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OF NEW YORK

FFICE CORRESPONDENCE DATE Jenvary 5, 1923,

To_ . Governor Sirong ¥ i SUBJECT: __ ces and Demand Deposits.

From_ Mr. Snyder ===~~~ L I ___.W___W}vﬁ% AAﬁ;;

The only thing I would suggest as an addlta.b'x to your exhauatlve

list would probably be this: pd
. ’
{
/ The general level of prices, and evgﬁ to a large exient wholesale !
prices, normally corresponds very closeély ta/the emount of demand deposits in
the commercial banks (see attached chartj Vhether this be cause or effect

matters 1ittle. Probably it is alternately either cause or effect, but with
always this in view, that any price level must be financed, i.e. volume of bank
eredit seems always the limiting factor much beyond which the price level cannot

rise.
eI
The volume of demand deposits in all banks on Professor King's,estimate
was below 8 billions in 1912-13 end, computed on the same base, it is now above
20 billions. Allowing for possible error, it seems certain that the amount is
now more than double that before the war.

In the same period the volume of production, and therefore of trade
(the two are synchronous except for the element of speculation), has increased
more slowly than the normal rate. Indeed the index of certain selected basic
commodities prepared by Mr. Stewart for the Federzl Reserve Board and ‘published
in the December number of the Bulletin, page 1414, showed little increase in these
particular industries in 1920 over 1913. '

0f course, this is misleading, as is very clearly shown by the steady,
though diminished increase in net ton miles hauled by the railways and the net
tons offered. But the probable average increase seems not over about 2§ per
cent. per annum, or not much over 20 per cent. above 1913 .now.

1f, therefore, the volume of production and trade now stands at an index
figure of around, let us say 120, and the volume of deposits stands at nearly
double this, or around 225, roughly speaking the general price level will fluctuate
around 200.

And  this appears to be the fact as regards the average of factory
wages in New York State and the going rate for unskilled labor. Obviously the
wage level in the long run determines the cost of production, so that the general
price level can scarcely be much below this,; therefore it would appear that with-
out any further increase in loans and deposits the wholesale price leve

1 will
continue to rise to something like one-third above the present figure. /
Pl

The effect of this be another wild orgi

ie of
specula‘tion, Wm

READ AND NOTED,
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 FFICE CORRESPONDENCE (oare_dane 25 - Uiy

5 __ Governor Strong - Sussect:__ John R. Commons' Statement
T i Qxyvub~u4:£ g

FrRoOM ! :A,__J‘l_r. Snyder

I fear you attached undue importance to Prof. Commons' proposed
letter. It was, as he tried to make clear, merely a very rodgh try-out,
and clearly indicated both the questions in his own mind and his lack of
definite information on certain points which he wished to know about.

I personally know him onlf slightly? and did not know of his
selection as president until after it had taken place, But I have formed
the impressicn that he is & very sincere and earmest sort of man, snd rep-
resents a point of view and has a following that ghould be very valuable
te the Federal Reserve System,

At the sessions of the Conmittee in Chicago we gave him a pretty
vigorous pommeling, which he.took with very good grace and apparent profit.

I should like to tell you of several very interesting sessions
in which we privaetely discussed the current problem and what the Association
might do.'

The thing tﬁaﬁ struck me most at Chicago was the seemingly very
wide expectation of another big wave of inflation, and that the Federal

Reserve would not be able to do much to check it.
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( FFICE CORRESPONDENCE. Date_ January 9, 1923_
To vernor Strong SUBJECT:

- FrRom_.____ lr, Snyder w
\ | )
| ‘

I meant to tell you of what Colonel Ayres, of Cleveland, said to
me regarding Mr. Platt's recent speech in Cleveland, wherein Platt referred
to the great fall in prices in 1920 as "the greatest surprise to the Board"--
that the Board never had thought of such an effect, etc.

Colonel Ayres described it as a rarely matched combination of inanity

and ignorance, and remarked: "For heaven's sake, is there no way of canning
such stuffi"

READ AND NOTED,
- 2. 8.
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To_ ___ Govermor Stremg =~~~ SUBNESY . -1 - L0 T e, forell G SEE.

Is there any way to get at, from week to week, the prewvailing
"line of credit” rate in London, comparable to the average which we ob-
tain regularly from five leading banks here!?

The point is that we wish to get at some definite figures to
confute the idea that the Bank of England discount rate is regularly above
$he "commercial®™ rate for four to six months paper.

The so=-called open market rate in London seems, as far as I can
discover, more comparable to our rate on bankers' acceptances, and there-
fore ought not to be used as comparable to our rate on four to six months
commereial paper.

Finally, is there any way of obtaining rngﬁlarly the Bank of

Fngland's private rediscount rate to its regular customers?

itized for FRASER
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OFFICE CORRESPONDENCE Date_ January 15, 1923
To ___GCovernor Strong = 000000 SusJecT: __ Collier Program

FrROM Mr. Snyder .

I agree so heartily with all you say in your memorandum, about
the so-called Collier program, that I almost wish that you felt like putting
it all into a letter. Thet has been my view for years, and I think it is

essentially the view of men of the type of Wesley Mitchell and Prof. Persons,

end most of the more solid economists, including especialy, as I should like

to add, Prof. Fisher.

This was also very much the idea back of Mr, Hoover's committee
on business cycles and unemployment, because, e&s Mitchell, Persons and others
hold, what we vaguely call the business cycle is essentielly a price cycle,
md largely dominated by that single factor. Unemployment and the rest are
simply consequences or concomitants.

Perhaps it would be well worth saying this in a letter, as Collier's

has a very wide circulation.
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" To @vernor Strong e SusJecT:_Movement of Price Indices
FEsy Mr. Snyder TP S e e S

~The Department of Labor index for December shows almost no ghange,
and so continues to show no such heavy rise as Bradstreet's, the Harvard
Review index, or our own twenty basic.

But I should like to point out that this has happened a number of
times before. For exsmple, after the outbreak of the war the Bureau of

Labor index showed little or no rise until October and November of 1915.

But Bradstreet's had begun to shoot six or eight months before that; and
the Bureau of Labor did not overtake Bradstreet's for more than a year later,
i.e., the middle of 1916,

Again, in 1917, after the price fixing mandates, the Bureau of Laber
index showed some decline, but Bradstreet's went shooting on\up, the Bureau of
Labor trailing along two or three months later. Both indices reached the
game percentage peak in the war.,

Agein, in 1920, Bradstreet's turned downwards three months before
the Bureau of Labor index, and has so far shown itself the best barometer,
i.e., indicator of the trend of prices, that we have,

One thing that keeps the Bureau of Labor index down now is that it
is heavily weighted with foods and farm products; and so long as the wide spread
between these and the metals, textiles, etc., continues the Labor index will
probably register little advance.

When this spread is cancelled it should go shooting, and I think
this is what will take place.

I therefore concur in the forecast of the Harvard Bureau, that
general commodity prices (and I believe, also, the cost of living) will continue
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JFFICE CORRESPONDENCE Date___ January 18, 1923
To. ____Governor Strong SuBJEcT: __ Movement of Price Indices
FRrC ____Mr, Sanyder o

to rigse for at least six months.
My own view is for at least a year.
As the total of bank deposits is now pretty clearly well above
the 1920 peak, I should suppose that the rise in prices would be correspond-

ingly heavy.
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OF NEW YORK

SFFICE CORRESPONDENCE Dare__Sedlbiiang |- jo2h
To  Gevernor Stromg - = SUsIECr: - . . et
F: —Mpe. Sayde»- -  —  — - —

I attach herewith eharté showing the course of exchange and of
relative purchasing power of the currencies of Scandinavia and Holland.

Of course it is always true that heavy buying or selling of ex-
change--what I call bill pressure--will temporarily affect the price; but
obviously it cannot be for long, for the simple reason that, if it were,
exports or imports would be sharply stimulated and the difference in the
intrinsie or purchasing value would be rapidly cancelled.

Not for long, for example, could it be possible to buy potatoes
or cotton or any other commodity 25 per cent. cheaper on dne side of a bound-
ary line than on the other. In the case of Swedish exchange you will note
that the purchasing parity, as nearly as it can be computed, was resstablished
before the kroner weet to par.

Precisely the same was true of Dutch exchange.

In the case of Norway the estimated intrimsic value and current ex-
change also now ve:'y~ closely coincide.

In the case of Demmark the exchange is apparently unduly depressed,
and it will be interesting to see if this is not speedily corrected by a
considerable rise.

I attach also the same picture for France. Does it seem to you
that these are matters of pure chance; or does it seem to you probable that
the exchange rate can so quickly affect imports and exports, and therefors
the intrinsic value of the currencies, as to be a cause when, as a matter of
fact, as a ruk the change in intrinsic value precedes the change in exchange?
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This article is protected by copyright and has been removed.

The citation for the original is:

Kemmerer, E.W. “The Economic Outlook for 1923.” Pamphlet published by The Garfield National Bank
(New York, NY), 1923.
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. DFFICE CORRESPONDENCE, Date_ lanuery 23, . 3823
To Governor Strong SussecT:_ Attached note
Frios
rROi . My, Snyder

If the attached was typed by the author himself, it might confirm
some rumors. But it shows that his Heart is Right, and might be otherwise

interesting.

Y2 Lkl by ankl St W o Wl . |




v TSTAT. 360071021

1 !

FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENGCE S Ry e W

To_____ . Govermor Strong SussecT:__ Index of Trade or Business

Activity

From  Wr. Snyder

Believing that the time has now come and that we now have sufficient
data, we have determined to attempt the construction of a resl index of
trade or business activity. Our thought has been this:

Supposing we could have any data desired to construect such an in=-
dex, what would we wish to know?., The main items would be such things as:

1,
2e
3
4,
Se
6
Ta
8.
9.

Total factory and farm production
Complete employment figures

Detailed rail shipments -

Bxports and imports by quantities
Wholesale trade by quantities

Retail trade by quantities

Building construction

Power production

Postal and street railway receip‘be, ete,

10, All check transactions

11,

Total volume of speculation in stocks, grains, cotton, etec.

Thanks to the rapid development of the deta, in part due to the
activities of this department and others in the Federal Reserve System, we
have now an extremely good sampling of practically every one of these items,
and, after an extended discussion, have tentatively considered the following
weighting for each of the items, on the basis of 100:

2)?}% basic production, 2? commo dities 9’)16_yer cent.

Employment, New York State faectories

erchandi d miscellaneous car loadings
Cosl and ‘eve Aload:mgs
Exports
fmports

Wholesale store sales
Department store sales

"3 >Chain and mail order ,houses(
Building construction
Electric power production
?Postal receipts
Debits to individual account, exgl g New York
“Fwdew—nd speculation in s‘tocks, '&‘7

gra.:ms and

O\QQS,NH*Q\SS'QU"F%

cotton

Total 100 per cent.

Mo Tl uw e -
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MYSE 31 STAT.3600-10-21 ﬁ.

FEDERAL RESERVE BANK g_
OF NEW YORK
" OFFICE CORRESPONDENCE Date__ February 1, 1923
To Ghvernor Strong SusJecT: __Index of Trede or Business
FROM Mr, Snyder ~ Activity--2

Deteiled study may chenge these proposed weightings, but the main ’
consideration has been as to how far the figures which we have are a good )
sample of what we are trying to get at. |

This is & wholly new field and nothing like it has been attempted
before. It is impossible to carry this index by months back of 1919. But
these four years have been years of extraordinary variety in every way, a
great boom and a great collapse, a violent rise and fall in prices and in
basic production, alongside of heavy department store sales and a record boom
in automobiles end building construction, in the face of great stagnation
elsewhere; and finally an extremely rapid recovery,

We feel that these four years are a fine cross section of business
fluctuations and that the index we propose will give us an extremely inter-
esting picture,

Throughout we shall attempt to eliminate the seasonal, the secular
and the distortion due to prices, and fix the whole in terms of the normal
growth in each item, : '

We should be extremely indebted for any criticisms or suggestions.
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FEDERAL RESERVE BANK
e OF NE\B YORK: 7/»]
OFFICE CORRESPONDENCE Date___ February 1, 1928

To SuUBJECT: -~ = 0% @

FrROM

INDEX OF NATIONAL TRADE AND BUSINESS ACTIVITY s M},\Q

Believing thet the time hgs now come end thet we now have sufficient
dete, we have determiwed—to a’otempt the construction of o wead index of, trade
or buginess activity, Our thou f'hes been this: k

¥ o Xy,

Supposing we could have any dete desired i‘o construct such an index,
what would we wish to know? The main items would be such things as:

l, Total factory, farm and mine production

2. Complete employment figures

3. Detailed rail and other shipments

4, Exporte and imports by quantities

5« Wholesale trade by quantities

6. Retail trade by quantities

7+ Building construction

8+ Power, light and gas production

9. Postal, street railway, end amusement receipts, etc.
10. All check transactions

11, Total wvolume of speculation in stocks, grains, cotton, etc.

Thanks to the rapid development of the data, in part due to the
activities of this department and others in the Federal Reserve System, we
have now an extremely good sampling of practically every one of these items,
and, after an extended discussion, have tentatively considered the following
weighting for each of the items, on the basis of 100:

1, Production of basic commodi'tiea, producer goeods 8 per cent
2 J o " - . consumers' goods 8 e
~3, Employmént in New York State fectories 5 .
~4, Merchandise and miscellaneous car loadings 4 :
~Be Coal and ggher ¢ adings 2
76,7 kperts(’g,::‘ 7‘ “L i
- Imports 4 "
« Tholesale sales o8 "
. Department store sales 09 *
10, Chain store sales («DL» ) S 5%0/“"3 ) 2 v
1}, Chain groceries 2 "
_ 12. Meil order housek (Mfﬂs _ 2
' /l% Building comstruction ( |Jets) 4 "
Q\ 14, FElectric power production - :
g

/ 5. Postal receipts
Debits to mdivi.dual account outside New York

(]
o0,
- .

, (W" \w‘” 14 " " P in New York City
i ;
[G. «fr)“ ( tably wrabnt u.&cQ>
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MISC.3 | STAT.3600-10-21
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date

To o i e Sy Tt SUBJECT:

" fJg

18, New insurance

],2. Iaeue of new securities
20, Advertising

21. Panama C traffic

A% Speculation in stocks
. ¥ - in grains
. S in cotton
7‘ /A",;mLW ML;

2 g l“'é‘}‘ﬁm* rMW“f") 100 per cenf

Detailed study may change these proposed weightings, but the main
consideration has been as to how far the figures which we have are a good
semple of what we are trying to get at.

W It is not possible to carry this index by months back of

1919, as most ¢f the indices are new and do not run back of 1919. But these
four years have been years of extraordinary variety in every way):a great boom
and a great collapse; e violent rise and fell in prices and in basic productien,
alongside of heavy department store sales and a record boom in automobiles and
building construction, in the face of great stegnation elsewhere; and finally
an extremely rapid recovery{ futy 14;-

Ve feel that these four years are a fine cross section of business
fluctuations and that the index we propose will give us an extremely inter-
esting picture.

Throughout we shall attempt to eliminate the usual seasonal and the
secular change, and where necessary the distortion due to pwri-ee—ehenges, and
fix the whole in terms of the normal growth in each item,~

We should be extremely indebted for any c:j«ficisms or suggestions,

N
. \(/v :cx XJ
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MISC 3 1 STAT.2800°10-21
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date__ February 5, 1923
To Governor Strong sussecT:_The Question of Bank Rate Changes
FROM

R i

\ In this city last week, at different times, both Prof, Bullock end
Prof. Persons, of the Harvard Committee of Economic Research, expressed very

strongly their view that there ought not to be any chenge in the Federal
_.reserve bank rate until both the banks and the public had been well informed

of such an intention and of the reasons which necessitated a change., Their
" position was based largely upon two especial points:

(1) That the banks of the country in the last year or more, in the
absence of any strong demend for commerciazl loens, have loaded up heavily
with securities; that business is now having a very remarkable recovery; that
prices are rising very rapidly; that the demand for commercial money will
soon make itself felt, and that the only way the banks can supply it is by
selling their securities, or by heavy rediscounts at the reserve benks. Even
gelling their securities would require an extended period or else force
corresponding rediscounts.

They think that, in view of the speculative character of the bond
market, & raise in rediscount rates now would make the position of this mar-
ket very difficult, and likewise greatly increase the difficulties of the
Government in their refunding operations.

(2) They urge also the same considerations as regards the business
and general public, that this public ought to be fully advised of the in-
tentions of the Reserve Banks, as was set forth in deteil in the joint article
by Professors Sprague, Bullock and Donham, of Harvard, & digest of which was

given the Directors last week.

‘///ﬁ2@3 Their view is thet the Federal Reserve Banks and the Board ought to

define clearly and beyond any misunderstending just what their peolicy is to
e, months in advance of any definite action, in order that the business man
mey make his calculations accordingly, end that any action taken by the banks
will not come as a shock to the community, or be made the pretext for a
commotion, as was the case at the end of 1919, They feel that the public
A, | has a right to know what the bank policy is to be, end precisely what the
banks intend to do, since their action will deeply affect the money markets
‘//’ and the intérest rete, and through these the general course of business; that

sufficiently in advance of any action the probability of that action should be

explicitely set forth end the reasons governing the same,

Tt is fair to say, I think, that this seme view is very widely held
by men of standing; it has often been expressed to the writer.

(3) On quite other grounds very strong objections to an increase
in the rate at the present time were expressed at s business luncheon last
week, One point of view was that there should be no attempt to check the

Digitizof S R present rise in prices in this country until it was clear that eterling and
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DaTe_ February 5, 1923
To________ _Governor Strong SusJecT: _The Question of Bank Rete
FROM Mr, Snyder === =000 Changes-=2 =3
(”,// e number of other currencies, like those of Sweden, Argentina, Japan, ete.,
3 went back to par, end that there was a strong prospect that these countries

'would 1ift their embargoes upon the free exchange of gold and the redemption
of their currencies in gold. This was the view, of course, advocated in
the last two years by Profe Lgggel, thet the United States should inflate

0' N sufficiently to bri ger currencies back to their former gold
gx}yp‘ parities, as the shortest and surest road to the fairly general restoration
T N

Qpp of the gold standard in international trade.
W‘VV

S’?:p‘d¥ca ,would arouse such criticism as to wreck the Federal Reserve System, It was
thought especially that this opposition would come from the embaitled farmers,
- but it is by no means clear that the latter would be the case. In a recent
QJQ;P letter to the writer, Mr. H. A, Wallace, son of the Secretary, and now editor
of Wallaces' Farmer, said: :

r Still another view was that, in the present state of the public
-)hind, any attempt on the part of the Federal Reserve Banks to regulate prices

"I have felt that the Federal Reserve Board, in fixing its re-
discount rates, should have somewhat in mind = price level which it
regarded as desirable, I cannot help but feel that prices should
be allowed to go up somewhat higher then they are now, and that,
when the Federal Reserve Board does apply the brakes, it should apply
them somewhat more gently than it did in early 1920,

"I am & strong believer in the Federal Reserve System, and hope
that the time may never come when the fammers will try to destroy it.
Evidently, however, the agricultural and industrial interests should
come to some agreement as to the fundemental policy which should guide
the fixing of the rediscount rates.," "

In the same way, Prof. John R. Commons, of the University of
Wisconsin, in a recent visit tec Henry Ford and the editor of his Dearborn
Independent, Mr. Cameron, found that, in theory at least, they were strongly -
in favor of some measures of stabilization, and even that, so far as it was
practicable, the rediscount rate should be made one of the means of checking
violent changes in the price level, Mr, Cameron went even to the length of
opening his columns freely to any discussion of this or zllied topics by
members of the National Monetary Association.

Finally, Prof. Commons, among others who believe strongly in dele-
gating this power to the Federal Reserve Banks, believes that the banks have
now no specific mandate under the law to exercise such power, and that this

ﬁ, anth should be the subject of immediate action in Congress, giving the benks or
“p

the Board this definite mandate, so that Their action would have the full
e

approval end authorization of the country through their chosen representatives
Digitized for FRA o
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OFFICE CORRESPONDENCE DaTe_ February 5, 1923

To_ - . Goverrer Rereng . . . © 1 - SuBJEcT:__The Question of
FrRom___ lr, Snyder = Chenges==3 S

In this connection a digest is herewith attached of
of unusual interest, appearing in the Economist of London, in

o

of January 13, dealing with the exchange situation and the pos

peculiar kind of psychelogy which seems always to befog such a
as now exiets,
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Federal Reserve System. The article delineetes in a remarkable way the
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February 5, 1923.

FEDER AL RESERVE RATZ POLICY

in English View

An editorial article of unusual intcrest appears in The Economist, of
London, for its issue of January 12, on the possible or probable course of Federal
Reserve policy, evidently written hy someone highly conversant with conditions
here, The imoortant part of the article follows:

"Let us turn accordingly to the drift of events already
perceptible in the United States.

The gold reserves of the Federal Reserve Banks amournt at
present to well over 70 per cent. of their deposit and note
liabilities combined.

her

1f , accordingly, the Federal Reserve Board are governed by
ordinary banking principles, an immense expansion of credit and
increase of prices in the United States is both immediately
possible and, sooner or later, inevitable.

AP
Ke Gug
/

el drvo 24t 1nsmy

o
J‘__,;

e in this country expect that such an expansior will, in
fact, take vlace, and we hope for it devoutly. It would make
possible our return to the prewar parity, without further dis-
astrous deflation, consistently even with some recovery of our
ovm price-level and a consequent easing of the Budpet problen.

It would reduce the real burden of our debt to the United States.

P
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But in American eyes the prospect is necessarily less at-
tractive. Unpopular as a period of deflation is, no one can
desire that it shovld be succeeded by a period of equally marked
inflation. And the Federal Reserve Bnzrd are emphatic that this
must not occur. In other words, they declare their intention of
preventing any aporeciable rise in vrices, bs the grold reserve at
their disposal what it may.

¥

5
A

oy 7

[

Fortunately for us, their declarations on the noint are
couched in_vague and general terns, nnd the matter is one on
which the utmost clarity of conception is required for effective

action.

=

\

oM a

The path of every expansion of credit znd increuse of prices
1s strewr thick with illusions. There 1s the 1llusion that so
long as credit is supplied to meet orly the "genuine needs of trade,”
no inflation of prices can result; there is the illusion that the
rise in prices, which, in fact, takes place, is due to other causes
than credit policy, causes which seem in some way "natural:"
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themselves subject to these illusions, and those menbers who take

a different view seldom hold it with sufficiant confidence to be
willirg %o urge strongly a restrictive poliey, caleulated, as 1t
seems, to hip in the bud, perhaps unrecessarily, a »erilou of active
trade. iMale they hesitate, the rise im prices is gathering momen=
tun.

To these influences, it may be exvected, the Federal Reserve X
Roard will prove susceptible; they may issue appeals nd warnings, |
but they are not likely to nerve themsslves to use the unpopular t
weepor of a high rediscount rate before a considerabdle rise in prices|
has tcken vlace, enough perhaps to send the sovereigr in triumph !
back home to bparity.

But het will happen then?! For the story cannot end there.
The potentislities of incraused credit in the United Gtates are so
vast that prices might well rise 50 per cent. or more before ordinary
banking prirciples would call Tor a curtailment of credit; and long
bef ore tlis the Federal Feserve Doard will certainly toke action.
Probably their action will be severe enocugh to subject America once
again to the evils of falling prices and depression. Then a situa-
tion will arise in which tihree features will be prominent.

Firest, the objective of price stability will assume an urgent
importance to a public weery of the round of alternatirg perieds of
inflation and deflation.

Second, it will be established beyond a doubt that the movement
of prices is powerfully aifected by the action of the Federal ke~
serve Bo&ard.

Bat, tlirdly, it will be established with hardly lese certainty
that that body must have some more definite nolicy than a vague
determination to prevent excessive increases, if any measure of
stability is to be secured.

Tt is rot easy to predict the outcoms of such a situation.
One possibility 1s a general attack upon, and collapee of , the
Federn) Feserve system. But it is also possible that the Federal
Reserve Foard will retain their authority and will pursue their
end of orice stzbility with a new precieion. They may then seek
for same def inite criteria for the guidance of their discount
policy, and it is possible that “hey may adopt tre aevicesg indicated
at the outset of this article; fix on an index number, fix on a par
price-level, and announce that, whenever orices rise rbove that
level (or fall below it), the re~discount rate wiil He put up (or
dovm) as a natter of course.

nut the point we wish to urge does not depend on events taking
thig »articular turn, 7Tt is already ‘he declared policy of the
Federal Feserve Roard to use their control of credit for the purpose
of maintaining as muck stability of prices as possible. Vihat does
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this amount to? To an utempt to fix the
gold, and so to stabilize prices not only f
but for all other countries, as and when th

basis.

Thus the possibili of combining the
exchanges and stable pr s 1s already the
experiment, which a great country is being
not by any taste for academic Utopilas, but
pressure of her own necessities. For Amer

ty
i

o
ce

of a huge increase in prices, which it is t

our chasing power of

or the United States
ey revert to a gold

virtues of stable
subject of a singular
driven to undertake,
by the ineluctable
ica must endeavor to

control the purchasing povier of gold, on paying of the alternative

he general desire of

her c¢itizens to avert."
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There seams still a persistent and widespread belief that when
business recovers there will then come a heavy demand for bank credits.
It seems very difficult to realize how remarkable the recovery in trade has
been and how near the country is now to a maximum of production, employment,
transportation and distribution,

Equally difficult to realize, it seems, is the fact that we have
already expanded the volume of bank credit to practically the same levels as
the peak of 1920, and that this expansion is amply sufficient to finance the
commerce of the country, even probably at a higher price level than that which
now obtains,

The facts are that net demand and time deposits have undergone a
very remarkable increase in the last fifteen months or more. The figures for
National Banks are available only up to September 15, These show that the
total must now be close to the 1920 peak, Demand deposits are about a billion
lower and time deposits about a billion higher.

For the 800 Reporting Member Banks, whose returns are available to
date, the low point for demand and time deposits was resched considerably
later than with the National Banks. The latter came in about September, 1921;
the 800 Reporting Banks on February 8 of last year, when the total stood at
13,240 million,

On January 24 this figure was almost exactly 2 billions higher.

This would mean pretty certainly that the increase to date, in a lit-
tle over a year, for all the banks of the country, must be considerably above
3 billions and might now be nearing 4 billions. This is a very heavy
expansion, .

As to the possible volume of production, employment and trade, we
know now to a near certainty that it can go but a few per cent. higher than
at the peak in 1920, because in these three years the increase in population
and the expansion of factory and transportation facilities -cannot have been
very large, in fact, probably much below the normal rate.

This department will shortly have a new index of the state of trade,
or of business activity, which will give a composite figure of all our indices
of production and trade, weighted according to their estimated importance,
Meantime we may consider the important items,

Our index of basic production, which includes 22 of our most important
industries, is now a little above normal, while the Harvard Bureau index of
manufactures is 8 per cent, above an estimated normal, It is our belief that
this latter is somewhat too high.

