind as amy humanbeing can have, but just the same is a
good bit of a chip off the old blosk superficially. In any event, Jack
was not to blame personally for the faux pas and as that is all past
history, it should all be forgottem and everybody play the game.

1 do not fully agree with you about a twe billionm loam. You
are looking at that metter from the standpoint of New York. A 3-1/2%
bond is ébsolutely unattractive to bamks, institutions and investors in
all sections of the country west of the Alleghenies, or one might say
outside of Hew England and New York and Philadelphia, with the sole ex-
ception poseibly of Chicago, and would have to be sold purely on patriotism
rather than on an 1nveétm\u1t basis. My feelin: is that one billion would
go very successfully and then sell at a premium. To crgﬂ beyond that is
to risk the possibility of a premium which is the absolute essential of
subsequent success.

Abont the Gnaranty and Bankers, 1 have been writing some of my
friends, punching them up 2 bit and hope that between your efforts and my
own, we may get action. The whole state bank situation is coming along
fine, but these miserable little country state banks are still raising
Cain about checi collections and seem to be particularly active in our

district. I an afraid Thrawls is largely responsible. Notwithstanding
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their"activity. 1 have urged lr. Treman to pursue our policy relentlessly

for the time has now come to get this misemblé guestion behind us once

and for all. I1If you can only keep Congress in line, we can get these

New York state bankers in line, I think. If I were you and your associates

» 1 would put the issue saquarely hip to Congress, urge them to have enacted a
law which contemplates par collogtions and tell them that it is a very small
percentage of the banks that want to charge exchange and legislation "egaliz-

ing it would now make it wniversal instead of as in the past. confined to

those few banks that were willing to charge all the tvaffic at par, and
Congress should decide and deside at once whether we are to have wniversal
par collections or mmiversal exchange charges.

Once more about Jimmy, 1 sammot tell you how delighted I am.
You and Nina have don¢ 2 very wise thing, as always, and mo one rejoices
more than I do. \

Best regards to you and the family,

Feithfully yours,

Hon. Paul H. Varburg,
FPederal Reserve Board,
Waahington. D. Cu

N BS/cC
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Denver, Colorado,
April 22, 1917.
\

Dear Warburg:

lany thmks for sending me the printed copy of your Chicago

address. I have just been go;ng through it again and once more 1 am
impressed with the sikill and thoroughness with which you do that sort
of thing. 1 cannot tell yon with what extreme delight 1 have read
the first part of it.

Wow that the development of the Reserve System has ré"olved
itself %o omly one or two sharp and well defined problems, the rest of
t‘he deovelopment work practically being complete, 1 can understend the
great satisfaction that you get in looking at our halance sheet. Little
did amy of us realize that two and a half years could accomplish such
great results. Beyond everything else now we nced to have the Seorotaﬁ
of the Treasury show his confidence in the System by turning over to the
Reserve banks as lange a share of the fiscal agency business of the Gov-
ernment as is possible wnder present conditions - our prestige will them
be fized for all times. ¥

1 am s8till hanging on here, playipg golf every day, with = feeling
nevertheless that 1 should be home. I can really leave af eny time, but
will stay on awaiting word that 1 am really needed. I hate to mn the
opportunity of having some part in our financial arrangements with the
allies becauwse the Bank of England and the Bank of Frances understandings

fit into that situation so perfeetly. I hope that you and your associates

Federal Reserve Bank of St. Louis
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will not deprive me of the opportumity of completing that important
worke
Best regards to youm all,

W

‘aithfully yours,

Hon. Paul l. Warburg,
Federal EBeserve Board,
Washington, D. Cs,
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Denver, Colorado,
April 24, 1917.

Dear Warburg:

I had & talk by telephone with NMr. Jay last might and he ex-
plained to me very roughly the scheme for handling the proceeds of the
ghort loans now being made for England. My understanding is that the
money raised from each Reserve Distriet is to be placed to the credit
of the Bank of England at the respective Reserve banks. From this 1
gather that the Bank of England will draw on all twelve of the Reserve
banks.

The principle of having the money deposited in the District where
it is raised is, of course, thoroushly sound but I would greatly regret
to see an arrangement made which would result in the Bank of England
drawing on twelve depositaries in this country. New York is the exchange
center and, of course New York under the proposed banking arrangements
abroad is the place where these drafts should be cashed and the account
normally would be run. Could not this plan be mdiﬁe?. so that pro-rata
withdrawals would be arranged through the exchange accounts which we now
carry with the other Reserve banks and as rapidly as the Bank of England
draws on the Federal Reserve Bank of New York, we, in turn, would appor-
tion the withdrawals from the other eleven and exact a weekly settlement
through the gold settlement fund?

1 camot help but feel that any other arrangement indicates a

certain regard for political and sectional consideratioms, rather than
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To - Hon. P.H. Warburg. April 24, 1917.

response to sound business judgment. If you can have the arrangement
worked out roughly as I suggest, it will be much more satisfactory 1 am
sure to everybody and save a lot of bother.

Faithfully yours,

Hon. Paul M. Warburg,
Federal Reserve Board,
Washington, D. C.

Bs/cc
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3. Paul M. Warburg, Bsq. 5/9/17.

in regard to the amounts of subscriptions being received are regarded
as dangerous and possibly misleading and it is having a tendency to
discourage people from taking an interest in the ‘loan and, in some
cases, has caused possible subscribers to delay subseriptions which
otherwise might be made. I do not feel competent (o make any
definite suggestion on this point, but if experienced men are of this

view it seems to me that it should be regarded by the department.

(6): 83
Mr. Kenzel hands me the enclosed memérandum of 2 conversa-
tion with ¥r. Ickelheimer. There is mmch in his suggestion, but I

would nbt'daro recommend until the amendments relating to our Federal

reserve note issue and gold reserve have been passed., If they are
passed I think I would be inclined to recommend that Federal reserve
banks be suthorized, during the period of the war only and for a
‘ limited period after the conclusion of the war, to make loans up to
50% of the par value of war loan bonds and certificates of indebted-
ness;. but snch privilege should be exercised with the utmost dis-

cretion.

COORDINATION OF RESERYE DISTRICTS:
Members of our commitiee have suggested to me that it is

highly important in the early days of the campalign that the right
kind of cooperation exist among the reserve districts, so as to avoid
publication of important decisions or news in one distriet in advance
of another; so that effort may not be duplicated, and so that the
handling of the funds resulting from the subseriptions will be worked

out so as to avoid disturbance of the money market. If you desire

Digitized for FRASER

htti://fraser.stlouisfed.org/




Digitized for FRASER
http://fraser.stlouisfec




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







Digitized for FRASER
http://fraser.stlouisfed.org/

Denver, Colorado,
May 17, 1917.

Dear VWarbueg:

I had a fine trip west and after submitting an account of my
performances t0 Dr. Sewall, he and I are both satisfied that no harm re-
sulted from my visit. I put on amother six pounds in the two weeks and

now welgh 162; this is really the barometer.

I am writing particularly to thank you for everything that you
did to make my trip satisfactory and perticularly to meke it safe - maul
Nina certainly kmow how to do those things and 1 feel werlutfne}.y grateru

Just a word about your own work. My visit to Washington opened my
oyes a Dit as to the many difficult and trylng features in the present sit-
vation which at times have ceused you worse than ammoyance. Don't let it
influence your attitude a particle; you are doing a grend piece of work in
a noble cause and later ;n when the dust and fog blows away, the country will
wake up to the fgzot that you were big emough to recognize your oitimmz_p as
souing dyove everyiing, “Mmntils these atmoysnoee hish sve Srifiing fa
comparigon with the great emd to be accomplished simply 2dd value to your work
end 1 do hope that you will mot pormit yoursell to be disheartened or du-
courzsged in the slightest degree.

I shall see you by about the first of Jume for 1 am perfectly satis-
fied after my short trip east that for a month at least my duty is in New York.
Aﬁertbazl may take your suggestion and move down to the country, where 1
will be in striking distauce of both New York and Washington.

Federal Reserve Bank of St. Louis
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To - lir. Warburg. liay 17, 1917,

I spent lMonday in Chicago, met the Liberty Loan Committee and the
officers of the Reserve banks and tried to give the situation there a little
punch., They are making good progress, displaying great energy and 1 am con-
vinced have a good committee. Their organization had mot progressed guite as
far as ours in New York, but was moving ahead rapidly. I am writing you
separately with one or two suggestions about the great problem of clearing

the loan when payments are made.

With best regards,
Faithfully yours,

Hon. Paul M. Warburg,
Federal Reserve Board,

Washington, D. C.
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Denver, Colorado,
Mey 17, 1917.

My dear &‘f—g}

1 have been spending all of my leisure moments considering just
what is going to happen in comnnection with clearing the payments for the
big loan, and wuat to give you the best views that I can express right now

because I think some action will be required by the Reserve Board to insure

a successful operation:

There would be little nced for concern if payments were to be
made only in installments on the schedule provided in the prospectus, but
the provision for anticipating payment in full presents the possibility of
a2 very large payment within a short period. The total might be ome billion
dollars, or even more. In that event considerable strain will result and
I think the course of development 1is likely to be about as follows:

Preliminary to‘ payment being made, interior banks will begin to
withdraw balances from New York in preparation. Those balances now exceed
$1,000,000,000 and the withdrawal may force the big New York banks to re-
discount heavily with the New York Reserve bank. The adoption of the amend-
ments to the Reserve Act will serve to protect our reserves to some extent,
but the rediscounting rmy be so heavy as to force New York to put some of
the load on the other Reserve banks, who will grow correspondingly strong as
we grow weaker. It secems to ﬁne, therefore, necessary that arrangements be
made at once by which the New York Reservé bank can rediscount upon an agreed
schedule of division among the other eleven bamks and at a rate to be fized
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To - Hon. P. M. Warburg. _ May 17, 1917.
now in advance and without the possibility of any demur or delay om the
vart of the lending banks. 1t seems to me the Reserve Board should anticipate
thie situation by sending notice to each Reserve bank and by taking appi'o—
priate prosedure to fix the rates. When the payment is made in each of the
twelve districts, the strain will begin to turn the other way and as rapidly
as money is moved to New York for the purpose of loans to allies and payment H
of existing obligations, withdrawals from the interior Reserve bamks will be &‘
heavy and at the same time the memwber banks throughout the comntry will doubt- F:
less find it necessary to rediscount Mly with their Reserve banks. We, ]
at the same time, in New York will grow correspondingly stronger, comsequently [
we will take up the loans made by the other Reserve banks and gradually as ?
the strain increases as our resources grow, we should rediscount for the other ‘
Reserve banks just as they did in the first instance for us. This leads me |
So She Abimbasken SaAl Ak mead problem is the reserve problem of the Reserve |
banks themselves and instead of shifting immense mmsses of gold through thn
gold settlement fund, with a resulting distortion of our statemente that will
not look good, it womld be much better to effect the shift between ourselves
by a 1liberal policy of rediscounting, each bank, of course, holding the ﬁwr
en pension for the bamk which makes the advance. I spoke of this to the Ex-
ecutive Committee of the Chicago Reserve bank and they seemed to hold much the
views that 1 expressed and were entirely willing to do everything necessary |
when the time arrived.

One thing that» puzzles me in our situation is the means for pro-
tecting our gold reserves. 1 do mot see how it can be done effectively with-
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To - Hom. P, M. Warburg. May 17, 1917.

debits and credits on our books, in addition to the adoption of a plan by
which Pederal RBeserve notes may be used for settling balances at the Clearing
House, particularly in New York. To facilitate theose matters 1 believe it
would be most desirable to provide for the issue of Federal Reserve notes for
use by Clearing Houses in large denominations. Could not such an act be passed
by this congress?

Has the Seecretary of the Treasury aceepted the doctrine that the
government must pay_e:clnnge on checks drawn on country banke in payment for
the new loan? I do mot see any other way of handling the mtm' as the
Hardwick amendment stands, and the amount will be very large, as you realize.

Won't you write me your views about these matters?

Yours very sincorely,

Hon. Paul M. Warburg,
Federal Reserve Baaikg,

Washington, D. C.

BS/cc
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Denver, Colorado,
Hay 22, 1917,

Dear Warburg:

Many thanks for yours of the 18th. Of course 1 realize how
exceedingly busy you have been and recognize your handiwork in much
of the material that is now coming forward from the Hew York office.
These are great days and I aﬁngladthatyonmpemittodtoba on hand
during the yeomans' services. What you say about the Hardwick amendument
is exceedingly intarelfing. It was a vicious, selfish and nnl;atriotio
manouver, to which I anm gorry that Hardwick allowed hiumself to be per-
sﬁaded, but let me once more repeat what 1 kmow you are comscious of more
than any others in Washington, - that those amendments must pass if we
are going to see our ship in goed shape for stormy weather.

1 shall be ‘1n New York on Wednesday of next week, ready for
another bout of a few weeks and then hope to get away again. It goes
without saying that I will see you in Washington. Don't bother to write
when you are so exceedinzly pressed, umless there is something important
in vhich I can be of help. ’

1 au leaving in a few minutes to act as one of the committee
to meet Secretary licAdoo, who is to make an address here this afternoon
and attend a dimmer. He will have an immense audience I am glad to say
and an enthusiastic welcome. Denver seems t0 be stirred up with real
war enthusiasm.

Faithfully yours,

Hon. Paul M. Warbnrg,
Federal Reserve Board,
g&mmon. D- c‘
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- Dear Mr. Warburg: | o?/7_1/

-3 1917
 Sweened Bumeve e

Hay 3lst, 1917.

!

=)

¥rl Jay has shown me your official letder in regard

%o rate for ome day loans and I am writing to inquire whether

the 4 7 maximus limitationeannot be eliminateds. Surely, with
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your vidp experience of the money morket ‘in New York, you will
appreciate that the nniinnn ru%e ag determined by the Board
has no ralation 'hl%avof o eoudiiious which may have to be
met and that the conditions in this matter may be such as te
make it ﬂxtcndllgib unwise to surround our dealings with the .
momey market in sueh conditionms '

Siuncerely youre,
! P

d.mnﬂr .

Homorable Paul . Warburg,
Vies Governor, Federal Reserve Boarda, -
Washington, Ds Cs

8/v6u
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 PEDERAL RESERVE BANK ~ BS:VCH (SEND TO FILES)
T ; b ; .
G 2o W@“’t YRIGHT LETTER b

““,*z\%‘\"COPY OF TELEGRAM 4 Y
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Juns 6th, 1917,
Hom. Paul M. Varbueg, -
Vice Governor, Federal Reserfe Board, i
Waghington, D. C.

A ruling that discounts feor member banks for benefit of state banks must
be accompanied by notes of customers of state banks given for purchasing
or earrying Liberty Bonds would seriously impair the ability of mational
banks to assist state banks and their customers for following reasons:
First, Savigs banke would berrow for own account and could not furnish
customers notes. Second, Trust companies frequently take genersl liabil-
ity agreements instead of notes from customers and many may meed te bor-
row for their own account, Third. Many state banks doubiless willing
to borrow for their owm account secured by their own bonds in order te
accomodate customers but will be umable 1o obtain customers assent teo
repledge their notes. BStop. Hope that ruling will be brozd emough to
8- imclude motes made by nonmember banks without deposit of customers.

Whaiai Mo
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July 16, 1917,

¥y deer Mr, Verburg:
e are agein experiencing hoevy demsmds for loans, sn inoresse of
$2§,000,000 neving taken plose to-day, ss shown in the follewing 1ist:

Bellston Spa Nat'l Bk., Ballston Spa, N, Y. § e | 50,000 15 aays

lNorchants Natiomal Ek,, Wew Yoxrk, N, ¥, 900,000 1,000,000

Hat'l Bk. of Ogdensburg, Ogdensburg, N, ¥, 50,000

Chase National Bami, FNew York, N, Y, ; 3 10,000,000

impricen Exohange N, B,, New York, W, Y, . 6,000,000

Nationsl City Bamlk, New York, ¥, Y, 15,000,000 . 20,000,000

w m.l u’ h h*’ n' !. m'om m.m

Rat*l Park Bank, Hew York, N, ¥, 2,500,000 2,500,000

First Natiomsl Bemik, New York, N, Y, 54,000,000 15,000,000

First Nationsl Bank, Greemwich, N, Y, 204,000 10 days |

Pirst Naotiomnsl Bamk, gilver Croek, N, Y, 10,060,50 Rediscoumts

Dundee Not'l Bank, Dundee, N, Y, , 1,518,75

Port Jorvis Nat'l Bik., Port Jervis, N, Y, 18 ,000,00

Port Jervis Net'l B, , Port Jorvis, N, Y, 11,000,00 Cell. Note

'-m c.. N, '.. m.' ’. Y, ! ’,m.m M
. First NHatiomsl Bamik, Forestville, N, Y. 8,850,70 Rediscounts

lionroe Hationsl Bemi, Nonroe, N, Y. ’
T B0, 000 Wswﬁ
Our purchoses of egoeptamces smoumted to $10,692,000, but we. N §7 .667 4000

romning off our own account amd 6,168,000 for other Federsl reserve benks,

whm»tmnmmwnmmmmmnﬁnu-
sulting Int eredit of $10,900,000, ’ §

There is & very gemeral imterest in the chrmges which have been mede in the
Tew York Clearing House bamlk statement, m,uulliuumm,mrmuy
dsy, I was asked seversl times to explein the ohomge, The high call momey retes have
prastically stopped the sale of gommercisl peper for the moment at least amnd the
brokers are eager seekers for light as to the why and wherefore,

wmwmmum,mzqmawu% The
major portion of the loans were mode 2% 67 though ebont $10,000,000 is reported to

have losmed ot the higher figures, mu»mmmmmuﬁ-

igitized for FRASER

ttp://fraser.stlouisfed.org/

ederal Reserve Bank of St. Louis



_.SERVE BANK

=1 . _«EW YORK .
B e Pederal feserve Board mY

to the withdvewsl of Govermwent deposits, The heavy inoresses in our 10om 8oe |
Sount show that they eze taking steps to hendle tho situstion,

:ummm%m&wummmummmm
day and expeot to forwerd more during tho weel, |

Very truly yours,

{

A\

Homorable Pml M, Verburg, ‘ ]
Vice Covernor, Federsl Reserve Sonwd, | j
Weshington, D, C, | | i
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FEDERAL RESERVE BANK
OF NEW YORK,

Dear Uy, Harburgs

Our loam scocunt has boen dimdnished to-day by prraxinately vl y000e000
with the following transactions; |

- R P

Chonieal Nat'l Beni 45000

Fivet National Bank §15,000 4,000 aw.woﬁ

Hatioual City Bank 20,000,000

m.:x Pagric l;t'l e :.sqo.m 2,500,000

Second National Eimira, 4, g - 66,000

Semerset Hat'l Bank, Dawker, W, T. 5,460

othor bouis® maturing blils of #975, G0,

‘md.mas.mmmmm. m-ommywummqm
roquirenents but mo tine money, mmmumumdwm
umuMnWMMMﬂrmmmm vhnllﬂl-
mummwummwm,mum-m
mawmmmmmmw.

wmxummmmnﬁ%mw-&

ﬂh-mmmmmoutmmuumudl/lthM
it

}
|
i
‘ mwwmemmmw.mommmm ‘

e

\
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mwa'm
umm.pnawwa,m.mupmm

trensestions:
‘ Bk patd Y
: L ]
froricen Exphenge Nationsl Benk,

H, ¥ $ 5,000,000 § a.mo.ooc.oo
unt“ ft:?mx' 3 a:u;, Hew Yovk, 10,000,000  10,000,000,00
Chemfosl 1 Bemk :

oo htl?;' m:-n Bexk o
'm snd Phenix \ : ”
- Hew York, H. V. : 2,0004000400

Hotionsl Purk Bauk, New ma:, Haley 2,600,000  2,500,000400 it
Hotione) Pavik Semik, " 1,126,318,81 [ -
Liborty Hat®l Bamk, " *

"

Pivet Jat®l Bame, Silvor Creek,’ ,::l.ll -

Dundee Dundee, o l‘m’-’l‘“ N

Not'l Benk of w.ugm. S | }
Lembortville, B. Y. W, e 1

Piret Kot'l Benk, Greemwich, N, Y., !

mmumwmu@v,m.mmm
mnnmemmmmmmmm.owmmm
reserve banks, =,
| mwmmowm&ummnduq&

mmwmwnﬁwm aversge 5ifs close 3f.
nmmnmmmwummunﬁuﬂ

ummw' uuuwmmwhsu.xwmm“ Phie ie
pohﬂ;r umm,smuwmnmuw

Federal Reserve Bank of St. Louis . g ) - o e L



onicage, §26,0004000, Fuiledsiphis, 55 Wi i1, Shes e
a ttad o¢ §7,000,000, Our Sabi on $ho WS | -
8 . PG
- u agmoehare bebween §8,0005000 #nd §38,000,000
m .l_h,mmﬂmmmuhotaw,m
ve 4l : ﬁ“mmtm

Honosebls Peul H, Varburg,
Vioe Sovernor, Federsl Reserve Boord,
~ weshington, D. G
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Dear Mr, Varburg:

Renowal notes ware given to-day by the National Park Bsak, $2,500,000. ,
Chase Wational Bamk, $10,000,000., Pirst National Bank, $10,000,000., and Second
National Bank, $250,000, |

¥ew loans, or rediscounts, wers as follows:

Herkimer National Bank, Herkimer, W, Y. $22,860,
Florida National Bauk, Florida, ¥, Y, - 12,008, |
North Creek Natiomal Bank, North Creek, W. Y. 8,129,
Second National Bank, Elmira, H, Y. lgg.in,
z.m'

Our purehases of scceptances to~day amoupted to §1,878,000., including
#550,000. , which were taken late yesterdsy afterncom and mot reported in yosterday's
letter., :

Commerelsl paper rates are at 4% to 5%, and brokers roport a good demand
for short paper at 434, with l'“ne available. A large member bank reports purchas-
ing some very choice six months' paper at 43¢, but regards this os an exception.
Call money opemed and vemewed at 6%, average 5%, low and close 4%.

