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3.1 BOM™M-22
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE

S "'r. J" ) (cﬁw to Mr. 3!,’(!01‘)

SUBJECT:

Date_dan, 9, 1924, 192

Frowm Governor Strong

Federsl feserve System.

A1l that need be said is a brief word of commendation of the System

and something about keeping politiecs out of it.

it seems to me that the basis of it would be the faete in regard to geld
imports, the volume of credit, amd prices, - im other words, notwithstanding
the continuous flood of gold, credit has continued ample but steble, and the
fluctuation of prices is gradually being minimized.
indeed and nothing like s popular appezl, but a bare cold statement of facts
which would express the fact that the industry smd the commerce amd the

agriculture of the country depends upon the protective znd stabilizing functicnms

of the Systenm.

Republican Party pledge itself to discoursge any attempt at political contrel,
mansgement, or influence over the Federal Reserve Board or any of the Federal
Reserve Banks or their branches, and state it in an uncompromising way.

How would you like to &ake a shot at preparing something slong

those two lines?

BS. VM
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a very hportant organization in this country whether I would prepare a sugges-
tion for a plank to go dato the Republican platform for this yesr'e Presidenticl

election, which would ctate the attitude of the Republicen Party towards the

Now as to the commendation,

It should be very brief

As to politics in the System, I would like to see the

I have just been asked by a member of a committee of mansgement of
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OFFICE CORRESPONDENCE Date

FRoo

MISC. 3.1 60M-2-22

FEDERAL RESERVE BANK
OF NEW YORK

Jdan. 30, 1924, 192

Mr., Sayder SUBJECT:

£ : Governor Strong

Every now and then some one suggests to me that with one-half of the world's
monetary gold in our hands, and more of it coming all the time, the day may arrive
when the nations of the world will adopt some other standard than gold and we will
be left with a handsome collection of dead sea fruit.

I have never regarded that as a menace to our position for a wariety of
reagsons, which are hardly worth enumerating; but I have gpent a good deal of time
wondering what sort of a development can be expected in the future as a result of
this situetion, and I am gradually coming to a conclusion which it might be well
worth while figuring on.

Personally believing as I do that the tradition of gold is too deep-
roated in the human mind to be uprooted by acts of governments, it now looks to me
a8 though we must expect this gold to be used as the basis for world banking and
finance. In other words, there will be a gradual but constent drift to this
country of banking transactions upon a gold standard basis just because we stand
ready always to pay gold. ‘ _ Investments will be made, preferably in the gold
standard country. Loans will be placed in the gold standard country. In course
of time a greater proportion of commercial credits will.be opened with us. The
country will occupy the position of the world's‘}eeerverbanker, and this situation
will continue indefinitely. Even though efforts are made to restore foreigh
curréﬁcies to stability, it will likely be predicated upon some application of the
gold exéhange standard, and there will be gradually erected in this country a
structure of credit of foreign origin far beyond anything which we have previously
anticipated. Expressing it differently: instead of being able to return this

gold to the countries from which it came so that they may have a domestic gold
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MISC; 3.1 60M-4-22
FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE DATE__J_Q_‘LQ_S_Q_;Ms_IQZ_
To__ Mr. Smyder ~ SusJecT:
FP. . Governor Strong -2- _

standard, we will hold it as a reserve for a world gold exchange standard, we being
the custodian and reserve agent.
I hear stories from many quarters of the extent to which foreign capital

ie being invested in this country. It is simply another manifegtation of the
duwle hrreny

st ;\I have described. It contains poesibility of pe?il in two respects: (1)
that inflation will be forced upon us by our being'fbrced into the pogition of
banking for the rest of the world; and (2) that once our gold reserve is pretty
well engaged in that respect, when the gold movement does start it will be a little

more troublesome to finance.

How does this all strike you?

BS.MM
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MISC; 3.1 60M-4-22
FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date~_ Jan. 30, 1924. 192
To _ Mr. Smyder 1 SUBJECT:
Fei ~_ Governor Strong -2~ _ e

standard, we will hold it as a reserve for a world gold exchange standard, we being

the custodian and reserve agent.
I hear stories from many quarters of the extent to which foreign capital
is being invested in this country. It is simply another manifestation of the

dwlebrranV
< I have described. It contains possibility of peril in two respects: (1)

A ;
that inflation will be forced upon us by our being forced into the position of

banking for the rest of the world; and (2) that once our gold reserve is pretty

well engaged in that respect, when the gold movement does start it will be a little

more troublesome to finance.

How does this all strike you?

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

OFFICE CORRESPONDENCE par CH0. B, TNGR.  apeRe
A T Mr. Snyder SUBJECT:
F;‘QOM Governor Strong

Referring to your memorandum attached about the Bok plan, I am
really giving, it a good deal of thought and can't say that I am wholly for
the plan, and my general reluctance to write about things of thie sort, leads

re to refrain from voting. How do you feel about it?

BS MM

att.
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MISC, 4,1-30M 10-21 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Dare__ o0- 2, 1024.

Mr. Snyder

192

‘o SUBJECT:

Governor Strong
Fr im

After further consideration I havd decided to vote in favor of the Bok
plan. My objection to it is that the movement for the adoption of some such
plan should 22112! the adoption of a formula for dealing with the debts, and I
will wager a ginger cookie or a little red apple that experience hereafter will

disclose that my fears about any plan proving sbortive without the debt question

out of the way, are well grounded.

BS.MM

att.
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MISC; 3.1 60M-4-22 C‘M Y}
FEDERAL RESERVE BANK
' OF NEW YORK
WFFICE CORRESPONDENCE pare_ Feb. 4, 1924, 192__
To Nr. Sayder SUBJECT: -
Fre Governor Strong - - . ===

o

Keynee"managed currency is hardly distinguishable from a gold exchange
cﬁrrency. He must realize this, and I have no fault to find with his proposal
of aﬂmanagedxgurrenoy, but a great deal of complaint for his defective and rather
selfish reasoning when he talke sbout our demonetizing gold and locking it up in
Washington. He must think we are indeed very stupid people. If we are going

to permit this gold, which does its initial damage the minute it arrives here, to

do further damasge by permitting it to become the basis of a great inflation, he
(oagceonaly f A
and others of his stripe arg\unoonsciously looking to this country to indulge in
a great inflation for their benefit. We are not going to do it if it can be
helped =nd if they would be sensible enough to get their own houses in order and
manage their own damn currency in a sensible, civilized fashion, they would shortly
be able to come over here and get the gold they need to present a respectable
monetary face to the world. I am thoroughly tired and impatient of the ravings
of these inflationists who want us to play the part of cet's paw and pull their

chestnuts out of the fire ﬁhep they haven't the courage to do it themselves.

BS.MM
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e FEDERAL RESERVE BANK

. T ,
OFFICE CORRESPONDENCE bare Moohs &, INGE- “Tea
To Mr. Snld,e,r,_ N L SUBJECT: = .y .
FRrOW. Governor Strong . ;- b AN L

Your memorandum attached refers as mine did to the possible development
of the gold exchange standard. It has already developed automatically snd in
due course will be deyeloped formally and more explicitly as the situation evolves,
but in the meantime the thing for us to consider is what the effect will be upon
our own credit structure. I think it is safe to say that it will involve the
opening of credits in this country through loans, bond issues, and other credit
operations of that character, whifg';:ﬁl be held here at the command of foreign
governmentSand foreign banks of issue, and naturally will form the basis of some
expension of our loan =znd deposit accounts. Just how it will be worked out in
detail is difficult, in fact impossible to forecast. I am not looking so much
to the development of commercisl credits similar to those which London has
t;ra.ditionally granted to the world, a8 I am to these more strictly finsncisal
and monetary credits, end unless I em misteken, if arrangements are patched up
between Germeny and France as the result of the work of the Dawes committee, we

will graduelly see this deveiopment get into full swing.

BS.MM

att.
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418C; 3.1 60M-4-22
FEDERAL RESERVE BANK

OF NEW YORK

Feb. 5, 1924 192

Soek Jind

I pertly concur in the last parsgraph but not wholly. A big

OFFICE CORRESPONDENCE DATE

To Mr. Snyder SUBJECT: _

Fre =~ ~ Governor Strong ! SLw\ﬁiJ~CL4\klx14A;

stock exchenge movement could not possibly be brought about these daye
by a few manipulators. I do think, however, that & big price movement
can be sustained for some period of time - greater or less according to

conditions - by generel sentiment, which may not be based upon actual

conditions but upon conditicns which are assumed to be the oaée end are
nevertheless not always accurate. It will take more time for discussion
than I can give it just now, but we can talk it over when I get back from

Washington.

BS.MM

att.
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MISC. 4.1-1 'OM-3.23 FEDERAL RESERVE BANK
OF NEW YORK
OFFICE CORRESPONDENCE Dare  Feb. 28, 1924
Mr. Snyder
o e RO S SUBJECT: E
. Govemor Strong Currency and Prices in France
FrROM_ ¥ - ! Mo i . 1 [0 T

The 100 per cent. quantity theory falls down in reconciling the

following facts about French currency with some theories sbout currency and

credit: M

1. No considerable increase in Germen currency.

2. A depreciation in its exchange value b@

(7
3. A price level a.roun about 130 points below the 1820

300 61 Y00 /!

(w m, - »ﬂu P foe 1413 %)
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[eeM-3-2% FEDERAL RESERVE BANK

OF NEW YORK
Jan. 7, 1924.

“FICE CORRESPONDENCE i DATE 192_

To~_M£; Siy_dir =  _ — SUBJECT: S = &L

‘ Governor Strong
FrROM —— b il o . LU e i A
One of my farmer friends in Iowa has written me the attached letter, and I
would like, if possible, to get some literature on taxation to send him. It seems

to me it should be some rather elementary discussion of tax exempt securities and of

the respective advantages and disadvantages of direct and indirect taxes.

BS.MM

Att.

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

ederal Reserve Bank of St. Louis N



— “60M-4-22
FEDERAL RESERVE BANK
OF NEW YORK.

OFFICE CORRESPONDENCE hre_Teb- 28, 1024.

To Mr. Snyder SUBJECT:

19258

FrOM_ Governor Strong - _— -4
It seems to me you were giving an mmes interpretation of the article
in the Times, which I read. Of course, to state that the war cost Germahy

nothing is an absurdity, but on the other hand I understsnd the situation in

Germany now to be somewhat as follows, and here is where so much misunderstanding

of the situation arises.

The Government of Germany has repaid its funded debt held by the public

through the instrumentelity of the Reichsbank, where it borrowed money and secured

b
issues of currencies, and paid for its public obligationa;gimply.transferring the

debt from one class of citizens to another. The public which formerly owned

interest bearing bonds, now owns worthless paper money. German States and private

individuals and corporations took adventege of the flood of paper money so as to

repay what they owed in a depreciated currency, with the effect that the entire

public and private debt of Germany, - that of the State oging to ite citizens and

that of debtor classes owing to creditor classes — has =11 been paid off and is

now represented by depreciated currency, back of which is a Government debt owing

to the Reichsbank. As the paper has become absolutely worthless and will be

repudiated as obligations of the State, it simply means that the State has furnished .

the ingtrumentality or machinery for e gigahtio swindle upon creditor classes. But

the debt has not been extinguished in any way, shape or memner. - It has been vastly

increased as & matter of bookkeeping. The implication of the Times' article

impressed me as eimply a clumsy way of etating that all debts having been

metamorphosed, the last step in this swindle will be accomplished when the German

CGovernment repudiates the currency, which it certainly will do by one or snother
method. The debt which Germany has not extinguished, however, ie the debt to
foreign governments and citizens growing out of the war - presumsbly aggregating
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60:M1-4-22
FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE pare_ T00= 28, 1984, = 0

" To . Mr. Snyder SUBJECT:

FROM _ Governor Strong B
oo
$33 billions — under the terms of the London agreement. At one stroke the

Germen Gove;:ﬁent wipes out domestic 1ndeb§ednesa of all classes an%:;zkg;itutgf
for it the Treaty debts, the result being the accomplishment of a swindle at
home and the recognition of just debts abroad. On the whole, if Germény really
pays Frence and her other creditors, IAdon't know but what this form of taxation
of the German people is just as good as any other, considering the nation as a
whole, - but what get! my goat is the fact that the operation has permitted =z
small class of Germen industrislists to accumulate vast properties without paying
any considersble consideration for them, and not only have creditor classes been
wiped out, but actual ownere of property have had their investments in it filched
from them not for the benefit of Germany's just creditors, but for the bemefit
of a gang who have been industrislly engaged in conducting for their privete

benefit one of the most gigentic swindles of the sges. That is the way I feel

about it.

BS.MM

atte
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To -
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FROM _

60M-4-22
FEDERAL RESERVE BANK
OF NEW YORK

FICE CORRESPONDENCE Date Nar. K -88de i

My. Snyder
Governor Strong

SUBJECT:

I have just read your memorandum on the fall of the franc. The cost
of living curve seems to extend only to about June of 1923, whereas the purchas-—
ing power of the currency and the exchange curves extend down to the very end of
1923. I think if you had up-to-date figures on the cost of living in France
you would find the curve to be something close to what I have indicated on your
chart. There has been a very sharp increase, as I understand it, within the
last few months. If this is true, I am not sure just how you justify the
statement that‘there can be no sustained rise in the general level of prices
and wages without a co;responding expansion of currency and credit, because that
seems to be exactly what has happened in France—that they have experienced a
congtant, decline in the purchasing power of their currency and in the existing
value of ﬁhe currency from the middle of 1922 - that is, for 20 months now -
that they appear to have had an increase in living costs from the low point
which extends from the latter quarter of 1922 to the present date, which would
be a period of about 15 months. Does not your chart refute your statement
completely unless the word "Bustaig% means that you are considering five or
ten year periods rather than p;riods of a year or thereabouts? l It can all
be explained very readily if one takpé into account the enormous hoarding of = =
currency by the French peasants which always means that potentiall;ttggjggngéz
oﬁ\circula ion in France can be enormously incressed without the Bank of France
increasing the outstanding notes at all. That is probably just what has
happened - that this currency is coming out of hoardings and going into foreign

invesiments in one form or snother, and it is becoming more dynamic than it was.

because it is again getting into circula.tion./ \9 Wﬁc z\“w rd oleak k“'&

{}CA’“MLQ_, It = #w‘«rﬂw MMJ Otzv-ra-cwe-a_,

v
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MISC, 3.1 60M-4-22
. FEDERAL RESERVE BANK !
~

OF NEW YORK

OFFICE CORRESPONDENCE oare. Mar. 5, 124 .

To Mr. Snyder SUBJECT:
Prony o L Goyer?or Strong .

Is not the auggestion which I made in regard to the depreciation of
the frenc pretty well confirmed by the chart attached to your memorsndum?
Of course, the gold price level and world prices - go-called — are still
subject to better definition end understending than is now thefase, but I
have a feeling that all commodities which are largely imported and exported
ad just to world pricés, that ie to say, in & measure to a gold baeis, very
promptly, &8 the international values of currency fluctuat.e‘; that other
ad juetments take. place much more slowly, but that nevertheless any very
sharp advance or decline in exchange does result in price readjustmente towdrd
world levels, subject to all the influences of increasing or decreasing
domestic cost of production. Again we come to the interesting problem of

which is cause and which is effect.

BS.MM

att.
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b MISC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
: OF NEW YORK

OFFICE CORRESPONDENCE DaTe_ Mar. 4.,/1924.-7‘-;192_

SUBJECT:

' 1o Mr. Snyder‘ B

\ Governor Strong
PROM - - - -

Attached is Secretary Hughes' acknowledgment of the data regarding
Japan, which I recently sent him, and which you will gather proved to be of
real interest. FPlease return the letter.

I would like very much to have you and the others in the department
keep in mind that any important information respecting the Japénese gituation
should come to me, as I like to keep Secretery Hughes posted, and have under—

“taken to do so from time to time.

BS.MM

att.

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



192

PREL FEDERAL RESERVE BANK
) OF NEW YORK
OFFICE CORRESPONDENCE pDate_March 8, 1924.
To ~.Mr. Snyder . SuBJecT:

Governor Strong
FrROM__ Lo TEREL o LA . T R _— T R SRR L

The attached articles in the The Nation snd The Athenaeum are

certainly most interesting. I wish our folks could write as intelligently.

BS.MM

att.
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1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENCE Date_ Mar. 4, 1924.

— 192"

e Jupder sussect: S0-called "Orderly Marketing"

Governcr Strong

| This is a good article and should get wide eirculation. There is
Just one possibility of a flaw in the reasoning and that is associating primary
market receipts with prices. It would come nezrer to & true exhibition of the
relation if one could get at the rate of shipment from the farme as distinguiched
from the rate of receipt, and would be still more asccurate if one could get at

the rate of sale by the farmers and its relation to price in the primary markets.

ttp://fraser.stlouisfed.org/
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MiSC. 4. 1-100M-3-28 3 FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENCE Date Mar. 4, 1924. {92
To__M,_r‘ Snyfder. 1= 5" i & . 1 s e N L =

: Governor Strong
FEROME_ = - - e e Ty

Ag Mr. Tucker seems satisfied with the results to date, why stir
the matter up any further. If, on the other hand, we have offered to make

further inquiry, I suppose we mugt do so.

BS.MM

att.
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MISC. 4. 1-100M-3:23 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pate Mar. 4, 1924. 192
Mr. Snyder

SUBJECT:

Governor Strong

FROM

My answer to your last memo on French exchange is that nobody
has any way of estimeting what is the effective and what is the hoarded circu-
lation in France, and my guess is that the hoarded circulation is an immense

sum - far beyond what anybody has ever realized.

BS.MM

att.

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



To

OFFICE CORRESPONDENCE

FrS

"7 MISC: 3T 50M--22

FEDERAL RESERVE BANK
OF NEW YORK

Mr. Snyder SUBJECT:

Governor Strong

I am not sure whether it will yet be worth while to take the trouble
to prepare figures to show what could be accomplished by revision of the
classification of the reserve and central reserve cities. Probably a great
deal could be accomplished, although :gﬁiged to be done in a most judicious
way with the mind of the public prepared in advance so as to meet the storm of
protest from banks located in the affected cities.

Yoﬂ and some of your men might be considering the matter and if you
think it is worth while to get up figures, do so not with the painstaking
accuracy of the etatistician‘but with the general methods of an architect pre-
paring a sketch, so that we could get a rough idea before putting in a lot
of work on aocurate figures. Of course, the way to do it would be to see how
much reserves would have to be increased progressively through the creation of’
more central reserve cities which would inprease the required reserve of member
banks in those cities from 10 to 13 per cent., and by increasing the number of
reserve cities which would increase their required reserves from 7 to 10 per cent,
Obviouely the cities to be classified as central reserve cities would be Boston,
Philadelphia, Cleveland, Kanea; City, St. Louis and Sen Francisco. The classi-
fication of such cities as Richmond, Atlanta, Minneapolis and Dallas as central
reserve cities would appear to be rather fantastic.

Bear in mind in this connection thet the change could be made very
gradually indeed and still have the required effect. It could be illustrated,
for example, by the case of Boston with the following hypothetical figures:

If the B?ston member banks are now required to carry $100,000,000
of reserve depoeiée with the Boston bank, the increase would presumably require

them to carry $130,000,000, and increase the discounts which the Boston banks
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MISC, 2.1 GoM-4-22
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pare__ren B ARRRCL e
Te Mr. Snyder SUBJECT:
From_ Governor Strong 2

would have to mske at the Reserve Bank by just that sum. This would restore
the discount account through the Reserve System which would make the discount
rate  so much more effective and would obviate the need for pursuing an
investment polioy which may ultimately have the effect of actually increasing
the volume of credit. Borrowings by member banks to make good reserves which

become deficient by the increase in reserve requirements would not have the

effect of increasing the volume of credit. - .. On the contrary it
would tend to reduce the volume of credit because they would try and call loans
A without borrowing.
and let paper run off so as to accumulate the required reservep To carry out
any such program might, of course, necessitate at least a temporary reduction
in our discount rates during the period of readjustment.
I don't want you and Burgees to think that we are entirely without
imagination and resources in dealing with these matters because there are

other things that still may be done without asking legislation and some of

them would be indeed most effective.

‘BS.MM
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MISC. 3. 1-75M-9-23 FEDERAL RESERVE BANK
o OF NEW YORK

OFFICE CORRESPONDENCE Date_ March 8, 1924, 192
_ Mr. Snyder ) SuBJECT: L

Governor Stronggﬁ

FR L S o — R = =i U I

I think you must be careful in Jumping at conclusions about the French .
situstion. The Frénch Government borrows for its needs in excess of revenues
on Treasury bills which are payable in three, six, nine and twelve months time.
These are sold all over France, snd when they approach maturity - say within 90
days ~ they are largely purchased by the lafge commercial banks. The Bank of
France either by law or zs a matter of policy stends ready to discount bills
secured by treasury bills when they are within 90 days of maturity for any
customer of the bank snd practically without limit. If the Bank of France
should decline to do so, the whole French fiscal system would collapse. Now if
you will look at the last statement of the Bank of France, you will observe that
there was no increase in Government borrowings, but there was an increase of
about one billion francs in circuletion, snd in the last two weeks an increase
of something like twelve or thirteen in advances and discounte.. This coincident
with the collapse in exchange. The inference is simple and will explain what has
trangpired:

Holders of French treasury bills are getting une#sy. They are selling
those which are within 90 days of maturity to the Bank of France or borrowing on
them as the case may be, taking currency and using the currency to buy things.
The things they buy may be commodities, real estate, household furniture, or any
old thing--but undoubtedly a considerable part of what they buy has been foreign
currencies. The decline in the franc exhibits that clearly, and you will note

that sterling hes been pretty steady during this period, which would indicate
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MISC. 3. 1-75M-9-23 FECERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date_ Marbh 8, 1924. g9
Nr. Snyder

SUBJECT:

: Governor Strong
FROM__

that they are buying both sterling and dollars. I am told by private observers
in France (who are just now in this country; but who have been recently in France)
that living costs are really going up at a tremendous rate. One lady told me
that but a very few months ago—or the end of last year and early this year-;it
cost her 8,000 francs per month to run her menasge, and today it costs her 12,000
frans per month.

I personally don't think the dam has busted—but think it is lesking

very badly.
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| MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

OI".""E CORRESPONDENCE DATE  Maych 8, 1024+ 192
To,l,,Mr. Snyder L. SuBJECT: S
Erom ~ Governor Strong - ¥ =L = YRS

In & general way I am opposed to any program for publicity or anything
of that sort in connection with the opening of oﬁf new building. I think the
best plan is for us to go in and say nothing about it or as little as possible.
When we are in the building and everything is operating satisfactorily, I
think.we can invite bankers in groups simply to inspect the building. Tﬁe

reasons for thie I will explain later.

BS.MM
att.
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ML Sui-TiNcg-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE pare March 8, 1924. 192
_Mr. Snyder

- SUBJECT:

Governor Strong
FrROM. -

About the A. B. A. meeting in Chicago. I am very definitely of the
opinion that the exhibit in Chicago is the job of the Federasl Reserve Bank of
Chicago, and that we should not but in in any wsay,shape or manner. If the
Federal Reserve Bank of Chicago asks us for suggestions, let us make suggestions,
but do no more than that. We simply cennot afford to continue to create the
impression that the Federal Reserve Bank of New York is the whole System.. It 1s
resented in Chicago now and this would simply add to the resentment if we dealt
with the Bankers Association in connection with an exhibit given in their home

city.

BS MM

att.
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WIS 157008723 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE , Date  March 8, 1924. oo

, Mr. Snyder SUBJECT:

Governor Strong

FROM__

With this I am handing you a2 copy of the so-called McNary-Haugen bill,
together with some documents left with me by Mr. John R. Mitchell bearing on it.
I have promised Mr. Mitchell that if an analyeis of the plan justifies my doing
so I would write to President Coolidge about it. I sm going to ask you and Mr,
Burgeses to make & study of it from the economic point of view and let me have
your conclusions in & memorandum in such form thaﬁ'I‘can send it with my letter
in case I write the President.

(1) The farmers are facing = resl calamity and need help just as much
a8 the Russians did two years ago—and they are Americans and not Bolshevists.

(2) I have no illusions in regard to special aid by the Government,
etc., etec. Wall Street bankers are just as ready to take Government aid as
anybody else when they get into trouble.

(3) As to privilege and class legialation generally, we have a good
deal of it on the books now--the tariff is the outstanding example, and we may

| have a bonus bill ﬁh&t will outshine everything of that character.
I would be glad to have something from you as soon as conyenient,to—

gether with these papers which I will resd in connection with your memorandum.

BS.MM

att.
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MISC. 3. 1-75M-98-23

FROWN:-

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE pare Merch 1%, 1924. .

Mr. Snyder

SUBJECT:

Governor Strong

Referring to your memorandum attached, I think the less  we monkey
with the reserves of the Reserve Banks either by amendment to the law or change
in our accounting the better off we will be. Changes in our reserve do not
alter the facts. We should have the coursge and capacity to control the amount
of money we loan one way or another and if we fail in that regard no change in
reserve provisions will amount te anything. The weak point is the reserves
of the commercizl banks and trust companies. They are constantly being en-
larged by gold accessions and until the gold flood stops we are almost helpless
to offset its inflationary effect. Those measures which we have taken to
date seem to have been effective in part, but how long we can continue success—

ful remains to be seen.

BS .MM
att.
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MISC. 3. (-75-3-23 FEDERAL RESERVE BANK (
OF NEW YORK

OFFICE CORRESPONDENCE DaTe- March 18, 1924. 192
Mr. Snyder

— o SUBJECT: - - = —

Y Governor Strong
FROM___ — — — e e —

-

In regard to our surplus gold dealt with in the attached memorandum,
the treatment of currency in circulation other than Federal reserve notes may

prove to be one of the most fruitful sources of relief, but I rather incline to

agree with the views expressed last night - that the redemption of National bank
notes is a more effective method of accomplishing ﬁhis than sny other. I would
rather see the greenbacks retired, but it is a dangerous subject to attaﬁk. There
are some $148 miilions of Government bonds msturing next yesr, and the refunding
of these into a new bond without any circulation privilege would automatically
require banks which had this issue of bonds pledged as collateral for bank notes
to deposit lawful money in order to retire the bank notes. Deposit of the lawful
money weuld by so much impair their reserves and to that extent require them to
borrow from us and in that way give us a further hold on the situation. That is
fhe simplest thing to do and it is & procedure in connection with which the
Reserve System's operation would be so indirect as not to involfe us in any
discuésion about contracting the currency. But even that involves dangers.

It is in my mind to get up a iittle program on this matter as soon as we can

get around to it, poseibly for discussion in Washington next May.

BS.MM \

atte
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MISC: 3 1=T9M-8-23 FEDERAL RESERVE BANK

: OF NEW YORK
{
OFFICE CORRESPONDENCE Date  March 18, 1924 192

=~ _.Mr. Snyder SUBJECT :_ § 4

Governor Strong -
FROM_ — : = —= L e

With this I am handing you & document which apparently came from Dr.
Foster preliminary to its publication in the April Harvard Business Review. I
have only had time to read it through hestily and will be unable to write Foster
gbout it, but possibly you will care to do so.

The particular impressions left in my mind are that he sticks to the idea
thet an index number can be a sole guide of policy for the Federal Reserve System,
thet it is possible for the men who run the Federal Keserve System to manage the
whole price problem, and that as it ig possible for them to do it they should under-
take to do it avowedly and publicly announce it. Now I am satisfied that it is
along this path that most serious trouble will develop for us. Foster's thesis
takes no account of other influences upon prices than credit. It takes no
account of the stupidity and selfishness of various classes of people in thinking
that the only prices that count are those in whieh they are interested. It takes
no account of the unending warfare between the producing and consuming classes —
the former for advancing prices and the latter for falling prices. And possibly
mest serious of all, it assuﬁeq that it is possible for the management of the
Federal Reserve System at all times and under zll conditions to be divinel& wise,
magnificently coursgeous, and inhumanly intelligent. He assigne to a smell body
of men a responsibility which has never been assumed by any body of men in economic
history, snd where its assumption has been attempted it has always failed, - that
is to say, the responsibility to so mensge economic affairs that they can control
prices. I am against it and against his thesis root and brench. We must do what

we cen to prevent credit developments getting out of hand and causing run-away
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MISC. 3. i-75h-9-23 FEDERAL RESERVE BANK
OF NEW YORK

" FFICE CORRESPONDENCE Dare Merch 15 1924 1o

’

To; ‘Mr. Snyder N SUBJECT:

FrOM® __Governor Strong 2 - .

-

prices and exhaust our ingenuity to find ways and mesns of meeting the present
menace due to gold imports. But to calmly assume'responsibiliiy for prices just &
as though we made prices or controlled the price level - we must never do. I am “
satisfied that a good many of the men &t our dinner the other night are wholly

in accord with my views about that.

BS MM

att.
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LT s FEDERAL RESERVE BANK

OF NEW YORK

YFFICE CORRESPONDENCE Date March 19, 1924. o5

To_.-~ Mr. Snyder SUBJECT: — : s

FrROM . GOVGI‘P?E g.rong .

Cheney's charts are not surprising, it seems to me, in view of what we
know about the movement of wages. Clearly these figures disclose that wages
rushed ﬁp with the general advance in the price level to the peak of 1920 when

of Mg Katron

‘ prices fell away from wages, thﬁagpductioe\being but & small fraction of the
reduction in the general price level. TWhat is & little surprising, however, is
that the little boom thet we had in 1923 had tlie effect — at least in the egilk
industry - of moving wages beck to a level higher then the peak of 1920, while
the wholesale price level for silk is but little sbove the low point and even
the price of raw silk and of finished silk is not veri much above the average
level of 1921 -~ 1922. Certainly for once the wage earner hes gotten 211 that

is coming to him.

BS.MM

att.
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! L Rl FEDERAL RESERVE BANK “X’—

OF NEW YORK

& FFICE CORRESPONDENCE Date_March 20, 1924. 192

Ta_ Mr. Snyder.

] SUBIECT: - = _ -

Governor Strong

FroOMm _ =1 1 _—
Thank you for the attached. I want to see such figures as are in
shape by tomorrow noon showing the actual trend of business.
BS.MM
att.

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




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

MISGEA. TEj00nes 23 FEDERAL RESERVE BANK 3
OF NEW YORK
'FFICE CORRESPONDENCE DateMarch 21, 1924. 192
T 4. s Sny‘fi,?r LY 2 ' b SUBJECT: T R
Governor Strong
FROM : 1 . _— "

I have decided not to write the President in regard to the
McNary-Haugen bill, partly because if he displaye an interest in the
correspondenée I will not be here to follow it up for a while.

So I voided the letter you were good enough to prepare and

I am writing Mr. Mitchell as per attached copy.

BS. MM
att.

Federgl Reserve Bankof St loyjs ...



im

March 21, 1024.

My deer John:

I have been through the McRary-Heugen Dbill, read some of the curreat
comment vpon it, and have had some studies made in the bamk.

Hotwithetanding the earnest desire which we 211 feel in this bank to see

some really constructive and helpful measures undertsken for the Northwestern

wheat farmer, I cemnot believe that the MeNary-Haugenm bill will accomplish the

purpese which we all desire, snd I feasr thet in meny psrticulars, after a lapse

of years, it will leave the wheat farmer in a worse situstion than he is today.
The difficulty with wheat is a price difficulty. We produce a surplus of some
200 million bushels of wheat, which must be marketed abroad, not
necessarily in competition with wheat but im competition with the various cereals
produced in various parte of the world by methods of farming and = type of labor
with which the American farmer cannot compete in cost. Standards of living im
the East are too iov, and I ti:ink that ie true of a very large part of Europe 2s
well.

This leaves the American farmer in the position of having a 100 per cent.
unprofitable wheat crop because 25 per cent. of his orop, or thereabouts, must be
gold in the world's competitive market; whereas everything that he buys is pur-
chased in a merket where price levels are unguestionably affected by a fairly
high protective tariff. In the face of this situstion I cannot escape the

conclusion that it is a poor business venture, and in every way a bad project
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2 Mr. John R. Mitchell March 21, 1924.

to encoursge the continuance and even the further development of & surplus produc-
tion which will be a menace to farm stability so long as the world canmot absordb
it at prices which justify its production. |

Very little comeideration seeme to have been given to one aspect of this
legislation which I believe is fatal irrespective of sny other aspect. If the
United States Government enters upon a vast progrem of dumping surplus whest on
the rest of the world and finances such a project, it ie bound to bring reprissls
in some form or enother. The advantage geined for the American farmer may be
offeset by sdvanteges sought by other countries for their own farmers, snd that
sort of warfare ocsn continue indefinitely until something bresks.

With some reservation, I think my own suggestion would be that legisla-
tion be undertaken - or that a plan be adopted without legislation -~ by which some

such organization as the Federation of Farm Bureaus,(which today covers subatan-

tially every sgriscultural county in the country) will actually meke a survey of

wheat acreage and exeroise & control over the amount of wheat planted during the
next few years. Something of that sort is now done in India by the Indian
Government itself in c;rder to deal with femine conditions which arise periodically.
They conduct an absolute census of acresge snd planting snd production, which I
believe is of a highly scientific character, snd an investigation of it might
throw some light upon the poseibilities of doing the same thing in this country.
Undoubtedly, information about it could be obt@inod from the Indian Office in Londen.
If a restriction is placed upon the acreage planted, it is probable that
& smaller crop fetching higher domestic prices will afford profite to moet Ameriean
wheat growers, where a larger crop say with 200 million bushels surplus will not
only produce mo profit but im 2ll probability a cdefinite loss. HNotwithetanding

this, a reduction in wheat acreage would proBably necessitate aid to many farmers
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3 Mr. John R, Mitchell Merch 21, 1624,

in purchasing stock of one kind or unother or tsking the necessary measures te
introduce some diversification adapteble to the soil end climate where they are

~cated. To cover thies I should suppoce a program along the general lines of the
Norbeck bill might well be made to serve the purpose.

Holding thece views I think you will asgree with me I cculd not well
#rite to the President any sort of endorsement of the McNary-Heaugenm bill.

I would prefer that you and Mr, Pesk comsider this expression of my own
views as confidential. We 2re so far from the scene of these difficulties that
such comment =8 I might meke might well bDe a cause of criticism and feeling which
I would be the last one to arouse. I am eimply giving you the beet views that I
cen without having mede any local investigation on the ground.

Thank you very much for giving me the opportunity to study the matter
a bit.

Yours sineerely,

Mr. John R. Mitchell,
Cepital National Bank,
St. Psul, Minn.

BS.MM
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Y MISG, 4. 1-100M-9-23
-

FEDERAL RESERVE BANK
l‘\. OF NEW YORK

"OFFICE CORRESPONDENCE DATE_ May 16, 1924 — 192
To. Mr. Snyder

A= SUBJECT:

FrROM

The attached note from Mr. Basil Miles explains itself. I think
you know Mr. Long personally and rather respect his ability and enjoy his
articles .

Who do you think might be induced to take him on? Would you

suggest the New York Tiﬁes? Or what suggestion have you?

BS.MM

att.



MISC. 3. 1=79M-9-
R e FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE pare  May 19, 1924. 192

To. Mr' Sayder SUBJECT:_

FeaM Governor Strong - 7 v S

Refefring to the attached memorandum, I have about come to the
conclusion that there is no virtue in credit operations for aid of the
wheat growers. There has been a very large curtailment of exports, I hear,
the price is still most unsatisfactory, and I can't help believing thet the
answer is - reduced production. This might or might not be capable of
accomplishment through some scientific plan - say to be conducted by the
Farm Bureau Federation.

As to buying bills abroad, there are meny very serious ohjections,
as I indicated in a memorandum to Mr. Jay. Let me illustrate just a few
of them.

(1) If we buy bills payable in foreign currencies we take all
the risk of exchange loss, and on any aﬁount that would be of any aid
whatever in an international credit sense possibilities of loss are really
enormous. Suppose we had purchased 25,000,000 sterling of bills when
the rate was 4.70. At the present time we would stand to lose 35 cents
per pound, or say, $8,000,dbo. On the other hand, the guaranty sgainst
loss on the other side would present equal difficulties to the guarantors,
and I do not see how such a credit plan could be worked out except by the
intervention of governments and I don't see much likelihood of either the
British or American Governments going into a big exchange gamble either
independently or joint account.

.(2) There are notcommercial bille enough abroad that we could buy

to enable us to conduct a very large operation, and that is one of the

difficulties that we are going to encounter in the future in any attempt

to deal with the h ituati
A with the exchenge situation by the use of Federal Reserve funds.
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MISC. 3.1 60M-4-22
FEDERAL RESERVE BANK

OF NEW YORK

)EFICE CORRESPONDENCE Date__ May 19, 1924 192
To; Nir.Snyder SUBJECT: )
FRrROM Governor Strong . . i T

(3) Buying sterling bills or eny foreign bills in the expectation
that those purchases will bé reflected in additional'pﬁrchases of wheat or
financing of wheat strikes me as being aémewh@t.simi]ar to throwing a hand-
ful of chopped meat into the Gulf Stream which as you know ie densely
gopulated with the myst Worsolous Fhal 1. the werld ~ ihe Big Alsh wanid s
the mest and the po&r little wheat growers would not get & smell of it. |

(4) If we attempted any such program fér the avowed purpose of assist-
ing the wheat grower, the unfortunate result would be that we would not really

asgist bhim any and then they would just curse us some more.

Isn't it a fact that your own doetrine, repeatedly expressed to me, is
the correct one? j. e. that we are growing an amount of wheat in excess of our
domestic requirements and the surplus must be sold abroad where wheat can be
grown cheaper at a profit than here, and in the meantime our farmer paye high
'prices for everything that he consumes and uses on his farm.

In a broad economic sense I have always been opposed to schemes for
restricting or curtailing production. It seems uneconomic, but under present
conditions is justified as to wheat, and that is the thing that our wheat

grower should do with or without gpvernrent aid.

BS. MM
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MISC. 3. 1-75M-~39-23
FEDERAL RESERVE BANK

OF NEW YORK

FFICE CORRESPONDENCE DATE May 26, 1924. g

To ~Mr. Snyder SUBJECT:. ({:"'d"'MOX. MNM KZ- 5 c’LC-

,/-\

Governor Strong
FrOM_.

Will you kindly send me as promptly as possible & statement showing the
amount of monetary gold in this country on Januvary 1, 1914. Ag I recsll the
figure was about one billion 800 or 900 millions. Thexthe amount of the net
annual incresse in our gold each calendar year, including the amount received this

'~ Z. year down to the latest date.
I would also like to have charts, if you can show them, giving the

SS fluctuations in the rates of exchange of sterling, francs, lira, Dutch guilders,

the Scandinavian currencies, and the Swiss franc, from, say, July 1, 1914 down
to date. Then I would like to have a separate chart showing the fluctuations
e/ of these same currencies for a period of only a few years which might be‘described
as the normal fluctuation immediately prior to the war. I want to bring out the
contrast of exchange fluctuations under the operation of the gold standard with
the fluctuations in exchange since gold payment was suspended so as to show
graphically the disabilities under which international trade labors with these
extreme exchange fluctuations.
) I also want to have~the mathematical formula which Keynes expressed in
5/one of his articles in the Manchester Guardian, or in one of his books, illustrating
his theory of the purchasing power parity of currency, and if alongside of that
67'you can give a literal illustration in the case of sterling with a relative
general price level of any tyo countries to bring out the argument I want to
;?_make in regard to the disparity in price levels between any two countries hav-
ing the power to return to gold payment and that price levels require some

moderate readjiustment before gold payment can safely be undertaken by anyone.
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MISC. 3. 1-75M~9-23 FEDERAL RESERVE BANK

OF NEW YORK

'FFICE CORRESPONDENCE DATE
To . mr. Snyder SUBJECT:
FROM__ Governor Strong 2

I hate to have to send a call in such a great hurry but the fact is
I should have these for incorporation in a letter; the final draft of which must
be ready tomorrow evening for final copying Wednesday morning, to take to

Washington Wednesday afternoon. Can you send word to Mr. Beyer on receipt of

this whether this can be done. The charts should be in three copies.

BS.MM

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

May 26, 1924

192_ &



MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE May 27, 1924 192

DATE
ir SnYder L e SUBJECT%I J‘Z;'\ ‘(1)»2 0(/""\ K“"/

Governor Stro
FrROM = sy - ,ng

I wrote Professor Bullock immediately in reply to his letter,
denying that the meeting at my apartment was called for the purpose of
delivering a spanking to anybody, and pointed out that the subject of
price control never would have arisen had not Warburg mentioned it when
we were about ready to go home.

Ll

BS.MM
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MISC, 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK
OFFICE CORRESPONDENCE Dare__ Moy 2B, 1924. o7
Mr. Snyder
,x:",;a’ B SUBJECT:

- Governor Strong
FrRom_ B el oL N .
Referring to your memorandum on British and American price levels,
I am not satisfied with your reply on this subject. Certainly the price
levels in the two countries (I am not spesking of gold prices but of currency
prices) must be substantially 11 per cent. apart on such articles as cotton,
etc., because they follow the exchange rate so closely. How can our price

levels be . identical in the two countries when there is a discount of 11 per

cent. in the English curranoy?

BSom
atte.
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1A1SC. 4, 1-100M-9-23 FEDERAL RESERVE BANK

OF NEW YORK

DFFICE CORRESPONDENCE DaTe_ June 9, 1924 192
R [ | Mr. Snycler SUBJECT: pe = L= |
From _— Governor Strong

Here is a translation of an interesting article which was

handed to Dr. Miller by the Belgium Ambassador.

atto 1
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THE DOLLAR AND THE POUND,
(From the Bcho de la Bourse, Paris, May 30, 1924)

Ever since the war, as the initiated mow, & sort of silent warfare has

been going on: between the two leading mometary types, the dollar and the pound.

Recent events have made this struggle apparent to the eyes of the gemeral publiec.