Federal Reserve Bank of St. Louis
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There seeans 3till a persistent and widespread belief that when
business recovers there will then come a heavy demand for bank credits.
It seems very difficult to realize how remarkable the recovery in trade has
been and how near the country is now to a maximum of production, employment,
transportation and distribution,

BEqually difficult to realize, it seems, is the fact that we have
already expanded the volume of bank credit to practically the same levels as
the peak of 1920, and that this expansion is amply sufficient to finance the
commerce of the country, even probably at a higher price level than that which
now obtains,

The facts are that net demand and time deposits have undergone a
very remarkable increase in the last fifteen months or more. The figures for
National Banks are available only up to September 15, These show that the
total must now be close to the 1920 peaks Demand deposits are about a billion
lower and time deposits about a billion higher,

For the 800 Reporting Member Banks, whose returns are available to
date, the low point for demand end time deposits was resched considerably
later than with the National Banks. The latter came in about September, 1921;
the 800 Reporting Banks on February 8 of last year, when the total stood at
13,240 million,

On January 24 this figure was almost exactly 2 billions higher.

This would mean pretty certainly that the increase to date, in a lit-
tle over a year, for all the banks of the country, must be considerably above
3 billions and might now be nearing 4 billions. This is a very heavy
expansion, .

As to the possible volume of production, employment and trade, we
know now to a near certainty that it can go but a few per cent, higher than
at the peak in 1920, because in these three years the increase in population
and the expansion of factory and transportation facilities -cannot have been
very large, in fact, probably much below the normal rate.

This department will shortly have a new index of the state of trade,
or of business activity, which will give a composite figure of all our indices
of production and trade, weighted according to their estimated importance,
Meantime we may consider the important items. '

Our index of basic production, which includes 22 of our most important
industries, is now a little above normal, while the Harvard Bureau index of
manufactures is 8 per cent., above an estimated normal, It is our belief that
this latter is somewhat too high.
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In recent months, and to date, car loadings, both of merchandising
and of coal, have been running very heavy, making new high records, and
evidently very close to the present maximum capacity of the railways.

Qur index of exports and imports is not yet ready, but those of
wholesale and retail store sales show clearly that business in these lines in
the last six months has been at new high levels.

This has certainly been true, also, of building construction, which
has in the last twelve months broken all records,

We shall soon have indices, also, of electric power production,
postal receipts, speculation in stocks, grains, cotton, &c; and it seems fair-
ly certain that most of these are at or near to a high point,

In other words, business in the last few months, if not on a boom,
has at least been at very high levels, and there are as yet no indications of
any reversal of trend,

So far from this, the volume of deposits (i.e., purchasing power) is
steadily rising, In the 800 Reporting Banks the total increased from October
4, the high point in the stock market advance, to January 4, by nearly half a
billion dollars, which was at the same rate as for the balance of the year,

Qur index of 20 basic commodities continues to rise steadily, and
for the month of January Prof, Fisher's new index of 200 commodities shows
a rise of 8 points, to 159,

The idea, therefore, that the "recovery"” in business is something
in the future is a delusion, and so, likewise, the suppositious demands of
business for credit. Adequate bank credit for the heavy expansion which has
taken place has been supplied by the banks through the purchase of securities,
and not in the usual form of increased bank loans.

The balaneeé has been supplied by heavy gold imports from sbroad and
the increase of foreign balances in this country.

In the next year it now seems improbable that the total volume of
production and trade, including all farm produets, in this country, is likely
to be increased by much more than, let us say, 4 or 5 per cent. above what it
is now,.

If the volume of credit in 1920 was sufficient to finance the
nation's trade at that price level, then it seems probable that the volume of
bank credit now outstanding will, of itself, finance a still further rise in
prices. And if this be true it seems to follow that any further increase in -
bank deposits would be pure inflation, and could have no other effect.

ederal Reserve Bank of St. Louis
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In connection with the accompanying memorandum, I attach also two
graphs,of the Federal Reserve Board and of the A, T. T. We believe that
both of these are defective in constructions and the results not reliable,
but it is still of interest to note that both of them indicate the volume of

production and business above and not below normal.
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e there is slways & powerful momentwm ip price mevements, ns in
most othor phenomena invelving o vast nunber of people, it would seem
further to follow that eny andesver to check the prosent disturbing rise in
prieces, snd in speeulation, should be snde now, LF it is to have any salutary
effact.
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At your convéh&bncé% mifht I ask your serious consideration of the
following proposals: ‘. =

(1) We have established pretty clearly, I think, by our investi-
gations here, the narrow dependence of the genersl level of prices, so far as
they can be measured, with the volume of demand deposits or, broadly, with all
bank deposits.

At the present time this total volume of deposits broadly depends,
or would, at least, in normal times, upon the amount of our available gold
reserves. In other words, the level of prices is, in a broad way, dependent
upon the rather fortuitous supply of gold.

(2) Why should we not reverse this process and have the general
level of prices determine the amount of bank credit, end impound all the sur-
plus gold? At the present time we practically do impound &ll the gold in
the country and issue notes ageainst it; but the amount of notes is limited
only by the demend and by the available quantity of gold.

Instead of this, why not have the note issue limited by the price
level, put.all the gold behind the notes, snd then use these notes exclusively
for bank reserves?

In other words, why not utilize our gold solely for the purposes of
reserve against note issues and for foreign trade settlements? It could, of
course, be available for currency, if anyone wished, but this would be as
little aveiled of in the future probably as it is now,

(3) Would not the effect of this be to stabilize not only our own
price level but that of international prices, also, to a very high degree?
My idea is this:

As things are now going it would soon be possible for England,
Switzerland, Sweden, Japan, Argentina, Spain and a number of other nations to
lift the gold embargo and go back to a gold basis. If we can avoid another
orgy of inflation, and keep our prices down to near their present levels, would
not the rest of the world stabilize at ebout the same figure?! And would we
not be using our gold fund practically as a gold exchange fund for just this
purpose?

At about these price levels we should, I think, more likely gain
gold rather than lose it in the next few years. But suppose we should lose a
billion?

We now have nearly four billions, the rest of the world not much
more., If we lost a billion to them that would raise their gold fund by
20 or 25 per cent.; surely enough, if a number of the chief nations were back
on a gold basis, to raise their prices sufficiently to reverse the flow and
send much of this gold back to us.
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(4) We now have a wonderful set of indices of wholesale prices,
retail food prices, cost of living, volume of production, emount of unem-
ployment, &c¢.; and to all these we shall now add the new index of trade
activity or volume of business, which will, I believe, be one of the most
valuable of all,

Surely, with the aid of all these, we could evolve a2 means of
automatically limiting the issue of Federal reserve notes. And if these
latter were made the exclusive basis of the bank reserves, this would auto-
matically 1limit the total of bank credit, exactly as England used the imports
end exports to stabilize their price levels for a century or more before the
World War.

And is not this practically all that is needed to stabilize prices
and business, end solve a large part of our present-day troubles?

And, as a practical matter, could not most of all this be done, in
effect, by the Federal Reserve Board and the Reserve Banks, without any fur-
ther legislation or Congressional action?

This is an idea that has been haunting me for a good while, and I
gshould like ever so much to know your careful judgment upon it,
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It may be laid down as a postulate of the long success of the English
system of price control through the Bank of England that:

7, . The money of reserves must be of the same
b M:s’ kind and value as the money of current circula-
o ™ .ﬁi tion; so that e demand for the second should
ot T Sl directly effect the state of the first.
- ﬂ o~
\.“w “ L"y‘
, o S n o It was a disregard of this principle that has created a large part
L Y of our difficulties in this country. For this reason the main features of
* 0‘1“ ythe lpropoaed revision of the Federal Reserve Act would be as follows:
3. \Wb W (1) To make all our currency issues, now outstanding, redeemable in
Y, L gold, and the sole legal tender in thies country, end the sole money of bank
_ eﬁl’{ reserves.
$ B
' &;}Fti (2) To put all the gold now held by the Federal Reserve Banks and
\‘»U\J . the Treasury--now nearly 4 billions--in a common fund and put all of this

«r\.-‘-"‘! u.f fund behind the currency issues, thus making the latter nearly 100 per cent.
WY V" gold certificates.

(3) To limit the total of the curremncy issue by means of an index
TM{' number of prices, either of wholesale prices or a composite; checked by in-
b\g ¢ dices of production, employment and business activity.

(4) The active agency for this control to be the Federal Reserve
‘,.,.»" Banks, end to do this by varying the earning assets of the Federal Reserve
~ V¥ Banks, reducing this total by selling securities or lowering the total of re-
Qo ., discounts by raising the rediscount rate, when prices rise, and buying securities
\)r* (' and lowering the rate as prices fall; the amount of this change to be determined
= automatically by the change in prices.

e W (5) The total issue of notes being controlled by index numbers, and

j ‘ »# these notes being the sole available bank reserve, the reserve ratio of the
Y ' o Federal Reserve Banks would them vary probably only within very narrow limits.
(W a¥ The rate of rediscount would be determined, partly as now, by the state of the
l\oﬂ‘ reserves and partly by whether the price level were rising or falling. Inas-

vu“‘f » ‘much as any fairly effective scheme of stabilization would take most of the
N‘””y;f incentive out of speculation, the degree of these changes would be much reduced.
(6) As to the international exchanges, and import of gold, since the
‘gold would no longer be legal tender nor valid as bank reserves, it would flow
directly into the gold fund. The effect of this could be counterbalanced by
the Federal Reserve Banks selling an equal amount of securities. Long before
the security holdings had been exhausted in this way the bank rate could be
raised sharply,
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SUBJECT:

To

E“¢M' Governor Strong

* tr-Hai LY te’ Coretietd The wldh to M #ih the text ot s
act and see how it "fits",
I can see no need for mere law, if the public can be ﬁade to understand
without more law.
And if we have more law, without the public understanding it all, then
we will have still more law, and so on! |

It all comes back to what people really want.

BS.MM

L &tt -
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1SC. 41

I am very sorry to know about that veice. But Mr, Case says that
you are quite fit otherwise and that I niy send you things. So I am enclosing

a draft of an article on the stabiligzation plan.
I should really be very much indebted if you could give it a pretty

careful reading and give me your criticisms. Mark it up all you please.
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I was very much interested to find, from your memorandum to
Mr., Case yesterday, that you shared the view I have held as to a greater
degree of publieity as to rate pelicies, ete., and note your reference %o
a campaign Tor education as te these matters. This leads me te the follow-
ing suggestion:

I have had for some time in mind a peper, or speech, on the ef-
fect of inflation as shown in the United States. The point is that we
now have, for more than fifty years at least, reliable records as to the
progress of production in the msin lines of industry, and that we can now
say definitely whether, in any given period, production was increasing at
a high or a low rate,

We have had now four full years of inflation since the War closed,
and three or four years of inflation preceding that; snd the evidence seems
to be conclusive that the rate of increase in production, either in the last
four or in the last eight years, was lower than in the four years or eight
years preceding 1915, and lower than the average rate of increase in the
last half century.

In other words, it seems to me that, in a crucial instance, with
every condition propitious for the full effeet of a heavy credit expansion
to do the best it could possibly, it has been shown that it was not effica-
cious, but the reverse.

Even the high rate of production in the twelve months preceding
liay, 1920, wags only just a 1ittle above what would have been the normal rate
of production if there had bheen ne war at all.

And it goes without saying, of course, that the people of the
United States cannot have more things to enjoy, more comforts and luxury,
unless they produce them (or buy them from sbroad with other prodm-, which
is the same thing).

Do you mot think that these facts, simply and clearly set forth,
would be a very fimm and effective foundation for such a campeign of educa-
tion as you spesk of, amd make it eclear, even to the man in the strset, that
free and easy credit, with houp-la business, booming prices and high wages,
is only a kind of national jag, Tor which we have to pay very dearly the
next mornings

I add the further thought that if, for any official reason, with
reference to the Board or otherwise, you or lir, Jay or Mr, Case did not wish
to start such a discussion, possibly I could do it from a statistieal peint
of view, and in such & way es largely to make the facts reveal ths obvious
conelusion,

I think the facts I speak of would be new, and, if properly pre-
igitized for FRASER ~ Sented, arouse a good desl of interest.
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I did not think the increase to 4} per cent would cause more than
a ripple, and apparently that is the fact, But prices have been rising
rather more rapidly since the first of the year, and I have the impression
that this will continue., This means that in two or three months from now
probably a further raise might seem called for.

If this should happen and the rate increase was to 5 per cent, many
of the more conservative banks would be inclined to call a halt, and so you
might readily have a drifting situation for a few months, with a price level
which would quickly be accepted by everyone of the type of Dr, Willis, or
my friend Rorty, as a "stabilization at a new level,"

But the caution of the banks would soon pass and another riss in
prices take place, This might readily give the desired fillip to the stock
market, which, along in the fall, might show a very heavy rise with the usual
fireworks, at a peak along toward the end of the year,

The situation might then practically demand a further increase in
rates, say even to 6 per cent, and this might readily be accepted by the stock
market as an excuse for a precipitate tumble in stocks, with a corresponding
disturbance of business, But, as trade would still be good, I should look
to see the price level still rising till toward summer, or considerably later.
If it rose fast enough and high enough, say to well over 200 on the Bureau of
Labor index, and in the meantime gold began to flow out rapidly, we might have
a mild repetition of 1920, in 1924.

In other words, my feeling is that neither a 5 nor a 5} per cent rate
this year is going to control the rise in prices, because, as I have said here-
tofore, it is my belief that, even if the volume of bank deposits could be now
limited to the present amount, the rise would still continue to probably above
175 or 180, and maybe higher,

A 6 per cent bank rate would probably check the rise, but not, as I
believe, for very .long, And I have the impression, which may be wrong, that
while a 5 per cent rate might be accepted tranquilly, a 5%, or pretty certesinly
a 6 per cent rate, would meet with very bitter opposition end, I should fancy,
with very strong pressure from Washington, (Cries of "Trying to kill pros-
perity again,"” etec.)

And by that time it might well be that even 2 6 per cent rate would
have as little efficecy as a 6 per cent rate in January, 1920, did.

Thet is why I hope, by possibly a year from now, te have your concur-
rence in the idea that some form of automatic contrel, under an act of Congress,
must be substituted to free the Federal Reserve System from all the sinister and
powerful influences that it will meet, end to relieve the Governors of the Banks
and the Board from the storm of sbuse and vilification which, I fear, they will
arouse if they attempt to carry out e sane banking policy,

gitized for FRASER
p://fraser.stlouisfed.org/

deral Reserve Bank of St. Louis e .




MISC.3 1 STAT,3600-10-21
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DaTe__ Februery 27, 1923
_________Governor Strong =~ SUBJIECT:— [ oo o - o W —-

Fkom__ Mr, Snyder =~ =~ = == LY

T attach Colonel Ayres' compilation of the guesses at the probable
rise in prices this year, that were made at our business luncheon a month ago.

I am bound to say that it was pretty much mass suggesfion, I think, that the
guesses were so close, for it was an around-the-table suggesiien, and not a
secret ballot.

At another luncheon, the next day, several of us took a ballot on when
would be the peak on this upward major price movement, i.e., preceding a serious
decline, The estimates ran all the way from Colonel Ayres, this October;
Colonel Rorty, next January; Prof, Persons, of Harvard, the following March;
nyself, in the following July; and Prof, Fisher, in September.

On the same day Kemmerer made a guess of sometime this summer; and
Prof. Mitchell's guess is May to summer of next year.

Meanwhile, I find that there is a general expectation, especially
11%;,f among the auto manufacturers, that things will peak this July. But Colonel

Ayres tells me that there was a similar feeling last year as to last July, so

this does not represenf a very careful balance of probabilities.

We are tabulating the very interesting replies received from

Mr, Treman's letter, sent out to a large number of jobbers and manufacturers

by the Secretary of the National Hardware Association.

-{LM;,W ﬁf paa™ Aevo— P ida /féf» 5@.5!“ ;féégt@- Vo
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I deeply ecppreciate your detailed criticisms of the plan for limit-
ing the currency issue. Might I add the following:

(1) Is the idea not essentially the English system, with practically
e single added factor designed to meet the present extraordinary and enomalous
gituation?

(a) . England has practically a single currency and money
of bank reserves (or had before the War), i.e., gold or Bank of
England notes redeemable in gold; the sole legal tender end the
sole money of bank reserves. == propose the same thing here.

. , (v) The Federal Reserve Banks heve the power to manufacture
?L l‘,f,, é«-’}‘ w reserves for the Member Banks. The Bank of England has not.
» * | -=T propose the same thing here.

(¢) Practically speaking, the Bank of England controlled the
cyclicel swings of prices (not the long-range, ten or twenty-year
movements) through its rate ef discount acting almost automatically
through the state of the reserves. --I propose the same thing
here, with only this difference:

(d) England left the gates open to the free flow of gold, and
to the full effect of that gold upon her price levels. I propose
e kind of tide-water gate that would permit the free inflow and out-
flow of gold without changing the price level, i,e.,

(e) ‘England allows her price level to be determined by the
caprice of geld production, and hence suffered a long fall end then
a long rise in that price level,

What I propose is: To maintain a gold fund more than
ample to redeem every dollar of currency issued, but to control
that currency issue, end through this the total volume of bank
credit, by snother device than the caprice of gold production,

Vhat is so "revelutionary” about that?

(2) As Governor of the Bank of Fngland you would be, to all intents
and purposes, "directed" to raise or lower your rates by the state of the
reserves,

As Governor of the Federal Reserve Bank of New York, such a policy
of action is impossible. You must depend upon your "judgment" and assume all
the burdens and responsibilities therefor, always with the possibility that a
political turn of events might unhorse you.

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

Federal Reserve Bank of St. Louis



MISC.3 1 STAT.3600-10-21
FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPON DENCE DaTe_ February 27, 1923
To_.. __ Governor Strong == SuBJECT:_ Contrel of Currency Issues
FrROM Mr, Snyder . e

(And how ebout the situation if any one of half & hundred men that
you might think of were in your place of responsibility?) :

It seems to me that what I propose is a clear, simple, scientific meth-
od by which the bank rate may be determined without recourse to fallible human
judgment as to when and how much to change the rate, and one that Congress and
the country could be easily educated to approve,

History shows that, in matters of business, any kind of political
adninistration usually goes wrong, and the Federsl Reserve System neither has
remained nor could long remain free from political domination.

What if there were now no one like yourself, with the courage to
take action when it is needful?

Where would the System then be?

As to the present situation, I will make Memo. No. 2.
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‘ OF NEW . YORK
o Date__ February 27, 1923

OFFICE CORRESPONDENCE. ..
Te Governor Strong ) -’. ﬁus.u;:!ér
p, ,M"‘ Mr, Snyder ““ ”

In view of your friend's long absence in the country, I have been

exiremely interested in the positiveness of some of his predictions--which,

if I mistake not, will genere.lly prove wrong. /0
it K. lweks
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DaTE February 27, 1923
To Governor Strong SUBJECT:
FRO! ‘ , Mr, Snyder o

I attach Colonmel Ayres' compilation of the guesses at the probable
rise in prices this year, that wers made at our business luncheon a month ago.
I am bound to say that it was pretty much mass suggestion, I think, that the
guesses were s¢ close, for it was an mnd-aha-hbla. suggestion, and not a
secret ballot.

At amother luncheon, the next day, several of us took a ballot on when
would be the peak on this wpward major price movement, i.®., preceding a serious
decline. The estimates ran all the way from Colonel Ayres, this October;
Colonel Rorty, next Jenuary; Prof. Persons, of Harvard, the fellowing March;
myself, in the following July; and Prof. Fisher, in September.

On the same dgy Kemmerer made a guess of sometime this summer; and
Prof. Witchell's guess is May to summer of next year.

Veanwhile, I find thet there is a genersl expectation, especially
among the aute menufacturers, that things will pesk this July. But Colonel
Ayres tells me that there was & similar fesling laast year ss to last July, so
this does not represent a veary careful balence of probabilities.

Ve are tabulating the very interesting replies received from
¥r. Treman's letter, sent out to = large number ef jobbers and manufacturers
by the Seeretary of the National Hardware Asscciation.
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At it again! Or still)

All the same, I cannot get away from the feeling, which I believe

is very widely shared by some of the ablest and wammest friends of the System,

that the Board and the Banks laid themselves open to these attacks by main-

taining an eair of secrecy, which spread the impression that something was

going on that the public could not know.

A great many feel that the meetings of the Board ought to be open

and transactions publie, end in genersl the public dealt with in the frankest

_end most definite sort of way,

Don't you think, in the light of this experience, this would have

been a great deal better and would be a great deal better now?

Is it not the dread of the unknown that inspires fear, and net that

which is fully and openly end cendidly discussed?




‘ MISC. 4.1 FEDERAL RESERVE BANK (("
) OF NEW YORK

' _DEFICE CORRESPONDENCE m%;mg,_ma
Tov___(by_eznanimng—__ SUBJECT: .

From____Mr, Snyder /

———,

The attached came in Satur&y'e mail fAfom Prof. Hastings, who is
Secretary to the Research Committee of the Mopdetary Association; and entirely
on his own initiative,
I should like to know your judgment about it, It seems to me that
it would fit in excellently with the aign of education about which we
were speaking.

In fact, it seems to me/that much of this material could come much

better from outside the Federal/Reserve Banks than from inside.
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MIscy Ly FEDERAL RESERVE BANK
OF NEW YORK

. JFFICE CORRESPONDENCE Date___ February 27, 1923
To_s . Governor Strong SUBJECT: : == U

In view of your friend's long absence in the country, I have been
extremely interested in the positiveness of some of his predictions--which,
if I mistake not, will generally prove wrong.
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March 1, 1923.
PROPOSED STATEMENT
to be issued at once by
THE NATIONAL MONETARY ASSOCIATION

The National Monetary Association is of the opinion that we are now in the
early stages of an era of sharp price inflation unless definite steps are taken to
check such a movement. The price index number of the Bureau of Labor shows that
wholesale prices have increased about 12% during the past year, and current business
news indicates a still more rapid advance in the near future.

Productive activity, according to the Index of Pr;duction of the Federal Re-
serve Bank of New York, is at approximately the same level as the peak attained dur-
ing the last boom period and no further advance in prices can be justified on the
ground that it is needed to stimulate productiom.

With the experiences of 1919, '20, and '21 still fresh in mind the entire coun-
try is well aware of the tremendous losses and injustices which are the certain re-
sult of such periods of inflation and deflation.

Under the present ciréumstancea the Association feels that the commercial banks
of the country, under the leadership of the Federal Reserve Banks, should exercise
the various means at their disposal to prevent a further expansion of loans and
thereby check the upward movement of prices. Increasing the discount rate is one
of the measures at hand for accomplishing this purpose and the recent action of the
Federal Reserve Bankes of Boston and New York in advancing their rediscount rates
is to be commended. :

The Association does not hold that the present period of widespread industrial
and commercial activity can be indefinitely prolonged merely by preventing a fur-
ther advance in prices. It does hold, however, that the prevention of further ad=
vances will: 1. greatly mitigate the severity of the next major reaction in busi-
ness; 2. materially decrease the length of the ensuing period of depression; 3, les-
sen industrial unrest and the losses which arise therefrom; and 4. prevent gross in=-
justice to the great mass of the American people, since their wages and income do

not increase as rapidly as prices.
(submitted by Hudson B, Hastings)
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FirTEEN NAsSsAU STREET
NEW YORK

March 21, 1923

Dear Governor:

Back without incident, save a very late train into Chicago.
I had allowed myself four and a half hours there, and just made it.
But I assure you it seemed a long and tiresome trip, compared with the
going out.

I think the break of a day at Chicago was an excellent thing,
and I should strongly counsel just that when you return. Three days
and two nights steady on the train is a long jolt.

Mr, Case is away, but I have written him, and also delivered
your messages to Mr, Jay. I explained to him and Mr, Ssiler the doctor's
idea of a pretty thorough rest for a fortnight or so; and se, unless you
wish it otherwise, you won't be very much bothered with any matters here
until we hear from you definitely that you "craves action," as Rastus
Marsden says.

I called up the young lady immediately upon my arrival, and
she seemed ever so glad to have a good word about you, and to know that
you had found such agreeable surroundings.

I hope the radio is working grandly, and that you are having
all kinds of fun out of it; and Mr. Morgan and I are going to collaborate
on sending you a book or so pretty regularly, though we shall have to
make a pretty rough guess as to your especial tastes.

A friend of mine told me yesterday that it is the general talk
of the Street that the bank rate is to be raised again "in two weeks,"
and that this is the main topic of conversation. I believe that this in-
formation comes mostly from the Treasury at Washington.

Getting back did not seem half so fine as going out there, and
I assure you that I had a fine time and was very loath to come away.

The lady is also very keen over the idea of a Colorado vacation,
in case there is no show for Europe.

When you have something on your mind and want to amuse yourself,
I hope you will blaze away in this direction.

Federal Reserve Bank of St. Louis




Benjamin Strong, Esq., 2

I have written a line to Dr, Forster, to tell him what a
pleasant time I had, and that Dr. Houk is a trump. He surely was.

Hope everything is going beautifully,

With all kinds of good wishes, in which the Missis would like
to join, :

Always ygurs,

A
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FIFTEEN NAssAu STREET
NEW YORK

March 24, 1923

Dear Governor:

Miss Katharine advised me by telephone that she had found
just the kind of sweater you want, that buttons up around the neck,
and she also says that she is sending you two novels a week; so it
is understood that she will send the stories and Mr., Morgan and I
will send the others. :

I picked up a copy of "Seven Splendid Sinners" and sent it
along. It is just a trifle, but it narrowly missed being quite a
remarkable wg;k.

One vivid page that I recall from it is that of Louis XV
gending for his young daughters to get drunk with him--z curious flash
into not merely the manners of the times, as I took it, but also the
curious kind of boredom or satiety that must have come to men in his
position. Is it not an interesting reflection that this should have
been all that was left for a man in supposedly the most envied position
in France?! And I suppose it has been repeated thousands of times in
other cases.

You see I am in a philosophical mood, which really means I
discovered that I am pining and homesick for Colorado. I took such a
fancy to it. After all, there is no question that one of the needful
things for certain types of people, a2 little overly intense perhaps in
their methods of work, is occasionally to get away--and a long way--from
their jobs, if they are going to keep fresh.

Still, we have got going at the moment an extremely interesting
bit, and that is our index of trade and business activity. We have
found that we can combine now seventeen different series of monthly data
of every deseription, from wholesale and retail store sales to postal
receipts and electric power production. For each one of these we com-
pute an individual normal as nearly as we can, and the average seasonal
trend, and then to each of the items we give a weight, varying with the
importance of the material, either as a good barometer or as regards its
money value, and thirdly with reference to the probable accuracy of the
date,
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Hon. Benjamin Strong--2

I think this is going to give a remarkably accurate picture of
actual business conditions from month to month, such as has never been
obtainable before. This has only been possible very recently, with the
exception of the fourth full year of most of the data involved. Before
this it has been impossible to get eny close idea either of the seasonal
or normal secular trend of the different series. Our plan is to revise
these from year to year until we shall have, I think, in two or three
years more, as nearly perfect a picture of the actual volume of business
and trade in the country as could be obtained even with the most minute
and complete figures.

I am expecting, else, that this index, covering four years of
tremendous boom and collepse, will also show beyond peradventure and any
further question that the variation in the volume of trade from the height
of good times to the depth of bad, is relatively small,

In a business way it looks as though things were working out
very nicely. About every newspaper end postprandisl prattler is chatter-
ing now about price inflation, commodity infletion, etc.--you see it
simply everywhere, and the country is rapidly being educated to the idea
that something must be done; end I should not be surprised if there should
really be an overwhelming demand that the Federal Reserve Board should
take the most vigorous methods to check it. VWhich would be a very
curious reversal of most expectations in this regard.

It is quite possible that this same wave of caution will actually
check speculation for a time, though not, I think, for long; but at any
rate it will probably mean, as I suggested to you on the train, that any
serious criticism of raising the rates might not come until late in the
year., At present it looks as though the experience of 1920 was vividly
enough in most men's minds to really make the present outlook very pro=-
pitious.