Our gross eredit at the clearing house was m.m,'ooo., but practieally
all of this was against member banks, so that our net oredit was only mgoeﬁ. e
had a debit of 929,600,000, in the gold settlement fund, having withheld from sot-

tlement & total of $74,000,000. Transfers to the Treasurer of the United States
have been made to~day omm: through the gold settlement fund or on our books to
& total of §87,000,000, which with §10,000,000. transferved in the last two days
_makes & total of $97,000,000, which we have roceived, and from which we expect £0
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August 8th, 1917,

PERSONAL.

Dear Warburg:

Thank you for yours of the 3rd enclosing copy of your letter
to Mr. Treman in regard to certain transactions im bills which had been
recently effected by the Federal Reserve Bank of New York.

1 agree with everything you say in your letter with only one

exception. I would not only not sell bills in the market (which was
_done without my kmowledge), but would not even sell any of our port-
felio to the other reserve banks. v

Before leaving New York last month, I wrote Mr. Treman urging
him to adopt the policy of maintaining our rates at the levels then pre-
vailing, anticipating that money would tken ease off and that our port-
folio would auwtomatieally liquidate itself., I further urged him in case
this development did not take place after a reasonable time to consider
raising our rates for \bius in order to ensure pronpt liquidation of our
portfolieo. In his anxiety to carry out this policy: I agree with you
that he has gone too far, but once the matter is discusséd with him I am
sure that all phases of the matter will be undérstood and we will be in
agreement as to our poli_cy in that respect.

As to sales to the other reserve banks, the reason why I think

that is a mistake is because in my opinion the other reserve banks are
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-2~ To Mr. Warburg. 8/8/17.

not liquidating fast enough. There still seems to be sqme lingering
disposition on the part of the management of some of the reserve banks
to "mske money". To the extent that we are Spntributing to that de-
velopment by supplying them with bills, I think we are msking 2 mis-
take and shall hope to see all twelve of the banks reduce their bills
and investments to a minimum within the next 30 days or 60 days.

Of course, we must not overleok the fact that the policy of
the Treasury in placing certificates of indebtedness will have a greater
effect at first upon the New York money market tham upon any other sec-
tion of the country. We have the cheapest money and that money will

flow into treasury certificates before the rest of the country will be-

gin to contribute and then only as the Treasury raises its rate. There-

. fore, there might, to thet extent be justification for hastening our
liquidation by sales of bills & little in advance of similar liguidation
by the other reserve banks.

Wé had just a word about this matter Monday right and I ex-
presgsed this view to ¥r. Treman snd find that Mr. Jay agrees with it.

Sincerely yours,

Honorable Paul M. Warburg,
Federal Reserve Board,
Washington, D. C.

BS/vCH
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August 24, 1917.

Dear Mr., Varburg:

I understand from Covernor Strong that you have received a telegram
fmﬁ-.:wofohﬂuhpoﬂtoﬂummln&hu. mtu-mmda‘
Imttorcportthulnmmuadwmhmuunotmofm

bank at their meeting held last Wednesday.
The directors passed a resolution expressing their opinion that in
the best interests of the bamk lir. Jay ought to stay away until October 15th i

at the earliest, and as much longer as necessary. They also expressed the
vlep that in so far as the bank was concerned, and, of course, without tres-

2 r—

msing}nmmnpmtb:yrimuumofmmmm.ih
directors felt that in behalf of the bamk they wonld be pleased to —
Jay receive a leave of absence with full pay forr the necessary period.

Our directors, ,of course, realize that this matter lies within the
discretion of the Federal Reserve Board and their opinion goes only to the
extent of indicating the 31u that the bank should pay full mb

=
=

Wr, Jay for whatever period the leave of absence is gﬂn;hoa.
Very truly yours,

e

e

Honorahle Paul ¥. Warburg,
Vice Governor, Federal Reserve Bom.
Washington, De Ce e
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ingust 24, 1917,

My dear Nimas
This 18 a business letter, conssquemtly dictated and typowritten.

— .

Some friends of mine have told me of the work that Miss Knowles, %-
JoeSeligmen®s sister-in-law, is doing, and I have been a good desl attracted
by the accounts of her ability amd qualities as a prospective business womam.

It happens that wo are badly im need of help at the bauk in various
ofmdmmu.mun@thﬁntnmﬂﬂtpdwluutnm
with a good fature to it if she happemed to have just the qualifications.
Can you tell me something about her work, her capacity, her health, her edu-
cation, her general point of view with regard to & woman's business career,
m.mmmwmmém.un find a reor” 'mmmu
rarm.mm.pom.mmuumﬂn' g
welfare, behavior and affairs gemerally of some two umdred or mors young
women who are now working in this bamnk. "

Iﬂmm\amdthh letter to'Paul, the Bold,"” and amsking

¥

him to zlso write me on the subject.
Sinoerely yours,

Governore.

Mrse P.&lo Warbarg,

Eartsdale, New Yorics
BS/RaH

Dictated by lMr. Strong
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sugnst 24, 1917

Dear Ge Ko Wez

gnclosed is & copy of a letter which I am address-
ing to Nina, which explains itself,

wbatmmtaluahuttmmhdy.aalmm
she be good material for our organization?

gonfidentially, I might want to train her for a
rather important pesition, if she is equal to it, and I should
want t§ see her amd have a good framk heart-to-heart talk with
her before putting her in training.

. Very truly m"

Honorable Paul M. *
Vice Governor, Dﬁurw Board,
Mingt«m. Ds Cs

BS/RAH

Dictated by Hr. Stromg
t signed in his absence.

Ry P e e -




Auguet 28th, 1917,

PERSONAL .

Dear Warburg:

Thank you for your confidential letter of
the 27¢h regarding Miee Krowles, which I appreciated
very much. We have decided te do mothing further
just st present in this connection, 20 it will be
innecessary to ecarry the metter further,

Sincerely vours,

Honorable Paul w,. Warburg,
Care Federal Reserve Board,
Yashington, 1. C.

viom
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PRIVATE AND CONFIDENT "1 5 197, September 15, 1917.
& é

Dear Iarburg
W I am obliged to send you this line for your personal use only,

although it is & matier of gresi importence to &ll of us.

Aiken has boen offered the choice of the presidency of two of
the largest banks in Besten. In one case I suppose he would receive a
salary of possibly §40,000. or $50,000, & year; in the other case he
hees been offered §50,000, and they have expressed their willingness o
pay $60,000, if he feels justified in asking it,

lNow I want you to comnsider th:?.a in contrast with the action
taken by the Board in regard to the increass in his salary and similar i_
actions in other cases. When his directors proposed to increase his
salary 25,000, a year a short time age, the Board granted it, making it
effective next .Tanua;'y. This, of course, ﬁ noné of my business, but
thet policy, if pursued with Aiken and, in fact, with others in the System
like Curtiis, is going\ to result in the loss of the best men we have, I
feel the same way about Mr. Jey's sslary. An incv;ase of §2,000, a year
is ridiculously ingdequate. |

The demand for ba.nking telent is far beyond the supply. Particx_;-
larly with ths big banks we need high priced men. ‘ I am going to do my
best to persuade Alken wnot to sccept either of these offers, but just as
sure as fate he and oethers like him are going with other banks if the Federal :
reserve bank positions are not made more atiractive by paying ufoqu'.to sal-

aries, Alken is the head of about the la.rgeat bank in New England, and

his salary is only one third’ a!‘ ihtt “umﬁl w m&ank presidents in

e Al A




2 Honorable Paul ¥, Warburg, 9/15/17,

Boston who are the heads of smaller institu‘tionc.. I do not mean by
this that he should receive es large salaries as they do, nor thai that
policy should prevail generally among the Rose;rve benks, but it cer-
tainly should bs measurably nearer what bank presidents get., I an in
dread all the time of the 'possible lom= of our own good men in New York.

Aiken, I am sure, will write or see you about this, and tells
me that he would have spoken of it in Washington yesterday had there
been opportunity, Please do not write him or mention this until you
hear from him,

Yours very truly,

Honorable Paul M, Warburg, :
Vice Governor, Federal Reserve Board,
Washington, D. C,

BS/RA
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FERSORAL September 22, 1917.

Dear Warburg:

You willirecall that we were doubtful of the wisdom
of accepting the application of g certain state banx in this
distriet for membership in the Federal Reserve System. They
were, however, accepted by changing to a national bank. I
now enclose translations of advertisements which are appearing
in some of the Jewish papers in this city, which I know you
will read with interest. I am told that the advertiséments

are printed in Yiddish.

Very truly yours,

~ Governor.
Jha, Warburg .
Vice Governor, Pedera erve Board,
Washington, D. C.
BS/RAR
Enes.
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Novenmber 13, 1917,

Hon, Yeul M. Warburg ¥ ~mar§‘?fifyr—
Federal Reaeirve Board o I?EN§»@~«~‘
Waghinguon, D. C. ) ) A Y Q17

/.: (7 t "3) . - LS o
Dear Wavburg: PP o

. MWany themks for yours of the 7th. I am
not molung to answer it Jjust now as I want to study
the memoranda you sent me and I agsume that the mat-
ter may be kep s;aitinu g Pfow days or will go ahead
anyway. \

I am loafing here, exacily zs you would
advise we to do, =nd while I have apent this morning
cleaning vp routine mail, I have put aside everything
-that noeds any gon’ Lnnous gtudy, incluvding your letter,
and will write you fully Just as soon as I feel like
dolug some serious work, -

My game of golf has improved ‘end very soon
I am golng to write that you and Nina come down herve and
cheer me up a bit,

With wermest regards to all of you, 1no1ud—
1ng the other Federal Reserve Boarders, I am

Faithfully yours

Digitized for FRASER
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January 11lth, 1918,

PERSONAL, AND COMFIDENTIAL

My dear Warburg:
I am exceedingly snxious not to have guestions of precedent
and authority come u» any more than necessary, but I do feel that a

gerious mistake is being made in the way some of these foreign nego-

tiations are being hendled and must rely upon you to straighten it
out personally if we are to avoid the necessity of formal represen-
tations on the subject.

It seems that negotiations of which I wno some time agy:?or-
mally advised were actually and finally concluded through the State

Department with the Argentine Covernment, which have the effect of

imposing upon thia bank a possible gold liability to a maximum of
$20,000,000. -+ Similar negotiations are being conducted with other
foreign countri;s.

¥r. Kent and I have kept in touch with these plans as close-
1ylaa possible and I understand that the Federal Reserve Board is worke
ing on them with the Treasury Department officials but, of course, it
would be most unfortunaste to have thom concluded without our Board
having oprortunity to aet in the matter and then have them disapproved
by our Directors.

In a measure, & somewhat similer situstion arose with the ne-

gotiastions with Baron Megata.
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- To Mr. Warburg. 1¢11:18

Our Board of Directors has delegated and, in fact, the
by-laws provide,powers to the Executive Committee which meets
every day, which will enable prompt action to be taken in any of
these matters prior to definite understandings being arrived at,
and I hope that you can arrange without possibility of misunder-
standing that these negotintions can be so conducted that our Di-
rectors will not be entirely ignored.

I have stated this to Dr. Rowe verbally as it struck me

that he wes assuming that nothing further was required beyond the
knowledge of the Federal Reserve Board of what was being done and
that implied that the approvdl of the Federal Reserve Bank was com=-
plete.

Very truly yours,

Governor.

Honorable Paul M. Warburg, .
Federal Reserve Board,
washington, D. C.

BS¥VCM
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February 15, 1918.

Dear Govermor Warburg: ‘

Replying to your favor of the 12th Matant.-énclosing‘a statement of
the estimates of the amount of advances expected to be made by the various reserve
banks on Liberty loan bomds, it seems to me that the assumption that these estimates "
were misleading is not quite justified.  After the first Liberty Loan was placed

ihe discounts and investments of this bank were reduced to considerably hole'

$100,000,000, at one time getting down as low as §70,000,000 in August. From that
time on until large issues of Certificates of indebtedness wers outstanding, the
bank was called upon to purchsse a large amount of bills and to make a large amount
of loans on Liberty loan bon.ds and certificates (oz indebtedness and to discount
l#rge amounts of paper., On Movember 26th, we were advancing a total of
$308,000,000 upon the security of certificates of indebtedness and Liberty lLoan bonds.
The amount of these advances fluctuated between Hovember 21st, § 253,000,000,

to & manimum November 30th, #346,000,090 , being reduced as low as £23,000,000 on
December 15th and mow standing at $47,000,000 with the sddition of $42,000,000 o€
certificates actually purchased under contract of reéa;le, which is the equivalent
of a loan, making : the advano;a at this fiate in round figures $100,000,000. It
ghould be observed, however, that as the amount of advances oz;.' this charactog de-

créaned, the volume of discounts on purchases of bills increased so that I thimk we

may say that as a result of losns andadvances have been made by this bank directly

on Government securities or indirectly on other securities which will amgorongh-
ly around §$300,000,000, all brought about by the Government's borrowings. I should
say that in general the estimate which was made of from $200,000,000 to taoe,eoo.oéa

{

was about as close as is possible considering the enormous fluctuations in our trams-
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February 26, 1918.

Dear Nr. Varburg:

Your favor of the 20th instant is received. I think ir, Treman's
statement of the possible calls on the Reserve bank in connection with the
last Liberty Loan was a feflection of the eétimte which I had already made
in the office of $300,000,000., which turned out to be substantially accuratec.

In regard to the matter of interest mtea., congerning which Governor
Harding telegraphed last week, this matter had already been taken up by our
clearing house committee &nd a discussion had started along the ggneral lines
of Governmor Harding's telegram. I am not al all hopeful of any agreement
being. reached by the clsaring house committee, or the members of the clearing
house or the banks of New York gemerally., OSome of the difficulties seem to

s

be insuperable. Trust companies have always allowed higher rates than

' national bamks, and both trust companies and national banks allow varying

igitized for FRASER
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rates of interest on different claaées of business, but the lines of dis-
tinetion are so indefinite as to involve a whole revision of banking methods
in New York if the allowaimq of interest on deposits is to be governed Dby
some fized ruling. Another difficulty would be indirect violations of the
rale or simply failare to observe it. ;ﬂxﬁeriénce has sho;m that agreamm.té
of a general and mdefini_te character among the banks in these matters are
ineffeg;ﬁive.’.mless ﬁenalties may be imi:osed upon those who violate theg.
After discussing the matter with a good many bankers, I believe
the wisest course in New York would be to pemmit this discussion to proceed
without any intervention at thie time, as that mighf involve us in a con-

troversgl discussion and in anpartisan attitude towards one or another group.




$2 Honorable Paul M. Warburg, 2/ 26/ 18.

;
As sonn as we are satisfied, as I think will be the case, that no agreement
can be reached, them possibly our intervention with a definite plam, if one
can be dev:laed, will be more effective thl}n"".to join the debate now.

The Bnclosed is a copy of a, letter which I have sent to Mr. Frew,
Chairman of the Clearing House Committee, and which I hope will facilitate

the discussion.

Very truly yours,

Governor.

Honorable Paul i. Jarburg,
Vice Governor, Federal Reserve Beard,
Washington, D. C.

B8/RAH
Enc.
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Correspondence between

Hon, Paul M, Warburg
and

H, R, Ickelheimer, Esqg.

in re

Requir ements of Euro-
pean discount markets
with reference to min-
imum life of bankers'
acceptances for good
delivery

and

character of indorsers.

Copy for MNr, AQQZf?
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January 2, 1917,
Dear Henry:

The discount market is developing very well in New York,
except that the habit exists too much for acceptors to hold
their own paper., This leads to unsound practices and I am
sure you, who know European methods, will be in full sympathy
with what we are trying to develop.

My object in writing today is to ask you to tell me ex-
actly what are the rules of the European discount markets
with respect to the minimum length of bankers' acceptances.
What I mean is this: paper, in order to be good delivery as
bankers' acceptances at the rate for private discounts must
not be longer than ninety days and must have at least a mini-
mum maturity of a given number of days. I remember that in
Germany it was forty-five days. I do not recall exactly what
is the minimum in France and England, but, so far as I can re-
call, it was about the same maturity, I have been trying to
encourage a similar habit in New York, but it has been claimed
by some of my critics that in England and France there does
not exist any such rule. I am perfectly sure that when, in
years gone by, when I still was in the exchange business,
that it was the habit that when you agreed with an English
discount firm to send £100,000 for discount or a million
Francs to the Credit Lyonnais in Paris, the paper you sent
could not be shorter than a certain number of days or you
would have received a pretty lively kick. I should like to
have my views confirmed and would be glad if you would write
me fully about the.subject, or about anything else that might
be of interest.

* ® % %

Very truly yours,

(S8igned) Paul M, Warburg.

Henry R. Ickelheimer, Esq.,
Forty Nine Wall Street,
New York,
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New York, January 4th, 1917,
Dear Paul:

* % %k *

I quite agree with you that a pernicious habit has crept
into the New York market from the first of having acceptors
take and hold too much of their own paper. Investigation has
led me to the conclusion that this was due to ignorance in
certain quarters rather than to the anxiety of being the pos-
sessors of their own acceptances. Once having become a cus-
tom others like ourselves were reluctantly forced into the
unbus inesslike procedure of offering to take their own bills
in foreign countries, as a refusal to do so might reflect on
the strength of a firm as compared to the large banks so eag-
er to buy their own signatures., As you and I are agreed on
that there is no purpose in my taking up your time in discuss-
ing that queetion,

The minimum length of bankers' acceptances that can be
sent to London or Paris as a good delivery, except by prear-
rangement, is sixty days, the maximum ninety days. Occasion-

‘ally if a bill has from forty five to fifty days to run they

will take it at the regular rate but generally speaking the
market expects a delivery with a minimum length of time of
gixty days. On this point the rules governing the two markets
are practically identical., Your memory with regard to send-
ing bills to London and Paris is therefore quite correct and
it is probable that what your critice may have meant was that
there is no rule governing the minimum number of days except-
ing so far as the rate is concerned. The position you take

is entirely correct.

It seeme to me that possibly one of the remedies for
bringing about a discontinuance of the purchase by acceptors
of their own paper would be a rule similar to that existing
among the leading European banks requiring two signatures of
the country where the draft is accepted. Such signatures
however should not include the endorsements of foreign banks
having agencies or branches in New York: in other words
there should be two signatures of concerns whose capital is
in this country, for we all know that agencies and branches
are practically doing their business with deposits or credit
and going a step further another reason would be that it would
not be wise to accept as an endorsement to which one might
have recourse an institution in a foreign nation that might
at some future date be an ememy of the United States.

® % %x %
Sincerely yours,

Paul Warburg, Esq., (Signed) Henry R. Ickelheimer.
Washington, D, C,

Federal Reserve-Bankof St. Llouyis oo .. o w0 o
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January 5, 1917,

Dear Henry:

I have your letter of January fourth, and thank you
very much for your prdmpt and most satisfactory reply,

I should like to get your views quite clear, and
would, therefore, ask you to make it quite plain to me

what you mean when you speak of "two signatures" on the

second page of your letter, I suppose you mean two sig-

natures not including the acceptor. In other words, one
signature - that of the dmawer - and another - that of an
American indorser, "Two signatures of the country where

the draft is accepted", as you put it, would not do the

trick in case the drawer were located in the United States,
very sincerely yours,

(gigned) Paul U. garburg.

Henry R, Ickelheimer, Esq.,
Forty Nine Wall Street,
New York.

Federal Reserve Bank of St. Louis



January 8, 1917,
Dear Paul:

* %k k ¥

What I meant by two signatures calls for an endorser other
than the acceptor, such endorser to be either a member bank, an
insitution or private banker whose signatures are eligible,
This would cover the case of the drawer being located in the
United States unless it were that an eligible name drew on
another eligible name in connection with a commercial trans-

action, as, for instance, Brown Bros. & Co, might have reé

ceived an order to ship coal for the Italian Government and
f' as reimbursement were asked to draw on the National City
‘Bank, Such a case of course is imaginative and you would
have to deal with that as you saw fit.