This is a serious gquestion which should be elucidated as much ss possidle, for
through the incidence of its repercussions it may seriously affect the restoration

of Europe and the payment of the reparations. Let us attempt, therefore, to indicate
under what aspects this question presents itself at the present moment,

People when concerned nowadays about the level of foreign exchanges generally
ask "How is the pound?”, and it is only in the second place and not alwgpys that they
add "end the dollar?". This introductory remark is made to bring out the point that
the pound enjoys & standing which, in practice, if not in the minds of thinking people,
overshadows that of the dollar, wheress loglcslly the dollar should attact attention
first, since it is the true :t;ndnd in money matters, whereas the pound mawrtlih
only in theory, is not truly gold money.

The special interest which attaches to the pound and oauses umbrage to the
dollar arises from the fact that England cont inues to enjoy the traditional function
of the bLroker and banker of the world, although it has lost since the war the effect-
ive financial supremacy necessiary for the exercise of this function. It is the
United States that, by reason of well knmown oircumstances, bas become the great
possessor of gold, Naturally it is ber ambition to draw from this situation 21l
possible profit, which, however, in her opinion Great Eritain pockets at presemt
without rondorincl eguivalent service.

Eurgpe, generally speaking, continues to calculate in terms of pounds when
settling her international accounts, In the opinion of our tramns-Atlantic friends
this habit should be changed. The dollar should take its "authentic" place in
business and remove from the first place the usurping pound. This argument, it
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B
is evident, is not an academic controversy but a "business" proposition,
Last week, 28 noted in our "Notes ani Beflestions™ the Advisory Oouncil to
th. Federal Reserve Board, the great institution which centralizes the American benks
of issue, issued a pronouncement of which, upon careful resding, we give the following
leadingPOrtions:

"Unless America finds ways and means to permit her excessive banking strength to
benefit other countries, partiomlarly those striving to bring their house in order, the
doller cannot maintain its position as & world standard of exchange, and foreign
countries - and even American bahking and commerce - will, once more, im & larger de-
gree become dependent upon and tributary to the pound sterling. The @ouncil,
therefore, recommends to the Federal Reserve Board to cooperate in every possible

manner in the execution of the Dawes plan, and when the new Germsn bank shall have

been established the Federal Reserve Board should take all necessary steps in order
to facilitate all rediscounts in America of properly protected gold bills.”

The announcement adds that the Dawes plan provides for a gold basis for the
notes issued by the future Germsn baxnk, but leaves the door open for the ddoption
of sterling as a basis. -

"But”, continues the Council, "it is obvious that, if the new German bank is
placed on a sterling basis, the world must prepare itself to remin on a bsis-e basis

of exchange instability for a prolonged period, the end of which cannot be foreseen,

while the adoption of the gold, that is dollor basis would accelerate the return to
world wide stability. Because of its importance the council deems it its duty to
point out this alternative with all possible empha#is. It is not an Americam problem
but one that touches the future of all the world, If there &8s any reason to assume
that success of the Dawes plan may be the means of putting an end to Burope's
sufferings and decline, it 1s & unigue opportunity and duty for the United States to

lend a helpful hand to the waé utmost of its ability. 1
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In recommending to the Federal Reserve Board the rediscount of German bills
“*- Qouncil concludes as follows;

"lieasures of this character not only tend to bring our gold hoard inte active and
healthy use, but by encouraging other countries to trade in terms of dollars they
facilitate the direct sale in dellars of our own products, instead of making foreigm
countries and ourselves dependent in this respect upon Great Britain's acting as
broker and banker, a8 naturally she would, where the pound sterling would govern as
an exclusive basis of commerce and trade."

* ES L »

By reading & little between the lines and bearing in mind what we said in
the opening one can grasp the true mesning of the amnouncement. However, let us
translate it, so that our readers umight better understani the matter, into less
diplomatic language:

"Our bsmking power, the Americans think, is astually the foremost in the world.
This is not without its inconvenience, mainly because all countries with depreciated
currencies are in a position to bring into play against us very ammoying imdustrial
and commercial competition. It is therefore only fair that we should seek to avail
ourselves of the adventages. of & position which is detrimental to us from other
points of view. These nlﬁn;agou, for the most part, are seized by Great Britain,
who has comtrived to maintain the prestige which it mjw vefore the war and t0
which essentially she is no longer entitled. It becomes therefore our task to
prove to the world that there is no good reason why it should remain attached to'
the pound, and that its sympathies ought hemceforth to be turmed to the dp.lln.'

How is sach & result to be asttained? The answer is vexy simple. It
behooves Americams to make use of their "excessive banking strength” to bemefit

wcrm%;--
countries which are on the up-grade road, And 'a country
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‘ e
holped by the doller will évidently mot f2il to accord %o the dollar its nost dis-
tim‘lM consideration; for to generously oblige people is zlways sn exceilent
meens of sntering into business relstions with them, (How cem we, for example, not
help feeling resl sympethy for the dollaer ever sinee 1% hss rushed $o the sssistence
of the freme agsinst the besr speculators, )

In commection with the exccution of the Dewes plan znd the erestion of = new
Germen benk of issue the ‘mericens evidemtly thinik that now, if ever, the time hus
come, %o undertske om & sort of “"philanthropic business™ basis the intorvention whieh,
is to give to the doller its mlitimete end slleredesming conseerstion, Aecordingly
they snnounee that they zre ready %o make s grest finsmelal effort towsrd solving
the guestlon of repurations,~-0f which the ereastion of s Germen benk of issue is
pert~-provided however {this is, of eourss, mersly implied ond mot stated explicite
1y} thet the dollar end not the pound sterling shell serve ss the basis of sll eele
eul:tions, tremssetions, snd tr&uhn. which the undertaking msy reguire, "If you
wish us %o put an ond %o the sufferings snd decline of Hurope™, our trans-Atlantie
friends ssy, “"make us your bamkars™, snd this sdvice seems sltogether justified,

There is only this little diffieulty, numely the Dawes report foresees thug ‘at
the time of the imception ;vf -the Germen bamk of issue “the situstion will tnparaﬂ»-,
ly not allow of the application of the rule of convertibility". If thersforo sug-
gests thet "= currency shall be created which shall be kept stadle in relation
£0ld end, «s soon s conditions permit, be placed on & comvertible basis, If at the

e time of the ineeption of thsllak, the situstion mey be Semporarily nmNpiuoﬁ
for the spplication of this mle,” This mesns, that in plage of the dollar 1t may

become necesssry for Gemsny and her spomeors to substitute at the begimming the |

pound sterling, /nd such cetion, if we sre @ Judge by the snnouncement of the

Federal iAdvisory Couneil, mey give umbrage to /merica,
L = ¥ ® <
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It will be seen at once, where this leads us to. At present we have not yot
pe~<ed beyond the stage of preparing for the loam of 800 million marks, provided for
by tae experts. This losn is possible only if the Americans take a large portion
of it. This loam will have to be used to finance the reparctions in kind and also to
establish the new German bank of issue., If, in sccord with the bank's by-laws, the
pound is preferred to the dollar, - that is to say, let us repeat it, if we, in Hurope,
continue to regard England &s the sole banker of the world, - will not the United
States show some ccolness towards the financial operations necessary for the
liguidation of the reparation?

This is ® very importamt guestion. In our opinion the claims of the dollar

are not exaggerated. On the contrary they seem tc us quite legitimated In business
@& person that renders service is entitled to some benefit; the claims which the
United States present for its help "to the utmost of its ability” - (what & beautiful
promised) contain nothing “usuricus”, to 4% use =n up-to-date expression, These
claims however irespass upon the traditiomal profits whieh Great Britain has come to
regard as rightfully hers and to cut them off may prove guite a delicate operation
for those who may be called upon to do ite---

Let us therefore follow with care the further menifestations of rivelry
bvetween the dollar and the poaul. This rivalry may cause us some worry, but it may
8lso prove of service to us, if we only"play the game right”,
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MISC, 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE

Mr. Snydef¥ i SUBJECT:

DaTe_ June 26, 1924. 192 |

1.8
From_ . ng;. Strong

Plesse make an appointment through Mr. Beyer. I would be glad to

have & chat with you.

The basis of any reply that I would make wverbally to inquiries
such as Mr. Webber's is always the same —~ The Federal Reserve System

does not make prices; neither does anyone else!



n Misc. 4. ‘A'WOM‘?’” FEDERAL RESERVE BANK
’ OF NEW YORK

( DFFICE CORRESPONDENCE pate  July 1, 1924

192: 8

T{_ ' ‘}Mr' Snyder SUBJECT:

From Governor Strong

My other memorandum in regard to your department really replies

to the one you sent me on the subject of new investigations.

BS.MM

att.

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



MISC-( 3, 1575M0-23 FEDERAL RESERVE BANK

OF NEW YORK

FFICE CORRESPONDENCE parduly 1, 1924
Mr. Sayder

192

To. SUBJECT:

Governor Strong
FrROM_ . e -

Replying to your memorandum sbout the expenses of your department, I am

not sure, of course, what Mr. Jay has said to you about it, and besides that I have

never felt that it was a direct responeibility of mine to keep an eye on them. On
the other hand, I think you already know just about 'hat was stated to me in
Washington, which however you will easily appreciate is confidential. I think
the impression is that we have the best department of research that has so far been
esta,bliéhed. More important than that, the view was expressed to me that it was
used more by the officers not only as an aid to the discussion and solution of the
various bank problems, but as a practical working department of the bank. There
is an impression, however, that our studies are too much directed along the line
of price movements and not enough on banking snd finance. Possibly your own point
of view has been to look further into the future with regard to the longer cycles
and not to consider enough the day to day or month to month problems of actual

is thet a more elaborate study of
mansgement. My own belief , the New York money market and of the inter-district
movement of funds would prove to be of great; benefit to the mansgement of the bank,
and possibly some economy cen be introduced which will permit us to develop this
work without any added expense by somewhat reducing the work along the lines of
price investigations and business reports.

I think if the department addressed its attention first to a study of
economy in operating expenses, which is imposed upon us by the condition of our
earnings, and then towards special studies of money market and credit movements,
it would meet all of the objections or questions which have been raised about the
department. I can assure you that there is nothing personal whatever suggested
by the statements made to me. I believe that your associates in Washington have

Digitized for FRASERgreat respect for your work and that criticiem was intended to be helfful and
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v R FEDERAL RESERVE BANK

OF NEW YORK
.FFICE CORRESPONDENCE Date 991y 2, 1924. = .o,
To fMIfZ Snyder, SUBJECT: _ L.

Governor Strong
FrROM _ - . - e N

Replying to your memorandum on sterling and P. P. P. As you know, I
have been & skeptic as to some features of this theory ever since Professor
Cassel enuncisted it. Now let me express in my amateurish way just the way
this problem appears to me. |

Changes in the genersl price level are too remote and indirect in

) expectin , '
effect upon the exchange to Justifynthat %he course of exchange will coincide

with the course of relative general price levels. On the other hand,there are
commodi ti es whose prices probably correspond in any two countries with the
exchange rate. Let me illustrate: Suppose you took a list of 10.or 20
commodities which conform to the following specifications:

actively

(a) That they were traded in between the two countries - England and
the United States.

(b) That there are organized markets where quotations are actusally
made and where, if possible, the goods are closely graded in quality.

 (¢) That the vdlume of trade in those commodities between the two
countries is sufficient to justify the belief that the price reaction caused
by exchange rates is immediate.

Now the goods which I have in mind which conform to these specifications
are such as cotton, wheat, copper, some meats like lard, bacon, etc., zinc and
lead, rubber, pig iron, cosl, possibly some steandard grades of fabrics like
cotton (64 squares), lumber, sugasr, etc., etc. By taking these prices, working
out & weighted index based upon the volume of the trade in them, and comparing
the course of these prices in the two countries with the course of the exchange,
it strikes me that one would come as close tc getting an exposition of the purchasing
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FEDERAL RESERVE BANK
OF NEW YORK

.FFICE CORRESPONDENCE DATE July 2, 1924.g,
To Mr. Snyder

SUBJECT:

Governor Strong
FrRoOM _

that those are goods which heave a world market and consequently may fluctuate
in prices over a fairly erratic course compared to strictly domestic prices of
domestic goods which are not internationally dealt in, which prices as we all
realize are more subject to the influence of credit conditions, inflation and
deflation, interest r&tés, etc., than are those goods internaticnally dealt in.

Were I undertaking an examination of this subject, I would start from the

elementary beginning, such ss I have outlined above, and see where it lands us.

Let me have your own views before putting in too much work on this.

BS.MM

att.
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Misc. 4, l-;"JDM-9-2‘3 . FEDERAL RESERVE BANK
f : OF NEW YORK

OFFICE CORRESPONDENCE Date_duly 11, 1924 49
lr. Snyder

To SUBJECT:

g Governor Strong
From _

Thank you for your memorandum in regard to the cost of our indexes
of trade, production, etc. Of course, the statement which Dr. Stewart made
to me was no more than a guess, but I am glad that you have straightened him
out as to the costs. They tell me that the new line of work is under way
and I would like, at your cbnvenience, to have a little talk with you about

it - possibly marly next week if we can arrange a convenient time.

BS (M

att.
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_"}SC- 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

"OFFICE CORRESPONDENCE bate_July 14, 1924, 192

Mr. Snyder SUBJECT:

To <

FROM__

I have read Dr. Schacht's remarks attached, and of course he
leaves the impression that he is a>pretty sound man to have in charge

of the Reichsbank.

BS WM

att.
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MG, 4. 1-109M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_July 14, 1924 192

T Mr. Snyder - SUBJECT : British Prices

it

RRORL - Benj, Strong

The chart is very interesting. I am not sure that I agree with you
about the better balance of the price levels.

To my mind, one of the very few benefits which we have realized from
the war has been a generel improvement in the wage level and standard of living
by various classes of working men. It looks as though Great Britain was not
able to meintain its business activity except under conditions which mean fairly
low wages for their working population.

BS.MSB
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MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_ July 14, 1924, 192

To Mr, Snyder SUBJECT: ~

From  Benj. Strong

I think we heve all expected that there would be a certain number of
charts hung in the new building. Just what charts, how they should be hung,
and where, cannot be determined without an examination of the rooms of the
building where you propose to have them.

I wish you would arrange a time with Mr. Beyer when we can go over
to the building and look at a definite proposal. This isn't a question that
I can have an opinion gbout without being on the ground.

BS.MSB
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MISC. 3. 1-75M~0-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE DaTeEJuly 14, 1924, 192
To_Mr. Snyder SUBJECT: T
FRes ___ Benj. St,ro,ng

I have looked over the charte accompanying your memorandum of July 3,
but there are too many of them for me to get a conclusion without more time to
study them than I will have for a week or two. But I presume that you sent them
to me as evidence of the fact that a lot of work has been done along the line of ‘
our discussion. The difficulty is to put this information in such shape that
it is of real practical value. That is what I need personally more than anything
else just now. .

Let me make the following suggestion as a lead:

In 1922 the System made large purchases of Government securities. A
the same time we were receiving gold from abroad. Then, at the end of 1922 and
early in 1923, we made large sales of securities. In the fall of 1923 we again
started purchases, and have now accumulated $400,000,000. During all of thie
time, gold has been coming into the country. What effect have these operations
had upon the country's credit position, considered statistically; that is to say,
on the volume of loans, deposits, etc? What effect may it have had upon interest
rates, and what effect does it have upon individual districts, - New York being
the most important, probably?

Your memorandum of July 1 bears upon this, and I noticed by the Times
on Saturday morning that the National City Bank has a theory to account for the
large accounts on deposit in the New York City banks. Is it a fact that gold
imports, and possibly our purchases as well, have the effect of inflating bank
deposite in New York at once, and that the expansion of loans and deposits does
not spread to the rest of the ‘country for some time?

All of these things we should understand better in order to shape
our policy. For instance, we might determine to make a larger proportion of
our purchases in other districts than in New York, or a larger proportion of our
sales in other districts than in New York.

This is & very complicated problem, I know, but one which we should
study, and get all the information that is possible to get.

BS.MSB

uis



MISC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

. SFFICE CORRESPONDENCE

Mr, Snyder

| To SUBJECT:

pare July 25, 1924 45

-

Governor Strong

FROM —"

Will you ask Mr. Bendelari if there is any evidence in the literature

that he looked over of a fear on the part of Congress that those in the employ

of the Federal Government would have too great an influence in political matters

and therefore should be excluded from voting at ‘the capitol.

1 BS .MM

att.
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MISC, §, 1-75M-9-213 FEDERAL RESERVE BANK
OF NEW YORK

"FFICE CORRESPONDENCE DaTeduly 25, 1924

192
To Mr. $nyder 18 F] . SUBJECT: — — —
Governor Strong
FRC. .

There is no point in guessing about the increase in deposits as there
is a way to get at it if the reports are in sufficient detail, and that is to find
out what the corresponding assets are so as to account for the increase in liabilities.
I would assume that they are principally made up of the following items:

1, Increased losns

2. Increased investments

3. Increased reserves either in vault or on deposit with reserve agents

or with the Federal reserve bank.

It makes no difference whether it is one bank or 700 banks, I will
undertake to say that every dollar of increase in liabilities can be accounted for
by an examinstion of the various items of assets, and I suggest that that be done
if we are to get a satisfactory explanation. It will probably be found that a

large amount of the increase on the asset side is shown either in reserves or in

"due from banks", in other words, that they are made up of balances carried by
interior banks with banks in reserve and central reserve cities, and banks in
reserve cities with those in the central reserve cities, while not counting as

reserve would appear as an item due from banks.

BS .MM

atte.
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MISC. 4, 1-100M~g-23 FEDERAL RESERVE BANK

.‘ OF NEW YORK

“ DFFICE CORRESPONDENCE Date  Aug. 1, 1924 192
To_  Mr. Soyder - Sussect.  Member Bank Deposite

Governor Strong
Fk,,n_i' iy £ A L . = % Y B = . . RN

It is interesting, as you say, The question of why it should be
so is more important , however. ‘May it not be because of the concentration of
payments at this center in carrying out ocur investment policy and due to the
fact, also, that gold imports are all made to New York and consequently the

credit arises with New York institutions in the first instance?

BS .MM

att.
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MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

JFFICE CORRESPONDENCE ‘Date_ Aug. 6, 1924 .5
To_,'gv____M£:4§9¥9§r SuBJECT: = . B
From B Govgypor Strong 77777 B Bgokg:s{ L9%E§‘4, B X

The figures which you have just sent me and which .I am returning,
impress me as being based upon a plan of calculation which should give us
a8 nearly an accurate estimate of the loan account as by any method that
we could adopt.

I hope you feel as I do that thie is one of the really important
figures which must influence our policy from time to time and that, there-
fore, we ought to use as accurate a method of estimating as can be devised.

I am sorry to have caused you so much bother.

BS .MM
att.
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MISC. 3. 1-75M-9-23 FEDERAL RESERVE BANK
CF NEW YORK

TFFICE CORRESPONDENCE Date__Aug. 11, 1924. 192

~ Mr. Snyder Price'Levels

To Sy ket S FEESE w E SER - _ SUBJECT: i

FROw o - =

As an intellectual speculstion in regard to the future, I should say
that the best bet would be that in the long run we cannot expect to maintaingtable
general prices in the face of continued gold imports even though our policy may,
by good fortune, be capable of considerablegeVGIOPmeQ#beyond what has so far been
possiblé. In a way it was fortunate that we were able to acquire securities at
a time when the general price level was declining. Were it advancing with
speculative tendencies abroad, we would soon enough discover the embarrassment
of our position. '

The question now is: What may effect a change of sentimeat of such
character that people will be in a mood to buy rather than to sell things, to
contract ahead rather than from hand to mouth, ete.? That is really the nub
of the whole question of prices juet now. Around a year ago, I thought that time
was coming because I felt that Mellon's tax plan had been received with sufficient
enthusiasm to insure its passage, that the bonus bill was killed, and that the
European situation was going to have a housecleaning. Mellon's bill failed,
the bonus was passed, and'tﬁe European clean-up wae considerably delayed. Now,
however, we have a good prespect for a settelement abroad, the bonus bill has
been forgotten for the moment, there has been some tax reduction of moment to the
country, the crop situation has developed an astoniehingly improved outlook for
a large section of the farming community, and it may well be that the turn of

sentiment will take place after the country gets reassurance as to the outcome

of the elections. Of course, that is the one special doubtful factor just now.

I do not regard the figures as to reserves, bank deposits, moﬁey rates,
etc., as being so important just now as a guide to the future as I do the develop-

ment of sentiment from time to time and its bearing upon the willingness of

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

Eodaral Docarvo Ronle ofSGt logjie ..




FEDERAL RESERVE BANK
OF NEW YORK

Aug. 11, 1924

FFICE CORRESPONDENCE DATE_ - 192
To_ Mr. Sayder sussect.  FPrice Lévels .-
ERO; Governor Strong 2

ROi1

business men to make commitments. But the index figures are exceedingly illumin-
ating, and to me are convincing that even allowing for errors in judgment which
are unescapable, the policy of the Federal Reserve System has been sound and I would

not be ashamed to defend it against critics.
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SineuialTi=3=1) FEDERAL RESERVE BANK
OF NEW YORK

' FFICE CORRESPONDENCE ape  ug. 12, 1024

SUBJECT:

FrOM Governor Strong
. 3 - . . P . 1 ri 1.
here is that memorandum you were going to out the
T 1 //"
ventilat and temperature in the new building? I want to tsak /
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MiSC, 3. 1-75M-9-23

FEDERAL RESERVE BANK
OF NEW YORK

Aug. 18, 1924.

~FFICE CORRES/PO’NDENCE DaTE 192
%o lMr. Snyder e Excess Reserves
Fr. ernor Strong . X

Does your memorandum of August 15 in regard to excess reserves

indicate that you have somé doubts in your own mind as to our policy? If 80,

what has brought about the change of view/ $86 million is about 4 per cent. of

the required reserve, and as the reserve would average, say, around 10 per cent.

of all deposits, the excess is 4/10 of 1 per cent. of the deposit liability, and

in percentage is not very much.

I have myself in former years, when bank deposits in New York City

were but a fraction of what they are now, seen excess reserves of the New York

Clearing House banks alone in excess of $86 million. My recollection is that

Sxecce I (s 7o

in the us®Fy 90's the excess reserve at one time was in Sy, and after

the panic of 1907, as I recall, the excess reserve of the New York Clearing House

banks at one time exceeded $80 million.

But after all it is the last few bales of cotton that make; the price

of the whole crop, and I suppose the same applies to credit.

BS .MM

Aatt.
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MISC. 4. 1=100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK
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_ 192

OFFICE CORRESPONDENCE DATE

Mr. Snyder N 7
To_ . : SUBJECT :— L]

Governor Strong
FrROM

ess has been good enough to prepare for me an analysis
gs has been g I

= = i3 . ~r3 43 a3 zed the policy of is

of the article in the Chase Bank Bulletin which brltlb}ped the policy of thie

! i

A

th Mr. Roberts.

-

I wish you would read his memorandum attached and return
alone some such line as this that I propose to have a discuss
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CONSIDERATIONS OF BANK POLICY

In some quarters there has been a disposition to question the wisdom
of the latest reduction in the discount rate to & 3 per cent basis. This
appears méinly to be upon the grounds that this lateet reduction especielly
has tended to promote extremely low rates of interest, at least in the New York
market, and that this is dangerous and unwise.

This appears to arise through a misunderstanding of the functions of

Py
1
> i '
-l e T e T TE Tt

the rediscount rate.

Following the worldwide collapse of prices and of trade in 1920 -
there were many predictions of severe and difficult times. This has proved to
be true for most other countries, but in the United States there came, towards

mprm——————

the end of 1921, a marked recovery which has not been since seriously interrupted. J
We now possese reliable measures of the volume of trade and business

conditions, and from these we know definitely just what the posiﬁion of trade

(s

hes been. Our new indexes show that trsde was back to normal by March of

1922, and has since been below normal only one or two months. In other
words, this country, almost, alone of any important country, has enjoyed an

unusual degree of prosperity for two years and a half. And in marked con-
trast to the war and post-war periods, we have had slso & fairly stable ;rice
level ..

When in March of.1925, and again in February of this year, the busi-
ness averages rose'rather sharply and then suffered a subsequent decline,
there were again multiplied predictione that we were entering upon a serious

slump, Especislly this year the building boom and motor car production had been

going at a high pace, and a considersble reaction would have been not unnatural.
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But in June, or July, the decline which, in iron and steel and the
cotton trade, and some others, h;a become quite serious, appears to have been
arrested and since then business has been generally on the up grade. Now,
in the present year, this bank's rediscount rate was reduced first on May 1,
again on June 12, and finally on August 8, Throughout this period interest
rates tended to decline up to August, but not since the last reduction of the

rediscount rate, notwithetanding that during this period the Heserve Banks!

investment holdings have been moderately increased.
The rediscount rate being essentially in the nature of a regulator
or governor of the business machine, what, under these conditions, was the

clearly indicated policy? If, as so many believed in the epring, the re-

ceseion in business was to be serious, obviously the discount policy should
have been directed towards mitigating this aes much &s possible. If, on the
other hand, as ﬁany believed, the oppoeite danger existed and the steady in-
flow of gold must inevitebly result in another heavy expanesion of prices and

a consequent boom (such ae inevitably attendes a rise in prices) it wae desir-
gble that the Reserve Banks should be in the best possible position to mitigate
this. A low bank rate and & coneiderable investment holding wae clearly the
vantage ground.

The businese of the rediscount rate is not' to stabilize interest
rates or maintain high interest rates. In stable interest rates there &ppears
to be no economic advantage whatever; quite the contrary. Their chief eocial
function essentially involves the widest movement.

As the long experience of England has shown, the interest rate is
the surest and safest regulator of trade that we possess. Unless this rate
can move freely and widely this regulating function is lost. Tendencies to

overexpansion will not be restrained by a 5 per cent bank rate or undue

i

apprehension relieved by a
igitized for FRASER
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4 per cent rate, If the rate can move freely between, let us say, 3 and
7 per cent, this influence is correspondingly augmented. If the rate
can swing between 2 and 10 per cent, the influence}éfrclequy still stronger.

The Bank of England, the oldestéﬁ%iﬁgiz ably conducted of all
central banks, has never hesitated at these latter ranges. In 1908 and
1909 the Bank of England rate was at 2. per cent. In 1914, at the opening
of the War, it was swiftly raised to 10 per cent.

There are few economists who do not believe that if the rediscount
rate in this country could have been raised to 7 per cent, or possibly
8 per cent in 1919, a large part of the subsequent boom and collapse might
pave been avoided. In the same way a declining discount rate should be
the accompeniment of declining trade, unless, indeed, we regard the staebility
of interest esrnings as of greater moment than the stability and prosperity
of the nation.

There are many who feel that the tremendous and redundant inflow
of gold into this country, amounting now, since August of 1220, to over
1600 millions, is fraught with great peril to our economic stability, and
especially to our credit position and price levels. Thie may well be. But
the frequently predicted heavy rise in prices has not yet appeared, nor is
there as yet any beginniné. This Bank's index of twenty basic commodities,
which has shown itself such an excellent forecaster of the larger and more
elowly moving indexes, fell last week to 141.3, the lowest point in two
years.

It is true that the last six months have seen & quite remarkable
expansion in bank deposits, and that the total net deposits of ¥hg Member
Banks of the Feéderal Reserve System are now more than 3 billione above the
highest point of 1920. And such a rapid expansion is usually the precursor

of a corresponding increase of business activity and of rising prices.
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But the remarkable fact about this increase in deposits is that
about three-fourths of it has been in the.form of time deposits
and the larger part of this has gone into bank investments rather than into
an expansion of bank loans. And experience has shown that there is a quite
notable if not radical difference in the effect of such an expaneion, as
compared with a rapid increase in bank loans to customers, and, as is usually
the case, a cofresponding increase in 222222 deposits.

The business of the country is largely carried.on by means of demand
deposits, and it is the relation of these demand deposits to the volume of
business, the ratio between th€sgand the volume of trade, which chiefly de-
termines the general level of prices. The increase in demand deposits in
thie country in the last two or three yeare has just about balanced the in-
crease in the volume of trade, and we have had, therefore, a fairly stable
general price level, as this Bank's new index of this general price level
has so clearly shown. M

There have been considerable fluctustions in the averages of
commodity prices at wholessle, both up and down, but in such times of per- }
turbation as the last ten years this is a distinctly different thing from
the movement of the general level of all prices, including therein wages,
rents, retail prices and other elements which make up the total of payments
for goods and services.

But if ouf redundant gold really threatens an overexpansion of bank
credit, clearly it is the business of the Reserve Banks to be in the best
possible position to meet this. And against any long and slow expansion,
as in the twenty years preceding the War, experience clearly shows that
neither the bank rate nor the interest rate is any effective counteragent

whatever.

On therther hand, if a recession in trade and a decline in bank
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bor w1ngs presente an excellent opportunity to the Reserve Banks for ac-
quiring & sufficient holding of investments, this can become a very potent
factor in checking expansion in a time of need. If the larger part of the
Wember Baffireserves of the country, say a billion and & half, was invested
inbﬁovernment securitiee, this would provide a f&nd that would go far to
counteract the effect of even a billion and a half of redundant gold.
Whether this would promote cheap money or speculation in stocks -
and bonds seems of little consequence. Stock speéulations are but a bubble
on the broad stream of trade and can never seriously affect trade conditions,
a8 We now have sbundant evidence.
Nor do very low interest rates in the New York market necessarily
foster credit expansion. After both the panic of '73 énd of '93 we had a
prolonged period of cheap money, but the credit expansion was long delayed.
But there is yet another phase of the qﬁestion. The United States
have & vital interest in the revival and the stability of world trade. We
have equally a selfish interest in getting rid of this billion and & half of
redundant gold ae/géizgigﬁ;3 possible. WWe have no need of it; but the rest
of the world has a genuine need for it. For every cent of it we have paid
the exact equivalent in‘gqods and services. A billion and a half of dol-
lars is a good deal of money to throw away. If we could help a general
return of the nations to the gold standard we should gain both ways.
Experience as well as theory has shown that, in a broad way, the
rates of foreign exchange under such conditions as now prevail correspond
broadly to the relative positions of the price levels of the different coun-
tries. If our price level declines this tends to raise the purchasing
value of gold and to lower the value of paper currency; in other words, to

make the return to a gold standard very difficult. It is highly to our

http://fraser.stlouisfed.org/
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interest either to keep our price levels steady, or even that they might
somewhat advance. And quite apart from all this, low interest rates here
promote foreign borrowings and set the tide of fofeign payments in the
opposite direction to what it has been, which in turn would greatly assist
England and other nations in getting back to a gold basis.

And beyond a2ll these considerations there are others of a more
general nature, of social and political significsnce. There is no gquestion

that the high discount rate of 1920 was generally connected in the mindes of

) & \
3
<g§{ greatly stimulating the prejudice against any form of central benking system

é&.the farming population and many others with the violent fall in farm prices,
..

X
’:;/g{ in this country. Identically this kind of feeling made an end both of the
[

First and Second Banks of the Unit ed States. If this prejudice were strong

\
?;AL}};fggf;) enough it might be sufficient to wipe out all the great gains in banking !
reform eince 1913.
Clearly it ought to be eaid that if the Federal Reserve Banks can
make a high rate of discount they ought egqually to be able to meke very low
rates. J a 4
There is yet another consideration, and that is thal eseenttsskis
the rediscount rate is largely determined by the prevailing interest rates
and not the determinant of'tham.,\ﬁ& is open to question whether prevailing
money rates would be greatly different at the present mopent if.there were no

Federal Reserve Banks at all. We have had extremely low interest rates in

New York in many periods before these banks were created.

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




MISC. 8.1-75M:9-23 FEDERAL RESERVE BANK

OF NEW YORK
“FFICE CORRESPONDENCE DaTe_fug. 18, 1924
LO0Y Mri Sil}yger SIS I SUBJECT: . = Ll
B Governor Strong

I see no objection whatever to your giving the lecture course on

192

"The Bueiness Cycle" in the Department of Economics of Columbia University next

summer, Of course, the only objection which could be raised would be that
the discussion might in some way involve a disclosurs of the affairs of the
bank, but your own good sense in that respect is sufficient for me, and if

there is any doubtful point in your mind on that score, I am sure you will

refer it to me.

I think it is a good plan to keep these contacts alive.

om

S ._“ii..,

att.
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iy FEDERAL RESERVE BANK
OF NEW YORK
OFFICE Aug. 18, 1924
CORRESPONDENCE DATE__ T 192

Mr. Snyder

Street Loans
- . SUBSEREESs < 0 §

Te

v
o

Governor Strongz

The explsnation of the change in proportion between loans for

account of correspondent banks and loans for the account of New York reporting
banks is & fairly simple one. The New York banke are forced to take these
loans over when the call money rate gets so low that there is no profit in
lending the money over what is received on ia .deposit balance. It saves

the out of town correspondent a lot of bookkeeping and bother in figuring

interest just to call the loan and let the balance remain in its account.

I have no doubt a lot of that has taken place.

na mr
DO o Al
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ng of the Governors
In order that the
confere e & P 'y o heve the rrograms prepared
-dfdut Pr— ‘advanece of thut date, im order that
Mmlmﬁuhm-ﬂmmmmum%
ﬁ-muumuummm ‘ ‘
¥ill you plesse, therefore, give to the variocus departments within your
"~ jurisdiction an opportunity to sugzest to you eny topics which they mey wish to
" have presented for considerstion, and swdait sny toples of substantiel importance
uu.m.mwm&pmmammum
| then October 15, 1924. L2 |
] Plesse cbserve the ususl custon of submitting ssch tople separstely snd
mmmunmmmumm
mm«:mmmumx‘gumuﬂ-muqh
program, followed by & concrete recommendation if action is requested, and by a
brief explanation of the poimt raised if duscussion only is desired.

S —
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Pt e FEDERAL RESERVE BANK
T OF NEW YORK

) OFFICE CORRESPONDENCE

e

To< Mr. Snyder SUBJECT:

DATE_Sept., 9, 1924 192

R

Governor Strong

FrOM

Owing to Mr. Roberts' illness, I have been unsble to see him,

| : and probably will not do so before leaving for the West.

With this I am returning Dr. Burgess' memorandum and think it

might be a good plan for you and Burgess at some convenient opportunity,

and without emphasizing it too much, to have a talk with Mr. Roberte

and confidentially clear up hia mind of any doubts which he may have along

similar lines.

BS .MM
atte.
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MISC. 3.1 60M-4-22 F
FEDERAL RESERVE BANK \\
OF NEW YORK

OFFICE CORRESPONDENCE pare_sSewt. 10, 1924

192

T Snyder SUBJECT:

FroMm Governor Strong

The addition to your memorsndum in the par clearance suit seems to me
quite well worth while for Mr. Baker to consider, Of course, we don't want to

direct him too much in the character of his defense of this litigation, and there

is a very nice question which will cause some difficulty as to whether any evidence

of thie charscter upon which an argument can be based hes a proper place in the
trial of the case, which of course is confined to' the allegations in the bill.

I think you and Dr. Burgess had better discuss this with Mr. Baker when he comes

to New York on the 20th or thereabouts. I shall be in Colorado then.

As tc the charts. It seems tc me a pyramid is graphic and will explain

to an uneducated person just what transpires, but it will only be complete by

the figures of the
showing thqﬂbanks through which these credits pass and accumulate, putting in the
agtual figuree for purpose of illustration and then adding a little description

(=]

. of the process of lending snd of the way the deposit is tr;nsferredlfron one bank
te another and thereby the recserves transferred in a decreasing quantity until
the theoretical l1imit of expansion is reached, which of course is & logarithm
with no end to the calcu}atidn.w I like the larger chart in pyramid form better
than the smaller one, although I see no reason why we should not prepare a

variety of them and give Mr. Baker his choice.

This is a situation that ie worth all the work that we can put into

BS ..MM

att.
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MISC. 3.1 60M-&22 -
"FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE bare_ Sept. 15, 1924

To. dr. Snyder SUBJECT:

FrOM Governor Strong

There is no reason for you to be in the dumps about the index or
anything else. Don't forget that the educational value gained from & study
of'past experience must be supplemented by some sort of judgment in its
practical application,and the reason why I went the figures along the line of
our recent discussidn zs to credit, is because the first is not complete without

the seccnd. To tell you the truth, I think your index will prove to be the

en index of wholesale prices or a selected list of senmsitive articles or living
which v sghom
costs or any other index fails in comprehensiveness} which—7 just one smell

A
item in a big picture; and I have always felt that your index is the most
comprehensive. If it is at all open to c¢riticism, from my point of view it
would be on two grounds: (1) iaz%ecriticism which applieﬁ-to every weighted
index, and that is, a8 to the judgment with which the weighting is done, and
(2) is as to whether the calculation of a trend, in order to find u’true
normal, is definitely sound. I don't know enough about it to be able to
criticize intelligently, but it seems to me there may be a weak spot there.
I should be glad to learn of any new suggestions you and Burgess

may have about banking figures, becauee T do attsch considersble importance

to work slong those lines.
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paaRl L FEDERAL RESERVE BANK

OF NEW YORK
OFFICE CORRESPONDENCE ' Date November 3, 1924 192
To_“m., Snyder L - SuBJECT: R
FroM ~ Benj. Strong. £y "l

I have read the attached memorandum and draft letter to Mr. Knox, and
this ies my reaction:

15 A personal letter to Mr. Knox serves no broad purpose unless he
is pemitted to circulate it, or to publieh it.

2. As this is & Federal Reserve System matter, as distinguished from

our own bank, I am unwilling to make a statement for the System on so important
a matter at least without some understending with our Washington associates.

3. This matter is on the progrem of the Governors Conference for .
discussion, and my own recommendation is going to be that a stetement of our
policy be prepared at the earliest possible date and printed in the Bulletin,
and that either the statement in full, or an epitome of it, be put on the back
page of each of the twelve monthly reviews. If possible, I would like also
to see such a statement appear in the journal of the American Bankers Association.

Incidentially, I was delighted to have Colonel Ayres tell me on
Friday that while some of his 6611eagues in Cleveland would not agree with him,
he was, personally, very glad that we had accumulated such a large investment
account, as he believed it was about the only means available to us during the
past year to protect the country against an inflation. Such fellows as he
can help us immensely. And so can your friend Chandler, with whom I had a long
telk, and a frank one. Likewise, George Roberts, whom I hope to see in a few
days.

Does not this same stetement apply with equal force to the article
which accompanies your letter of September 26, which I sssume was written to go

Digitized for FRASER Golorado and held up on account of my desire to have no mail out there?
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Rl Ly FEDERAL RESERVE BANK ,L/’

OF NEW YORK ?}

OFFICE CORRESPONDENCE pate November 17, 1924.192

SUBJECT:

To_ #'7. Snyder

From Governor Strong

What, if anything, are we able to do in order to get a good line on the
amount of "forward" contracting. This is the period when inventories in forward
contracts have a very important bearing upen our peolicy.

I doubt if it can be approached statistically, but if discreet inquiries
can be made by our investigators so that this matter can be constantly watched,

I think it would be of value and I would like to know the results.

BS.LS »
(Copy to Dr. Burgess)
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MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date November 18, 1924. 102

To_  Mr. Snyder

e SUBJECT -

From___ Governor Strong

I have been invited to address the Amy War College on January 22,
1925. I wrote General Ely that my throat did not pemit my doing so, but
offered to suggest some substitute if he desired me to do so.

His reply is attached. Do you feel that it is worth while for you

to undertake this?

Att,
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MISC. 4. 1-100M-9~
s FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date November 22, 1924.;qp
Tofﬁ. . Mr. Soyder susssct.  Forward Contracting.
From  Govermor Strong

I did not have in mind a statistical treatment of forward
contracting, but simply such private, unofficial inquiry which would
disclose whether the tendency was developing and whether it wes con-

siderable or slight, dangerous or harmless, etc.

BS.LS

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

Federgl Reserve Bank of St. | ouis




By FEDERAL RESERVE BANK
OF NEW YORK

¢ FTCE CORRESPONDENCE Date_ November 29, 1924.92
To,_,!§5E£§g4§DY“§£AQQdWBUIgQBB - SuBJECT: - 1
FrROM Benj. Strong. ___w

Referring to our talk of a program in connection with recent criticism
of the policy of the Federal Reserve System, please note the careless &4nalysis
on page 2327 of The Chronicle (Nov. 22, 1924) in the middle of the right hand
column, where it says:

"gince when trade again improves the securities
can be sold and the funds released placed at the
commnand of trade" etec.

This merely exhibits the loose jointed way in which this matter has
been discussed in the press.

As te the criticismgthemselves, I think they fall within three
categories: : '

1. Unremunerated services.

An anelyeis of this will show that they are all
services of the charicter required in order to give effect
to the principles of the Act, and the answer, if one is made,
must be an attempt to justify performing necessary services
without charge. And that, I fear, is one of the weak joints
in our armor.

2. That investments are made in order to
produce earnings which are needed to meet
the heavy cost of these ‘unremunerated
services.

While the Governors of the Federal Reserve Banks
have for the past year or two been definitely on record
collectively as opposed to investments just for earning
purposes, there is, nevertheless, a feeling in the minds of
some of the Reserve Banks that they must earn most, if not
all, the expenses and the dividend, and here again is a weak
joint in our armor. We in New York know that the whole
purpose of the operations of the Open Market Committee is
credit control and not earnings at all, but an exact and
fair picture of the attitude of some of the Reserve Banks would
probably be that they have agreed to a policy as to credit
which is agreeable to them because it does produce earnings
as a sort of by-product of the policy. And the real test
of their attitude will come when the time arrives to sell
these securities. As this time is approaching, we will soon
know more.

3. The General Subject of Policy.
Digitized for FRASER

http://fraser.stlouisfed.org/
Federal-Reserve Bank of St. | ouis Here we come to a‘_sylste{n matter ??.suc]? ?Om?nf;i



e FEDERAL RESERVE BANK

OF NEW YORK

FICE CORRESPONDENCE DATE November 29, 1924 192
‘o Massrs Snyder and Burgess BT SUBJECT: = =aC N
' -8-
"ROM Benj. Strong

or writings lest we invade the field of the Federal Reserve
Board and lay ourselves open to the criticism that we are
not "playing the game.”