Mr. Beyer is attending to the photogrephing of the menu, and
the pictures of the banks, and I believe you were to write your family
ebout certain others that you would like.

Mr, Catchings has had a conference with Warburg, Alexander,
Rovensky, and several others, and they seem all of a mind that some edu-
cational work should be begun now, and I believe a fund has been sub=-
scribed which will be adequate for present purposes and to get things
started.

Mr. Catchings was telling me he understands the Reynolds bank
in Chicago, the Continentel, is putting out a statement declaring that
there is no inflation, but simply a vigorous business recovery, and that
all this talk about inflation is nonsense. Vhich, if I recall, was
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exactly Mr. Ceorge Reynolds' view at the beginning of 1920. So you see
there is need for an educational campaign--at least for bankers!

This is Saturday morning, and Miss Gross is going to type this
out and gend it on, as I go to Buffalo tomorrow to talk to the bankers and
the Hydraulic Society there, and will not be back until Wednesday.,

Mr, Jay, Mr, Case and all were so very glad to know that you
had found such an agreeable spot to recuperate in, and of the excellent
prospects,

I don't think there is the slightest thing you need to worry
about here, or for the rest of the country.

With warmest regards,

Alweys yours,
/0 |
2

Hon. Benjamin Strong,
Cregmor Sanatorium,
Colorado Springs, Colorado.
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FIFTEEN NASSAU STREET
NeEw YORK

March 29, 1923

Dear Governor:

I meant last week to draw your attention to the figures
on turnover in bank deposits that we gave in last week's Business Summary.
Against the possibility that you did not get this, I enclose it.

We also have some elaborate computations as to velocity of
deposits for the different districts and the whole country, which show al-
most identically the same thing, namely, that while there is a strong
seagonal swing in the velocity, almost strikingly regular, the evidence
for a marked cyclical variation, at least in the last four years, is rather
slight. And if it would not show up in these last four years I don't know
when it ever would or could.

We shall be able to work this out back to 1909, and, as I
told you, we shall do this as soon as we get our new index out of the road.
The latter is coming on finely and I think is going to be the most valuable
single piece of work that we have done. Or, rather, it will be the sum-
mation of practically all the new work that we have done since we started.
And I firmly believe that when the country and business men generally come
to understand it and look for it and appreciate its meaning, the larger
part of Federal Reserve Bank difficulties are going to disappear, i.s., it
is going to be unmistakable, I am sure, that the supposed wide variations
in the volume of trade, and hence the need of credit, are almost a complete
myth.

These demands vary widely for different trades and lines of
business, from season to season or even from year to year, as, for example,
in the building boom now; but taken for the country as a whole I think
it will be clear that the variation is not very wide.

Meanwhile, our friends in Washington have agein revealed
their character and capacity for the job, as you have already seen. It
may interest you to see the reception which it had here by the newspapers,
and I enclose one bit. Mr, Treman was quite hilarious over it. But,
coming just at a time when there was a really strong and widespread feel-
ing that the Board or the banks ought to lay down in the clearest and most
unmistakable way precisely what their policy is and will be, so that the

b




Hon. Benjamin Stronge-2

country may go about its way and govern itself accordingly, it is rather
sad.

I was extiremely interested in the two meetings I had in
Buffale, and especially with the hydraulic manufacturers. The latter
was not a large gathering, and we talked and discussed questions very
informally, and I think you would have been quite impressed with their
clear understanding of the present problem as we have talked it over,
their quick grasp of the difficulties of the situation and obvious ap-
proval of the principles which ought to dominate the situation now.

They do not want inflation, they dread it, and are doing
the very best they can to check it in their individual lines. And I
believe that is the feeling of the best element of the country everywhere,
and that if the banks or the Board would boldly and concretely declare
their policy they would have the approval, as I said, of more than 80 per
cent of the country, the farmers included.

The heavy bear raid on the stock market seemed to make no
appreciable dent and appears to indicate a very sound position there.

I have not yet found you a good book for the week, but
Miss Katharine says that she is keeping you supplied with fiction.

With all kinds of good wishes;

3

Alwa(z~iit:i} ,
e il

-~ .
Ko ==

Hon. Benjamin Strong,
Cragmor Sanatorium,
Colorado Springs,
Colorado.
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FIFTEEN NAsSsAu STREET
NEW YORK

April 5, 1923

Dear Governor:

You will be interested to know that we seem in the throes of
an epidemic of talk about inflation and means of preventing it. Mr. Beyer
says that you get the Evening Post, and you probebly, therefore, have the
remarkable editorial which appeared in Tuesday evening's issue; but against
the chance that you might have missed it, I enclose it. And I have also
gent you a copy of this morning's New York American, with a characteristic
Hearstian editorial on the same subject. You may say that it is on nearly
everybody's tongue,.

Nothing could be more propitious, and salutary, and of course it
makes a rational bank policy very easy. My only fear is that, after per-
haps a brief reaction, and a steadying of business with possibly some de-
cline in some lines, this mood of apprehension will pass and the same
agencies will announce that the country is in a perfeetly sound condition
and that the inflation we - have had was "healthy."

There seems 1o be a great desl of talk, slso, of a reaction in
the stock market, and it may readily take place, though that which is wide-
ly expected sometimes does not eventuate.

Mr. Catchings has had very satisfactory telks with Mr, Warburg
and others, regarding financing the Monetary Association in a modest way,
and we are hopeful now that the work of organization may go forward.

As you may have noted, an extraordinary situation is developing
in Germany, which might readily produce a good deal of a smash over there.
They are trying the smazing experiment of attempting to stabilize exchange
while printing colossal sums of paper notes. I talked with Mr. Ludwig
Bendix, the financiael adviser of the German Embassy over here, and he
simply throws up both hands in complete mystification. He says he cannot
understand it at all; and this is interesting, because Mr. Bendix was one
of those who believed that if they could merely stabilize their exchange
over there that would be the foundation for a general reform, i.e., he was
one of those who insisted that it was the fall of exchange which necessi-
tated the printing of more marks!

My father writes me an interesting bit about the situation in
Los Angeles. He says, "I never knew a people so excited over a boom as
the people down here. They are growing towns over night."

Federal Reserve Bank of St. Louis




Hon. Benjamin Strong-=2

I am rather puzzled to find anything of very much interest to

send you. I hope you will let me know if there is anything special you
would 1like to have.

We are having a rather cold and stormy beginning for April,
With all kinds of good wishes,

Always yéurs,

Ao~

Hon. Benjamin Strong,
Cragmor Sanatorium,
Colorado Springs,
Colorado .,

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



This article is protected by copyright and has been removed.
The citation for the original is:

“Credit Vigilance is Being Maintained.” The Journal of Commerce. (New York, NY), April 23, [1923].

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



e

FiFTEEN NASSAU STREET
NEW YORK

April 19, 1923

Dear Governor:

I have not written te you largely because, I fear, of a dif-
ficulty I have always had about buying books, and that seems to be as
bad when it is for others as for myself. I have not struck anything
that it seemed to me would excite you wildly, end I have felt reluctant
to send you what happened to come along.

3 - I have been thinking about you a great deal of late, end won=-
dering how things were coming along. Governor Calkins reported you in
very good spirits; but I can imagine that it might get to be a good deal
of a grind to a person of your very active mind.

I believe Mr. Jay has written you, end Mr, Case said he was
writing you yesterday, so there is no need for me to tell you much about
the situation. It seems to be pretty much what we have so often dis-
cussed--the difficulty of getting any kind of unity of view, or action,
from any body of men of diverse personel interests, treining, associa=-
tions and slants of mind.

The more I see of what is going on and has gone on in the last
four years, the more it seems to me that, unless it was in a narrow
field where tradition was very strong and the reaction of men rather in-
stinctive, as, for exemple, in the case of England's banking policy, it
would be very difficult to cope with any new situation by means of any
committee or board.,. I look to the next two years to justify my belief
and to demonstrate very clearly that we must get some kind of automatic
rule back into the making of the bank rate, and that it cannot be left
to the conflicting views and interests of several bodies of men, as it
is now. I think Mr. Case has a good deal of the seme feeling. .

I am going over to Washington this afternoon to attend a con-
ference with Secretary Wallace, with a number of economists like George
Roberts, Wesley Mitchell and Prof. Persons. Over there I hope to have
e little talk with one or two persens and may write you of the outcome.

Mr. Case says he drew your attention to & paragraph in the
Vhaley-Eaton Service for April 12, about regulating discount rates by
means of & trade index. This is supposed to come from Mr. Hoover's
department, and I don't know if it is a distant echo of cur trade index,
which I talked over very fully with Wesley Mitchell a couple of months
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ago. He was very enthusiastic about our idea, and he has been in very
close touch with Hoover, spending a good deal of his time in Washington.

We have been finding ways to improve greatly, I think, our
original idea so that we shall now have a combination of nineteen or
twenty different series. But this naturally delays the completion of
the work, But I think it will be well worth while.

Everything moves along in just about the seme even tenor as in
the last eighteen months. The morning papers record a new "high" for
sugar, a rise of a full 20 per cent over the preceding big rise which
aroused Washington to another of its futile and fantastic "investigations."
I sometimes wonder whether we have advanced one foot in economic sense
within the last hundred years. This is more directly suggested this
morning by the panic in marks in Berlin and a violent drop in exchange.

T hardly looked to see it come quite as soon as it did., But it seems at
this distance as if Germany had literally gone insane.

It seems almost unbelievable that men of the business ability
of Cuno and Havenstein and Max Warburg, and the rest of them there, could
ever have dreamed that such a gamble could have won out., Fven Mr. Ludwig
Bendix, the finenciel adviser of the German Fmbassy here, who has been a
faithful and constant defender of Germany's financial poliecy, straight
through until now, threw up his hands in utter dispair when I talked to
him about it last week. He showed me a letter that he had written to
Max Warburg, which made clear the simply measureless morass in which
Germany is now floundering.

Lansburgh, the only sane and clear headed men in Germany, ap=-
parently, writes an extremely interesting little article in the same tenor,
and quotes a very telling phrase that was new to me:

"For the folly of their rulers the people must pay.”

Is it not deadly true; and is not this exactly what has happened
in the United States within the last four years?

I had a very interesting luncheon with George Roberts this week,
and he is strongly of the view that we ought to get the rate up to 5 per
cent as soon as we can. He does not believe that it would be more than
a splash in the pool at the present time, and that this is the more need-
ful as it might be much more difficult to get it up later. But he made
clear that this was only his personal view and not needfully that of his
bank .

Dovm at Atlantic City I came across, in a bookstore there, &a
volume that I had not seen for five or temn years, that at the time in-
terested me very much indeed. And I am venturing to send it to you to
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get out of it what you can. I don't mean to suggest complete epproval
of it, but I know that I got some exercises out of it that I think, first
and last, have been well worth while, and it occurred to me that it might
fit into your program somewhat out there. So I will send it slong with
the request that you shy no bricks this way for my so doing.

7 I wonder if you have noticed how rapidly prices are rising
abroad., Our English basic index, &s you notice, crosses our American
index this week, and the latest official index of prices in France shows
a rise from the low of a year and a half ego of 38 per cent, That is
distinetly greater than in this country, where even Bradstreet's shows
31 per cent.

Doeg not this mean that we are already afloat upen a world-wide
boom, and that we are going to repeat, not merely in this country but all
over the world, pretty much the same performance as 1919-'20?

I guess this is enough for today. ' You should know of how
great an interest there is here in the smallest word of news about you,
such as Governor Calkins sent.

A lady who finds it as difficult, as perhaps the majority, to
edjust to all the daily triasls and tribulations of this world, end to
whom you are held up as a.shining model, joins in very best regards and
good wishes.

Always Aours,

ey~

Hon. Benjamin Strong,
Cragmor Sanatorium,
Colorado Springs, Colorado.

Lest you should not notice it, I enclose an extremely interest-
ing and significant advertisement in the New York Times, scattered, I
guppose, all over the country, and I am having the article itself sent
to you. The education of the American people in index numbers seems to
be proceeding at an amazing rate, when a popular five-cent magazine can
devote its leading article and editorial to a very intelligent discussion
of the subject.

Federal Reserve Bank of St. Louis



REVIEW OF PERIODTIGCAZL3S

Federal Recerve Bank of New York, Reports Department

Vo1, IV: No. 20 April 19, 1923,

Inguiriez and cuggeestions regarding Review, phone Mice Rose, Autom. 341 - Bell 214
Periodicale may be obtained from Reference Library, phone Autom. 230 - Bell 343

FEDERAL RESERVE SYSTEM

What the Recerve Board meeting accomnliched
Magazine of Wall Street, 31: pp. 1063.5, 1110-11, 1114, April 14, 1923

The conference between the Federal Reserve Board and the governors of
Federal Recerve banks did not lead to advances in rates, or to any announce-
ment of rate policy. The fact that the precent growth of commercial loans has
{ -proceeded without much recourse to the Federal Reserve banks would have render-
\ , ed a rate increace ineffective, but now that many member banks are nearly lean-
‘hfﬁx / ed up and market rates are advancing, it ig likely that advances in Federal
y,}f Reeserve ratee will not he long deferred,

ﬂ‘( \ / It is to be regretted that no announcement of policy was made., The
u}\i* f Federal Reserve Board ought not to make a mystery of ite intentione or to post.
v%&@ § f pone their execution until the last minute. "It ie a public esystem, and ite
W N/ acte are acte in which the public ie deeply interected, and as to which the
ﬁ(tf / rank and file of the community have a right to be informed." Only by reaconab!
/ and proper publicity can the System regain the public confidence which hae bee:

partly loet through the attacks of demggogic Congresemen and ex-officeholders.
The future policy of the Reserve System ig of great importance to the country
and it ie to be hoped that a definite announcement will not be long delayed.
It has been suggested that a super-recerve of approximately 100 per
cent, gold be placed behind Federal Recerve notes, leaving the remaining gold
to protect deposite, Then .when the occasion arisec for the redistribution of
gold, the super-reserve could be releaced, The legality, wiedom and success
of thie echeme eeem. doubtful, The only proper protection against the ine-
| flationary dangere of our gold holdings is a courageous and prompt policy of
eredit control by the Federal Reserve Board, or a policy of celf~restraint
on the part of banke and all users of eredit, or, even better, a combination
of both, resulting in keeping advancee down to a level eacily supported by
our normal supply of gold.

ECONOMIC AND FINANCIAL CONDITIONS

Security icsues in Franece and in various countrieg, M. Galmiche

Bulletin de la Statistigue Generale de la France, XII: pp, 197-221, o
3 January, 1923,

At the conclusicon of a comprehencsive study of security iscsues in
France and in other countries gince 1907, the writer combines the resulte of
hig investigations in a comparative table, converting into gold france the
value of stocks: iscued in nine different countries between 1907 and 1922,
The United Kingdom, in spite of ites importance, isc mot included in thie table
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This article is protected by copyright and has been removed.
The citation for the original is:

The Literary Review of the New York Evening Post. (New York, NY), December 8, 1923.
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FiIFTEEN NASSAU STREET
NEW YORK

April 24, 1923

Dear Governor:

It was mighty cheering to have a good word from you, and also
t0 see the letter to Mr. Sailer which was duly ggssed a;ézzj, and to Zlcﬂf
have your blast on Cassel, Keynes & Compeny! ( 7Zue g Lpire i)

M/Lrwft,

T am sending Robertson's little book on "Money.," I hesdr, by
the way, that Henderson, one of the Keynes-Robertson group at Cambridge,
is to be the new editor of "The Nation," London, which W. T. Layton, who
succeeded Hartley Withers on "The Economist," and, as I understand it,
Keynes, now have contrel of. I have a suspicion that it may have been
Henderson, since he writes well and Layton does not, who wrote those two
very clever editorials on the problem of stabilization in this and other
countries, in "The Economist" last winter.

We have tried hard to find the Guyot book in town, but without
success. Almost nothing of that kind comes to this country except on
order. And I am pretty sure that it has not been translated. But I
am sending for a copy and I will have our clever Miss Frankenstein, or
Mr, Bendelari, translate some of the most savage paragraphs on your
favorite authors, C. K. & Company.

0f course I don't altogether agree with you, as you know, about
Mr. G, and his view. To me he seems living in another world than that in
which he finds himself, For example, I don't see any parallel between
the French situation now, for example, and ours or England's after our
Civil or the Napoleonic Wars.,

The degree of depreciation with us was, save for a very brief
period, relatively slight end more like the English pound in the last
three years. And is not this the heart of the whole problem, the question

of degree? ¢ diffgiinhnis 4‘f'2?7;¢5/)

¢{L; France today is more nearly in the position of the assigﬁit;ﬁpnd
with,government finance in elmost as great a morass as that of Germany, I
don't see any present prospect for them to pull out of it--do you?

We had a very pleasant evening over in Washington with Mr, Welliver
and his friend,{. Present; George Roberts, Prof, Mitchell, Prof. Persons,
Dr, Ffoster, B. M. Anderson, and one or two others. There was a very
lively discuaa?gg}/gn& Mr. Roberts and Prof. Mitchell ysketched the situation

felwion 4«41//4;
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almogt as you see it. Bmh T don't know if it did any particular good,
but at least it was sufficiently jolly, and a ple san; time wes had, es=-

pecially by the attending guests. (. 0@0{ f-—”—y% WM wee /

,als0 bound to say that I feel that you are a little unfair
to Prof. RaT& drticle in the "Commerce Monthly." Not everyone can write
like Mr, Roberts, you know, and in substance the article seemed to me
pretty sound. Mr, Alexander was so pleased with it that he brought it
over to Mr. Jay, who said he thought it one of the best he had read in a
long while. I'll remind you of your own doctrine, that the council of
perfection does not run very much in this workaday world.

T got at Weashington the impressicn that there is a very strong
tide of opposition to anything that the mest fearful of souls would regard
as "disturbing 60 prosperity,” and, if I mistake not from the piece which
I enclose, it will be ve)g& di. cult to get any kind of timely action, I

velieve. M- oF LY/ LA wlt muvé rery %\ng..)/ﬁm»k

Pynihettiarme, I have been casting up the amccount this morning on
the wage situation. Our index of unskilled wages stande now at 199, and
the average weekly earnings in New York State factories at 212 {Bw /7/3)

Even farm wages, according to the Department of Agriculture,
showed a rise of 11 per cent within the lest quarter, which was a fairly

gtiff jump.

Last week the Industriel Conference Board reported 229 wage in-
creases, end that on top of a long string in the months preceding. And
I find there is a disposition to grant these increases freely, for indus-
trial profits seem to be running very high.

Now do you see just how we are going to keep down for very long
the general level of prices?‘gf say around 160, with wages at 200 and over
end steadily rising? I confess it seems to me very difficult, for, es I
said, it looks as if the present volume of bank deposits was amply suffi-
cient to finance a considerable rise without any recourse to the Federal
Reserve Banks.

Ve had a very interesting conference with the Agriculturesl De-
partment, with Roberts, Mitchell, Persons, et al, in sttendance. I gave
a little account of it in the "buff sheet" this week., There seemed to
be a general feeling that the farm situation was improving and that it
might run very much further by fall, with much higher prices for fam
products,

In other words, that the situation may likely work itself out
on the o0ld accustomed lines, VWhich reminds me of & very striking phrase

Federal Reserve Bank of St. Louis
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that a friend of mine, who has just returned from England, and seeing
elmost all the economists over there, reported as from Prof, Cannan; to
the effect that:

"There is at least one group that, through
the War and to date, has had nothing to take back or
apologize for, since everything hes worked out almost
exactly as they said it would, and that 13 the Orthodox
Economists.”

I don't know just how absolutely true it is, but anyway it
sounds good, and I think comes somewhere near the fact. At any rate, as
regards Germany!

May I note, as to your observetion on Ricardo, Mill, Newton and
others, that,at least as far as Newton and his law are concerned, the cor-
rection for "c" in the formula is so infinitely slight that it is extreme-
ly difficult to prove that it is not sol AndI have the same suspicicn as
to our friend, David, et al.

Everybody joins in sending you all kinds of good wishes and con-

gratulations on progress.
Alwaye<ffEEE;:yjﬂ ( j

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Colorado.

o &3«;{ ”Zé%d‘o( ;.4 WMMZL/Z
AOM G&a,,,ﬁ %9[40;”’4 2%
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5. Federal Reserve Board, Washington, D. C. 4/20/23.

Reserve Bank of Richmond from returning as dishonored any checks drawn upon
any one of banking institutions joining the injunction proceedings which
the drawee bank refuses to pay except in exchange at less than par.

TO ADVANCE CLOTHING WAGES: We learn from a confidential source that negotia-

tions are about toe be begun looking toward an advance in the wages of

clothing workers in this city. These wages, which advanced more than any

others in the period from 1914 to 1920, have been reduced only about 10

per cent. and are still more than twice as high as before the war. While

the amount of the advance has not been decided, we understand that it will
be about 10 per cent. and this will put these wages back as high as they
were in 1920. With this advance coupled with the recent increases in
textile mills, clothing for spring, 1924, undoubtedly will be higher in
price. Most fall clothing has been sold and it is now being manufactured.

Respectfully,

Shepard Morgan,
Assistant Federal Reserve Agent.

Federal Reserve Board,
Washington, D« C»

SM/ECF
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WAGE

5. Federal Reserve Board, Washington, D. C. 4/19/23.

TREND ADVANCING: Latest survey of wage changes in industrial establishments

Digitized for FRASER
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by the National Industrial Conference Board shows an unprecedented number of
wége increases in the month from March 16 to April 15. There were no reduc=
tions reported, and there were 229 increases. This comparea with 37 in-
creases the previous month and with 42 advances twq months ago s The Beard
says that this sudden upturn is not to be explained wholly by a labor short- :
age, but in part by improving industrial conditionss The New York Depart-
ment of Labor informs us that total wage payments in factories in Maréh were
two and two-fifths times as large as they were prior to the war.

Respectfully,

Shepard Morgan,
Assistant Federal Reserve Apent.

Federal Reserve Board,

Washington, D« C.

SM/EGF

Federal Reserve Bank of St. Louis




4, Federal Reserve Board, washington, D. C. 4/2?/23

reduced tank wagon prices on gasoline 1 cent 2 gallon to 23 1/2 cents.
The price of kerosene was reduced from 15 to 14 cents, and naptha 1 cent

to 22 1/4 cents, These reductions followed those recently made by Standard

0il of New Jersey for New Jersey, Marylend, Virginia; and the District of
Columbia, The Texas Company has met all of these reductions.

ELEVATOR PLANTS AT CAPACITY: Main plants of 0Otis Elevator Company are being

operated at capacity in an attempt to keep up with incoming orders, accord=
ing to W. D. Baldwin, chairman of the board. He said that if business con=

‘tinued to come in as it had recently, it would be necessary to expand the
" STt ke

plants.
PR

Respectfully,

Shepard Morgan,
Assistant Federal Reserve Agent.

Federal Reserve Board,
Washington, D. C,

SM/EGF
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5 Federal Reserve Board, Wasghington, D, C. 4/28/23

§

WOOLENS ADVANCE: American Woolen Company has annouiced advance of 1l per cent,

in price of fall woolen goode, Moet maaufacturerc have contracted for
their requirementes at the lower price but duplicate orders will have to be

paid for at the hicher levele, The advance was due to higher quotatione

on raw wool and to the recent advance in textile mill wagee, The trade

believee that thic ie a fair indication of the price levels which may be

expected for next epring,

Respect fully,

Shepard Morgan,

Assictant Federal Recerve Agent,
Federal Reserve EBoard,
Wasghington, D, C,

SM/EGF
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FIFTEEN NASSAU STREET
NEW YORK

April 26, 1923

Dear Governor:

I am having your very interesting article copied and will turn
it over to Mr. Jay and Mr, Case and they will write you their views.
Mr, J. is still hopeful that we may have some clear and definite state-
ment of policy when Mr, C, takes of fice, but Washington is & queer place
and I don't think they see the situation with quite the same eyes as we
do.

As to the article itself, I should feel, personelly, that any-
thing that would tend at the present time to lessen in the public mind
the responsibility of the Reserve Banks would have a rather unfortunate
effect. 1If we are not to get some contrel from them then I don't know
vhere any is coming from.

And as to the need of this control, I am enclosing a memorandum
which I wrote today for Mr, Case and Mr, Jay, as to the probable effect
of the wave of wage increases which seems now sweeping the country.

As to the causes enumerated on page 5, I fear there would be
a good many to disagree with the statement that a number of these are
"the most important end fundamental causes.” I think you would find that
the orthodox view of the economists is that most of these are either
transient or very slow in their effects, and that for the most part they
tend mutuelly to cancel each other more or less, so that they are neither
very important nor very fundamental.

Personally, as you know, I think that we now have worked out in
this bank the almost indisputeble evidence that the general level of
prices, as nearly as we may estimate it, is in this country very closely
a "function," as the mathematicians say,of demend deposits in the banks,
verying as these vary, and that,because the synchronism is so close,
Occam's razor would rule out most if not all of the supposed other "causes."

The point is very simply that we now have definite proof which
I think camnot be gainsaid, that in this country at least the variation
in the total volume of trade from good years to bad, and boom to depres=-
sion, is relatively slight; and that the demands for credit vary within
about the same proportions.

Secondly, that while the variation in the rate of turnover of
bank deposits has a marked seasonal swing, we fail to find any evidence of
any wide cyclical swing, even in the four tumultuous years we have gone

thl‘ough .
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This leaves then only one dominating factor, and that is simply
the relation of the volume of deposits to a not greatly varying volume of
trade.

It is my personal belief, Governor, that the evidence for this is
now as good as for most other facts which are accepted on a statistical
basis, whether it be in astronomy, physics or economics. I may add that
substantially the above was clearly the opinion of Mill and Ricardo, and of
most orthodox economists since their time, and denied only by a relatively
few of the type of Laughlin and B. M. Anderson and Harold Moulton.

And I believe, further, that if you will restore the credit con-
ditions prevailing from 1908 to 1915 you will restore the very remarkable
price and economic stability of that period.

I would not dwell on this subject so strongly, I suppose, if I
did not think that we had been piling up a bully lot of stuff in these
three years that offer a real solution of the problem in which we are all
interested; and of course one hates to think that this has not been worth
while and is not going to be used when concievably it might be of enormous
value to the whole country. Will you let this forgive your earmest and
somewhat tiresome friend?

It is fine to know that you have a mood and energy for these
things, for nothing else could tell so well the story of your progress.
We are all delighted,

Ever years,

oot

Memo. on Pickett letter:

May I follow your suggestion, for this reasson: I think it is
clear the article was pretty unfair to Secretary Wallace, and looks like
a rather nasty drive against a rival agricultural paper and a bid for
popularity with the -advertisers and boomsters generally.