I understand that the Bank of England has a list of
names whose endorsement they take in connection with the
acceptors' but that bills drawn by one British concern on
another are only taken with great reluctance. The Banque
de France likewiée“requires two French names known to them,

Trusting that I have now made myself c;ear as I really
ghould have in the first instance I remain &

Yours very sincerely,
(gigned) Henry Ickelheimer,
Paul Warburg, Esq.,
Washington, D, C,
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ﬁéar Strong:
Just by chance I ran across the enclosed excerpt from Dr,
Riesser's book bearing on the subject of bankers' acceptances.
This bears out my statement of the other day and the statement
of Mr. Ickelheimer.
We are working at present on our annual report, for which

the Governor will this year take the responsibility. It is

cqming along and I hope in a week or two we shall be through
with it.

Governor Harding went before the Banking & Currency Com-
mittee yesterd;;j;:é had a session with them today, from
which it looks as if our amendments had a fair chance of be-
ing passed in the House. If they get through the House, I do
not think we need expect much trouble in the Senate. However,
I do not want to be over-sanguine before we are that far.

Harding and Delano went to New York day /before yesterday

and came back very well pleased with what they saw in the
bank, and particularly the new vaults. I think their visit
has had the effect of removing whatever there may have remain-
ed of irritation or bad feeling on both sides since the last
intermezzo.

Jay writes me that Woodward at last has reported favorably
concerning Aiken and that he is to write you to take it up with

Digitized for FRASER
http://fraser.stlouisfed.org/
B R




(2)
Aiken, I am much pleased that this matter is now in a fair way
of being disposed of.

We are much importuned just now by importers - particularly

N
SN

from the Argentine and Spain - owing to the fact that England
has put so many obstacles against our shipping gold to those
countries, which is rather a high handed proceeding. It is

somewhat difficult for some of our importers to understand why

| England should find it possible to fill us with gold - and force
us, if you please, to inflate our deposit structure ; while re-
fusing to let this gold which is due us flow to Spain or the
Argentine, so thét they are keeping us out of those markets
with the very banking strength that we are giving them with
our loans. There is one company here that kicks up a pretty
bad row about these things, and its president has appeared be-
fore the Committee Bn Banking and Currency. I do not know
what the outcome will be, but hope it will not mean another
row. I am doing all I can to avoid i%. _ -

What did you say to Lawson? There is a’fine bird for you!

Can't you find him a job in Denver? The investigation itéelf
has become so ludicrous that I do not think that anybody takes
it seriously any more. With all that, it ie a mighty unpleasant
thing to have one's name drawn into the mire as has happened to

some of my friends here. I have been thrown into this thing

too, but in such a perfectly unwarranted way that I do not
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think that anybody has hdd more than a smile for the thing.
However, all these nuisances take up one's time and thought
and that is the worst of it. In addition, as the old Latins
cite, "something always sticks".

Jay appears to be all right again. His voice sounds good
over the telephone.

I hear that Jimmie Curtis was in Washington a few days
ago, though with a bandaged ankle,

The peace outlook is bad again, and I am mighty sorry
about it. /

Vanderlip was here day before yesterday, having been sub-
poenaed, and we had a long and quite interesting talk. He is
expected back in a few days. He shot into me on account of
the British treasury bills, whereupon I launched a torpedo
into his ever-growing "tummy" (he is getting terribly fat) and
I think the end of the comversation was that we both were
satisfied that é%fz%;e—rigﬁgd:%gzﬁody having changed his view,
I believe, however, between you and me, that } gave him a new
aspect of the case, even though he did not want to concede it.

He said that the gravest blunder that we had made (he called

it "phenomenal’) was that we had permitted these Tenewal credits

to creep into the system. You would not say that he says that

because he entertains pro-German views! However, it will

please you to have me say that I think that Vanderlip goes

N

7




(4)

too far in his views, and if we only manage to keep this thing
within reasonable limits I think no harm has been done - quite
the contrary, we may have done some good. L
How would it be for you to write me how you are getting
along with respect to your health? Vanderlip said that he ex-
pected to go out to California in the spring and that he hoped
you would go with him., What does the doctor say?

Jimmie is at present handling freight in a B & O freight
yard, and I envy him the opportunity of kicking things around,

The "vimmens" are well and good natured as always. So
am I - but not always.

With warmest regards,

Always /cordially yours,

Benj, Strong, jr., Esq.,
4100 Montview Boulevard,
Danver, Colorado.
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£+ Senate Document

7 No., 593.
-h‘7 6lst Congress National Monetary Commission,
Second Session.

THE GERMAN GREAT BANKS AND THEIR CON-
CENTRATION

in connection with
THE ECONOMIC DEVELOPMENT OF GERMANY.
by
DR. J. RIESSER.
Pages 289-280-291:

"The firet rank in this line of investment is held by those
bills that are regarded as prime discount bills throughout the

German discount market. Such are the acceptances of the six
foremost Berlin banks * * *, According to the regulations of
the Berlin Bourse (similar ones prevail in Frankfurt-on-the-
Main), these prime bills (or private discounts) must be payable
in Berlin or at a place where there is a branch of the Reichs-
bank, must be at least 5,000 marks in amount, and run not less
than two months no¥ more than three months. However, in fixing
and quoting actual market rates of private discount, no differ-
ence is made between sixty-day and ninety-day bills * * ~*
The Reichsbank,. however, does not buy bills in Berlin below the
Reichsbank rate of discount."” (The Reichsbank rate of discount

is the bank rate - not the private discount rate.)
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COPY.

Draft of letter drawn by

Mr. Warburg for the F.R.B.

of N.Y., addressed to Mre.
Manuel M. De Ariondo, Pres.,
Banco de la Nacion Argentina.
15/1/17.

My dear Sir:

Upon his return from his trip to the Argentine, lr. VWarburg in-
formed us of the conversations which he had had the pleasure of having with
you during his stay at Buenos Aires, and we have ever since been waiting for
an opportunity of entering into a correspondence with you for the purpose
of establishing reciprocal relations between the Banco de la Nacion Argentina
and the PFederal Reserve Bank of New ?ork.

The amendments to the Federal Reserve Act passed by our Congress
in the fall of 1916 permit Federal Reserve Banks now not only to establish
agencies in foreign countries, with the approval of the Federal Reserve
Board, but also to open reciprocal accounts for those institutions that will
act as agents for the Federal Reserve Banks.

We are therefore mow in a position to enter with you upon nego-
tiations upon a basis of reciprocity.

There would appéan_to be two ways in which our banks might be useful
to each other and of service to our respective countries: ,

One is, our placing at your disposal our discount facilities.
American bankers' accepbtances drawn in dollars on our national banks, trust
compénies, or private bankers, are being used freely now to finamce our own
trade with your country and to 2 certain extent, our acceptances are being
used also for the finaneing of the trade of other nations.

We should be happy to enter into an arrangement with you under which
we should secure for you a discount rate good for bills on arrival of the mail,

within a given time; and we should be happy to stipulate these discount rates
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as low as possible to encourage the free use of our acceptance facilities in
the Argentine. We would cable you our rate and it would remain good until
countermanded. You could draw on us by the same mail by which would be sent
these remittances to us, or we could, no doubt, arrange to remit to you against
these remittances to England or France or other points where you might desire

to direct remittances against your balance with us. 1f you shoula wish to

draw on us by cable pending the remittances of acceptances, we could probably
find some method by which this could be done, adopting such way as would enable
us in doing so to remain within the limits of the legal powers given us by
Congress.

The account would be free of commissions; on the other hand, we
regret to say that we are unable %o pay interest on balances.

We should be glad to hear fram you as to whether facilities of this
kind ‘would be of service to you, and upon what conditions you would open for
us an account with your bank.

The other way in which our banks might be of service to each other
is in dealing with gold.

At the present time the remittance of gold from here to South America
is rendered difficult both by extraordinarily high insurance rates and by the
1limi ted amownts that can\be\sent, in view of the insufficient number of sﬁips
sailing from here to South America, and by the limited amgunt of gold that can
be taken by each individual steamer.

1t has occurred to us that we might be of great help to the importers
purchasing goods in the Argentine if we could make mutually satisfactory arrange-
ments by which we could undertake to aceept gold for you (in gold certificates
or in actual gold) and keep it for you ear-marked under lock and key as your
property. We have made similar arrangements for another Government bank and we

are charging this bank at the rate of __ﬁ per annum for this service. We would
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undertake to safe guard this gold with the same care as our own, without being
liable, however, for acts of superior force or consequences of fire or burglary.
We might mention, however, that our vaults are the newest and the strongest that
human ability can devise, and that they were finished only last week and are now
holding hundred million dollars of lawful money. As a matter of fact, we
have been waiting for the completion of these vaults of our own before writing
you. The arrangements for the safeguarding of this gold as your own undoubted
property counld be made to suit yourself. We could, if you preferred it, put the
gold under a double combination, which could be opened only by us in conjunction
with another party, representing yourself - a trust company or a representative
of the Argentine Government designated by you.
We believe that if z20ld could be handled in this manner it would not

only be a great help to the development of commercial transactions with your

country, but in addition, it might be a profitable transaction for yourself.

Because the present high charges offer so large a margin that if the gold were

kept in New York until normal conditions were reestablished on the ocean and
until normal freight and insurance rates were reestablished, it would ultimately
be shipped at a much lower expense and you could count for yourself on the
corresponding profit ultiﬁapgly coming to you.

If there are any other ways in whieh we can serv? you, we should be
glad to receive any suggestions from you and we assure you in advance that it
would be a pleasure for us to do anything within our power to establish with
you relations mutually agreeable and profitable.

1 beg to remain, dear sir,

With assurances of high esteem,

Very truly yours,
Mr. Manuel M. De Iriondo,

President, Banco de la Nacion Argentina,
Buenos Aires, The Argentine.
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WASHING"‘EEgz 1 1917

January 30, 1217.
Dear Strong:

I have your various letters of January 26th and 27th
and am delighted to see from them that Dr. Sewall is so
much pleased with your condition. That is the best news
that I have received in a long while.

I am inclined to think that the Starek dope acted

as a stimulant in your case. That experiment proved,

anyhow, that if a man is a scoundrel, you need only give
him rope enough and he will hang himself. What really
happened is best summed up in this: Apparently he got in-
terested in some mining stock; that he got his financial
affairs apparently balled up; that he introduced some
friends to some Pf the National banks, which made loans

in their own names, but the suspicion is that they were
only dummies - at least that he was interest in these loanse.
He did not attend to business, came late, and was not in a
condition to attend to his job while he wéé there. He ap-
pears physically to be in bad shape and highly nervous.

I give you this story as we received it. He got a leave
of absence and it was suggested to him that he would better
resign, but he insisted in delaying and so finally was

removed. Whether or not some of his Republican friends
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will not try to raise a hue and ory that he was removed
for political reasons or to create room for Malburn, re-
mainse to be seen. Some indications to that effect have
been in the papers. We have not yet acted upon his
directorship becausé_we want to give him a chance to re-
sign. If he does not we shall have to remove hime. It
is a shame that that was not done a year ago. Much good
might have been done in between; but there is no good in
crying over spilt milk-- rather be glad that the end has
come .

I am glad to learn that you feel like coming back.
But do not get it into your mind to come too soon. Get
Aiken here so you will feel certain that matters are be-
ing attended to-:ras they should, and then take your time.
Half a Year more or less may make all the difference in
the future. I} you take your time and go easy, there is
lots of fun ahead of you. I say this even though nobody

/

v

wishes more than I that you could be back at your old dedké@%
As to our correspondence, I really think we ought to

drop the argument, because I do not think we are getting

very far with it. We are not talking about the same

thing, although we appear to be very near together.
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The difference is this: At the official bank rate every-
thing is being taken that the bank takes at all; at the
private bank rate the same rules apply to Government banks
as to private banks. I cannot see the difference that
you are drawing between transactions on the street and
with the street in that respect, because when Governmént
banks buy at the private bank rate they are dealing on the
street eveiy bit as much as every other banke. You over-
look the point that I made and that is, that there were
vears in Europe when some of the Central banks had a
private discount rate; and the minute they have that they
are observing the same rules. The difference between a
private bank rate and a bank rate is that the private rate
is the one at which banks do not buy broadly. We are now
developing the rules for the street and.should not simply
take the cours; of the least resistance and let thinges go
at sixes and sevens. Everything you say;about the bill
brokere that melt their bille at the Bank of England, etc.,
is done at the bank rate, not at thé private rate. You
have in mind madinply the volume of billes and you do not
want to do anything that interferee with the development
of the bill market. But what I want to do does not inter-

Jorn Ppdl= Cenercen
fere with that a bit. When tkedx billz are being sent for
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discount they are ninety dayslong. The pecple who are
affected by this are'dnly tﬁ; New York houses andithe
acceptance firms who hold on to their bills and do not
sell them when they begin to run down. It is these
fellows that I want to get at. If there is anything
that hurts our discount business, it is that the bulk of
our acceptances just now is being dicdunfed in Euroﬁe at
rates which amount to, in some cases, over eix per cent,
by your N®w York friends. (The‘EEESbéan drawer has no
interest at 2ll in our discount rates and he dces not
worry about it whether we make it a rule that our private
discount rate shall apply to paper that has to run between ,
forty-five and ninety days./%PI think it is a mistake to
want to keep thg private acceptance rate pegged at’ one
point. If you do that the dealers lqse interest entirely.
Our acceptance rate has moved between 3% and 3%+ for cur=
rent acceptancegl It is just now back to 3% and 3%, even
though we have not bought anything these iast weeks and have
congistently permitted our holdings to run down. This is a
pretty large order for our poor Federal Reserve Banks at
this time; but they are doing their part nobly - except
your old friends at Chicago, where there is again an indica-
tion of getting nervous and buying some acceptances,at

least, in order not to lose their beloved earnings.
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You might be interested in a memorandum which I
wrote today for the Board and of which I inclose a copy -
which please tear up with the rest of my correspondence.
I believe that very shortly we shall have an issue
of short U. S. Treasury bills, and that will both bring
steadier rates and at the same time.an opportunity for the

Federal Reserve Banks to invest some money.

I am sending you a copy of the amendmente as they
passed the House Committee. The reserve requirement
amendment makes Federal Reserve notes reserve money, and
80 you eee.- if the Senate will only pass the same amend-
ment, as I hope they will - we will have won out on thaf
point. I toldfyou that we were moving in that direction,
but you, old skeptic, did not believe me, as usual.

On the othér hand, I am mortified that our gold note
issue amendment was again knocked out. But having got:
as farlas we ha€é now, it ie'only a question of patience
and perseverance and that will fall into ‘our lap, too. '
Pending that, we have to ge'on accumulating gold throﬁgh
the round-about present process.

Section 233, as amended by the Committee is bad. | I
wrote Glase a stiff letter this morning about it and he
came in just now and eéid,that they would fix that up to
suit Ehe Board. That will be a great help.
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On the whole, if we can get what is on their cards
now, I think we shall be very lucky. However, I am
afraid that by the time the bills go through the House
and the Senate Committee and the Senate, there will be
some more shaving.

.The foreign'exchange situation is very bewildering.
On the one hand England does not permit us to send gold.
where we want.to; on the other hand, with a country like
" Spain we cannot get any cooperation because they are glad
to have dollars stand at premium because they think that
is good business for them. They apparently do not see
?hat that reduces their exports. We aéked the Spanish
ﬁmbassy - to send a cable and they did not want to do it;
‘but we have cabled fhrough the State Department, though
we have not yet Neard from the other side in reply.

As soon as I get time I shall write a chatty letter

in long hand. Fauc (i % fell o, ta,

With no more for today, I am ¥

Always si y yours,

——————rT L]

Benjamin Strong, Jr., Esq., .
4100 Montview Boulevard,
Denver, Colorado.

*Inc.
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REPORT - P.ll.We

Jan. &9, 1917,

Subject:

On January 19th the Governor addressed the Federal Reserve

Banks as follows:

"There is general agreement that this continuous
and rapid growth of deposits and loans is not without
danger. With the present ease of money, it would ap-
pear, therefore, in the opinion of the Board, to be a
wise policy to permit the earning assets of the Feder-
al reserve banks - which combined amount to about
$206,000,000 = to be reduced by from forty to fifty
millions, and thereby to absorb, temporarily at least,
an equivalent amount of the newly imported gold. Of
course such a policy must be carried out in a careful
and tactful way, and no definite amount can be fixed
at this time to which the investments of the Federal
reserve banks should be reduced. Changes in condi-
tions may ocecur at any moment, which may render it
necessary to reverse this policy, or to apply it even
more radically than is now contemplated. During the
past few wecks Federal reserve banks have operated
along these lines with very good results, and accept-
ances and rediscounts have been reduced by about $40,-
000,000 since they reached their highest point, early
in December. So long as the present ease conbinues,
there shogld not be any difficulty in continuing the
the present policy. By permitting the open market to
absorb the bankers' acceptances, the additional object
is gained of training the member banks to deal in ac-
ceptances and to become accustomed to investing in
theme™
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Total Earning Assets.

January 18th $192,000,000
26th 181,000,000
Degrease 11,000,000
Rediscounts and Acceptances
Decrease 12,500,000
warrants
Increase 1,350,000

Since Dec. 29th

Rediscounts and Acceptances

Decrease 44,000,000
Of which: Almost

New York lost 20,000,000
Phila. 7,000,000
Chicago 5,000,000
Cleveland 3,000,000
San Francisco 3,000,000
Boston 2,000,000

i St.Louis 2,000,000
New York lost 41% (about)
Phila. 449 -

_ Chicago %5

Bills and Acceptances maturing

Within next 15 days about 29,000,000
Bet. 16 & 30 days " 19,000,000

The question is, shall the Federal reserve banks continue
their present policy for another week or two of letting the
open market absorb the acceptamces at the prevailing market
rate of __%; or shall they invest their money at this low
rate in order to secure earnings?
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for the sake of protecting the development of the accept-
ing business their purchases are not required at this time. For
the sake of developing an open market and the practice of member
banks to invest in acceptances, it would be better that they
should stay out and not depress the rate for acceptances by com=
prehensive purchases on their part. FProm the point of view
of carrying into effect the policy which the Board has championed
publicly, it would be consistent for the Federal Reserve Banks
to do their share in preventing gold from being absorbed too rapid-
ly or too extensively as the enlapged basis of an enlarged credit
structure. It would appear that, for a week or two, the Federal

"Reserve Banks could well afford to continue their presment policy

of not following down the low money rates buying acceptances at 2% or
even 2%%, and, by doing so, increasing the dowvnward tendency of
money. The mere fact that the banks would be withdrawing about
$30,000,000 during theinext two weeks would have some effect, and,
moreover, it is generally expected that time money rates will

after a short while\show a little stronger tendency.

We ought to consider, too, that plans of the quasury in
issuing a large amount of short term notes will, in due course,
have a strong effect upon the money market, and that, with the
hoped for cooperation of the Secretary of the Treasury, the
Federal Reserve Banks would then become important facotors as a
balance wheel, which wounld mean temporary large transactions for
them. Incidentally, the money withdrawn could be employed, to
a certain extent, in buying short term Goveranment notese
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It follows, therefore, that a consistent policy of Federal
Reserve Banks would make for a continuance for a week:cor two
of the plan at present in force. It is obvious, however, that
a plan of this kind, which is based upon the public interest
rather than that of the stockholders, should be followed as far
as possible by all banks alike. It would hardly be fair if
nine or ten banks carried it out and two or three banks would
¢ontinue to buy at no matter what low rates in order to keep
their funds invested.

It is suggested that the Governor place himself in com-

. mmication with those banks which do not cooperate on these
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lines and explain to them the Board's point of view in this
connection, inviting their cooperation.

Respectfully submitted:

ERE S I I O I I I R I R
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FEDERAL RESERVE BOARD

WASHINGTON

February 15, 1917.

Dear Strong:

The enclosed memorandum came to me from Denver.

I have not read it, but it looks to me that it was
written in a pretty high altitude and ought to go back to
it. It is beyond my plane,

~ Sincefely,
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FEDERAL RESERVE BOARD

@4 %SHINGTON
. *> L]

FEB2 6 1917
February 30, 1917,

Dear Strong:

Mr, Jay has just left me, having come here for a short
and, I hope, satisfactory discussion concerning Banque de
France affairs.

I was delighted to hear through him about the good news
that Mr, Curtis brought back concerning your health. Those

150 pounds that you tip the scales with now look pretty good
'to me. Keep it up, 01d man! You will have to put on quite
a number more before you will be able to complain about an
overdose of fat.

I have your letter of February fifteenth, and have
read it with a great deal of attention. There was a mis-
print in Section 23 of the amendment as you received it. The
section now permlt§4a reasonable fee for an attorney, at the
same time permitting an attorney to borrow from his bank upon
the normal terms that any other borrower ma} enjoy. He also
gets the same interest. You may remember that, under the old
section, the language was such that an attorney-director
could not even receive a fee. The expression "reasonable" is,
I believe, flexible enough. You certainly would not argue
that he should receive an unreasonable fee. Of course, any-
body can bring business to a bank and get any kind of compen-
Digitized for FRASER
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gsation he pleases if he does not act as attorney for the bank,
or if he is not a director. I do not believe that Section 32,
as amended, will give us much trouble even though the language,
as it now stands, is not that proposed by the Board. It has
the great advantage now that it frankly permits directors to
contract for loans with their own banks, a condition which
hitherto, under the language of the old Act, was not provided
for but was permitted to slip through by the Comptroller
wherever he thought well of it. In country banks it was con-
sidered as a pardonable thing, while with the big banks it
was considered a crime. The law now creates definite and
clear conditions in this respect, which is great progress,

The days of.grace w?re also omitted through oversight on
the part ofdﬁﬁifﬁéfiiz?f‘ﬁﬁﬁ I think Governor Harding tele-
graphed you that tﬂis had been remedied some time ago.