From the above you will observe that further reflection leads me to
hesitate a bit about going into this matter ourselves and in our own name.

On the eleventh of December a big banquet is being given to Mr. Owen
Young. I hear that the applications for seats will result in filling the
Waldorf-Astoria banquet room to the roof. I wish you would ask Mr. Jay how
he feels about preparing a very brief, conservative statement to use in con-
nection with his address at that banquet, which would deal with Federal Reserve
policies somewhat from the European standpoint and along the line of our recent
discussions with Anderson et al. This is just a thought based upon my belief
that almost anything that Owen Young says just now will be regarded as gospel
and coming from the world's greatest financial strategist.

BS.MSB
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T T FEDERAL RESERVE BANK

OF NEW YORK

QFFIC E\ CORRESPONDENCE Date December §, 1924 192
To__ Ir. Snyder ) . SUBJECT: - =
;FROM Benj. Strong P o S

I know Mr. Boies very well. He is sympathetic and a good friend.

We must bear in mind that a meeting of newspaper men bears some
resemblance to the strength of a chain, - which is no stronger than its
weakest link. A meeting of the character you suggest is limited in
freedom of discuseion by the limitation imposed by the degree of trustworthiness
or untrustworthiness of the least trustworthy person present. I had a talk
with Mr. Noyes sbout it yesterday, while Dr. Stewart was in the bank, and
they both agreed with me on this point.

My suggestion is, therefore, that we pick out a very small group
of the very best men and most relisble of the newspsper men. My suggestion
at the moment would be Boies, Noyes, Woodlock, Schneider, and, of course,
we might add Roberte, Chandler and Anderson. I would not think of having
Willis and Seibert at such & meeting, and I am not well enough acquainted
with the others whom you name to take the responsibility of making any sug-
gestion, ‘

Dr. Stewart would attend such a meeting.

If you and Mr. Jay agree that it would be worth while, I will be
glad to have these men dine with me some night, and would submit to your judgment
and his the question of whether anyone else should be present.

We must not mix the white sheep and the black sheep; neither should
we have & mixed party of newspaper men and business men. If we are going to
have & party of business men suéh as you suggest, they should all be of that
type, for the discussion would be of a wholly different charactér, and, in my

opinion, would be subject to limitations which would not apply with the members
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« 3. 1-75M-9-23
FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE DATE December 3, 1924 192
To My, Snyder SUBJECT: . =
FrROM Benj. Strong —2-

of the press.

Won't you go over this with Mr. Jay and get his reaction?

BS.MSB
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/. 1-75M=9-23 FEDERAL RESERVE BANK

OF NEW YORK

JFFICE CORRESPONDENCE DaTe December 3, 1924 192
TO-u4 "r; &};Yder . S L SUBJECT: o _F
FROM _ BeaJ. String

I cannot answer the two problems you suggest, except that it
may be that during the peaks of industrial activity caused by the war,

very large sums of surplus earnings were plowed in in all the industrial companiean

which benefitted by the war activity. This certainly was true in various
branches of the steel industry, and poessibly others. It was notably not

the case both with the reailroads and with the public service corporations,
which were subject to the very high coste of operation and control of rates.
They suffered while industries benefitted. The steel corporation is the

outstanding example.

BS.MSB
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s FEDERAL RESERVE BANK

OF NEW YORK

,;'FICE CORRESPONDENCE Date_ December 4, 1924. 192
o ki " Nr. Siyder -oJl-t o villbear SUBJECT: .
‘ROM Governor Strong - .

Here is a note from Miles. Can you ascertain from our files
what the Allied end Colonial debt is to Great Britain?
As to the second question, do you not feel that the maintenance

of the arbitrary ratio between the Reichsmark and the Rentenmark was

due to the following csuses:

1. The steps which were taken to prevent the export of
the Rentenmark and its use abroad in settling foreign
payments to Germsany;}

2. To the very high discount rate of the Reichsbank;

3. To the element of convenience, and

4. To the general shortage of all forms of currency for
making money payments.

Are there not other points?

Att.
BS.LS
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MISC. 4. 1-200M-1-24 . FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Dare_December 8, 1924

Tc Mr. Snvder SUBJECT:

192

FRom___ Benj. Strong ' e

Before I write Miles, are you able to advise me of anything that
is known in regard to what, if any, payments are being made by the dominions

and colonies on the loans made them by England, or of any payments being made

on the loass of the allies? \/



e 0
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j gt FEDERAL RESERVE BANK [
‘ OF NEW YORK |/
OFFICE CORRESPONDENCE Date December 22, 1924. 9o
| | v ~E! TR
To_ ! . Mr. Snyder SUBJECT: -
FroM Governor Strong oG

7{[\
The remarks in regard to th Amerlcé:n ng%apﬁ! qually

to the article in the Annalist. ‘\\\;tf:;f ;

the Annalist, if it is worth paying any attention to at all.

Att.



MIBC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

('FlCE CORRESPONDENCE DaTe January 4, 192 4
’ To Coveraor S’crong SUBJECT:

FrROM . Mr. Snyder

"A Tract on Monetary Reform," by J. M. Keynes, will be published
here by Harcourt, Brace & Company, on Jeanuary 17, end we have sent them an

order for twelve copies as soon as issued.
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MIBC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

‘)FFICE CORRESPONDENCE DATE — gommmtn . 1384
o Governor Strong SUBJECT:
FRO’ Mr, Snyder

Just as recalling a little incideant of 1921, you may be interested
in a little paragraph on page 4 of the enclosed, and the matter to which it

refers.
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‘Z“)F’F'HC;E CORRESPONDENCE Date_ January 8, 192 4
To Governor Strong SUBJECT Bok Plan

g Mr. Snyder

I em much interested to know that you purpose to vote
on the Bok plan, for, like yourself, I had the same impulse to
break a fairly steady procedure in that regard and do the same,

I don't know how you feel about it, but it seems to
me that our Senate today was never more misrepresentative of
American interests or enlightened public sentiment. With sixty-
four of its ninety~six members drawn from the sparsely settled
West and South, containing but two-fifths of the population, it
is now unrepresentative in fect, It is simply grotesque that
e few thousand populetions amid the sage brush of Nevada, Arizona,
New Mexico, Idaho, end the like should be able to out-vote ten or
twenty times the population of New York, Pennsylvenia, Ohio, etc,

It seemed to me that the egregious Bok had really hit
upon & plan to give voice to the better sentiment of the country
and to bring some real pressure to bear upon a dismally dense body
of back numbers,

Would there be any objection to at least pass the word
around to all the Bank that this is a matter of sufficient interest
that everybody ought to say their yea or nay about!?




K

=FICE CORRESPONDE Date  January 8, )

Governor Strong SUBJEC Bank Deposits and Prices

\\
Mr, Snyder \

I should like especially to have your consideration of the chart
of gold stocks, deposits, and the general price level in this morning's
Business Summary., It seans to me of rather curious interest.

If we had taken the average of commodity prices at wholesale the
spread here shown would, of course, have been still wider.

Does it not give the impression that this spread cannot long con-
tinue!? And T take it that there is no probebility of a great decline in

bank deposits,
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FEDERAL RESERVE BANK
OF NEW YORK

’ .)FFICE. CORRESPONDENCE P iy 1.
» ‘\5\;7'Governor Strong SUBJECT: F, R. S. Pamphlet
} Mr. Snyder

The pamphlet, "Of Service to Banks and Business," is very at-
tractive, very interesting, and very effective.

All the more reason why, since it deserves and probably will
have very wide circulation, it should not contain erroneous statements
or inaccurate information, as is the case on page 7.

The Harvard "Index of Business," here used, is not, as I think
we now know, conclusively, a correct report of the course of business or
trade, It is essentially an index of prices merely.

We have found such strong confirmation of our composite index of
the Volume of Trade that we may now say confidently that the volume of
buginess and trade in the 1919~'20 boom reached its peak, not as here repre-
gented, in the middle of 1920, but a full year earlier.

The Harvard index was so clearly erroneous and so far from the
reality, that it had to te radically (revised last summer,

As it is, furthermore, baséd, as I believe, upon an erroneous idea,

I do not think that it ought to be used in this book,
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O NEW YORK
or—.—*!c&z CORRESPONDENCE : DATE January 11, 192 4.
To Governor St!'m"-g SUBJECT Letter to Loga.n.
oy
FROM Mr. Snyder

An admirable exposition, and most important I think is the
note which you stress on page 14, that the morale of Germany must be re-
stored.

But, outside of reparations payments, I see practically only
one reason why Germany should have adverse trade balances for more than
a brief period, and that is simply that her scale of prices was above
the levels of her competitors.

Next:

(1) It seems to me thub the idea that Germany cannot mobilize
the 5 or 6 per ceat, of her income that would be required as taxes,
to sustain the government on a moderate scale of expenditure, is
absurd,

(2) I bvelisve that the German capitalists and banks have
ample funds to provide the government with a temporary loan, suffic-
ient to tide it over until the taxes come in,

(3) Therefore, I do not believe that they need any foreign
loan, or any further inflation, or to do anything but to get back
to sane economics and sane finance,

All the rest of it seems to me pure subterfuge and evasion,
And I believe that if you were to spend five weeks of travel and investi-
gation in Germany you would share fully in this view,

Is not the real trouble that the Germans themselves have no
faith in the honesty of their own government?

Why should we have any more?
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DATE January 12, 1924 o

To _\"/ Governor Strong sussecT: Federal Reserve Pamphlet.

FrROM —t Nr, Snyder

About that Philadelphia pamphlet:

As I understand it, some 20,000 or 30,000 of these pamphlets
have been printed and are to be distributed. They cost 11 cents apiece,
and the cost of distribution will not be less, with lebor and all, than
4 cents more, -~ say 15 cents each.

If there are 30,000, this is an expenditure of $4,500 -
enough to make it worth while not to include half-baked and misleading
statistics.

On page 22 is another chart which gives the impression that
retail trade in 1923 was belov’and wholesale trade far below 1920.

I don't think the Federsl Reserve System ought to father such

things as this.
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FEDERAL RESERVE BANK
OF NEW YORK

')FFlCE CORRESPONDENCE DATE . January 28, 1924

To M, J.,y (Cpr, for Gov. Strong) SUBJECT:

@ e, Sayder

You will note by the enclosed that still another service steps

in this morning, with an index practically the same as we have had in
thie Bank now for the last two or three years.

I especially call your attmtion) to its reference to the iandex
published by the Fedéral Reserve Boani.%lmd likewise its use of the word
"normal %

Practically speaking, T know of no competent statistical service
in this country now which does not make use of the ooncapt,thhia word in
some form praertiob.lly the same as our own.

This includes, mmong others, the Harvard Buresu of Business Re=-
search, the American T. § T, Statistical Department, and the Standard Daily
Trade Service (whose economic adviser now is Prof. H. J. Davenport, of
Tornell University.)

It is pratty discouraging to have this sort of thing happen year
after year mag it han ever since I came here, And I suppose the next will

be an index of the Volume of Tradec.
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31 STAT.300010-21
FEDERAL RESERVE BANK
OF NEW YORK

@ FFICE CORRESPONDENCE Date  Jenuary 29, 192 4
To__~ (yvernor Strong  r E SUBJECT:
O 4 _ Mr. Snyder

George Harrison has shown me the kind of an index digest pre-
pared by Mr, Hamlin, of the Board, as to the differences between the
Aldrich Monetary Cormission Bill and the Federal Reserve Act as passed.

As it stands it does not seem of much use. But it ocecurs to
me that an analysis by parallel paragraphs might be of service to some
future historian of the System, the which I might be mysslf some day.

Do you know if anything of this sort was ever prepared, and if
not do you happen to have any extra copies of the original Aldrich Com-
migsion Bill and of the Federal Reserve Act as originally passed?! Pos-
sibly, also, of the original draft of the bill by the Class Committee, 28
submitted to Congress?

It happens that Miss Davidson would be free for a few days to do

a job of this kind, if we wanted to.
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FEDERAL RESERVE BANK
OF NEW YORK

@ FFICE CORRESPONDENCE Oate_ February 1, 1024

To _Governor Strong Sussect: __ The Bok Plan

FRC’ Mr. Sayder

(1) 1Isn't some kind of a court better than any kind of vigilance

committee and lynch-law sort of mob rule, and isn't the appeal to war

always more or less of that emotional type?! 1In other words, isn't any
kind of a scheme that will make the countries sit around a table, no mat-
ter how senseless the babble they indulge in, better than trusting to the
conferences of a lot of cookie pushers in white spats that we call diplomats?
(2) Won't the League of Nations tend to set up some kind of a centre
of interest that would be antagonistic to the militaristic political centres;
and, therefore,
(3) Isn't it better to vote for the Bok plan and get our folk interested
a little than to go with the jingos, the know-nothings, and the blatherskites!?

That is my fealing.
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= FEDERAL RESERVE BANK

' Y OF NEW YORK

OFFICE CORRESPONDENCE Date  February 2, 192 4

To____ Governor Strong SusJsecT:  Qutlook for the Gold Standard

Fp-’ Mr. Sayder

(1) I share your view that, as yet at least, there is no serious
menace of a general abandonment of the gold standard by all the other nations
of the world, leaving us to hold a bagful of four or five billions, And I
have the same view that you do, that more or less we are kind of utilizing
this gold as a sort of international fund and that, while the external ap-
pearance is a great difference from pre-war conditions, the reality of
sveryday business and banking practice is pretty much the same,

(2) I also believe that the gold tradition, as you call it, is
very desp=-rooted in the human mind, and that in the present state of public
intelligence there is very little likelihood of a general sbandonment of the
gold standard., But do you not feel that there hes been a good deal of real
progress in the last six or eight years away from a slavish adherence to the
theory of absolute gold control of the price level!?

9/ Over long periocds, of course, the cost of gold production will
o average out, so as to control the trend of production, so that, up to the
T K LM “” y world war, the average of prices has not greatly varied from the average
W\‘LW (o2 % of the preéceding century, although I am not too sure about this.
V'L
| But within the century there were very wide variations and I feel
as though Wesley Mitchell put it very well when he said that it was not
creditable to our intelligence that we should have been able to devise no
better method,
But

(3) /1 have a feeling that the "return” will not be to an absolute
gold standard, but rather for most nations, at least at first, the establish-
ment of the gold exchange standard, i,e., simply the use of gold for settle-
ment of international balances; in a word, that we shall no longer have a
gold currency in the several countries.

Protty certainly France will not devaluate, at anywhere near a
feasible figure, and of course a return to the old franc par would be fan=-
tastie, with its present load of debt; so France can have no stable ex-
changes except on a gold exchange standard.

And is it not likely that the same thing is true of Germany, and
perhaps, also, for the present, in England!?

You have noticed that little Finland is joining the rest of the
states, like Czechoslovakia, Austria, etc., in establishing just this scheme,
and if things get straightened out in Germany, and they do the same, then I
should imagine that almost all the paper money regimes would be changed
over to this basis.
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OF NEW YORK

‘OFFK;E CORRESPONDENCE Date February 2, 192 4
To Governor Strong SusJecT: _Outlook for the Gold Standard
Fr«:‘ Mr, Snyder 2

(4) But as to the effect of all this on this country, I am more
dubious. There has been probably a quite heavy reinvestment of European
funds in this country in the last two or three years. But I am wondering
if a large part of it did not come from much the same type of people who
were accustomed to investing hers, and had large investments here before
the War,

I don't see much evidence of progress towards making New York the
international money centre. Mr, Jay makes the point, and I think it is a
good one, that England is habituated to the idea of large cepital exports,
and we are not. We can still use pretty nearly all the available funds
we have in this country,

It is very clear that even such a colossal investment as three and
a half billions in a few years could not give us a successful merchant marine.
Those things have to grow, of course, They are rarely successful as a
measure of force majsure,

Now, I imagine a large part of sterling bills and loans for inter-
national trade arise pretty directly from the sources of the trade, and, with
our exports rather dwindling than enlarging, I do not see much likelihood that
we are going to supplant London.

(5) But I do think that England has been feeling of late the ef-
fect of her wildly wobbling sterling rate, end that even cast iron die-hards,
%« | like Sir Charles, are beginning to weaken, I talked to Chandler about this,
who spent several months over there last fall, and he tells me of some very
interesting conversations,

Probably the Keynes group are as extreme in the one direction as
the uncompromising back=-to-par-ites in the other, and that the compromise
will be on something like a gold exchange basis, as I have suggested.

Does this sound reasonable to you?
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‘ THE NEW FINANCIAL POLICY OF ENGLAND

By HERBerRT N. CASSON

Written for THE WALL STREET JOURNAL

The first two weeks of the new year began in England
with a renewal of the discussion on the gold standard:
and it seems now evident that a definite policy will soon
be adopted. .

The policy suggested by the Cunliffe Committee was
abandoned during 1923, because of the industrial depres-
sion. Lord Cunliffe’s advice was to deflate and return as
quickly as possible to the gold standard.

This opinion is still held by many bankers. It is still
being defended by Harold Cox and Lord Inchcape and Sir
Charles Addis. But it has ceased to be the opinion of the
merchants and manufacturers of Great Britain.

The prevalent opinion is now in [favor of a stabili-
zation of prices, by means of a managed currency, based
partly on gold and partly on the Board of Trade’s Index
Number of wholesale prices.

No one knows clearly how this can be done, except a
few theorists who have complete and elaborate schemes
all worked out. But the drift of English opinion is un-
deniably in this direction.

The central idea of the new policy is that for every
rise of 10 points in the cost of living, the bank rate should
be raised a half of 1%; and for every fall of 10 points,
the bank rate should be lowered a half of 1%.

R e et

EXPANSION AND CONTRACTION OF CREDIT

In this way, the expansion and contraction of credit
would depend, not on gold reserves, but on the prices of
the principal commodities. The aim js to"secure a direct
relation between prices and the supply of credit.

This plan does not involve the debasing of the cur-
rency. It does not mean the free use of the printing press
to create an artificial prosperity. It means a regulated
currency, but regulated by other commodities as well as
gold.

It is now an open secret that the government had
adopted this policy and was about to put it in action,
when a cabinet minister let the cat out of the bag.

Sir Montague Barlow, the Minister of Labor, who was
defeated in the recent election, declared in a public speech
that the government was about to try a little inflation.

This announcement at once caused a roar of protest
from thc daily press. The Daily Mail used the word “in-
flation” as a club and hammered the government until a

| Continued
No. 81
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general denial was sent out. Since then, nothing has been

done, but the increase in the numbers of the unemployed
has now brought the question again to the front.

The influences that are at work for a new financial
policy are as follows:

McKENNA FOREMOST FIGURE

1. The Federation of British Industries. This great
association consists of about 25,000 firms; and it was first
to demand that the policy of deflation should be checked.
“Keep internal prices level and stop deflation,” says this
federation.

(2) Mr. Reginald McKenna. As the head of the larg-
est bank in the world and as an ex-chancellor of the ex-
chequer, Mr. McKenna is the foremost figure in British
finance; and he is strongly against deflation. He was
obliged to modify his views, because of the outery from the
press and the timidity of his fellow-bankers; but he is un-
iquestionably an inflationist, regarding inflation as a re-
medial measure in the present condition of depression.

(3) Mr. John Haynard Keynes. The views of this
emphatic young professor are accepted at par by the Man-
chester Guardian, and they are discussed in all parts of
England.

ooy,

nounce the Versailles Treaty and to maintain that Ger-
many must not be ruined.

He pours out a flood of articles and books on trade
and finance and all manner of sub
pacifism and birth control and free trac
currency, and he has a large following.

He has recently written a book on “Monetary Reform,”
in which he attacks the gold standard and advocates a cur-
rency based on the Index Number of wholesale prices.

He maintains that the United States has practically
demonetized gold and that there will be a slump in the
value of gold. Its value is only maintained, he says, by
the Federal Reserve Board’s “costly policy of burying in
Washington what the miners of the Rand have laboriously
brought to the surface.”

He believes in
le and a managed

HOW TO STABILIZE PRICES

He incists that even the United States must abandon
gold, in order to stabilize her internal prices. Stability
should begin at home, says Keynes; and then, by degrees,
the nations may reach a point where they can stabilize
the excharges.

These two men, with the powerful help of the Federa-

Continued
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tion of British Industries, have changed English opinion
with regard to the gold standard.

Also, the swing away from gold has been accelerated
by the slump in sterling. The English people had hoped
that the funding of the American debt would lift sterling
up to par. The reverse has happened. It has dropped
from $4.68 to $4.30.

It is now thought that Baldwin made a great mis-
take in promising to pay in dollars; and this decline in
sterling has quite changed English public opinion about
the importance of keeping pace with the dollar,

England expected sterling to rise to par amd gold to
flow back to London. Neither of these expectations has
been realized. The English pound has depreciated 8%
and the flow of gold to America in 1923 was greater than
in 1922.

In a word the new English monetary policy will ba
based on profit rather than on pride. It will aim, first and
foremost at a stabilization of internal prices and a stimu-
! lation of trade.

O L O
NORTH DAKOTA LIGNITE

MINNEAPOLIS—Production of lignite coal in the
North Dakota mines, in 1923, reached the highest figures
in the history of the mining industry in the state, ac-
cording to J. P. Mellon, state mine inspector. Production
was 1,435,605 tons, compared with 1,057,823 in 1922;
895,715 in 1921, and 502,028 in 1922. The value of the
coal after mining is placed at $3,742,413. There were 259
lignite coal mines producing in the state. Although the
increased production over 1922 was 73.6%, it is estimated
that 100,000 tons were mined and not reported.

THE DRAIN OF TAXATION
Out of every $8 of our national income, $1 goes
for taxes, federal, state and local.
The boy whose living expenses are $8 a week pays
$1 in taxes, in the form of prices made higher by taxation.
The man who pays out $24 a week is paying $3 of
taxes, the man expending $48 pays $6, and so on. And
he pays this,;eyen if he does not own one dollar’s worth
of taxable property.
He pays it in cost of living and he cannot pass the
cost along to anybody else.
' —_—
COMPARATIVE INCOME TAX TABLES
A. B. Leach & Co. have published and are distribut-
ing a set of comparative income tax tables. One table is
applicable to any revenue law which may be passed.
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Reforms Proposed by Different
Ecoenomists Present Many
Real Difficulties.
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the worl holder of

arations, in a new book, entitled
“A_Tract on Manelary Reform,”
recommends that America and Eng-
land abandon the gold standard,
fearing that the present system will
give the United Btates too large a

portion of the world's economic
power, Mr. Keynes's scheme is
criticised in the following article

special London
the New
Financial

by Hartley Withers
financial corresponder
York Evening Jowrnal.-
Editor.)
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LONDON

In a tch
was given of the proposals by which
J. M. Keynes, in his recently pub-
lished “A Tract on Monetary Re-
form,” desires to revolutionize the
monetary system of the United
States and of England, through »
practical demonet tion of gold
and the erection of a “scientific’
currency system, under which th
volume of currency and credit shall
be deliberately regulated with a
view to secure stability of prices.

As I need hardly tell you, this
. subject of which much has been

former letter, a brief sk
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heard lately, especially in your
country. Professor Irving Fislie:,
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University,
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has more than one-half of the
world's supply, questions relating
to the use of the metal are of spe-|
cial concern to Americans. J. M.
Keynes, critic of the Versailles
Peace Treaty and subsequent ar-
rangements to collect German rep-
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Bank deposits in the United King-
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the end of 1918 and contin- |
ued expand unfil the end of |
1921, when they were over £2,600,
000,000, ignoring the bidding
contract when it|
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bank rate to
went up.

Contraction only happened in
1922, when they came down to £2,-
360,000, and this was the year dur-

of

ing which bank rate came down
from five per cent ito three per
cent, showing that a very «'lei(L‘
erable fall in the value of money
may be accompanied, not by the |
expansion of credit, which the ad-
vocates of scientific stablization |
would expect from it, but by a ¢con- |
siderable contraction I

And if it be urged that the recent )
period is quite abnormal and is|
under the influence of after-war
conditions which are never likely
to be repeated, we niay answer

ihat we have yet another example. |
During the period from 1890 to
1895 the Bank of England discount
came down from five per cent |

two cent and stayed there |
for an abnormally long pericd. l
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pere riging and tra
that has to be done to ch
rise in prices and stop the boom Is

to put up the price that is charged
for money, that is to say, to raise
the official rate of discount.

Further measures may have to
be taken, such as the sale of securi-
ties by the Central Bank, in order
to increase the rapidity with which
the system works. But it may be
objected in the first place that
sales of securities by the Central
Bank may very easily upset the
nerves of the Stock Hxchange and
make it quite impossible to sell,
and further that a mere rise in the
price that {8 paid for accommoda-
tion to producers and traders can-
not be relied upon to check them if
they forsee a rise in prices which
will certainly bring them profit.

DANGER OF PANIC.

If the price of money is put ubp
high enough and fast enough, it
would certainly work ultiz-arery,
but it may very easily produce a
panic incidentally.

Still, it has to be admitted that
as a check on rising prices and a
too exuberant trade boom, raising
the rate of discount, will az = point,
be an efficient weapon, but even
£0 we have to admit the danger
that when once it is recognized
that the volume of credit and con-
sequent activity of trade are things
that can be regulated by Govern-
ment there is a danger that very
strong political pressure may be
brought to bear in times of trade
optimism against any Government
which thought it neces.ary in the
interests, of sound finance to check |
the movement.

On the other side of the proposi-
tion—the idea that in times of de-
pression it is possible to raise
prices and stimulate tradae by low-
ering the price of money—we have
definite historical examples which
show that this system cannot be
relied upon to work, at least for a
very long time. This is more es-
pecially the case in England which,
owing to its dependence for pros-
perity on its foreign trade, is es-
pecially liable to acute trade de-:
pression, owing to causes which are
outside its borders, and are alto-
gether beyond its control.

FAILURE OF PLAN.

It was shown in the experience
of 1920 and 1921 that the lowering
of the price of money altogether
failed to raise prices of goods or
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OFFICE CORRESPONDENCE DATE February 5, 1924
To_ _Governor Strong SUBJECT:
FROM Mr, Snyder

Digitized for FRASER

FEDERAL RESERVE BANK
OF NEW YORK

-

May T ask if you quite fully concur in the last paragraph of this
on page 3! I confese I never thought of it before in quite such concrete
terms, i e., that any sustained movement in the stock market now involves a
change in value of the total of securities listed amounting to billions of
dollars.

Of course the percentage of change is not enormous, but I never-
theless feel extremely dubious about the idea that mere changes of sentiment,
and still more in mere market manipulation, can really affect values to such
a tremendous extent as is involved in the actual totals.
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Confidential
February 4, 1924

A THE INDICATIONS OF THE STOCK MaRKET

One of the surprises tin the compilation of our new index of the Volume
of Trade was that in two instances out of three in the last five years this index
distinctly preceded the major movement of the stock markets.

In 1919 the high s0int of our index of trade was reached in July, three
months before the peak of prices in industrialsstocks. Similarly; in 1921, the
low point for the trade index was in January, six months ahead of the low point of
the stock market,

In 1923 the index and thre stock market reached their high points in the

same month,

This decisive evidence completely upsets the theory that the stock market
is necessarily a business forecaster. What apparently it does forecast is
production of the producer type of goods, the metals, machinery, etc., which in
the past have been mistaken as accurate indexes of business activity.

Nevertheless, the stock market, taken broadly, is unquestionably an ex=-
tremely good iqdex of business confidence; but only recently have we had a really
reliable, comprehensive index of stock movements.

Such an index has recently been compiled by the Standard Statistics
Company, comprising a total of 202 industrials and 31 rails, weighted according
to the number of shares outstanding of each stock, and converted into index
numbers so that all the groups are instantly comparable, one with the other, or
with the total. It is, in a word, the first scientific index of stock prices
which has been compiled.

At the present time the combined index of the 233 industrials and rails
stands about five points below the high point of last March and about seven points
below the peak of 1919. The recovery from the low of last Jqu to last week was
from 91.3 to 103.8. But much more interesting are the different groups.
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a ‘Of the twenty-seven groups into which the 202 industrial stocks are

divided, six groups are now above the previous high point of the last four years:

™. chain stores, electrical equipment companies, food products, mail order hogses,
telegraph and cable companies, and a group of 18 miscellaneous industrials.

More striking still is the fact that eight of these different groups
are now at their record high, i.e., above 1919. These include chain stores,
electrical equipment, food products, railroad equipment, telegraph and cable
companies, traction, gas and power companies, and the 18 miscellaneous industrials.

In spite of the high average of the industrials a number of groups are
still far below the.high of last year. These include auto accessories, chemical
companies, copper companies, leather and shoe companies, paper companies, textiles,
and tires and rubber. These range from 16 to 30 points below last year's peak.

In other words, the list reveals how diversely different interests prosper
under changing conditions, and how much of internal movement may be concealed
beneath any system of averages.

As to rails it may be noted that after a rise from the low point of 1921,
qf 71, to a high point in 1922 of 102, they fell off last year to 86 and are now
only about 6 points above the low point of the last year.

The present upward movement in stocks has now outlasted a full three months
It seems scarcely possible to imagine a mevement so broad and sustained unless the
underlying fundamental conditions were sound. If the conclusion cited above is
true, that the stock market is never far away from actual business conditions, and
even tends rather to lag behind than to forecast, then we should expect fo find

fairly general improvement in the different lines of business. And this seems

to be the case.

One of the most disturbing elements of last year was the heavy over-
production of oil, But this situation has been reversed and the present prospect
far this year's production is below rather than above the probable consumption. The

result bas been a sharp rise in oil prices and a greatly changed tone 1in the
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The same is true in the steel and iron trade. Recent reports indicate
~; very general improvement in buying and prospects for an extremely good year,
As to railway tratfic, if one had read only the newspaper headlines
one would readily have believed that vailway traffic last year was at a very high
level. As a matter of fact it was not much above the expected normal rate of growth,
and with present prospects might be much exceeded this year. The car loadings for
January showed traffic well sustained.
The electrical companies report heavy forward orders and the immense
takings of copper in this country in the last year show at present no signs of

diminution. Likewise the sugar companies have felt the effect of stiffening prices.

As to the general price tendency, our index of 20 great basic commodities

has shown now four consecutive weeks of advance, and this week rises 2 per cent.
This is in line with current business conditions.

Measured in dollars, the rise in stock values in only the 233 stock issues
listed in the Standard Company's index, from the low point of last July 3, amounts
to about a billion and a half. The present market value of these issues is only
700 million dollars below the high point of 14 billions reached on the 2lst of last
March.

The rise from the low point in August of 1921 amounts to over 4 billion
dellars,

It is these prodigious totals which give to the business man a real in-
terest in stock market movements, and indicate how futile is the idea that such
movements could be brought about by a few market manipulators, or in the face of
adverse business conditions., Even if we give up the idea that the stock market is
any wonderful "forecaster" of business, it still remains that it is a most excellent
and sensitive barometer of business, and, involving as it does such vast sums and
rgpresenting such extraordinarily diverse interests, seems far beyond any kind of

arbitrary control, however concentrated and powerful,
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Miec. 4. 1-100M-3.23 FEDERAL RESERVE BANK
5 OF NEW YORK
*‘FFICE CORRESPONDENCE Date  February 7, 194
To._____ Governor Strong sussecT: The Stock Market and Business
FROM. ___Mr. Snyder

Just as supplementing what I wrote last week on the idea that the
stock market is really a very close reflection of actual business conditions,
I was last night mulling over the Standard Statistics averageS for 202 indus-
trials, and was quite astonished to find that, just taking the deviations
of the averages from the five-year average, you get a line that runs
amazingly close to our index of the Volume of Trade-~the composite of 56
geries--gso closely, indeed, that a three-months moving average of the two
sets of indexes would be almost identical in their trends, the only differ-
ence being that the ups and downs of the stock market in percentages are
about twice those of our line of the Volume of Trade,

Don't you think this is a quite extraordinary result, and could not
possibly be the result of chance! I think I shall give this comparison in
week's Business Summary,

\ - ~)
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MIBC. 4. 1:100M-3.23 FEDERAL RESERVE BANK
OF NEW YORK

DFFICE CORRESPONDENCE DATE February 7, 1924
To (overnor Strong o SUBJECT: _ - sl

From_ % Mr, Snyder

If you ars to be in Washington next week, it occurs to me that
possibly you might feel like going over to the War College and giving them
that talk on “War Finance,"” as originally plamned. They would infinitely
prefer to have you and ¥ should be very glad to sidestep it. .

The talk is scheduled for Friday morning, February 15 at ten
o'clock, If you should find yourself in the mood, will you kindly let

me know in season?
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18C. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

FICE CORRESPONDENCE pDate February 21, 1924
(e
o Governor Strong and Mr, Jay SusJecT: So=called "Orderly Marketing"

ROM__ '~ Mr. Snyder

Hers is, it seems to me, an extremely valuable paper from
Prof. Boyle, of the Agricul tural College of Cornell University. His
conclusions agree with a careful investigation made by J. E. Pope,
formerly of the Census Department at Washington, showing that we have
now prohably as orderly marketing in grains and famm products as it
would be possible to obtain, and, secondly, that on the average the
farmer would gain nothing by carrying his produce for any longer period,
and therefore that the notion that the farmer loses by being "compelled”
to "throw" his products on the market is just a pure delusion.

But I suppose our friends at Washington will continue to per-
gseavere in their efforts for orderly markets just the same.
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MISC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

FFICE CORRESPONDENCE Date  February 21, 1924

To_ ___ Governor Strong , SUBJECT:

From. T MNr, Snyder

You will enjoy Keynes' latest on the gold situation, and his
malicious shots at the Egyptian and Chaldean bank directors. Certainly
the man can write,

You will also be amused at the Nation's description of the new

"labor" Cabinet, as mostly made up of old, rich and ageing men,
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FroO M»

FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_ February 21, 1924

Governcr Sirong SusJsecT: _Currency and Prices in France

Mr. Snyder

It seems to ms that there is a great deal of internal evidence
to support your belief that large amounts of paper meney in France have
been hoarded and that much of this has been coming into circulation with
the usual effect,

Before the War the total of gold and paper circulation in France,
outside the Bank of Ffrance, was estimated at about 12} billions--6 billions
of paper and about 6§ billions of gold and silver.

But a considerable emount of this could scarcely have been in
circulation, for the paper issue has not been above sbout 39 billions, or
a little over three times the estimated circulation of 1914,

But the general level of prices in _France, the cost of living,
wages, etc.,, rose four times over the pre-war base, and commodity prices
at wholesale over five times, taking annual averages and not the peaks.

Then came, of course, a drastic fall in all prices, which, how=-
ever, was not nearly so heavy as in England or this country, Almost all
prices are now still below the 1920 levels, some of them very markedly,
For exampls, the index of commodities at wholesale rose to near 600 in
1920, and is now, as closely as we can figure it, around 470,

You will remember that 1922 saw a very sharp rise in the franc,
to above 9 cents, This, with the rapid appreciation in its internal buy-
ing power, might readily have greatly increased the hoardings and paved the
way, when these hoardings came out, for another sharp rise in prices, and the
steady fall in the franc, without any great variation in the nominal amount
of notes in circulation,

The total Bank of France issue, however, as you have noted, has
now rigen above the average for 1920. And the discounts of the Bank of
France to private customers has gone up a full 50 per cent over the averages
for the last year or more.




MIBC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK \

\

FFICE CORRESPONDENCE DATE February‘,?ﬁ, 1924
To._ Governor Strong - SusJecT:  FElectric Power Production

FROM.__ g ___Mr, Snyder

You will note that Mr, Dwight continues in his belief that electric
power production is a good "barometer” of business, 2lthough we feel here
that we have pretty definite evidence that it is not.

The most interesting thing about the article, it seemed to me, was

the much greater growth in the last four years of electric preoduction from

fuel power than by water power, in spite of the high cost of fuel prevailing

through most of this period.
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE DATE February 26, 1924
To Governor Strong SUBJECT The Dawes Committee
memh Mr. Snyder

I am wondering if you gave much attention te the report in
yesterdey's Times, giving a resumé of the suppesed basis of the expert
report on German reparations, I was perticularly struck by the in-
sistent reiteration of the idea that Cermany is now free from debt, that
"the War cost it nothing,"” and that the German railroads are free from
debt, etc., etc.

This may be good politics, but is it not pretty bad economics?
The evidence goes to show that, paradoxicel es it sounds, the greater the
public debts of a nation, es a2 rule, the greater its effective wealth,
i.e., the wide distribution of & large body of securities seems to be the
most effective means,under existing economic conditions, of mobilizing the
savings of a nation. vAnd of course so leng as the nation owes the money
to itself, this is a "burden" only to the politicians and finance ministers
who must devise & taxing system,

The only real burden is the cost of collection and distribution,
which never emounts to more than & very small percentage.

Is it hopeless to expect that this question will ever be settled

on & "raticnal" basis?




MISC. 4. 1:100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK
FFICE CORRESPONDENCE Date February 28, 1924
To.- —_Governor Strong SUBJECT: ?/’( - LEF)
| b
FROM. ." Mr, Snyderw ,1‘ e \(qr" C AL v

v ,ff

When he went away, Mr, Young asked me if I would give him any
impressions of the reaction in this country to the work of the Committee,
The attached is largely the result of my talk with Prof. Mitchell yester-

day, and T should be extremely interested_to kpow how far you could agree

e S
MJ“

éf” .
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MISC. 4. 1-100M-3-23 FEDERAL RESERVE BANK

OF NEW YORK -
FFICE CORRESPONDENCE Date  February 29, 192
_____Governor Strong SUBJECT:
FROM_h — Mr. Sayder

Mr. Jay has the FPebruary Quarterly Journesl of Economics which you
ask for.

If there was anything in the letter to Mr. Youmg which you thought
had better be modifisd, I ghould be very glad to know it. One reason I
wrote just ns I did was that, quite confidentially, I know that Mr. Young
arranged to get in touch with the wriier of the Times article before l;o left

here.

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



4

MIBC. 4. 1-100M-3-23

FEDERAL RESERVE BANK
OF NEW YORK

i &FICE CORRESPONDENCE Date  Februery 29, 1924
To__ .. . Governor 3trong SUBJECT: .
FrRom_ ___ Mr, Snyder

$Thare Koy dacvs)
Lcecso

S

Digitized for FRASER

.
OLY

We live in a changing world)

Here is your friend, James R, Howard, of the Farm Bureau Federation,
joining with Nat Murray, who was one of the best men the Agricul tural Depart-
ment ever had, and two other bright young chaps, in the making of an "Agri-
cultural Business Service,” at $100 per year, Of course it is not so much
for farmers as for the people who sell to farmers and make goods for them,
but it is mighty interesting how things are being sifted and dissected.

For example, here is an estimate that the cash income of the
farmers of Texas this year will exceed those of Iowa, which usually runs
first, and that they will receive for their cotton in Texas an amount nearly
equal to the entire receipts by the wheat farmers for their wheat, over the

whole country,

Apparently the business and economic education of the nation is
proceeding at a very rapid rate,
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. . HOWARD-I\%OORHOUSE

AGRICULTURAL BUSINESS SERVICE
58 EAST WASHINGTON STREET

TELEPHONE CENTRAL 6978

’ CHICAGO

February 27, 1924.

Mr. Carl Snyder,

Director of Statisticel Uepartment,
Federel Heserve Bank of New York,
New York, N.Y.

Dear lr. Smyder:

‘e have this morning a request from
your librarian for our bulletin concerning farmers!'
sales income from 1909 to 1924, which has been
forwarded.

I am wondering if you would not like
to receive our regular service. I am enclosing
some of the reports to give you an idea of what
we are doing.

I chall be very glad if you decide
that you will want to receive these regularly.

Very truly yours,

Hithi/HJ % VICE PRESIDENT.
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The Howard-Moorhouse Agricultural
Business Service includes frequent printed
reports, consultation, and special attention
to specific inquiries.

Some of the subjects covered are:

Cash Receipts of Farmers Estimated in
Advance
Estimates made at the beginning of
each agricultural year for the en-
suing twelve months

Farm and Rural Purchasing Power
For the whole United States
By sections, such as the corn belt
By states
Answer this kind of question: Will
farmers in Jowa take in more
money this coming year than last?
Purchasing Power of Farm Industries
Such as the dairy industry
Appraises financial situation of farm-
ers in the particular industry and
analyzes the outlook for expansion
of the industry

Prices and Markets (with charts)
A graphic comparison of price trends
this year and last
Analysis of market conditions and
outlook in grain, livestock and
other markets
Includes survey of world supply and
demand situation
Seasonal Distribution of Farm Income
Specifies percentage of income received
each month
Gives advance notice of the times
when cash will be flowing into
particular sections

Many other subjects, such as—

Farm taxes

Loans and Interest

Costs of Production

Consultation—

In order that we may meet your inti-
mate needs we ask you to submit
to us special inquiries concerning
agriculture as it relates to your
business.
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HOWARD-MOORHOUSE

Ine.

Agricultural Business
Service

Established to:
Interpret agriculture to industry

Appraise the financial condition of the
farmers

Correlate agricultural information from all
authoritative sources

Secure original facts through field con-
tacts

Give advance estimates of farmers’ cash
income

Serve in a national and international way
as agricultural business specialists.

A few brief facts about the men
responsible for the reports issued
by the Howard-Moorhouse
Agricultural Business Service

Howard-Moorhouse

JInc.

Agricultural Business Service
CHICAGO

00000
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The men who comprise the Executive
Staff of Howard-Moorhouse Agricultural
Bufess Service are:  James R. Howard,
President; Nat C. Murray, Vice-Presi-
dent; H. W. Moorhouse, Executive Vice-
President; LLloyd M. Graves, Secretary.

JAMES R. HOWARD

The President of Howard-Moorhouse,
Inc., is James R. Howard, the first presi-
dent of the American Farm Bureau Fed-
eration, whose outstanding achievement
has been to interpret agriculture to indus-
try and give new emphasis to the inter-
relation of the two. Mr. Howard super-
vises the operation of his lowa farms.
His farm balance sheets have shown a
profit through the recent depression years.