Thers is much that is true in Mr, Johnson's article, but, as I
understand, he got the whole of it from the Agri@ultural Department and
all of these things are matters on which the Department has been working on
very intelligently and with a far greater intelligence than displayed by
the writer of this article,

It is not true that the index of the purchasing power of the
farmer's dollar was invented by Mr. Wallace. It was begun back of his
adminisiration and is simply a hang-over. Nor is there the slightest

Federal Reserve Bank of St. Louis
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mystery as to how it is constructed or the reasons for that construction,
save in the foggy or unfair mind of the writer. The comparison with

the Department of Commerce figure is not e fair comparison, and altogether
the article seemed to me to rather maliciously misrepresent the whole spirit
and aim of the Department. I got a very fine impression of the work they
are doing down there last week; and I think it would be rather hard to im-
prove it very much, except in just the way they are doing. They are a

live bunch and up on their toes.
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A most interesting situation is developing in the widening "spread”
between the average price of gods at vholesals or retail snd the “"cost of
living," on the one hand, snd wages and workers’ earnings on the other.
Within the last six or eight months wages have been rising econsidePably
faster than prices, at least on the Bureau of labor indices. Vages and
earnings are approaching the 1920 basis, while prices are still much below,
as is set forth in the following table:

1913 or 1934 = 100 Peak  Average latest
2920 1920 1923
Dept. of Labor, Wholesale Prices 249 226 159
Dept. of labor, Retalil Food 219 204 142
H.I. Co, "Cost of living" 204.5 197.3 159.2
Unskilled Labor Yages 234 221 199
Weekly Eernings, Mew York Factories 228 222 . 22
U. 5. Dept. of labor Wages (13 industries) 273 261 239

It will bes seen that, with our index of umskilled labor wages in
this districet and the weekly earnings of workers in New York State factories,
both the peak and the average in 1920 were below the average of wholesale
prices. Vhereas now they are far above.

The third index of wages compiled by us is heavily weighted with
wages in the textile and iron and steel industries, which ran very high in
1920, snd still seen much above the averages in New York State novw.

Given wide and general employment at these wages, we have a sit-
untion that has rarely been witnessed before, that is, retail food snd the
average cost of living in a skilled worker's family at something like 20 to
25 per cent below the average of wages and earnings. And vholesale prices
nearly the same. It is a hey-day for labor!

How manufacturers and employers gemerally cem go on reising their
wages, as they are, and not rapidly advance their prices, is a puzzle. The
advance in wages has been more rupid within the last month or two then at any
time since the tum of the tide in 1921. Ilast week the Conferemce Board
reported 229 inereases in a single fortnight, which broke all records.

And in conversation with employers I heve foumd, apparemtly, a
general disposition to meet demands for wage increases promptly sad m@;
without very much question, as though it were something that had to be done,
and therefore done gracefully and quickly. I don't know when I have ever
sean quite such a situntion.

Federal Reserve Bank of St. Louis
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in the fect that prefits are mow running
very high in many industries, and thers is spparently a real incresse in

ef ficiency, in some cases to an almost wnbelieveble degres. The tire com-
panies report that, partly from this increased efficiency, partly from bet-
ter organisation and better process work, they get four tires per man per
day as against an average of about one tire im 1920. iad everywhere, in
the steel industries, in construction, in the Ford factories, and all around,
there are reports of a very marked gain.

S0, for exsmple, in the basic industries of which we have monthly
figures we have now a record lovel of production, while in thies State and
elsewhere the factories report about 10 per cent less in the number of em-
ployed than at the pesk of 1920. The two sets of reports say not be ac-
curately comparable, but they do seem to disclose a marked gain in production
per man,

E
;
:
;

All this vividly illustrates, in wnusual degree, that phase in
what Prof. Mitchell ealls the "round of events” which we term the business
eycle, wherein prices are rising, profits high, and wages good. But in-
variably in the past this stage has been followed by smother in which wages
and costs rise faster than prices, profits are diminished, and prosperity
comes to an end., But this last has always bemm due, in part at lemst, to
an exhaustion of purchasing power, vhich has estopped further increnses in
the prices of goods. This check is not now oporative. It seems difficult
to convinee sither bankers or economists that we have had a tremendous ex-
pansion of bank eredit, diffiocult because this has not teken the ususl route
of an expansion of bank losns.

¥ith bank deposits back practically to the level of 1920, and no
material difference in the total volume of trade snd production, we have
clearly a coredit volume sufficient to finance & still further heavy expansion
in prices, possibly close to the 1920 level. /ind this without much recourse
to the Federal Reserve Banks.

Such high and rising wages create s tremendous smoumt of purchasing
power among the workers, vho constitute 50 per cemt or mere of the total
eaming population of the country. This must have end clearly is now having
its natural effect in e prodigious volume of retail trade. Thers seeus no
piling up of stocks, even with the present high level of production,.

How the extrmordinary thing is that the main force in this amazing-
ly rapid recovery from tho depression of 1921 hes apparently been foreign
investnents and deposits in this country, buying back our seeurities which
they have sold or leaving heavy belunces here, from the sale of goods. This
means that a turn of the tide in this direction might, under existing con-
ditions, when the toial balance of other payments seems on the whole against
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us, eagily bring about heavy gold exports.

Doss mot this singular situation call feor an wnusual degree of
caution aud should not the Federal Reserve Bamnks teke the lead in ealling
attention to this rapid advance in wage levels, and point out its in-
evitable and unescapable effeet?! It soems fantastic to create an enomous
volume of purchasing power through high wages and full employment, and ex-
pect that these high wages will net be passed on to the consumer ss rapidly
as possible; and that this will not bring about smother wprush of prices, te
be followed ineviitably by another collapse.

I cammot get away from the feeling that the situation is almest
identiecal with 1919 end 1920, and that unless something is done now to check
this headlong paece, it must result in the same disastrous collapse of three

. JORES AgR.
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With reference to your inquiry as to the ratic of money in actual
cireulation and net demand deposits, we make the following estimates as of
July 1 of: :

920 921 Aoz2
4.87 5,02 (W) 5.80 (r"’..“)
As of January 1, 1923 -- 5,73 (estimate)

You will note that there is little change in the six months from
last July to last January. The tendency seems to be for this ratic to show
a distinet lag on rapidly rising deposits. This was naturelly the ecase in
thom.nhuttnscfnruﬁcﬁﬂn&hﬂu‘t?hl.qﬂﬂyfﬂ&h
1921 to what has been the mormal ratio of sbout 5 to 1 in the last twenty
Years.

This might reflect the fact that retail prices are the last to
feel the effett of a heavy price rise, and that the need of = larger circu=
lation does not oceur until this tekes place. On this basis the expectation
might be that a heavy demand for Federal reserve circulation might not show
itself until later in this or even next year,

Federal Reserve Bank of St. Louis
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FIFTEEN NASsSAU STREET
NEW YORK

April 30, 1923

Dear Governor:

exports. . ¥ t Finite timure, 14 bid¥Ton
dollars. I ‘ad no particular figure in mind.

with our rapidly be¥tnce, we must either curta:.l
our foreign loans 26

ing that Prof. Mitchell joins the ranks of them
b "guessers," a very respectable recruit; in fact,
with the g i B, M. Anderson, Dr, Willis and one or two others

e Mitchell,

! You intrigue me deeply with your view of what you call my
; "complex," and I feel like challenging it a little. Would you care for
. S a friendly wager on the following questions:

Lo

(1) Your view is that the Federal Reserve Banks will raise
their rates and prevent further inflation of prices and wages, above the
present level; that we shall not have another boom and snother crisis and

1
another disastrous collapse in prices, production and emp oyment ‘Z‘JI/J AI
L

A
As this all may teke some time, I suggest a wager tha.t

one year from date the level of prices will have another notable rise and
that, for example, the Bureau of Labor index of wholesale prices, now 159,
will rise above 180, if that will be a satisfactory test to you; and a
pleasant dinner for eight to the loser.

ILo adw vt (2) Further, that the loser agrees at the dinner, and thence-
forth,/\that a boom has developed, fer prices could scarcely rise that much
further without a boom; second, that this was the result of inflation; and
third, that this inflation could not be curbed by the action of the
Federal Reserve Banks; and—fineldy, to recognize that anything beyond a
3 or 4 per cent increasse per annum in the bank deposits of the country
results in a rise in prices, and that a 12 or 15 per cent rise in deposits,
such as has taken placc in the last year and a half, results in a pro-
nounced infletion of r ices and wagee; and finally that the only possible
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Hon. Benjemin Strong-=2

way to curb inflation and to prevent a topsy-turvy up eand down of prices,
such as we have witnessed in the past seven years, is to devise a methed
by which the amount of bank deposits shall vary within narrow limits and
proportionally to the nommal increase in the total volume of the country,
which is within 3 and 4 per cent.

Loser to make full acknowledgment, and further to admit that
those who, in the last year and a half, have rightly predicted the trend
of the price level are not "guessers."
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FirTEEN NAassAaUu STREET
™, NEW YORK

May 1, 1923

Dear Governor:

We had a very delightful visit from Dr. Forster yesterday, with
a most encouraging report as to your continued progress. I got the im-
pression that' he is wonderfully pleased with the steady improvement, and
that he has no doubt of the outcome, though I did get the impression that
he thought it would be hastened the less the amount of work that you do.

I heard a lecture on experimental psychology the other night
by a Johns Hopkins professor, end he had a rather novel idea which I will
pass on to you for what it may be worth., It was this: He says that deaf
mutes, when left alone and unobserved, will, when engaged in any kind of
intense thought, talk with their hands much as if conversing with someone
present. This observation, he said, had led to the idea that muscular
action was a concomitant of all thought, end that this seemed borne out
by the idea that children alone, a2t play or otherwise, telk to themselves
continuously. And a great many grown people will go along the street
talking to themselves out loud, or at least with their lips moving.

Now,he seid experiment had shown that, even when the lips do
not move, & delicate instrument applied to the muscles of the neck and
1 larynx shows that intense thought always involves more or less muscular
| action, depending upon the degree of inhibition which had been developed "
by the individual. And he gave this as one of the ressons why thinking
can make us tired just like any other kind of muscular activity. He
was obviously of the school that believe that we cannot think without
words, Anything less than that is a mere state of emotion or feeling.
Which, if true, I suppvse would mean that the less you felt inclined to
go magazining, and the less you indulge that tempting proclivity, possibly i
the better for the progress of that throat. I meant to ask Dr. Forster
" about this but I did note So I will leave that to you.

I note your threat to cut your income and go pamphleteering, but
I can assure you from deep experience that it is an extremely expensive
adventure all around, and pretty sterile of results. The plain)f&éts
seem to be that mighty few people are interested in economics or banking,
and the most of the people who are seem to want to write and to expound
their own ideas rather then read what anyone else has written. And I
would ask you, Sir, to comsider, if you would, the implication of my fail-
ure to convince you that we have really solved the problem experimentally,
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Hon., Benjamin Strong=--2

here in this office, of the relation of money and credit and prices; and
that we really have the proof, and that this proof is,sc to speak, simple
bookkeeping, as your phrase is, and exactly of the same order of things
as when you strike your balance on your books at night.

Vhat I mean to suggest is that almost all our ideas on economics
seem so deeply colored by our emotions and feelings end personal desires==-
so much so that I have come to think of them largely as just "wish thoughts."
For example:

How many people have ever sat down and laboricusly, month after
month, attempted to compute the probable average level of all prices and
compare this with the wage levels and rent levels and cost of living, and
all the rest; and then compare each of these with the increase in bank
loans or of bank deposits or of demend deposits alone; cr computed the
normal annual rate of increase in the volume of production and trade; or
the velocity of turnover of bank deposits from month to month and year to
year?

We have done all these things, end this work is now practically
completed, and I think that the results are in accordance and thet the
proof is just as sure as, for example, that the movement of the earth or
of the moon is controlled by gravitation and that their perturbations are
caused by the same force. S

It was a generation, Sir, after the "Principia" was published
before any but a few believed in it as a great discovery, and the same thing
was true of the atomic theory in chemistry, and of the theory of evolution
in biology. And apparently it will be the same thing in economics.

--You see today is the first of Mey, end the sky is very blue,
and I wish I were out in the green fields.

I note your comment on my summary of the possibility of gold ex-
ports. I did not mean to suggest any definite figure, like a billion dol-
lars, as I had no particular figure in mind.

But unless, as Mr., Wagner of the Discount Corporation suggests
this morning, foreign balances in New York are to continue to increase,
my feeling is thet, with our rapidly declining merchandise balance, we
must either curtail our foreign loans or suffer large gold exports.

I have been developing e theory of "automatiec prosperity,” so
long as the gold lasts. I'd like to write you about it if it still looks
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good overnight.

You may believe, Sir, that everyone was deeply gratified at

Dr. Forster's report.

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

--I have posted you a little book on "The Stebilization of
Buginess,"” and I shall soon send you the Mitchell Bureau book on "Business
Cycles and Unemployment.”

With ever so many good wishes,

Alweys yours,

—

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Coleorado.

]



MISC. 4.1 FEPERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENCE Dare_ May 2, 1923

To_ _ Covermor Strong =~ SUBJECT:
From_____ Mr. Snyder o=l =y

The enclosed is a list of those who were invited to the Conference
at Washington, and will show you, I think, that the department there is quite
as keen as anyone could wish, to meke the best utilization possible of the
immense mass of statistics which they gather, and that they are trying very
earnestly to help the farmer in every way they can. And my feeling is that

they are doing a pretty good job.

”/M/M: el // V}*, gau/ e Oy f/——

f' ,9 4 T NC’éLL&' / i*/{(' /‘/,,f*‘;; L ‘,/{; -"‘Yf’}/',' 7% N _)

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




UNITED STATES DEPARTMENT OF AGRICULTURE
BUREAU OF AGRICULTURAL ECONOMICS

S P 4 FORMERLY BUREAU OF MARKETS AND CROP ESTIMATES AND

OFFICE OF FARM MANAGEMENT AND FARM ECONOMICS
WASHINGTON IN REPLY REFER TO FILE

CONFIDENTIAL April 7, 1925,

Mr. Carl Snyder,
New York Federal Reserve Bank,
New York City, N.Y,.

Dear Mr. Snyder:

I am pleased to have your wire indicating your willingness to
comply with Secretary Wallace's request that you participate in the
conference in Washington, April 20 and 21, 1923, The conference will
be held at Room 720, The Bieber Building, 1358 - B Street, Southwest,
at ten o'clock, Within a few days we will forward you authorization
for travel and transportation requests to be used for the purchase of
railroad ticket and Pullman accommodation,

During the past year members of the United States Department
of Agriculture and others have continually advised the producers of
agricultural products to adjust their production to the demand. It
is recognized that in order that producers may act intelligently, in
deciding what and how much to produce, they should have more complete
information than has been at their disposal as to the probable demand
for the different things which they may produce and, also, with regard
to what others are planning to produce., The Department of Agriculture
is making an inquiry regarding farmers' intentions, the results of which
will be available for the meeting, These intentions to plant or to pro-
duce livestock and such data as are being assembled with regard to stocks
of farm products, what is being produced and the demands that are being
and will probably be made for the different agricultural products through-
out the world will be considered by the conference, It is hoped that
conclusiohs may be reached which will aid the producers of agricultural
products in making some adjustments in their plans for the coming year.
We would like to have you bring such information as you can which will
tend to throw light oi this problem,

You will appreciate the importance of giving no publicity to
this matter prior to the release by the conferences

Very truly yours, =
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FiIFTEEN Nassau STREET

NEW YORK ‘
May 4, 1923

Dear Govaernor:

My suggestion about the letter you enclosed from Drummond, of
@/L Kansas City, is that you allow Mr. Beyer's reply to stand without any
further worde I get an unfavorable reaction from this whole thing,
that it is pretty much a one-man affair; and, however well meaning he
may be, that it is not of a great deal of importance.

I imagine these letters are sent broadcast to a great number
of people, like yourself, and that no further reply is really needful.
I will hold it until I have further word from you.

Colonel Mixter, Vice President of The Deere Company of loline,
was in today and reports that they are doing a very good business and at
fairly satisfactory profits, and that the position of the farmer seems
greatly improved and a much different atmosphere prevailing.

All this seems to be clearly borne out by the enormous increase
in the sales of mail order houses, like Sears, Roebuck & Company and
Montgomery, Ward & Company, for the last few months.

/'L/ ﬁ I am sure Wesley Mitchell is ' right when he says that things are
o W2 ooing very n:.cely, and that the only fear ig that they should be going too
e‘f\t. b “well., P u@ A 3 7
e Y 1 b B /\’W'? Chandre: e
fans ‘pﬂ“ g Would your judgment be in favor of the suggestion which I en-

, close?! I believe the matter would have to be reported to the Board at
7\0( qu\ﬁz, Washington, which I think hereafter I shall call the”cheka.

Thank you much and deeply, for the very cordial personal note.
I wish I were riding up a Colorado mountainside on a horse's bank, with
you on-another, instead of sitting here and thinking how nice it would be
to be out of doors. I never did stand jail life very well, at least in
the spring!

Everything seems to be going very smoothly. An excellent edi-
T torial in last night's Evening Post, which I enclose lest you might have
ﬂﬂ“’“a v missed that copy or may like to have an extra copy. By Mr, Franz Schneider,
d the financial editor who succeeded the ancient Mr. Noyes.

g Another collapse in the mark, just as any sane human being would
¢ have known there must have been. Is there no financial sense left in

(% :.Vﬁ“‘ Gemany' |
A

\ o My -

Llf.h { ‘ L )
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Hon. Benjamin Strong--2

Some very picturesque and well written but emotional and over-
strained articles on Germany and the Ruhr situation now running in the
current Saturday Evening Post, which you may have seen.,

Last night I picked up an extremely convenient single-volume
edition of Mill's "Economy,” with some very interesting notes. Splendid
reading still; and almos% all of it might have been written yesterday.

‘ And has verj much been written since, in this field, worth
while?

With sincere regard,

Alwags ,

X /
( v(me? 2 MY 3
~ tan . C hopt. 6% Watrs Siniimite )
5 Cup fluckuafein- -
L{/g/#ﬁd 0&; C‘ﬁjML&.:g -
Ve f%&u} iRk o R
at frepur Mubucs ¢ frreee MOTTrUnts  Akat~
(ol e Mo M loate i oo sy Clas
s :”WZ ﬁivg ;:?__}ff/&?miwﬁ -
AT e Trran , vahLy | 4
ﬁtc{ofm/:m ik =5 et - Ko
lluence b—6n0 (1) 6 Stmetime, @o "(%m&(j/ :
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This article is protected by copyright and has been removed.
The citation for the original is:

“General Business Conditions.” Harvard Economic Service (Cambridge, MA), May 5, 1923.
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FiIFTEEN NASsSAU STREET
NEW YORK

May 8, 1923

Dear Governor Strong:

)The good Lord knows that it is difficult to discuss poignant
problems,/ in which there may be a considerable variance in the points

of view, without possibly growing didactic at times. And if you have
spent years on a problem, with a growing delusion that it is solvable

and even solved, there is equally a deadly tendency to "lecture." I ‘
can only offer in defence that I am seriously aware of the propensity, |
end worried when it gets the better of me

I am enclosing a little note I wrote to Chandler, apropos of |
his article. Does it not seem to you quite significant that there
slbouadzhaxe been a practical dead level, even of sensitive commodity 1
prices, in the three and a half years which reached to near the end of
1915, and even & year and a quaerter after the War had begun; and does |
not this seem to suggest that most if not all of the forces which you |
enumerate as affecting prices tend mutually to cancel each other, and |
that there remeins only one dominantly directing force!? |

My point is that in just this period there was remarkable
gtability in the growth of demand deposites, end that these changes about
matched the annual average growth of trade, estimated at about 3% per
cent., Further:

You cen draw a curving line through the curve of commodi
prices, from say 1896 to the end of 1915, this fashion:
And you will find that the variations from this median
line, month by month, have never exceeded more than 3 of 4 per cent,

Now I think you agree that the dominant force behind the long rise in

pricea, from 1896 to the War, was the increasing surplus of gold. Sup-
posing that single force removed we should have had, would we not, a
practical dead level of prices through this quarter of a century(‘« 2 0 )

And please note further: that it was only when the gold came
in in a flood in 1915, and only after it had begum to swell enormously
the volume of bank deposits, that this even rise of prices through a
quarter of o century was sensibly disturbed.

Does not all this seem to you pretty clinching evidence!?

e i
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-

Dr. Burgess has prepared an extended article on the question
of deposit turnover, or "velocity," and when you have read it I should
like very much to have your criticisms, and also to know if you have
still doubts as to the significance of the figures.

I meant to note that in the little book on "Stabilizing
Business," which I sent you, Mitchell makes comment upon some of your
testimony in the Joint Inquiry, pp. 38-39.

Mr, Case has written you so extendedly on the rate situation
and other things that there is very little to add. But I made some
comments in this week's Summary on those who are prophesying that the
boom is over,

I note that the new "dirt fermer member" was recommended by
Senator Cummins end ex-Senator Rawson, and not by Brookhart, and if so I
imagine that he is a fairly sound and capable citizen. They would
scarcely recommend anyone for such an important post who was not. But
I don't know that this will help much to solve our difficulty, which, as
I see it, is the chronic difficulty of divided councils.

And T am wondering if that is not the great source of weakness
in the System as it now stands, and whether you will not come to the view
that, because of this, some automatic rule of action will be forced upon
us ¢ My little article on the subject will appear next month, and I am
hoping it may commend itself to your judgment a little mere in type, and
with extended revisions and modulatiens,

With all kinds of good wishes,

Alwayﬁ W

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Colorado.

I enclose the current letter of the Harvard folk, end have
marked a few expressions that I think will cause you to reise your eye-
brows, mayhap.

’(' \M‘J/;__Q w (/G/Q Yo L: /L" ¢
.)1-1\0 pﬁ::::::‘? ‘)ﬂnzsatJ P z:;ue 2 /= 7>P1¢é37z,¢ C:;?L/;/74a4
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MISC. 3 1 STAT,3600-10-21 5
4
FEDERAL RESERVE BANK
OF NEW YORK

4

JFFICE CORRESPONI

To

Date_  May 10, @ 1923.

SusJecT:____The Measure of Credit Needs.

FrRom___ Mr. Snyder

I agree entirely that it would be unwise that we (the Federal Reserve «
Banks) should attempt to "control the general price level ,"-not enough as yet z%‘&}
understood to justify our attempting that role. That is clear.

But is it not equally clear that under existing conditions we ought,
and be compelled by the force of circumstances, and by public opinion, to recog-
nize that, as things stand now, the course of the general price level must be one,
if not the dominant gactor in determining what is adequate credit need and expan=-
sion for the country,

Furthermore, has not this implicitly always been true?

Vhat I mean is this: when we formerly spoke of gold as the great regulator
of credit, and a great stabilizer, we ha ys in mind in reality the effect of
this gold upon prices - and practicallym else. The mechanism was that an
inflow of gold produced an expansion of credit, and this expansion of credit led to
a rise in prices which brought our general price level above the internationsl level
of prices. Then the gold flowed out, credit was contracted and prices fell.

Is not this an exact statement of the facts? In other words we were
aiming at, and did attempt, by this mechanism, to "regulate the general price level,"
and that was a definite object; and that was why we prized the gold standard, that
in a crude way it did achieve just this purpose, and that, as we have found to our
cost in the last eight years, nothing else could do this as well.

Now that this mechanism is out of commission, . we no longer have any
regulator of the price level, and this means that we no longer have any service-
able measure of credit needs,

Now I do not mean to suggest that the great expansion of credit in this
country (and in other countries like England) was the sole cause of the great rise
in prices. But do we not all agree that this rise would have been impossible with~
out the credit expansion?! Therefore was not credit expansion at least the "enabling
act" that made this great rise possible?

And likewise would the new rise in prices, since 1921, have been possible
without an expansion of 4 or 5 billions of bank deposits? I at least believe that
we now know enough, and have evidence enough, to say positively thet this would have
been equally impossible.

As a guide to credit policy Professor Sprague has proposed that we take
the index of production. And we have frequently agreed that high production and
full employment meens that further credit expansion can only result in the inflation
of prices. But the trouble with these factors as guides is that it is practically
impossible, with any existing indices, to determmine the point at which restraint of
expansion should be exercised. Almost no general agreement on this point could
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MISC.3 1 STAT, 36001021

FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENCE Dare’  May 10, ;oP. _
To____ Governor Stromg SusJsecT:__The Measure of Credit Needs.

FroM___ MNr, Snyder o I T L Rt T ook BN Ity ! =

-— 2 -

Is it not now true, and has it not 2lways been true, that the one re-
liable guide to the regulation or control of credit has been, explicitly or im-
plicitly, the price level; and is not this our fundamental banking principle
ever since the Bank of England developed & clear rule of bank rate policy!?

And in now saying that we must never attempt to "control the price
level ," are we not tecitly abandoning this principle, in the sense that this prin-
ciple is the sole practical guide that we possess at the present time?

We are now perfecting an index of trade that will, I think, come as near
being a real guide to credit needs as anything that has ever been devised. But,
in the light of all our work on the rate of increase of production and trade in the
last fifty years, we think it is going to show clearly that enything beyond about
3 or 4 per cent. per annum increase in active or demand deposits is in excess of the
actual needs of business and can only lead to a rise-in prices.

But how many persons are there here in this bank who are convinced of
this, and, if so, how long would it take to educate or convince your general publiec
of the truth of all this? And in the meantime what are we going to do?

If the banks and the board and every economist and financial writer promote
the doctrine that full employment and high production cannot be enhanced by further
credit expansion and that such expansion can only lead to inflation of prices, wages,
and the cost of living, I believe you will have behind you at least 75 per cent. of
the whole country. But, in the meantime, is there for practical purposes any other
workable guide, or test, in this control of credit - I mean as to the time for action -
thean the general price level?

If every week the public reads how much the purchasing value of its dollar
has receded, don't you think it is a good bet that they would back up to the limit
any definite policy that would seem to promise keeping down the cost of living?
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FIFTEEN NASSAU STREET
NEW YORK

May 11, 1923

Dear Governor Strong:

In the current "Economist" there is an interesting review of
Hawtrey's recent book on "Monetary Reconstruction,"” in which it says:

"The whole book is an exposition of a
monetary theory which is perhaps not new,
but which certainly has become more and more
widely accepted in recent years. Mr. Hawtrey
has made himself the chief exponent of its
doetrine in this country; and it is commonly ‘
believed that the Treasury and the Bank of
Fngland would like to translate it into prac-
tice. 'Monetary Reconstruction' is there-
fore a book of much more than ordinary in-
terest and importance,”

S

You will remember it was simply a collection of his essays on
the Genoa Conference, the Federal Reserve, and several other matters; J
and that I had it with me on the trip West. I was wondering if you
had seen all of it you cared to, or if you would like us to send it to
you now?

You will remember that he also,is unable to believe that an
adverse balance of trade is sufficient to account for the depreciation W
of a currency, to which I would like to add this: |

It is fairly evident that, for example, potatoes can scarcely
be of widely varying price on two sides of an imaginary line, for ex-
ample, between New York and New Jersey, or, let us say, Denmark and
Germany, unless there is a prohibitory tariff. And so on, ad inf., Is
it not clear then that, considering all commodities exchanged between
nations, the rate of exchange will and must equalize the price levels!?

If, then, there is any close relation between the volume of
currency and credit in a given country, and the price level, does it
not follow that it is this general price level which will broadly de-
termine the exchange rate; and that only where the balance of trade
would be of such decisive proportions as to cause gold shipments of such
proportions as to restrict credit and thus affect the general price
level, can the balance of payments more than temporarily affect the
exchange rates
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And in eny event is it not clear that we shall ship goldk M

whenever the net balance of payments is seriously against us, as it
evidently was in 1919, and now, as I see it, threatens again so to
become?

We are making progress with our inquiry on foreign balances
and securities purchased by foreigners, and may soon have some light
upon the situastion,

The thermometer last night was within six degrees of freezing.

Alwass , M

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Colorado.

(e He wr:‘oj/é 7"“"“”‘?)

You have noted by the morming papers tha%t the situation has
now miraculously cleared, and that there is no danger from anythiﬁg'.