The clause requiring the Federal peserve Bank to appeoint
correspondents in fbreign countries was not suggested by the
Board., personally I disappgove of 1t, but thasmuch as the
power extends only to requiring a board to appoint correspond-
ents and the board cannot force the bank to operate after the
correspondent has been appointed, I do not see that there is
much harm done by it. Mr, Glass brought in this amendment at
his own suggestion(/and it wont take you long to guess from

where the inspiration camej

nk of St. Louis
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As to the Assistant Federal Reserve Agent, I am in accord
with your criticism., We hope in conference to get in an entire-
ly different clause, of which I enclose a copy, which would
create a joint control by the Federal peserve Agent and the
Bank and would enable us to re-shape the power of the assist-
ant, We tried to secure the other changes that you suggest,
making the bond run to the Board and the Agent responsible to
the Board, but, strange to say, the committees did not approve
of that. They wish the Federal Reserve Agent to assume full
responsibility.

It is easy for you, being one mile high, to take a bird's
eye view and suggest what should be done, but it is a very dif-
ferent thing to get what you want. At present we are drying
a8 hard as we can to put some steam behind the two committees/
and behind the Rules Committee of the House in order to get
the amendments considered and acted upon before Congress ad-
journs, which is lees than two weeks off. The devil of it is
that the country bankers, under the leadership of Mr, Thralls,

A g Booce »
have gotten behind some members and tried to tack on an amend-
ment which would permit the country bgnks to charge 1/10th of
1% for exchange. Glass is absolutely opposed to this, ©So
far there is some danger of a deadlock. The Kitchin faction,

trying to block legislation, wants such an amendment to be

added, and Glass swearing by all the saints that he would ra-

ther let the amendments go to pieces than to permit such an

Federal Reserve Bank of St. Louis
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addition. The Board has taken the point of view that, while
it sympathizes with the Glass attitude, this exchange charge
is not important enough one way or the other to block the
amendments, and that, while the Board does not approve of
this charge, still it would not feel that the granting of it
would be fatal; but that it would be fatal, however, to lose
the amendments at this juncture.

I am less worried about the House than I am about the
Senate. In the latter there is no leadership at all and it
Would take quite some strategy to get the amendments on the
calendar, We are doing all we can in this respect. The
final work will have to be done at the conference. If we can
get the amendments through we shall have to see to it that
the finishing touches are put on there, and we ought then to
bring pressure to bear to get the note issue amendment through
in some form which will permit the issue of notes'against gold
or paper.' I am holding my breath in this réspect and in many
others. The next fortnight will bring interésting develop-
ments in many ways, and I wish sometimes that we had those
two weeks behind us. However, there is nothing to do but to
wait'as far as we have to,and to push,as far as we have to,

Aiken was here for a day last week but it did not look
to me as if he were reacting favorably upon the New York
proposition, I am frank to say that I am much disappointed

and that I still hope that somehow or other a way can be
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found to solve this problem, He said he had written you and
that he would let me know his final conclusions when he heard
again from you.

With warmest regards and best wishes, in which the entire
family joins me, I am

Alwayz/éincerely yours,
p ———,

Benj. Strong, jr., Esq.,
4100 Montview Boulevard,
Denver, Colorado.

L]

o
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ed substitute for the last paragraph of H.R.20681)

Upon the recommendation of the Federal Reserve Agent, the
Federal Reserve Board shall appoint one or more assistant Federal Re-

serve Agents. Such assistants, who shall be persons of tested bank-

ing experience, shall perform such duties asmay be assigned to them

by the Federal Reserve Agent and shall also have power to perform

he duties of the Federal Reserve Agent in the absence or dissability
of the Tederal Reserve Agent. Assistant Federal Reserve Agents shall
receive an annual compensation to be fixed and paid in the same manner
as that of the wederal Reserve Agent and shall give such bonds as the

Pederal Reserve Board may require.
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Substitute for the last paragraph of Section 1
of House Bill 20661

Upon recommendation of the Federal Reserve Agent the
Federal Reserve Board shall sppoint onme or more assistant Federal
reserve agents. Such sssistants, who shall be persons of tested
banking experience, shall perform such duties as may be assigned
to them by the Federal reserve agent and in the absence or disa-
bility of the Federal reserve agent may be designated by the
Board as Federal reserve sgent, in which case he shall be vested
with all powers and shall assume all the duties of Federal re-
gerve agent during the period designated.

Assistant Federal reserve agents shall receive an ar ~
nual compensation to be fixed and paid in the same manner as
that of the Federal ressrve agent and shall give such bonds as

the Federal Reservé Board may require.

2-21
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BE IT ENACTED RY THE SERATE AND HOUSE OF REPRE-

SENTATIVES OF THE UNITED ST ATES OF AMERICA IN CONGRESS

ASSEMBLED,

That all Federal reserve notes and all
gold, gold certificates, lawful money and eli-
gible collateral sefurity issued to or depasit-
ed with any Federal reserve agent under the pro-
visions of the Federal Reserve Act shall here-
after be held by such agent, under such rules
and regulations as the Federal Reserve Board nay
prescribe, in the joint custody of himself and
the Federal reserve bank to which he is accredited.
Such agent and such Federal reserve bank shall be
jointly liable for the safe-keeping of such Fed-
eral reserve notes, gold, gold certificates, law-
ful money, and eligible collateral security. Noth-
ing herein contained, however, shall be construed
to prohibit a Federal reserve agent from deposit-
ing gold, or gold certificates, with the Federal
Reserve, Board to be held by such Board subject to
his order or with the Treasurer of the United
States for the purposes authorized by law.

2/14/17



FEDERAL RESERVE BOARD

1&4 ;’f‘WASHINGTON

17
MAR3 19 February 37, 1917.

Dear Strong:

I have your letter of February twenty-third, and notice
that your mother and your sister will be coming here. It
will give me the greatest pleasure to make them comfortable,
not only in the gallery of the Senate, but also at my house

if they will let me., I expect they will come before Congress

.adjourns although it looks just now as if an extra session
were mighty possible.

Today is our critical day. While I am dictating these
lines it is hoped that our amendments will be passed in the
Senate. If they do not pass this morning, I think our chan-
ces are gone unle;s we get an extra session, and there I be-
lieve we will have almost a harder time to get the thing dis-
cuseed than we aré having now,

I was glad to receive your letter of the twenty-first
telling me of your trip to Arizona, but I was sorry that on

your return you had some little trouble which I hope by now

has been completely removed.

We telegraphed New York yesterday that the Board approv-
ed their application for establishing an agency with the Banque
de France and the public announcement will be made Thursday.
Jay telephoned expressing his pleasure at having the matter
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arranged in this manner.
With kindest regards,
Sincer yours,

—

,7L/v
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/%figgu/}€ Ctiyecly ceezd 5gb{l/€%¢%%%ic;%x1 thned Colo Ll ey,
# ook e sy \

Benj. Strong, jr., Esq.,
4100 Montview Boulevard,
Denver, Colorado.
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FEDERAL RESERVE BOARD

WASHINGTON

@'4"{' March 3, 1917.

MARS 191/
Dear Strong:
I have your letter of February twenty-sixth ang have
read 1t with much interest.
You are wrong about the Assistant Federal Reserve Agent.

The amendment reads now that the Federal Reserve Agent

shall appoint his assistant with the approval of the Board
and that the Agent shall be responsible for his assistant,
We have had no end of telegrame and letters from Nr,
Perrin, who does not want this responsibility. He wants
the whole responsibility of appointing the assistant thrown
on the Board, so you see that the Board is subject to very
divergent views ekpressed just as emphatically as your own,
I have been communicating with Aiken and I hope that
he will come over here Monday or Tuesday, although he has
not definitely said so, I want to try my Yuck with him
and urge him to go out to see you.
The amendments appear to have lost thelr chance of be-
ing passed upon, There is-a complete lack of leadership
ah AT Capihee
up—there, Several attempts were made to bring them up but
there appears no doubt now that an extra session will be
necessary because Congress cannot get through at the rate

at which it is moving now, and the matters still pending
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are of too great importance to be disposed of in a jiffy.
Veryl truly yours,
| MWM/\/%( B
Ve feriste o Mt Funtr Pune. day lond” o tecssh & Wiy
%7%0, o Lok att 4%«47&4/[&%@/@%
e A5 un e [Sacne tuecmatun. hor boer €0 aalobet o flrriasg
#a /L’WM crafpymel 2 K.
Benj. Strong, jr., Esq.,

4100 Montview Boulevard,
. Denver, Colorado.
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/ﬁ XAZ;IINGTON
e March 13, 1917.

MAR 16 1917

Dear Strong:

Saturday (day before yesterday) your dear Mother and
your sister lunched with us. We had a very good time %o-
gether and talked, as you may guess, quite a little about
the truant in Colorado.

Your Mother is looking very well and appears to be
interested in everything that is going on. I secured for

her two seats in the Senate gallery for today, but that

august body has adjourned for today and I suppose your

good llother will have to wait for a few days.

Unfortunately, it has become necessary for the %g;%gf
to come back soon. I say "unfortunately" because it does
not augur well for general conditions. On the other hand,
for our amendmenés it is distinctly advantageous for we
now have again a falr chance of seeing them passed in the
‘near future. :

Thank you for your two letters of liarch fourth and
eighth. |

You want to have my Jjudgment about the proposed con-
tract with the Banque de France. I think it is in excellent
shape and have nothing to suggest. You know my general

feelings about the matter which I have not changed; that is,

while I believe that the mutual gold arrangements are admir-

Federal Reserve Bank of St. Louis
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able and will probably be of benefit in the future when nor-

Ll

mal conditions prevail, I do not belleve that for investments
in bank paper the two government banks - theirs and ours -
will work out to be the best instruments. But that remains
to be seen after peace will have been established and after
we get golng. I am glad enough anyhow that the thing has
gufficiently advanced to get out of the frying pan and out

of your mind.

I am glad that you are pleased with the growing amount

of gold controlled by the system. To me it is very inter-
'esting to see this illustration - which for you and myself
i1s not necessary - that we increase our gold holdings at a
time of general unrest when people normally think that

they should be reduced. But the fact of the matter is that
if we handle our ‘problem right there should be an increase
of gold whenever there 1s a movement by depositors from one
bank to another; that 1s to say, Bank A needs currency and
asks for Federal Reserve notes because deppsitors withdraw
and Bank B receives the money withdrawn and deposits the
excess cash by an indirect process in the Federal Reserve
System.

You ask if the Board's original ruling that gold held

behind notes could not count as an asset originated from an

opinion of counsel. We have had no formal opinion, but in-
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fjfjj formally I have asked and they only confirmed my own view

y that that could not be done. Quite recently, when the amend-
ments were being discussed, there was gquite a stir in Congress
when some of them tried to create a blg row because they
claimed that the Federal peserve Banks were doing something
illegal in locking up this gold which, to their minds, ought
to be in the hands of the people. They saw in this whole
process a consplracy to bring about contraction. TWe were
glad enough to get these fellows quieted down and I would
not dare to go much further without authority in law. But
I am hopeful that the amendments sanctioning our note issue
may now pass. Mr. Glass expressed himself the other day as
much more mildly inclined toward the same and the Senate is
strongly for 1it.

Don't you fuss about your investment account. These
are extraordinqry times full of possibilities which nobody
can foretell. TWhether or not you have a few million dollars
more or less invested does not frighten mer one way or the
other. I would not object to a $50,000,000 investment if
it came to the baﬁk as the result of a proper policy. It
is difficult to make it clear, but what I mean is that it
is not the investment that counts just now but the proper
policy. We have during the last quarter very successfully

maintained the policy that we are in the market when we
are needed but that we are not in the market when we are not
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needed. That has had the effect of smoothing over the rough
places and that 1s the very thing we want to do. We have
kept the rate at about 3% for acceptances. We have discour-
aged buying warrants, which I think is correct in times like
these. Inasmuch as tﬁ@i%§§§s have been going into the market
pretty heavily and absorbed all the floating acceptance ma-

terial, our investments have reduced a little during the last

week, but you will have noticed that while our reserve posi-

tion has been strengthened during that period the position of
the New York Clearing House members has been weakened by
© $34,000,000, so you will probably see that in the coming week

Aty eherre U [ gty el
the position will again be reversed. 6V - g%ﬂ“’

M@%ﬁ CBat, be that

as it may, what I expect 1s this, that the United States Gov-
ernment will have to appeal to the market pretty substantial-
ly in the future by an issue of one-year bonds é%& by the
sale of long tefm\bonds. The Treasury 1is at present at its
lowest ebb. In the present banking situation some hundred
millions of dollars will have to be paid in to the Treasury
in payment of Government bonds or notes and no doubt it will
affect the position of the member banks, particularly in New
York. At the time when these payments will be made, it will
be necessary for the Fedsral Reserve Banks to have a low rate

for acceptances and a low rate for fifteen day paper so that

Digitized for FRASER
http://fraser.stlouisfed.org/

EcdamallBocaryve Ronk ofSt logyis .. o



L IR

(5)
e whatever goes into the Federal Reserve Banks in excess of what.
the banking situation can stand will have to be returned by
way of discount transactions. I have no doubt at all that
that will result in very welcome and ample earnings for the
New York Bank. I do not think that we want to be guilty at
this time of encouraging too low rates, and 1t looks to me as
if at present, with the 3% rate, we were occupying a pretty
good strategic position. We are getting in and out according
to the relation between member bank reserves and our own
banking strength just as we should. Furthermare, if by the
| first of June our amendments should have been passed and
reserve agent balances will have finally gone out of exist-
ence, and if by the end of June large demands for income tax
will have to be met, you will find that there will be enough
requirements to keep us busy.
Very tr y yours,
: ; a{,L,ﬂb'Wh i -
\ﬂw/ ¥—Zean /&)Vx/&%@/ Tl (eckee. hgpnt-cekeds ded  list
AttcseeL . KY%( lec )471 Aeot ?h\ ﬂ(/ /4.,/),," S A ot dake le %

Spen terlicn alont if . S doco tot Goud g G o AP

" Benj. Strong, Jjr., Eeq., / / v
4100 Montview Boulevard, WMecwoe aws /%@aamég/- Vygg%Zc wnh dvs

Denver, Colorado.

ol o bl assy ehaate $7r Vo o, ot anit
Ao Lex. /2%@0 f(fJZ%?V :
(U4
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FEDERAL RESERVE BOARD

! WASHINGTON

Bt

MAR2 71917 March 19, 1917.

Dear Strong:

I have your letter of llarch elghth, concerning the
Banco de la Nacion Argentina, and when in New York last
Thursday and Friday I had occasion to discuss its con-
tents with lessrs. Jay, Treman, Woodward and Peabody.

The points in your memorandum which need discussion
are item 4, on page 2, and item 6, on page 3.

As to 4: I do not think that, speaking quite gener-
ally, it 1s advisable for Federal peserve Banks to keep
accounts iIn foreign countries in foreign currency and to

S careatuntnd 20
bux{paper payable in such forcign currency sxcept in Eng-
land and possibly France and later on germany. To my mind,
these foreign actounts oucht to be for two purposes: one,
for the mutual gold facllities that we can afford each.
other and about Which I need not go into details; and, two,
the protecticn of ouf?gsld situation by maintaining port-
follos of foreign bills of strong gold countries or sudh
countries as are likely to draw upon us for gold in case
of adverse trade balances. DBut only such countries can be
taken into consideration where the financial strength and
the obligation to pay in gold 1s of undoubted character.

While 1t may be necessary or advisable to keep very small

accounts in foreign countries in order to accommodate our




»
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customers, I do not think that we want to operate very ex-
e tensively in foreign exchanges and maintain large port-

folios in foreign exchanges in what I might call the minor

countries. The history of Argentina 1s not sufficiently

free from doubt as to make me think that it 1s nessary or
advisable for us to put large amounts into Argentine cur-

rency even though I am strongly convinced that Argentina
will‘be one of the creditor countries of the future. But
ﬂ&lt will depend, however, upon their ability to keep in
leash their extravagances which, in the past, have been
~thelr one great danger and which, in case of continued
prosperity, might easily again gain the upper hand.

-

As to No. 8: You fear that we drive our own banks oukb

‘ of business by permitting the Banco de la Nacion to buy
American dollar bills for us in Buenos Aires. I have given

L]

this question very careful consideration and I have reached

the concluslon that such fear 1s unwarranted. First of all,
you control the thing absolutely by the rate which you offer
for prompti%orward delivery to the Banco deala Nacion. Your
apprehensions would be Jjustified only in case you would of-

fer quite unroasmﬁbliéfgfes to your correspondent. It is,

however, of the greatest importance that in foreien countries
2 =

there be established a rellable dollar exchange market. I
. bt —

Cvrtntly iy
have been in South Amerdca and alli—ewexr the one thing that

was quoted to me as obstructing the larger development of
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the use of American acceptances was that the market for
' these acceptances was nil; that if the Cilty Bank did not
1 buy its own acceptances other purchasers were not reliable,
and, frankly, between you and me, in some cases I found
that the discount rate that the City Bank offered was so
high that the natural advantage which the dollar exchange
should have/withf;Laﬁ acceptance discount rate as against
5% in London(was almost completely wiped out. It has been
different in Buenos Alres, where at least one of the British
Banks, the British Bank of South America, is in the market '
" buying these bllls for account of MHr.Herbert L Grigcs

3 4The Bank of New York, N. B. A.3. Furthermore, the CGerman

1 banks in South America were buying our acceptances and re-
j mitting them {to thelr North American correspondents. But
if we want to develop a real acceptance market and if we
want to get away from the rotten hablt of acceptors handling
their own acoepéances there must be purchasers in the market.
The Clty Bank 1s not likely to assist its gwn customers to
| rediscount their paper with the branch of the First Bational
A Bank of Boston, and, vice versa, the latter would not welcome
- the paper of its customers going to the City Bank's branch;
so they both would rather be likely to buy thelr own accept-
ances, and the consequence of it 1s that the drafts come to
New York and Boston with only one foreign name in addition

to that of the acceptor, and 1f ever anything should happen
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to our American accepting banks we would have a nice how do
you do in trying to recover in the Argentine (and a similar
with respect to our French credits!). It

and healthier growth thet—will -dewvelop if

broker sell his

condition exists
is a much better

the drawer in South America can through a

paper to the Banco de la Nacion and the latter remit it to

&

New York. Incidentally, the broader %k& basis for the Ameri-

can dollar exchange would help the City Bank and the First
National of Boston to introduce dollar acceptances as against

oterlinraﬁwFA@yffwclf.7ﬁ«,4Loéia4aa4?/w4£w M@Km?aamwavuouw@fgﬁﬁ//

@l leaol
There wreﬁ,’chrpe or four banks in all these South American

cities competing for Sterling paper and the acceptors rarely

am very anxlous to see similar con-
mﬂ/l (A!,d,w

ditions developed with the Argentine bankd . The discount of

buy 1t themselves, and I

dollar acceptances 1s not the main revenue for these South

i

Amerlcan branches. They all get commlissions for accepting
and they make advanoeo on local loans. DBut I am not ax% at
sure that it would not at times be quite a welcome facil-

for them that thelr customers would be aole to dispose of

(=

he acceptance in other guarters than with the accepting

(O]

banks. 7You appear to have in mind that this a

o S

rrangement

should work only as an emergency measure. It is in your hands

by fixing the rate to make this arrangement an emergency one
or a regular one. I would hope very much that you would make

it so that, without unduly beating down the branch banks,

Eodaoral Roacarve Ronk ofSt loyig ..
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one of the reasons why I regret that, in your anxiety to
perfect the contracts with the Bank of England and the Banque

-=1 de France, this phase of the question was completely over-

' looked. I do beliesve that we ought to have international
1 treaties in which qulte a number of nations would be the
Joint contractors and become the joint trustees for gold
kept by one country in another.

' 4s to buying Sterling bills in South America, I doubt
whether you want to do this at this time, seeing the point
of view that you have taken that you would buy Sterling

bills only when guaranteed by the Bank of England. Vhen

normal conditions again prevail I think that it may be neces-
sary for us (and at times may also sult our book) to permit

the Banco de la Nacion to send us Sterling bills., I would
Aaf

say as a matter of principle,/hewegegfstka% I would not

excludé this possibility but I think nothing can be done in
that connection_at this time. M

I hope that I have answered all your duestions. If‘
there 1s anything else that you want to knéw, please advise
me. |

I am delighted to hear from Alken that you are looking
go well and have again increased your weilght. Bully news!
Xeep it up, old man.

With kindest regards,

Always ve

Ben). Strong, Jjr., Esd.,
ictizadlior FRAS 4100 llontview Boulevard,
igitized for ER b
http://fraser.stlouisfed.org/ Denver, Co lorado.
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DAVIS & COMPANY, LTD.
Brokers.