NAT C. MURRAY

Nat C. Murray, Vice-President, through
years of experience as Chief Statistician of
the United States Department of Agri-
culture, has come to know intimately every
phase of American agriculture. Previously
he had been on the staff of the Cincinnati
Price Current. He is now serving as
statistician for Clement, Curtis and Com-
pany of Chicago.

LLOYD M. GRAVES
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Lloyd M. Graves, Secretary, as statisti-
cian of the American Farm Bureau Federa-
tion, initiated two notable pieces of work
which had never before been attempted.
One, the appraisal of the financial effects
of the tariff upon agriculture. The other,
an estimate of farmers’ sales and cash re-
ceipts. This latter study gives the truest
picture yet drawn of the agricultural finan-
cial situation.

H. W. MOORHOUSE

H. W. Moorhouse, who is Executive
Vice-President has a background of ten
years of farming and business experience,
and ten years of educational and economic
research work as Dean of the School of
Commerce of Oklahoma State College;
Lecturer in Economics, Northwestern Uni-
versity; and Director of Economic Research
of the American Farm Bureau Federation.
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The Howard-Moorhouse Agricultural
Business Service includes frequent printed
reports, consultation, and special attention
to specific inquiries.

Some of the subjects covered are:

Cash Receipts of Farmers Estimated in
Advance
Estimates made 'at the beginning of
each agricultural year for the en-
suing twelve months

Farm and Rural Purchasing Power
For the whole United States
By sections, such as the corn belt
By states
Answer this kind of question: Will
farmers in lowa take in more
money this coming year than last?

Purchasing Power of Farm Industries
Such as the dairy industry
Appraises financial situation of farm-

ers in the particular industry and
analyzes the outlook for expansion
of the industry

Prices and Markets (with charts)

A graphic comparison of price trends
this year and last

Analysis of market conditions and
outlook 1in grain, livestock and
other markets.

Includes survey of world supply and
demand situation

Seasonal Distribution of Farm Income
Specifies percentage of income received

each month

Gives advance notice of the times
when cash will be flowing into
particular sections

Many other subjects, such as—

Farm taxes

Loans and Interest

Costs of Production

Consultation—

In order that we may meet your inti-
mate needs we ask you to submit
to us special inquiries concerning
agriculture as it relates to your
business.

HOWARD-MOORHOUSE

Inc.

Agricultural Business
Service

Established to:
Interpret agriculture to industry

Appraise the financial condition of the
farmers

Correlate agricultural information from all
authoritative sources

Secure original facts through field con-
tacts

Give advance estimates of farmers’ cash
income

Serve in a national and international way
as agricultural business specialists.
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Dollars Are
Not Dollars

Howard - Moorhouse

Inc.

Agricultural Business Service
CHICAGO
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When Corn Is Not Corn

@ 1 the fall of 1923 when the price

of wheat had declined to discourag-
ing levels, corn, then at a high price,
was pointed to as the salvation of
farmers. Corn was high at that
particular period because the old
crop was almost used up. As soon
as the new crop came on and farmers
had corn to sell, the price declined
from above one dollar a bushel to
seventy-five cents. Even if the price
had continued at one dollar or over,
that would have had far less sig-
nificance for agriculture as a whole
than the price of pork and beef and
milk in which forms the bulk of
corn s sold. The largest share of
corn is marketed as pork. Twenty-
five per cent more hogs were sold in
the calendar year 1923 than in 1922
and the cash returns to farmers were
no larger for the bigger volume.

When Wheat Is Not Wheat

The man who speaks in generali-
ties says that inasmuch as wheat is
exported from the United States, a
tariff cannot be effective. He fails to
note that wheat is not always just
wheat but may be a hard variety of
high milling qualities of which there
may be a deficit. In such case a
tariff is effective. The fact that
other varieties are exported is en-
tirely immaterial.
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And Dollars Are Not Dollars

The value of all crops, livestock
and animal products produced in the
year 1922 was estimated to be 14,-
310 million dollars. Did this mean
that farmers took in that many dol-
lars?  Not at all. The figure was a
theoretical one put out as such and
not intended to represent farm cash
income. That it was generally so
understood was not the fault of the
Government Department which is-
sued the figure.

Cash income of farmers in the
agricultural year 1922 was 8,790
million dollars, some five billion
dollars less than the theoretical valu-
ation indicated above. Business men
in laying their production and selling
plans were aiming at an exaggerated
farm purchasing power budget.

By the theoretical valuation
method it was estimated that the
decline in value of farm production
from the peak of prosperity to the
bottom of the depression was eleven
billion dollars. This was a seventy
per cent greater loss than shown on
the basis of actual sales and cash
receipts.

Advance Estimates of
Income

Unfortunately the cash income
estimates were not available during
the trying years just passed. They
have now been worked up and can
be secured from the Howard-Moor-
house Agricultural Business Service.
They are estimated at the beginning
of each agricultural year and thus
furnish business men, banks and all
interested, with advance information
on this vital subject.

Agricultural facts need interpreta-
tion. That is our job. We will
gladly place at your disposal what-
ever we know about agriculture as it
relates to business.



® HOWARD-MOORHOUSE

Agricultural Business Service
CHICAGO

58 East Washington St.

Telephone Central 6978

Established to: Interpret agriculture to industry; appraise the financial condition of agriculture; correlate agricultural information from

all authoritative sources; secure original facts through ficld contacts;

give advance estimates of farmers’ cash income; serve in a

national and international way as agricultural business specialists.

February 12

Copyright, 1924 by Howard-Moorhouse, Inc.
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Farmers’ Fixed Charges—T axes and Interest

UARMING has been likened by
&4(® some writers to manufacturing,
\ﬁ‘j but in some of its most typical
e economic characteristics it is

more like railroading. Agriculture, like
railroad transportation, is a heavily capi-
talized industry, with a low turnover and

Information on value of farm property is
not available in any but census years, but
1919 probably represents about the
maximum turnover.

The fixed charges in farming absorb
ordinarily from 10 to 15 per cent of the
gross receipts—relatively much more than

Trend of Farmers’ Fixed Charges Compared With Gross Sales
In Millions of Dollars
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a high ratio of fixed charges to gross re-
ceipts—including under “fixed charges”
contractual interest and direct taxes.

The ratio of gross sales to capital in-
vestment runs from 15 to 20 per cent—a
far lower figure than in any other indus-
try. In the boom year, 1919-20, this ratio
was 18 per cent; in 1909 only 14 per cent.

in manufacturing. As a consequence in-
terest and taxes are an item of great sig-
nificance in determining the farmer’s pur-
chasing power. Any material increase in
the fixed charges bears heavily on the bal-
ance of available cash which the farmer
has left for the purchase of machinery
and equipment and for living expenses.
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And if it so happens that an increase in
the charges gcoincides with decreasing
sales, the farmer is caught and pinched as
between the two jaws of a vise.

During the past three years farming
has labored under a fixed charge twice as
burdensome as in prewar days. These
charges averaged about 10 per cent of the
gross sales from 1909 to 1913. After our
entry into the war the ratio declined; but
in 1920 it rose to 16 per cent, increased to
25 per cent in 1921 and now stands at
close to twenty.

Rising Charges\s Falling Income

The severity of the depression of 1921
was greatly increased by the fact that
fixed charges continued to rise for two
years after income started its precipitate
decline. The 14 billion dollars taken in
by the farmer in 1919 had by 1921 been
cut almost precisely in half; but taxes and
interest continued to increase, rising from
1400 million dollars to over 1800 million.
Since that date taxes have remained prac-
tically stationary, but interest payments
have fallen off and the total charges ap-
pear to have become fairly well stabilized
at around one and three quarters billion
dollars. As cash income is again on an
upward trend, the burden of taxes and in-
terest is beginning to lessen.

Farmers pay about 900 million dollars
in direct taxes. Ninety per cent of this is
represented by property taxes for local
and state purposes. The farmers pay 17
per cent of the total direct taxes collected
in the United States. They pay 22 per
cent of the state and local levies. Their
income is estimated by the National Bu-
reau of Economic Research at 18 per cent
of the total national income—which is
probably somewhat too low, since the
farmer pays no house rent and much of
his income is represented by food grown
on the farm and figured in at farm prices
instead of the retail prices, which other
classes have to pay.

Taxes Take Nine Per Cent of Income

Studies by the National Industrial Con-
ference Board reveal that the total bur-
den of taxation bears more heavily on
agriculture than on the country as a

2

~

whole, Their figures include indirect
taxes—customs duties and excises. We
are here considering only direct taxes.
The burden of the latter, including both
state and federal levies, do not seem more
oppressive to the farmer than to the rest
of the community. But in the case of
state and local taxes on property the
farmer evidently suffers some discrimina-
tion. In 1922 he paid out over nine per
cent of his total cash income for state and
local taxation, whereas other classes sur-
rendered less than six per cent of their
income.

Farm mortgage loans in 1923 amounted
to nine billion dollars—the equivalent of
one year’s gross sales. The interest
charge we estimate at 675 million dollars,
or seven per cent of sales. These figures
are two to three times as high as pre-war
levels. The great increase in mortgage
indebtedness came in 1919 as a result of
land speculation after the armistice. The
total amount on January 1, 1920, has been
estimated at eight billion dollars which
was more than twice the amount of ten
years previous. Since 1920 there has been
a further increase of one billion dollars
due to the funding of current obligations
incurred during and just previous to the
depression.

Use Fourteen Per Cent of Bank Credit

Interest on bank loans is a less impor-
tant item than taxes or mortgage interest.
Farmers require relatively less working
capital than manufacturing concerns. At
the end of 1920 farmers’ personal and col-
lateral indebtedness amounted to 3,870
million dollars out of a total of 27,670
million short time loans outstanding. Fig-
ures for 1918 indicate a somewhat lower
ratio. Apparently the farmers utilize 12
to 14 per cent of the bank credit of the
country in producing at least 18 per cent
of the country’s wealth. Nevertheless,
bank interest is not of inconsiderable im-
port. The annual charges for the last two
years we estimate around 200 million dol-
lars. In 1921 it was over 300 million. It
has varied in recent years between two
and four per cent of the gross sales.

Looking into the future it appears that
no material reduction in fixed charges
may be expected. Taxes, at least the gen-
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eral property taxes in which the farmer is
interested, show little or no downward
tendencies. Mortgage indebtedness can
hardly be reduced with the prospects we
have of an increase in land values from
the bed rock which has now been reached;
and personal loans have been reduced per-
haps to as low a figure as is consonant
with the volume of business done. This
means that the burden of fixed charges on
farmers for several years to come will be
heavy; but the probabilities are that it will
be a gradually lessening burden as income
increases.

The table on the last page gives the
estimated amounts of the bank interest,
mortgage interest and direct taxes paid
by the farmers each year from 1909 to
1923. This table is to be taken as illus-
trative of the general trend rather than as
minutely accurate. Definite figures on
either taxes or interest are available onl
for post war years and for 1909 and 1913,
in the earlier period. The amounts for
intervening years have been pro-rated in
order to make a complete showing which

‘can be looked upon as reliable in its gen-

eral oulines.

FIXED CHARGES AND FARMERS’ PURCHASING POWER
Any material increase in fixed charges bears heavily on the balance of avail-
able cash which the farmer has left for purchases.
Farmers pay 1750 million dollars for interest and taxes out of a nine billion
dollar income.
Eighty dollars of every one hundred is left for operations and living expenses
this year. Ordinarily it is ninety.
The distress in 1921 and 1922 was accentuated by rising fixed charges in a
time of declining sales receipts.
Farmers pay 900 million dollars in direct taxes.
They carry nine billion dollars mortgage indebtedness on real property valued
in 1919 at 66 billion dollars—now worth much less.
They carry from two to four billion dollars personal indebtedness.
Their mortgage interest charge is 675 million dollars. On personal indebted-
ness 175 million.
The future holds little prospects of a reduction in fixed charges but their
burden is gradually lessening as income rises.
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Paid by Farmers, 1909-1923

In Millions of Dollars
1909 1910 1911 1912 1913

............... $75 $78 $78 $94 $101

.......... 220 225 235 |240 250

............ 295 303 313 334 351
............... 225 240 260 4285 315
Total Fixed Charges......... 520 543 573 619 666

1917 1918 1919 1920

..................... $150 $190 $225 $298

................. 290 350 §}550 618

.................... 440 540 775 916
...................... 500 550 621 750
Total Fixed Charges............... 940 1090 1396 1666

Estimated Charges for Interest and Taxes

1914
$109
260
369
350
719

1921
$318
644
962
872
1834

1915
$116
265
381

781

1922
$225
656
881
861
1742

1916
$131
270
401
450
851

1923
$170
675
845

1745
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Agricultural Business Service
CHICAGO

58 East Washington St.

Telephone Central 6978

tablished to: Interpfét agricultire to industry; apprdise the financial condition of agricalfuré; éorrelate agriculfural information from

all authorifative sources; secure original facts through field contacts; give

advance estimates of farmers’ cash income; serve in a

national and international way as agricultural business specialists.

February 21
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Cash Income of Farmers in Eleven SOuthem States

ORE than forty per cent of the farm
population of the United States is in
the cotton belt—13,649,000 out of
31,614,000. This population receives
about one fourth of the farm cash
income of the country and occupies

31 per cent of the acreage. The cash income is

slightly less than that of the cornbelt, and on a

ida are outside the limits of cotton cultivation.
But these states are classed in the cotton section.
The farm income of the cotton belt is derived
mainly from cotton and tobacco, the former
accounting for 60 per cent of it and the latter for
five per cent. In all, crops bring in over 80 per
cent of the cash receipts, livestock and their
products less than 20 per cent.

Farm Cash Receipts
In Millions of Dollars

UPPER FIGURES FOR YEAR 19234
LOWER FIGURES FOR YEAR 1922-3

HOWARD-MOORHOU SE, Inc.

per capita basis it is much lower, amounting this
year to $185 as compared to more than $400 in
the corn states.

The cotton belt in its main outlines includes
eleven states, stretching from North Carolina to
Texas. The northern third of Oklahoma, the
northeastern half of Tennessee and most of Flor-

The cash incomé of the farmer$ in the eleven
states this year is two and one-half billion dol-
lars. In 1922-3 it was in the neighborhood of
2200 million. Cotton belt purchasing power is
therefore increased some 15 per cent, due almost
entirely to the enhanced value of the cotton
crop. The cotton belt’s 300 million dollar gain is
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more than twice the cornbelt’s 125 million. But
it is very unevenly distributed. Texas, the
Carolinas, and Louisiana show increases of from
ten to sixty per cent; whereas in Florida, Ala-
bama, Mississippi, Tennessee and Arkansas there
have been declines ranging from seven to sixteen
per cent; with but little change in Oklahoma and
Georgia.
Yield of Cotton Rules.

The yield per acre of cotton rules the situation
throughout the south this year. An increase of
over four million acres, representing 13 per cent,
brought a total increase in production of but 250,
000 bales, or two and one half per cent. The
yield per acre declined from 142 pounds to 129
pounds. Yields were very low in Alabama, Ten-
nessee, Mississippi, Arkansas, Oklahoma, and
southern Georgia. In Texas and North Carolina,
on the contrary, they were good.

To get an accurate picture of conditions in the
cotton belt it is necessary to consider each state
separately. In North Carolina cotton and tobac-
co dominate the situation. Cereals and other
field crops, as throughout the south generally,
are not important cash products. Livestock and
their produce bring in scarcely more than 10
per cent of the farmers’ income. Cash receipts
from both cotton and tobacco will exceed those
of last year and, as a consequence, North Caro-

lina farmers will have 15 to 20 per cent more
money. The cotton crop is worth 160 million

dollars; tobacco 80 million.

South Carolina registers much greater increase,
due not so much to a good crop this year, as to
an unusually poor one last year. Cotton will
bring in 130 million dollars against 65 million in
1922-3. Tobacco, which is of some importance
in South Carolina, on account of a larger acreage
is worth 18 million dollars as compared to 12.5
million last year.

In Georgia, on the whole, there is little change
in the farmer’s purchasing power. As a result
of the poor cotton yield in the southern part of
the state there will be less income than last year
in that section. The cotton crop will sell for
about 100 million dollars.

Less Cash in Five States.

Florida, Alabama, Mississippi and Tennessee
will show losses in cash income, ranging from 10
to 15 per cent. Tennessee is the fourth largest
tobacco state and has also considerable livestock
interests, animals and animal products combined
yielding nearly half the total cash income. In

~

Florida the citrus fruit crops have suffered a
slump this year. In the other two states poor
cotton crops are responsible for the decline.

Arkansas shows a decrease of 15 per cent in
gross sales. The cotton crop was poor yielding
only 97 pounds per acre whereas the five year
average is 169 pounds. In northwestern Ar-
kansas no cotton is grown, fruits and vegetables
being the leading products. This year’s apple
crop is larger and the price somewhat higher
than last year, but the gain is practically offset
by the smaller peach crop.

Louisiana, in contrast to the states just named,
will receive this year increased cash returns from
both cotton and sugar, while the rice crop is
worth practically the same as last year. The
increment in cash returns from all sources will
be approximately 10 per cent over 1922-3.

Forty Per Cent Gain in Texas.

Texas is by far the greatest cotton producing
state. Ower four million bales were produced
this year on fourteen million acres, an increase
of one million bales over 1922. The crop will
sell for 675 million dollars and represents nearly
four-fifths of the 850 million dollar cash farm
income of the state. All of Texas, except the
extreme western and Panhandle portions, is dom-
inated by cotton. Considerable amounts of
wheat, corn and oats are raised, but these prod-
ucts are of minor significance except in the Pan-
handle where wheat is the leading crop. The
western portion of Texas is range country and
cattle bulk large. Sheep are also of some im-
portance. But all livestock and animal products
are responsible for but 15 per cent in the aggre-
gate cash receipts. Due to the extraordinary
cotton crop, barely exceeded twice in the last
ten years, the farm income in Texas is over 40
per cent in excess of last year.

Oklahoma is a state of varied agricultural con-
ditions. In the southern two thirds of the state
cotton is the major crop. But the wheat belt cuts
across the western half of the cotton section and
extends across the northwestern portion of the
state; and the northeastern end of the common-
wealth borders on the corn belt. Corn and grain
sorghums, wheat, oats, livestock, dairy and poul-
try products figure in the agriculture of the cen-
tral and northern regions. Taking the state as a
whole, two thirds of the cash income is derived
from crops and one third from livestock and
their products. Cotton accounts for forty percent.
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Conditions in the state this year are only fair.
The northern portion is just about breaking even,
the cash income unchanged. The cotton section
will receive 10 to 15 per cent more gross sales
income but this has been gained at a higher cost
of production. The yield per acre was very low
and many farmers are in difficult straits.

The Future of Cotton.

The tensity of the world cotton situation has
directed attention to the outlook for the Ameri-
can cotton belt in the future. The yield has been
declining for ten years, and much talk is heard
of the possibilities of developing cotton in foreign
countries in competition with our southern states.

A survey of the factors of the situation leads
to the conclusion that a normal production of
from ten million to fourteen million bales may be
anticipated in the United States for the future
and that little apprehension need be felt by Amer-
ican growers on the score of foreign competition.

The reasons for this conclusion are: First, the
boll weevil, which attains its maximum destruc-
tiveness about the third to the fifth year, has
passed that maximum in all the cotton states

save North Carolina, and recuperation in produc-
tive capacity may be expected. Second, there is
room for some expansion in cotton acreage along
the fringes of the belt and on irrigated lands of
California and Arizona. And third, a quarter
century’s experience of attempts by the British
Empire to promote cotton production within its
borders does not give indication of any great
prospective increase in foreign production.

World supplies of cotton will probably be re-
stricted and the price relatively high for some
years. If inventions now in process, for the
mechanical separation of the flax fibre, should
prove commercially successful, the reaction on
the cotton belt might be serious, though it would
take time to develop the linen industry on a
large scale.

Nor does there appear an immediate prospect
for any material change in the southern agricul-
tural system through diversified farming and
livestock industries. Tendencies toward diversi-
fication in evidence a few years back have now
been reversed with the advent of high prices and
decline of weevil influence.

year.

cornbelt.

changed.

FARM PURCHASING POWER IN THE COTTON BELT.

Farm cash income of the cotton states is 15 per cent greater than last

It totals two and a half billion dollars—a quarter billion less than the

Over eighty per cent of it is derived from crops—60 per cent from cotton
alone—and less than 20 per cent from livestock and animal products.

Conditions are very “spotty” ranging from a 60 per cent gain in South
Carolina to 15 per cent loss in Arkansas and Mississippi.

Five states show a gain in income, ﬁye a loss, with one practically un-

Texas leads all the states in the country in farm cash receipts, with
income 40 per cent greater than in Iowa which ranks second.
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Percentage Distribution of Farmers’

Sales Receipts, 1923-24

N. C. =S Ga. Fla. Ala. Miss.

s e AR A el 50 73 61 2 69 74
Othel CropBit. .. ..o nn e aeolissen 39 21 23 80 15 12
Livestock and Animal Products.. 11 6 16 18 16 14
Totali S it e ol 100 100 100 100 100 100
Tenn. La. Ark. Tex. Okla. Total

Gotton ..o e o Ry Lt 22 45 65 78 43 61
Qther Cropsik. . ... .00 ... .0 39 41 16 7 25 21
LivestockmulAnimal Products.. 45 —UE-ME 11z Nt Ml 18
TN S .« e Bl s i s v alk 100 100 100 100 100 100
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i X FEDERAL RESERVE BANK
OF NEW YORK
@ FFiICE CORRESPONDENCE B P Al 5 e
To.-: . -~ iGoverpor ftrong = 1. -+ 4 SusJecT: _ French Exchange il

From______ Mr, Snyder Ul T NS

In 1923 French imports were less than 30 billion francs, or, say,
under 2 billion dollars.

T don't imagine their percent of imports to total product is very
much greater than ours--surely much under 10 per cent.

T don't just see, therefore, how exchenge rates cen very seriously
affect the general level of all prices, vages, etc., in France, any more
than they would in this country; do you (commodity prices at wholesale to
some extent, doubtless)!?

Present exchange rates make imports very dear to the French and
their products very cheap to foreigners. Witnees the reports of a great
inrush of Germen buying.of F;ench goods.

Personally I don't believe that any sustained rise in the general
price level of & country can take place unless it prints money or bank
credit, Therefore, I believe that the French franc must be highly depre-
ciated from its actual purchasing value, unless they have some subterfugeneous
means of augmenting their currency or bank credit which is not evident in
the bank of France statements or those of the big banks. Does this seem to
you erroneous?

I attach herewith a chart showing the dovnward progress of the

franc.
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' FRENCH 13)((31-1.‘\1‘JGEl 2URCHASING POWER, AND COST OF LIVING.

The accomparying diagrams compare. the depreciation of French ex-
® change fr.'om par with depreciation in the purchasing power of the franc, and
- changes in the cost of living in France and in the United States.
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Translation of Portion of Article in Le Figaro, Feb, 2, 1924

In asking for the authorization to proceed, by means of decrees,
towards the reduction of expenses and a number of offices, the government
asks only for the opportunity to effect promptly reforms which are urgent
and which the nation demands. Against the external economic of fensive (sict)
the executive power must have, with the authority, the means of accomplish-
ment. The struggle over the finance plans will still be long. But from
now on we need not be uneasy: germanophile finance has exerted pressure to
the end that, in the panic of the fall of the franc, the Chamber should
overthrow the government which has bheen able to gage the French claim, Well,
the answer to that is, nol The Chamber has listened with a feeling of re-
lieved confidence to the patriot who talked to it of the future of France,
strong in alliances which will never mean servitude. The majority no
longer hesitated.s It will not yield. We shall keep the Ruhr and the franc

will go up; in spite of everything.

(Note the last two lines!)

C. S.
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The Reserve Banks or Board have no authority in the law to im-

havs.
pound an excess of gold; and virtuall whAen - used &bes discount rate
%z avL .
and investment account to the limit, played ks legal line.

Mr. John E. Rovensky makes the proposal that the Banks and the
Board shall be empowered to do two things:

(1) That they may at their discretion raise the required ratio

of gold against notes, to 100 per cent or more if need be.

1924

(2) That if this does not impound sufficient gold they may then

raise the required reserves of Member Banks against their deposits.

Both of these actions only after a majority recommendation by

the Advisory Council (representing the Reserve Banka) and a two-thirds vote

of the Federal Reserve Boardf.

In your judgment would these two proposals be feasible, and would

the second not pnossibly lead to large withdrawals from the System!?

I'd appreciate your opinion.

ﬁH?wﬁ-Q“’“fi;QLk 7%’/ dib; SR
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With the billion end a half jump in the Bank of France note
cireculation in the last two weeks, this brings the net expansion from
the extreme low point reached in the spring of 1922 up to 5 billions, or
about 14 per cent. At that time the franc touched close to 9 cents,

This expansion, with perhaps an equal amount brought out of
hoarding and put into circulation, would about account for the increase
in prices and the cost of living.

But this would not account for the steady pressure on the ex-
change market throughout the entire period. At today's low the franc
is rated at approximately one-half what it was when the French entered
the Ruhr.

Now, in spite of 211 their violent protestationes, they have éZZZZ%
expanded rapidly and just at a time to arouse the most extreme zpprehension.

Is it not another instance of the monumental ineptitude which
seems characteristic of almost every kind of govermmental action, every-

where in the world?
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MISC.3 )} STAT. 30001021 @':" - ‘ Y
FE RAP SERVE BANK
/E \YORK

@FFIiCE CORRESPONDENCE- ‘;, Dave_ Mareh 17, 1024

To________ Governor Strong __Opening of the New Building

FR* ____Mr, Snyder Bl s = ¥ ol

Mr. Jay has asked us about suggestions for a programme for the
opening of the new building.

It seems to me it would be mighty well worth while to take &
whole week for it, and have receptions every afternoon, say from three
to six, with special invitations to =zll the different classes as, for ex-
ample, a day for the bankers, another for the press, writers and economists,
a ladies' day, another for merchants and manufacturers, another for pro-
fessional men, perhaps a day for the Chamber of Commerce, ilerchants' Asso-
ciation, etc.; and so on,

With little four-minute addresses from, say, six or eight dif-
ferent speakers each day, one or two from the Bank and the others from the
outside.

And then a general reception, open to the whole public, for Sat-
urday, from twelve to six. It seems to me an opportunity to make & highly
impressive exhibit of the bank's activities--have the corridors placarded
with various charts and brief statements of the activities of each depart-
ment.

Does this coincide with your ideas?
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Misc 4 moomZx FEDERAL RESERVE BANK
! OF NEW YORK
@rFicE CORRESPONDENCE Date  March 3, 1924 192
To. Governor Strong : SussecT:  Fall in French Exchange -
' From_______Mr, Snyder

Your observation on the memorandum in this week's Summary is
quite just; it was clumsy not to have included any reference to the ef-
fect of hoarding and dehoarding, which is, of course, exactly equivalent to
currency curtailment or expansion. In a previous memo, I fully concurred
in your view as to this.

Buthas not the effect of this dehoarding a pretty clear limit, so
long as the total amount remains unchanged?

And if so, must we not then consider that at the 1920 level of,
say, T cents the franc was greatly overvalued, and still more in 1922, or
is now much undervalued?

0f course the whole question is confused by the fact that we don't
know the total amount of gold, silver and paper in circulation in France
before the War. The nominal amount always seemed very high,
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FEDERAL RESERVE BANK
OF NEW YORK

CORRESPONDENCE DATE March 3, 1924
Governor Strong sussecT: The Hoover Inquiry on Foreign
Mr, Snyder Balances

While we have had more actual replies this year than last to the
questionnaire on foreign balances, we feel that the results this year were
worth even less than last.

A number of the firms, end especially those which have to do with
German clients, seem to feel & good deal of suspicion, end a number of them
have faniled to reply. Which is also true of those who made it a personal
matter to you last year, asking that they be excused,

0f course we want to do as much for Mr, Hoover as we can. Do
you feel that it is worth while to select, say, & dozen of the larger firms
that have not answered, which would, of course, include the same ceses as
last year, and ask them if they could oblige us?




MisE. 4. 1-i00m-9-33 FEDERAL RESERVE BANK
OF NEW YORK

"FlCE CORRESPONDENCE Date  larch 4,

TO‘ — Governor Strong SUBJECT:

FROM. Mr, Snyder

You may like to see the numbers conteaining the discussion of
Keynes, Strakosch and others, on the gold prospect. I have given a

1ittle resumé of this in the Business Summary this week.,
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MIBC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

‘FFICE CORRESPONDENCE Date  Mareh 4, 1924
To — Governor Strong SUBJECT: Masson Speech
FROM. Mr. Snyder

Certainly very clever and very interesting, es reflecting the
French mind. As if there was no difference between an indemnity of
ebout a billion dollars and the trifle of a propeosed levy of around
40 billions!

Is it not very illuminative of the lengths that the human mind
will streteh?

It is interesting to note that the speech was so well thought of
that it is reproduced in rench in the weekly Figare, which, as you know,
is intended for American propaganda.
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, MIBC. 4. 1-100M-8-23 FEDERAL RESERVE BANK

o OF NEW YORK
‘FF&'CE CORRESPONDENCE Date_ March 4, 1924
To _____Governor Strong SUBJECT:
FROM._ Mr, Snyder

In the last weekly;Fi ro, for American consumption, the leading
editorial on M, Poincare's "great effort before the Chamber of Deputies,”
on the reparations situation, new taxes, stc., closes with the attached
‘perfect gem,'

If this is the real sentiment of France--!

T YO0=2hwa.. Wi aanat

b § >
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Date__Marech 7, 1924

uBJECT: _ A, B, A, Meeting at Chicago

Mr. Snyder

e AR 77‘10 i
MAR ¥ 1 o

The next meeting of the American Bankers' Association will be
held in Chicago, and they have asked us for any suggestions we could make
in the way of exhibits, etc.

I think we ought to go out of our way to give them any help we
can, for they are a bungling lot. But, more than this, I am wondering
if it is not a fine opportunity to drive home the detachment of the farm
industries of the Northwest from Federal Reserve policies.

I thought, for example, of some big charts or pictures which
would vividly depict the utterly opposite courses of corn, cotton, and
dairy product%X?:;m those of wheat and the smaller grains, throughout the
period of so-called "deflation."

There will probably be thousands of country bankers at the con-

vention, and this would be a good chance to educate them, Could we have

a talk with you about this?
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In considering such a measure 2s the McNary-Haugen bill it seems
tn me that due attention should be given to the following facts:

(1) Acenrding to the recent census of farm population, of the
31,600,000 neople recorded as residing on farms, nearly an even half (and if
we include Oklahome. a little more) reside in the states of the 0ld South.
Taken as a whole, the farmers in these States, through the high prices for
cotton, tobacco and similar products, have been generally prosperous.

For example, the cotton raised in the State of Texas this year
was equal in December value to nearly the whole wheat crop of the United
States,

(2) Dairy products have generally commanded good prices, so that
most of the farmers in the states of large dairy production, all the way
from New York to Iowa, have been gemerally prosperous.

The same is true of most of the fruit-raising states, save in
special cases when an over-large product has been withheld from the market
to force higher prices, and, as usual, the attempt has collapsed,

(3) Our largest single crop, corn, has commanded in the last
year rather high prices, and while the prices for hogs have been much lower,
taken as a whole the corn-belt famers have not suffered from the prices
received for their products.

All these taken together include more than four-fifths of the
total farm population.

(4) The latest Bulletin of the Department of Agriculture shows
that the weighted average of the retail price of thirty-two different farm
products was almost exactly the same per cent above the pre-war level as
the Bureau of labor index of all commodities at wholeszle, i.e.,, a shade over
50 per cent,

The oft-repeated assertion that “the farmers
are facing a real calamity and need help," seems on the
available evidence, therefore, absurdly untrue for at
least four-fifths or more of the farm population.

(5) Practically the only type of farmers suffering seriously from
the prices of their products are the raisers of smell grains, and of these the
chief are the raisers of wheat; and the facts regarding these are as follows:

(a) Approximately two-thirds of our wheat is raised in
the winter wheat area, or in precisely that area in which diversi-
fication of crops is the easiest and most generally practised.
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(b) Ve have now had depressed fall or winter prices,
which largely determine the winter wheat planting, for four
consecutive seasons. In the face of this the acreage sown to
winter wheat has only been moderately reduced from the heavy
expension encouraged by war prices, end is still ebove the
average pre-war acreage,

(¢) If e clothing manufacturer or a plow factory
continued to turn out an immensely larger product than could
be sold at & prefit, would this be generslly regarded as a proper
ground for the Government to buy up the entire product of clothing
or of plows?

(6) Practically the only erea in which the farmers ere facing
a real calamity is in the spring wheat aree, snd this has been brought about
by an unusuel combination of factors,

These are, & succession of seasons of scant rainfall and low yield,
which, coupled with the prevailing low prices for wheat, has been disastrous.

All this has been paralleled by a very heavy expansion of the
spring wheat acreage in Cenade, end, especially in this last year, extra-
ordinarily hign yields per acre.

(7) It is the opinion of many careful judges that a considerable
part of our spring wheat ares lies in a semi-arid rain belt, which never
ought to have been planted to wheat at 2ll. Prompted by the enormous prices
reached in the War, end by e fair run of rainfall, these areas were occupied
and cultivated. But it was & highly hazardous riegk, snd the adventurers in
this field have paid the penalty.

It is obvious that this is not an ares which can quickly be con=-
verted to cther products. Part of it, clearly, is only fair grazing land.
But it is the belief of experts like Mr, B. W, Snow, of Chicago, that con-
siderable areas of this type could be converted to cattle raising and deiry
products, if sufficient capital wes supplied. Obviously a fictitious price
for wheat is not the remedy here,

(8) Taken as a whole, the farm population of the whole spring
wheat area does not exceed 10 per cent of the total farm population of the
country; and the proportion of those dependent wholly upon spring wheat
raising is very much smaller than this, I believe, therefore, that it would
be fair to say that the whole proportion of farmers "facing a real calamity”
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is very much less than 10 per cent of the total; and for this 10 per cent,
or less, the remedy clearly seems to be aid and the supply of cepital towards
the diversification of industry, and not encouragement and governmental aid
blindly to persiet in raising crops which they cannot sell at a prefit.

(8) The writer was one of those called in the conferences of the
Department of Agriculture last summer and fall, to discuss the farm outlook,
In one of these conferences I sat es a member of the Wheat Cormittee, The
views here expressed are partly those of others, of much more expert knowl-
edge of the situation than thet possessed by the writer, and are, I believe,
generally the views of agronomists who have patiently and carefully con=-
gidered the situation. Born and brought up in one of the richest farm
sections of the Middle West, it seems to me that elmost my earliest recol-
lections were some form of "demand for relief" by the farmers of some sectieon
or other, And it never ceases.

I am also attaching herewith the opinion of Mr, George E. Roberts,
former Director of the Mint, who ie not only an economist of high standing
but & large owner of Jowa farm land, born and brought up ir that section, and
probably as intimately acquainted with all the fects as to farm economics
and the present situation as any man in the United States.

(10) The cotton planters of the South are receiving this year ap-
proximately twice the relative pre-war price for their product. This is
for cur chief agricultural money crop, Does anybedy suggest that part of
this enormous excess income be teken from the cotton planters snd given to
the wheat planters? And if not from the cotton planters, is there any more
reason why it should be taken from the dairy fermers, or from factory work-
ers, or from bank clerke and the rest of the population?

(11) wWithout any one of these objections, it would still seem to
me that the McNary-Haugen Bill was & vicious and impractical measure for the
reasons stated by Mr. Roberts in his review, Is it not perfectly clear
that the measure would defeat its own object, even if it were carried out?
Obviously the consumpteve capacity of the wheat-consuming nations is, to a
cortain éxtent, limited, If now we attempt to sell abroad mere of our
wheat surplus than we are now able to sell, the effect of this would be to
still further depress the Liverpool or foreign price of wheat, This, in
turn, would mean ruin to the wheat farmers of Canada, Australie, the
Argentine, and other countries,

Surely there could be no such undertaking by this country that
would not provoke similar action and a retaliation by other countries.

(12) In brief, it seems to the writer that this Bill is just an-
other of those fatuous and fantastic efforts to defeat the workings of
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economic law, of which we have had hundreds if not thousands of examples
through hundreds if not thousands of years.

It is a bonus bill of the worst type, and of the most utterly
futile.

(13) Finally, would it gain any votes, on balance, for the
political party which sponsored it? Over one-half the population of the
country now resides in towns or cities of over 2500 population, Under
30 per cent of the population now resides on farms, and not all of these
are actual farmmers, The average or normal value of the wheat crop is not
much over 7 or 8 per cent of the total value of all farm products, and I
do not believe that to exceed 10 per cent of the population is vitally in-
terested in wheat raising.

The present prices of wheat in Chicago now approximaete those of
liverpool, although the cost of freightage between the two points is around
26 cents, In other words, wheat prices in this country are much above the
world level, and, for the 650 million bushels of wheat which the people of
this country consume, they must pay a correspondingly higher price. This
surcharge must be paid by other workers and consumers, who outnumber the
wheat raisers by I should say at least ten to one.

There are sane and rational methods of relieving the wheat farmers
of the country of their present distress, But the McNary-Naugen Bill seems
to me to be as far from this category as anything well could be.
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Federal reserve note circulation has now fallen to about two
billion dollars, while the gold certificates in circulation have risen to
nearly 600 millions.

Meanwhile, we nominally have outstanding some 721 millions of
National bank notes, about 294 millions of the old "greenbacks,"” and 357
millions of silver certificates, or a total of 1372 millions. Against
these and some other accounts the Treasury now holds a total of about
343 millions of gold.

Now if Congress were to retire all of the National bank circula=-
tion, the old greembacks and the silver certificates, and substitute for
these gold certificates, this would, after using the Treasury gold, reduce
available gold holdings by about a billion dollars; and if to this were
added the Federal reserve notes, the total reduction would be about 3 billions.

Deducting the gold held against gold certificates and the semiw
mythical amount of "gold in circulation outside of the Treasury and the
Federal Reserve Banks,” this would nominally leave little or no gold in the
Fedsral Reserve Banks,

But of course gold certificates could be used for Member Bank re=-
serves just as well, and it is in no wise clear that anything like the full
amount of Federal reserve notes, National bank notes, greenbacks and silver
certificates could be recovered,

Agide from the considerable amount which has gone abroad, maybe
200 millions or more, there is always the inestimeble amount thet has been
lost, burned or stored away in stockings or other family hoards.

In brief, it seems to me that it would be perfectly possible to
do away with most of our nominel gold surplus and very simply, so that we
should no longer heve any such high and growing ratio of gold to liabilities
as we have now,

Why would not this be much simpler, and safer, than to resort to
what would look like strong arm methods on the part of the Federal Reserve
Banks, that might very seriously endanger the future of the System?

Quswind—bonbarls, — Hy/np
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I am attaching some correspondence I have had with Mr, Rovensky
and Mr, Catchings regarding the proposal to empower the Federal Reserve
Board arbitrarily to raise the reserve requirements for Reserve Banks (and
also the required reserve ageinst Federal reserve notes).

T am wondering if the same objections would not apply with equal
strength to any roundabout way of achieving the same end, such as reclassi-
fying the reserve cities, etc,

Of course if it could all be done now, when there is no great
pressure for expansion; and if it could be done with the avowed object of
impounding our surplus gold, then perchance it might be successful.,

But what would happen if the big swing up in trade in February
should persist and we should again find ourselves, so to speak, in the midst
of a "healthy"” (%) little boom, with rising prices and pressure on the banks
for loan expansion?

Is it not likely that no action would be taken by the Board until
a serious menace was apparsnt, and inflation was actually well under way?

And my question is, How would the 10,000 banks of the System, outside of
New York City, take it if they saw the other 20,000 banks not in the System
free to expand while they wers being sharply curbed!?

Would they stand for it?

I wonder if there is not a safer alternative that might be submitted
to Congress by the Board., I attach a suggestion.
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Vhen I wrote the memorandum on the McNary-Haugen Bill I did not
have at hand the figures as to the increase in wheat acreage.

According to the attached statement by Secretary Wallace, the
wheat acreage for 1923 wes still 24 per cent above the pre-war average.
Practically all of this was winter wheat acreage.

The spring wheat acreage has lost all of its wartime gein and
was this year below the pre-war average.

This means that this huge expansion was precisely in the area
where it would have been most feasible to change over to corn or some other
CI'op.

Does it not seem the last gesp of folly that the Government should
deliberately undertake to preserve this ebsurd situation by & huge bonus to

keep up a fictitious price for wheat?
S

et
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With your permission I should very much like to forward your note
on the Catchings-Foster paper for the Harvard Business Review. :

But I cannot help thinking that at least in one instance you
hardly do justice to the spirit of the paper. This is as to the question
of a proper guide for the detemination of Federal reserve policies.

‘S50 far from wishing to entrust the questiom of proper poliey to
the judgment of any board or set of men, howsver wise, their proposal is,
as I understand it, directly the reverse. This is that, instead of these
policies being left to their judgment, wise or otherwise, these policies
shall, in the absence of any strongly deterrent factor, be determined
strictly with reference to an index number standard, and with a view to
maintaining a fair degree of stability in the purchasing power of the dollar,

And T cannot help thinking that Dr, Foster, or whoever it was the
other evening, was right in suggesting that, in the light of our present ex-
change, anothsr such huge wave of pure credit inflation, such as occurred
from about the middle of 1919 to the latter part of 1920, would bring far
greater odium upon the Federal Reserve System, and occasion far greater dis-
appointment, than any kind of an attempt to maintain some sort of credit,
business and price stability. And I have gained the impression that this is
equally your own view.

Personally I don't feel able to see how the Federal Reserve Banks,
or Board, or, if you prefer, the whole banking organization of the country,
can, in the absence of the natural coercive effect of the gold standard in
full operation, escape the responsibility of so managing their credit ex-
pansion as to avoid serious inflation; do you! And what other test of
proper credit control and of inflation is there save in a reference to some
form of index number of prices.