Federal Reserve Bank of St. Louis
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AMERICAN Lrmwo. €0 BES Muines

WALLACE $ WarrAceE PuBrLisHING COMPANY ; S GHNIE. WALEACE

Des MoINES, lowa

Good Farming; Clear Thinking; Right Living
A Weekly Journal for Thinking Farmers

May 11, 1923,

Mr. Carl Snyder.
New York City.

Dear Mr. Snyder;

I am looking forward with much interest to reading
your article in the Americem Economic Review.

it is very doubtful if I can get away. However, I

With regard to the June 7th meeting, will say that
; shall make a special point of coming if I can induce

ed with the fundamental problem in which we are all

)/' a} (n’l‘ Bd c-.mni_gham to come., I feel that it would be an X L)
3 M, immensély worth while thing to get Cunningham &cquaint- @ 69

@4/_"0 ' go much interested. Cunningham is a shrewd man who
. is rather more accustomed to thinking in temms of
e ——— politics than in temms of economics. He has no under=

standing on monetary affairs. I think, however, that
he Will grow much more rapidly than you would expect
from 2 man of his age. He has considerable persomal mag-
ﬁetism and a strong following among the farmers of Iowa.

he problem is to get him to work seriously studying this
hole monetary situation.

I shall kmow within three days a&s to whether or not he
®* can came to the meeting with me.

HAW RH Sincerely yours,

}*O\L/\fw%
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FiIFTEEN NASsSAU STREET
NEW YORK

May 15, 1923

Dear Governor Strong:

This week's "Collier's," issue of May 19, has an interesting
interview with Mr. Cwen Young, which you may have seen, but I am having
a copy sent you against the chance that you might not.

I enclose a little note from Henry A. Wallace, the son of
the Secretary and Editor of "Wallace's Farmer," regarding the new
"dirt farmer" member of the Board,

As I think you 1ike(pretty well Prof. Hawtrey's article on
the Federal Reserve, I have slipped out of the current number of "The
Journal of the Royal Statistical Society"” two little reviews of his,
which you will kindly return to be restored to the magazine., Nothing
much else of interest in it. You will see that Hawtrey does not share
your view about Prof. Cassel, end even seems inclined te join or en-
dorse Firm!

That he is otherwise pretty sound, Z witness his little
roast of Spalding's book on "The London Money Market," next following.

As you have noted in the papers, there is quite a general
slump in commodity prices, especially in those like rubber, silk,
cotton, iron, &c¢, which have had a spectacular rise in the last year.
This is being widely taken as the turn of the tide, though I do not
think Colonel Rorty s idea was quite fazrly represented in the report
of his speech in this morning's "Times."

Mr. Babson is also predicting a turn.

It seems to me that, with all this shouting of caution from
the housetops, and the reaction which naturally comes from rather over-
doing a. good thing, the present situation will prove an acid test of
the question as to whether the volume of deposits compared with the
volume of trade is the dominating factor in the price situation. To
take your list of five factors, we now have no war to force prices up,
the fluctuation in the sum total of crops from year to year appears to
be relatively small, we have no recent new gold discoveries, and
"public feeling" seems decidedly on the cautious side, disinclined to
increase bank loans and heeding the warmings of the prophets and the
exhorters.
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Hon. Benjamin Strong--2

Would it not be & fair inference from all this that we should
not reasonably expect a heavy rise in prices, say within the next
twelve months or so? Yet those who hold fast to the volume of credit
idea, I believe, do definitely expect such a heavy rise in prices and
believe that the prophets are wrong and that the exhorters will be cf
nothing more than passing influence, as they were in 1919.

Personally I should feel myself deeply mistaken if this rice
in prices does not come, and that the theory had been very rudely shaken.
Does this look to you as a fair test, and would you accept it as such?

—
Mr. Donham, Dean of the Harvard Business School, brought over
an interesting bit last week, what he claimed was official informa-

tion, that, at the "least sign of a wane in prosperity," "they," at
Washington, purpose to bring a four-billion-dollar bonus bill, and will
gee to it that it is properly distributed in time to get the full effect
for the fall campaign; which is interesting if true, and if realized
might somewhat complicate the test I have suggested. But my guess
would be that the boom will be on again in full blast in the fall, and
that this immediate excuse would be lacking.

The new hook on "Monsey," by Dr, Foster and Waddill Catchings,
is just out, but I have not had time to go through it very carefully
as yet, If it is of sufficient interest I will send it on to you.

I note that David Friday spoke last night on "The Economic
Need of Increased Production,"” a phrase that I seem to recall used very
freely at the beginning of 1920. I wonder where he has been living in
the last three years?

We continue to have the coldest spring that the oldest inhabi-
tant can recall. T hope it is pleasanter with you out there.

With warmest regards,

Alwafys , [

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorade Springs, Colorado.




X

May 15, 1923.

"Collier's Weekly" for May 19 contains an important article from

Mr. Young, of which the salient paragraphs regarding credit and banking are

given below, It is entitled:
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"WILL PROSPERITY LAST?"

An interview with Owen D. Young, Chairman of the
President's Conference ot Unemployment

"The recent advance in wages in the steel and textile in-
dustries indicates that we are close to the 1limit of production with
our available labor force. These raises mean that big employers
are finding it hard to hold their men. It is especially significant
that most of the increases affect unskilled labor, When big in-
dustries are bidding against each other for unskilled labor it means
that the reservoir is getting low. Growth in real prosperity is
based on increasing production, but if production is limited by lack
of man power, we cannot push farther up on the curve except by boost-
ing prices, selling the same thing over and over again, laying in
heavy inventoriez on the hope of continued rise of prices, 'sky-
rocketing' the cost of living - inviting a buyers' strike and dis-
astrous liquidation.

"No one can tell how long we can hold our present degree
of prosperity - but we can't go much higher without kiting prices =
forcing the kind of boom that brings a smash, 4

"To an ever-increasing extent the banker is becoming an
adviser to the business man - sound advice is part of his expected
service. We believe that the bankers cen do a great deal to dis-
courage the would=be borrower from dangerous averexpansion,

"The Federal Reserve Board has an even grester responsibility.
It is not operating for a profit, but for the service of the whole
country, and its sources of information are much more comprehensive
than those of a private banker. When the Reserve system was created
it was assumed that the movement of gold from one country to another
would act as an automatic check on the discount rate. But the war
resulted in an altogether unprecedented proportion of the world's
gold supply coming to this country. Unless the Federal Reserve
Board takes special steps to meet this abnormal situation, we may
become as disastrously inflated on a gold basis as are the European
countries by cheap paper money. If we looked only at the ratio
between gold reserve and outstanding credit, we might expand rapidly,
but a credit expansion which is not based on increased production means
nothing but speculation, competitive bidding for labor and material =
the forcing up of prices to the danger point,




T

& "Our committee was convinced that a proper coordination
between the private bankers and the Federal Reserve system could

be worked out, which would forewarn and forearm us against this
c.ianger, and have a real effect in stabilizing business and lengthen-
ing out this curve of prosperity."
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UNIVERSITY OF MICHIGAN
ANN ARBOR

i DEPARTMENT OF ECONOMICS

POLITICAL ECONOMY, SOCIOLOGY,
BUSINESS ADMINISTRATION

May 17, 1923.

Mr. Carl Snyder,
Pederal Reserve Bank of New York,
New York City.

My dear Snyder:

I have read with a great deal of interest your article
in Administration on "Shall we Modify our View of the Business
Cyele". Of course I quite agree with your general contention
that the elements of the cycle are so diverse in character that
when an attempt is made to merge all in a single picture the
result lacks definiteness of outline. (Certainly the picture is
not as bold in character as many popular descriptions would
suggest.)

I wonder, however, whether your own discussion of this
truth is not going to be misleading to readers unfamiliar with
details of cyele anslysis. Your argument deals almost altogether
with annual data and with data unad justed for trend. This pro-
cedure has the effect of merging high and low points in a single
annual figure, and of giving 1921, as compared with 1920, the
benefit of a full year's accession of normal growth. Are you not
going to get & simpler and more accurate picture of the business
cycle if you deal largely with monthly data adjusted for trend?

It seems to me desirable, furthermore, to distinguish
trade and production in discussions of the violence of cyclical
fluctuations; in fact, differences in the amplitude of fluctua-
tion of trade and production seem to me to throw & great deal of
light on the course of the cycle. My own impression is that the
fluectuations of trade are much smaller than has been commonly
assumed. - I am skeptical, however, about your implication that
the fluctuations of manufacturing activity haee been exaggerated.

7We have still a lot to learn about the volume of manufacture.
'This is especially true of differences in the rate of production
in different lines of manufescture. Whether the manufacture of
basic fabricated products in certain phases of the cycle is at
greater or less pace than the manufacture of other varieties of
goods has yet to be clearly demonstrated. I am by no means sure
that my own index of the volume of manufacture fairly represents
the general situation. At the same time, it seems to me by no
means clear that it exaggerates the fluctuations of the volume
{of manufacture. If, for example, you will turn to the first page
of Mr. Barber's article immediately following your ewn, you will
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find at the bottom of the first column the statement that
annual sales tonnages in the business of Walworth Company
vary "from year to year as greatly as 50%". I think it
reasonably clear that the fluctuations of an industry like
the machine tool trade are probably greater than the fluctua-
tions déscribed by any of the current indices of the volume
of production. In other words, I question whether we have
gone far enough to generalize concerning the violence of
fluctuations in the volume of manufacturing, and I am by no
means sure that we can do much better with other elements of
the cycle.,

All of which is designed primarily to get your own
reaction. I have much enjoyed your article and, as you well
know, am tremendously interested in the subject with which
you have dealt. You are doing a fine service in deflating
cycle theory. Meanwhile, I should like very much to know how
far you are prepared to carry some of the ocuestions you have
raised in this contribution to Administration.

Cordially yours,

Cotonioniglld

EED:M
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OFFICE CORRESPONDENCE pare_Jenuary 13, 19234 102
To Mr. Snyder SuBJECT:
FroMm Governor Strong

The attached letter from the editor of Collier's explains
itself. How does the platform strike you? Possibly I should say

first, before you reply, that it seems to me to be a rather hazy and

indefinite statement of a lot of high thoughts without much in it that
is practical. 'The more I ponder about the problem of labor, the more
I become convinced that it is inseparable from the problem of prices.

Labor disputes ars never really serious, long extended and disorderly

except they have to do with compensation; and compensation disputes
almost always arise when prices are rising and when there is a shortage
of labor. On the other hand, unemployment and distress,-which is really
a period when strikes arezgommon;-grow out of considerable declines in
prices. Therefore, is it not a fact that a stable price level will
itself be a great contribution toward labor tranquillity and contentment?
This, of course, excludes a very important field of discussion, namely:working
conditions:where ordinary intelligence is about all that is required to
keep men happy, provided i;dustry is prosperous.
If you think there is any other contribution to be made to the

discussion along this line, won't you give me a memorandum on it.

BS.MM
Att.
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January 16, 1923

Editor, ,f‘" i
Collier’s Weekly, W vt »adl %
}N’ew York City. 4 - W «
Stk ; /

our platfo aeﬂ xp:e any excelle;
sentially that tﬁmkmg P e have held for many
years without a great deal of effect; emd they do not touch ad=adk upon

what seems to me the prime condition of ind ri peace,, and that is
stable economic conditions. The longer ¥ study the problems of labor and
of production broadly, the problems of the farmer, the manufacturer and the
working man, the more <S=beacme convinced.that they are inseparable from the
problem of prices. Labor disputes, for example, are rarely very serious,
long extended or disorderly, except when they have to do with compensation,
and compensation disputes almost always arise when prices are rising and
when there is, as a consequence, usually a shortage of labor.

Periods of falling prices, falling wages and unemployment are
rarely periods qf prolonged and bitter%r:duptrlal strug . AL
Puiseds H ) Kanjabifs frf Soruce

On the other hand, it is almost invan.a.bly periods of falling prices
that give rise to demands for fiat money and Governmental subsidies of this
industry or that.

Therefore, is not the fundemental condition of industrial and nation-
al tranquility that of & reasonable stability of prices such, for example, as
we seen®to have reached in-this country in the six or seven years preceding
the disrupting effects of the great demands of war, that is, from ebout 1909
till towards the close of 1915! 1In the judgment of one of our wisest economists,
Simon Newcomb, criges, hard times and unemployment are almest wholly due to a
lack of adjustment between prices and wages. And this appears to be the con=-
clusion of our economists who have studied most deeply what we vaguely call the
business eycle,--that +the cycle of prosperity, crisis and unemployment is very
largely a price cycle, and that if we could attain to some degree of relative
stability in this basic factor the rest would be easy.

But without this stability of what avail are the best laid plans for
increasing efficiency, for industrial conciliation, for enlarged output, and more
equable distribution? P

I believe with Mr. Henry Ford that what the great body of our working
men most desire is security of employment and an adequate wagey that represents
a fairly even and stable purchasing power. Take away these and you disturb
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the fundamentals of ygaéé of mind to the worker, sasy relations of semployee
end employer; upset.the calculations of the wisest managers; convert business &:;

C&»,§£§ﬁ5 into a gambling eratloq, give a high premium to the speculator and the ad-
venturer, and

the fruits of the highest and most enlight-
ened type of management.

Very sincerely yours,
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MISE, 4.1-36M 10:21 FEDERAL RESERVE BANK

OF NEW YORK

 OFFICE CORRESPONDENCE o I i v

A\

192
to_ Mr. Synder SUBJECT:
_ Governor Strong
=om
v '
If you would care to take a hagk at a }p{ter in my style for
Collier's, I will go over it with youj t donft make it too long.
You might paraphrase what I ppt if my memorandum.
BS. MM
att.

J
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Vi

To___ir. Spyder . SUBJECT:
. Fre, 2 Benj. Strong

o

ing

This hae certainly been snewered, both by our rate sction, and by my
other communications.
\
y Some day soon I want to see you, and will gend word. There are a few

metters I want to pour into your mind, and have you promise thst they will stay

e A b{’ (T{A "L7 ~(
[C *&ﬂ}-/ 7l Cllu(&

2 Chadet ¢,,;/s (728

L

there, - and they will be important!
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MISC. 4.1-30M 10-21 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_Fobruary 27

To Ny, Spudgy © SuBJECT:
v

o

e - Benij. Strong

Much of yours of the 5th hss been answered to you direetly snd in some

memorandum I sent Shepard Morgan, which pleass read.

The fellows at Cambridse have gotten s bit too excited. Rate changes,
even fairly definite indications of them, in sdvsnce, might do more harm than
good. The experiences of 1919 tsught me s lesson I'll never forget.

Now what we really need, is just what I wrote Shepsrd Morgan
5 headings - make it 2 or 10, I don't care, so long as we desal with the principles
upon which our policiee as to rates and open market operatione ars based.

To defer acting because there are 100,000,000 ignorant people in the
country would be folly. Educate the thoughtful psople and those who lead thought,
in farm, in factory, and in office and in politics, and act anyway.

What's the matter with that committee that got out Better Banking?

Are they dead?
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‘MIS!:.A‘I-IOOM-G-ZZ FEDERAL RESERVE BANK
OF NEW YORK
| _OFFICE CORRESPONDENCE Dare Mareh 2, 1925. g
To Mr. Snyder o SuBJECT:
A gy L Benj. Strong .

B CONFIDENTI1AL
This needs more thought than I can now give it, - nor until after I
am West. Put all the papers with this one together and send them to me
there later on. I'l1 then prepars something more deliberate. Am hustling from

now on to clean the decks.
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Cragmor, April 21, 1923

Dear Mr. Snyder:

0f course you saw the enclosed. It plessed me greatly. Not
o much what Noyes wrote, but what Yves=Guyot seems tc have written, for, es
you know, Cassel and Keynes, brillisnt as they may be, have riled me a lo0t.
And others es well! I put them somewhat with Sir O. Lodge, Conan Doyle,
Coué, and even your friend Freud, all of whom I feel are chasing exaggerations
of less importance to us than they think. Just turn to S5t, Luke, 15.18 and
you will know why my thoughts go back to Adem Smith, Mill, Rieardo and Bagehot.
How hard it is (sometimes) to stand pat,--even old Newton, after 2} centuries,
is being shaken a bit, All of this preliminary to asking you to send me the
Y-G book if printed in English edition. If, ae I recall, you know the
author, just write him & nice letter and tell him he has cheered a dumb old

cuss out here!

I like his looks in thet picture. Looks sound to me!
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(COPY)

Dear Snyder:
If Yves-Guyot's new book soasking Cassel,
Keynes, et al, has been translated, will you get

me a copy! It will hasten my recovery, judging

from Noyes' review of it, I'll write the d-
Frenchman snd thank him if T can only read his book.
Also, will you send me the‘littla book on Money=-
with the lewis Carrol chepter headings? I want to
look it over again,

Am getting mlong famously, fine weather and
yet postponing mail for e time, so as to be gafe--
it's my middle name.

Yours,

Best to everybody
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Dear lMr. Snyder:
shall write you when I'm not so
buried under "family" mail as recently. It's
a stunt with no stenog. and no voice-- Am
doing splendidly.
My friend, Inouye, doesn't hesitate teo

deflate, Bank rate 8.03%, etc. You are going

to be fooled, as well as those other guessers
about prices and inflation--because--unless I'm
greatly mistaken--the throttle is to be used this
time. They 211 overlooked or belittled the F. R.

System.

Tell Bullock and Mitchell & dinner is on it}
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2 (About April 25, 1923)

Dear Snyder:

Read the "Commerce" and "City" in conﬁrast and see how "City" beats
"Commerce"” for the average reader. Tell Chandler to come down out of the
clouds and use lenguage the common fellow uses and understands. He preaches
too much on gold when he really means "representative money," bank notes and
bank accounts--and will confuse folks. Note marked pessages as follows:

(1) He's all wrong. Gold exports causing “ezikeme stringency,"

"deflation,” etc., is piffle--some "Economists" never were bookkeepers, drat

them! If we keep our heads, when gold exports arise, and larger ones, we will
have 75 or 80% reserve--then this will heppen, i.e., Member Benks will ship
gold, end so deplete their reserves. If we did not exist they must (col=-
lectively) shrink deposits and loans sufficient to reduce reguired reserve by
emount of gold experted. That would be deflation caused by stringency.
Now, however, they will simply borrow from us,--(few people realize that our
members will need to borrow when gold exports begin, even though gpur reserves
were 100%) and it will s?mply denend upon gur discount rate, whether money
gets very stringent or not! Chandler better set this straight, or you do it
for him,

(2) Piffle; just a guess., If the horse hadn't been harnessed to
the wagon the wagon wouldn't have run awey. Won't even argue this.

(3) This is all very good, but is too d-- dogmatic. Why not say
"why," instead of "what"? Few people know the reasons lying back of this
dogma! end after saying "why," better also say "how"--

(4) Same here. Say this in words that folks understand. He thinks
bankers end business men are students--they're just money mekers (and losers).

LY Pardon this untidy, sloppy scratch, but it's not as bad as
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(COPY)

April 25, 1923

Dear Snyder:

T cetldn't hold in any longer today after getting a letter from
Mitchell, which I sent on to Mr, Jay, and enclosed is the result. Will
you please do this:

lst. Have copied out by Miss Bleecker or Miss MeCarrick, who know
my scrawl--

2nd, You and Burgess do some polishing--in the usual way--ond

supply figures and check facts needing it.

3rd., Show Jay and Case and see how they like it,

4th., Get a consensus as to wisdom of my teking bit in teeth and
asking Lorimer to publigh--in Set. Evening Post,.

5th, I'1] teke gll responsibility and only went views.

6th. Wire me at once how it strikes you!

7Tth, If it looks like a go! send me two fair copies, wide space,
for further dressing. It's terribly rough--I dashed it off in bed this
A. M. I may make it pleiner still., Just depends on how far it's wise to
go-=or would you follow up with a second shot!?

8th. Will folks read such stuff as this?

Yours,

B. S.
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(CcoPY)

To John E. Pickett,
¢/o The Country Gentlemen,
Independence Squars,
Philadelphia, Pa.

You may recall the story of the discussion at a farmmers' gather-
ing, where tempers were being lost in efforts to decide whether it was
correct to say thet a hen was "sitting" or "setting,"” when she felt the
urge of the maternal instinct. Some farmer settled the dispute by assert-
ing that "he allowed it were a dinged sight more important to dis-cover
whether the ole hen were a-layin' or a-liein' when she cackled.”

Now this tale came to my mind after reading Mr, Jochnson's article
in the April 21st "Country Gentleman,” and the editorial thereon. We have
tattled with graphs, and index numbers and stetistics in the Federal Reserve
Banks, as well as with those who claim to represent the American farmer and
his bankrupt industry, in Congress and out of Congress! I agree with you
in believing Mr, Wallace's intenticns to be admirable. He suffers, and so
in fact do we all, from the insidious germ of over-partizanship to his job,
to his "side" of the case. Every lawyer knows that a witness shades his
testimony to favor the "side" by which he is called. So indeed do the
judges know it}

But the poor farmer, bedeviled, befogged at times, and sometimes |
betrayed as well, is far from being the man held up in Congress by those whe w
misrepresent him! I have known many of them, They are mostly upstanding,
two-fisted Americans; and they are the objects of misrepresentation at times,
just as they are victimized by misrepresentation. And unless signs fail,
they are coming to see it.

The articles I have just read will be most helpful--et least they
helped me, if pleesure is ever helpful, and I hope others like it are to
follow.

Possibly you will be good enough to pass this on to Mr. Johnson; he
did a good job and I'd like t¢ thenk him,

Yours very truly,

Dear Snyder:

If this is wise, heve it copied cut, and send to Pickett from me
personally. If not wise, destroy it. 1If you do sent it, have two copies
for Beyer to file. 0Of course it is not to be published!

Be Se
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(CcoPY)

(About April 28, 1923)

Mr. Snyder

Your Aoril 16th "Confidentiel.” Pemit mel--

(1) If the Commerce Dept. neople made uo the figures, I want to
know how, before accenting the conclusions, and see the details, also!

(2) Don't be too sure. The drain will be to the neutrals and
the smaller countries, Japan and East, if it comes, and I doubt if it comes
very soon in large volume, end when it does, doubt if it runs to
#1,000,000,000, as you hint.

(3) Don't agree at all. Their exchange will not recover on good
business alone. Thev must have money owing them on balance, and their ex-
change must either be above gold var--¢r their currency be devalued, or both.

(4) Don't forget the interest nayments, Great Britain and maybe
others.

(5) Don't forget that we are going to gradually, but without any
vanicky haste, get a grin on thie inflation affsir, which I have now named
the "Snyder Complex.” It will all be fixed uo by the time Congress meete,
and we'll again turn our attention to the foreign situstion, which will bve
our helpful red herring.

Don't think I sit here all day scrawling letters, etec. Half
hour at breakfast and half hour at supper does it--save two hours in bed
writing that "Price" scrawl.

I'm debating reducing my income some $50,000 a year by coming out
with a line of very frank articles,-=for they surely would chop of f my bean!

Show this to Jay.

Thenk vou for the books, old top,--end please give the szme to
Shep. Morgan end Ten Eyke,--I'll write them in time!

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



OF NEW. YORK

MISC, 3.1 60M-4-22 ( f(,/a(.l. (( >
\ — ( FEDERAL RESERVE BANK

OFFICE CORRESPONDENCE D }l 8 es
awyyv I
To Wa,'l. %ﬁ!d‘)‘l ~ SUBJECT: 7jﬂ

FrROM _ = IR O L S R TN VY . S, ey R

Sour: @Ra. 16 % (onfedontcae " Bomii i Sl

)&f’g@m/muzu DR RoRle Thadi afs i H‘?Mw&

Mu}, eteo " |
?jmwo&m K drcas Goad 65 To the neelvee,
¢ T dwasto, GunFre, - Jakraw G aer o o Crmeo £
(ﬁdoWo/ o c’m U2y Loon e Kan e g VoCume | F
W l/t’d(f‘i/ﬂ W %leuﬂlﬁ 75 /ooa 00® . oo ﬂo
imﬁm\/v_ |

?/ Douk Atu AN all . Huwi Exek. Wwue el lucroo)
Mﬂh&mﬂ%u Kz, Mﬁaxf?‘ﬂtmﬂ?
m\f@khm r (A Ece4. mk&/ﬂw

b7 abor  fred Pan - OF Huy Cwranes 63
Aot S o fa7h -
%y ot forgad— Aa P Doy anenn . By 1B, P
Mmas, 67 oths,
5} Joon forsey Kt we aw Sommg To Greadanaety | G
Sl ond Qw, Paniery Laok, ST & P Ao

ederal Reserve Bank of St. Louis




(Moo . Hesf Koo at Befor  Katf
K«nw N Jwpronn  oawo d"ﬁf Jours faro Kowr~
b bid MM’:{IZJ Kar  Puce ” Joawre.

J\"é’oo G fran b Comneng ont Y

| /W@:m/w E\Mﬂt)/ﬁf» \rﬂ&w ?w'i
| ﬁ&fmﬁﬁﬁe{(m ernm,&,Kp—- &(M

- N = ’
Ko & fomn |
igitized for FRASER

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



(CoPY)

May 4th, 1923

Dear Mr, Snyder:

After the two lectures you send me I shall not waste good paper
for carrying unsound views, nor much of this either!

(1) I agree about the muscular reaction of thought, but believe
it relates almost wholly to involuntary and semi-involuntary muscles, not
the bone attached ones, and is explained by the extent to which they are
under reflex contrel. Have a notion that writing stimulates them more
than thought! Watching myself--am amazed at the extent to which conscious
control can be extended to muscles never before (in 50 years of my life)
having that experience, such as the larynx, arytenoid, vocal cords, uvula,
epiglottis, etce It may be a way of solving the constipation problem,

I'd like to discuss it some day.

(2) I shall not go pamphleteering,--I only want to write two or
three' Don't know enough nor write well enough to do so--despite your
subtle flattery.

(3) You have neither failed nor succeeded in convincing me of the
soundness of those conclusions,--because I have not seen the work,-~examined
the methods,=-nor, in fact, heard nor read the stories in full, It has come
in snatches, with my mind at the time too much engrossed in my own troubles,
throat, discount rates, etc.,

(4) I shall never be converted to the idea that we should attempt
to control the general price level, Not enough is yet understood (note that
I don't say "known") to justify our boldly attempting that role,=-=becoming a
super government,--thinking ourselves supermen, and failing with a crash some
day.

(5) I admit (and am purposely using "I" with a modicum of "you" as
indicating "confession" on the one hand, and accusation on the other), that
credit, or money, is the chief influence, but not the only one, and suspect
that "state of mind” has more to do with prices than we realize.

(6) I am damned doubtful of all these data on "velocity."

(7) You are inclined now and then to push an idea rather hard--and
lead me to wonder whether I have yet contributed anything to your views from
my standpoint of bookkeeper. I'm so much interested in the geography of
"cause"” and "effsct,” and you seem so much less so.

(8) I say gold won't go out 'till the exchanges make it possible.
You, Keynes, Cassel, et al, think gold can be shipped to England, for instance,
with the pound of present gold contents at a discount. Can't be done! At
least you won't put less gold in the pound!
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(9) You have sent me some nice books and

(10) I thank you! But the ond about old age I have doubts about,
Wouldn't fit my case, anyway--and if Forster sees it he'll take my clothes away.