CALLE SAN ILARTIN 66

BUENOS AIRES.

Argentine Republice

March 14th, 1917.

Dear Iir. Wang:

I

" During a conversabion I had with Senor
Corneille, he brought up the question of the Federal Reserve

Bank having asked the Banks of England and France to act as

its Agents, in their respestive countries, and asked if it

micht be possible that the Banco de la Nadion be appointed

in the same capacity for this country.

Bvidently the matter had been mentioned
at a Board Mesting, and the Directors of the Banco de la Nacion
seemed to hope that the same courtesy would be extended to
theme

If such a move should be made it would
‘ undoubtele canse an excellent impression in this country
- and would no doubt assist greabtly in creabting more friendly
relationse Furthermore, the Banco de la Nacion are
desirous of making an arrangement by which their gold reserves
in the United States could be held in custody by the Federal
Reserve Bank, .

I am taking up this matter with you, at the
indication of Senor Corneille, in visw of the fact that delicacy
does not permit him to do so directe '

Trusting that you will do yhat you caan in
the matter. .

With kindest regards,
Yours very truly,
Je. R. DAVIS.
Panl M. Warburg, Esq.,

1704. = 18th Street, . W.
Washington, Ds Ce
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" AZIVED AT MAIN OFFICE
~\: NEST & CRANMER BUILDING

L 5.920 17TH STREET

POSTAL TELEGRAPH — COMMERCIAL CABLES
QU . £O:NVER, cOLO.

CLARENCE H:. MACHKAY, PRESIDENT. DELIVERY NO.
TELEGRAM @
LA SLPHONE: MAIN 4500 e L e >

The Postal Telegraph-Cable Company( Incorparated ) transmits and delivers this message subject to the terms and conditions printed on the back of this blank.

/ 186—32352 DESIGN PATENT No. 40529
A .
%2QRH BBICH O 49 240P GVT
K WASHINGTON DC MAR 24 |7
. SENJFTRONG JR 4100 MONTV|EWBLYD

DENVER COLO
THANKS YOUR TELEGRAM THERE WONT BE ANY DIFFICULTY ARRANGING REDISCOUNTS
AS SUGGESTED BY YOU BELIEVE EVERYBODY IN FAVOR OF IT DELIGHTED T0

, KNOW YOU ARE COMING BUT CANT YOU WAIT ANOTHER WEEK THE TRANSACT!ON
s .
CWILL STAND IT
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FEDERAL RESERVE BOARD

B 4.

APR5 1917 March 39, 1917.

WASHINGTON =

;\Dear Strong:
T am in the throes of a speech and send you an
W o advance copy herewith.

/’r" A Of course, whatever I say about the issuing of

Government bonds and our entering the war is entire-
ly tentative and I shall have to fix up this speech
in that respect at the last minute to suit the occa-
sion according to what the President will finally
say on Arril second.

Very gincerely yours,

| e L éL(K\,'

L ; / ‘ 7 A / 0/ , ] " ) (// : J.'JJ )
Aad (s beay yudd (ol ey absut gpe /f o S

Benj. Strong, jr., Esqg.,
4100 Montview Boulevard,
Denver, Colorado.

Enc.
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. Third Draft
Mar. 27,1917

GOVERNMENT AND BUSINESS
LE 2
Address by
HON. PAUL . WARBURG
befors the

00!!!?2;!& CLUB
CHICAGO

April 7, 1917.
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Third Draft
Mar. 37,1917

GOVERNMENT AND BUSINESE

It is just about twenty-five years ago that I came %o the
United States for the first time, and, taking things in the se-
quence of their true imporizmce, 1 came %o see Chicago first
and New York afterwards, incidentally coming from Japan. I
have since been a frequent visitor to this wonderful city, and
every time I came back I have admired its continued growth as
one of the most lmportant centers of this country, mot only inm
commerce and trade, but ss & leader in civic thought. One of
my visits here stands out with particular gclearness in my memo-
ry. That iz when I came here in 1907, ss a member of a commis~
sion delegated by a convention of Chambers of Commerce and
Boards of Trade, in order to aseist in the formation of a Buei-
ness Men's League for the promotion of better understanding of
finaneial reform, & movement 2t that time still in its swaddling
clothes.

This w=ork wa; taken up by a group of your leading citizens
vith that intelligence snd energy which are gharaoteristic of
your city, and if our country wae able to pass through the last
three years without any financial dieturbme'gvvmh 413”1:&‘; the
phenomenal requirements made upon us, and if today we find our-
selves fully prepared to carry still greater burdens, these men
mazy fesl that they have dome their full share in briaging about

this happy result. For without the comprehensive campaign of

itized for FRASER
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education that preceded the enactment of the Feds¢ral Reserve Act
80 far-reachbing a reform could not have been carrisd out im
proper time. I am particularly grateful for,the great privil-
ege of zddressing the business men of Chicago, loé%m me
& welcome opportunity of paying tribute to the par y %
citizens heve plTyed in this great work of monetary reform.

Those of us who know the Bible remember the chapter on the
Tower of Babel. The story of the world's firet skyscraper is
the parable of the conceit and downfall of mankind. Confident
in his ability to overcome any difficulty, man undertock to
build a tower that would nuiﬁn skies - and the world fol;

into general confusion, 30 that people ceased to be able to un-
derstand one another any longer. That i1s the world's condition
today.

And those of us who know their old Greeck tragedisms cannot
!ul% ae nat three hundred million people, M!vlmuy
abhorring nh;,,‘m nn,(, wore driven into this world mtm

by powers nrmn than they themselves; by lo,unn; evén more
powerful than the will of their leaders, something swanzmszs akin
to the Fate that the Greeks held to be superior even to the gods;
by the cumulative effects and consequences of political and
ragial feuds of generations, of economic developments, and of
orimes and mistakes, to which all nations have comtributed their
full share, and for which noms alome 1s emtirely to be held re-
aponsible.
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The great calamity that has befallen BEurope would, indeed,
awaken in we nothing but a feeling of abject deaspailr of the ul-
timate ability of the human race to rise from ite aboriginal
level, were it not for the confidence that out of this struggle
there will come to the world a greater liberty to mam and a
loftier understanding of human rights; and furthermore for the
redeeming thought that it is the profound belief in the sacred
hietoric mission of their reapective races that makes genmtle and |
pauoafui individuals willing, for the greater glory snd advan-
tage of their tribes, to endure znd to inflict untold hardships
and cruel suffering.

In the latter respect our own problem and ideals differ
from those of Europe. The race thought is foreign to our coun-
try e a motive for making war. The United States ic not z one
race country; all the rages of the world have brought to these
shores the most characteristic that is im their strain, snd
merged Am it into the composite type of the citisen of the new
world. When the United States is forced ingo & war, it can
never be a rage war; it must be & war for a prinmciple, for 1id-
erty or for buman rights. It cannot be a war by a race against
& race, but a war by people holding to ome primciple againet
people holding to another. Our greatest comtributionm to the

world's development iz that we are giving the living proof that
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common aims and ideals can be stronger than racial differences.
¥hen the die is cast téeré can be only one duty for any citizem
of any country, and that 1s to astand loyally by his flag. But
that duty is doubly strong with ws, where any hesitation in that
respect would shake the fundamental thought of the Union ~ which
is: that its citizen must shake off the emaller racial or seeo-
tional thought, and subordinate it to the larger duty of loyalty
and allegiance to the United States. That does not mean that
we should oesse to love the people whoe were near and dear to ue

in the old countries where our ancestors', or evem our own,

eradle stood, or that we should forget that every ome of these

old races has given us some great contribution towards the high- ;
er development of our own country. During our Civil War many

a brave man continued to love his brother, even though he found
himszlf forced to fight him on the field of battle. But this
tragic conflict of affections could not shake his loyalty to :
the csuse he had espoused. And so it must and will be with ns.
¥hen our country is forced to go to war it has 'z right to expeoct
and demand of all ite citizems a willingness to serve and té
suffer and to die. No matter what that may emtail for asay of
us, a2bout our whole-hearted snd unquestioning allegiance to our
flag, about our unbesitating readiness to do our duty, there
cannot be any possible doubt.
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This duty may be performed in many ways. It may be personal
service with the eama/ or in branches directly allied therewith.
It may be sxgamized organizing and placing at the disposal of
the Covernment the various industries of the country or &% the
inveastors' prompt response to offerings of losns issusd in the
intsrest of the cause. _

In the particular circumstances in which welenter the war
the financial aid that our coudntry will be abls to remder will
be one of our most important contributions, and I have no doubt
that in whatevey way our Goverament will finally decide to appeal
to‘ the American ianvestor he #ill respond with an alaerity snd
in & epirit that will astound the world,

It is a profound satisfaction to all of us to know that

never before was this country financially as strong and as well
propared as it is today. Duriag the last three years our gold
holiings have inoreased by 59% from §1,000,000,000 to about
$3,000,000,000, 1In addition, as you are well aware, we m‘ im- L
proved our position as agaimst other mations Sy repurchasing

our own securities snd making foreigam losas to an amount ap-
proaching §8,007,000,000.

Moreover, by the establishment of our Federal Reservs System
we have organiszed this enormous streagth. We Rave brought iate
effective coordination a large portion of the country's banking
reserves. We have regulated and brought about a general under-
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standing of modern methods of rediscounting. We have oreated
& new wide market for bankers!' acceptances, so that our member
banks now have an sasy means of recourse to the Federal Reégerve
Banks in cass they wish to replenish their reserves. We have
ready and available a vast supply of notes of undoubted solidity
Which are ready to be issued whenever there may be demand; and,
through the gold ¢learing fund, we have established a maghinery
of freest exchange of balances botween the various parts of the
country. Not by any stretch of imagination could we perceive
&ny more the possibility of a g0ld premium hetweén the various
Aﬁerioan conters or & currency famine as in yeare gone by. About
our power to take care of ourselves there cannot be any doubt.
But in view of the unparalleled demands that may be made upon
us - demands that it may be our highest national interest and
duty to be able to satiafy - we should not omit to perfect our
finsnecial machinery to such a degree as to give it the greatest
possible strength. Yor this reason the Federal péserve Board
has again recommended to Congress amendments baving for their
Object & still further concentration in the Federal Reserve
Banks of gold held in seattered bank reserves and a more liberal
substitution of Federal Reserve notes for our present unscientif-
ic and wasteful use of our rigid 100% gold sertificate circulation

The committees on banking and ourrency of both houses of Congress
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showed themgelves in sympathy with the general thoughts of the
amendments proposed. Unfortunately, however, in the general tie
up of all legislative work at the end of the preceding session,
Congress was unable to pass the desired legislation. It is most
essential for the best interest of the country that prompt action
be taken by the present Oongress and it ie most desirable that
public opinion assist the committees on banking and currency in
ae ux ng early and favorable consideration of these amenduents

it Luatle aa %‘mﬂz U Frpaweenl o :

lnsn many months ago I accepted your flatsozing invitation
and selected "Government and Business" as the topic for my to-
nignt's address, I did not anticipate that between then and now
conditions would take so serious & turn that the relation of
Government and Business in times of peace would hardly be of in-
terest to my audience. But just because at this preseant juncture
we sse 80 plainly to how great an extent a country's fate, its
power of defense and offense, depends upon ite rallroads, ite
shipping, ite industries, and its finances, and just bmcaaa.two
perceive so clearly how essential it is to pebure consistent de-
velopment and preparation in timee of peace, it may be torgh
while to stop =nd analyze the gradual growth in importance of
the interrelation of Government and Businnsa.ane—ézrz:; ourselves:
"Has government activity in business - generally called regula~
tion - come to0 stay?" "Ig its future scope going to increase or

decrease?" "Can modern business succeed without it, and what is
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the attitude of business towards government and government towards
business and what should it be?™ These are large questions which
it would be interesting to discuss in the light of the past, pres-
ent and future, but we cannot do more tonight than dwell upon the
most essential phases of the problem.

o -
Some of the economic changes brought about in Europe
during the past centu:, have been: The transformation of nationmns
w'mM.i,p inchaineliv
fromhgéiglyﬂ oliticalyentities, into political and economic units;
the evelution from mainly agrarian into agriocultursl and indus-

trial states; from decentralized, self-contained, and self-support-
ing individual activity, to strictly specialized vocation. This
development has brought about wholesale production - on the part
of the individual and communit -~ lealing upon broad natiomal
and international markets both for the sale of sheds excess pro-
ducts anéi?ge purchdse of many eF—4he articles, of necessity and
luzury, ses$et for their own dal ly life. It has :juulud in mak-
ing every country depcndent upon the goods of others. |

When Napoleon I. overran Europe, a little over one hundred
years ago, England was the only industrial or lanu!actlliai state
in Europe. It was the period of Goethe, and Germany was then a
multitude of small, separate, agrarian states, a country of "poets
and thinkers". When Napoleon closed the continent against England
he cut off England's trade ian such articles as cotton and woolen

goods, steel, coal, and glass, just as Germany has been deprived

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis L et B, 3




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

(®)
today of her foreign trade. But he could mever have thought that,
in so0 doing, he aigh{ftabjcatk#e # famine a large continent which
at that time was essentially agrarian and entirely self-supporting
with respect to {ood-stuffs.

Prussia's humiliating defeat at the hands of Napolson brought
forth in that country the theory of a "people in arms". Since
then, universal service has gradually been adopted by all the
leading natione on the European continent, and at the same tive
most of them have become, to a greater or less dsgree, industrial
nations. These two evolutions have been most important factors
iﬁ the making of modern history.

Industrial development enables a natlon to sustain within
its boundaries & larger population than it could feed from its
own agricultural products, provided it can trade with countries
that have a surplus of those products. Larger population and
larger taxing poﬁcr means, in turn, the possibility of eoreating
larger armies. But industrial ocountries are va;:drcblo if tﬁty
can be out off #rom other nations which supply them with food
and other raw materials essential for their daily life. .’ :

Here we have in a nutshell the lutopcnn‘problnn, as it lay
at the root of the present catastrophe, and we see iho importance
of the part played by business in this connection. Given the
wiocked division of Europe into two armed camps, of falrly equal

S
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power, it is obvious that each side must have watched witz%grtn$-
est concern any change in u.zfé‘i'?f,/or these three important items;
popustion, wealth and ccean control. Wealth is all the more im-
portant because the efficlency of modern armies and navies is,
to a much larger degree than in the past, dependent upon the
most modern snd ample equipment, & dependence which in turn re-
solve, inteo a question of financial endurance.

Modern warfare has since developed the fact that defeat or

victory depend upon the degree of speed and efficlency with which

unheard-of guantities of ammunition and instruments of war can

be supplied. And a country's ability quickly to organize and mo-
bilize its dndustries has become a most essential factor in the |
struggle of the nations.

This explains why European governmentsy in guestions of
commerce and production, have long ceased to be simply regulat-
ors, and have become agtive promoters, of business, and at times
have even become p@itners in it, or themselves producers.

Not on account of the welfare of the indiyiduals concerned,
but on account of the national importance of these subjects,
governments are vitally interested in proper tariffs and commer-
cial treaties. Rallroading and shipping are likewise subjeots
of the care of government - not merely because of their strategic

importance, but because of the bearing that efficient transporta-

tion has upon a country's development and its ability to compete
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with other nations.

In railroading snd shipping, thersfore, we find in the
world today all kinds of variations of government influence, from
government subventions and control of tariffes,to joint partner-
ship between private capital and government, and complete govern-
ment ownership and operation.

n In a similar manner, we seée governments actively promoting
agriculture and new industries, we see them organizing their in-
dustries into aggressive syndicates (and cartels), and we see a
growing tendency on the part of almost all countries to control
and develop their own natural resources. At present we see in
Eurdpe governments operating factories and regulating almost
every phase of demand and supply to a degree never before known.
We have seen some governments at work to develo; new markets by
acquiring and operniing new colonies.

We have seen.in Europe during the last twenty years a growth
of control by goverﬁmcnta of the national power to smve and in-
vest in foreign countries. Foreign loans were directed by gov-
ernments to points where they were to produce business for the
lend ing nation, or where they were to assiet politically allied
countries, or where - through financial aud rendered - other
countries were to be drawn into closer commercial and political

relations. Loans granted to China, Russia, Turkey and the Balkan

Statea, are illustratione of such a poligy.
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We all fervently hope that the end of the war will bring
about conditions enabling all powers to reduce armaments, thus
lessening the urgent necessity for governmente to secure increas-
¢d paxex revenues for the sake of maintaining large armies and
navies. On the other hand, the debts of the leading powers of
Europe have inoreased at guch an unparalleled rate that what
seemed an unbearable military burden in the past -11ifﬁ2§:?$;;11
a8 ocompared with the financial burden coreated and to be borne

in the future.

The conseqguence will be that the future business activities
of such governments will not, in scope and intensity, be decreas-
ed but will be increased. It will have to be their coneern to
rebulld their country's trade, to bring it back intc conformity
with the normal requirements of nations at peace, to secure larger
revenue frodi;oakencd psople, to rcduoevto & minimum imports for
the purpose of unproductive consumption, and to inerease to the
maximum the oxporéing power of the nation, Every oountryiiu the
world has learned during the last three years the necessity of
developing its own resources and of becoming less dependent upon
other countries for its norna[yreqnirementc. There will be a
tendency, I believe, on the part of most of the leading nations,
even after the establishment of peace, to keep their trade bal-

ances under government control by restricting importations, par-

ticularly of luxuries, by regulating home consumpticn of all
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kinds of articles, and by bringing about the lowest possible cost
of production on the broadest possible basis of organized ooopor--
ation. I have no doubt that government monopolies will be estab-
lished for the production of many important articles. Exchange
of goods between countries, once the shortages of raw materials
and finished products caused by the war have been met, will, to
my mind, be decreased in volume, rather than 1nore;tod, as compar-
ed with pre-war times. And wherever purchasing power exists there

will be the keenest kind of organized competition to secure the

contracts for the goods required.

I have outlined these conditions at such length in order to
ask the question: "In the face of the ultra organization to be ex-
pected of other oountries, can we afford to believe that when peace
is restored we can meet this competition, or hold our own, unless
we likewise systematize or organize our industrial efforts?"

Rexxza Furthermore, if in Europe it is necessary to have gov-
ernments take an aoékve part in organizing industrise and banking,
may we expect that it can be done without government regulation in
a country that by la; and sentiment much more than Europe is op-
posed to exclusive combinations in industrios’and banking?

We are all in accord, I believe, in thinking that, if at all
possible, the operation of industries by party governments in the
United States should be avoided. Where regulation is required |
and where regulation borders on the field of operation, it is
best exercised through non-partisan government bodies. Leaving
aside the councils and commissions organized for the purpose of

dealing with emergency situations, we have bodies of that kind
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in the Interstate Commerce Commission, the Federal peserve Board,
the Federal Trade Commission, the United States Shipping Board,
and the Tariff Board. The task of government regulation is as
complex as it is ungrateful. It is a largely judicial function.
Those charged with it must hear the producer and the consumer,
the shipper and the carrier, the borrower and the lender, and
find a4 course that is falr to all, at the same time taking into
consideration the larger question of the interests of the entire
country in its national and international aspects. In addition,
the problem of the producer and the shipper must be dealt with
from thetwo-fold point of view of capital andﬁ' ﬁor.

Foreign governméents which own and operate coal mines are
interested in securing h&g:fgg;enuos resulting from a combination
of high prices for fuel and low cost of production. At the same
time, however, they.have to consider the millions of citizens
consuming coal, the manufacturer, who must be dle to compete in
world marketf, and finally the coal miner, who is entitled %o
reasonable wages. Efficient government reguldtion must conscien-
ticusly weigh all these aspects with falirness towards all,'with
malice towards none. It cannot please all sides; it probably
will invariably displease some party involved in the question,
or even all, But the test of its work does not lie in praise
or blame. There is only one standard to be applied, and that is:
"Has its work been fair, and, first of all, has it been in
effect aonsﬁruntive?'
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When by reduction of rates and increase of gervice, excess-
ive dividends on watered stock are being cut, no harm is done;
provided the country at large profits from such action. If, how-
ever, by going to an extreme 1n this direction the corpbrstian'-
oredit is interfered with, and its ability to grow and expand
13‘§:%%}oycd, regulation proves itself a fallure., The carrier,
by exacting extortionate rates, may hurt his own interests be-
cause he is bound to weaken or even destroy the shipper, or drive
him away to other lines. Conversely, the shipper, by sscuring
excesasively low rates, may destroy the rallroad's ability to
serve him well, or to serve him at all. But these two conflict-
ing intereste, themselves often engaged in a life and death strug-
gle with thei{?g:;;otitcrn. cannot take any but a strictly selfish
view and there must be a power to intervene between them, protect-
ing them from each other, and satcgua:ding the public interest.
Without govarnmentql bodies of this nature, which take a judieial
and at the same time comstructive point of view, the only remain-
ing solution would be government ownership andropcration.\

All this is =0 obvious that I fecel like apologizing for
taking your time in stating it: but if it is obvicus that these
bodies perform functions of the very highest importance in regu-
lating transportation and finance, in developing equitable
tariffs, and in seeking to develop ways and means by which our

industries may organize for joint and effective competition in
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foreign fields, why then, if this is =0 obvious, doss Dusiness
look upon the work of these bodies, gcgorally with apathy, and

frequently with i1ll-disgulsed animoslty?