Of course if you will say that experience has shown that credit
expansion limited to about 4 per cent per annum will meet the adequate de-
mands of trade and maintain a high degree of stability, and that the Federal
Reserve System shall therefore fix ite policies with reference to this ex-
perience, you would have then an empirical and possibly safe guide to policy.
But it would be one wholly unfamiliar to the public and probably sharply
contested by every Anderson in the country,

I cannot get away from the feeling that in and since the War there
has been a tremendous popular education in the question of the relation of
money and prices, and the need of stability and restraint in the manufacture
of credit, Doubtless you will agree to this. And, so believing, and in
the face of utter chaos that most otherwise obtain in the absence of the old
restraints, under the gold standard, how can we escape the responsibility
of effecting some kind of a Rule of Reason; do you!?

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




FEDERAL RESERVE BANK
OF NEW YORK

@HFFiICE CORRESPONDENCE o s
To Governor Strong SusJECT: _The Catchings-Foster Peper
F:;\CVM ‘Yr. SHYdGr 2

It seems to me good poliecy to maintain friendly relations with
such intelligent opinion upon this subject as may exist--

Prof . Mitchell was in yesterday and I should like to tell you
of his reaction to the dinner the other night.
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Please let me know if this letter is of sufficient deteil, in
view of the memoranda to be attached.
I notice that your friend Sydney Anderson comes out this morning

equally strongly against the McNary Bill. See attached,
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My dear Mr, President:

I have been urged very strongly by the proponents of the McNary-
Haugen Bill to write you in its behalf., But I regret to say that I can
form no favorable opinion of it. nr the reasons set forth in the at-
tached memoranda it seems to
unworkeble end preposterou

ever had occasion to examine.
I note that gy friend Sydnpy Wnderson, Congressmen from Minnesote,
expresses in the mo S

As I :
wheat situation/, the winter wheat = g 18 8till much above the pre-war
level, in snxt’e of the fact that it wouldibe in precisely these areas that

ion acres in the winter wheat
in the proposed spring wheat

folly to propose to maintain an un-
at would, I believe, tend to disrupt
id not seriously interfere with world
markets as well?

I shpuld be very strongly in favor of some measure on the order
of the Norbeck Bill, which would provide the farmers of the spring wheat
area, who have been so desperately hard hit, both by inadequate rainfall
and low prices, with sufficient capital to attempt some diversificetion
of their crops and activities. We have seen in the last fifty years what
a wonderful dairy region meay develop out of the once unpromising wilderness
of Wisconsin, Such a measure might be really sane and beneficent legislation.
But the other bill seems to me neither.

Pray believe me, with great respect,

Sincerely yours,

3 memoranda attached.
Digitized for FRASER
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You will be interested in this comparison of the average weekly
earnings of the employees of the big silk firm of Cheney Brothers, and
wholesale prices, You will see that their index, even last October, was
running around 260, which compares with average weekly earnings of factory
operatives in New York State of around 220,

And yet the striking thing is that the textile people generally
are complaining of the high cost of materials and of the difficulty of
moving their goods freely at the corresponding prices. I wonder if this
does not go some way towards explaining the present rather stagnant tendency
in the textile trades?

Federal Reserve Bank of St. Louis
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Perhaps the following bit about the Southern California boom,
from my father who is down there, is of interest.

He says:

"I attribute the long boom of which the London Economist
speaks as largely due to the attractions of the climate and to a
veritable craze which has struck the people out here. I never
knew such wild speculation as is now going on, and I am looking
for the boom to break one of these days, and when it comes there
will be more poor bankrupt souls floating around here than was ever
dreamed of, This applies especially to the speculatien in real estate.
They are laying out additions without end, and it doesn't seem to
make any difference how many or how far out they go or what are
their locations. The newcomers jump for them.

"The papers say that there are 310,000 autes on the
streets of Los Angeles every day in the year, and from what I get
from a nearby dealer I judge that a large portion of them are still
unpaid for, But this fact does not seem to lessen the sales, as
the public down here ssems to be about as automobile mad as in
other lines,”

itized for FRASER
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They have just given me the computed index of building permits
for the month of February. Taking into consideration the short month and
the usual seasonal tendencies, the index rises this month to 200, or even
higher than the peak month of March of last year, end the record so far as
the index extends. - e

This heavy increase compares with other marked increases in the
indexes of bank clearings, car loadings, iron and steel preductien, suto-
mobile production, and several others--all exactly contrary to the fimm
expectation of the great majority that this year could not possibly be as
good a year as last year,

And yet I hear everywhere of business men complaining, snd ex-
pressing grave forebodings--elways, I believe, having in mind the fanciful
profits that they would like to meke, and without much regard to the in-
dustrial and social service they perform,

It makes you wonder if one can ever trust anything that any
business man will say about his own industry or business in general,

I heard of one case of a pig iron menufacturer insisting that the
situation there was very dark, because they were selling below the cost of
production, This in the face of the fact that pig iron production in the
last three months has increased by more than one-quarter.

(4, rafly O
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I am puzzled by Prof. Young's letter and I believe his fellow
members on the Cormittee would be also.

Prof. Young accepted membership on the Committee a good while
ago, with full and definite knowledge of its purpose, its general ideas,
and its personnel. He now seems to take a position opposed to any kind
of measure towards stabilization; and even of doubt of its desirability,

And I am staggered at his suggestion that in the face of pro-
duction, construction, distribution and trade proceeding now close to if
not above a record point, that a ten or fifteem point inflation from the
present price levels would be beneficial.

From what little contact I have had I get the impression of a man
of unstable and nebulous opinions, but strong in opposition; and swept by
emotional waves in one direction and another; not a man to "gpo tiger hunting

with ,”
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Attached are the latest figures obtainable for the more im-
portant of the 58 particular indexes of production, distribution and
trade now maintained by this department; figures for the last four
months as compared with the high point of last year.

BANK CREDIT. Im the 800 Heporting Fanke, almost no change since the first
of the year in lomna or deposits, and very little change from the high
point of last year reached last lay.

All Nationel Banks, date of last call, December 31, show
loans and deposits a little higher than the high point of December 29,
1922, but in percentages the difference is very slight. In a word,
reaarkably little expansion.

Street lomns, latest date, compiled Mareh 12, still rising
and about 280 millions mbove the low point of last October. 5till
about 260 millions below the peak reached last Fay,

PRICES. Trend of our index of 20 great basic commodities still slight-
ly wpward from the low point of last July, but & very little change in
the last six or eight months; fluctuasting sround 150. Bureau of lebor
index about the same.

A new weighted index of 32 different farm commodities recent-
ly prepared by the Agricultural Department shows sn average of farm
prices at just about the same level in February as the Bureau of Labor
index for all commpditias.

Our ne¥ index of the general average of all prices, including
ecomwdities, wages, rents, otc., now about 180 and tending steadily up-
wards from the low point reached in 1921,

WAGES, Host of the wage indexes still practically at the pesk of the
last three years and ranging arcund 220.

T. Standard Daily Trade weighted index of 202 industrial stocks
slightly below tho high point readied in February, which in turn was
about 5 points below the high point of 114, reached in March.

PROSPECTS. Almost all of our business prophets have beem repeating for
wore than a year that the building boom, or the automobile boom, or the
railroad buying, ete., ote,, culd not g on. But they have.

We have eagy money snd a steady inflow of gold. Total receipts
to date this year sbout 100 million dollars, or at a higher rate than last
year. The seandals of the Orant Adninistration were more serious than
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at the present time, and not nearly so unsettling to business as the waves

of greenbackism, populism and the prolenged agricultural depression ef the
nineties.

How the part of the farm population affected is very small, not
to exeead 10 per cant of the population of the country, and the only part
of this population very seriously hit are the boomsters who bought land
and mortgaged it to the hilt in the post-war boom.

T don't see grounds for apprehension, and still believe that
there is more denger of undue expmnsion than of a slump.

T would like to recanll that just before I went away last August &
1 wrote you expressing my belief that July would prove the low month in the
reaction, end so it hes proved thus far, alike for volume of business,
commodity nrices and stock prices, end I am inclined to think it will so
remain for some time to comea.
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CORRESPONDENCE Date_ May 16, 1924

Governor Sireng SUBJECT: (i("'j\ ,M?“: .(' TS ’_E(j?,
AN Mae(™ AT .
Mr. Snyder

Mr, William Butterworth, President of the Deere Company in
Moline, Illinois, was in today and very deeply concerned about this
McNary-<Haugen Bill, which he regards as a vicious and impractical
measurs, Their Association of Agricultural Implement Makers has
unanimously gone on record as opposed to the Bill, in spite of George
Peake's advocacy of it,

But it appears that in Washington the Congressmen and Senators
are afraid to vote against the Bill because they have no adequate sub-
stitute proposal and are under heavy pressure to "do something,"

As you perhaps recall, it seemed to me that one practical
meagsure would be fow the Reserve Banks to exercise their legal powers to
buy bills in foreign markets, which would, of course, be tantamount to a
foreign loan, Such a procedure would probably not be welcome unless the
way was very carefully prepared for it, and Mr, Butterworth's suggestion
was that the proposal might originate from the Farm Bloc or the Famm
Federation themselves, as perhaps an alternative measure to the McNary-
Haugen Bill, He would especially like to present some sort of proposal
to Senator McKinley, of Illinois, who is much opposed to the Bill but in
the embarrassing position of having little to offer as an alternative,

Can you see anything embarrassing in any way if such a proposal
were to come from the farming influences and without any assistance what-
ever from the Reserve Banks?! Personally it seems to me that it could be
made an extremely popular idea, it would require no legislation whatever,
but might need to go no farther than the introduction of a brief resolution
by Senator McKinlay or Senator Capper, or someons, proposing or urging or
commending such a course,

This is suggested wholly and solely by Mr, Butterworth's appeal
to me for any suggestion that he could make to his friends in Washington
to stem the tide that seems setting in towards the support of this fanw
tastic measure,




“.‘ FICE - IR RE ; = DATE uay 19. 192 4

Governor Strong SUBJECTS Bagil Miles' letter

FrRO ‘v Mr. Snyder

Two years ago Hartley Withers gave me a letter to Mr. Robert
Crozier lLong, in Berlin, and I had a very pleasant visit with him and
formed a very fine impression of the man., I think he has a quite
unusual range of information and I shall be very glad to see what I

can do with some of the papers in the line that you suggest,
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CORRESPONDENCE Date  May 21, 1924

X

Governor Strong sussecT: Purchases of Foreign Bills

Mr, Snyder

(1) It is perfectly true, as you say, that there has been a
heavy curtailment of our wheat and grain exports, but there has also been
a steady decline in our other exports so that, es a whole, our exports now
are, as we estimate them, well below the line of normal growth,

This is almost wholly due to the reduced purchases of Europe,
since our exportis to other countries have grown steadily.

(2) If purchases of foreign bills were protected by forward pur-
chases of exchange, dollar for dollar and date for date, would there be any
possibility of any loss except from the cost of the forward purchass,
that is to say, the insurance? According to one of the best experts in
this field there would be no difficulty whatever in meking these purchases
of forward exchange up to perhaps as large amounts as we should ever think
of dealing in, at least at the present time., This wes the whole point of
my memorandum to Mr, Jay; but perhaps there are other difficulties of which
I am unaware,

(3) If the amount of commercial bills availsble abroad wes not
very large would not this suggest that even moderate purchases would be of
considerable help and sdvantage to themy For example ble im-
pertance was attributed to the mere flotation of a f;vo-mxllion-dollar
credit through Mr, Warburg s bank and the twenty-one associated with him,

Moreover, would it be necessary to restrict purchases to the
London market? Sweden is practically back on the gold basis, and there is
little reason why Switzerland, Holland and several other countries should
not also resume,

I can't help thinking that cheap credits extended to some of these
countries adjacent to Germany, Poland, etc., could be used by these solvent
countries as a direct aid to the others in a very advantageous way and per-
haps with much more ease and advantege than would be posesible from direct
dealings by us.

(4) I don't feel quite so sure that foreign credits would not
help very considerably, even if the influence was indirect. For example,
would it make any material difference whether the stimulus was indirect, e.g.,
whether, for example, Europe could buy more wheat of the Argentine or Canada
or elsewhere? So far as the internationel price is concerned, would not
this be exactly the equivalent to us of the actual buying of our wheat here? ‘

(5) As you know, our gold imports this year are threateming to
surpass all but war records, For the four monthe of the present year we
received net imports of gold of 157 millions, as ageinst 45 millione for the
corresponding four monthe of last year, Except, of course, payments on

Federal Reserve Bank of St. Louis
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.u Governor Strong susJsecT: Purchases of Foreign Bills
-ut Mr, Snyder 2

the British debt and on other indebtedness, we are paying for this gold in
goods., And of course our foreign customers, and especially those of
Furope, are necessarily restricted in their purchases by a corresponding
amount, Would not a wise policy seek to break up this vicious circle,
since of course all this incoming gold is utterly of no use to us?

(6) We have, it is true, as you say, some overproduction of
wheat, and this must naturally be corrected. But this is not the root of
the difficulty of the farmers of this country, for their difficulty is that
of the farmers of the whole world, via., reduced buying power on the part
of the industrial population of Burope. I think you agree that the
McNary-Haugen Bill is & foolish and useless meesure, but it is evidently
going to pass unless something is offered in its stead.

Now, does it not seem to you that it would be wiser to propose
something that, so far as it went, could scarcely be otherwise than help-
ful and could apparently do little harm?

Thenks in part to the tactless methods of some of the interior
bankers, the Federal Reserve System has incurred bitter criticism from the
farmers, and the situation does not, as all of us had hoped, improve. On
the contrary, in the recent weakening of commodity prices, food prices
have been foremost. It is not merely the wheat grower, but the hog resiser
and many others, who are securing less for their product than before the
Wer,

Does it not seem to you that if we could do something, however
slight, that it would be in every way advantageous?

I attach a memorandum from Prof. George F. Warren, of Cornell
University, that you may be interested in looking over.
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THE MAJOR CAUSE OF THE AGRICULTURAL DEPRESSION

A number of minor causes contributed to the agricultural
panic, but the major cause was the financial policy. I have
found no historical records where the effects of inflation and
deflation were not similar to the present experience. The pre-
sent depression is the worét ever experienced in America, but no
greater than would be expected following such rapid deflation,

I am not here mentioning the various good results of the
financial policy. This is not to be 1nte%§r§§gg}t t I do not
recognize them. I think that the Federal Reserve System has a
chance to develop inte a much better thing than i1s generally re-
alized. The very fact of its power for good makes any mistake
far-reaching,

Mistake No, 1. Up to 1218, we could have had less infla=-
tion without hindering the progress of the war,

Mistake No, 2, After the armistice, a moderate deflation
could have been brought about without serious consequences, It
was expected and was largely discounted., Instead of following
this policy, we continued to inflate. This secondary inflaticn
was accompanied by the rise in land values, rise in prices of
machinery and tools, and by the spread of the belief that defla-
tion was never going to come, This together with the return of
young men to farme led to an enormous increase in the number of

This secondary inflatio
purchases by voung men who went heavily in debt, / 1laid the

foundation for the agricultural panic,
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’Mistake No, 3. Having gone wild on inflation, the pol-
icy of‘deflation was equally frantie, When things were going
‘.to rapidly it was not to be expected that changes in the discount
rate would immediately be effective, In my judgment, the in-
creases came at too late a date and when they arrived, were too
rapid and too drastic, I have learned in driving an auto tﬁat
when the momentum is great, it is preferable to apply the brakes
gradually. They may seem to have little influence at first,
but a steady pressure brings results,
! Mistake No, 4. After having deflated so drastically, the
pressure should have been relieved sooner and so have prevented
a part of the last violence of the depression, This might have
been done by lowering the discount rate or by a larger purchase
of government securities,

Mistake No, 5, I think an equally serious mistake is be-
ing made to-day by assuming that a price level which represents
such drastic deflation should be used as an ideal at which to
stabilize, The financial policy is largely responsible for the
building boom. There would have been considerable building in
any event, but had wholesale prices stopped at 175 instead of 150
more of the income would have been required for food and the build=
ing boom would have been less viclent. The movement from farms to
cities would have been less so that fewer homes would have been
needed in cities, This has gone so far that there is no way out
that will not involve very great suffering. Apparently, most

city persons are as blissfully ignorant of the real estate volcano

e S—

as farmers were in 1920
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Prices of food as s0ld by farmers showed a slight tendency
toward improvement last year when the wholesale price level began
=lto rise. They are now set back to the bottom again., The index

. food
of prices paid to farmers for all/products for April is 118, In

only two months of the panic period has it been lower. To attempt

to get labor, taxes, and other charges which are at the 200 level

‘to come into adjustment with wholesale prices at a level of 150,

and prices of food as sold by farmers at 118 is expecting too much,

This could only be brought about by violént periods of unemployment
l and a violent smash in city real estate prices,

The disruptive forces set in motion by an attempt to hold
wholesale prices at the present level are likely to result in
Mistake No,6, that is, another period of inflation, Nothing will
g0 surely bring inflation as a persistent attempt to deflate too
rapidly.

We have gone too far in bringing about mal-adjustment to
have any hope of an easy way out, I believe, however, that the
soundest thing to do at any stage of the progress is to stabilize
the situation as quickly as possible and for this purpose the fol-
lowing steps are necessary,

l. Find to what price level conditions are now most nearly

adjusted.
This cannot be done by arguing - it must be done by ex-

tensive statistical studies. It should not be done for banks, or
for cities, or for labor, or for farmers. All of these and other
interests should be considered.

I believe that this is as little understood by bankers

as by farmers. Bankers deal with things that have a very short
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turnover. Farmers deal with things that have an exceedingly long
y . turnove-r, about once in eight years, Each of them tends to think
::'his philosophy is sound and that the other's philosophy is unsound,
‘To properly answer the question, consideration should be given to
the present wage level; pay of school teachers, and other public
service; public and private debts; prices of commodities; prices
of city homes; prices of farms; etc. The ideal result is the
one that gives the smallest algebraie sum of injustice and economic
confusion,

3, Determine the best means of adjusting to the price level
determined in No, 1, and the best means of holding things at that
level,

While you were lecturing, I noticed your suggestion that
I was interested in the Mc Nary-Haugen Bill, This is not the
case, I made no reply because there were too many other things
to discuss. That bill is merely an attempt to tide matters over
for a short time. My interests are in permanent policies, I am,
however, led to the following conclusion concerning this bill,
that 1if all of the efforts now being expended by city agencies for
the defeat of this bill and the additional efforts exerted in the
attempt to prove that there is nothing the matter with agriculture
were expended in attempting to find solutions, we might make some
progress,

We are following the policy of high tariff which favors
city industries; the policy of immigration restriction which favors
city labor; the policy of control of the gold supply which holds

prices down. We have nrevented the free movement of goods; pre-—

vented the freg movement of labor; and are following a very
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differgnt policy with our gold supply than the policy that would
. be. fo.llowed if the Federal Reserve Banks were operated for profit.
~. In each case we are controlling either the supply or the demand,
However, the farmer ie told that the only way out for him is to
let the law of supply and demand work without restriction, and
that there is no solution except time, and that he is unsound if
he asks for any solution. Personally I am in favor of the three
restrictive policies mentioned in this paragraph. The world is
in such a turmoil that I do not believe a laissez - faire policy
ghould be adopted by this nation, If restrictive policies are
to be followed the entire nation should be considered. I be-
lieve that the wise handling of our financial policy can furnish
the basis. for solving the agricultural problems but if handled
unwisely we will be in danger of legislation that is really radi-

cal,
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OFFICE CORRESPONDENCE Date_May 23, 1904
To_ o Governor Strong Sussect:_ Prof. Bullock's Letter X
FrROM ___ My, Snycler

Prof. Bullock's letter is very interesting. Dr, Burgess
suggests that his meter limps a little. So also, as you will recall,

did their index last year,
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OF NEW YORK

OFFICE CORRESPONDENCE Date  May 26, 194

Governor Strong ' SussecT: German Bank Director

FROM Mre Snyder

As to the American member on the Council of the new German bank:

I should think that by far the ablest and most experienced man
that could be named would be Mr, George E. Roberts. He has both banking
experience and high standing as an economist, and the clearest understand-
ing of the problems that would face the new German bank, If he could be
induced to consider it, his seeams to me the foremost name,

If not, how about Dr, Miller? He is of German origin and his
experience with the Board should be highly valuable in such a position,

If neither of these, Mr, Rovensky would be a very able, energetic
and reliable man, but I doubt very much if he could be induced to leave his
present position,

Another name that comes to mind is Mr, F. A. Delano, formerly of
the Federal Reserve Board.

And there is Mr, J. S. Alexander, who might possibly consider it,

Is there any serious objection to an mcademic man?! It would be
hard to find an abler or more experienced man for such a position that
Prof. Kemmerer or Wesley C. Mitchell,
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OFFICE CORRESPONDENCE Date_ May 26, 192 4
Governor Strong SussecT: Foreign FinancialAdvisers
FROM Mr, Snyder

As to the Austrian and Hungarian positions:

Undoubtedly the ablest and most experienced American in this field
is Prof. Kemmerer, His standing is, of course, of the highest, and he has
had a range of experience that no one else has had, 1In all his dealings
he has showm himself not merely a very able organizer but an adroit and
suave negotiator, and, I think, universally popular, Vhen we have anyone
of first rate ability it seems to me it would be a great pity to pass such
a person by, as is usually the case when it comes to any kind of Government
appointment,

Dr, Chandler was on the American Commission in Mexico with
Prof, Kemmerer, has spent a great deal of time in recent years in studying
Furopean conditions, has a wide acquaintance over there with economists and
bankers, is sound and clear-sighted in his views and has now had four years
of commercial contacts; he earned his way through college and has had an alle
around experience. It would be hard to find anyone better qualified,

Dr, Stewart has had a more academic career so far, but he comes from
the West; he has a cool head and many of the qualifications that, it seems to
me, are absolutely necessary for such a post, if it is not to be a failure,

Dr. Foster has been a successful college president, after a long
experience in Bowdoin and Harvard, is an administrator and a negotiator, and
equally has the right qualifications of clear financial understanding.

Another very able man is Prof, J. H, Rogers, formerly of Cornell,
now of the University of Missouri. He was itrained abroad, has a wide
acquaintance with Buropean economists, bankers and others, has the advantage
of a first~hand knovl edge of conditions and a mind of crystal clarity, With
his highly reserved personality he has not made the impress that his real
ability and the unusual incisiveness of his mental processes should command.
Compared with some of the bags of wind from whom you have had correspondence,
he is a piece of cold-chilled steel, He is well worth considering.

John Williams is a very capable and competent person, but his views
upon the effect of paper money issues is essentially that of 211 the de=-
fenders of the German and other inflationary policies, and it seems to me that
it would be very unfortunate to put anyone in such a place as that who had
any tendency to wobble upon this point, because the pressure that will be
brought to bear by the inflationists will be very heavy in every way.

I have mentioned only academic names so far, for the reason that it
is rather hard to find bankers or business men who have given these questions

serious attention, and whose instincts and impulses are usually in the direction
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OFFICE CORRESPONDENCE DATE May 26, 1924
__Governor Strong SussecT: Foreign Minancial Advisers
FROM Mr, Snyder 2

of the easy road, which, it seems to me, is precisely not the road that these
two countries can follow now,

Two very able men in the Bank of Commerce are Mr, Roveneky and
Mr, Broderick, either of whom has high qualifications, Mr, Broderick has
specialized in the foreign exchange field, and Mr, Rovensky, as you know, is
a quite unusual type of banker, But would it not be wiser to consider these
two for the other position?
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE i T R 1024
_Governor Strong 0 SusJecT: _ Exchange charts, stc.
Mr. Snyder TR el e R

Your call for charts comes in the midst of closing up for the
Monthly Review and the Business Summary, end some extra charts for Mr, Jay.
May I ask how far the enclosed will answer your purpose and just what is
most essential to add:

1., Gold statement is attached herewith,

2, I attach chart of exchange rates for five countries, from
1914 to date, and charts for all the other principal countries into 1921.

Q. Shall we try to bring all these latter up to date?

3. Fluctuations of axchange under the gold standard before
the War were, of course, within the "gold points,” i.e., in variations of
under 1 per cent, which is not representeable on charts giving post-war
fluctuations, i.e., it would be just a straight lines This could be just
indicated on the "par" line as "pre-war average fluctuations.” See charts
in book enclosed,

4, The mathematical formula used by Mr, Keynes for purchasing
power parities is on page 106 ff, of his "Monetary Reform,"” which I believe
you have., This is, of course, taken directly from Gussol and credit is
due to the latter and not to Mr, Keynes.

5. It is extremely dif ficult to show conclusively this p. p. p.
relation by means of any existing indexes, so far as we have found, as is
evident from the attached chart showing this for England, France and Italy,

You will note that in the case of England the price index ratios
for more than a year were above par, but the exchange did not follow, i.e.,
there seamed to be other forces at work, which I call bill pressure, for
lack of a better word.

6. I attach charts for six countries carried only into 1922,
Will you please look at these and see if any will serve your purpose'

We can have the three photostets
of any of these ready Wednesday

morning, if you will advise us
tomorrow morning,
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. . FEDE::LNERV\E,.SiF;\;EK BANK
OFFICE CORRESPONDENCE Date_ May 27, 1924
To__ Governor Strong SussecT:  Conditions in Iowa
2

From _____ Mr, Sayder

I am sure you will be interested in a rather remarkable letter
which Mr, George E. Roberts has received from a friend of his in Iowa.

I imagine it paints the picture rather black, but it is none the less an
interesting view.
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OF NEW YORK

OFFICE CORRESPONDENCE Date_ May 27,

To‘,, Governor Strong 4 Sussect:__The Dawee Committee Report
From____ Mr, Snyder

This seems to me &8s intelligent a criticism of the Dawes report

as I have seen,

bt @oue_dnff JG%

’
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‘ERMANY = The gold note-bank, Alfred Lansburgh

Die Bank, May 1924, pp. 294-5

The aim of the Dawes Committee, to establish a unified and permanently
stable currency for Germany, corresponds not only to the desire of Germany's
reparations creditors, but also to the national interest of Germany. Unfortun-
ately, however, the proposals drawn Bp by the experts are not adapted to guar-
antee the attainment of this aim. The experts have prescribed only 33 1/3 per
cent. gold cover for the note circulation, and there is no provision against
depreciation with a progressive increase of the circulation, in case of an in-
crease in the reserve, A 12 per cent. cover for deposits is specified, to be
sure, but neither of these covers is absolutely compulsory. ;

In reckoning with the danger, even though "minimal," of a new infla-
tion, the experts are not fulfilling the task to which they were assigned, for
they were to plan for the organization of a gold note-bank in which ary deprecia-
tion of the value of the new currency, however slight, is out of the question.
Only by guaranteeing an absolutely stable currency is there justification for
requiring Germany to give up her autonomy, to put the bank under the control of
a foreign commissioner and to provide for the transportation of her metallic
stock and note printing to a neutral country. An admission of the fact that
there is no guarantee of a currency really equivalent to gold and of lasting
exchange stability, is, furthermore, to be found in the section of the Dawes
report discussing the danger to the exchange value of the new currency in the
removal to the creditor countries of reparations funds collected in Germany.

In a country with a real gold currency, there is absolutely no such danger.
In considering  injurious reactions, the Dawes Committee admits that even its
proposals will not provide Germany with the promised gold currency, but with
only a temporary arrangement once more,

GREAT BRITAIN = The return to the gold standard

Digitized for FRASER

Economist, May 3, 1924, p. 908

Sir Felix Schuster in a recent speech expressed the opinion that the
L sterling may return to parity with the dollar before very long. He believes
that currency notes should now be transferred to the Bank of England, and
licenses for the export of gold granted more readily until the free movement of
gold is restored. No great demands for gold could be made upon Great Britain
by any country except the United States. "The cordial and confidential rela-
tions which are known to exist between the Bank of England and the Federal Re-
serve Doard could be depended upon to work in such a way as to prevent movements
that might be injurious to either country." The recent trend in exchange has
been largely due to the movements of capital. This condition is likely to con-
tinue as the k sterling approaches par, owing to the larger return upon capital
in the United States. The reduction in the rediscount rate to 4 per cent., is
a step in the direction hopgd for by Sir Felix Schuster, since it will tend
to equalize interest rates in the two countries.
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_____Governor Strong ! SusJsect:  Rate Programme

Mr. Snyder el L

With reference tc the programme you outlined the other morning it
seems to me that present tendencies should be pretty earefully considered,

(1) The dark wave of pessimism, you remember, rolled in in the
early part of March, March saw someé receseion in business from the un-
seasonably high point reached in February, and our index of the Volume of
Trade came down from 111 to 104,

The average for the quarter was 107,

In spite of all the continued gleoomy telk and gloomy predictions,
the recession apparently did not continue in April, save in a few notable
lirnes like, especially, steel and iron, Our index for April will be about
103,

(2) The stock market, which is supposed to anticipate business
movements, but which seems generally to run pretty well with them, equally
shows no evidence of an impending slump, The averages, just like our Volume
of Trade index, came off somewhat from the sharp little run up in February,
but the decline emounted to only about 7 points for the industrials and
practically nothing for the rails, Both reils and stocks are still well
above the low point reached last July,

(3) The same way with brokers' loens. They have shown only a
very slight decline from the high point reached in March and are now about
half way between the record point of April of last year and the low point of
last November,

(4) The seme way with commodity prices., As you have doubtless
noticed, there has been some decline from the high point in February, but our
average of 20 basic is still well above the low point of last July (see
Business Summary),

(5) The same way with the banking situation, The statement for
National Banks for March 30 showed loans and discounts at a peak since 1921,
Demand deposits ran off a little from the figure of December 30, end so did
total deposits, very slightly; but both are now practically at a record
point, and higher than at any time in 1920,

In the Reporting Member Banks total loans are at e peak since 1921,
and demand deposits last week made & new high for the year. The only declines
evident in the banking field are in the Federal Reserve Banks, not in the
commercial banks.

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



‘ - -
MISC 3 1 STAT.3680-10- 214

FEDERAL RESERVE BANK
OF NEW YORK

~

‘FFlCE CORRESPONDENCE DaTe _ May 28, 1924
Ry s Governor Strong ey ) SuBJECT: Rate Programme -t
FRO’ _Mr, Snyder i Sl R e St A

(6) In the general business situation we have, of course, & con=
tinuance of the building boom, and that in the minds of some spells sure-
fire disaster, But we had a large deficit to make up, running back five
years, and with the enormously high wages being paid and full employment I
see no reason for anything more than a steady easing off as the demand
abates.

We have had some slump in steel and iron, but even at that, if you
have noted our index of Production, you will see that both March and April
for pig iron were sbove the computed normal and the average in steel for the
two months the same.

There has been a sharp cut in automobile production, but this was
largely part of the programme to stock up heavily in the winter. For the
first three months of the year General Motors sales were less than 3 per cent
below a year ago, which does not indicate any very serious depression there,
in spite of all ths wild and foolish talk.

Bank clearings outside of New York City, an excellent index, was,
aa‘f'have estimated, about 2 per cent above normal for April, and that meant
about 6 per cent for the first four months of the year,

We have had 2 boom in some lines but a quite notable depression in
others, &s in textiles, leather goods, hides, etc., to say nothing of the
very serious and persistent depression among the grain farmers and livestock
raisers, This, I regret to say, shows no improvement, end this will have
its political effect,

(7) To sum up then, we have had some little decline from February,
just as we had a little run off from the high peak of business in March of
last year, but this year as last year business was at high tide end rumning
steadily ebove normal and not below. This is a definite and incontestable
fact, end yet you would imagine, from listening to nine-tenths of the busi=-
ness men, that business was poor,

They seen utterly unable to diseriminate in their minds between
profits and volume of business and production,

(8) Our index of the General Price Level stood in April at 180,
a decline of 4 points or sbout 2 per cent from the high point reached last
October, This compares with a low point of 166 reached in 1922, This is
a weighted average of all kinds of prices, wages, rents, etec, It represents
the only accurate measure we have of the purchasing power of gold; and now
stands at only about 15 per cent below the average for 1920, and is at prac-
tically the same level as when the Armistice was declared,
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We have been very much misled in our judgment of prices by taking
commodity prices at wholesale ee a measure, since these have been heavily
depressed by the extreme depression in farm prices eand certain commodities
like copper, rubber, hides and leather,

(9) It is, as I tried to point out in my memorandum yesterday,
apparently a mistake to believe that the general run of prices in Great
Britain is lower than in the United States, relative to pre-war conditions,
save from the point of view of unduly depressed exchange. So far as the
index figures will indicate, commodity prices, wages, the cost of living,
etc., in England, are now at about the same point, relative to 1913, as
are these prices in the United States.

Theoretically, then, on the purchasing power parity, sterling ex-
change should be at or even slightly above par, Apparently it is the

necessity of exchange payments and not the relative level of prices which is
the present cause of the depreciation of sterling.

If export prices in England are something like 90 per cent of the
pre-war level, in the face of the fact that the average price of their im-
perts is only about 50 per cent end the factory wage level is correspondingly
high, does not this suggest, as you remember & correspondent in the Economist
(see Economist, December 1, 1923, p, 973) pointed out, that the real cause
of the depressicn in Fngland is the high level of wages and the high cost of
their exported products!?

Forcing a higher General Price Level in the United States might help
sterling towards recovery, but our experience is that in inflation commodity
prices at wholesale rise more rapidly at first than other prices, and as the
cost of raw materials in Great Britain is heavily influenced by the price in
the United States of raw materials, would this not carry up English commodity
prices at wholesale in about the same way!?

And would not this have a tendency seriously te curtail our export
trade, which is already in a depressed condition and much below the nomal
level of growth?

(10) To change our present condition of high prosperity to a boom
might require very little pressure, Our experience in 1919-'20 was that the
demand for credit rose very rapidly., We know the difficulties of an adequate
restraining rediscount rate, If there were a prospect of large credit ex-
pansion would it not be the part of wisdom to have a large investment fund on
hand, possibly on the order of 700 or 800 millions, if not more; and would it
not now be difficult te acquire such large holdings without precipiteting a
stock market boom?
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MISC. 3 1 STAT.36800°10-21

eFFICE CORRESPONDENCE DaTe _ May 217, 192 4
_Governor Strong § SueJecT: _ British and American Price
FRC& Mr, Snyder Levals =

As to the present position of price levels in Great Britein and
the United States:

It seems to me extremely difficult to make & very accurate and
trustworthy comparison. There is no index of the general price level for
Great Britain similar to the one we have compiled for this country.

But we find that the index for the average cost of living comes
very close to this general average, &s a rule, end, teken on a pre-war
base, this index for the two countries is apparently somewhere near the
game, For this country the computation made by the Industrial Conference
Board differs a little from the Covernment averagee. But there is no wide
disparity.

The Federal Reserve Board triees to compute relative prices on a
gold basis, and you will see that, dividing the price indexes by the current
rates of exchange, the two levels are now very close together (F. R. B,
Bulletin, May, pe 433),

On the next page you will see, elso, that the F. R. B, indexes of
export prices are likewise not very far from our owm, that is, between
80 and 90 per cent above the pre-war level, I do not know how good these
indexes are, end havk just started a little inquiry into this question.

Ae to wages, Prof, Bowley computes & composite index at about
75 per cent above pre-war levels, but this is rether heavily weighted by
ship builders and agricultural leborers, snd if our weighted index was made
up on the seme basis I doubt if it would be very much higher.

In a word, the available evidence seems to be that, relatively,
the general run of prices--commodity prices, wages, cost of living, etc.--
have risen sbout the same in percentages in England as in the United States.
Now, you may say that if British exchenge is depreciated by, eay, 11 per
cent, then, speaking very roughly, measured in gold yessmigntcgayatkatxiiy the
prevailing level of prices in Fnglend was 11 per cent below that of the
United States, relative to the pre-war relations.

But a good part of this difference, it would seem, is dueeto what
I call bill pressure, the pressure of payments, and therefore you might say
that, at the present time, British exchange on the United States is arti-
ficzally depressed, end does not represent any true difforonce between price
levels,

I am having our Library files searched for anything illuminating
on this question, but personally I have not seen anything with very much
sense to it on this subject; so I have ventured to give you the aveilable
facts as far as I can,
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From Mr. Sayder D)

—~ /\w\w

If you think that my presentation of the subject was incorrect,
please note a very careful article upon the question in the attached
number of the Economist, evidently writtem by Mr.W or some ex-
pert upon these matters. M}

AR u, You will see that this writer has the same difficulty in
u&pua.u price index ratios and the actual exchange rates that any-
one will find who examines into the question carefully, There are
all sorts of anomalies, For example, as you probably know, wheat is
today selling in Liverpool at about the same price as in New York, de-
spite a normal spread of about 26 cents on freight rates, ‘
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§ Governor Strong SussecT: _Buying of Labor Saving Machinery

-
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-

Mr, Snyder

§ Attached is an extremely interesting note on conditions in the
machine-tool industry. It contrasts rather sharply with Mr, Woolley's idea
that there has been an unusual emount ¢f new labor-saving machinery intro-

duced in the last few years, But without the latter it seems very difficult

suggested by the comparison of fectory production and the amount of factory

3
§
:
£¥

emp loyment.

Another instance of how difficult it is to make an accurate gen-

?i
[y
@ to explain the apparent increase in factory production per man which seems

d

W
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t ~tlou dorg/ eralization anywhere.
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OFFICE CORRESPONDENCE Date_ June 5, 1924
s Governor Strong Sussect:  Mr, Robert Crozier Leong
FROM Mr. Snyder

I have been able to make liitle headway in finding anything for
Mr., Robert Crozier long. He writes, or did write, for the Journal of
Commerce, and for a time was Berlin correspondent of the Standard Statistics
Compeny; alsc for & time for the Evéning Post. !r, iranz Schaeider, of the

Evaning Post, is considering the matter, and also the Tribuge.
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OF NEW YORK
OFFICE CORRESPONDENCE Date__June 6, 1924
To__ Gvernor Strong Sussect: "Economist" of May 24, 1924
FROM _ Mr, Snyder

An interesting article by Robert Crozier Long.

ﬁ/’*“‘ }“ é) |
s
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To_’_};, . Governor Strong SuesecT:_ Economist of June 7, 1924
FroM _ -3 \r, Snyder

This seems to me an extremely interesting sidelight on German

industrial conditions in and since the War,

Lo1e fhan )Zn:[ la ee f{ /,,} (’j, L g 3251

7 =y
W ad [
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P June 16, 1924

My dear Moulton:

Just as bearing won the course of industrisl
production and industrial development in Cermany since the
beginning of the War, may I draw your sttention, if you
have not noted it, to the article in the Ecopomist of
June 7, page 1150, en "The Development of Electrical Power
in Comany?™

This shows that electrical installetions from
1913 to 1922 had doubled and the total of electrical pro-
duction tripled, and according to this account this did not
include & mmber of very large works which did not comes
into production before last year,

As these fipures sre from a Germman I presume they
may be taken as official, since they agree substantially
with other published figures on the subject.

Does this seem to you to tally with the picture
of a Germany whose industrial production has been reduced
b7 2 half or even a quarter in these years? Personally I
find it very hard to reconcile thesec and other figures of
the same tenor with such a view.

With very best regards,

Always yours,

Harold G. Moulton, Fsq.,
Director, Institute of Zconemics,
26 Jackson Place,

Washington, Di C.
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@>FFICE CORRESPONDENCE T | SO
10 Goveraor Strong SuesecT: _Letter for the Annuversary Number
From_ Mr. Snyder - of the Japanese-American

Would you like to add to the letter, after the first full paragraph
on page 2, the following, which I have just turmed up this morning:

"An interesting sidelight upen this quite astonishing develcpment
is that Japan is now third among the nations of the earth in the amount of
electricity sonsumed, exceeding in this regerd even such large countries as
Great Britain and France, and surpassed only by the United States and Cermany.”
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OF NEW YORK

@ FFICE CORRESPONDENCE pare_ June 23, 1004
T:_" ; Governor Strong SUBJECT: _ ] !

From ____ Mr, Snyder

T have had a number of lstters and questions very similar to the
attached, not about this Wheley-Faton stuff, but the supposed new policy.
T'd rather like to have a word with you as to just what should

be the tenor of a reply.
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OFFICE CORRESPONDENCE Date_ June 24, 192 4
’o:‘,_ jo,vemnr»s,tmng : >, . , m SusJecT: _Remarks on "Monetary Reform".
FROM Mr, Snyder ko pPAY I Fl oMty SRNE e e e 5D Seeal EdeT . o

You will be entertained by the observations of Prof. Cannan--

/

he is always amusing--end Sir Charles, who can never say die, /
4

Also, by the neive beliefs expressed by Mr. Keynes, and still \ ‘- /
(f227)50 7
more notably by Mr, Hawirey here and in his review of Keynes' book, that
there is on this side of the water an august body with a clear and definite

program, boldly carried out, and in full control of credit expansion, price

levels, and other foriunes of the nation,
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@FFICE CORRESPONDENCE YR Mk PR M
o ir, Jay SUBJECT:  Index Figures of Volume of Trade
FrRom_____ Mr. a’d‘r

We have a steadily increasing number of requests similar to this,
and it is becoming a real burden to reply to them all,

We publish in the Monthly Review regularly some fifty odd different
indexes, computed in terms of normal, a considerable part of these now for
a number of years. Do you think there would be any serious objection if
without further ado or even specific mention of it, we simply added to our
fifty odd indexes the composite number for the Volume of Trade? Only the
scant few who are interested in such matters would ever notice it, or even
know what it meant, and it would save us a great deal of trouble.
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MISC, 4.1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

@>FFICE CORRESPONDENCE Dave__Juna 26, 1924
To ™ . Governor Strong Sussecr. British and American parities
From____ Mr, Snyder

C oruf/l(/‘z““
Since none of the ratios of indexes of prices between this country
and Great Britain yield a continuously t comparison with the actual

course of sterling exchange, and as you did not feel very well satisfied

with the results so far obtained, we have undertaken the construction of a

new index of the General Price Level of Great Britain on exactly the same
lines as our new index for the United States-~that is, a weighted composite

of all kinds of prices, including commodities, wages, rents, and the elements
of the cost of living, or, if you prefer, the average of all kinds of payments.