(11) The increase in circulation rates is ominous,--snd

(12) I have been a few weeks wrong in my program, Had a feeling,
or hope (poor benighted cuss that I am), that the Marech Conference would
result in some really educational effort, My hopes, wishes, feelings, efforts
are dashed to the ground, and we can't go to 5% soon enough. I'm sorry, but
it's so, and you may tell Jay and Case, but no one else.

(13) I am now convinced, after weeks of reflection in bed, under
the shadow of Pike's Peak, that were it not for my sense of humor, the last
eight years would have turned me into a hardened criminal or an anarchist,
Like a dog I'll wander back home in the fall, and be as much amused as ever,

So good luck to all of you at the bank, My throat gets better and
better)

Yours,

B. 8.
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MISC. 4.1-30M 10-21 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE can. I .

To Mr. Snyder SUBJECT:

FRovm______ Mr. Bayer

Mr. Btrong has directed me to inform you that he would like
to have copies made of all letters and mmrm?ifvhi’ch hmoen sent
directly to you so that they may be kept with his correspondence here

in the bank.
Will you be good enocugh to eee that copiee are made, or if

you prefer I can have them typed for you.
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Hay 8, 1923

My dear Chandler:
Ae regards the question of "oyclical movements” im prices:
We have monthly data on only one widely seampled index of

wholesale prides, the Bureau of Labor, and this carries us back only
to 1900. Since then I find the following perceptible ewings:

Duration
April, 1900 to March, '03 36 months
April, '03 %o Oet., 'O7 54 ¢
Det., '07 to Mar., '10 f0 *
ﬁlr., .10 “ L'l‘., '1' 24 .

Thereafter, to November, 1915, is a perfectly flat line, i.e.,
for forty-two months. That is, the cycls idea in this period totally
disappears.

On this slender basis, do you think we are justified in speak-
ing of a definite oycle or of "eyclical movemente" in commodity prices?

My idea is that, as Prof. Persons has shown very eclearly, ecer-
tain types of commodities do seam to have a definite cycle or period, as
revealed in his index of ten supersensitives.

But this cyecle is much less clear in Bradstreet's, for exemple,
and extremely obscure in the Buresu of Labor index; end my idea is that
if we could construet an index of the general level of prices--wholesale,
reteil, wages, and all the rest--the cycle idea would wholly disappear.

Bven on the Buresu of Lubor index the widest downward swing
shown in this period was from 97 %o 90. And thet was after the paniec of
1907. And if within a period of fifteen years we heve three years and a
half in which there is no swing snd no "oyecle,” and if in the
period the duration of a wave varied from twenty-four to fifty-four months,
doss this seam to you %o justify the temm “cyclel”

With best regards,
Always yours,
Dr. H. A, E. Chandler,

National Bank of Commerece,
New York City.

tp://fraser.stlouisfed.org/

deral Reserve Bank of St. Louis




May 21st (I think), 1923 (I'm sure)
5:50 p.m. (which is within 15 minutes
of being correct)
Dear Mr. Snyder:

There is but one joke (not choke) to make about this photo and I'm
not sure whether I've tried it on the first floor front or not. I'm simply
imbibing an "actinic cocktail" and got snapped by a nurse. The picture is
deceptive in that it was taken A.M. .and I no longer wear the uniform then. Am
up for breakfast and one o'clock dinner and go back to bed at two for three hours,
unless the sun is good when I take a half hour sun bath tout ensemble. Am far
from 111! The nurse figured 1820 calories for breakfast the other day - as
follows: banana and cream

cereal

three eggs

five slices bacon

three sauseges

six pancakes

glass milk

two muffins

two cups coffee.
You might check up her bookkeeping; and I may have forgotten some of it, by now.
I did forget four pats of butter.

All of this family news in grateful appreciation of your fine letters,
and the news, and what not!

Now to get down to a touch of - beezniz - (poor at Yiddish), here are
a few reflections. I like the word because it assumes no originality!

First. I want to see the list of those men of learning with whom you
foregathered in Chicago, - and the respective dates for the "crest" of this wave;
INCLUDING YOUR OWN. As you mey recall, my only doubt, but a big one, was lest
they had overlooked the intervention of the Federal Reserve System. The said
System has been clumsy in the extreme, but helpsd some (New York and Boston) and
the country's common sense is doing some of the rest. "Burned child, ete." Too
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Now about friend ("quan. the.")!!! Do you know who I mean? And
old pal p.p.p. !!! Things are going to happen you say. I think they may;
but not what some folks expect.

Starting at V. of C. (know him?) I enclose a little skit which is
explained as follows:

1st Stage. Theoretical condition of banks at any given date.

2nd Stage. Seme banks, theoretically, over night, sell all invest-
ments to their depositors. (Of course this never happens, but gradually the
same thing occurs) Note that deposits have ehrunk $6,500,000,000. Will
price level (general) change? |

3rd Stage. Losne and deposits increased $6,500,000,000 over 1st stage.
Won't prices increase?

And yet observe that this can occur without a dollar of gold imports
or a dollar increase in loans of F. R. Banks. Probably- if this did occur -
(Miller would say ha! Empirical) if could not be claimed that it was the cause
of any change in G. P. L,

State it differently. - How much of the total checking deposits are
static and how much dynamic? Or again, if 10%, or any old %, of all money in
the country is buried, it won't act on prices - and if 50% or 10%, or any old %,
of all bank deposits are static, they won't. Ha! you say again - Now I have him.
Law of averages, etec. - I've heard you now and then! But is there any law
of averages to apply to the state of mind of 211 these depositors?  Suppose

/ war starte, the % of dymamic deposits might go down and static up by a large
proportion, and the reverse if war ends? I8 there anything like a compensating
average of the state of mind of 110,000,000 people. - optimists offsetting
peesimists, savers vs. spenders, workers vs. loafers, etc.? I doubt it.

I know & men who had $7,000,000 in bank for five years waiting for the time to
invest it. Did that act on prices? For ten years I have had $10,000 minimum
balance in bank. Did that? But my expenditures every month do! This "state

- of mind" is some factor in a country like ours, - and in France also!
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| o Next! How does it happen that the exchanges are weak, imports at

record, exports back to prewar, travel enormous, and foreign prices advancing

faster than ours?
| Do you know what is the inspiration of the p.p.p. folks? They took
us for a bunch of boobs - especially Hawtrey, — they fully expected us to "inflate",
cried for it, prayed for it, and autointoxicated themselves into the conviction
we would. We'll fool 'em yet. I told you nearly a year ago they tried to put
up a job on us at Genoa, and when old lcKenna was here, I pleasantly led him
a-saunter (a la King Charles) and he gave it away without ever knowing he had.
Tut tut, and a chancellor once too!l

Now joking aside - the tides are swinging - watech them. Don't think
that we are to lose gold like fury all at once - we won't - but we can lose some
as we did in 1919 and thenstop again. And about old p.p.p. - fill in the follow-
ing blanks and see where it lands you.

Mr. French finance minister says to Mr. Robineau of Bank of France, -
"old p.p.p. now enables us tordo so, balance of trade improved, budget balanced (2),
"our price level and American are at parity on gold basis, - let's.buy some
"American gold and replace what we sent them via London."

So M. Robineau does as follows:

Pays out (f z® ) for $50,000,000 dollars credit in New York,

say on May 20th at that day's rate of exchange. Federal Reserve Bank of New York

for his $50,000,000 ships him X ounces of fine gold, which
M. Robineau puts in his reserve, after coining, as (f x P ) and the
difference between the first ( x2 ) and second amount ( x P ) is hie

loss, equal to the discount on the frane May 20, or to the premium on gold on
that date. Now the only question left is whether the egg came from the hen

or the hen from the egg.

Do prices cause exchange discount and premium, or do prices result
therefrom. I think somewhat both ways - but no matter whiech it is, - until

they change their coinage, or exchange passes gold point, we cannot lose our gold.
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The neutrals and possibly London and the East will get it.

A1l of the abéve is addressed to the question, where lies cause and
where effect. Can prices climb and do so quite a bit before the "quantity"
of money need change. I admit and always have that we can always change prices
by inflating and contracting, but cannot prices change considerably without any
materisl change in quantity of money. Personally I think our data is imperfect
on that owing to weakness in bank ststistics.

Don't bother about Donham. He is a blow hard anyway, at times, and
don't worry about the boom. We can hold the fort if we will - and later I'm
going to get up a little program to see how it looks.

Finally - with 211 the calamity howling by Cassel, Hawtrey, et al., let
me remark that just now things seem fairly comfortable and snug in old U- S. A. -
while in Sweden - Cassel or no Cassel - they are helping out busted banks still, and
not so double deamned prosperous. Nor can England brag so much as yet!

For the rest of this year if the Federal Reserve Banks will take a base
figure of, say, $1,200,000,000 as total earning assets, - and every month or
week reduce them by selling good stuff er letting bills run off equal to gold
imports, - I'11l bet that we will be no cause of a boom. I have urged that now
for a year, and last time I did (Oct.) a learned member of the Federal Reserve
Board (since out) literally.shouted that he never heard such d————-- nonsense,

We have the stenographie record of it all! And in the end I was voted down
by one vote. Jay was there and wept with me.

That article of mine may appear some day and surprise you, but much
polished. That was very rough when I sent it to you.

Please send this to Beyer to copy. I've a mean habit of looking back
over my correspondence and see what a d-—----—- fool I've been. My throat is doing
finely. Gets dry very often, but I'Il treat that myself on my return.

Best to you all. Tell Burgess I enjoy his stuff. But it seems to me
that the increase in deposits (demand) in past few months, with little gold imported,

igitized for FRASER&.8 an undue share of blame for price advances since last call!l
ttp://fraser.stlouisfed.org/
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My best to you all. This is just steam escaping at the joints.

Yours,

P. S. Private! When we put our rate to 4 1/2 I privately wrote some of my
friends in the Banks of Issue in Europe that we didn't propose to inflate on our

excess gold reserves. Thought they might like something in their pipes to smoke!

P.P.S. I may take a look about out here before returning, especially the N.W.

How would you like to join me!

N. B. Unless the Federal Reserve Bank intervenes directly to export gold -
our members must borrow for the amount exported, and the pressure to liguidate
might prove excessive and force us to repeat our open market buying of the
spring of 1922. Think that thru, old.gcout. Gold exports are bound to crack
; boom in the nose! But they can be financed by us. - I'll show you how some
day - so as to easily avoid any strain. Ask the Federal Reserve Board how

it can be arranged and let me know what they say!
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If folks ask why I'm away tell
'em I have tuberculosis in my larynx. - have
had it ten years in my lungs - but am not dead
yet and-don't propose to be for quite a while !
I hear some are asking! and don't givé a damn

if they know!
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Cragmor June 8th, 1923

Dear lir, Foster,

Thank you moet heartily for youwr kind note, and for "Money."
Your good wiahoé helps I wish I might avail of your suggestion
sbout Mr, Stewart, but I am as yet allowed neither exercise nor
conversation, and thay do seem to frown upon "company. It's a
tedious job,but brings resulte, ,

"I am sbout halt way through the book. Its merit, to thie
tyro, is its simplicity end directness; not to mention that with
almost all thet I have read I am in hoaxrty accord, There are a
few points that I shell write you about when I have finished, and
may I also aak whother you have anything on the ¥s R, System in
proepect? If ao givo me warning and a eoonario. I may send you
e few points that moat folks have not yet discoversd - or if they
have - are keeping it dark! _"

Incidentally, you are doing a fine piece of work, one much
needed, and I wish I had the time and cepacity to help,

I1f you are out here, do come and see me, ;I'n ruining my pene
manship and the patibnoo of all my callers, bnx_ocno just the same,

Vary sincerely, i
Benj. Strong
' e :
Py 54 Tell Catchings I'm heart and soul with him in the Monetary
Asen - and hope he does not weary bi’ well doing,

Federal Reserve Bank of St. Louis
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Dear Snyder:

Don't forget thisle-as to the "Tidal Times Tables on Prosperity.”
Comparisons with past periods are likely to be as misleading or more so,
than they are instructive. Why?! Because (forgive the reiteration)
there was no F. R. System during the former swings. If it works well,
the swings will be less violent--if badlye=they'll be helll

B. 8.
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(COPY)
Cragmor, June 28, 1923
Dar Mr, Snyder:

I've a lot of much enjoyed and much unanswered letters from you,
Excuses are good onesl I'm now teking 2} hours of sun on the roof, tout
- ensemble, besides a half hour for my throat! Then I rest all afternoon,
dbing little more than read the newspapers. The result is a back and front
the color of mahogany and quite an empty headi Keath. arrives today, and on
top of that I'm moving rapidly toward four hours of sun a day--so I'm busy
as hell doing nothing!

However, here's a word. I see my N. W. trip going up in smoke.
They are too intent on my cure to let me off till all brown and crisp. I'm
sorry for wanted tc see those wheat farmers.

About Foster's book. I'd like to send him something, but here's
the trouble. Since I wrote him have etill been unable to finish reading
the last third or so. Too much sun. Also, I am far from convinced that we
should deal, or even assume to deal, with prices as he seems to think we
cghoulds On that opinions can properly differ. After I've finished the book
I might send him something. It will be very useful end is in the right
style of simplicity, and I like him! As soon as pessible I'll write you
decently, Am up at 6 A. M.‘ te write a few letters and get ready for Kath's
arrival, Am doing finely!

Best to 2ll at the bank.

Yours,

B .S.

http://fraser.stlouisfed.org/
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Sunday
Dear Mr. Snyder:

Please give your lady my greetings! I put the message here as
I have forgotten it in former letters, after slamming at folks, etc. I
enjoy your letters, but why chide me for poking Chandler?! You know he can
do better stuff than that article, and you know also that I don't sit on any
pinnacle of intellectual superiority in judging, either. Couldn't if I
wanted to,~-can't even spell half the time}

About that firm you have joined, C. K. & Co., they propose reducing
the amount of gold in the coins, do they?! Have you found the place where
they plainly say se?! And especially in their earlier pronouncements! The
coins must some day be changed, I agree-=but the so=called purchasing power
parity, without the change in the coin, in a myth and you will some day
ggree=--or do now.

T cen't write much now. Nice day and I'm going on the roof.

But your wire about that shriek of mine puzzles me and I await your letter
with interest.

Do you think our friends in W. have spunk enough to do anything to
me--even if they wanted to? Should I break loose just now? Nit!

Good=bye and my b;et,

B. S.
Am doing finely,
It's only ordinary courtesy and decency that keeps me quiet, not

timidity. Nothing to be afraid of}

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



(CcoPY)

Cragmor, July 3, 1923

Dear Mr. Snyder:

I have a lot of interesting letters from you, all enjoyed, but
e now so desply emmeshed in my treatmemt, sun baths, etc., that I have
mighty little time to write. Pardon the brevity of this.

I would like Hawtrey's new book. Much of it I have read.

Your plan of stabilization must be discussed. Writing is too

hard and imperfect.
The trip in the N. W. is devilish uncertain. I have greatly
wanted to make it but prudence indicates I must stay here my full six months.
Your memo. on Strauss's letter is too eryptic without the letter
to -see what he was driving at.

‘My sun baths (now nearly 4 hours a day) also interfere with read-
ing-~so I have not yet finished Foster's book. I wrote him when about half
through. Also, don't recall quite what I wrote. I like the book, but
cannot agree with his, your and all the college fraternity going to the ex-
treme of having us regulate, stabilize or fix prices (meaning gemeral level).

It's bad talk, will hurt us &nd pot fix the price problem. This is dogmatic
and argument must come later--except--people generally know nothing of
"general price level,” and first thing we know Mr. Wheat Producer will want
his price put up while Misses Sugar Consumeresses will want sugar prices put
down., Let's stick to credit and do what we can at that joeb. It's enough
without having price fixing thrust upon us! I'1l let you know about Foster's
book when I finish. But I like what he and Catchings are doing!

Thank you for the books. Yves=Guyot has not come yet. Do send
me Willis' book, I want to glance through it and see how bad it is. He

Digitized for FRASER &t@s us and me, but I sometimes think he hates himself first and mostl
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Agein, many thanks for your letters, for which this is a poor
return. I now have Kath. hers--which helps. Also, am doing very well
indeed. Throat looks fine. Still allowed no exercise!

My best to you, and to all at the bank. And to your boss.

Yours,

B. S.
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(COPY)
July 11, 1923

Dear Mr. Snyder:

My comment on "Tidal Time Tables” was badly expressed, but I
mant this:=-=your examination of prices, etc., seems designed to disclose
vhether there is or is not a regular rhythm or sequence with fairly
regular periods of fluctuation, stc. And you take pig iron, stocks, etc.,
to show that thers is not and that forecasts are hazardous, etc. But no-
where do you point out that such a conclusion could be safely drawn, with-
out any chart, because the whole credit system of the country has under-

gone a violent revolution, which mekes all such bases of prognostication
valueless. That is exactly where Babson went wrong and where Bullock

will if he doesn't mind his step. In past years there was no influence
or control at all. Now there is one, which may do good, or harm=-but
which is certaifi--whatever it doegr-to make comparisons of pre F. R, System
end post F. R. System movements most misleading,

That's the point! Few writers realize how great our influence
will be and has been!

I think your guess was best of the lot as to when the swing
would halt, Don't forget that with all our faults and mistekes we have
done better than all others, even Jepan, in our credit policy and in
getting business going and contentment restored. Nature did a lot of it-=
the F, R, System some; politicians pothing!

Good luck,
B. Se
P. S¢ I have always felt that the transfer of demand to time deposits
at 3% reserve, needed watching., The F. R. Board is just getting out a

new regulation., These figures should be in their hands with a recommenda-
tion and soon! Speak to P. J.
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(CoPY)

July 12, 1923

Dear Mr. Snyder:

Thank you for yours of the 10th. I want Willis' book, even if
it's a curiosity. One must have freaks with a circus.

Those pages from the "Journal," etc., are no doubt here, but I
have not found them. Sorry. Sure they didn't go back?

Now I don't like the talk about stabilizing gold, or purchasing
power of money, or prices being stabilized by the F. R. System, at all,
It is bound to lead to confusion, heartburn and headache. Look at sugar
and wheat as examples,--also wages and building costs.

Qur job ig credit. It makes no difference if it's a deposit or
a bank note. If we regulate and keep fairly constant the volume of this
credit,--always with due regard to gold imports and exports, which is a part
of the credit problem,--we are doing our whole duty. Other price influences
may then be dealt with by Hoover, et al. They are not our job, Of course
we should watech prices,~-and production and consumption and speculation, and
lots of things, to insure that our "play" is correct in regulating volume.
To come boldly forward, and volunteer to take the price problem onto our
backs, and then fail, as we would surely do--is just criminal suicide.
Lat's deal with people and things as they are and not as one or another of
us assumes "as they should be” or "as we would like them to be."

Don't forget that Mr. General Price Level is only the student's
affair in this world. Prices to all others mean, to the housewife, cost
of rents and supplies; to the workman, wages; to the farmer, what he pro-
duces, stc. They each complain of one microscopic piece of the picture and
some will always be complaining.

Harp upon and stick to credit! 1It's our job--forget prices--and
our share of the job vil; be well done. It has been pretty well done the
past year or so, too!

Your letter indicates you need no convincing. Read my arguments
and urgings with the Governors and you'll see where I stand. How I wish
I could writel
Yours,

B. Se

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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1922

1923

Digitized for FRASER

Dec, 28
January

February
March

April
Hay
June
July
August
September
October
November
December
January
February
March
April
May

June

July 13, 1923,
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(In Thousands)

of D°11mo

Excess

Gold Gold of
Imports Exports _Imports
26,5671 863 25,708
28,739 1,732 27,007
33,488 963 32,5286
12,244 1,579 10,665
8,994 3,407 5,587
12,969 1,601 11,368
42,987 645 42,342
19,092 956 18,136
29,316 1,399 27,917
20,866 17,592 3,274
18,308 3,431 14,877
26,440 2,710 23,730
32,820 8,472 24,348
8,383 1,399 6,964
15,951 10,392 5,569
9,188 6556 8,533
45,357 824 44,533
19,434 548 18,886
411,147 59,168 351,979

GOLD IMPORTS TO AND EXPORTS FROM THE UNITED STATES
AND GOLD HESERVES OF FETERAL RESERVE SYSTEM

Total Gold
Reserves
F.R.System

" (End _of Mo,)

2,869,600
2,911,528
2,951,434
2,975,355
2,994,776
3,007,621
3,020,868
3,071,424
3,063,414
3,076,943
3,078,049
3,072,858
3,049,451
3,075,810
3,072,813
3,069,495
3,080,579
3,108,762
3,087,703

Increase
in
serves

41,928
39,906
%’931
19,421
12,645
13,247
50,556

8,010
13,529
1,106
5,101
23,407
26,359
2,997
3,318
11,084
28,183
21,059

218,103
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MIBC. 4. 1100M-3-23 - FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pare_ Nove 1, 1928, ;g
To__ Mr. Synder SUBJECT: -~ e
Governor Strong '
FrROM - -
Here is snother report from Miles. He will be here soon for
Christmas.

BS. M

att.
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| MIBC. 4. 1180M-3.23 ¥ FEDERAL RESERVE BANK
" . OF NEW YORK

v. FICE CORRESPONDENCE . pate_Nov. 1, 1923 192
To ~ Mr. Snyder /’% SUBJECT: T N T
FrROM - Governor Strong A LI N |

-

Dear Mr. Snyder:

What's this? A touch? I await your advice, but

the papers have not come.

B

5. g ¥
UL was T e V{»&
Z—«/{é( TLO 4 .»*;éwm/. O“/
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L7341 00M-4-22
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_Nov. 7, 1923 192
To Mr. Snyder _ SuBJECT:
& ~ Governor Strong L

I still do not get the figure that I want on wheat. The flour
figure is complete. My point is this: The stocks of wheat are represented
- by unground wheat in elevators, cars, etc., and on the farms. It is
{ claimed that we do have on hand 150,000,000 bushels in excess of what we
1 should have. If the actual visible stock of wheat (not flour) is

150,000,000 bushels, the surplus stock of wheat over a normal supply would

be 19,000,000 bushels, gé?%% what is the normal working stock of unground
wheat in the elevators,.etc. | Certainly we always have a stock of wheat on
hand, just as wedlways have a stock of cotton or any other prime commodity,
and in order to find the surplus we must deduct the normal supply from the

»~ total supply and see whet the abnormal is. I want to find out, if possible
to get it, what is the visible supply of unused wheat on hand this year, and
what is a normal suppl} at thies season of the year - in years when we have
not experienced in this country and throughout the world an excess of
production. Pogsibly an average for a period of years would be the way

to get it. The difference will be surplus!

BS .MM

att.

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



B ——__—

MISC. 4.1-30M 10-21 FEDERAL RESERVE BANK
OF NEW YORK

~"FICE CORRESPONDENCE DATE__ low. 20, 1023, 182

To__ Mr. Snyder s SUBJECT:
FROM Governor Strong
Better let this go. -~ I'm not keen about such affairs.
BS. 1
att.
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MISC. 4. 1120 M-1-20 . FEDERAL RESERVE BANK
-\\w‘) OF NEW YORK 5
OFFICE CORRESPONDENCE | Dare_lov. 20, 1925 192
Tc . Mr. Snyder SuBJECT:
%R;';‘ | Governor Strong
Again your friend Rortyl
There are so many of these economic schemes zflost that I get
confused as to who and what they all are. I Just can't contribute to
everything - if they want a contribution - snd can't be an endorser of
everything! If they just want to tack my name onz:;)mething, won't you
piease advise me?

If this is a part of Moulton's enterprise — which it doesn't,
however, seem to be — I must say that I =m a bit jolted in my appreciation
of their ability, after reading Moulton's book on Germany's capacity to pay.

BS.MM
att.
Digitized for FRASER . i
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o MISC. 41-30M 10-21 FEDERAL RESERVE BANK
f OF NEW YORK

OFFICE CORRESPONDENCE Date_Nov, 19, 1923 o2
To Mr. Snyder SUBJECT:
FROM Governor Strong

The deecline in & should soon be reflected in the index of "sensitives".
With Sterling 12% or more below par the relative level would be say
British about 162 or 3
U. S.'A. " 145 or 8
Wateh it and see what happens.
Further, I suspect the "wise" ones in Wall Street look for a business

setback and have set the stage to "let go". How does it strike you?

BS. MM
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MISC. 4. 1120 M-1-20 FEDERAL RESERVE BANK
('*'\ : , OF NEW YORK : - »
S : g
FICE CORRESPONDENCE . Dare_Nov. 24, 1923. 145

T CI;:‘.;\M“ Snyder SUBJECT:

B ' .
FroMm Governor Strong

Just what I wanted. Keep these handy for me 1n case

I want them later.

R ) Cabuard ZL. &-.47 Lokt
& o ‘ | / 5
pborst ez 4,772 3 |
BB.MM :
att,
Digitized for FRASER
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~ MISC, 4.1-30M 10-21 FEDERAL RESERVE BANK
OF NEW YORK

" OFFICE CORRESPONDENCE e e

0 Mr. Snyder SUBJECT: ]
From Governor Strong
Professor Bullock hangs on hard (so do you) to the fear that we are
in for an inflation boom. Barring a tariff issue, I can't see that politics*

will be any influence on business, the next six months.

* domestic

BS.MM
att.
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MISC, 3-1 60M-4-22
FEDERAL RESERVE BANK
B OF NEW YORK

OFFICE CORRESPONDENCE parg_ Dec. 1, 1925 495

To Mr. Snyder

o SUBJECT: .

FROM _ __ Governor Strong

I think it would be a good plan to get up a questiopnaire for the
Department of Commerce. On the other hand, I think it would be a mistake
to have us given credit publicly for any work that we¢ do in this comnection.
If you understood, as well as I do, after long experience, the reluctance which
all bankers feel szbout giving any information which is to be turned over to
any Department of the Government, you would know that a public statement by
the Department of Commerce that we had helped to compile this information would
greatly {ncrease the difficulty which we might later encounter in getting
information in response to any questionnaire. As a friend of mine once said-

"Tt's better to get a thing done than to get credit for doing it."
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SC. 4. 1-120 M-1-20 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_ Dec. 10, 1925 ;55

To_.~Mr. Snyder SUBJECT:

FrRoM Governor Strong

I really think it will be impossible for me to do the War College

job this year - it is too much of a drag on one's voice in that wretched hall.
Do you feel like corresponding with Colonel Simonds about it and making
arrangements for the sort of address they like? I might attend and answer

a few questions if that seems worth while, but I couldn't do much talking.

BS .MM
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MISC.2.1-200M-9-20

"FEDER’AL. RESERVE BANK
OCF NEW YORK

Dec. 13, 1923.

DATE

OFFICE CORRESPONDENCE

o Mz ® Snyd er SUBJECT:—.

Governor Strong

FROM

The question is - Did the chicken first come from the egg; or did the
egg come from the chicken? Does a falling exchange put prices up; or does an
advance in prices put exchange down? You know that éreat school of modern
impractical economists abroad who' discussed purchasing power parity so learnedly
had.certain notions on this subject, and I am wondering how they reconcile with
'the fact that the balance of payments adverse to Great Britain (service of the
debt and export of capital principally throw it out of balance) actually seems in
this instance to have depressed sterling, with a subsequent important advance in
the price index in England. Is exchange a cause of price movement; or a result
of price movement?  You know, there are some of us who think that it is sometimes
cause and sometimes effect. Again there are some who think differently. What

do you think?
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date___ Dee. 13, 192 3
To. Mr.Snyder SusJecT: Japanese Relations
FROM Governor Strong o

If it does not involve too much work, I would like to have a
little study made of the extent of the economic dependence of Japan upon
this country, which means:

l. The amount and character of their imports from us.