I believe there sre fourvmain reasons:

First: Ve aic a highly individualistic people; we cherish
our personal liberty and naturally resent any kind of compulsive

regulation as bothersome and unnecessary interference; :
Second: There is a strong believe amogget American inlxggﬁt - .ﬁ'
men that they "know better", and that any Government rcquircut‘éfﬁ%{" | :
or regulation is bound to be theoretical rather than p!tﬂtlﬁtliw\
extrems and destructive rather than helpful,
Third: It ise nasnral that those should be dissatisfied
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past share has been larger than was due them, and has consequent-
ly been cut by government interference;

And, finally, it is egually natural that tﬁnca should bc‘ ;
dissatisfied whose share, emall in the past, has been increased |
by the gevornment.\bu: who now feel resentment that they cinﬁu%
have the whole, §

We need not lose much time over the last two ¢1¢sqa.,‘but
we may devote admo thought to the first and second.

True democragy cannot resent self-imposed regulation 28 an
infringement on personal liberty; it would be that omly if it
were imposed by others. Police regulations we willingly accept

as measures adopted for our own personal safety (we do not resent
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them - except when we are caught exceeding the speed limit). Why
then should we revolt against regulation that deals with the much
larger question of national protection?

Putting the question in this way is to answer it: "Because,
in our daily life, we value our personal interest higher than
that of the country."

These last months have brought us face to face with problems
of extreme gravity. For us their redeeming feature has bsen

that they have awakened in us the willingness to consider our

country first, and to place our personal comfort and interest
where they belong - in the second row. But our lesson would be
only half learned if we did not begin to apply it in peace as
well as in timees of stress or war.

As to the second charge that these boards are largely
manned by men stronger in theory than in practice, I believe that
in thinking of them many of you have in mind Bepnard Shaw's sar-
castic remark, "He who aan)doea. He who cad“{fioaahen.'

But, gedtlinen, when you consider the tré;endoua scope of
influence that the Government is bound to exercise in the future
business life and growth of nations, when you bear in mind that
with the rapid changes of heads of departments and in our legis-
lative bodies, these non-partidan boards and commissions, as

years go by, may become the strongest elements of economic sta-
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bility and expert knowledge, you will agree that these government
boards will not be positions for "teachers" but, indeed, for
real "doers".

Do not overlook, gentlemen, that these boards will have to
act as buffere and balance wheels, not only between the various
business interests involved, but also between emotional and
changing factional government influence on the one side and the
neads of quiet and steady economic evolution on the other. Cap-

ital and labor, farmer and manufacturer, shipper and carrier, all

have their spokesmen in Congress, often representing as one-sided
a class view as the classes themselves. To understand all par-
ties to the controversy, to cowmbine the business man's point of
view as well as the farmer's, with the more detsached conception
of a non-partisan, expert government body; to arrive at the ju-
dicial and national point of view; to discover the proper middle
course - that is conducive to the beat interests of the entire
country; to prevoit\hurnful over-regulation in either direction;
to overcome mutual distrust, prejudice and sgspioion of all
parties concerned, is a task deserving of th; best talents and
the strongest characters of the nation.

The scope of government regulation in business matters all
over the world will not decrease but rather increase in the next

25 years. Modern otates can no longer succeed without it. For
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us it is no longer the guestion of shall we or shall we not have 1
government regulation, or promotion, in certain branches of our |
business 1life. The problem is to find its most efffgzzéﬁgforn. |
Unless we do, we shall fail to hold our own. ZXaszy For us, the
gquestion is only shall it be a non-partisan, oxbort regulation
or one changing with changes in party government.

That democracy is the ideal form of government, I do not
doubt. But Burope's recent history has borne cut the experiences q
of 2000 years ago: that, in the hours of greatest need, democracy |
Cszz:a\ég.not the most efficient form of government. That is why |
in the old Republic of Rome, in times of war, recourse was lnra:-
iably taken to temporary dictatorships, and that is why, for
gertain branches of government, we now ses this form of adminis-

tration again adopted in Europe. Democracy is government by the

people. It is the most self-respecting teru ef gogernment. But,
being the expressifn of the ever changing Itll of the nalcln, it

is lacking in stability of polxay>and continuity in office of
trained men. It furthermore abhors autooratid power vested in
single individuals. It believes in checking one power by {ha
other, and each man by other memn, and, therefore, vests authority
in groups rather than in individuals. These are conditions which
cannot be avoided. Whether donoe:ahy will prove itself capable,
howsver, of deal ing effectively, fairly and promptly with the
large economic problems of the modern state will largely depend
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upon our ability to develop to their proper degree permanent and
gapable expert boards and commissions, assuring that measure of

By stability and reasonable promptness in action without which

healthy progress cannot be made.

| But, gentlemen, in order to achieve that result, such boards
must find an attitude of sympathy and support on the part of the

country.

Business men must feel towards these boards as lawyers wortt Ay
towards the Supreme Court. Just as any lawyer might be asked to
give up a highly remunerative practice in order to follow a call
to the Supreme Bench, 80 the Government must feel that it is en-
titled to é&i&ﬁﬁz the best businese minds and put them on a su-
preme bemoh, if you please, of transportation, banking or trade.
It is true that serving on these boards ontailé sacrifices of a
material and, what 1; more, of a personal nature; but, if in
England, France and Germany the flower of the nation stands al-
ways ready to serve fta government, why should our country find
its citizens less ready to follow its call? Men are willigg to
gerve their country if they feel that the sacrifice 1nvolvoﬁ is
commensurate with the service to be rendered and if they oan
count upon the confidence, the sympathy and the support of the
people they try to serve. How much has the business, rallroad

or banking profession done in this respect to enhance the attraoct-
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iveness gf these government positions? Have they tried to do
everything in their power to help in the public work and to pro-
mote a sympathetic understanding on the part of the publie? Or
have wany done the best they could to belittle it; to lament un-
necessary government interference and to look often with hardly
concenled animosity upon those charged with the duty of carrying

into effect the people's ownwill?

(Page I A follows)
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hardly foncepled 081ty  hpon~ “W' the duty
of ear nte” efifect the fe 's '

Personally, I have no reason to complain, but speaking by

and large about the general attitude of the publie, I am ecertain
that you will bear me out when I say that it has not been what it

should be for the best interests of the country. Itoought to be
clear beyond & doubt ~ particularly for you Bniinn-s men - that
the more capable the men serving on these boards, the better for
all concerned; that the higher the estimation the country pl;col
on the work of these boards, the more the country realises the
importance of having the ablest men serve it, the greater will
be the chance of securing and retaining for these boards the
services of leaders in the respective professions; that the more |
capable the various professions show themselves of taking a large |
and cooperative point of view, the greater will be the Jjustifica-
| tion for the Government to fill these boards in a larger measure
from their own runkl'in:told of seeking them elsewhere. Men who
join such commissions or boarde do not want foolish complimente
or praise. There is but one possible compensation to which ihoy
aspire, and that is success in their work. If the publie is
interested in their work; if it trusts them and wishes them to
prevail, their battle ie half won. Intelligent understanding and

;aa1q£pxa7:hdzbal£;&Zﬁ£u~»453;hmlhq,

& Bympathetic nttitnquin all that they require.

lisy I tax your patience for a few more mimutes by illustrat-
ing these conditions in speaking to you of some problems of the

FPederal Reserve Board.
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I have mentioned to you the important amendments we are
trying to secure; asmendmemts in the adoption of which every

American citizen is interested and nobédy more than the business
men. For almost three years Bhe Board has been striving
towards the perfection of this greater financial mobilization.
How meny business men have followed the work of the Board;
how mény have raised a hand in its support? How my realize
that what really caused the fatal delay in acting upon this
degislation, was, as we have reasons to believe, a élde issue
not directly affected by the proposed uunuonta? It was the
question of certain exchange charges, abolished by the Federal
Reserve Aotf;«: restoration of which & large number of small
country banks want to see ineluded in the proposed amendments.
Pime does not permit me to go into the merits of the case, but
it offers a characteristic illustration of problems requiring
governmental roguhiun. |

As between the shipper and the carrier, so there is in
banking between the customer and the bank an old feud es o

equiteble charges. As in railrosding, 80 in banking, many
services are rendered without any or wi th inadequate com~ -

pensation, while charges for other services, as & consequence,
are made to pay the price for both. Exchange charges in many
sections of the country became unreasonable. Regulation is
never required unless there has been scme abuse, and the grpgior

the latter the stronger will be the tendency of the famous
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"pendulum” to swing too far in the direction of reform. The
customer is entitled to the lowest possible charge for

eollection that business will stend, and the Pederal Reserve
Board, in the exercise of the duties placed upon it by the

Aet, will in due course reduce the charges to be made to the
customer to the mindmum the traffie will bear. The Federal
Reserve System will provide the most comprehensive clearing
system the country ever possessed, and as this system grows in

scope it will bring about savinge in time and cost of operation
for the general benefit of banks &nd customers alike. But, as

4in rajilroading, the sound business prineciples must net be

brushed aside or the small bank cannot live, and only the larger

ones will thrive. The elements of time and space cannot bogﬂdzul;

disregarded and the business man who berates the Federal Reserve

Board because & check on Galveston is not taken at par for

. immediate credit at Seattle ies af unreasonable as the bank

that insiste upon an excessive charge. If you study our !j.kly
statement you tind\an item of about $150,000,000 representing
deferred eredit on checks in transit. This’'item, &s our clearing
system develops, is likely to increase by more tham 100%; if we
give immediate oredit, I boli@vo $* wuld at once rise %o at

7

least four times that amount, hutiiﬁ woitld mean that we shauld/*~

1nvo¢t%:n important portion of the country's go;%zggforvo in

chegks in transit, in the so-called "float", andA ermine the

strength of our system.
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A check is not & bank note. The latter igs the binding
obligation of the bank and, if issued in proper volume, it
eirculates for an indefiniteé time and cen remain outstanding

indefinitely without voiding the bank's obligation to pay/
The check is the drawer's ojligation, not the bank's. The
latter pays only upon presentation and only as long as the
drawer's funde are sufficient. The recourse against the in-
dorser of & check is lost unless it is presented for payment

without undue delay. Checks are, therefore, not a "ecirculating

medium", as is claimed se—efien byimouo writers. Quite

the econtrary, a check ie a 'm-oiromtm medium" bougu its
gafe use and the law require prompt presentation and eollection.
It is not a means of c¢cireulation but a means of avoiding the
actual use of circulation. It is an unsound idea that a check
nuet be taken everywhere for immediate credit at par like &
bank note. The bank note, when received ap par, may be put
into the cssh bex and peid out agein at par. The check must

be despatched at onee on its trip to ite plm’ of payment, and

the cost of colleetidn cannot, therefore, be disregarded even
though it ehould be reduced o the minimum equivalent of the

interest loss involved in transit on & time basis of greatest
generosity to the bank's customer.

In order to carry out this per clearigg plan, member banks
however, must agree upon presentation of checks drawn on them
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to remit to thq,bndoral Reserve Bank at par. That is to say,
they may, in return for checks on themsevles sent to them,

gém either remit other checkse to be credited to them at par,

sub ject to time schedude, or if they have no checks they may
remit currenecy, charging expressage to the Federal Reserve Banks.
It is on these remittances that some country banks ineiet they

must charge & small commisegion of one-tenth of one per cent, and ]
- inecredible as it may sound ~ it is this small charge that has

furnished the main cause of the antagonism of the country banks
towards the Federal Reserve System.

Whether or not these charges should be permitted or n- | ik
fused is & matter for Congress to decide, but it dces not seem
ressonsble that vital legislation should be withheld or delsy~ .
ed at this time on aceount of an issue which ought to be settled

independently upon its own merits. I have mentioned this inci-
dent becasuse I have been wondering at the apathy of mmq,
men in this connection, &nd, in & similar manner, it hes been
a source of surprise to me that, apperently, t;u bus inessman
has not yet fully realized the faet that the entrance of the
State banks apd trust companies into the Federal Reserve System

1§ his concern.
The exchange problem, of which I have just spoken, would

not offer as much difficulty if it were not that the member
banks feel it a hardship that they should be asked to provide
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the entire system of proteetion for the country while the
State institutions not only dem do not contribute their share

but, in addition, are free to make charges and to do their bupi-
ness ag they please. AIt some of the gentlemen who are directdms

for pru{(%tl of State banks or trust companies were asked by
. their neighbors to Join in paying for a wetchmen to patrol the

neighborhood of their private residences, would any of them say}
"Why should I? As long as you, Mr. Neighbor,pay the watchman
for your house I am proteected anyhow without‘;'fp’s.ying for it."

I Imow that & great many of the leading State bankers of

the country are very sensitive of this sibusedien situation.
They do not feel happy about it and have made up their minds that

/
¥
i
f it is the proper thing for them to come in. They mmch rather>
|
4
2

would/be in the position of paying their ll;aro of the watch-

man's salary. They furthermore know that every depesitor in a
’g member bank contributes his share to the stronger protection
’1‘ and to the greater &rodit power of the country, and that thdr
' depositore will awaken to & realization of tie importance of
| this condition. They know that in case of a real strain !
savings banks, trust companies and State ban¥s indirectly will
have to depend upon the strength of the Federsl Reserve System

i iy

% AP, o
1
{

The State banks and trust companies carry outside of the synton*l

\‘; reserves amounting to § while & large portion of
i these ought to be added to the general reserve power of our
|  country.

-
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that others maintain for them. Some of them, doing & large
acceptance business, profit every day from the acceptance
market orested by the Federal Reserve System, s harket thet

has enabled the American dollar acceptance to take its place
along with the Sterling, ¥ranc and Merk bills in all parts

of the world. But they know that entering the system means
certain sacrifices in eamings, and, may be, the loss of some
interlocking directors. Yet, if that is their share of the
contribution to the rise of America's banking system and to the
safety and better growth of our economic edifice they ought to
be willing %o pay that price. They know it and they will do it,

but the trust company prolid;nt thinks of his competitor -
"will he come in? If he will, I will.”

When still & banker in New York, I onee tried to get inte
& subway train during the rush hours. I forced my way into
& crowded car, but with snother men was caught between the auto-
matiec doore which would mot close behind us. My fellow sufferer
began to yell at the top of his lunge; "Isn't there anybody
to push us in?" Well, & guard came and pushed us in. It loocks
to me as if there were enough in the present situation to push
the State banks and Trust companies in. This im & time yhon
beyond a doubt publiec interest must prevail ower 1ndividn;i

advantage.
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Barly treining in banking in Europe has inculecated in
mo‘ aversion to banking by regulation when, by intelligent
voluntary action of the banks, the same result can be achiev-
ed. But in Vashington I am constantly met with the view that

without compuleion it is impossible in the United States to make
any headway. I am unwilling to surrender to that point of

view. I 8till like to think of the Federal Reserve Eystem
ag of a club which the strongest and best banks consider it

an homor to join, and not as of & "elub" to swing over the
heads of the banks to coerce them inte sound banking methode
of cooperation. It ig & moet satisfactory fact thet in almost
every important city some leadiing State institutions have

ecome in volnntariiy, and I hope that on that same plan the

me jority of the sirong State institutions will soon follow.
The preent condition of having 7,500 banks carry the burden

for 27,000 is unf&i: both to the member banks and the best inter-
ests of the country; The strong non-member banke who, knowing
the facts, 4o not remove this inqeui 1noqua1fty will, in time,
force the Government to do its duty in adjusting the matter.
But.lf Congress finally nhonld be forced to swing "the big

stiek" they will be the ones to complain most loudly about

the muisance and unfairness of governmental compulsory regu-

lation.
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In England there are 250 banks, in Canada 31. We have about
30,000. It is obvious, therefore, that leadership and direction
by Covernment agencies is even more necessary with us than in Eu-
rope. We have adopted from Europe the principle of cooperative
protection in banking and we ought to accept from them also the
loyazl spirit in which they cooperate with thelr leaders. The peo-
ple, the banks and the press ars mindful of the fact that faxnoi
and manufagturer, borrower and lender, of necessity cannot take
an unselfish point of view; that no matter how profoundly they
believe to have given due regard to the country's general inter-
o;ta, most of them are so busy with their own affairs that they
have not even had the time to comsider the problem from any but
their own angle. The central bank's actions must, of course,
bear careful analysis and healthy public discussion. But thor
first impulse abroad is to follow the men they have placed in
charge, to stand by them rather than to attack them and to take
it for granted that “the obvious 1s not likely to have osc&p;ﬂ
their attention, and that the only object they can have in view
is to be fair to all and to do the best for their country.

More than in Furope is it necessary with us that our b@nk-
do not consider the Federal peserve System as an unwelcome and
bothersome leash from which some day they still hope to escape.
The Federal peserve Act provides for a joint administration by

Government on the one hand and banking and business on the other.
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The more the banking and business communities realize that Gov-
ernment regulation in banking is indispensable and has come to
stay, the more thoy‘oubstitutc for a critical attitude a spirit
of active cooperation, the more they begin to recognize their
duties and privileges as half-partners in the administration,
the more they make 1t their business to perfect the machinery
which has been ectablished for their own proteotion, hnlﬁzng in-
stead of hindering those who try to make it a success, the hap-
pier and the safer will they be and the better it will be for
the country. Let them be clear about it that our country will

.uéver permit this Federal peserve System, or any other eimilar

system, to be run by the banks alone without the check and regu-
lation of the Government, just as 1little as the country would
permit permit the Government t0 run such a system without the
counter-check of the cooperation of the banking and business
communities. You may say that this marriage between Govcxagont
and business is not wedlock based upon love at first siaht.‘tnut
no matter whether it was love, reason, or icoinalty that brought
it about, there cannot be any divorce. And inasmuch as thﬁy
have to live together the only wise course is to pull together
and let the bsat advantage be the strong bond uniting them.

\
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And, now, coming back from this digression into my own
fleld of aetivity, peemit me in closing to recapitulate the
thoughte that I have tried to convey.

' “he modern state is am much an economic ag it is & polit-
ical unit. There are millions of inmdividuel enterprises appar-
ently self-centered and independent, but, as a matter of faet,
&ll dependent upon each other. There iz not one in the conduet

of whiech, direetly or indireetly, the stete is not interested.

There is not opne vhich, by exaggerating the single and selfish
point of view, whuld not do harm to others and affect the well
being of the whole. Wkhernwwer Vhenever the fair middle course,
essential for the greatest prosperity and comfort of all,
cannot be established and adhered to by common understanding
between contending parties, Government hae t¢ step in as

& regulating gsctor. If this regulation is to bring about the
highest result, it miet not be exclusively preventive of
abuses or destructive of old business practices, dut i#mat
be, at the same time, constructive. Government must not regu-

late only. I1 mumet aiso promote.
In the state of the future, particularly in Lurope at the

end of the war, the most efficient Government promotion of

industries will be held to exist in setual government owner-

ship and operation in many branches of business and trade. MNore
than ever before will states become solid industrial and

financial unions effectively organized for world competition
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driven by the necessity of perfecting & system of greatest

efficiency and economy and thrift in order to be able to meet
the ineredible burdens created by the war.
That is the future of the world in which we shill have

to maintain our own position and it requires, on our part, i
thorough organization and steady leadership. Under our |
demoeratic system thie cannot be furnished by changing party I
governments, but ean only be provided by fairly permenent,
not-partisan and expert bodies. These bodies must combine the Jué
judieisl point of view with that of active and constructive
business minds. They must be able to act as expert advisers
alike to Congress and the industries concerned. They must

break down suepicion and prejudice of Government against

business and of business sgainst Govermments They must stand

for the interest of all against the exaction of aggression of

any single 1u1vt¢{nﬂ. or group, be it called labor, carrier

or shipper, lemder or borrower, Republican or, Demoergt.
Qur ability to handle cttoot& the uapo" economic pro-

blems 6:! the future will depend largely upon developing boards
and commissions of sufficient expert knowledge and independence
of character. This will be possible only if both Government

and the people fully appreciste the importance of such bodies,
g0 that the country may find its ablest sone willing to render
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public service worthy of the persenal sacrifices it entails.
I believe that the dark clouds of sorrow and sufféring

which for three long years have shrouded the world will before
long show us their "silver lining". we shdll see it in the
greater political liberty and safety coming to millions in
Burope. We shell perceive it in the chastening that will

come to some and the awakening in others to the deeper realiza-
tion of the things most essential in life. To us it will bwing,

I believe, & keener sppreciation of the individual's duty
toards his o untry, not alone to his country in stress, but
aleo to his country in its peaceful endeavors. It will develop
& better understanding of our common problems, and with & proper
estimation of their importance there will come & greater
willingness on the part of all to serve our country either by
taking & more active share in fts government or by readier and
more intelligent Quborﬂinatinn of our own work to the larger

publie interest. :
This broader conception of genuine citizenship will perceive

in government regulation not unwelecome and arbitrary restrai nt

to be resented by liberty loving men, but self-imposed rules
esteblished for mutual adventage and protection.