Thie is in the hope that comparison of this with our United States
index may yield more satisfactory results,

(e~ o e
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@OFFICE CORRESPONDENCE cere__ e~ il
TodRy Governor Strong Sussect:  Prediction of Business Recovery
From____ HMr. Snyder

At our Business Luncheon today Colonel Ayres predicted very
definitely that the slump would last until late in the year, and, as he
put it, that the turn might come about Election Day, with a very slow
recovery and business mot back to mormal before the middle of next year,

Arguing from past performance, this would suggest a political
overturn, that is, in most cases where the alection takes place in a
severe slump, with falling prices, the Administration changes.

But personally I doubt very mudh the continuance ¢f the slump.
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eFFICE CORRESPONDENCE Date Jume 27, 192 4
Tov“,ﬁ,i, Governor Strong e = SusJecT: __Pietures in the Library
FR‘%M _Mr, Snyder e . b R e L A S T

U When we laid plans for the new Library of the Bank, we thought
it might be a real embellishment if We could obtain some interesting pictures
of bankers, economists and others. BSo three years ago, when I was in
London, I raided the second-hand shops and bought quite a collection, and
at astonishingly small expense, of old prints, caricatures, etc., of formmer
Governors of the Bank of Fngland, of Adam Smith, Ricardo, and the like,
adding to a collection I had previously made myself., Many of these cost
only a sixpence or a shiliing, possibly, but I think are well worth framing.
But I mow find that there is an order against any wall decorations.
Do you wish this to hold against pictures in the Library? ¥e had thought,
also, to put up quite a collection of our chart pictures, and the like, so
that it might be rather a show place for visitors when they came.

The expense of this would, of course, be extremely slight.
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MISC. 4. 1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK
@OFFICE CORRESPONDENCE SRTNT PN YRR,
Tof§ ~ CGovernor Strong Sussect:  New Investigaticns
From _ Mr, Snyder

When Dr. Stewart was over here last time, in May, he renewsd his
urg:i.nga that we undertake more detailed studiee of the New York money market,
the movement of funds, etc., but had no definite propesale at the time.

I wrote sbout this after his visit, also the attached.

Ne answer from either letter,
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&OFFICE CORRESPONDENCE Dare. i gkl 1 ool

To‘_: Governor Strong - Suesect:  Memo. from Mr. Hoover

From____ Mr. Snyder

It is very reassuring that you think this sort of wituff is just
2 "bawl.,” That is just what it seems to me.

There is undoubtedly a rather sharp recession in a number of lines
of industry, just about like there was last year. Our bank clearings for
June, with four days estimated, indicate somathing like 4 per cent below the
normal rate of growth, But I have an impression thet this will not last
long and that July or August will show a marked improvement,

As for Burope, it seems to me that it is plugging along in the
face of great difficulties, and slowly improving.
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Governor Strong Suesect:  British Prices

To‘

FrROM _

igitized for FRASER

Mr. Snyder

You will be interested, I think, in this plotting of the course of
prices, wages, and the cost of living in Creat ¥ritain,

According to these figures there has been a wholeseale deflation of
wages as well as of prices over there, £o that on a 1913 pase their wholesele
price and wage levels are pretty close together., wnich might ve interpreted
to mean that actually there 48 a better bslance of price levels in ureat
Britain at the present time than in the United States.

The red line is the computed general price level or average of all
kinds of payments, made up in exactly the same way as the seme index fer tnis

ecountry,
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OF NEW YORK

‘FFICE CORRESPONDENCE Date__ June 30, 192 4

To

FrROM

Digitized for FRASER

_Governor Strong N SusJecT:__ Sterling end P, P, P,

Mr. Snyder i gt B AR ol W W s TS A

The attempt to work out a theoratical value for sterling, from a’
comparison of price indexes, has not been a success. In the past three
years we have tried out several combinations, and one of them worked
beautifully for a good long stretch. Then came the divergence which I
pointed out some weeks ago.

Here are two new ones:

The chain line is the comparison between our Bureau of Labor index
and the new Board of Trade index for Greet Britain. These are quite dis-
tinctly the two best indexes of commodity prices at wholesale in their
respective countries.

You will note that, from the end of 1919 to the middle of 1922,
this line crosses and recrosses the sterling exchange line repeatedly.
Then, like all the rest, they took 2 wide swing apart, and only made a near
approach again last summer.

The solid line is & comparison of two indexes of the average pur-
chasing power of the two currencies, That for the United States we had
worked out for quite another purpose, and, having done this and determined
the needful constituents, we found that it was a very easy job to make a
similar computation for Great Britain,

Prof . Bowley had made a carefully weighted composite index of
wages in Great Britain, and the other indexes for wholesale prices, cost of
living, snd rents were at hand.

You will note that this comparison shows wider divergencies from
the actual course of sterling than the ratio between prices at wholesale,
I may add that I know of half a dozen other attempts in this country, and
two or three abroad, to solve this problem, all with equally little success.
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OF NEW YORK

eFFICE CORRESPONDENCE DATE June 30, 1924
To.‘: Governor Strong - SusJecT: _ Expenses of this Department
FROM Mr, Snyder , B SR e e o e =T CUFS Sk

igitized for FRASER

I have been very much disturbed by the stetement reported by
Mr, Jay, as made to you in Washington, that our Index of Trade had cost
something like $75,000 (if this was correctly the statement)e. Dr. Burgess
has gone over the records and estimates the actual cost at around §15,000 at
the outside. Personally I think this figure is much too high.

Qur Index of Trade was the outgrowth of some incidental work on a
monthly Index of Procduction, undertaken at e time when nothing of this sort
existed, When Dr. Stewart became Director of the Research Division he at
once began the preparation of such an index, utilizing, as I understand it,
gome of our material,

The actual composite Index of Trade has not taken the full time of
more than three or four people, and has been done incidentally to other work
in the Department. T believe it will come to be recognized and accepted as
the first really reliable and accurate measure of trade, and therefore of the
real credit needs of the country that has ever been compiled, end may prove
in time of need worth many, meny times its cost.

If, for example, we had had such an index as this in the summer of
1919, with five years or more of experience behind it, as we now have, it
might not have been so difficult to prove that the great rise of prices which
then began was pure inflation and not the result of business expansion.

Mey I add this:

Both in number of employees and in its tctal expense this Department
represents less than 1.9 per cent of the total expense of the bank,

Mr. Morgan's computation was that the Research Department, entire,
takes about one-sixth of this, or .3 of 1 per cent,

In other words, if the entire division was abolished it would mean
that, in the total number of employees or the total expense of the Bank,
something more than 99,7 per cent would still remain,

The continued criticism of our expenditure from Washington is dis-
couraging and can, I believe, have but a single object.
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MISC, 4. 1-100M-5-28 = FEDERAL RESERVE BANK
OF NEW YORK

“@OFFICE CORRESPONDENCE il SRt
ToP™=. Governor Strong Sussect: Increase in New York Deposits
FrROM Mr. Snyder

In trying to get at the sources of the extraordinary increase in
deposits in New York bankes in the last four or five weeks, I thought it
would be of interest to sample several of the interior districts.

As you will see by the attached, in the last three months Chicago
gined a 1little, and the Atlanta, Minneapolin end Kensas City districts lost
a little,

In the same period the total of outside bank balances and outside
bank loans to this market has varied little,

In other words, the gain here does not seem to have been at the
expense of the rest of the country,

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

eFF|CE CORRESPONDENCE DATE July 1, 192 4
, _Governor Strong el 5 5 SussecT:  John R. Commons
FR:‘N;' , Mr. Snyder i et : SR TR i

I am glad you will have a little talk with Prof. Commons. He is,
es Wesley Mitchell said, a very unusual and remarkable person., FHe has
probably had a wider practical experience with logi.ala..tors and the framing
of legislation and working with committees, etc., than almost any other
American., And his department of Bconomics in Visconsin University has
sixty=-two professors and instructors and some four thousand students en-
rolled annually.

He knows the VWest, and his point, in a nutshell, is this:

The mass of the people in the West believe that the Federal Reserve
Board and Bank were at least the chief active agents in the deflation which
cost them 80 dearly, That it is hopeless to try to dissipate or eradicate
this belief. Only one way he thinks to meet the issue. That is to put
it squarely to them: "Do you want another period of inflation, or do you

want stability?"
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FEDERAL RESERVE BANK
OF NEW YORK

@oFFICE CORRESPONDENCE pare. B ol
Tg Governor Strong Sussect:  Caleulating P. P, P's
FRO.M;,, Ly Mr. Snydor

Digitized for FRASER

I quite concur in your exposition of the problem. But the
further difficulty is that just those goods which are actively traded in
between two countries will have in general, and barring obvious exceptions,
practically the seme gold price, i.e., the price in one country will
correspond almost exactly to the exchange rate, e.g., the price of cotton
in Liverpool.

It seems to me the gemeral theory, that the average and long-time
exchange rate between two countries must be a retio between the average
internal purchaging power of their respective countries, is sound. But I
doubt very much if we can get much further than we have already in demon-
strating it by index numbers.

But, so far as it goes, it seeme to me that the evidence is that
sterling, for a year or more, has been unduly depressed, =and really feels
the effects of the very heavy gold payments.
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OF NEW YORK
‘OFFICE CORRESPONDENCE Dare___July 3, 1924
Tol Governor Strong SussecT:  Qutwcfetown Balancee Before 1919
FROM _ Mr, Snyder

The best barometric figure for cut-cf-town balances back of 1919
we have is the due-to-cther<banks account in the National Bank calls. Those
for New York City shown herewith,

You will note that, efter the heavy jump in 1915, there has been a
pretty steady secular decline, and the variations from this do not seem of

great significance.
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FEDERAL RESERVE BANK
OF NEW YORK

eFFlc:E CORRESPONDENCE Date___ July 3, 192 4
Governor Strong SuesecT:  Display of Large Wall Charts

FR-. __Mr, Snyder L Sl N e e

In the last four years we have made scores of large wall charts
for addresses by Mr, Jay and others, and some of these are very striking
and interesting. They represent & quite remarkable mngo,(a.nd I think
would disabuse your mind of the idea that we have devoted any special at-
tention to price movements, etc., although such charts have been among
those most often called for by the offieorn)

One of my thoughte about the new litrary was that we might make
e big display of these, on the walls, perhape twenty or thirty of them,
that could be brought up to date from time to time, when pressure slackened
a little, although it seldom does.

I believe that these would give visitors a fine idea of the renge
of inquiry and information at the disposal of the officers and directors of
the bank, and especially might be very impressive to any whilem critics of
expenditure in this department.

Would this meet with your approval?
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date_ July 3, 1924

To___ Governor Strong SussecT:  Interdietrict NMovement of Funds,

FR(' Mr. Snyder i etca

~

The material for & detailed study of the New York money market snd |
the movement of funds to and from the outside is rather scant, and not much
of it extends back of 1919. Most all of this material has, of course, been
charted continuously from the time this department was organizeds The
attached chart brings out the most salient features,

The first thing you will note is how steady have been the demand
deposits, and to a considerable extent alsc the total of loens and rediscounts,
of New York City banks within the last five very tumul tuous years. From a
straight average for the whole period the demand deposits have varied scarcely
more than 10 per cent.

This is the more remarkable in view of the fact that the investment
account has varied quite widely, both down and up.

The variations in out-of-town bank balances have, es you will see,
likewise varied but little, ranging around & hundred millions above or below
the average. In other words, e kind of gold exchange fund kept at a fairly
constant level,

Qut-of-town street loans, like local bank street loans, vary more
widely, but swing largely with the demands of the Stock Exchange and not, sp-
parently, with the interest rate., For example, through 1920, while the in-
terest rate was rising to the highest points known in the last fifty years,
gtreet loans were steadily falling,

OQut-cf-town street loans fell less rapidly than local street loans,
sc that the stringency which developed could hardly be regarded as the with-
drawel of outside funds.

Perhaps the most striking fact of all is that the interest rates in
New York should have varied so enormously within this period, while the actual
amount of demand deposite varied so little.

And unless we imagine that large amounts of unreported outside
funds flow in and out of the New York market, then must we conclude that the
remarkable rise and fall of interest rates was due to the varying pressure of

demand, egainst & nearly inelastic supply?
And, theoretically, the supply was highly elastic,

I should be very much indebted for any suggestions for further inquiries

As to our studies of price movements and the like, I can assure you

igitized for FRASER that these have formed but a slender part of the total of our worke.
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OFFICE CORRESPONDENCE pate _ July 10, 192 4
s e Governor Strong 3 SusJECT: _ Cost of our Indexes, etc.
FRGM Mr, Snyder S Sl
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Dr. Burgess and I went over to Washington Tuesday, at Mr, Jay's
suggestion, and I had a chance to have a very agreeable talk with Stewart
about the remark he made to you about the cost of our indexes of Trade,
Production, stc. He says that his estimate was "from $50,000 to $75,000,"
but I found that this was almost purely a guess from the cost of some work
in his own department.,

I tried to show him that we had never had more than three or four
people engaged upon this work, and these not continuously, and that I
doubted if the actual cost at the outside could have been over $12,000 or
$15,000, or much less than one-third of his lower estimate.

I explained to him that a good deal of the computation had been
done in the Tabulation Division when they happened to have slack time, 30
that this part of the work really cost nothing,

I would also like to point out that this would include the cost,
not of one index of Trade, but of three separate and distinet indexes inde-
pendently calculated and yielding practically the same results.

I doubt if all this work has ever run to as much as 10 per cent
of the annual expenditures of this department, and, as I pointed out to you,
the total of our expenditures now represent about 1.8 per cent of the total
expenditures of this Bank,



FEDERAL RESERVE BANK
OF NEW YORK

-

@OFFICE CORRESPONDENCE DATE_ July 31, e

To.,. _ Governor Strong SUBJECT he Rapid Expansion of Deposits

FRC‘ Mr, Snyder f b, e Y e

Perhaps the very rapid expansion of Reporting Membér Bank deposits
in the last four monthes may be very easily explained, and if so it is ex-
tremely interesting. The situation is this:

The low point for the year in these banks' deposits was about the
first week of March. Since then demand deposits have expanded, to July 2,
by about 820 millions, and time deposits by about 220 millions, which with
Government deposits practically unchanged yielded an increase of deposits in
these banks of around 1040 millions.

In the same period total loans and discounts increased by 216 mil-
lions, total investments by about 554, or a total of loans and investments
of about 670 millions.

In the same period reserve balances with the Federal Reserve Banks
inecreased by 110 millions, and as the cash in banks changed but little this
meant a total expansion of around 780 millions.

This leaves about 260 millions to account for.

In this period net imports of gold amounted to about 140 millions,
and we also know that from the end of February to the end of May deposits in
Member Banks in the smaller towns, under 5,000 population, declined by about
100 millions. As the Member Banks represent nearly three-fourths of the
total resources of the country, we may imgine therefore that the total gain
to the weekly Reporting Banks from the smaller banks of the whole country
might possibly have been on the order of, say, another 140 million dollars,

VWe also know definitely that some of the larger banks in New York
City have very substantially increased their foreign deposits since the
first of the year, one of them by 50 per cent. This conceivably might
easily total 100 millions or more.

These three sources would suffice to explain the balance of
260 millions indicated above, even after a reduction of about 72 million
dollars in the total earning assets of the Federal Reserve Bank in the same
period.

But this of course does not eéxplain the source of the funds nor
the increase in loans and investments. As these could not have been de-
rived from the smaller banks of the country by withdrawals, nor, in any
probability, from increased foreign balances, we are left to the supposition
that they were built up by the banks themselves on the strength of their
excess reserves at the Federal Reserve.
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= FEDERAL RESERVE BANK
‘ OF NEW YORK

,)FFICE CORRESPONDENCE DA | ey 8 192 4
+o _ Govemmor Strong , sussecT: The Rapid Expansion of Deposits
FROM Mr, Snyder i 2 i st Tt

If there were no demand for new currency, snd in this period there
was little change, and this excess amounted to as much as 100 million dol-
lars, over the amount required in March, this amount with the Weekly Report-
ing Banks would expand their loans or investments by, roughly, about
900 millions, or considerably more than the actusl expansion.

Now, in the old days ‘the banks were largely left to the whim of
customers, as to whether they could expand their loans quickly or not.
Heavy purchases of investments were not the rule. Now, we have had in this
period relatively small increases of loans, and these chiefiy with stocks
and bonds as collateral, and a very heavy increase in investments.

In other words, the expansion now is largely wmder the arbitrary
control of the banks themselves, and practically without recourse to the
Federal Reserve Banks. The other thing of interest is that in this same
period the amounts reported from these banks as "all other loans,” i.e., the
so-called comnmercial loans, declined slightly. Business generally was under-
going a slight recession and not an expansion, In other words, this heavy
expansion of bank deposits took place without any increased demand for
commercial loans whatever, and in the face of a general tendency to curtail
credit commitments. It is not the less interesting thet this was a pos-
8ibility which has for some time been foreseen.

I am wondering if this is not part of the explanation of the con-
siderable degree of stability in business which we have had in the last two
and a half years., The steady inflow of gold, in cooperation with the pos-
sibilities of elastic expansion under the Federal Reserve System, had brought
it about that the credit movement may be at times temporarily against the
general business movement, which in the case of the decline of the latter
means a kind of automatic resistance, leading to a rather ready reversal of
the business trend. If this is the fact it would give additional support
to the idea entertained by many that suth a reversal might now soon appear

&mo
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FEDERAL RESERVE BANK
OF NEW YORK

@OFFICE CORRESPONDENCE D L AT

To _Gvernor Strong ol SusJecT: __The Increase in Deposits

FR4 _____Mr. Snyder ! e : e e B el Sl ™t e i

Part of your suggestions as to a possible inquiry had been
covered in the memo, I showed you yesterday, copy of which, with corrected
chart, is attached herewith,

A less successful attempt to show the same thing is also attached
(they did not keep to the same scale),

I see no further light on the rapid increase in deposits in the
first half of this year, save possibly in the unusually heavy gold imports.
These gold imports for the six months reached a net of 222 millions, or
very close to double the amount for the same period in either of the two
preceding years.

Clogely corresponding to this has been the increase in the
Member Bank deposits in the Federal Reserve Banks, which have gone up from
the February average, low for the year, of about 1900 millions, to an
average in the last four weeks of 2047 millions.

This is the most rapid increase in Member Bank reserves that we
have had in a long whilse,

In the absence of any increased demand for hand to hand currency,
and apparently this demand has fallen off slightly instead, this increase
would suffice for an average expansion of deposits for the System of around
a billion and a half instead of the billion that has taken place.

Would this, and the further fact that the increase in deposits
has run so far ahead of the increase in loans and investments (by about
350 millions), suggest that there is still a considerable slack to be taken
up=-i,e,, room for still further expansion without rediscounting?

I have to go on Thursday up to Cornell University, but I hope
next week we will have some further analyses for you.
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@oFFICE CORRESPONDENCE SN Sar

%-_MI- Snyder St , = Sl SUBJECT:

ol 1. E. Rose : S ML, oS e

Gold Certificates in Circulation (outside Treasury and
Federal Reserve System)

Jan. 1, 1922 178,701,274 (Federal Reserve Bulletin)g.z 656 785 5731
Jane 1, 1923 302,743,899 (Circulation Statement) 3,733 47%¢€

/
Jan, 1, 1924 582,029,209 ( " w o) 2y7 20086

1 E1°3]
June 1, 1924 779,169,139 ( " w o) HHeo, 1
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A ” /OVEMENT OF REDISCOUNTS AND INVESTMENTS I THE FEDERAL RESERVE BANKS
w) C
; ' In the chart below is given the month to month changes in the
2 amount of rediscounts in the Federal K:serve Panks, compared with the in-

crease or decrease of investments, In a broad sort of way there has been
since 1922 a quite remarkable correspondence between the decrease in the

one and the increase in:the other., The figures are given in three-months

averages,
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Confidential
July 14, 1924

CREDIT MOVEMENTS IN THE FEDERAL RESERVE BANKS

In the long decline in the extension of credit by the Federal

®Reserve Banks, -total caming assets of the twelve banks fell from a peak

of 3,422 millions in October of 1920 to a low of 1,021 millions in August
of 1922; a decline of close to 2,400 millions.

In the same period discounts and advances fell from a peak of
2,827 millions to a low of 380; or by very nearly the same amount as the
decline in total earming assets.

But .from the beginning of 1922 the decline in discounts from
1,113 millions to 380 millions, was much greater than the decline in total
saming assets (from 1,471 millions to 1,021 millions). This was brought
about by the steadyr expansim of security holdi_ngs which rose from 220
millions at the beginning of the year to 630 millions in June,

The expansion of 410 millions in securities held replaced a
corrésponding amoun‘t of discounts axid advances. From June onwards the
securities account was steadily reduced, with the result that in a
few weeks the decline in rediscounts had stopped.

By the following December the securi‘tieé holdings had been re=
duced some 333 millions, while rediscounts had risen by 325 milliens,

a very close correspondence. |

By July of 1923 securities'held had been feduced to. below 190 '
millions, or by a total of 535 mﬁlims, while on the same date discounts
and advances had expanded from the low point of 1922 by 550 millions; again

a close correspondence.

Federal Reserve Bank of St. Louis
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Since this low point of July of a year ago the investment account
has been increased by 356 millions, while discpunts and advances have de-
clined by 619 millions. Here the decline in discounts was in eXcess, and
as a result the total of eaming assets fell accordingly to a point 200
millions below the lowest point rcached in the extreme depression of
1921 - '22, But from the extreme low point of the investment accouat in
last November, to date, the increase in securities has very nearly balanced
the declige in rediscounts.

Tith some slight divergencies, therefore, it may be said that
the expansion of security holdings has been balanced by a corresponding de~
cline in rediscounts and vice versa. Had the corrospondence beon exact,
apparently the total eaming asséts would have beenbeld at close to the
average figure of the two preceding years; while at the present fime this
total is about 300 millions below this average.

Ordinarily axd without the enormous accession of gold which we
have had in the last three years and more, credit movements in the Member
Banks of the System would necessarily follow rather closely the position of
credit in the Federal Weserve Banks. With the incoming gold, however, this
corresporidence has been notably interrupted.

In 1922 there was a heavy expansion of bank credit in the country
over the low point of the preceding year, without a corresponding increase
in the expansion of credit by the Reserve Banks. The sax;\e thing has been
taking place in the present year, as was pointed out in these pages last
week. The rapid rise in deposits aé t0 a less extent, in loans and in-
vestments, has been in the face of the fall noted in total carning asseis
of the Federal Reserve Banks. |

Last week saw another marked increase, bringing the total increase

Federal Reserve Bank of St. Louis r 3
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of deposits in the weekly reporting banks up from the low point of March 5
by 1,049 millions, In the sames pariod loans and investments increased
only 672 millions,

In the New Yoik district alone the increase in deposits in the
same period was 655 millions, and in loans and investments 524 millions.
In this period there was a net gain to this district through interdistrict
transfers of 137 millions, so that the increase in deposits was about bal-
anced by the other increases,

But this was not true for the whole country. Here we must look

more to the other item of gold imports and the building up of reserve bal=-
ances through this meeags, Since March the net of gold imports has been
145 millions, and the increase in reserve balances, taking the average for
the latest two wescks reported, was very nearly the same.

In the absence of an active demand for loans this excess of
reserves has led to a considerable expansion of lMember Bank investments,
but this has not as yet been sufficient to account for the still larger
increase in deposits, Perhaps when we have more complete retums it will
be found that there has been some drain from the smaller coustty banks t¢

the city banks, and at the same time some accession in foreign balances,

which would be sufficient to account for the differences disclosed.
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' >
FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Dare__ Ry Sl

Governor Strong SUBJECT:_

Mr. Sayder

About my "temple™:

The kind of work I have to do here is distinctly promoted by
reasonable quiet and freedom from interruption. There is a good deal of
distraction of your attantion in people constantly coming up to the door
and looking in, and we have, first and last, & good many visitors.

Tt would help a good deal if the room were enclosed as was
originally intendsd, for you tcan hear all the telophones,and people talking
clear across the building. My & x 12 ceop up on the 25tk fdoor of the
Equitable was a good deal more comfortable place to work in.

To add in the faet of no privecy from interruption mekes a real
difference. I'd like very much to talk to you about it.

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



MISE S 1| STAT.3600-10-21

FEDERAL RESERVE BANK
OF NEW YORK

QFFICE CORRESPONDENCE DATE __ July 17, 192 4

To_

FP&

Pigitized for FRASER

Governor Strong SUBJECT:  Studies of the Money Market

Mr. Snyder = et~ 3 G > TN

Just so you will not think us stupid or asleep, I wish I might
draw your attention to the real difficulties in getting at the determinants
of the market movaments. It is so easy to build theories. But these are

the facts:

As 1 pointed cut tc you in my memorandum of July 3, net deposits
in New York City banks have varied from a straight average by scarcely more

than 10 per cent at the extreme. There has been no gecular increage in
five and a hall yeurs.

For the whole Syster deposits gqre now provably 4 billions higher
than the average of 1920. They were 3 billions higher on March 31, and
probably a billion more than thatl ncw,

Now, we know definitely that in these five years and a half there
has been something like the nomel rate of growth in {the volume of production,
distribution, end trade, This would mean, for the five years since 1919,
an expansion of between 15 and 20 per cent.

http://fraser.stlouisfed.org/
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';c. 4. 1-100M-9-23
OF NEW YORK

OFFICE CORRESPONDENCE

Date_ Jduly 18, 1924

Governor Strong SuBJECT: Robert Crozier Long
FROM Mr. Snyder

As I advised you, I wrote several letters and had a talk with
Mr. Franz Schneider, of The Evening Post, but with little result, There
does not seem to be a great deal of call for financial news from Germany
here, such as Mr. Long could supply. I am very sorry not to be able to
do more, for I liked him wvery much,
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OF NEW YORK

OFFICE CORRESPONDENCE Dare_ July 22, 1924
‘, Governor Strong SUBJECT: New York Money Market
FROM Mr, Sanyder

If we wish to get a really accurats picture of the flow of funds
in and out of the New York banks, it would be of much interest to know the
amounts or percentages that are loaned by these banks to distinctly outwof-
town customers, not to other banks nor on commercial paper.

Would this be of sufficient interest to send a letter along the
lines of the attached to six of the larger banks to see if we could get an ‘_\
estimate of these proportions? J
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FEDERAL RESERVE BANK

oF New York
July 22, 1924

Charles E, Mitchell, Esq.,
President, National City Bank,
New York City.

My dear Mr, Mitchell:

We are endeavoring to make some estimates of the movements of
funds in and out of the New York market, and their disposition; and for
this purpose I am wondering if you would care to ask one of your officers
to make an estimate of the proportion or percentage of your total loans,
in the United States, made to customers distinctly outside of the New
York district,.

We have, as you know, current reports as to the amount of the
balances of out-of-town correspondents in the New York banks, which ranges
from 600 to 800 millions oerdinarily; and likewise the street loans for
out-of-town correspondents loaned here. The total of the two accounts
usually ranges from about 1,000 to 1,500 millions, or a range of from
20 to 30 per cent, with an average of about 25 per cent,of the total de-
posits of the New York Reporting Banks; and we were interested to know
how much this in-supply was counterbalanced by an outflow directly from
the New York banks to their out-of -town customers,

I am aware that it is a little difficult to demarcate what are
strictly out-of-town loans, and if the matter is any trouble to you please
disregard it. We have asked this of the six larger banks., If, however,
it is not too much of an inconvenience we should be extremely obliged, A
fair estimate is all that is necessary, and this, of course, would not in-
clude commercial paper purchases from the bill market. Of course your
reply would be confidential,

Believe me, with very best regards,

Very sincerely,

Benjamin Strong,
Governor,




.?LY 4.1-100M-9-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date_ July 24, 1924 192 _
TOQ Go vernor Strong SusJecT: __ Brokers' Loans
From Mr. Snyder

I have been looking into our records and find that the difference
between the street loans as reported by the daily Reporting Banks and the
brokers® loans, so long as they were reported to us, did vary a little in
amount , though not so much in percentage; and the actual total now is
probably a little higher, by possibly 50 millions, than the estimate
Mr, Cooper has given you. I have suggested to him that hereafter he make
an allowance for this variation in such fashion as to give you a little
cloger figurs.
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OF NEW YORK

.);FICE CORRESPONDENCE S
To_~- Goﬂl;nor Strong sussecr. Votimg in the Distriet of

FrOM _ Mr, Snyder Columbia

The answer to your inquiry about the withholding of the ballot
in the Distriet of Columbia took quite a little looking up at the Publiec

Library to get it straight. As you will see, it was rather a loag story.
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FEDERAL RESERVE BANK
OF NEW YORK

eFFICE CORRESPONDENCE DATE  July 24, 1924 192
] |- T — Mr. Snyder SUBJECT: _ Suffrage in the District of
FRQ ir. Bendelari : Columbia —

In the long dispute over whether the United States should have
a particular district for their capitol, and where that district should
be, the chief fear on all sides was that the Govermment might be in-
fluenced by the adjoining State or States. Therefore, the Constitution
was made to read, Art. I, Sect. 8, Clause 17: "The Congress shall have
power to exercise exclusive legislation in all cases whatsoever over such
district.” Later there was much discussion as to how far "exclasive"
went; whether it ineluded the inhabitante of the distriet, too, as
President Taft held. :

In practice the inhabitants did not vote in Hational matters,
as no place was provided for them, but did vote in municipal matters from
the beginning to 1874. Several attempis have been made to amend the
Constitution so that they could vote for President, etc. After the Civil
War citizenship in the/ District was given to all who had lived in it one
year, and in 1871 the District was made into a Territory with a Governor.
At the same time a Board of Managers, of whom "Boss" Alexander T. Shepherd
was one, began to expand Vashington recklessly, with the result that in
three years the city was bankrupt, and Congress appointed an investigating
comittee.

The report of the Committee was drastic in its effecte. By
the act of June 11, 1878, the territorial form of government was done away
with and three Commissioners took its place, while the right of suffrage
was taken away from the inhabitants, not only in national but in muhicipal
affairs likewise. And that is the condition of matters now.

The material in the Public Library that deals with the suffrage
is vEry widely scattered. The books that have been consulted are:

G. W. Hodgkin, "Political Science Quarterly,” Vol. 25, p. 257.

VW. F. Dodd, "The Govermument of the Distriect of Columbis”

W. Tindall, "The Origin and Govermment af the District of
Columbia™
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE Date__ July 25, 192 4
.o AR Governor Strong o B e, o, SUBJECT:

FR‘ Mr. Snyder : ot T P e a0, By

You will note by this morning's statements that the very unusual
excess of Member Bank reserves sppearing lest week ie cut down by only
10 millions this week, i.e,, &8 closely &s it can be estimated by the re-
turns from the weekly Reporting Bankes, this amount is around a hundred
millions ebove the required reserve,

Following this big jump last week comes a corresponding jump in
both the demand and time deposits of the weekly Reporting Banks, smounting
to 184 millions for the two.

This brings demand deposits in these banks up by 998 millions
over e year sgo this date, and time deposits up 500 millions, or a billion
and a half for the two, with little change in Govermment deposita.

This big increase in depoeits is not supperted by any correspond-
ing increase in loans and investments, This increase for the week of
July 16 amounted to only 67 millions, or much less than half the increase
in deposits. =

e

As compared with a year ego loans and investments in the W. P. Bs )~
ere up only 783 millions, or, again, less than half the increase in de- , _ .
posits, f 1
200 Few_p

Total earning assets in the Federal Reserve Banks, despite the / > 'y
purchases for investment account, were off by 276 millions and have been “#"I°0 7
continuously dropping for some months; yet this astonishing gain in
Member Bank deposits continues.

pd
'

At the present time this would mean a total of over a billion
dollars to be accounted for whose origin must be sought outside of the
Federal Reserve System, since we have no indications as yet that there
has been any heavy drain from the smaller banks to the larger banks; i.e.,
we must account for an increase of 783 millions of deposits and a decrease
of 276 millions in F, R, B. earning assete, or a total of 1060 millions.
The larger part of the deposit gain in the W. Ps B. for July 16 was out-
side of New York City,
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1 MISC. 4.1-100M-3-23 FEDERAL RESERVE BANK
_}; OF NEW YORK
~@FFICE CORRESPONDENCE pare_ July 25, 1024
T‘; G®vernor Strong SUBJECT: French Debt <
F;'ROM , Mr. Snyder | . @

You may like to see the latest figures on the Freanch debt
situation and some comments thereon. It does not seeam as if the

aituat.:i,on had materially improved since last spring, and that a failure
of London Conference might easily precipitate another slump.

LD ] ‘,.‘l(
2709
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FFICE CORRESPONDENCE o July 35m 1934

. Vr. Seyder <us.ccr French financial conditiens

4R E. Rose

o

There does not appear to be much data to add to that contained in the
Economigt relative to financial conditions in France. Miss Frankenstein reports
that the French magazines contain nothing on the subjecte.

The Statist (July 5, p. 15) and the Stock Exchange Gazette (July 3,
Pe 1311 and July 10, pe 1348), contain articles very similar to that in the
Economist. More emphasis is leid upon the unwillingness of the public to con=
tinue to subscribe to bondse The three milliard franc issue offered by the
Ctbdit National in January brought in less than half that amount, this being the
first time that Credit National offerings had failed. The Departments of the
Nord, Aisne and Somme desire to float reconstruction loans, but have been unable
to find any French banker willing to attempt to offer the issues. M, Clementel,
Minister of Finance, declares that the disaffection of the Yrenmch public for
securities with a fixed yield is due to lack of confidence in the frame . Hs
proposes, sgince the Treasury has no cash and no means of borrowing from the
public, to pay war claims in ten-year bonds and thirty-year ammuities, leaving
the recipients to obtain cash, if they can, by rediscounting at a considerable
loss, The public, however, continues to subscribe heavily to National De=
tfense Notes, which are no longer subject to taxes of any kind,

The Stock BxchangelGazette points out that in order to avoid exceeding

the limit of advances which the Bank of France may make to the Government,
(23,200,000,000 francs for 1924), the Government has borrowed one milliard from

other banks, making a total indebtedness to banks of 24 milliards.
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. FEDERAL RESERVE BANK

OF NEW YORK

July 26, 1924,
Federal Reserve Board,
™ Washington, D. C,
////g irs:
CLEARING HOUSE STATEMENT: A further rise this week of 397,452,000 in loans, dis-

counts, and investments of New York Clearinz House banks brought the total

of such resources to $5,201,000,000, which is higher than at any time since
1919 when our comparative rccords bezan, A comoarison with the statement of
average condition shows that the increase was fairly evenly distributed

Accompanying the increase in loans and investments, net demand de-

;84, 860, 000 while time deddsits were up 35,846,000, and total

deposits of 5,000, 000,000 were highcr than ever before. Excess reserves

of 29,875,400 at the close of the week were $8,796,000 smaller than a week

STREET LOANS: Since Tuesday of this week there has been a further increase of

$20, 000,000 in the street loans of daily reporting banks which have outstanding
for themselves and their correspondents a larze jsercentaze of all such loans,

The present total of J1,587,000,000 is the hihest since the hish record of

the middle of May 1923, and is un atout 3100, 000,000 since the end of June and

~Oy

-+
&
-
17/]

000, 000 since the end of May. (These fipures are revor ted
in confidence and should not be quoted).

LOANS AND INVESTMENTS: A decline of 3900,000 in loans to member banks was the only

net chance today in our earning assets, which at 3189, 000, 000 (exclusive of

securi ties held temporarily jending allotment) are 3,300,000 lower than last

Wednesday, A sunmary of earning assets f{ollows:
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MISC. 4.1-100M-9-29 FEDERAL RESERVE BANK
OF NEW YORK
.OFFI CE CORRESPONDENCE Date_ July 28, 1924 192 _

TQ s Governor Strong Sussect:  July Atlantic
FROM gnlr, Snyder

<t

<r

Q¥

If your eye has not already caught it, T am sure you would be
much interested in a very thoughtful and well written article in the

current (July) Atlantic, by Arthur D, Little, the well-known emngineer,
Stimulating,

One thing it set me thinking about was how far, alongside of the
ranarkable progress in physical lines: in this country, we had made similar
progress towards a rational or scientific banking policy.

You know one man in thirty or forty thousand isn't very many,

/(z //h/ : J»‘(c{ :ﬁ‘{ e Cef 9
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MISC, 4.1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

.OFFICE CORRESPONDENCE Date_July 28, 1924  192__
TE . Governor Strong SussecT: _Books from Goveraor Normman
FRrROM _ Mr. Snyder

The Library is greatly indebted for the gift of the two boocks
, from Governor Normman, It was my impression that the sketch of the
"Intended Bank" was by Patterson himself, and asked Mr, Bendelari to look
it up, and his finding is as follows: : A

' "T. A, Stephens, in 'A Contribution to the Bibliography of the
Bank of England,' 1897, says of 'A Brief Account of the Intended Bank of

f

| &/ England,' 1694: 'Most probably by William Patterson, to whom it is attributed
P by Banister in his edition of Patterson's works, published in 1854,'

<L

:3 "Michael Godfrey, in 1695, published 'A Short Account of the Bank
~— of ™gland,' which is praised by Stephens, who gives more than a page full of

= quotations from it.

~

B "No attempt is made to give the authorship of the other pamphlet,

'Some Useful Reflections upon a Pemphlet called "A Brief Account of the

Pigitize ASER  Tntended Bank of Mngland.”'"
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MISC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK
.OFFICE CORRESPONDENCE Date_ July 30, 1924
T ‘ Governor Strong SussecT: _Books for Economic Reading
FROM _ Mr, Sayder

Mr, Roberts has already sent you a quite adnirable list of suitable
books for a small economic library; and I am strongly of the belief that a
few of the ablest works, deeply studied, are worth infinitely more than a
smattering of all the babble and chatter which make up about 90 per cent of
economic writing,

About the only book I would add to the list would be one of my
old standbys, Simon Newcomb's "Principles of Political Eccnomy,” which has
always seemad to me the ablest American book on Economics yet writtem. I
should prefer Prof. Fisher's "Purchasing Power of Money” to his work on "The
Stabilization of the Dollar,” which is merely a popularization. I should
add one of Keynes' books, say his tract on "Monetary Reform,” if only for the
crispness and lucidity of his style. He is the lineal heir éf J. S. Mill in

that regard.
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MISC. 4.1-100M-9-23 FEDERAL RESERVE BANK j
OF NEW YORK
‘OFFlCE CORRESPONDENCE Date_July 31, 1924 192
To Governor Strong SumsecT:_ Egtimation of Brokers' Loans =
B 4 .
FRrROM Mr, Snyder

Vhat I said about the current estimates of the total amount of
brokers! loans outstanding mey be illustrated from a definite analogy.

In the four and a half years from the middle of 1919 to the
beginning of this year, total street loans reported by the daily Reporiing
Banks, and the "loans on stocks and bonds,” reported by the weekly Report-
ing Banks of New York City, showed a fairly consistemt relationship, as is
disclosed by the red line on the attached chart,

But you will see that this relationship was broken in the present
year, so that an attempt to estimate street loans from the reporis of the
weekly Reporting Banks at the present time would be out by several hundred

1 .
millions 4 ho&'( ,& ‘

Mr, Cooper has worked out new estimates by a method of average

dif ferences, which, with the limitations indicated sbove, is probably as

igitized for FRASER ~ rgliable an estimate as can be made from the available data.
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ol FEDERAL RESERVE BANK
OF NEW YORK
‘OFFICE CORRESPONDENCE Date_ July 31, 1924 192 _
To_ Governor Strong Suesect: _Heavy Enrollment in Banking
Fr;:; i | Mr, Snydef Classes

A little item of interest.

I had a call yesterday from Prof. Wright, professor of Banking
in the University of Illineis, &t Urbana, He tells me thet the total
resident enrollment for the year (no mail order students included, e&s in
the Columbie figures), was over 12,000, which probably makes them the
third largest in the country.

0f these over 2500 were in the School of Commerce, = large part
of whom are graduate students. And of these over 1,000 were enrolled in
the classes in Banking,

0f these latter, all of them had to have previous courses in
Economica, All of which seeams sevidence of a changing world.,
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31 STAT.2000-10-21

FEDERAL RESERVE BANK
OF NEW YORK

@FFICE CORRESPONDENCE Date  August 1, 1924
To____ Governor Strong W SussecT: _ Member Bank Deposits o
FR;«* _Mr. Snyder . o T e Rl il

As you have doubtless noted, Member Bank reserves deposits this
'eek’covcrod the slight loss of last week, which puts them back to the
high point of two weeks age.

This seems to indicate that the estimated excess of around a
hundred millions of Member Bank deposits is not just a freak jump, but
something to be reckoned with,

The remarkable thing is that, of the totel gain of something
over two hundred millions since & year age (213 millions for July 30),
practically all of it has come from the weekly Reporting Banks and ap-
parently none from the other banks of the System.

Further than this, on the average ebout three-quarters, or
around 150 millions, has come from the New York City banks, leaving only
something like 50 or €0 millicns for all the rest of the System.

In the same way, teken from a year ago,esbout three-fourths
of the increase of loans in the weekly Reporting Banks has come from New
York City, and likewise of the total loans and investments; while of the
billion and a half increase in demand and time deposits less than half
has come from New York City, Which is interesting.
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FEDERAL R ESERVE BANK

MISC. 4.1-100M-9-23
OF NEW YORK

.JFFICE CZORRESPONDENC«E DATE August 4, 1924

Geins by Clearing House Banks

TQ Governor Strong SUBJECT
A
FrOM Mr. Snyder

In the last four weeks, clearing house banks have gained 216

llionse.

end expanded their loans by 323 mi

millions in demend deposits,

Excess reserves continue very highe
» \

/ by, )
. ¥ Y H 2’ Yf" ‘ 7‘$J7 f /r
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FEDERAL RiSERVE BANK
e OF NEW YORK 3
August 2, 1924,
Federal Reserve Board,
Washington, D. C,

X & a0 s

QEARING HOUSE STATEMENT: There was a further rise of 361,860,000 in loans, dis-
Ao

counts and investments of New York Clearing House banks during the wéek
ended last night, and the present total of 5,263, 000,000 is higzher than at
any time since 1919 when our comparative records began. Accompanying this

increase, net demand deposits advanced 328,134,000 and time deposits
——— ——

+7,191,000, The gain in demand deposits Was somewhat smaller than shown in
thre summary of average daily condition, due probab}y in part to a loss of
#18, 000, 000 to the interior in commercial settlements yesterday, Total
deposits of J5,035,000,000 at the close of the week were higher than ever

before. Excess reserves were 33,915,000 lower than a week ago at $2519601000.