2. The amount and character of their exports to us.

3. The amount of finanecing they do in this country.

4, The emownt of the reserves held in this country.

5. The amount of the ecarrying trade in Japanese vessels

with this country.
6. The amount of tourist trawvel to Jepan,
7« The probable amount of Japanese remittances from this

country to Japan.

Other items may ocour to you. ‘

Is it possible to get at something of this sert ﬁwout to0 much
wrk? \

0f course the figures wi‘&l be important as to their imports and
exports if we show the proportion of each commodity exported or imported
with this country to the total with all countries. For instance, what
proportion of their silk do we buy, and what proportion of their cotton

imports do they buy from us?

It was not easy to get all the things that you wanted., Will

this suffice?

ized for FRASER
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MISC. 3.1 60M-g-22
FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE pare_ Deo. 27, 1923. g

7. WUr. Snyder SUBJECT:

From_________Governor Strong

I remember my father telling me that after the panic of 1873 he had
seen oats growing between the cobble stones on Broadway at Wall Street. The

city was absolutely dead. The decline in wages following the Civil War advance

was about coincident with the 1873 panic and the enormous liquidation that followed.
The fairly stable wages from 1870 - 1873, which also appears in wholesale prices,
doubtless was due to the fair degree of stability which resulted or was accompanied

by the adjustment of prices to the premium on gold. It seems to me that the

conclusion which you draw from the comparis&n of the two charts is not complete
without more clearly stating that there seems little likelihood of a decline in
wages unless we have a period of liquidation, and little likelihood of liquidation
without eredit restriction, and little likelihood of credit restriction with such
a large volume of potential credit in the country unless we have gold exports,

and 1little likelihood of gold exports until foreign currencies are readjusted to

a new gold standard, and yherefore little likelihood of wage reductions. I

could go a long way on this without reservation.

BS.MM

att.
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C. 3.1 60M-§-22 (
FEDERAL RESERVE BANK
OF NEW YORK
OFFICE CORRESPONDENCE Date___ Dee. 27, 1923. 192 _
To_ “r. Snydar SUBJECT:
FrOM Governor Strong L.

In the second paragraph of your confidential memorandum on What is the
L]
General Level of Prices?, you mention paper money inflation as having been invented in
about 1690. This may be literally true, but there was a species of inflation in India

in the 13th Century, which is exceedingly interesting, although, as I recall, it occurred

with metal money. One of the slave Kings - I think it was Kutb -himself - who, as i
you recall occupied the ancient city of Delhi before it was moved, invented a device
for issuing a small copper coin which was a representative coin and redeemable for a given
valus of gold. Due either to his extensive wars, which may have led to overissues of -
the copper coins, or, as some have suggested, to very extensive counterfeiting of the
copper coins, this metal curreacy depreciated tremendously in value, and in order to allay
the distrust, and avoid a great upheavel, he sacrificed a great part of his fortune in
actually redeeming these coins in gold, notwithstanding that there were many of them
spurious. The question of whether it was paper or metal is unimportant, but it might
be interesting to look into this very amecient history of currency inflation.

The memorandum is a %e:y interesting one. I am wondering, however, if it
doee not involve a species of duplieation in carrying wages into a price level

including commodities, which already include wages.

BS. MM

att.
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{ FiIFTEEN NASSAU STREET

g | NEW YORK
- Mey 22, 1923

Dear Governor Strong:

I have your inquiry about the new Board member, I have
already sent you young Mr. Wallace's letter, and he evidently knows
him very well; and I am enclosing herewith a note from Senator Cummins.
It was stated in the papers, you remember, that it was mainly due to
Senator Cummins that the appointment was made, and in writing him about
the meeting of the Monetary Association I asked him also about
Mr, Cunningham, I should imagine the latter was at least a great im-
provement over what I have heard of the late Mr. Campbell,

I presume you saw the editorial in the "Evening Post," on
"Politics and the Federal Reserve System.," I gather from what lir, Case
gaid that Mr. Schneider had been talking with your friend R, C. L. and
had imbibed some of his notions about the increase in investment hold-
ings last year.

We had an extremely interesting visit last week from Prof, Kuczynski,
economist, of Berlin, who told us of his very interesting experiences in
Paris this winter. He was there on an unofficial mission to try to ef-
fect some rapprochement with the French economists, Gide and Jeze, et al,
and reports that their views were very close to those of Loucheur, asnd
that these in turn were very close to what Germany was prepared to offer.
He said:

"If last December it could have been left to men of the type
of Loucheur, or to the economists of France, the whole matter could have
been fixed up within forty-eight hours.”

He thinks that the French occupation of the Ruhr has greatly
complicated the situation, and deeply embittered German sentiment, as
well as inflemed the French idea of the partition of Germany, so he is
far from optimistic at the present time.

Mr. K. told us also much that was very illuminating as to
political conditions in Germany., He says that France itself was largely
responsible for Cuno, as they believed they could get nothing from the
socialist government, and that the thing to do was to put the industrial-
ists in the saddle.

Now the latter, according to Prof. K., are precisely the people
who have been fighting the idea of reparations payments the hardest; they

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




on. Benjamin Strong--2

have profited enormously and in some cases colossally by the policy of
inflation, and they are now determined to ride it to the last stretch.
He says that it is well known in CGermany, and half acknowledged, that
it was Stinnes himself who took the Reichsbank by surprise in April and
smashed up its schemes for stabilizing the mark, through the purchase of
enormous quantities of sterling exchange. This precipitated the pre-
vailing distrust and led to another collapse.

0f course he represents what might be termed the more liberal
sentiment of Germany. He is or was a man of property, as well as of
very high ideals, and he looks upon the whole proceeding now simply es
a vast plunder of the German pecple by a crowd of ruthless industrial-
ists. He is here to lecture in VWashington and at the Univereity of
Chicago.

I have been very much puzzled by the movement of demand and
time deposits in the banks, and commented on the seme last week, I
am apprehensive that it is going to upset what locked like a very good
index as to the probable course of prices, through the transfer of the
inactive demand deposits to nominal time deposits, and so changing the
apparent movement.

I note that your friend, Mr. V., has been asking bankers some
questions, and among others wishes to know:

"Why do they have 1ittle recourse to the credit facilities of
the Tederal Reserve System, and charge our merchants more than twice as
much as merchant borrowers pay in London?!" etec.

I ask, Do the angels weep!?

If this is the limit of our "economic ignorance,” where shall
we look for light?

Mr. Morgan has returned from another little bout with his
throat, and the happy femily is complete agein., And it looks as if
spring might be herse.

With warmest regards,

Always yoé_\

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Colorzdo.
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Good Farming; Clear Thinking; Right Living
AWeekIy Journal For Thinking Farmers

May 23, 1923,

Mr. Carl Sayder,

New York Pederal Reserve. Bank,
New York City.

Dear Mr. Snyder:

I find that Cunningham has made a very
definite resolution to keep his mouth tightly
closed until he finds out more about his new
Jjob. He realized-that there is a chance for the
dirt farmer member of the Federal Reserve Board
to say some thing which might be misconstrued. I
talkéd with him for an hour or so conéerning the

monetaryg(ssooiation and various methods of stab=-
ilizing the dollar. He took quite an interest and
said he would be glad to talk with our people a

year from now when he knew more.

BAW BH Very truly,
VoS i
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FIFTEEN NAssAU STREET
NEW YORK

Mey 28, 1923

Dear Governor Strong:

We were all desply interested in the latest bulletin of your
progress, with the accompenying photograph and the buoyant spirits
implied. It is splendid to know things are turning out so well, and
you may be certain that it is a source of desep satisfaction to every-
one here in the bank., A great many have inquired from time to time,
and I was very glad to have your message to give them.

Actinic cocktails seem to have an inspiring effect, and the
evidences of this effect have inspired me with the certain conviction
that I am sadly in need of them myself. That is a feeling you know
we usually have at about this time of the year!

I am properly flattered by your suggestion of a trip into
the Northwest when you finish up there, and if the fates are propitious,
and the way is open, I can tell you that I should enjoy nothing better
than to take such a trip with you. It is many years since I have been
through that country, but I used to know it very well all the way from
Denver and San Francisco north, It would be extremely interesting to
go back and see it again now, with all the changes that must have taken
place. I knew some of it, at least, when it was still rather in the
pioneering stage, and spent one summer cruising around in those wonder-
ful woods of Washington, and up into the Monte Chrigto mines that
seemed to promise so much and yielded so little.((ﬁh A 3000, 00

alvase M Bl/F o000,

I have always thought that the Puget Sound country was far
and away the finest climate of any part of the United States. To me
infinitely more attractive, for example, than Southern California,
which I found enervating, and even at times depressing. I can re-
nmember some of those "white mornings," as I used to call them, off in
Weshington, when the a2ir was singularly still and cool and almost an
enchentment, I'd like to go back,

For the immediate, there is a lady who has deeply set her
heart on a little trip to Scotland and Weles this summer, and as I did
not have a full vacation last year, nor any this winter, I em in hopes
that the council may sgqueeze.me an extra week or two this summer, so
that T may save my job. I am presenting it as distressingly urgent
and really pathetic.
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The walls of Jericho have been deeply shaken by the blasts
of the trumpet in your latest, and the ranks will have to be re-formed
for an adequate replir: e O0SE in file

Meanwhile, as a diversion, I am enclosing a reprint of a
little article which seams to have stirred up some of my friends a
good deal, As the subject may interest you, I enclose criticism of
Prof. Day, who has been associated with Persons in the fiarvard work, s=nd
a copy of my reply theresto.

I have to add, however, that our index numbers of various
phases of trade, expressed in percentages of the estimated normgl line
of growth, are running extremely high and possibly may combine a#d show
e much wider swing in the total volume of trade than I had thought pro-
bable. At any rate, we will soon have some rather definite facts and
figures instead of the guesswork that has been almost alone available
hitherto, and that will be some gain,

Next Thursday & week we are to have our annuasl golf champion=
ship meet, and I assure you we shall miss your lead-off very much indeed.
In touching recognition of previous high records in such endeavors,
they have agreed to award me a handicaep, the equivalent of 120, which,
however inadequate, will at least make the results more solacing.

Believe me, while I spar for e little time, with best regards,

Always Aours, 4
/ 4 .

Hon., Benjamin Strong,
Cragmore Sanatorium, B
Colorado Springs, Colorado.



May 25, 1923

r, BEdmund E. Day,
Dean, Department of Economies,
University of Michigan,
Ann Arbor, Michigan,

My dear Day:
Best thanks for your very interesting note of May 1%. ©Of

course I agree with you entirely that annual data should not be used
where monthly are available, or unadjusted for trend.

My only defense would be that, first of all, it just happened
that most things were at a pretty high peak throughout the calendar year
of 1920. FReilway traffic, for example, wae still very high up to
Deecember, and then underwent a violemt slump, as did a great many other
things, with the result that we just happened to have two sharply con-
trasted ealendar years, That would be the only possible excuss for the
comparisons I made, except:

important

(2) A nunmber of /mkhme things are, of course, available only

annually.

Pinally, as to the adjustment for trend, that for all industry,
we agree, is in the neighborhood of only 34 or 4 per cent per annum, end
for very fow industries much more than 6 or 8 per cent at the outside.
And, on the other hand, we kmow that the slope for crop area moves still
more slowly, about 2 per M per annum.

Next, Prof. King's study in unemployment work, sempling a econ-
siderable number of industries, did seem to suggest that, at least in
1921, the larger industries suffersd much more than the smaller industries,
g0 that I really think there is some ground for believing that the fig-
ures which we have available for production at present are not representa~
tive of general production, save in a few important lines. Wy feeling
is they are to be taken with some caution.

Moreover, following the extrame unemployment of 1921, we made
a number of inquiries, endeavoring Yo find out what had become of the
men who had been dropped from the factory rells. A number of large com-
panies, like the Pleree-iArrow of Buffale, actually had instituted such an
inquiry because, when they came to resume operations more extensively,
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they found that it wae very difficult to get back their old mem, snd wers
curious to know what had become of them. What they foumd, and shat a
nuaber of other industries found, was that the workers had gone inte

other oceupations as, for example, the Pierce-iArrov employes had turned
automobile mechanics, or opened a little garage, or gone back to the
blacksmith shop, or turned painters or earpenters or plumbers, whatever
their trade might be, and very largely on their own account. And the
curious thing was that, even in the depression, they appeared to be doing
so well that they were loath to go back to factory work.

Bven those who had mot gone into business for themselves reperted
that they had done a lot of edd jobs, repainting their homes, making en-
largements, doing a lot of thinge of that sort.

liext, consider the vast quantity of services rendered, of every
kind and deseription, all the way from lawyers and doctors and dedtiets
to domestic service and all its like, that never get inte suy kind of
quantitative stotistics; all the collegiate work end National, State and
Muniecipal employmant, that changes little from year to year.

Don't you think that all these very femiliar asnd obvious conw
siderations do make it clear that in our figures we have only the extremes
of dnta and not any golden mean; and should not this breed a little caution?
The wide ewings seem s be more in the production of permenent or pro-
ducers' goods, and that is why you find such big ewings as that which you
cite of the Walworth Company, in the machine tool trade.

Archer W, Dougles writes to report identically the same thing
wvith the Simmons hardware bueiness, snd the figures on building construction
bear all thie out very clearly. Our index ef the sctual volume of build-
ing will show a swing within two years of from below 30 per cent to abeve
180 per cemt. And we know the wide swinge in the purcheaaes of the reil-
roede and dogzens of other things.

How to sirike a feir belance is something beyond me. We have
been working for a year or more and will seon have ready & long inguiry
in this direction. But even here we feel that we have bean able to get
only the more striking end widely fluctusting deta that seereely portray:
the real evenness of the flow of the vast volume of goods and serviees in
this country.

I want %o say, however, that there was one phrase in the little
article in "Adminietration,” which does mot seem to have conveyed the

meaning I meant. That in : ¥ th ti g
SeTsel wi Pogihar Tousinase Syuie by ¢ o880 N6 gutien a6 sy

Vhat the context clearly shows I had in mind was & doubt ag to
the "business cycle,” as opposed to various oyelis movements in the dif.
ferent trades. But even hers I may be wrong.




Vhat I most wanted teo briug
ebb to flood was prebably very much 1
painted, and that we were in danger o \
gave a quite exaggerated picture; sud that even in the worst depression
which we had known in a full gemneration the colossal tide of consumption
and human acotivity went on.

If it did not, then I should think that the msin problem which
we have to deal with hers, the oredit probles, would be an extremely
aiffiovlt one, and the posaibility of reguining any sreat seonomle Mﬂy
rather remote.

As a matter of fact, I balieve that the work we have done, and
thet you and many others have dome, all coubines to show that the variation
in the eredit need is like the variation in the total velume of the natien's
trade, relatively slight; that it may be fairly well anticipated, and that
in the light of our present knowledge we ought %o be able to solve our
problen at no distent data.

This thought was the background of another article which mppears
in the June number of the “Ameriean Deonomic Review." I% is purpesely
done without toe mudh detail, snd I shiuld sppreciate it very deeply if
you oould find time 0 give it a reading and your coneideration, and then
let me have your oriticiems.

I hope the new work opens up agrecbly.
With all kinds of yood wishes,

Always yours,
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little points throughout the book where modification would be
advisable, but in most cases we feel that they are relatively
unimportant, so that to mention them in detail would imply a
divergence of opinion and give a wrong impression, for we find our-
selves in almost entire agreement with Mr. Spurgeon’s point of
view, and with his method of setting out what he has to say.
Perhaps, however, we may suggest that in some places a diagram
would have simplified the explanation, and that in dealing with
contingent assurances it would be well in the next edition to make
it clear that, where mortality is changing rapidly, as it is in the
first few years of assurance, there is a danger in using any formula of
approximate integration unless the early period is treated specially.
It would also be advisable to set out at an early stage in this chapter
an exact expression for the assurance, payable at the end of the year
of death. Even although an exact expression may seldom be
required in practice, the student ought to have it before him.

As has been indicated above, the book will be used chiefly by
actuarial students, but it ought to appeal to a far larger circle
of readers, and it can be most strongly recommended to anyone
who is interested in statistical subjects connected with mortality
assurances, &c. It is a new work and not a mere revision of an
older one, and it comes from the pen of one who has had considerable
experience of the difficulties that a student has to face.

Both books are printed by the Cambridge University Press,
and no review of them would be complete without referring to the
excellent way in which they are printed. There are a few slips
which will have to be corrected, but these are not of the kind to
create any real difficulty. W. P E.

2.—Money and Foreign Exzchange after 1914. By Prof. G.
Cassel. wviii ++ 287 pp. London : Constable, 1922. Price 10s. 6d.
net.

The present economic troubles of the world are due above all
to monetary causes. Some degree of monetary disorder is perhaps
inseparable from the financial strain of a great war, but the evil
has been intensified because there has been no adequate and generally
accepted doctrine on the subject of currency for the guidance of
the economic and political leaders who have been responsible for
taking action. They have been broughtupto regard thegold standard
as the ultimate basis of currency theory, and the balance of trade as
that of the foreign exchanges. '

Systematic treatises on the theory of the subject do not help,
because men of affairs do not read them. They can only be in-
fluenced through the medium of controversial literature, which
seizes hold of their half-thought-out ideas, exposes fallacies by an
appeal partly to fact and partly to theory, and points the way to
practical action.

In this Prof. Cassel is an adept, and his latest book is an
important contribution to the process of enlightenment. The book
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is a historical survey, accompanied by theoretical exposition and
by a critical examination of the views of those in authority. The
explanations of their policy given by those who control the central
banks of Europe and America are mercilessly pilloried, and Prof.
Cassel’s analysis of them helps us to understand the deplorable
failure of the civilized world to deal with its monetary problems.

Prof. Cassel’s constructive views are well known. This book
contains a clear and concise exposition of the theory of purchasing-
power parities, and of the relation of the foreign exchange problem
to discount policy. The purpose of discount policy must be the
stabilization of the purchasing power of the currency unit. * The
“supply of credit must be so regulated that no rise in prices, and,
“ naturally, no fall in prices either, takes place.” But the unit so
stabilized is to be a gold unit, and “ it is absolutely essential that
“ the central banks should co-operate with one another in suitably
“limiting their demands for gold reserves. These demands must
“not be too small, but neither must they be too large ; they must
“ be constantly adapted on reasonable lines to the market situation,
“so that a practically unaltered gold value may be maintained.”

Perhaps, in treating of discount policy, Prof. Cassel lays a little
too much stress on long-term investment in fixed capital. He is,
of course, on unassailable ground when he contends that the banks
must see to it *“ that bank currency is not arbitrarily created merely
“to meet capital requirements which cannot be met with available
“savings.” Here (as the context shows) he is not thinking of
circulating capital. But is it not in the financing of stocks of
commodities that the greatest danger of credit expansion arises,
and that the influence of the discount rate makes itself most easily
and rapidly felt ? It is this preoccupation with long-term invest-
ment that leads Prof. Cassel to the dangerous conclusion that *“ an
*“ effective limitation of excessive demands for capital can generally
“only take place by applying a higher discount rate for a longer
 period.”

For how long a period ? A year would be very short in com-
parison with the term of an investment in fixed capital. Yet the
7 per cent. rediscount rate of the American Federal Reserve Board
in 1920-21 only lasted a year, and Prof. Cassel supplies us with
some forcible criticisms of that policy in his book. Indeed he
regards the policy of restriction as intended “ to force goods upon
“the market.” Thus, when he comes to a concrete case he looks
for the effect of discount policy in the region, not of fixed, but of
circulating capital.

Naturally much of the historical part of the book deals with
Sweden and her two Scandinavian neighbours. In particular there
is a very interesting chapter on the exclusion of gold—the policy,
that is, of suspending the free coinage of gold and the purchase of
gold by the central banks at a fixed price. Prof. Cassel shows how
the benefits of the exclusion policy were thrown away through the
inability of the three Scandinavian central banks to resist the move-
ment towards inflation. R. G. H.

3.—La Monnaie, le Crédit et le Change. By Auguste Arnauné.
(Sixth edition.) x - 291 pp. Paris: F. Alcan, 1922. Price 15 frs.
net.

This is the first of two volumes, the work having now outgrown
the limits of a single volume, which were still appropriate when the
fifth edition appearedin 1913. The descriptions of particular currency
systems, which form Parts ITand IIT, will appear in a second volume
now in preparation.

Those who are acquainted with the former editions of the book
are aware that it is an extremely solid and informative work.
M. Arnauné’s strong point is in his wide knowledge of his subject.
From the point of view of monetary theory he is one of the old
guard of the classical school. He builds upon Mill, Bagehot,
Goschen and Macleod.

His doctrine recognizes no source of value for money or for credit
instruments, save in the precious metals. “ A promise to pay—
‘“and a note is nothing else—must fall in value when payment
“according to the conditions agreed becomes or is expected to
“ become impossible, for a period which cannot be foreseen ™
(p- 250). Even subsidiary coin derives its value from the *“ credit ”* of
the government which issues it (p. 237).

The quantity theory is thrust aside, notwithstanding the
respectable vogue which it enjoyed in the nineteenth century. To
admit that the value of the unit can be sustained by a limitation
of the issue would be to allow it a dangerous independence of gold.
If an excessive circulation depreciates the value of the note, that is
because it leads people to fear inconvertibility (pp. 251-2). The
maintenance of the rupee at 1s. 4d. from 1899 to 1917 is attributed,
not to the limitation of the issue, but to a persistently favourable
balance of trade (p, 266).

If M. Arnauné regards gold as the sole source of the value of
money, no one will be surprised to find that his treatment of the
foreign exchanges rests entirely on the balance of payments.

To prepare a new edition of the book and adapt this theoretical
equipment to the events which have passed since 1914 is to sew a
piece of new cloth on an old garment. The value of the explanatory
and narrative portions (new and old) remains, but tolatter-day thought
on the problems of currency the book contributes nothing.

' R. G. H.

4—The London Money Market. By W. F. Spalding.\
xv + 215 + 11 pp. London : Pitman, 1922. Price 10s. 6d. net.

Readers of Mr. Spalding’s other works will know that he possesses
a very extensive and intimate knowledge of the business of the City
of London. This new book of his contains evidence of his special
knowledge, but there is rather too much repetition of what he has
already said elsewhere.

The book suffers also from a want of coherence. On p. 2
Mr. Spalding propounds the questions: “ What is the Money
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“ Market 2 Where is it 2 What do you do in it ? What was its -
“ origin ? and Where did it start 2 ” These questions he never really
answers.

Scraps of history about Lombard Street and the goldsmiths
bring us down to the foundation of the Bank of England. Then we ¢4
“skip from 1694 to 1844, and from 1844 we skip again to the present
day.

yIf Mr. Spalding never tells us what was the origin of the money
market and when it started, that is because he apparently has
the very haziest idea of what the money market is. He seems at
one time to regard it as coextensive with the entire banking com-
munity of the City, yet at another he refers to it quite naturally
in the more limited significance usually attributed to it.

A book about the money market, that is to say, about the
organization that exists in the City for dealing in discounts and
short loans, must, no doubt, include a description of other branches
of London financial business. But Mr. Spalding is content to
describe these other branches without making clear their relations
to the money market proper.

In Chap. VI he comes to a topic'which really does belong to his
subject—what he calls the ““ short loan fund ”” of the London money
market. But instead of giving a connected and straightforward
description of what is, after all, not a supernaturally complicated
piece of organization, he hesitates before it, calls it *‘ puzzling *’
and “ elusive,” and refers to mysterious (and apparently very
futile) controversies among bankers as to what the so-called ** fund >’
is. He never seems able to look at the matter through the medium
of the balance-sheets, which show the short loans as assets in the case
of the banks and as liabilities in the case of the discount houses.
The banks, as it were, thrust out a portion of the available stock
of bills into the hands of the dealers to form a market, and make
good the gap in their assets with the short loans.

] Mr. Spalding is, without doubt, quite at home with a bank

| balance-sheet in practical business, but that does not save him from

.taking amazing liberties with it when he has to write about it.

' He actually (p. 55) adds the total of the deposits to the total of cash

| in hand!

' When we find in Clare’s Money Market Primer the statement
that, up to the amount of the Government debt to the Bank of
England “ the Bank’s note issue is guaranteed by the Government
“and in every way corresponds to a State issue,” we may regret
that Clare went so far astray on a question of fact; but we do not
blame him for thinking, in the circumstances of the early ’nineties,
that a State note issue, at any rate a British State note issue, was
something specially sound and deserving of confidence. But what
are we to think of Mr. Spalding, who uncritically repeats the error
of fact, and, looking back over the wreckage of the currencies of
Europe, pays the same deference to a State issue ?

R: G 1H.
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FIFTEEN NASsAU STREET
NEW YORK

June 8, 1923

Dear Governor Strong:

We have had a spell of very hot, muggy, thunderstormy weather
that has seriously put a damper upon my thoughts about your various
queries, and besides that we had yesterday the meeting of the Monetary
Assoclation, very interesting and an extremely successful meeting, at
which Ogden Mills, Prof. Kuczynski, and a number of others spoke.

But the newspaper accounts of it were, it seemed to me, about
the last word of misreporting. Lest you see only the "Times,"” I en-
close two or three others, to show you how varied were the impressions
it geve.

As for the "report" which I made, which was played up rather
conspicuously, that consumed about six minutes, at a business meeting,
when there wers not more than thirty or forty present, and was of the
most routine sort.

Prof. Fisher, who is also quoted, spoke for about six or eight
minutes in discussion of one of the morning papers, and that was the ex-
tent of his participation.

Ogden Mills made a characteristic Republican stump speech,
Colonel Ayres gave a series of gloomy predictions, and Jenks gave a little
account of his experiences in Europe with the German Cormittee, &c.
Nevertheless, there were a number of really informative papers on various
points, and the sessions were unusually well attended, and I think the
feeling was that it had really made some impression.

Colonel Ayres' prediction was based upon the proposition that
booms last for twenty-five months, followed by fifteen months of decline
and depression, end that, therefore, the crest of the present wave would
come next September and the trough of the depression, as he put it, in
1924, about Election Day. I confess I was rather staggered at the pos-
itiveness of his predictions, and likewise the premises on which they
were based. I see very little to support the idea of a twenty-five and
fifteen months "periodogram,"” and it seemed to me a matter of regret that
he should have taken this occasion to meke such prophecies.

But, as someone remarked afterwards, none of the speakers in
the evening more than barely touched upon the topic for discussion; but
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as the speeches were otherwise fairly brief and interesting I suppose
that we could not complain,

Mr. Catchings reports that there is a surprising interest in
the purposes of the Association among manufacturers and others, and that
five or six of them, including men like Mr, Erskine, the President of
the Studebaker, have elready become supporting members at $100 per yeer,
There seems to be a genuine interest in the question of economic stabil-
ity, and to many it even seems to be the paramount question at the pres-
ent time,

Mr., Gephart, of the First National of St. Louis, was here to
preside at one of the meetings, and reports that conditions in the South-
west are extremely prosperous save perhaps in Oklalioma, , and generally
much improved throughout the Middle West.

Mr, Cheney, the Secretary of the Knit Goods Association, was in
this morning, and reports that, on asccount of the labor shortage, their
mills have hardly averaged much more than 75 per cent of their estimated
normal production, and that some of the mills have even turned aside
from filling further immediate orders, to get to work on their fall pro-
duction, fearing thet there might be an unusuel shortage if they did not.
He reports stocks as necessarily low with the dealers and jobbers, and
that the manufacturers are going very slow on future commitments, 2nd
also not joining in any raid for labor.