Aristotle, in defining the essential characteristics of
libverty, said; "it is to govern and in turh to be governed"
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and this thought has lost neothing of its force even though
2000 years have passed since it was expressed.

LNy GARNAA Fevemnnent S5 spnavig.

Government without cooperation of the governed is
autoeracy. |

To govern and in turn to be governed is ke the only form
of true liberty. |

In this conception there is nobody governing and hobody |
governed. We all govern and serve alike and together. We all }
serve one master; the only master that no liberty loving man

need be ashamed to serve - we serve our country. ‘ 1

*

- -

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



- / FEDERAL RESERVE BOARD

@,A.;WASHINGTON

APR1 71917
April 10, 1917.

Dear Strong:

i Things have been so intensely interesting and perplexing
during these last weeks that I do not remember when I wrote
you last. Since then, Delano came béck and brought us the
very best news about you, and I cannot tell you with what
pleasure I am looking forward to the time in June when you
\ will be back at your desk. IHowever, do not get it in your
1 head to come unless you are certaln it is the wisest thing
for -you. This 1s alsc how your lother feels about it. It
was a great pleasure to see her. ©She is a wonderful lady, and
I now know from whom you get some of your traits.

I saw your telegram to Harding. I understand, of course,
that you are impatiént and want to come back under the circum-

stances, but do not be foolish about that. As a matter of

fact, there is veryhiittle doing at the TFederal peserve Bank
of New York at this time, and even we here in’ the Federal Re-
serve Board cannot do as much as we should like to. Hostnbf
| the things are being cooked up at the Capitol and taken‘up
l with the Secretary of the Treasury. 0f course, we are doing
everything to get in some 1deas of ours, and I belleve on the
whole things are moving on sound lines.

I just returned from Chicago, where I had some very good

meetings with the Chicago bankers and where my speech was re-

|
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celved with remarkably hearty applause. The stiff old Chicago
bankers and merchants really woke up and showed some enthusiasm.
I think I made good headway with the State banks and trust cﬁm—
panies. The Union Trust Company promlsed ungualifiedly to
come in and Hulbert, of the lMerchants Trust, promised too with
a very slight reservation(%hat he wanted to study the amend-
ments proposeq) But I do not believe that he will find any
difficulty. They both expect to come in during this week. If
they do, I am confident that we can also get the State Bank
of Chicago, which is the most important of the State banks
there.

The St. Louls Union Bank came in yesterday. The Cleveland
Trust Company has come in, as you know, and the People's Bank
of St. Paul also. ©So things are moving.

In New York, Jay is stirring up the trust companies. I
do not know with what success, but I am sure that, if handled
properly, they wiii‘gome in on a basis of patriotic appeal.

The amendments in Congress are making some headway. The
Senate Committee voted to report them favorabay. I do not.
know what will happen in the House, but, confidentially, we
have good reasons to believe that the president will place him-
self behind it at this time and I suppose that we will get the
gold amendment through now.

As to Argentina, we do not understand each other very well,

uis
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and it is about time you should come back so that we can talk
over matters a little more easily. I do not think that in
writing we get very much closer to each other's thoughts.

I enclose copy of a letter which I recelved today which
shows how anxious the Argentine bank 1s to get into touch with
the Jew York Bank and that this is largely a question of gold
reserves that they might keep with you. I do not want to go
into & lengthy argument concerning your long letter, but I can-
not understand how it can be in your mind that we should invest
heavily in Argentine exchange or undertake to regulate exchangg
between these two countries. That is much too large an order
and we could not possibly go into so comprehensive a program
wherever we formally open relationships with foreign government
banks. Before you would know 1t you would have to do the same
thing with Chile, Brazil and'God—knows—What". On the other
hand, so far as our purchases ofigggggﬁances are concerned, I
cannot see any danéeg there because that 1s absolutely contrell-
ed through the forward rate fixed from time t% time.

The Banco de la Nacion has not got a large gold reserve of
its own but it has the power to draw on the Caja de Conversion
for a large amount of gold against the deposit of commercial
paper. The New York Bank has meanwhile sent a letter to the
Banco de la Nacion, but before actlive operations begin I expect

you will be back at your desk and can have your own fun Iin the

matter. /é:;k Well ¥ e , ééWt¢u éﬂ@;ﬁ¢&aum a/uo
hﬁgzu S b T o ery 4ru yours, \

.DtJ.OIlﬁ‘ jr., Esq., o y) ,,/m
4100 Hontview Boﬁlevarétzz/»d%o(CiL‘CL 2

Federal Reserve Bank of St 2R VeET, Colorado.
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S FEDERAL RESERVE BOARD
@ WASHINGTON
' April 20, 1917.

Dear Strong:

Thank you for your letter of Aprill seventeenth, which
I recelved this minute.

I can well imagine how restless you are. Nina, Aiken
and I were dlscussing only the day before yesterday what
a terrible itching you probably would have to break away

from your golf links as soon .as you would hear that Lord

Cunliffe would be in this country.

It is hard to advise you. I can understand only too
well your unwillingness to stay away. On the other hand,
I am profoundly convinced that it would be foolish for
you to come. TFrom all I can hear you are doing splendid-
1y just now and it would be a great wrong, I believe, to
interrupt this splendid recuperation no matter how hard
it may be to rernain reasonable. Moreover, the gentleman
has not arrived yet and nobody knows where he is or when
‘he may come. I do not belleve that at this moment much
more can be done in the Bank of England matter, and I think
that Cunliffe very likely will want to talk about general
financing and, as to this, there is hardly any help neces-
sary because I think he will get whatever he wants Jjust as

far as we can furnish it. I believe that it 1s generally
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understood that our only important contribution for the mom-
ent can be a financial and economic one and we have got to
do all we can and plan wisely for the financing and get all
the cooperation we can.

The difficulty 1s that there are too many cooks on the
one hand and maybe tooc much autoeracy on the other; too
much consultation and deliberation where 1t need not be and
too little where 1t ought to be. However, in spite of all

that, I believe that things will take their usual United

States course; that is to say, we shall blunder along at
first but when we get to it . do. . the thing in in good
style. This has been the experience of the last few days.
I think that the problem 1s clearing up rapidly, and person-
ally I feel that 1t 1s getting into a shape where we can
handle it. '
What we did today, I think, is a great step in advance.
The gecretary has now announced his plan to issue $200,000,—
000 of certificates payable July 1 on a 3% basis. We hope
before we are through we shall issue about QSO0,00C,OdO of
them. As the banks will subscribe for these and the pro-
ceeds will be turned back to the market in order to pay for
the various Government purchases, be they local or Allies,

we shall anticipate any disarrangement that might follow

the paying in of the instalmentsibecause if the banks hold
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$500,000,000 of these certificates which they turn in in
payment of the first instalment and if the depositor then
withdraws a like amount for his payment for the bonds the
two 1tems will wash. I believe that if we proceeded on
these lines so that for each instalment the banks will
have #n advance invested in these short certificates be-
fore the final payments are made there will be very little
money withdrawn through the Treasury from the banks. What-
ever temporary disarrangement there will be the Federal Re-
serve Banks may take care of by putting out money at a very
low rate for fifteen days, be it 2% or 23%.

We had-a long and interesting meeting with the Advisory
Council. I was amazed at the unpreparedness of these bank-
ers. None of them had really a definite plan in his head.
Some, however, were very good because they wanted to be
helpful and were intelligent in catching on. I was partic-
ularly pleased with Wing and Rue. /Wing has developed from
the worst member, I think, intéjtﬁg-best.F Forgan, unfor-
tunately, was 1l1l. llorgan's attitude was most disappoint—
ing. He took the attitude of a spoiled child, being mad
at the taxation scheme which he dislikes. He gave the im-
pression that he did not care to play and that he did not

care how the loan went so long as things were done which he

considered unreasonable. They all claimed that no more than

Eodaral Rocarve Ronk ofSt |loyig ..
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one billion would go, and it was yours truly who urged
strongly that a $2,000,000,000 issue should be considered,
which I believe can be done provided the policy is adopted
of selling short Treasury notes ahead and if the instal-
ments are spread so as not to be more than four or five
hundred millions at a time. In the end I believe that al-
most all agreed with that polnt of wview.

I had a frank talk with lorgan in the afternoon in my
room in which we discussed the entrance of the Guaranty
Trust and the Bankers Trust and which gave me an opportun-
ity to say some things to him which decldedly cleared the
atmosphere. I had heard that he had sald some pretty un-
fair things about me in connectlon with the statement by
the Board of November, and I wanted to put his mind
straight. It al} ended by his saying that he thought he
had done me an injustice and that he was sorry for it.

The nice part about Jack llorgan is that he apologizes when
he finds that hesis wrong and I like him for it. But it |
is very regrettable that he is so absolut;iy unbalanceq
and says sc many silly things when he gets mad. The im-
ﬁression that he generally made at the meeting was not a
favorable one.

The State bank situation is excellent. Hulbert was
here and said definitely that he would come in. ‘About
Harry Wheeler I told you. The M&rshail & Ilsley Bank

and the German American Bank, of lilwaukee, have telegraphed
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that they would come in if the amendment should pass. The
Commerqial Trust Company, Kansas City, has applied forztar
278 i afesr.
tdenatization and today we have recelved a confidential let-
ter from St. Louls saying that the lMississippi Valley Trust
Company would come in and bring with it three other State
banks. That the Union Bank of St. Louls has come in I
think I have written you. The Uississippil Valley Trust
Company is entirely confidential.

I had a letter from Lamont in which he says that the
Guaranty Trust and the Bankers Trust are Gconsidering ‘en-
trance, so as to the State bank situation I believe we can
say that we have won. I have no doubt that the leaders
will now come in thick and fast and the mob will follow.

As to the amendments, they have passed the Senate Com-
mittee and we have asked the President to place himself
particularly behind the gold amendment..ilnasmuch as Con-
gressman Hayes; who 1s the ranking Republican member, ié‘
for it,I had several talks with him/and.I pelieve we can
get this thing through in conference. The difficulty now
is thét the exchange charge question is being drawn into
the discussion and it}may'be-devil the whole situation.
However, I have no doubt that we shall succeed in pulling
this thing off this time. So if you will do me the favor
of stayinz away until June I think when you come back you

will find a situation which will be pretty satisfactory and



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

(e)
rounded out. You will have your hands full.

Thank you for what you say about Jim. He is in Newport
News and since two days he is flying to beat the band. He:
is having a great time, but that I am relishing the thought
of having my son develop into an angel I cannot say, though
under the circumstances 1t was the only proper thing to do.
I did not like the "lMosquito Fleet" ldea but aviation for
the Navy, I believe, is under the circumstances not a bad
plan inasmuch as quite a number of his friends have joined
that particular corps he is feeling doubly satisfied to be
in the swim - or I ghould rather say "in the fly".

With cordial regards and best wishes for a good appe-
tite and good golf, I am

Always sificerely yours

@E/L(

Benj. Strong, Jjr., Esq.,
4100 Montview Boulevard,
Denver, Colorado.
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JUN - 6 1917 May 14, 1917.
Dear ﬁi; Jay:

Permit me to introduce the bearer of these lines,
Mr, William Taussig, son of my friend Professor Taussig
of Harvard, now Chairman of the Tariff Board.

Mr, Taussig, Jr. up to now has been in the bond

business with Messrs. John Muir and Co, He is willing,

. however, to abandon his present position in order to do
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his share in serving the country. I have suggested to
him that possibly he might render valuable service in
joining one of the organizations formed by the Federal Re-
serve Banks for the placing and handling of the Liberty
Loan, After my.talk with Mr, Anderson Saturday I had
the feeling that possibly in New York it might be very
agreeable to you ;o secure his cooperation,

With kindest regards, I am !

Very tfuly yours,

/

[ |
(GecorllttiLnn

v

Pierre Jay, Esq.,
Federal Reserve Agent,
New York,

/7

*
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3 FEDERAL RESERVE BOARD

WASHINGTON

R4 /.

Dear Strong:

I confirm my today's telegran.

I was glad to learn you wlre back. I am sure you
must have a feeling that your weeks, were well spent,
and I am quite certain that the knowledge of how import-
ant for the success of our work you are will give you
renewed patience to hold out and geé(well.

I have delayed answering your letters, but I have
been so confoundedly busz*asa that it has been absolute-
ly impossible to 40 80.

I think theAprospectue as 1t has now been published
is a good plece of work, and I am confident that the an-
nouncement to be made by the Secretary today, concerning
redeposits, will be received with general satisfaction.
The scheme was developed with the cooperation of a great
many helpful minds and I believe that it /represents the
consensus of opinion. We are today offering another
$200,000,000 of certificates at 31%, at which I am con-
fiden,t they will mgeb(:l// We might have placed them at 3,
but it was felt that we should reach the little fellow

and, therefore, it was a good plan to make that conces-

gion in order to bring that about.
The amendments are in good shape. Confidentially,
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the conference has agreed on 1ts report, including the
reserve requirements without any obligatory till momey
involved and including the gold note issue amendment.
The other phases have been satisfactorily included. How-
ever, there is a devil of a mess owing to the Hardwick
amendment which the Senate tacked on and concerning which,
at the last minute, the House instructed its conferees
to consent to the”substance/zf the amendment. This little
word "in substance® saved the situation because Owen and
Glass, with our assistance, have concocted a tail teo
that amendment which will wag the dog. The question is,
however, will Congress swallow it. If not, there is dan-
ger again that the whole blessed amendment business will
hang fire on account of this exchange charge. I am con-
fident we will get the amendments through in the end, but
I am very much afrald that a great deal of delay will be
caused again. For the time being, the Banking Committees
and all Senators are flooded with telegrams protesting
against the Hardwick amendment, and owing to this flood,
which pleases the Conference Committee, they have not
acted today and have delayed action until Monday, when I
hope they will report. Ninety per cent of this amendment
situation is, therefore, excellent, but ten per cent is
pretty bad.

The gold amendment, I am happy to say, has passed the
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crisis. Glass is willing now to let it go through owing
to heavy pressure that has been brought upon him, and
asked me himself to take it up with his fellow conferees
of the House, which I did. Very confidential information
from behind the scenes 1éif%;*%¢§;n this thing was dis-
cussed in the Conference Committee practically nobody
understood what he was talking about but they were going
to vote for it.

I have my hands very full and you must pardon me
for not writing more today.

It was very nice to see you here. Come socon again!

Family sends warmest greetings.

Sincer yours,

Benj. Strong, qu.,
4100 Montview Boulevard,
Denver, Ceolorado.
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ay Letter
“ight Message

Night Letter

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

GEORGE W. E. ATKINS, VICE-PRESIDENT

WESTERN UNION

\_\ &%
NEWCOMEB CARLTON, PRESIDENT
BELVIDERE BROOKS, VICE-PRESIDENT

PO

Receiver's &

Check

Time Filed

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

Bd.br

Benj. Strong,
Denver,

Thanks for your telegram.

gstand it.

New York City,
May 24, 1917.

(Sg.) Warburg.
» P m—

There won't be any difficulty arranging
rediscount as suggested by you. Believe everybody in favor of it. Delighted

to kmow you are coming but can't you wait another week - the transaction will
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June 30, 10175k ew Ve

Dear Governor Strong:

Thenk you for your letter of June twenty-elghth, sending
me a copy of an amendment submltted by the Clearing House Com-
mittee.

I do not think for a moment that lr. Glass would stand
for this kind of an amendment. I happen to know his views
about the subject, having discussed with him an emergency

clause on these lines. I found him very much opposed to it.

I shall be glad to submit the Clearing House Committee's
| sugrestion to the Board at its next meeting, which will take —
place on londay, but I am confident that the Board's opinien
will be adverse. As far as my own judgment is concerned, it
is against 1t. I agree with you that it would be unwise to
1 permit this amendment. It would open the door wide to'thc‘glo
| of securities as a basis for advances by Federal Reserve Banks
| and as a basis for note issue. It would also’ bring about the
very thing that the Clearing House banks want; that is, w;
would remove the incentive for our member banks to keep invested
largely in commercial and eligible paper and encourage instead
investment in loans on securities. I do not for a moment deny

the importance of the latter loans - particularly in New York -
- but the Federal Reserve System ought to find its roots primarily

in commercial paper. It has been necessary for us to open the

http://fraser.stlouisfed.org/
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doors to Government securities but we should not go any further
unless it is absolutely necessary for the saving of the situva~
tion, a condition which, to my mind, does not exist.

A great deal of money is being redeposited by the Treasury
againet collateral of the kind that the Clearing House banks
want to see made available. A question that goes through my
mind in this connection is whether Federal Rpeserve Banks, pending
the wider development of an acceptance market and a market for
commercial paper, should not have the power to make deposits or
make loans on. securities up %0 a certaln percentage of Government
deposits held with them. In other words, enable the Federal
Reserve Banks to do themselves what they are now doing acting 2. Feics
for the Treasury. That is a question which I think we might well
consider because it would enable the Federal Reserve Banks to
exercise the banking functions which now as a matter of neces-
sity’must be exercisqd by the Secretary of the Treasury. |

Very tfuly yours,

o llifelowy) — .

Benj. Strong, Esq.,
Governor, Federal Reserve Bank,
New York.

Federal Reserve Bank of St. Louis
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MW WASHINGTON

Aygust 37, 1917.
Dear Governor Strong: '“‘~&v'%h

I have your letter of August tweﬂﬁi—fourth, enquiring
about liss Knowles' qualifications.

You met her Sunday a week ago when the whole Knowles family
called at Hartsdale. She 1s guite a capable girl. When her
father's financial affairs got iﬁ@olvegf?ﬁéﬁgderstand they now
pave been straightened out agaln) she took up stenography and
showed quite some grit in thils respect. ©She became secretary
of some league - I forget which - and I believe did well in
that capacity.

Personally, I have never taken a great shine to her, though
she is very populaf with the boys and Jimmie liked her guite
well. ©She has been golng out a lot in spite of her business
career and I do not know how far she expects to keep this up.

If she does, I doubt that she will be capablé of doing both at
the same time; that 1s, business and society. Jimmie says she
1s very popular amongst girls and that she might be a good
leader. Personally, I would suggest that if the girl appears
of the right type to you you give her a trial and get your own
experience first as to her earnestness and abilities before
you plck her out for a leading position. Maybe she will make

good but I think you want to form your own judgment.

Very

Benj. Strong, Esqg.,
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Fish Rock Camp Via Saranac Inn
Franklin County
New York

Thursday, September 6th (1917)

Dear Strong,

Thank you for your letter with chart which was sent to me here
from Washington. It rains like h.... todsy and I am profiting from this
non-golfing condition in order to answer your question, at least super-
ficially. I expect to be in N. Y. Monday momming next and leave by the
Congressional. If you can arrange to have the morning reasonably free
for me, we can talk the matter over. I have urged Crosby repeatedly to
begin issuing two or three day U.S. certificates of indebtedness to F. R.
banks for short advances (instead of overdrawing) even if he paid only 2%
for that. I think at times that may be helpful on the lines that Kenzel
suggests, but I do not think it alone will do the trick. Banks are not suf-
ficiently willing or able to take and put out on call these large sums. We
should not try to add (as Kenzel would do) or withdraw large sums, but
rather seek to return what we take as quickly as possible. The F. R. banks
must take care of two things in this connection (1) the temporary dislocation;
and for this, let us call it, "float" the Kenzel system may help anticipando, or
rediscounts and open market transactions as post- or simultaneous relief; ( 5
reserve-balance-basis which will be necessary in consequence of our growing
credit operations; (3) in addition, the normal seasonal demand must be taken care
of by the F.R. bank, as at present. The more operation under 2 grows, fhe
more difficult will it become to satisfy 1 and 3. Particularly in conseq uence
of our continuous loss of goldl

What we should do is, of course, to (1) stop that loss of gold (2) get
(at the proper moment) more gold from England. Rates over there appear to ease
off and there are still, I am told, $150 million American balances in London.
These will be drawn unless England puts up her rates and assists in keeping
money easy here. But that is essential anyhow for her on account of her
interest in the success and continuation of our Government loans. Moreover,
the gold we lose we ship to cover her debit balances in neutral countries.
(3) Get all the gold in we can lay our hands on in the U.S. (4) Keep the
float down to the mimimum.

I wonder whether there is not something to be said for a plan of selling
the next loan outright, instead [sic.] subscription, letting everybody pay at
once, if he pleases, and pemit banks to pay by credit. The Government paying
out whatever it withdraws.

There are two problems: one, to keep the F.R. System strong in gold, end
two, to reduce the "float.® At present, all banks outside of N.Y. draw on N.X.
for their payments and pile it into their F.R. Banks, then the Government
draws on N.Y., asks the other F.R. Banks tc refund NsI., then the money must
travel back to the member banks in payment of goods. In other words, money
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makes large round trips in order to move from the N.Y. member bank to the

F. R. Bank of N. Y. and back (for account of the country bank) or in order

to move from the westerm F.R. member bank to its F.R. Bank and back.

The guestion is can we short-circuit at any spot and let money go direct?