———

LOANS AND INVES MENTS: A decline of 13,800,000 in rediscounts and advances was
the only change today in our earning assets, the total of which is
2215, 700, 000, exclusive of +8, 050, 000 of securitiecs held temporarily for

allotment later amang the Reserve Banks, A summary of earning assets

follkows :
Millions of dollars
Change from
Today ‘Testerday July 30

Bills discounted 38.2 -~ 3.8 ~ 0.9
Bills held under sales contract 0.0 0.0 0.0
Other bills purchased 6.7 0.0 - 0,9
Special investment a/c 169, 6:4# 0.0 +20.8
Other investments R & | 0.0 0.0

Total earning assetsif 215.7 - 3.8 +19.0

# Exclusive of $8,050,000 of securities held temporarily pending distri-
bution.

Chase National Bank paid off the 3,000,000 borrowed yesterday, while the

Digitized for FRASER ; &
http://fraser.stlouisfed.ofj. fth Avenue Bank reduced ;1,100,000 to 500,000, Other changes were smaller,

Eodgral Beserve Rank of St Joygjis




O S1CioeN-0-23 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date_ August 5, 1924 1op__
To_ Governor Strong y Sussect:_____ Brokers' Loans F
FROM __ Mr. Snyder‘

Mr. Cooper has worked over the brokers' loan figures from the
beginning, and has worked out a method of percentage of differences, which
I think will give us perhaps the most accurate estimate that can be made
from the existing data, But we still have no means of knowing whether
the general sameness of the difference betwsen the street loan figures
and the total that is shown in these four years will continue or even doses
continue now.
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MISC.3 | STAT, 3600°10-21

FEDERAL RESERVE BANK
OF NEW YORK

FFICE CORRESPONDENCE Date_ August €, 1924 o>
Yo. _ Govermor Strong = SuBJeECT: __ Movement of Business
Flg‘n _Mr. Snyder

Digitized for FRASER

As to your question:

The stock market made a new high for industrials this week, and
thirteen consecutive weeks of this ie a rather long stretch. I have
wondered if thie was not going considerably stronger than the recovery of
business, so far, would justify, and if a considerable reaction might not
soon be due.

I should not expect to see the stock market culminate before a
strong upturn in bueiness, and probably towards the peak of that upturn,
which latter might not come before next spring. If this was the case,
the present policy might readily and safely realize the ends sought. But,
ag I gaid the other day, I should think it might not be amiss to suspend
further purchases for a while, and see what happens.

As to your suggestion as to the causes of the heavy increase in
Member Bank reserves, 1 should be quite in agreement, as you will see from
the marked parasgraph on pege Z2 of the attached.

SR
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=iy Confidential

‘. August 4, 1924
‘ THE PIVOT OF THE RECENT EXPANSION

The remarkable fact about the notable expansion of bank credit
since early in March is tnat by far the larger part of it has centered in
New York City, and, up to the latest dates available for tne whole System,
had not, apparently, been shared by the rest of the country.

The latest date for which we have full returns as to deposits in
tne 9,785 banks of the whole System is June 25, This showed that while the
banks of the New York district bad at this time gained 576 millions in denand
deposits since March, the remaining banks of the System outside this district
bad lost slightly, Demand and time deposits in the New York district had to-
gether gained 639 millions, while the whnole System bad gained but little nore.

As in this same period the 750 weekly Reporting Banks bad gained
in totel deposits nearly as much as the whole System, this meant that the
smaller banks of the System had hardly gained at all, Since June 25 the gain
in the weekly Reporting Banks outside of New York City bas been greater than
in those of New York City, But tne most of tnis bas been in Chicago and other
large centers. Apparently the "wave" is expanding outwards in abouwt the usual
fashion,

Tne focus, nowever, is still New York City, as is evident from the
reports of the Clearing House banks, which bave gained 216 millions in deposits
in tve last four weeks, and expanded their loans and investments by 323 millions.

Parallel to the tendencies indicated, it is notewortny that since
March the total earning assets of tnis Federal Reserve Bank have gained slighte-
ly, while those of the other Federal Reserve Banks have declined by about a

nundred millions, Tne souree of this change lies, of course, in the increased
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investwents, since the discounts and advances of this Bank have now fallen
~ to an almost negligible amount, while those of the System are still around
300 millions.

Undoubtedly the neavy increase in investmepts nas likewise contrib-
vted to focus activity in New York City, since tne larger part of such pur-
chases is mecessarily made %ere and the deposits so created appear first in

| the New York City banks. That the expension of tne total deposits in the
j commercial banks, nowever, shown in the last year, and especially in the last

 five months, is a real gain, and largely from external sources, is evident RE

from the fact tnat in this period the total amount of credlt extended by the (o
F‘ederal Reserve Banks bas steadily declined, T Y
This notable expansion in deposits is reflected in the generally Iv
buoyant condition, alike of stock, bond, and commodity markets, In the New
Yovrk stock market the average of industrials last week made a new high for the
twelfth congecutive week, while bonds and railway sbares maintained the strength
tney bave shown.
It is in line with tnese developments that bank clearings in New York
City in the past two months bave been well above the estimated normal, while
'?:!or the country at large, outside of New York City, they bave been very slight-
. ly below, The revised figure for outside clearings, or debits, which is as
a rule an excellent forecast of the composite index of tbe Volume of Trade for
the same months, is 9889 for July, as against 98,6 for June, Tne revised
figure for the total Volume of Trade for June is 95, or somewhat below the
indication fromoutside bank clearings. The course of these indexes is depicted
on a preceding page.
With rising commodity prices and expanding bank deposgits it is quite
possible that in the recent recession the low point in tre trade ofthe country
Digitized for FRASER
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will be found to bave been reached in June, altnough July will not show a
' great deal of improvement, The decline from tne "spurt month" of last
February to the low point in June would have been then around 15 per cent.

I If this conclusion should be verified, we sbould then have a re-
markable parallel to last year, Then, it will be remeubered, the high point
alike for tne volume of trade, for stocks, and-for commodity prices was
reached in the same montn of March. Thereafter came a decline running about
tbree months, followed by dulness and then a sharp recovery to the following
February.

This year tnhe decline from the peak montnh of February also appears
to bave run about three montks, but the recovery in the stock markets, stim-
ulated by superabundant funds ard low interest rates, has been much sharper,
/ so that tue average for industrials last week made a new higo for the year,
| and reached practically the same point as lMarch of a year ago, which in turn
, was the nighest point since November 1919,

If the volume of bank credit continues to expand, this would in due
course bring a corresponding advance in the general level of prices, and under
prevailing conditions, where farm prices have been so far below the averages for
all commodity prices, might mean a sharp increase in commodity prices at whole-
sale. In any event there seems now little prospect of such a general decline

in business as was so widely anticipated a few months ago.
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1-100M-9-23 FEDERAL RESERVE BANK
OF NEW YORK

O ICE CORRESPONDENCE Date__Aug. 6, 1924 192 __
To Governor Strong SuBJECT: Robert Crozier Long
From Ly ,,.Mr = Snyder

HrUy iU

Although I never had any answer to my letter to the Editor of
the Apndlist, regarding Mr. Robert Crozier Long, they seem tc have taken
him on as their correspondent; and, as you know, he sends a regular letter

on such subjects to the Times.
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MFC. 4. 1-100M-3-23 FEDERAL RESERVE BANK
OF NEW YORK

owcE CORE{;S\SPON DENCE Bt g7, 1924 0

Governor Strong i Sussect:  Review of Keynes' Book , .

- Mr. Snyder b ¥ = a

FrROM i
o

To

Wesley Mitchell has often remarked on the admirable book
reviews which the English write, as contrasted with those we do over
hers. In the attached Journal is a review of Keynes' book, by
Sir Josiah Stamp, which is an example, and, as it seems to me, a gem
of shrewd observation and good sense as well

Tou ikt be Interested’in whet ke.says of the Federal Reserve.
E 5 y; ; T——ﬂ———'
ﬁw\( d_— e wm vh abs-rv ¥
- "
P~ R o) Og/ -
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MISC.3 | STAT 3600-10-21

FEDERAL RESERVE BANK
OF NEW YORK

GFFICE CORRESPONDENCE Date_ August 8, 1924, 9o
o Governor Strong SuBJEcT:_ Excess Regerves =
Flegm e U o Mr. Sowlep - o . i oy
I have had Miss Hicks draw off the total of sxcess reserves /"zd

Digitized for FRASER
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for all Member Banks of the System, available only by calls; and put
this with a rough computation of the probable excess raserves at the
present time, as nearly as we can compute them from the returns of :
the woekly Reporting Banks. ) /»‘f
It is interesting to note that the heaviest reaerves shéﬁn,
at the end of 1921 and following, were just preceding and during the

big expansion of 1922,

Contrasted with this ars the low averages for the last year
or more, the average excess for the last four reported calls being
23 millions for the System.

The returns from the weeskly Reporting Banks for July 30 show
an increase in the reserves of these banks of 22 millions, while the
increase of the reserves for the whole System for that week were re-
ported as only 12 millions. As compared with a year ago it is in-
terssting to observe that the weekly Reporting Banks' reserves were up
195 millione, while the whole System for the same week was up only
207 millions.

In other words, practically the whole of the excess is in the
larger city banks.

Loans and investments, you have observed, in the weekly Report-
ing Banks jumped about 93 millions, and demand deposits by 97 millions.

Ag comparad with a year ago this brings the net increase in
demand, time and Government deposits up to 1622 millions.

]

?Léfb/ 87/?7;.{
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MISC 3 | STAT.3600-10-21

FEDERAL RESERVE BANK
OF NEW YORK

l')FFICE CORRESPONDENCE " Date_ August 8, 1924 492

(Pe e i

8.
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Governor Strong SUBJECT: _ Price Levels

Mr. Snyder =

Since about the end of 1922 our new index of the General Price
Level, a composite of wholesale prices, retail prices, wages, rents, etc.,
has been fluctuating narrowly around 180, taking 1913 as a base of 100,
The range has been from 177 to 184, with the latest month 179,

In the same period the Bureau of Labor index of wholesale prices
has shown something of the same stability. Its centre of fluctuaticns
has been about 152, with a range in the last two years of from 147 to 159.
The latest figure is 145.

From the end of 1922 our composite index of Wages, which includes
factory labor, unskilled labor, clerks and teachers, has ranged between
197 and 214, with an average around about 208, The latest figure is 212,

The index of food prices at the farm in June was around 12C, l It
is very interesting how completely this is a reversal of the relations of
the earlier part of 1919, juet before the big boom. Then the index stood:

Composite of Wages 174
Wholesale Prices 203
Food Prices at the Farm 221

General Average 181

In other words, the general level is now just the same as five
years ago this time, but the relationship then subsisting in the different
types of prices has been inverted.

Now consider that the 1919 indexes measured the change from only
six yeare preceding, i.e. in 1913, when all the groups were taken at a
common level of 100.

Now. In the last six monthe we have had an increase in the
total of demand deposits by around 7 per cent. If this should continue
much further it would probably mean some rise in the general price level;
and I have been wondering about the effect on the several groups.

(1) Famm prices, having been so violently depressed for now four
years and more, would it not seem likely that they would rebound the most?

(2) If farm prices rise sharply, so too probably would commodity
prices at wholesale.

(3) This would carry some increase in the average cost of living
and rudely interrupt the heyday which the urban and factory worker has en—
joyed within the last two years or eo.

(4) Would not thie bring an urgent demand for an increase of
wages, and, if business should also sharply revive and trade prospects w

: ere
good, is it not proable that these demands would be granted?  Hud "
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RN P FEDERAL RESERVE BANK y
OF NEW YORK \

3 ‘ OFFICE CORRESPONDENCE Date__August 13, 198 102

> Governor Strong e Sussect:__Rediscount Hate Changes =~~~
:OM__, ! ﬁgri Sllydm‘

It occurrad to me that a complete rscord of our rate changes
by dates would be of interest, and I have suggasted that this be used

in the next number of the Monthly Review. Do you approve?
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K. & 5= FEDERAL RESERVE BANK
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Proa Governor Strong == sussect:__New Republic Article
’;OM_, Mr. Snyder

—— . < —

You may have seen this in the New Republic. It is a thoughtful
and well written article, I imagine ffbm David Friday, who writes the most

of the articles on Banking and Finance in the New Republic.

‘ b

N’T /g,(./“ Wg
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Governor Strong = SUBJECT: Bank Policy
Mr. Snyder =SS

Won  Mr.
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I rode in cn the train this morning with Mr. George E. Roberts, and
talked to him about an abstract of the Chase Bulletin article on present
policies, and was interested to find that his Oz£B d reaction was that the
ideas in the Bulletin were right, that is to sa 2gprahenswe that all this
cheap money might raise hob and that the sltuation had been a good deal ac-
centuated by the heavy purchases. He was just back from Chicasgo, and I
wondered how far all this reflected a rather widespread feeling among bankers.
I talked to him a little bit about the various problems involved, and he
readily agreed that it was very complicated and difficult. For that very
reason it seems to me that any kind of attempt to offer explanations might
do more harm than good, save perchance in conversation with a few men of
large understanding, like Mr, Roberts. I had thought a little of a private
memorandum that might be on tap, just setting forth the real difficulties of
the situation, that would be available for private use with any critics.

This need not enter definitely into actual policy, but merely make clear the
problems that such a policy must consider. What do you think?

deral Reserve Bank of St. Louis
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o — _Governor Strong SUBJECT: S 2 - TN

From__ Mr, Snyder === === N L = N

This invitation to give a course on "The Business Cycle" rather
interests me: first, because the students in this course are largely teachers
of BEconomice drawn from all parts of the country; second, because I rather
like to keep in touch a little with the academic world; and thirdly because
doing this sort of thing rather stands you up to give definite shape tc your
ideas, and sometimes to revise them.

Would there be any objection?
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7 &% Governor Strong Sussect:__ Street Loans

From____Mr. Snyder

It is very interesting to note the very rapid rise in the street
loans of the New York Reporting Banks, in the face of a decline in these
same loans placed here for correspondents.

The street loans of the New York banks are now far higher than
at any time in the last five years, while the out-of-town street loans
are considerably lowsr than the record.

The total lcans outstanding, as you have observed, are now very
close to the peak, reached in 1923, This was the record.
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i'x __Governor Strong Sussect:__ Excess Regerves =~~~
From___ Mr, Snyder

Mige Hicks' computation of excess roserves for August € shows no
change from the last four weeks, which means that the high excess which

began to show in the week of July 16 is something definitely to be reckoned
with.

As you know, this compares with about 20 millicns on March %1, and 15
millione on December 31.

You have doubtless noted that practically all of the large increase
in "all other" or commercial lcans in the Reporting Member Banks came from
New York City, as did the major part of the expansion in deposits.

Last week's increase in deposits brought the increase in total net,
that is, demand, time and Government deposits, up to about 1825 millions
over one year ago.

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




MISC. 4 1-100M-3-223

FEDERAL RESERVE BANK
OF NEW YORK

.FFICE CORRESPONDENCE pare  August 20, 192 &

.

FrROM

Governor Strong SUBJECT:

dr. Snyder

Is not this an interesting map in the circuler which you sent over -
another vivid inetance of how much diversity may be buried under a phrase or

under an average, as, for example, in the talk about "agriculture" and the
farming depression.

' The hen is today of more economic importance thean all our whest farms,
but how little we hear of depression there!
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1' Governor Strong SUBJECT: Dr. Burgess' Memorandum.
v Mr. Snyder

I have talked over at length with Dr. Burgess his memorandum
on the Chase bulletin article. The most of it I agree with.
It seems to me that the main thing to be met is the proposal that &“dw/«\
laye down on page 21 and 22, that the present Federal Reserve policy
ie all wrong, and seoo&’dly that the main business of the Federal
Reserve Banks is to stqdy money rates and money Markete. 1t seems * ,
to me that these ought to,be the wide varisbles and Bust be fellewed V[ WM art
to have anything like stage credit and business conditions. The
Anderson idea is essentially the banker's idea of keeping rates up so
that the banks will earn plenty of money. That is the strength of
his poeition and probably the reason why the Chase Bank was willing
to publish hieg criticism.

It seems to me that this is an isesue which has got to be squarely
met and met along the lines of broad policy, of public interest againet
bankers' interest. I think that Mr. Roberts and all economists would
strongly support this position, and that it would be much more effect-
ive than attempting to controvert Anderson's typical exaggeration®and
overstatements.

ttp://fraser.stlouisfed.org/
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Excess Reserves.

Mr. Snyder

My memorandum of August 15, on the prevailing excess of
reserves was simply to draw your attention thereto and indicated no
change of mind whatever. I do think, bowever, that there is a
great difference between heavy excess reserves at the present time,
when the tide of business has been very strong, and at about the
estimated normal, and the recession even from the winter's high points
very slight, save in a few lines, and the situations which used to
develop after one of our drastic panics,
diftefuryyp and that it might be mieleadzng to think of it, as the
Harvard Service and some others have merely the usual piling up of

funde in the central FO8OTVeSs VC Ol A UDUw o 94('

WMA. such a view springs from the old obsession that
iron ie 8“good barometer of bueiness.” A8 a matter of fact, our
clearings index for outside New York is about normal for July and has

not been below 98 in recent monthe; . which clearly indicates that we

have had no serious depreoiation.. ;

(7!/(70-&,@ L m\/acatﬂ,‘“-IL\
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MISC. 3. 175 M-9-23 " FEDERAL RESERVE BANK
OF NEW YORK
QFFICE CORRESPONDENCE DATE Auguet 21,
+s  Governor Strong sussecr.  Mr. Breck's Monograph.
FrOM Mr. Snyder

I should like very much to draw your attention to a really fine
monograph prepared by Henry C. Breck of the San Francisco Reserve Bank,
recounting his investigation and compilation of a new Index of General
Businese in the 12th Fsderal Reserve Diatrict.

The quite extraordinary part of it is revesled in the two charts
VI and VII, following page 7, comparing hie results for that district with

our Index of the Volume of Trade and with Bank Debits Outside New York City.

As it follows very closely the ideas and methods we have pursued here, I

am naturally very much pleased to see this sort of thing done, particularly

in view of the strenuous opposition of our friends in Washington.

N

: 2 /
4/ , /4 s d /
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.F‘FICE CORRESPONDENCE DaTe  August 22, 192 4,

To Governor Strong sussecr. A Forecast of the Bond Market.

FROM Mr, Snyder

I am interested in the attached because it coincides with
the prophecy of a very good indicator whiech we have developed,
which has worked very well in its six years of life. This points
to an upturn in money rates within perhaps a month or two.
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‘FFICE CORRESPONDENCE Date_ August 22, 192 4.
To Governor Strong Ssussect.__ Excess Reserves,
F:g Mr. Snyder

For the fifth week, the estimated excess of reserves, ae Dearly
as we can compute it, was on August 13 about 80 millions. You have
doubtless noticed a further heavy increase both in demand and time
deposits, bringing the total for the two, as compared with a year ago,
up nearly 2 billion dollars.

It is interesting to note that the week's increase in the re-
serve balances was all from New York City, but the expansion of demand
deposits in the member banks was very widely distributed.

itized for FRASER
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FEDERAL RESERVE BANK
OF NEW YORK

QFFICE CORRESPONDENCE Date_ Sept. 5, 1924
Toga ~~ Governor Strong =~ Sussect:  Excess Regerve Dapogits
FROM Mr. Snyder

The weekly Reporting Banks this morni
" ng disclosed a
sharp increase of nearly 20 millions in Member Bank reserve

de
thgogigsiuif Sggé:aeting with a decrease of nearly 15 millions

On the basie of “ho -. a2 - o5 qen
System as of June %0, data received this morning,aﬁis%’nfhiu
estimates that the excess of reserves for August 27, the latest
available date, in the weekly Reporting Banke, was around 50 to 55
millions, supposing, as is apparently the case, that practically
all of this increase in reserve is contributed by the 750 Reporting
Banks and that something like half of it is supplied by the New
York City banks.

For thie same date, August 27, the gain in demand deposits
in the weekly Reporting Banke over the previous week was nil, so
that unless there wae an unusuasl expansion this last week the
excegs of Member Bank reserves for the whole System might be some-
where around 75 millions.

This would make about six or eight weeks now that the
excess has remained at around this high figure.

With the data for the whole System received today it will
nov be possible to make a detailed study of conditicns up to
June 80, But my impressiocn is that it will continue to show that
the expansion of about a billion and a half in demand deposite and
half a billion or more in time deposits, shown by the weekly Report~
ing Banke, over a year ago, represents nearly all of the expansion
for the whole System; in other words, that the smaller city banks
and country banks have contributed to thie very little.

/45 .
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FEDERAL RESERVE BANK

OF NEW YORK Sept. €, 1524

Governor Strong The Prayers of the Bill =

SUBJECT

/

Mr. Snyder , 3 Sy G

It ie plain that in the Bill of Complaint are two scparate issucs

which have but little direct connectionzf\\
\

(1) The demand of the first prayer, stated in more direct torms,
is that the Regerve Bank of Atlanta, and thersfore all Reserve Banks, shall
at oncs give credit for all uncollected checks and drafts drawn againet any
other Member Bank in that Federal Reserve District. It is true that the
Federal Reserve Act contsins no explicit mandate or prohibition as to this
question. But in view of the debates leading to the final amendments on
this queostion there does not seem to be any question as to the meaning and
intent of the Act, as is well set forth in the opinion of Weed, Counsel,
in the letter to Governor W. P. G. Harding, of the Boston Regerve Bank,
cited as exhibit herewith.

The plaintiffe in this case sesk to revive an old issuc that was
fully discussed in the conferences and debates that led to the amendments
of June 21, 1917, It relates to what, in technical banking parlance, ie
known as the "float;" and obviously involves the whole question of sound
banking theory and practice.

Bank reserves must be in lawful money which can legally be paid to,
and must be acceptsd by, every depositor in every bank.

It is perfectly clear that no bank could force its depositors to
accept repayment of their deposits in, for example, the banks' own bills
or promisss to pay; still less in the promises of other banks or other
individuals to pay, or in checks or drafte of unknown vahe. A reserve
must be a real reserve and uncollected checks and drafts cennot, "manifestly,”
ae the Federal Reserve Board laye down in its Kegulations, be considered
real or lawful reserves.

The whole object and theory of reserves is that a bank shall
always have on hand sufficient funds with which to pay the ordinary demands
of its depositors without question. The amount of such reserves which will
be required is not a matter of theory but simply of long years of banking
experience, alike in thie and other countries.

In other countriss thie experience has established a rule or custom
that has all the sanctity and force of an actual statute. It was this same
experience which, in this country, led to the establishment of the so-called
"logal" reserves which ars today and have been for more or leces of a cemtury
the established banking practice of thie country.

To insure this ability to pay at all times and upon all occasions,
not merely the ordinary demands but even the most extra-ordinary demands of
the depositors, the Federal Reserve Act made elaborate provisions for meoans
by which the Member Banke of the System should always, within the limits of
the total reserves held by the System, be able to replenish their depleted
regerves by discounting sligible papar at the several Reserve Banks.
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FROM

Mr. Snyder 2

The Act further provided. that in extremis, as whers such extra-
ordinary demands should b= general, as in a period of panic, the Fedoral
Regerve Board might suspend the minimum requirements of the Resperve Banks
themgolves, in order that accommodations of diséressod Member Banke might
not be denied.

Furthermors, by the sstablighment of the Federal Regerve System
the minimum lawful rseerves for the different classcs of banks therein
e=gtablished were radically lowersd from what had been the legal require- s
ments under the old National Bank systom. It was part and parcel of the i
theory upon which this radical reduction was accomplished that the reserves
thus sot up should be actually the rcal reserves and not in part fictitious
reserves, as would be the case if uncollected checks and drafts were allowed
to be counted as a part of the latter.

Under the old banking system it had been ths practice to allow the
country National Banks to count this "float,” or uncollected checks and
drafts, as a part of their lawful reoserves, owing to the much greater avarage
time roquired for collesction of country bank businese than of city bank

bueiness. But under the Federal Keserve Act the legal reserves of the
country banks were reduced from 15 per cent of their lawful deposits to

7 per cent. If, a s might easily bs the case, the outstanding uncollected
checke and drafte comprised a considerable part of this minimum requirement
of 7 per cent, the actual reservse of lawful monsy carried by these banks
would be reduced far bslow the limits of safety.

It is true that the plaintiff in thie issue makes demands that
only such checks and drafts drawn against other Member Banks in tho samo
Faderal Regerve District shall be so counted as lawful reservs. But why
guch a diserimination? If it ie good banking theory or practice that this
uncollected "float" should be so counted, why should this bs confined to
checks drawn on banks in a certain district? The limits of the soveral
Foderal Reserve Districte are purely arbitrary, established by a committee,
end may be changed or abolished at the discretion of the Federal Reserve
Board. Any or all of the twelve Reserve Banks may be closed by ordsr of
the Federal Regerve Board, or ons may bs consolidated with that of soms other
district.

Som# of the district lin-s divide states in twain. This is
specifically the case in the particular district tp which the complaining
bank belongs. In the districting of the Federal !eserve System the State
of Mississippi is divided almost exactly in half. The upper part of it
belongs to the eighth, or 8t. Louis, district, the lower half is joimed with
the lower half of Louisiana to the sixth, or Atlanta district. But the
other part of Louisiana, for example, is joinsd, not to the eighth district,
but to the eleventh, or Dallas, digtrict.
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Govergqr Stg‘pﬁngir

SUBJECT

FROM _——— _— —

It is perfectly patent that, for the Pascagoula National Bank,
the uncollected checks and drafts from the lower part of Mississippi cannot
be counted a more valid, lawful reserve than, for example, checks or drafts
drawn sgainet the banks of, let us say,New York, Chicago or San Francisco.
It would be grotesgue to offer such a contention and it would be difficult
in daily practice ro maks such a segresgation.

If "float" is legal reserve anywhsre, that part of it derived from
one arbitrarily established district is juet as valid as that from another,
and there is no provision in the Raw which would confine the amount of the
"float" to be counted as reserve to that arising within the particular
district in which a given bank is located.

In plain terms, the proposal is simply that the Fedoral Resgerve
Banks shall, in effect, buy all uneollected checks and drafts in transit,
by giving credit for the same on their books. The whole of the curreant
"float" is estimated at something like 500 or 600 millions. If this
enormous sum were included as a part of the Member Bank reserves, the effect
at any time could hardly be other than unhealthy, and at the present time
might even b= disastrous.

e have learned from severe and in some cases bitter experiencs,
in and since the late War, the reesults which may flow from currency eand
credit" inflation," even thongh it may be based, as it then was, upon the
otherwise sound foundations of ample gold reserves. What we term inflation
is nothing more than ean undue expansion of bank credit and its attendant
increase of currsncy beyond the actual needs and requirements of legitimate
businese.

To ca rry on the vast trade of the country there are, under exist-
ing conditions, certain fairly definite requirements of credit, the vastly
larger part of which is supplied by the 70,000 banke of the nation. And

'y between ths two there is a certain definite balance which is express=d in
the general average of prices. For example, in the late War the total
volume of bank credit was in the space of four or five years approximately
doubled. In this same period the increase in the total amount of goods
bought and sold and offer-d in exchange increased relatively little. The
result was that the general level of prices also approximately doubled.

Now this vast expansion of bank credit under our existing system
was possible only from the inflow of something like a billion dollars of
gold, since no other means then existed for any considerable increase of
the lawful money of reserve of the country.

This gold found its way by deposit into the banks, and in the case
of the Member Banks of the System was promptly redeposited in the Federal
Regerve Banks, and there became the basis for a correspomding increase of
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bank loans. It was these bank loans which augmented the deposite of the
country, which constitute for us the main sources of circulating credit.
The possible expansion under the existing requirements of reserves and the
ordinary accompanying need for hand to hand curremey is on the order of
somothing like 10 or 11 to 1. That is to say, every dollar of gold
deposited in the Federal Reserve Banks becomes the basis for the creation
of something like ten or eleven dollars of fresh credit. The process is,
roughly, as follows:

If, for example, in a Mermber Bank of the System a deposit of a
million dollare of gold is made, it may, taking the average of the reserve
requirements, immediately loan out nine-tenths of this deposit, keeping
back only an average reserve of 10 per cent. This loan promptly becomes
a deposit either in the loaning bank or in some other. This new deposit
in turn becomes the basis for fresh loans, to the amount of nine-tenthe
of the amount, one-~tenth again being held back as the required reserve.

A nd this process may be repsated until practically the full expansion of
10 to 1 is exhausted.

Under the provisions o f the Foderal Regerve Act it is at least
literally poseible to carry this expansion almost three times further, owing
to the fact that in their turn the Federal Reserve Banke are required to
keep on hand against Member Bank deposite only 35 per cent im gold. The
Regerve Banks may in their turn make loans to the Member Banks, which, by
becoping Member Bank de;osits, afford the basis for a corresponding further
eredit expansion; so that in theory, at least, every gold dollar might, if
there were no limiting factors, betome the basis of thirty times :z:f-ot
bank credit. s sl /;

Ags a matter of fact, the businese of the country is carried on
both by means of checks and of actual hand to hand currency. And long
experience has shown that between these two there is a fairly fixed and
definite relationship. For many years this ratio between the total amount
of demand deposits in the banks of the country and the total amount of
actual money or currency in circulation among the people, outside the
Treasury and the banks, is around 5 to 1.

It follows, therefore, that in the long run an expansion of, say,
five millions of bank deposits will entail eventuadly the demand for an ad-
ditional million dollars of actual currency; and as this new currency can
only be supplied either by importation or from the banks themselv-s, a
certain part of every fresh addition to the lawful reserveoe must be s-t apart
for use in this hand to hand circulation.

In practice and in reality, therefore, the expansion ratic between
new money of reserves and bank credit remains at something like 10 to 1.

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

Federal Reserve Bank of St. Louis =




MISC.3.1-90M-1-20

-\ .. v FEDERAL RESERVE BANK
OF NEW YORK

'FFICE CORRESPONDENCE

DATE- s‘fﬁtq_e, }98‘ A

= Geovernor Strong i : sunsecT. Sh® P,m.yeravaf the Bill
- Mr. Snyder 5

R

In one of the ablest spesschee in the debate upon the Federal
Eeserve Act, when its passage was pending, made by Senator Elihu Foot, of
New York, he advanced the objection against certain provisions of the
measure, that they were essentially inflationary and would reeult in the
creation of unutilized reserves of between a hundred and two hundred mil-
lions; and these objections were genmerally held as of weight. Imagine,
then, what would have been the force of the objection if the amount of
this possible release or addition to reserves had been on the order of
500 or 60C millions.

The total required reserves at the present time for the Member
Banke of the Federal feserve System are under 2000 millions. And on thisg
is posited a total of bank credit close to 20 billione. The arbitrary
addition of 50U millions to the reserves would, therefore, have the effect
of an immediate possible expansion of not less than five billions of dollars.

Already our Reserve System is staggering under a heavy load of
redundant gold and only the good scnse ans caution of the bankers and
business men of the nation has prevented a hsavy inflation of bank credit
from this source alone. To add 5CC millions or more of available reserves
to the exieting burden might easily be to court a disaster greater than
anything this country has known in the last half century. In other words,
the social and economic consequences that would be involved in the in-
clusion of the current "float," as lawful bank reserves, would be as re-
pugnant a s theee proposals are to sound banking the=ory and practice. It
would not alone dangerously weaken the position and the actual solvency
of the banks of the country, but invite all the long train of evils in-
vé riably attendant upon an undue and rapid expansion of the purchasing
medium, out of all proportion to the existing supply of goods.

This country has had many long and stremuous battles over the
question of a sound currency, and has attained to ite present unrivaled
position among the nations only at the cost of many arduous struggles.

Ina smuch as the actual business of the country is largely carried on by
means of bank credit, it follows inexorably that sound banking practice and
sound banking conditions are as vital to the nation's business and oconomic
life as a sound currency.

That such a proposal as this, standing as it doecs on all fours
with the wildest proposals of cheap money inflationists, should yet come
from a National Bank and from an association of bankers, is evidence of how
needful is the vigilence necessary to maintain our banking institutions upon
a sound base.

There is yet another phase of the question which illustrates
Digitized for FRASER ~ Dow farreaching are the questions involved in this suit. They appertain
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_ Governor Strong ) sussect. The Prayers of the Bill

Mr. Snyder 6

not alone to the economic and social equilibrium of this country but,

by a peculiar train of circumstances, to some extent involve international
relations and the economic balance of ingernational trade. The abandon-
ment of the gold standard by the chief nations in the World War, still
continued with but a single excgption,has led in the last four years to

an unprecedented flow of gold to this country. The result ie that we
now have something approaching one-half of the monetary gold of the world.

In & sense this ie¢ an inveatment, & matter of over four billion
dollars. We have no need of this coloesal hoard of gold, It ie at
the present time a deep embarrassment, and a matter of grave concern that
it may not, in following the ordinary course of events, create another
vast expansion wh ch in turn must inevitably bring with it another
enormous rise of prices, another orgy of boom and wild speculation, and,
ae always, the consequent crisie and collapse. And with all thie must
come all the deep social disturbance that inevitably attends a great rise
of prices, all the disturbances over wages, the sutcry at the high cost
of living, the futile warfare upon the "profiteers" and the speculators,
and then the deep resentment of those who do not well foresese what has
happened tnd make commitments and partially paid for investments at the
top of the boom.

But, far beyond all thie, the United States ies in some sense
the custodian of thie excess gold and, to an especial degree, deeply
interested in the succesaful working of the gold standard. And as
matters stand the purchasing power of gold, or the buying value of a
gold dollar, is largely dependant upon the amount of credit based upon
this gold im the United States. If the billion or more of excess gold
were allowed to become the base of another 10 billione of bank credit
in this country it would bring about another price upheaval here and the
purchasing power of gold would suffer another violent decline.

If we were now to add to all thie the burden of another half
billion of "float," arbitrarily to be counted as fictitious reserves, it
would be difficult to foresee the conscequences.

It is to be hoped that the working out of the new European
agreements will bring a return there to economic stability and that the
continued drain of gold to thea United States will cease, Otherwise,
Europe would lose practically all ite gold to the United States and would
have little further interest in a return to the gold standard.

Present plans for economic rehabilitation in Europe may well
lead to a considerable return of gold to Europe. In any event, it ie
the hope that the Federal Reserve System may be able to cope with the
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existing situation, and the present dan:er of another wave of heavy in-
flation be avoided.

It seems practically certain that this inflationary expaneion
could not be avoided if the prayers of the petitionere were granted and
the courts were to force half & billion or more of uneollected checks
and draftes to be counted & part of the legasl reserve of the Member Hanks
of the Syetem. It seems doubtful if any court mould make effective such
an order, involving esuch serioue economic and social consequences. And
if to all thie be added the fact that the intent of Congress in the
final amendments seeme unmistakable and plain, there would be no legal
grounde in equity or in the economic welfure of the country for such a
decision,
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fo __Governor Strong sussect.  Pascagoula Suit

S ur. Snyger

Ags to the question of "float":

It doos not s=om to me that on the purely techmical sid- a
great deal can be added to the very clear and re=ally quite convincing
presentation mad=s in the letter of Mr. Weed to Governor Harding.

On the economic and general side I enclose a brief outlinme
which can, of course, bs expanded by citations and specific discussion
as far as may be deosired.

On the par clearance question I agree with Dr. Burgess that
not a great deal can be added to the material that has already been
brought out in the various suits, and on the question of public utility
and deeirability that this has been pretty well set forth im Mr., Jay's
memorandum.

Several schemes for graphic representation of the process of

cradit pyramiding are submitted herewith.
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To_" N Governor Strong SussecT:___ Par Clearance Suit
| From_____ Mr. Smpyder =~ =~~~ e e

Burgess spoke of Mr.Baker's desire to give the case
the broadest possible base, and I have added the paragraphs
which begin at the bottom of page 5. Perhape some others would
suggest themselves to you.

Do you approve of this chart in its present form?

I append a2 second from Mr. Roberts.
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OFFICE CORRESPONDENCE Dare_ Sept. 11, 1924

Governor Strong s Sussect:___Henry Ford Hospital

Will you slip this memo., with the magazine containingz the
article to which it refers, inta your bag for possible perusal on your
Journey? It is an idea which has interested me very deeply and I

believe ie one of the coming things, and well worth considering for the
Bank.

http://fraser.stlouisfed.org/
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Tou— —20vernor Strong 1=y Sussect: _Editorial Foolishness
From___ ¥r. Snyder - - . . i

I do not know, Sir, how to answer your question, unless it be

to remind the philosopher and the sage that of the making of fools there

is no end.

ed for FRASER
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= SUBJECT:

192__

Governor Strong

Mr. Snyder

The correlation between the call money rate and the change in
the rediscounts of this Bank, and the gain or loss of gold by this
Bank, is very notable, just as you suggest, though, as you will see at
the end, there are periods when the connection scemes to be lost.

But there appears to be little or no lag in these relation-
shipse, and therefore they do not offer very much opportunity for pre-
diction. And that, of course, would be the really valuable thing.

ttp:/fraser.stlouisfed.org/
deral Reserve Bank of St. Louis
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Well, if one piece of work we did here will help the railroads

to din some sense into that idiotic Railway Valuation Board, maybe it

will have been worth the doing.

Actually there are a number of economists who seem to think that
this particular index which we made was something very original and new,
and a real contribution to economic science. But I don't suppose that
counts for very much.

But I wish I could show you by figures what a very small part of
the work we have done here has had to do with price indexes, although upon
Digitized for FRASER

http://fraser stlouisfed.org?@rious demands we have made many charte of the price indexes of other people.
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g Q - . e - :
To._ Governor Strong - SussecT:_ Banking Situation
FROM _ Mr. Snyder .

In view of the quotation in the "Economist," for

August 16, which I sent you, from the Chase Bank Bulletin,
might it not be worth while to enclose a copy of the attached
to Mr. Layton, the Editor, indicating that it was simply for

his personal and private use and not for quotation?

ized for, FRASER
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Mr. Harrison ; e Governors' Meeting
 SEP 18 1924

Q. L. H. 4

I laid on your desk a pamphlet from the Federal Reserve Bank of
San Francisco, describing what seems to me & fine piece of work. It is
an index of the variation in trade for the twelfth Federal District, and
as 1t follows closely the lines of some work we have been doing here I
naturally feel that it is a valuable contribution and one that will come
to be highly regarded by the business men of that district as they become
familiar with it.

ir. Snyder

This work was done in the department of Mr. Henry Breck, but if
he was not to be on for the November meeting it occurred to me that pro-
bably Mr. Perrin would, and that he might well be asked to give an account
of the work and acquaint the officers of the other Federal Districts of
the possibilities in this direction.

It would be very hard to prepare just such an index as that for
this Federal District, for the reason that, New York being the financial
centre of the country, an index of clearings would scarcely be a reliable
index of business conditions throughout the district. It would be essen-
tially just New York City.

But I see no reason why each of the other eleven districts should
not work up a similar index which would be a really accurate and reliable
measure of business conditions in each of them. And these indexes could
be compared then, one with another, and finally with the general index which
we have developed for the whole country.

As there is some disposition on the part of our friends at
Washington to discourage this sort of thing in the severasl banks, I think
it would be well worth while to have the guestion brought up in this form.

I also left with you proofs of an article which appears in the
next number of the "Harvard Business Review," describing our new Fifty
Years Clearings Index of Business, based upon the results which we obtained
from our composite index of the Volume of Trade.

In the next number of the "Harvard Review of Economic Statistics"
I shall also describe a parallel investigation, developing a second index
of Business Conditions through half a century from variations in the
velocity of bank deposits, in the same way that we have worked these up for
the last six years, and compared with our index of the Volume of Trade.

These two indexes in general support each other in a quite re-
markable way, and we have other confirmatory material in the shape of in-
dexes of pig iron production through fifty yeare, and likewise of the stock
market; so that I think we may accept our results as the best measures of trade
that have ever been possible over so long a period. ’
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’ Mr. Snyder

no

I do not know how much interest there really was in the presentation
of our index of the Volume of Trade at the November meeting last year, but
these are things that sink in slowly and it occurred to me that it might well
be worth while to give another presentation of our new indexes and show how
they fit in with and are derived from those that I presented last year.

Outeide of the Federal Reserve Banks this work aroused great
£ th
£ 1l

careful investigators in this

interest and won the recognition o e most

field. It seems to me it is a mistake that it should be so little known to
our own people, because in time, as confidence slowly grows, my feeling is
that it will prove of great value to the System, and those who conduct its

affairs.
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Dear Governor Strong:

I have found, as perhaps you did also, that there is a
good deal of the same feeling prevalent about the lowering of the
discount rate and cheap money generally that George E. Roberts ex-
pressed in the talk which I told you of. For example, I found
that even Prof. Chandler, who is usuelly pretty sound, had absorbed
a good deal of this spirit and seemed inclined to question why the
rates should have been reduced and what wae the advantage of it, etc.
And quite poseibly thie reflects the feeling in his and other banks.

Now, I have pretty strongly the feeling that this is =&
very good time to discuss and to stress the necessity of a wide
variation in the rediscount rate, and that otherwise it completely
fails of its purpose. So I have written a little piece which I en-
close, on which I should very much like to have your judgment. I
thought of ueing it for the Businese Summary, for the Directors, and
then having some extra copies made that we might use with a few of
our friends if it was thought wise.

If it is not bothering you too much, would you give me your
reaction and any suggestions that occur to you? I tried to make it
rather brief.

The opening of the lower floor and the main entrance yester-
day seemed to give a new life to things around here and caused at least
one unemotional member of the staff, Mr. Dodge, to remark that, what-
ever else came, he should always feel very proud that he had belonged
to the Federal Reserve Bank of New York.