We hear a great deal of this sort of thing here, and I think
it is highly salutary and promises well for the continuance of the present
swing, possibly not on quite as high a level as at the present time, but
still very satisfactory. This is why, with feirly cheap money, abundant
credit, apparently rether low stocks, or at least no heavy acecunulation,
and the general disposition to act cautiously, I find it difficult to be-
lieve that prosperity is passing or that we are now in for a depression.

The Harvard folk continue to predict a very prosperous year,
and continuance well in‘qo next year at least,

I enclose a further bit regarding the new Board member, and it
looks as if he was a very good politician with a very level head.

I hope things ars going very pleasantly, and that you are find-
ing the summer climate there agreeable., Mr, Gephart tells me that he
expecte to spend part of his summer in Colorado Springs.

With ever so many good wishes,

ok Ao

Hon. Benjamin Strong,
Cragmore Sanatorium,
Colorado Springs, Col.
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perity, and 12 intervening periods of

depression in this country during the
44 years that have elapsed since our national
money went back to a gold basis after the
Civil War. Some of the depressions have
been long and serious, while others have been
brief and relatively unimportant. Similarly,
some of the prosperities have persisted for
several years, and have carried business
along in great volume, while others have
lifted industrial and commercial activities
only a little above normal, and kept them
there only a short time.

THERE have been 13 periods of pros-

A study of the data of this long series of
recurring periods of good times and bad
times discloses the interesting fact that a
sustained and lengthy period of prosperity
has never followed a great depression. The
rule has been that great prosperities are fol-
lowed by great depressions, but that great
depressions are followed by brief prosperi-
ties. Since the depression through which we
have just passed was one of the most severe
of recent times, it is worth while to consider
whether or not the rule will be altered in the
present instance, and the existing period of
prosperity prove to be long sustained and of
large volume.

Two opposing sets of arguments are being
expressed in current financial publications
and in the weekly letters of business services
regarding the prospects for the conservation
of this period of prosperity. Those who think
it is not destined to endure for any very ex-
tended period point out that industrial pro-
duction is running ahead of normal consump-
tion, farmers are receiving relatively low
prices for their products, spring weather has
been exceptionally unfavorable for the crops,
wholesale prices have been falling for more
than two months, wage increases have be-
come almost universal, the cost of building
has risen to such heights that new operations
are being suspended or postponed, and our
export trade is exceeded by our imports.
They point out that these matters are all
fundamentals, and that they are not in sound
condition.

Those commentators who look for a long
period of prosperity point out that industrial
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production is going ahead in large volume,
that good profits are being earned, that goods
produced are being consumed, that there has
been little speculative buying, and above all
that money is so easy that ample credit can
be readily obtained at low rates. Those who
argue in this way hold to the theory that the
ample credit resources that are available in
our banks and through the Federal Reserve
System will certainly be called upon and util-
ized by business before this period of good
times terminates. This view is sponsored by
the Harvard Committee on Economic Re-
search which has just issued the authorita-
tive pronouncement that the present period
of business prosperity may be expected to
continue until strain has been placed upon the
financial structure of the country.

This controversy can be settled only by the
verdict of future events. The distinguishing
characteristic of the present period of indus-
trial activity is that the driving stimulus of
business has largely consisted in making up
the shortages that accumulated during the
war period and the recent depression. These
deficits have not yet been fully made good,
but in large measure they have been, and in
the process competition for labor has resulted
in large and general advances in wage rates.
In the building trades these advances, com-
bined with falling efficiency of workers, and
rising prices for materials, have lifted prices
to such a point as greatly to restrict opera-
tions. In other lines forward buying has
been sharply checked. In the security mar-
kets several important groups of stocks have
rather clearly passed over the tops of their
price movements, and those of the other
groups have apparently done so. The weight

f evidence seems to indicate that the old rule
hat short prosperities follow big depressions
will again hold good in the present instance,
and that no long extended continuance of
such conditions as have maintained in the
pring of 1923 is to be expected, despite our
great gold surplus and our ample credit re-
ources.

Production of raw materi-
Production and als and finished manufact-
Consumption ures is going forward in
amounts distinetly in ex-
cess of the customary, or normal, consuming
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power of the country. There is nothing sur-
prising about this, for production in times of
prosperity is always in greater volume than
in periods of slow or depressed business. A
period of prosperity is essentially one in
which production and purchasing are carried
on in more than normal amounts, and such
periods come to an end when the shortages
that accumulated during the previous depres-
sion have been made up, when costs of pro-
duction increase so rapidly as to cut down
profits, and when volumes of output become
so great, and so diverse in different lines, as
to exceed the purchasing power that is avail-
able to consume them.
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The bars of the diagram express in per-
centages the recent rates of output in 20 lines
of manufacture and mining as compared with
their average rates of output during the five
years from 1918 through 1922. The greatest
comparative rates of output are in lines con-
nected with building or with the automotive
industries, and reflect the unprecedented
booms in those fields of production.

In each case the average monthly output
for the five year period from 1918 through
1922 is considered as 100 per cent, and the
length of the bar shows how much greater
are the recent rates of production after they
have been reduced to allow for the increase
in population.

The comparison is important because the
production of the five year period may fairly
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be taken as representing roughly the normal

rates of consumption of such articles as are
here dealt with. During 1918 manufacturing
and mining were producing at rates far
above normal. In 1919 production was close
to a theoretical normal, and in 1920 it was
again well above it. In 1921, and the first part
of 1922, commodities of these sorts were pro-
duced in amounts well below normal, but by
the end of 1922 they were again back above
that level. For the entire five year period
the average is close to the theoretical normal
line of production, and hence fairly repre-
igntative of customary per capita consump-
ion.

Careful computations show that after al-
lowance has been made for the increase in
population, the present rates of production
are well above the customary rates of con-
sumption. It must be remembered, too, that
during the five year period used for the pur-
poses of this comparison our export trade was
of huge proportions, and that during the first
part of the period we were also meeting the
extraordinary demands of war. The meaning
of all this is that the factories and the mines
of the country are now producing goods at a
rate that cannot be indefinitely maintained.

The prices of manufactured
Automotive articles almost always
Raw Materials change more slowly and in

smaller proportions than do
the prices of the raw materials entering into
the making of those articles. The working
of this economic law is well illustrated by
noting the changes that have taken place in
the past 10 years in the prices of automobiles,
and of the raw materials entering into their
manufacture.

If we consider the average price of 25
standard makes of touring cars as being
equal to 100 at the beginning of 1913, the rec-
ords of the industry show that it fell until it
was only 79 at the beginning of 1916, and
then rose steadily until it was 131 in Janu-
ary of 1921. Since then a series of reduc-
tions has carried it down to 96 at the begin-
ning of 1923.

During this period the prices of the raw
materials entering into the average car have
moved earlier and more violently, and their
changes are shown by the line in the diagram
in which the prices have been plotted by
months. The lowest point was reached late
in 1914, when the cost for a typical, but in-
complete, bill of raw materials amounted td
only $97. From that point costs increased
rapidly and irregularly, until they had
mounted to $210 by the summer of 1917,
and to $220 by the spring of 1920.
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Meanwhile the prices of cars had continued
to drop for about a year after the raw materi-
als had turned up from the bottom, and they
continued to rise for about a year after the
raw material prices had turned down from
the top. There was about a year of lag be-
tween the price movements of the materials
and those of the automobiles, and the price
changes of the finished articles were also far
less violent, for the increase in the price of
the materials from the bottom to tae top was
127 per cent, while that of the automobiles
was only 66 per cent. Even this comparison
is hardly fair, for the automobiles had stead-
ily improved in quality.
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During the past year and a half the prices
of the raw materials have been rapidly rising
again after the great fall of 1920 and 1921.
Car prices have of late begun to rise also, and
some 17 makes have announced small ad-
vances. Because of the intense competition
within the industry it does not seem likely
that these advances in car prices will be great
or very numerous, but automobile makers are
confronted with serious problems of narrow-
ing profit margins.

The production of iron and steel
Iron and continues to register new high rec-
Steel ords despite some slowing down in

a number of other important lines.
During May the output of pig iron reached
the enormous total of 3,866,000 tons, and this
is the highest record in the history of the
industry. The daily output was at the rate
of 125,000 tons as compared with the peak
record of war times in September of 1918 of
114,000 tons per day. No immediate check

in the present great rate of activity seems to
be in prospect, for 10 additional furnaces
were put in blast during May. -

Since the beginning of June there has been
some real improvement of sentiment in the
iron and steel trade. Increased buying has
appeared for a number of products, chiefly
bars, plates, shapes, and pig iron. Pressure
for immediate delivery is still strong, there
is little duplicate ordering, and almost no can-
cellations, and there are sufficient orders on
mill books to sustain large scale operations
for a number of months to come.

Producers of steel are carefully trying to
estimate the probable future demands from
leading consumers. These include the rail-
roads, and the automobile, petroleum, build-
ing, and implement industries. Railroad
buying has slackened considerably in the past
month. The 'number of new cars ordered
was only 2,200 in May, which was the small-
est number ordered since August of 1922.

The seasonal slackening of buying by the
automobile industry has been unusually
small. The curtailment of motor output in
immediate prospect, as measured by the de-
mand for automobile sheets and other ma-
terials, does not exceed 10 per cent. Demand
from the petroleum industry continues im-
pressive. Crude oil production is breaking
all records and the need for tubular goods is
great. An important development in the
steel trade has been the recent increase in de-

‘mand for structural steel and for reinforcing

concrete bars. Demand from manufacturers
of agricultural implements continues strong.
The tin plate market is extremely active due
to the large demand from can makers in ex-
pectation of a good canning season.

Steel market stability has been enhanced
by two recent developments. One is the
check in the advance of prices. The other is
the disappearance of the car shortage. In
1920 freight congestion during the spring and
summer seriously hampered activity in the
steel trade. Fears that this condition would
be repeated in 1923 have faded before the
steady improvement in the railroad situation.

Iron and steel average prices stopped rising
in the first week of May. Since then they
have receded about two per cent. Virtually
all premium prices have disappeared, as buy-
ing for future delivery has diminished. Av-
erage prices for leading iron and steel pro-
ducts now are about 77 per cent above 1913
levels, and 42 per cent above the low point
reached in March 1922. The reduction of
Belgian and French foundry pig iron to $25 a
ton, continental ports, may result in increased
imports. During March, imports of pig iron
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amounted to 72,000 tons. For three months
the total was 192,000 tons against 10,100 in
the corresponding period of 1922.

The swings of business
Earnings, Orders from prosperity down to
and Output depression and back
. again, are illustrated in
the diagram at the foot of this page. The
dashed line represents the average daily pig
iron production of the country each month
during the past 22 years, and constitutes a
good index of the activity of the entire iron
and steel industry. The solid line shows the
unfilled orders of the United States Steel Cor-
poration, and its slumps and booms represent
the six depressions and the seven periods of
prosperity occurring during the 22 years that
the Corporation has been in existence. The
lowest, dotted line shows the earnings of the
Corporation. It moves up and down through
the same swings as the other two lines, show-
ing some tendency to make its highest rec-
ords after the orders and production have
begun to fall off, but to reach its lowest points
at about the same time that they do.

The violence of the movements of these
three curves shows why the changes of the
business cycle are important to general bus-
iness and especially to industries related to
iron and steel. The records show that during
ordinary transitions from prosperity to de-
pression, and omitting the war period, the
Corporation’s earnings have on the average
declined so far that at the bottoms they have
been only one-quarter as great as at the peaks,
and in 1915 they fell so low as to be only one-
ninth as great as they had been in 1913.

In most of the cases the change from the
peak of earnings to the bottom of depression

has taken place in from two to 10 months.
This condition is largely responsible for the
hazards of business, and it results in alter-
nate periods of employment and forced idle-
ness among industrial workers. Our funda-
mental industry suffers recurring periods of
collapse, springing from sources beyond its
control, and which suddenly cut its output in
two and reduce its earnings by 75 per cent.

One fact relating to unfilled orders merits
special comment at this time. During 1909,
following the severe depression of 1908, pig
iron output made new high records, and the
earnings of the Corporation were good, but
unfilled orders never reached large propor-
tions. The explanation is probably that men
had vividly in mind the troubles they had
suffered in the great depression just behind
them, and they remained cautious through-
out the succeeding prosperity, and never
placed large amounts of forward orders.

The same sort of thing seems to be happen-
ing now. We have lately gone through a se-
vere decline and a great depression, and while
the output of pig iron has risen to new high
figures, and the Corporation’s earnings are
back to good amounts, the record for unfilled
orders stays low, and has even begun to fall
off. It begins to seem most probable that no
very high record will be made in this move-
ment and it is not unlikely that the highest
figures have already been reached.

A similar situation may be noted in many
other lines. Production is large, and profits
'good, but forward buying is cautious. If this
condition continues to be characteristic of
this period there will probably be no sudden
or severe depression to follow, but it is also to
be noted that it probably does not portend
any extended period of prosperity.
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June 1, 1923

Hollins N. Randolph, Raq.,
Randelph & Parker,
422 Heal ey Building,
Aﬂmﬁ, %mc

Dear Sir:

Covernor Strong is away, and as your convention is so near I am
sending this line, and at the same time forwarding your note to the Geovernor.

I think you will find a very solid background for your sddress in
the studies in the balance of intemationsl payments made by Prof. Johm'H.
¥illiams, snd published in the Hafverd Review of Economic Statistics for last
July. I have an idea that the Atlanta Reserve Pank has this publicetion, or
would know of someone in Atlante who has. These studies have seemed to dis-
sipate the idea that thers were outstanding last year any enormous foreign
eredit balances, end the steady inflow of gld since these slamming sstimates
were made has seamed te pretty theroughly confirm the conclusions which
Prof. ¥illiams has drown.

Likewine, it would seam to be clenr thet the losses which this coune
try sustained in its foreign relations, shipmente abroad, ée, in 1920 and
after, have been grossly exaggerated and may possibly not have everaged any
more than the losses sustained by the mamufacturers end wholesale merchants
through the drop in prices in this country.

Personally I have known of severel instences of large sccounts of
foreign elients, who were wuneble to pay wp promptly, which were settled sat-
isfectorily on = long-time basis, and I have en ides that there were a great
awnber of adjustments and arrangements of this sert.

Next, I think you would be much interested, sleo, in the reviews
prepared by Pref. J. 5. Davis, for the same Harverd publication, on the
economic and business situntion of Purepe, the latest of which has been pube
lighed in the last current mmber of the Review. I made a rather ecareful
survey of Muropean conditions at first hand two years ago, end nothing that
has happened sinee has changed the view that one gpined in actusl contaet with
the manufacturers and merchants ever there, thet conditions were stesdily on
the mend, and even in zome cases isproving very rapidly, that the politiecal
and reparations issues had grotesquely overshadowed the aetusl disturbances,

. and that most of the talk about "recomstruction” in Eurcpe rested upon the

most superficial snd imaginary foundations.




2--fipllins ¥. Rendolph, Fsq.

As to our foreign trade, as you probably kmow it esppesrs to have
bemn declining slightly through the last four or five years, in relative
value, but this decline hns bYomn minimal as coupared with the impression
which one would get from studying merely the dellar wvelues.

In some lines, =& in the export of cereals, the last two years
have broken all records, end in general the differences between the peak of
1920 and the depression of '21-'22 have been spparently much less than the
differances in domestic trade in this cowmtry. In cther words, our export
trade throughout the last four or five yeurs has really been on a fairly
steady basis, with not much change in the total of quantities, although some
lines have gone up while others have gone down,

In the financial field Awstrie has shown thet the stabilization.
problem is relatively simple, a5 scon ng reparations questions are out of the
way, and there have bean somoe hopes here that the scute situetion brought by
the Ruhe ocewpation might speedily lead to some finsl settlement. 2ut so
long as this remains in the hande of politiecisns, largely ignorant end selfe
seaking, no one can possibly make even a guess.

‘At a hagard I should say that the view expressed by Prof. Davis
that Curope is wall on the road to recovery was fully justified, snd that we
might leok rather to a return to nommal growth im our trade there then other-
wise, Cur grain exports will probably decline from the record levels of
the leat twe yeargs, bul other thiwges will take their place, and meanvhile
their axports to us are steadily rising.

50 much foolish mnd fantastically exaggersoted stuff hes boen writitem
about the Buropean situation that it is difficult Yo gain & sane view of con-
ditions over there, but persemally I cah see no reason way we should nct be-
zin agein to extend adequate ereditas to Hurepe, on private account, and with
the marked revival of intermational trade which is now in progress probably
this will come of its om accord.

If there is eny further thought we could supply you from here, if
you would kindly advise me we should be very glad to serve you.

Believe me,

Very truly yours,

Carl Sayder,
Cenersl Statisticien
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MISC.3 ) STAT.3800°10-21
FEDERAL RESERVE BANK
OF NEW YORK

J+FICE CORRESPONDENCE Y PR .
To_ _Mr.Jay O e Sussect:__Mr. Albert Strauss' letter

From__ Mr, Snyder _ JADRC - ' p . - T

I am sure most people who think about such matters are very
clearly convinced of the intimate relations between the stock market and
interest rates, and equally of the same close relationship between interest
rates and the flow of gold, even at the present time. So I feel that
Mre Strauss takes an extreme view, that is shared by few.

As to his letter to Mr. Alexander, these facts may be pertinent:

(1) After the War began there was no apprecieble rise in the gen-
eral level, even of commodity prices at wholesale, the most sensitive barometer
of all, until October or November of 1915, nearly a year after the War's de-
mends had set in with great intensity.

(2) There was no eppreciable rise in the general level of prices,
as wages, rents, retail prices, and the so-called "cost of living," until
long after this, that is, late in 1916, end even then only gredual,

(3) In the meantime, there were very heavy gold imports, beginning
at the end of 1914, and bn.the basie of these gold imports a very heavy ex-
pansion of credit, beginning early in 1915 and continuing steadily up to and
through our entry into the Var.

Therefore, it seems to me that, in the most crucial and decisive
instence that we have, and likewise the most recent, that Mr, Strauss is dis-
tinctly wrong when he aasuﬁes that a rise in prices precedes an expansion of
bank credits. Distinetly the reverse was true, end so much so, I believe, that
no one conversant with the facts could doubt at least the time relationship be-

tween credit expansion and prices.
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FIFTEEN NAsSsAuU STREET
NEW YORK

June 15, 1923

Dear Governor Strong:

I am encloeing a map of the Northwest country, that has been
sent me this week, which seems to me one of the most atiractively gotten
up maps’I have seen in a long while. It just mekes you want to go and -
explore:

As the trip to Europe is still in doubt, the lady's thoughts
have been turning to Wyoming and the Yellowstone, though I don't myself
teke very keenly to the idea of a trip across the plains in August. I
have tried it before.

We might take a boat across the Great Lakes to Duluth, which
would cut out a little of it, end then go on West. Judged at this
distance, would the latter part of August fit in with your book at ell?

(1) I will reply to one of your inquiries, and that wes as to
the probable peak of prosperity, which a number of your friends made last

winter. 1In order of proximity:

Kemmerer Summer of '23

Ayres October, '23

Chandler "Soon, if European settlement
is reached"

Persons March, '24

‘ Snyder July, '24
Commons August, '24
Figher September, '24

N.3.-
A b

" #|
a"Come back
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Ayres has since fixed his date at September of this year,

(2) I have been reluctant to attempt an answer to your second
point, as to what would happen if the banks were to sell off their se-
curities heavily and bank deposits were to fall, largely because, as I
regret to note, it is a wholly theoretical and quite improbable problem.
Going back & generation, the banks have steadily increased their hold-
ings of securities, with the exception of 1920-'21, vhen there was a
good deal of pressure, or talk, to "get the banks out of Government

securities.”

Even then the selling was not heavy, end the holdings

were rapidly replaced in the next twelve monthe, se¢ that they are now

at the peak.
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~ as, sey, 16 per cent ,(which has been about the normal for several of

Hon. Benjamin Strong--2

But to answer your theoretical question, I should say that if
you would reduce your deposits at any time, or by any means, by as much

our serious depressions) you would bring on a mejor depression aznd a
considerable fall in prices, and especially in commodity prices at
wholesale, and produce something like a panic, as at the end of 1920--
the so-called "merchandise penic.,"” And I should imagine that the extent
of this fall in prices would depend somewhat upon whether the preceding
rise had been unusually rapid, end whether any large set of prices, like
commodities at wholesale, were widely out of line with the rest of prices,
reteil prices, wages, rents, &¢, end in swinging ng back toward their normal
relationship would have a tendency to drop below the general price level,
es it seems to memhs quite probably the case in the last year or two.

2. 50 far as we have any definite knowledge, the general practice
of depositors does not greatly change in times of depression or prosperity,
end at least until recently the proportion of inactive demand deposits
did not seem to vary greatly, i.e., save in the la.rger cities the velocity
of demand deposits, or rate of turnover, does not eppear to vary widely
from good times to bad.

But within the last few years epparently there has been a steady
conversion of these inactive deposits to time or savings deposits, which
may have an interesting effect upon the correlation between the volume
of demand deposits end the general price level. About this I have al=-
ready written you. I have the impresesion that the main difference of
my point of view from your own is that & careful study of the available
evidence seems to suggest, to my mind at least, that your "state of mind
of depositors,” &c, is not an importent factor.

But this is simply an impression, and you know my reluctance to
journey much into the field of pure theory. It is a point on which I
should like to have more evidence.

m_@

In the same way I have felt that this "state of mind” ‘'would, only
exercise its effect for a few brief months at the most, as, for oxampi
in the summer of 1919, when there was slso & decided halt in the rapid
rise of pricea. The latter was resumed when the pressure of an excess of
purchasing power again begen to be felt, And, believing that we again
have much the same condition, that is why I am unable to fellow Colonel Ayres
and many others in their belief that the crest of prices and prosperity is
either near or already past. |

(3) As to whether "prices can climb and do so quite a bit before
the 'quantity' of money need change:"

On this point I enclose a brief memo. to Mr, Jay on a letter
written by Albert Strauss, dealing with what seems to be the clearest and

ederal Reserve Bank of St. Louis ol
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Hon. Benjamin Strong--2

But to answer your theoretical question, I should say that if
you would reduce your deposits at any time, or by eny meane, by as much

~ ag, sey, 16 per cent ,(which has been about the normal for several of

our serious depressions) you would bring on a major depression and a
considerable fall in prices, and especially in commodity prices at
wholesale, and produce something like a panic, as at the end of 1920--
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and at least until recently the proportion of inactive demand deposits
did not seem to vary greatly, i.e., save in the 1arger cities the velocity

of demand deposits, or rate of turnover, does not eppear to vary widely

from good times to bad.

But within the last few years apparently there has been a steady
conversion of these inactive deposits to time or savings deposits, which
may have en interesting effect upon the correlation between the volume
of demand deposits and the general price level. About this I have al-
ready written you. I have the impreseion that the main difference of
my point of view from your own is that a careful study of the available
evidence seems to suggest, to my mind at least, that your "state of mind
of depositors,” &c, is not an importeant factor.

But this is simply an impression, end you know my reluctance to
journey much into the field of pure theory. It is a point on which I
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In the same way I have felt that this "state of mind":would only
exercise its effect for a few brief months at the most, as, for example,
in the summer of 1919, when there was also & decided halt in the repid
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and many others in their belief that the crest of prices and prosperity is
either near or already past.

(3) As to whether "prices cen climb and do so quite a bit before
the 'quantity' of money need change:"

On this point I enclose a brief memo. to Mr, Jay on a letter
written by Albert Strauss, dealing with what seems to be the clearest and
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most decisive case of which we have any record., ©So far as I know, all
the evidence seems to be that the volume of purchasing power must always
rise before prices rise, and have always done so, end I personally find it
very difficult to conceive the contrary.

Is it not clear that prices rise when demand is active, and is it
not equally clear that an active demand must always be accompanied by if

.not preceded by an expansion of purchasing power?! And if we have no evi-

dence to the contrary, would not this require a negative answer to your
hypothetical question?

(4) As you knew, I am in full agreement with your plen of keep-
ing the earning assets of the Federal Reserve System at a level and counter-
acting the effect of gold imports by a corresponding reduction. In fact,
it is practically on just that idea that I built the little article which
you criticized at length last February.

About the only difference I know of is my feeling that it will
be very difficult, with a political orgenization such as we now have, for
our banking system to secure unity of action in time to have the proper
effect, and that we should gein & great deal if we could introduce an auto-
matic rule, such as we practically hed before the War, when gold exports
exercised such an automatic, though very clumsy and tardy, effect.

And would not such an automatic control, by means of index num=-
bers, take the whole question of the time for sction out of politics and
relieve the Board and the Banks of an immense and very difficult responsi-
bility, wherein humen judgment is spt to be clouded by extremely diverse
interests and experiences, and wherein general agreement, therefore, is
extremely difficult to obtain?

And would not this also take the whole question of discount rates
and all out of the field of polities end acrimonious controversy, and en-
tirely remove the apprehension or belief in "Wall Street" or "big banking"
control of the System, and help enormously to promote good feeling?! 1Is
there not a question of political advantage that we have very little con-
sidered thus far?

As things sometimes look very differemtly in print than in e
rough typewritten draft, I am enclosing a reprint of the article in the
"American Economic;" and I should be extremely interested to know whether
the idea appeals to you any more favorably after you heve read it again,

You will note that I have made e number of modifications, large-
ly in response to your criticisms,

I have been quite agreeably surprised at the degree of interest
which seems to have been aroused by the one-day session of our Monetary
Association, and the discussion it has given rise to.
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Perhaps you would like to read the whole of Mr. Gephart's paper,
from which I quoted this week in the Summary, end I am enclosing that elso.

We have been trying to meke some exact estimate of the actual
expansibility of bank credit on the basis of & given emount of cash held
by the banks, now as compared with just before the Federal Reserve System
began, It is a difficult question and seems to turn a good deal upon the
amount of float which could formerly be regnﬁied as a part of the banks'
"reserves.," If you have any thoughts upon the matter we should be very
glad to have them, especially as to how much this float weas and what pro-
portion of it was utilized in the calculations of reserves.

Our smazingly cool spring has continued up to the present, though
it is warmm enough today.

With ell kinds of good wishes,

Always/yours,

Hon. Benjamin Strong,
Cragmore Seanatorium,
Colorado Springs, Colorado.
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Dear Governor Strong:

I am a 1little puzzled by your comments on "Tidal Time Tables
of Prosperity,"” for, if I follow you aright, you have an impression
different from what I meant to convey; so I am enclosing the sheet
again with a paragraph or two marked. For I should not like to have
this impression remain. The memo. had especially in mind Colonel Ayres'
very positive predictions, which were almost wholly upon the "count of
months" basis,

It seems to me, also, that it is an extremely difficult question
to determine how far the influence of the Federal Reserve extends. For
example, if the discownt rate had been raised in April, the sharp re-
action both in commodity prices and in the stock market, and the lull of
business which is now taking place, would probably have been widely de-
scribed as an effect of that action, would it not?! And, as a matter of
fact, the reaction ceme anyway, without any discount raise (just as, if
you will be good enough to recall, your humble servant suggested that it

might) .

S0 I have often wondered if the course of events, say in
1919-'20, would have been very materially different, even to the absence
of a pronounced banking panic, if we had had no Reserve Banks, for you
remember that in August of 1920 gold was already beginning to flow back
into the country, and thus materially relieve the strain which was then
developing. '
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