The difficulty is that money changes hands in the various Districts and does
not return in the seme quantities. But that is the problem. My feeling is
we cannot much shorten the float but ought to reduce the quantity to the
minimum. This is a gossipy letter and I must close it in a hurry to catch the
only boat that may teke this letter. I am jotting this down just to start you
thinking on these lines. Will see you Monday; hope you are not overtaxing
yourself.

Sincerely yours,
(Signed) PAUL WARBURG
See picture on back of this [below]

Member bank West

Member Bank, N. Y.

Federal Resérve Bank of N.Y.

Course of money paid to the Government in the West and paid out by
Government in New York
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FEDERAL RESERVE BOARD

WASHINGTON

(Confidential) October 15, 19817.
Dear Governor Strong:

Supplementing Secretary Crosby's today's letter dealing
with Government deposits, I am writing these lines for your
personal guidance amd referring to your letter of October Sth
to Mr. Leffingwell, concerning the acceptance of Russian bonds
as collateral for special government deposits:lyThe view here
is that it would not be practicable openly to discriminate
against these bonds, and that Federal Reserve Banks should
deal with the matter using thelr discretion and protecting
themselves by adopting the followlng policy. As to all secu-
rities, except Unlted States Government bonds, no one bank or
trust company should be permitted to secure its deposlts by
more than a reasonable amount of any one security, particularly
in the case of securities which are not selling on a conserva-
tive interest basis, the object being to have the collateral
Pledged by each depositary well dlversified. * This will enable
the Federal Reserve Banks to deal with the problem cautiously. v

=

Benj. Strong, Esq., |
Governor, Federal Reserve Bank,( ;771 015
New York.

1

<o
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FEDERAL RESERVE BOARD

WASHINGTON

October 85, 1817, Y
Dear Governor Stromg:

Ve Please talk to me oyex the telephope about dis~
count rates. PhiladolphiaIWQQ Boéi“nxiz;e made appli-
cation to increzse thenrpﬂp-day rates on Liberty Loan

sffeet on November

ff‘y

paper to four per cent, to go 1nto
fifteenth,

The 15-day rate probably may have to be considered
too, As to thg;;we shall know a little bit better after
next Saturdasz

I thingfthe rate for bankers acceptances ought to
be moved upi also, With 90-day Government paper sell-
ing at foﬂr per cent and probably going higher, I be-
lieve that bankers acceptances probably ought to move
up to three and a half to three and three-fourths,

of oou;se, you must not overlcook that we may have
to for-! the under-writing syndicate for the U. 8, Cer-
tificates of Indebtedness; but I believe that the four
per cént rates for Liberty Loan ©0-day and 15~day rates,
varyﬁng in the several districts between three and one=
half to four per cent according to requirements, would

not interfere with the larger plans before us,
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I have no doubt but that all the districts ex~-
cept possibly New York will want to move up to four
per cent for 90-day Liberty Loan paper, and I am
rather inclined to think it will be to your best ad-
vantage to join iassbite S8y, or otherwiee the pressure
will be all on your bank,

Let me know your views about this topic,

/
Sincgrely yours, ,
[ - ’ A

{ £+.. CL LA ;1” r 2 andl
Lt g L AAAASLLALALAA “',fl__ ;

Benj. Strong, Esq., /
Governor, Federal Reserve Bank,
New York,
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FEDERAL RESERVE BOARD

WASHINGTON Ay
' __November 7, 1917,

Dear Strong:

Just as I left the house this morning your nice letter

came from Virginia Hot Springs, and Nina and I were delighted
to hear from you and to know that you have safely landed and
are planning for a good rest. I should like very much to go
over and play with you. However, I do not see how I can get
away within the next week or so; inasmuch as I want to keep my
eye closely on money conditions in connection with the payments
on the fifteenth,
' We shall all miss you tomorrow and day after tomorrow at
the conference with the Governors. We have prepared quite an
interesting program and ‘quite a comprehensive cne, and I be-
lieve the conference will be timely and useful,

I send you herewith a copy cof the re-draft of my war loan
finance scheme, _You might study it while on your back, and
might drop me a lin® as to your impressions, Something has to
be done, and my own feeling is that this is the least objectiona=
ble form,

Did I tell you that Jimmie is not flying any more? He has
some defect in his eye sight which the little devil managed to
conceal very successfully in order to get into the awviation

service. Thie prevented him, however, from seeing the water

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




Digitized for FRASER
http://fraser.stlouisfed.org/

(2)
line when coming down and he h# been managing to get through
without a scratch by taking risks that he had no business
to take, His lieutenant had his eyes examined again and
this time he could not cheat and he was told that they could
not permit him to fly any longer, However, his lieutenant
gave him a most glowing recommendation- and apparently they
are going to hold on to him in the aviation service, Hé ex-
pects to get his commission within a few weeks and will then
be kept on some other work in the department without active
flying. Jimmie is furious, but Nina is a different being
eince she 1s no longer worrying every hour of the day about
what Lo edogte nappen it o 4 lbrngin *af o T aie £

Let me hear soon how you are getting along-and be wise

Benjamin Strong, Esq.,

and keep quiet,

Virginia Hot Springs, ’

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BOARD L

WASHINGTON

In re November 5, 1917.
International War Finance and
War Industries Corporation.

e

My dear lr. Secretary:

Since writing you on October 13th about the "National Fi-
nance and War Industries Corporation”", I have given the matter
some further thought.

Having discussed the problem informally with some bankers,

I believe that the thought frightens them that if the Government
once goes into the financing of railroads and industries there
will be Government financing of private enterprises in perpetui-
ty and that, for instance, railroad ownership by the Government
may be the next step.

On the other hand, it is clear that the powers to be vested
in a corporation of the character outlined by mé are such that
strict Government. control must be a prerequisite. These powers
could not possibly be vested in private citizens. We are con-
fronted with the same problem that faced us when dealing with
the Federal Reserve Act, and I believe that our solution must be
sought on similar lines. "

It would appear, therefore, that the simplest way would be
to organize a Federal War Loan Bank, administered under your
chairmanship by a board of directors consisting of the Federal
Reserve Board, to which the Presldent would add, for this pur-
pose, four additional members. Some of the members of the Fed-
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eral Reserve Board together with these four new members (taken
from the War Trade Board and similar positions) might constitute
the executive committee.

The corporation would have twelve branches, which would be
located at the Federal Reserve City points, and, if possible,
housed with the Federal Reserve Banks. Each branch would be un-
der the management of a bhoard consilsting of the directors of the
local Federal Reserve Bank, to whom again would be added four ad-

ditional members, and these four members, together with some mem-

bers of the regular directors of the Federal Reserve Bank, would
constitute the executive committee of the branch. All applica-
tions for loans would have to come through these branches, and
would be granted subject to the approval of the Board at Washing-
ton.

In my earlier memorandum, I suggested the initial capital
of $80,000,000. T believe that was too modest. I think that a
minimum of a hundred million dollars ought to be provided, with
power veasted in the ﬁrésident to increase this capital to $2350,-
©00,000. The bank would not be endowed with any note issuing
power, but would be authorized to lssue its cbligations, having
a maturity of no less than a year and no more than five yearé,
to the extent of eight times its capital. These obligations
would be subjeet to full taxation. Federal Reserve Banks would
be granted the power to treat these obligations in the same manner

as Government bonds; that is, they would have power to rediscount
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for member banks notes secured by these obligations. The bank
would have to liguidate within a given number of years after the
concluaion of peacs.

The Federal War Loan Bank would normally grant loans only to
member banks and mutual savings banks, but it might be wise to
insert a clause similar to the open market clause of the Federal
Reserve Act, providing that, wlth the approval of thresfourths
of the members of the central board, loans might be granted di-
rect to concerns engaged in industrial business essential to the
best interest of the country,

All loans should be secured and no loans should be made on
stocks. Provision should be made for ample margin against market
value, subject to the rules and regulations of the central board.

The obligations of the Federal War Loan Bank should either
be placed on the market through bond houses and in round amounts
as the business of the banks develops, in a similar manner as now
dene by the Farm Loan Banks, or to the borrower direct. To illus-
trate, it might be‘praoticable to lasue the obligations to the
savings banks against the pledge of the collageral, thus enabling
the savings bank to secure a loan from a member bank which;, in
turn, would be more willing to do so on account of the possibility,
in case of need, of pledging this obligation as collateral for
& loan to be secured from the Federal Reserve Bank.

The objection will be ralsed that the sale of these five

year obligations (for simplicity's sake I am only referring to
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five year though they may be lssued also in one, two, thres or

four year maturities, according to the requirements of the case)
would compete with the financing of the Government. The Govern-
ment sells long term bonds and short term certificates running
less than a year. These obligations, as contemplated, would be
something "in between" and, therefore, would not compete with

But we must bear in mind

the alternative, which would be that the CGovernment itself would

the bonds offered by the Covernment,

have to issue these securities, in which case we would still fur-
Fur-
thermore, it i1s worth while noting that, as, for instance, in

ther increase the financial fequirements of the Government.

the case of a savinge bank, a loan would not amount s¢ much %o
an issue of additional securities but in effect it would rather
be a means for the savings bank to secure a guaranty for its
loan from a member bank.

Moreover, we may safely expect that the actual use of the
War Loan Bank will probably not be a heavy one but that ths mere
ereation of this 1nstrument will eliminate well grounded appre-
hensions which otherwise might easily create @ panic owing to the
realization on the part of the publiec and thﬂbanxs that thare
is no adequate machinery that would take care of securities in
case of an emergency. I believe that the psychologlcal effect
in thie ocase will be a very important one and that actual assist-
ance will possibly not be required to a very large extent unless
the war should continue for quite a period and the Goverament

should be forced to borrow at inecreasing rates, thereby further
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endangering the position of the savings banks both as to the
shrinkage in values of their securities and the increased danger
of withdrawal of deposits as Government securities would in that
case gain in attractiveness through the higher rate of interest.

It is furthernore most desirable to aveid as far as practi-
cable the dangerous practice of having the Government go too far
into the business of making direct loans to industrial corporations,
savings banks and banks. To & certain extent this is being done,
and admirably done, today through CGovernment deposits, but these
are temporary loans for the convenlence of the Government; not
long term loans for the benefit of the borrower. Direct Govern-
mént loans of the latter character will, sooner or later, lead to
embarrassment to the Government, particularly should losses be
incurred, and it is better to throw the burden of transactions of
this kind on an organization similar to that which has been created
for commercial loans through the Federal Reserve System (or in
years gone by » the Aldrich-Vreeland currency associations) and
vest the respbnsibility for this in a separate corporation admin-
istered by a group of men appointed for this purpose by the Gov-
ernment and sharing this responsibility, to a moderate extent,
with the representatives of business (the Federal Reserve Bank
directors).

There will be criticism, of course, against that feature
which would permit Federal Reserve Banks to treat these obliga-

tions a8 Covernment bonds, and the hue and ory of inflation will

be raised. To a certain degree this criticism will not be withous
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justification. But we ruet bear in wind that, without this priv-
ilege, these give year obligations probably could not be placed
to advantage, in which case we would agaln be confronted with
the necesaity of either having the Government itself issue these
obligations or of having the Federal Reserve Banke make these ad-
vances direct. If the Government provided the funds direct it
would issue addit ional bonds and these Government bonds would
garry with themselves the same privileges as proposed for the ob-
ligatione of the Federal War Loan Bank. In that case, therefore,
"inflation” would be the same as in case of the War Loan Bank.

If the Federal Reserve Bankse would make advances direct, the
hﬁeols might work so fast that inflation to a much greater degree

‘micht have to be apprehended.

There cannot be any doubt but that during normal times a
propoaition as here described would have to be firmly rejected.
It would be argued with force that the market should absorb the
securities and that whatever banking credit could not be provided
in the natural way should not be sscured by unnatural means. But
we are at war, and the natural means of having the security mar-
ket provide credits have ceased to exlet. We mue?b, thprafére.
take some extraordinary msasures, bearing in nmind that we must
take recourse to such measures only to the most moderate posasible
degree. I belleve that,as here proposed, we are not going too
far but are doing only what the necessitles of the country re-

quire and we are doing i% in the least harmful way open under

the clrcumstances.

Federal Reserve Bank of St. Louis
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This plan would have the advantage that it would at once
create confidence and that it would slimplify the problem, At
present there is danger that we are getting too many boards; too
many groups of different psople working at arm's length and at
eross purposes even though striving for the same aim,

Exportation cannot be restricted without a careful consider-
ation of the consequent necessity of paying for our importations
in gold. Oredits cannot be restricted wroadecast without a care-
ful disorimination of what industries are to be restricted and
what are to be encouraged. Without restriction of our domestic
consumption - that is, scientific economy on the part of indie
viduals, corporations and municipalities - and a scientific, not
haphazard, regulation of our foreign trdde and that of our allies,
our financial problems may end in hopeless confusion and failure.
Close cocperation between the various Government agencies is ab-
solutely essential for the successful prosecution of the war. It
is much to be regretted that the Federal Reserve Board was not
invited to be represénted on the War Trade Board and to strengthen
on thet Board the Treasury point of view. By putting representa-
tives of the War Trade Board on the board of the Federal War Loan

_Bank a commmity of thought might be created which is most desir-
able for bpth sides.

While under the plan proposed the Covernment would have an
efficient control ever the operatioms of the banks, the public
would at once understand that the matter is in the hands of the
Federal Reserve Board and the Federal Reserve Banks, which are both
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now firmly establighed 1n ths eanfidsnoe af the country and are
charged at present with the duty o! exeroiaing a financial control
over the banking situation, and in whose hands this additional in-
strument should, therefore, namurally be placed. Hmrsovar; by
adopting the well eatablished lines of the Federal Reserve System,
the problem would be simplified for Congress and much unnecessary
discuseion and loss of time wouldibe avoided. |

The great advantage of thia_ﬁlma is that whatever financial
burden may fall through it on the Federal Reserve System will
only come indirectly and we are creating a seocond line of defense
around the system. Unless we provide for something of this sort,
I am confident that we will be forced to amend the Federal Reserve
Act so as to permit the Federal Reserve Banks to make direct ad-
vances on securities, and this step is fraught with many aangera
and subject to a great many serious objactiona.

‘ Commissions could be created that would cooperate with the
Federal War Loan Bank with a view to VQtoiﬁgiar permitting new
isoues of securities in a manner outlined in my previous m&ﬁnfaar
dum, directing banking so as to produce well %gtﬂed-eaonamy and,
incidentally, exerclsing a most necessary indirect control over
the issues of States and municipalities.

If any further elaboration of the plan 1s desired, I shall
be only too glad to submit further detalls.
Respectfully,
(8igned) Paul M.‘whrburg.
Hon. W. G. McAdoo,
Segretary of the Treasury.
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<MBERS W. P. 6. HARDING, GOVERNOR
- PAUL M. WARBURG, VICE GOYERNOR

icapoo. FREDERIC A. DELANO
+ARY O RY &}
T Caninian K- 71O @HAnLEs 5. nauLn
i ON WILLIAMS s
Eiah SRR v (Mg FEDERAL RESERVE BOARD SHERMAN P. ALLEN, Ao SKCRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO
é C RAL-RESERVE BOARD
- v i

I i1
Il

& T, L

Dear Sir: . if

At the time of the Board's last conference with the Governors,
on November 10, 1917, they were asked by me to estimate what, in their
opinion, would be the maximum amount of rediscounts by their respective
banks of 90 day paper secured by Liberty Loan bonds or certificates of
indebtedness.

I give you enclosed a list of the estimates made of 90 day
paper secured by Liberty Loan bonds and have added to that a colivmu
showing the borrowing on fifteen day notes secured by Liberty bonds and
certificates of’indebte&ness, and/?urther column showing the to*al.

It would appear that the only estimate that was fairly correct
was'fhatiof Governor Vaﬁ‘Zandt.

I am sending this believing it will be of interest to you.

Very Aruly yours,

L&/(2719£2;4624/j;2{i//4

Benj. Strong, Esq.,
Governor, Federal Reserve Bank,
New York.
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Secured by Liberty Loan 3onds or Cortiri- MEEIBER BANTKS COLLATRAL TOTAL PAPER SECURED
| cates of indedbtadness ITOTES SECUEED 3Y LIBERTY BY LIBERTY BONDS &
| BONDS & U. 5. CERTIFICATES U, S. CERTIFICATES
‘ OF . INDEBTEDNESS OF INDEBTEDNESS.

‘ Estimate made Actuzl as of Actuwal as of Actual as of
by Governor Januvary 18,1918 Janvary 18, 1918 January 18, 1918
Nov. &, 1917
(In thousands of dollars) (In thousands of dollars)
Boston $75,000 $36,029 ¢ 3,158 ¢ 39,187
New York 200,000-300,000 67,294 90,331 157,625
Philadelphia 5C, 000 16,465 31,550 18,015
Cleveland 60,000 9,308 5, 462 14,770
Richmond 25,000 6,278 4,919 , 11,197
| Atlanta 12.000 29 3,806 3,835
i Chicago 75,000 5,691 33,147 ‘ 38,838
‘ St. Louis e e 1,500 4,267 5,767
| Minneapolis 75,000 210 877 1,087
| Kansas City 30,000 241 2,208 3,449
Dallas 5,000 4,082 916 4,998
San Francisco 20,000 453 : 2,047 2,500
> 7
$560,000-$660,000  $147,580 $152,688 - $300,268

Washington, D. C,
February 12, 1918,
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7 1918

FEBZ
- -crnyE BANK February 30, 1818.
DERAL RESERTE
Dear Governor Strong
I have your letter of February fifteenth, in reply to
mine of the twelfth, enclosing a statement of the estimates
of the amount of advances expected to be made by Federal Re-
serve Banks on Liberty Loan bonds.
I have read your letter with a great deal of interest
and do not disagree with you as to your analysis concerning

the effect of the Covernment's loan operations on the gener-

al investments of your bank. However, the question that was

asked at the time was a very definite one, not "How much will
your loans expand in consequence.of the Liberty Loan opera-
tions" but "What will your bank's investment be in 90 day
paper secured by Liberty Loan bonds" and, as a matter of fact,
the fifteen day paper was excluded from that question. I
do not think that‘you were present at that particular confer-
ence but Mr. Treman was, and it was his guegs, not yours.
The estimate, as I remember, was given by Mr. Treman only
with all due hesitation.

I should like to mention that I have not been sending
this memorandum for any purpose of showing up anybody as
right or wrong, but simply because I had been asked by seve:al

of the Governors concerninz the result of the guesses. MNMr.

Federal Reserve Bank of St. Louis
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Van Zandt was particularly insistent, and you can guess the
reason why.

As to the large amount of advances made by your Bank on
certificates, fluctuating between $353,000,000 to §346,000, 000,
that, as you know, really has nothing to do with the placing of
the Liberty Bonds but was caused simply by the fact that banks
in your district, 1nstead of using the‘oertifioates for the
purpose of paying for their subscriptions, were carrying them
and a majority of them borrowing from you against the certifi-
cates. That was, as & matter of fact, a transaction which had
nothing to do with the ultimate result that we were trying to
establish.

Since dictating the above yesterday, I have spoken to you
on the telephone about the telegram that we sent concerning
depcsits bought by Clearing House banks,

I gend you h;rewith a copy of my testimony and also that
of Secretary McAdoo before the Senate Finance Committee, in
case you have not seen it. I have more interesting testimony
before the House Committee which I hope to be able to send you
in & few days. The latter contains some material that might
2o into the press and be helpful in the present controversy.

Very trulyﬁyours, |
Benj. Strong, Esq., 7 #],4?)/(;f;f;{7f

Governor, Federal Reserve Bank, (/L0077 y
New York,

Enc. (Dictated by
Mr, Warburg)

Federal Reserve Bank of St. Louis
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' Dear Governor Strong: '

| In reply to your personal letter of February twenty-
first, with respect to the various amendments recommended
by the Comptroller of the Currenqy, I may state to you
what, no doubt, is known to the majority of the banks,

that the fact of the Comptroller's recommending certain

measures does not in any way mean that the Board is of

the same view. As a matter of fact, when the Comptroller
handed in his report, and when he permitted some of us to
see his recommendations in advance of their Being released
for publication, he was advised that the majority of the
Board was opposed to some of his recommendations, and the
Comptroller himself stated that he felt, of course, that.
his recommendatidn did not in any way mean that the Board
would not be absolutely free to state framkly its opposi-
tion to any such amendments if the Board felt so disposed.
The Governor informed the chairman of the banking and cur-
rency committees of the Comgress that the Board did not
consider 1t advisable to have the question of guaranty

of deposits agitated at this time, and that, in case it
should come up for serious consideration, the Board would

wish to be heard.
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It is difficult to advise the Federal Reserve Banks as
to what attitude they should take towards banks which make
enquiry of them with regard to these bills. I should say
that they might state what I have said above, that neither
the Federal neserve Board nor the Federal Reserve Banks
are . beund in their opinions by the recommendations of
the Comptroller, and that the fact of the amendments having .
been proposed by him in no way indicates thaﬁ the Board is
in accord with his recommendations.

Very{truly yours,

P ; N / ’4
(CPPRT RO BTy

s

r 4
#

Benj. Strong, Eeqg.,
Governor, Federal Reserve Bank,
New York.,
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