As to the banking situation, it seems clear that the extra-
ordinary jump in Member Bank reserve deposits last week was due to
Government operations, for there is a corresponding drop this week.
But the excess of recerves still remains unusually high.

There appeare to have been in the previous week another
rather heavy expansion of both deposits and loans, quite aside from a
jump of 158 millions in Government deposits in the weekly Reporting
Banks.

You may be interested in a rather noteworthy little editorial
in the Saturday Evening Post, which I enclose, quite possibly written
by Will Payne, who, you remember, wrote rather intelligently about
Federal Reserve matters a year or two ago.

Digitized for FRASER
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Hon. Benjamin Strong--2

3 I'd like to say that other people, also, can get out of
sorts, as you know, and at such times little things can be bothersome.
They seem to have faded. Thank you.

Tradewise, things seem to be moving along very nicely, with
steady improvement, and I should imegine that the showing for September
would be very good.

Hope you are having the best of that climate. We have been
having some quite Colorado weather here of late.

With sincere regards,

Always yours,

Digitized for FRASER
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‘a__GgLezngr_ﬁj.mng___ SuBJECT:

I don't know if you have yet seen the full text of the-
Resolutions passed at the recent meeting of the American Bankers
Association,; relating to the Federal Reserve System. Attached
herewith.

It seeme to me that the misconceptions apd mal-intent ex-
hibited in the last paragraph should not go unnoticed, and at Mr. Case's
suggestion I have drafted a letter which is probably far from what is
wented, but might serve as a basis of discussion.

Attached herewith.
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‘!’o it __ Governor Strong - Suesect: _Report on Europesn Curreney . |
From______ Mr, Snyder Conditions

You may have further information as to juet what this Commiseion
ie about end what it is driving at, and therefore what kind of a letter
they would like to have. If not, possibly I can find out further about it.
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Robert Morris Convention at

Governor Strong SUBJECT:

o
_Mr. Snyder _ St. Louis .

FrOMm

Attached herewith is an invitation from the Robert Morris Convention,
St. Louis. I am not averse, but our Mr. J. L. Morrie, who is active in
this organization, has raised the question as to expenses, whether the -
Bank here would regard it as of sufficient interest to do this. You.
could judge much better than I can as to whether this seems worth while.

QN\\J
W

D|g|t|
http://fraser.stl rg/

Federal Reserve Bank of St. Louis

:



MISC. 4, 1=200M-1-24 FEDERAL RESERVE BANK -

‘ OF NEW YORK

‘wOFFICE CORRESPONDENCE pate_ Oct. 27, 1024 o5
y S0 Governor Strong Sussecr: A+ B A, Resolutions on
TGN o DR P Reserve System x

I met Mr. Sisson, who is Chairman of the A. B. A. Committee on
Resolutions, at dinner the other night, and the matter of the
resolutions naturally came up. He says that that last paragraph
was insisted upon mainly by M. A. Trainor, of the First Trust &
Savinge, in Chicago, and his assistant, Dr_ Walter Lichtenstein, and
some of the interior members.

Mr. Fred Zent was not present at the drafting of the Resolution,
but agreed to it later. Mr. Sisson said that he tried to have it
canned, but that the rest of the Committee believed something of the
sort should go in.

The paragraph was actually drawn up, I believe, by Lichtenstein.

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



MISC. & 1-200M-1-24 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE Date_ Qct. 30, 1924 192 _

<

FroOM

Digitized for FRASER

Governor Strong Sussect:_ Bueiness Cycles

Mr. Snyder il

I did not mean to ask you to sign the letter to Governor Criseinger,
but merely to ask if it was guite all right that I should send it. ° But as
you did sign it, best thanks. ’

As to the subject of discussion for the Statistical Dinner, on the
relation of price changes and the business cycle, I don't at all share
Prof. Fisher's view of a causal relationship, for I think the facts are
against it, as I have set forth in the brief note to him today.

() \b\fNVJ&'
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LANSDOWNE, PENNA. October 24, 1924.

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

My dear Mr. Snyder:

The Robert Morris Associates are planning to
hold their Mid-Year Meeting in St. Louis on November 17th,
18th and 19th.

As Secretary of the Organization I am arranging
a program, and we would very much like to have you address
us at eithex the morning or afternoon session of Tuesday,
the 18th.

While we would be glad to leave the choice of
the actual topic to you, provided you can be with us, I
would suggest that our members would be very much interested
in a discussion in general on the price index theory which
I am afraid is very superficially understood and often
imperfectly devised. Supplementing this we would appreciate
very much an analysis of the present business conditions

I very earnestly request that you give this

invitation as favorable consideration as possible as many

of our members are conversant with your work as &a statistician
of the first rank and as exactly the type of man whom we

would like to have with us. ﬂay I have your decision and

the exact subject of your topic,if you can accept,as soon

as convenient because I wish to issue the program of the
convention and the notices to members at the earliest possible
moment so as to insure as large an attendance as possible.

MID-YEAR MEETING—ST. LOUIS—NOVEMBER 17th, 18th, 9k yours
<) ’

‘ederal Reserve Bank of St. Lowis Canrat ary
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Lo 4
2 . Mr., Snyder : L R

I don not know if you would care to see each month the computations
as to bank debits and depoeit turnover, attached herewith. They are the
earliest monthly returns which give any positive report aes to the drift of
trade.

The most important is the index of outeside bank debite, eince thie
ueuelly runs very close to our composite index of the Volume of Trade. But
eince July thie index hus been several pointe out of line with the composite
index, and for the last four monthe hae run:

July 99
August 101
September 09
October 105

The index of deposit turnover which usually slso runs pretty close
to the Volume of Trade is now distinctly out of line, owing to the very

igitized for F
tpuﬁmmrgmuméd%m}°°r°"° of demand deposits in the last six monthe.

deral Reserve Bank of St. Louis o ,A—‘



\ .,;\_';\,3' ‘4 A Q (
' N Ad AN
: /\ [ ] ~— N N
7”7
JIERG (8 S-IAE1 24 ) ol FEDERAL RESERVE BANK o (( iy 2 - 1’/L‘
y=! 4 \ AfATD
¢ A OF NEW YORK g, 5 a4 4
G\ o} Do S
.

OFFICE CORRESPONDENCE Dare_ _Nov. 21, 1924 192 _

?“ __Gov 2 f

From__Mr. Snyder

Your memorandum of November

51N giéa;d&to forward contracting:

iﬁ\“

I have never believed that it|\would bg :
much reliable material along this line, \fo @@ﬁ Y that the
practice of different concerns as to p "2 cancellations varies so
widely not merely among themselvee but at different times. 4s to inguiries,
I should like very much to consult with -you as to the type of industries you
have in mind. So very much would depend upon the avenue of approach as to
whether the replies were of any value. oy
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__Mr, M’@"/L—(f&[j_ Sussect:_\ Work of San Frencieco Bank

Mr. Snyder o

\.ox A N
ﬂ}\r\%

I attach herewith an extremely interesting piece of statistical
work done by the Federal Reserve Bank of San Francisco, and with this a
copy of my note to Mr. Perrin about it. I saw Mr. Perrin at the Harvard
Annual Conference last Saturday, and he expressed his very great appreciation
of the interest we had teken in it.

It is really a firet class piece of intelligent statistical work,
and will provide them, I think, with a very interesting and valueable index
for the 12th district. We are especially interested in it from this end
because it shows that the seed we have sown is beginning to bear some fruit,
even within the system iteelf.

Gro 11924

P. J-
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W~ Governor Strong

N s R Suesect: Letter of Nov. 18 from R
FR Mr. Snyder Professor Bullock n= ,gg_u_
- i
) . 0
- ¥ . >
I should rather like to have you see thé'attgphed, just so you :

may know of the very cordial relations we have with tﬂé Harvard folk.

RECEIVED BY ,
GOV d" ,3"8 “‘

~N

]
u&é-m,gs

;3‘_

Digitiz F E 4
http: //ffﬁs@g t%wsfezgo?g/

Federal Reserve Bank of St. Louis



MISC. 4, 1-200M~1-24 FEDERAL RESERVE BANK
OF NEW YORK

& OFFICE CORRESPONDENCE bare_Nov. 26, 1924 152
- _Covernor Strong S T Sussect:__Army War College Address o

From_ Mr. Snyder

I appreciate very much the suggestion. But, first of all, those
thinge inevitably use up a lot of valuable time, and secondly I feel that [
they would much prefer hearing someone new to them.

If no other name presents itself Lo you, I should imagine that

Prof. Chandler might underteke it.
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It seems to me there are two or three things that a chorus of
criticism from Anderson, Willie, the "Financial Chronicle,” and the rest
are instilling into the public mind that are extremely unfortunate. The
first of these is that the Federal Heserve policy, and especially the low
discount rate and investment buying and its supposed consequence of cheap
money is dictated by the necessity of large earnings to meet expenses.

0
The second that these large expenses are created by the "free
_~ services" that are being rendered by the Federal Reserve banks, and, by
\-2%;:> inference, that these would be greatly reduced if the free services were
dispensed with.

The third that these free services are "competing" with Member
Banks.

All of which has been highly accentusted by the very unfortunate
paragreph in the Resolutions adopted at the Chicago meeting of the American
Bankers' Association, which inculcated just these same ideas, and have
given the critics a splendid shillalah to leay about with.

Would it not be worth while to work out exactly what these free
services amount to in percentages of the total expenditure, second, as to
the exact amount of competing that thies results in, with Member Banks, and,
because these services are relatively a small expense, relieve the banker
and the public mind of the idea that Federal Reserve policy ie being used
to support an expensive organization?

You know it is just little things like this that the average news-
paper reader catches and that stick in his mind, and I judge from little
bits of conversation and things I have heard that these ideas are pretty
firmly fixed in the mind of the average banker and are being disseminated
by bankers quite as much as by the Vociferous Klan.

As to the effect of the Federal Reserve policy, is not the almost
complete answer thereto the simple fact that what looked like, and was so
freely predicted would be, a serious depression, has been averted and that
in the last four or five months trade has been on the upturn and has now
recovered to or above normal, in the face of the fact that the tendency of
commodity prices, and especially of the great basic commodities, has been,
in spite of the risge in farm products, rather downward than upward.

—-As is set forth so succinctly in the chart that I attach.

Is not this a very good time to make use of what I believe is one
of the most effective weapons we could possibly have in answering these
criticisme, viz., our Index of the Volume of Trade. As I should like
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Governor Strong SARIRCT Concerning Policy
. Mr. Sayder - . 2

sometime to tell you, this index is already being used very widely by large
corporations scattered over the country. It ie the sort of thing that
is so simple that anyone can understand it.

And I can't help thinking that if such a chart as the attached
was given wide publicity it would pretty effectively knock the pack endwise.

The interest that was shown in this index and other of our indexes
at the Harvard Conference, and at the St. Louis meeting which I attended is
pretty clear evidence that it is something that the bueiness man can under-
stand and that incidentally engages his attention and interest.

ttp://fraser.stlouisfed.org/
ederal Reserve Bapk of St 1l ouis




NEWSPAPER REVIEW

‘ Federal Recserve Bank of New York, Reports Department, Library

November 25, 1924 Tuesday Vol,5: No, 275,

FEDERAL RESERVE SYSTEM

Criticism. The Recerve banks have gone out of their way to do things which
really belong to city corresponcdents, and the enormous expenses resulting
from their activities have nnd to bs borre in come way. Since membsr banks
would never consent to tax themeelves, the Reeerve institutione have taxed
them indirectly by an investment polncy winich has Eggﬁgp down ratee of in-

ferest and been more than hazardous for busingssc at. larges (J. of C., Ed.,
p. 10.)

2. Discount rates. The Treasury Department sees no occasion for a change in
Federal Reserve rediscount rate levels and believes no early change is con-
templated, (J. of C., p, 1.)

3. New York Bank, The resignation of Shepard Morgan as Assictant Federal
Reserve Agent at the Federal Reserve Bank of New York wae announced by the
bank yesterday, lir, Morgen will accept an appointment on the staff of
S. Parker Gilbert, (Times, p. 37.)

UNITED STATES

4. French debt, Secretary Mellon expects en early resumption of negotiations
with France for the funding of that country's war debt to the United States,
There are prospects of a moratorium of egeveral years for France in the event
of funding arrangements'being concluded, although there has been no official

discussion of the probable course of future negotiations. (J. of C., pe le )

5., French loan., The new 100 million dollar isesue of French Republic external
loan bonde was sold yesierday at least two times »ver and possibly five
times over, The meney will be turned over to the French Government on
December 9, when payment on the bonds will be made by subecribers, and will
be placed on depoeit in New York. (Times, p. 1l.)

6. German securities, G. Henry Schroder & Company, of London, and Speyer &
Company, of New York,have announced the purchase of 40 mn‘lnon gold mark
chares of the Deutccho Bank, Thie represents 10 million dollars in American
money and coneists of stock which the bank has held since the last increase
of ite capital, It ie the largest investment in German securities since the
international loan wae floated a month ago for the German Government, (Times,
e B

7. Income tax, During the four months from July 1 to October 31, the Government
collected in income taxes mcre than 430 million dollars, a decreace of but
a little over 2% 1/4 million dollars from the total for the same months in
1923, Despite the 25% reduction in the tax rate, therefore, there has been
a decrease in actual returns of only a little over 5%, vhich suggeste that
with a continuence of good buginecs conditione the way may be opened in the
coming year to a further cut in this and other taxes, (Times, p. 1)
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CORRESPONDENCE Date_ Nov. 26, 1924  j9p— °

To Governor Strong SUBJECT :

FROM Mr. Snyder

Dr. W. I. King, Prof. Mitchell!s associate in the
National Bureau of Economic Research, is coming in to lunch.
He sometimes writes on gquestions of ‘banking policy in the
Federal Reserve system, and it oecurred to me that it might
be worth while to have a 1littl€ talk with him if you were
free after lunch.
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MESC: 4. §~M0000-1-~24 FEDERAL RESERVE BANK ' e /

OF NEW YORK _/.{W
@ OFFICE CORRESPONDENCE Date__ Nov. 26, 1924 192

4 _ Governor Strong Suesect:___Concerning Policy

From__Mr, Snyder

( .
L‘ '\ \\)l’ y"ruﬂ‘

T,,T{//’ It occurs to me that it might well be worth while to have a talk

Y with this Mr. William Justus Boies. You remember that for some time he
wrote a very able weekly review for the former New York Sun. He now
syndicates bank letters like the attached, which have a very large circulation,
I should imesgine second only to that of Mr. Roberts' National City Bank cir-
cular, and reaching a very fine clientele of people. I was told that at one
time he was making $30,000 a year out of this work, and I think his friendship
is worth cultivating.

I am wondering if it would not also be worth while from time to time
to invite in several others like, for example, Mr. Geoffrey Parsons, the Editor
of the New York Tribune, a very keen and able mine, Mr. W. P. Hamilton, the
Editor of the Wall Street Journal, who writes very well, David Friday, who
writes often for the New Republic, Mr. James Clark, Editor of the Journal of
the American Bankers Association, perhaps Mr. Elmer Youngmsn, Editor of the
Bankers' Monthly, and possibly one or two others.
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And I suspect that Mr. Franz Schneider feele that he has been
rebuffed several times when he hae endeavored to see you; snd he hes a
large and important following.
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TELEPHONE 3610 BLOOMFIELD

November 22, 1924,

Personal.

Carl Snyder, Esq.,‘
Federal Reserve Bank of New York,
New York City.

Dear Mr. Snyder:

It was very pleasant to receivé your letter of
November 20 with its enclosures:

Be assured, however, that the article in the
"Harvard Business Review" had come to my notice before I received
the special copy from you. I congratulate you on handling so
clearly a subject which is very difficult to tteat in such an in-
teresting manner.

I should like to have my name added to the mail- 1//
ing list for such statements and data as your department prepares.
I have always been a devotee of the Federal Reserve System and
shortly after the Aldrich bill was proposed, I made a digest for
two different large city banks, one of which sent a copy to every
bank in the United States.

It was very delightful to meet you and listen to
your remarks at the Harvard Economic Conference. As soon as I can
I want to come in and have a chat with you, as I am up to my ears
in g ° new undertaking which I wish to confer with you about. The
Harvard people are doing a fine work which, however, in my judgment
could be vastly improved if they made an effort to lighten the load
of statistics and hard business facts by making the matter more
genuinely interesting for the average layman on whom they depend for
financial support. Roger Babson, with all his faults, does get
nearer the interest of the average business man merely because he
and his associates try to speak to the residents of Main Street in
the language that they can understand. However this may be the Har-
vard service of course f§ the soundest of all.,

I have heard of you frequently and vexy pleasantly

for I think we have many mutual friends. I am enclosing one or two
copies of my bank letters which may interest you. o
With sincere regards, - \V//K; .
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The National Park Bank of New York

New York, October 23, 1924

THE quick success of the German Govern-

ment loan flotation at New York and in
London has clarified the atmosphere and
made it possible for the leading nations to
take up the actual work of putting through
the notable reforms guaranteed by the adop-
tion of the Dawes Commission report. The
fact that the $110,000,000 American portion
of this loan was about six times subscribed
and that the bonds instantly commanded a
premium on the stock exchange emphasizes
the strong investment appeal of the issue
which is in many respects “a good faith
loan”, the proceeds of which will be used to
underwrite the solution of the most difficult
economic problem that grew out of the world
war adjustment. The whole world in a sense
has been cheered by the outstanding success
of this great loan which was by far the most
interesting foreign government peace loan
ever offered in the United States. With the
broadest market ever enjoyed by a loan of
this character, it is probable that a large por-
tion of the American allotment will be held
indefinitely by American investors for in-
come producing purposes. This would be
natural in view of the very generous income
return and the sponsorship of the loan itself.

MORE FOREIGN LOANS

With the German Government loan
splendidly marketed, there is likely to be sev-
eral other foreign government loan flotations
in this market within a few months. The
authorities of France, Belgium, and various
other foreign governments are said to have
made overtures to American bankers touch-

ing the sale in this market of large and small
loans in the near future. These foreign ap-
plications are much more comprehensive than
formerly and aside from government out-
lays relate to a variety of industrial, insti-
tutional, banking, commercial and other re-
quirements in the countries affected. In this
way it is literally true that the United States
in a certain sense is “financing the world”
and that our advances for such purposes have
never been as large, varied, nor important as
they are likely to be from now on. There is
abundant reason for this in our huge gold
reserve which in the natural order of things
must be to some extent depleted by these very
interesting and urgent demands from abroad.
This will be putting the gold to very good use
and because of the great strength of our
banking position there need be little fear that
the expected out-flow will cause money
market disturbance here. In a situation
where total subscriptions of $600,000,000
for the recently offered German Government
loan brought no greater response than a 2 or
3 per cent call money rate, it is clear that the
outstanding strength of our Federal Reserve
System provides exceptional safeguards
against unfavorable money market response.

STRONG UNDERTONE

There exists a good undertone to business
and people generally are evincing a quiet con-
fidence about the future. This has been an
important influence in the election discussions
for it is admitted on all sides that the highly
favorable change in the position of farming
communities, as compared with a year ago,
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has been a large factor in the Presidential
campaign. The sharp rise in the price of
grain and farm products has added enor-
mously to the purchasing power of whole
communities which a year ago were hard
pressed and without the means of providing
the comforts of every day living. That these
conditions have changed radically is shown
by the September returns of the great mail-
order houses which showed increased sales
of 31 per cent for the month and 20% per
cent for the year. Chain stores also showed
a gain in September business of 334 per cent
for the month and nearly 1224 per cent for
the year. Both systems—mail-order houses
and chain stores—in the first nine months of
1924 reported a 10 per cent gain in sales over
the same months last year. Some of the
large department stores of this city have also
made an excellent showing as compared with
a year ago with good gains and increased ac-
tivity in various lines. This reflects perhaps
better than anything else the strong pur-
chasing power of the people and the continued
prosperity of the wage earning classes. In
certain sections of the West, there have been
good gains reported, the generally higher
prices for grains and hogs being a large fac-
tor in the improvement. In some wholesale
lines there have also been increases shown,
although the movement in that quarter has
been somewhat irregular owing to the draw-
backs encountered in specific industries.

RAILROAD EFFICIENCY

A factor making for better conditions in
the steel market has been the heavy buying of
rails, cars, equipment and various supplies by
the railroads. These orders within the past
month have been quite exceptional and reflect
a growing belief on the part of railroad
managers in the continued prosperity of the
country during the next six or eight months.
When considered in connection with the
extraordinary equipment purchases of last
year, these new expenditures by the railroads
emphasize the growing demands of every-
day business upon our transportation service
which is admittedly the largest and best in
the world. During one week the past month
the railroads loaded the largest number of
freight cars shown in any week this year;
the largest number of cars filled with mis-
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cellaneous freight in any one week; the
largest number of cars loaded with less than
car load lot freight in any one week; and the
largest number of freight cars ever moved
in a single day. The harvesting sections
have been provided with unusual transporta-
tion facilities this year and it is clear that the
excellent service given by the railroads in
the quick dispatch of freight from city to
city has contributed in no small measure to
the hand to mouth policy of merchandise
buying. This has been a feature of the situ-
ation everywhere, the movement being
strengthened, of course, by the unsettlement
of cotton and other raw material prices and
the disinclination of most merchants to en-
gage in future commitments on a large scale
during a heated Presidential campaign.
Many roads are likely to make a highly favor-
able showing for 1924, although freight
traffic in general during the first eight months
of the year showed a falling off of 10 per
cent compared with the same months of 1923.

LIVING COSTS

All nations are seeking to reduce living
costs, as it is recognized that the prevailing
price structure bears heavily upon the con-
suming classes throughout the world. The
Fisher index number of American commod-
ity prices in the second week of October was
152.5 based on 100 as the average price of
1913.  'This represented an advance of 2
points within a week. Crump’s British in-
dex number for the same week was 162.9,
also 2.1 points up for the week. The index
number of wholesale prices computed by the
Canadian Bureau of Statistics and weighted,
covering 236 commodities fell 474 points in
September to 153.6. Some further progress
has been made in reducing inanufacturing
costs here, this attitude being strengthened
by the refusal of merchants to purchase
goods at higher prices than the public is ready
and willing to pay. In various lines there is
evidence of growing stability and despite the
fears expressed in some quarters lest our
huge gold stock should lead to further infla-
tion in this country, there are as yet no signs
of a dangerous movement in that direction.
Even on the stock exchange, where average
prices are considerably above the low level
of the year, there has been no spirited public




speculation, such as was witnessed in 1906
and other years when the carrying charges
were very much above the present level. On
the contrary there has been little speculation
in any quarter, most buyers pursuing a very
cautious buying policy.

FOREIGN COMMERCE

September developed the largest export
trade, $427,000,000, of any month since 1921
largely as a consequence of the much heavier
foreign purchases of American cotton and
grain. Exports of cotton which in August
amounted to 277,000 bales advanced sharply
in September to 737,000 bales, this total being
materially larger than that shown in that
month in any of the past three years. Im-
ports in September aggregated $285,000,000,
leaving an export margin of $142,000,000.
For the nine months ending with September
last there was an export excess of $456,-
253,000 as compared with an export margin
in September, 1923 of only $36,000,000.
This sharp advance in our export trade is all
the more significant when the falling off in
the gold inflow is taken into account, Sep-
tember gold arrivals this year amounting to
only $6,550,000 as against $27,800,000 re-
ceived in that month of 1923. The decline in
sterling exchange rates after rising to the
highest price since the close of August re-
flected the larger foreign buying of American
produce. The future movement of sterling
exchange will be watched with interest in
connection with the further expansion of our
foreign trade that is expected to follow the
changes called for by the Dawes Commission
report. It is too early to forecast the devel-
opments in this quarter, but it seems certain
that the new order of things in Europe will
bring about broader buying of American raw
material and merchandise. It is probable,
however, that we shall have to fight for all
the business we get as a restored Germany
may be expected to put up the strongest kind
of a contest to win the kind of foreign busi-
ness that her manufacturers can advan-
tageously compete for at this time.

CROP GAINS

Farm prospects, except as to corn, are
highly encouraging and suggest exceptional
returns for the farmers as compared with
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last year. The sharp advance in grain prices
and in the quotations of farm products gen-
erally has led some statisticians to estimate
that the producers of the United States and
Canada would show increased returns this
year of just about $1,000,000,000 as com-
pared with the harvest of 1923. While no
one can tell at this time just what the in-
creased proceeds of this year’s crop will be,
the gain over last year must be considerable.
With favorable weather conditions and a
continuance of present price schedules, the
increased revenues of farmers, therefore, of
the United States and Canada might easily
reach the figure quoted. Corn is the only
leading crop to show a falling off from a year
ago, but with prices nearly 40 per cent above
last year and live stock prices also consider-
ably higher, the loss may not be as serious
as seemed probable a few weeks ago. The
indicated increase in the Spring wheat yield
gives promise of a total wheat crop of 856,-
000,000 bushels which except for 1922 when
the harvest was only slightly larger would
show a gratifying increase over the country’s
wheat production in any of the last four
years. The most astonishing gain in Spring
wheat territory has been in North Dakota
where the indicated yield this year is 115,-
258,000 bushels, as compared with 58,660,000
bushels a year ago. The oats crop shows a
surprising gain, the indicated yield of 1,509,-
000,000 bushels being largely in excess of the
harvest in any of the preceding four years.
Barley promises a crop of 201,000,000
bushels which would be about 3,000,000
bushels ahead of last year, rye showing up
65,800,000 bushels, this being a small in-
crease over 1923. Buckwheat, flaxseed, po-
tatoes, and hay also promise better than last
year’s harvest. Tobacco is the only other
important crop to show a serious loss for the
year, October figures disclosing an apparent
decline of 300,000,000 pounds for the year.

RESTORED BUYING POWER

These gains in the agricultural states are
quite extraordinary when the depletion in
foreign grain stocks is taken into account.
That the American farmers are “cashing in”
and not awaiting a further advance in prices
is indicated by the extraordinary grain load-
ings reported by the railroads, the movement



in the first week of October reaching 71,134
grain cars, a total never before disclosed in
any weekly period. In the same week last
year only 50,032 grain cars were moved. All
this means a notable increase in genuine
wealth for the nation as it is estimated that
those engaged in agriculture and related pur-
suits contribute 33 per cent of the country’s
buying power. These increases explain also
the ability of the farmers to heavily reduce
the indebtedness which oppressed them so
seriously last year and which forced them to
curtail usual outlays for the necessaries of
life. With the improvement shown in the
agricultural states, numerous interior banks
which at this time last year were either closed,
or on the verge of suspension, have reopened
and are functioning again to the benefit of
an immense constituency. There is apparent
evidence also that interior trade is improving
and that people in many sections are display-
ing a confident optimism about the future.
This has not shown itself in sensational
gains in trade, nor an outburst of extrava-
gant expenditure of any kind. It means to
use a homely expression that the American
people to a large extent are “saying nothing
but sawing wood” and when they do this
on a large scale they are pretty sure to
achieve sustained progress in no uncertain
way.

PRESIDENTIAL CAMPAIGN

Not for a quarter century or more have
the American people witnessed a more ex-
traordinary Presidential campaign than that
just drawing to a close. It has been for the
most part quiet, orderly and conducted in a
good-natured sort of way without many clear-
cut issues to excite spirited discussion. Had
it not been for the third party agitation the

04288

contest might have been a dull affair with
few human interest features. The life-saver
for the conservative interests, however, has
been the restoration of prosperity in the
Northwest made possible by the large aver-
age crops marketable at relatively high prices
at home and abroad. The wonderful come-
back of the Northwest and the sections gen-
erally affected has been the dominant factor
making for peace and harmony in a season
when the apostles of discontent were organ-
ized as almost never before. The sober sec-
ond thought of a prosperous people, there-
fore, has successfully answered many of the
arguments put forth by those who sought a
change for change sake without having any
very clear idea of what the new order would
bring, or what reforms if any would be ac-
complished. A Presidential election, how-
ever, is always an important affair for the
American people, but nothing has happened
since the June conventions to indicate that
the contest this year has been disturbing to
business in any large sense. On the con-
trary there has been little in the movement
of the security or commodity markets to
remind one that a great political contest was
under way and that partisan appeals through
the radio were reaching the largest audience
ever brought within listening distance of the
voices of campaign orators. This does not
mean that the campaign has not been inter-
esting for it has been advertised and popular-
ized in a remarkable way through the efforts
made by leaders of all parties to get out a
large vote and to excite the sympathy of
women voters as never before. The story of
the campaign in this sense has been altogether
remarkable and suggestive of the inherent
strength of underlying conditions and the
soundness of the nation’s great credit struc-
ture.
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gain for the great producing area. That the
country, notwithstanding the setbacks in
some industries, is developing better trade is
shown by the gain in July of nearly 8 per
cent. over last year in postal receipts at fifty
selected cities. The country is doing a good
business and, while the volume is less than
last year, the American people have become
cautiously optimistic within the last few
weeks. Good basis exists for this feeling.

EXPEDITING FREIGHT

UNE railroad loadings were above May,
but the total for the first six months of
1924 declined 9 per cent. for the year. The
transportation industry as a whole has given
a good account of itself and, with the heavy
marketing of wheat and corn, together with
the increased business growing out of
“buyers’ excursions”, there has been a large
volume of traffic handled at the West, South
and Southwest within the last few weeks.
Operating revenues of Class 1 roads aggre-
gated $465,655,450 in June or 14 per cent.
less than a year ago. Net operating income
for that month of $65,528,960 showed a de-
cline of 2534 per cent. for the year. The
railroads earned net in June 4.05 per cent.
on a property valuation of $19,745,000,000
as compared with a return of 5§14 per cent.
in June, 1923, when the tentative valuation
was placed at $19,175,000,000. For the first
six months of this year, the net operating
income of all Class 1 railroads was $390,-
983,855, equivalent to an annual return of
4.13 per cent. In the same period last year,
the annual yield was 4.94 per cent.

IMPORTANT NEWS

UGUST witnessed growing confidence

in various quarters. The Presidential

campaign became somewhat more of a

factor in the business situation. There was a

moderate decline in employment due to the

reduction of various factory forces. Other
developments included :

Whole economic situation helped by the rise in com-
modity prices with many new high records for the year
in the securities and commodity markets——July iron
and steel outputs lowest in many years——Failures were
more numerous and represented increased liabilities, a
feature being the announcement that much of the year’s
indebtedness was caused by the closing of crippled
banks at the West——Sharp decline in money rates with
a further lowering on August 7 of the New York Federal
Reserve rediscount rate to 3 per cent, the feature—
Sharp advance in foreign bond prices on the belief that
with the adoption of the Dawes’ Commission reforms,
there would be a general improvement shown abroad——
United States Government bond prices touch new high
level in response to a broader demand from banks and
institutions having considerable money to lend——Keen
interest taken in the negotiations at London to bring
about general adoption of peace measures——American
bankers send funds to London for employment at higher
interest rates than are obtainable here American gold
stock on August 1, $4,500,000,000, or about one-half the
world’s supply——Average sales of life insurance during
first half of 1924 break all records at the rate of
$20,000,000 a day; this reflects nationa! buying power.

EUROPEAN BUYING

OR the first time in thirteen months,
our import trade in July was larger
than our export trade, according to the pre-
liminary figures given out by the Depart-
ment of Commerce. This means that the
movement almost balanced ; it does not show
that the foreign trade movement has
definitely turned against this country. The
slight import excess was due primarily to the
$28,000,000 decline in exports during the
month, the falling off for the year having
been $24,000,000. Owing to the heavier
marketing of grain at higher prices, it is ex-
pected that the export movement from now
on will be more favorable to the United
States. For the seven months ended with
July last, there was a favorable merchandise
balance of $239,635,405, as against an im-
port excess in the same months last year of
$127,308,455. This means that, as com-
pared with a year ago, the foreign trade
movement shows great improvement, which
in the natural order of things will be more
pronounced now that the allied nations have
come together on the peace basis provided
by the Dawes Commision report. There
are large foreign buying orders ahead for
our large manufacturers and producers.
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This is the Boies Bank Letter.

medium that a bank can adopt.
details address

\

It is the most direct and effective advertising
Unequalled returns for the low cost involved. For

WILLIAM JUSTUS BOIES,
14 Elm Street,
BLOOMFIELD, NEW JERSEY

(The Name of Your Bank Will Appear Here)

Letter on General Business Conditions

September, 1924.

MARVELOUS rise in the price of

orain and farm products has been the
outstanding development in the current
economic situation and reflects the extra-
ordinary change in the position of important
producing states which a few months ago
were in severe straits. With the exception
of corn, all the leading crops promise a
larger yield than last year, so that the sharp
advance in prices has not been in response
to unfavorable forecasts for the American
crops. In other wheat producing countries,
however, including Canada, there has been
serious damage reported with better returns
for the American farmers as a direct con-
sequence of a serious shortage threatening
abroad. Increased buying power of the
farming classes which are estimated to con-
tribute from 30 per cent. to 40 per cent. of
the total, explains the larger distribution of
merchandise and the increased business
handled by the great mail-order houses.

BUSINESS SANITATION

HESE changes are quite remarkable
and have influenced a better tone to

the securities markets and with other factors,
have led to a moderate rise in commodity
prices. Public sentiment is more confident
than it was, although the uncertainties of a
Presidential year are keenly appreciated as
also the continuing depression in some of the
great basic industries. The Presidential
campaign, up to this stage, has not disturbed
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confidence as the dominant parties are not
adopting sensational methods nor appealing
to class prejudice. Trade on the whole is
better than it was a month ago, although in
some branches far below the high level of
last year. The buyer still has the say in
most markets, but this condition may not last
long if business improves on the scale ex-
pected after Europe takes up the serious
work of making effective the far-reaching
reforms described in the Dawes’ Commis-
sion report. The business outlook has
brightened materially within a month or
two and the strong points far outnumber the
weak points.

NEW START

HERE is apparently excellent basis for
the assertion by high authorities that
“business has turned for the better”. Aver-
age daily production of pig iron in July was
below normal requirements, the 1,785,000
ton total being the lowest reported, except
for 1921, in sixteen years. The last cotton
year showed the smallest consumption since
pre-war days. Volume of general produc-
tion in June was the smallest since Decem-
ber, 1921, and figures for July will, it is be-
lieved, emphasize this trend. The “shut-
down period”, usual in the summer months,
has been extended this year and production
is being carefully supervised. The price
trend is being watched constantly. Hand-
to-mouth buying is still the order of the



day and the American people are living
frugally, thinking carefully and for the most
part doing the things which make for busi-
ness stability and economic gain. Heavy
marketing of new wheat and old corn have
helped railroad traffic and increased the
nation’s buying power. Farmers are vastly
better off than last year and through ad-
vances by various relief agencies numerous
crippled banks in the Northwest have re-
opened and are functioning normally again.

FINANCING RECOVERY

MMENSE investments of American

capital are being made abroad, owing to
the prospective recovery of industry in
countries whose business will be greatly
helped by the carrying out of the reforms
guaranteed under the Dawes’ Commission
report. Lower interest rates here and con-
tinued influx of European gold have made
more attractive opportunities for profitable
dollar investments in Great Britain, France,
Germany and various other countries. The
American dollar is still the most sought
after of all circulating media and because
of our fabulous gold reserves and the fact
that the United States alone, among the
leading nations, adhered to the gold stand-
ard throughout the war and its aftermath,
dollar remittances are popular everywhere
abroad. With the prospect of an early
straightening out of the reparations tangle
and the reorganization of foreign industry,
there has been pronounced improvement
in countries which a year or two ago suffered
from acute depression. The outlook in this
respect is better than it has been at any
time since the armistice. With the Dawes’
Commission report accepted, the world is
nearing a hard and fast peace basis again.
This will be of immense benefit to this
nation, for business everywhere has been
more or less unsettled by the confusion
abroad and the possibility of another out-
break in Europe.

INCREASED. EFFICIENCY

HIS country has gone further in the
elimination of red tape than any other
nation in the world. Business methods are
being simplified, industrial leaders are
cutting out waste and the cost of doing busi-
ness is being systematically reduced. Out
of the stress of the after war readjustment
and the intricacies of the European repara-
tion and debt settlements, there has de-
veloped increased cautiousness in business
affairs with the responsibility of leadership
more keenly appreciated by those having to
make important decisions. Automobile
makers are turning out new cars only as the
demand develops in the effort to avoid load-
ing up dealers with more cars than the buy-
ing public could be expected to absorb.
Manufacturers, wholesalers and merchants
generally have fought shy of accumulating
heavy inventories of high-priced goods so as
to avoid the dangers of a possibly falling
market later on. INo country has developed
a higher type of business management and
those in charge of great enterprises prepared
long ago for such a trade recession as this

nation has recently passed through.

BETTER TIMES!

HE wheat belt is experiencing the best
prosperity it has enjoyed in many

years. Conditions have so improved within
two or three months as to indicate that this
year’s wheat yield will be at least 28,000,000
bushels larger than the crop of 1923, instead
of 93,000,000 bushels smaller, as seemed
probable when the June forecast was pub-
lished. Serious impairment has been in-
dicated in Canada where black rust is said
to have reduced the prospective wheat yield
by nearly 150,000,000 bushels. The outlook
for oats is more favorable, with an apparent
gain for the year of 139,000,000 bushels and
prices ruling 14 cents or more above 1923.
These changes are well-nigh revolutionary,
all things considered, and with the better
prices for live-stock disclose a remarkable
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OF NEW YORK

&) OFFICE CORRESPONDENCE Dare_ Nov. 28, 1924

9o _ Governor Strong R Sussect:_ Federal Reserve Policy

From____ Mr. Snyder

gy

Here is a little note from Mr. Paul Clay, Economist and Editor
of Moody's Service, which shows that we have some friende. And I
ivagine that we have many, even though the most of them are mute.

You will note his suggestion.
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4) OFFICE CORRESPONDENCE Dare_Nov. 26, 1024 102
__Governor Strong SuesecT: Measurements of Trade S
__¥r. Snyder S S ' e
%
I

Digitized for FRASER

As a example of the extent to which our Index of the Volume of
Trade is being used commercially, I append this chart which was brought in
this week by a young man from the Hudson Motor Company, of Detroit; and we
have found a number of other instances.

The interesting thing about this is that they feel they can put
their finger on conditions within their own plant which produce the major
variations of their shipments, from the course of our index; so that they
arﬁlatilizing this index as a norm of what their busineses ought to be.
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FEDERAL RESERVE BANK
OF NEW YORK

OFFICE CORRESPONDENCE oA T i

. ol Governor Strong sussect. About a Dinner

o Mr. Snyder 7 N A

I am wondering if, instead of the academic group, it might not
be worth while to have quite a different group, made up more of solid
business men, a banker, and maybe one or two writers, and invite thereto
the three Principal Choristers, Anderson, Willis and Seibert. And have
no one from the Zank but yourself.

I was thinking of such a list as, for example:

George E. Roberts
Lamont, Leffingwell or Dwight Morrow
One Director: Owen Young, Woolley or Reyburn
¥. C. Mitchell
A strong business man from outside New York, like,
for example, James Simpson
A forward-looking banker like Mr. Alexander or Mr. Warburg
A manufacturer like Guy E. Tripp, Mr. Eastman or Mr. Vauclain
An enlightened lawyer who takes an interest in such matters,

% like Mr. Wickersham or even Elihu Root
-~ A newspaper editor like Geoffrey Persons, Editor of the
Tribune

Two or three financial writers, like Franz Schneider,
Thomas F. Woodlock, Mr. Noyes and William Justus Boies

My feeling is that, to meet with & solid congregation like this,
might perhaps suggest to the Caterwaulers a little better idea of their
importance and mission.
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. OF NEW YORK

OFFICE CORRESPONDENCE Date  December 1,
T"‘ Governor Strong ~ SUBJECT: Two Problems.
From_ __ Mr. Snyder -

Here are two little studies that hsve puzzled me a good desal.

L The first is the amount of new capital issues in the U.S. by
years from 1885, plotted on a ratio scale. You will note that, save
for the two big years of 1917-18, the chart suggests no real financial
convulsions.

Puzzle: If in and after the war the general level of prices
rose, and now is, about 80 per cent. of pre-war levels, why would not this
require, for the same rate of industriel growth, something like an 80 per
cent. increase, over the normal trend, in the amount of new capital issues?

As there has been in recent years no such incresse, does this sug-
gest thet new plant construction and industrial expansion generzlly has
been actually far below the normal rate?

II. The averszsge prices of industrial shares, as registered on the New
Iork stock market, when divided by our index of genersl price level, show

a very slow, even rise up to 1917, indicating apparently a steady advance

in the relative or real value of industrial shares. But from 1917 on,
this relative or real value tekes a very sharp drop and is now far below the
normal trend of the previous 20 or 30 years.

Puzzle: Are industrial stocks now far below their resl value, and,
if not, why have earnings not increased in recent years correspondingly to
the rise in the general price level? Other things being equel, it
would seem as if a heavy rise in the price levels should mean a correspond-
ing increase in the average earnings on plant investment.
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MESC.. &, 1 =200~ FEDERAL RESERVE BANK
OF NEW YORK

.OFF|CE CORRESPONDENCE DaTE_ December 2,
sussect: _History of i.hlﬂank of Englapad

1924,
¥  Governor Strong

From _ Mr. Snyder

About the only complete histaery of the Bank of England is that by
Andreades, who was & Greek who wrote in French, and this only comes down to
19038. I have talked with Dr. Chandier about the question, because he has
been especially interested, end he says there is nothing else that is very
much worth while, except interesting bits sbout special periods, so I have
ordered the Andreades book for Governor McKinney as the best thing avail-
able. :

Of course, the Keynes and Withers books have 2 good deal of reference
to more recent history.
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‘ OFFICE CORRESPONDENCE DaTE___ 192 _
t e N et LT SUBJECT: ==

FRoM_____ T - i o

Governor Strong would like to know the name of that "History

of the Bank of England" that you think so well of, for Mr. McKinney
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'OFFICE CORRESPONDENCE pare__ December 5, 194,

14 Covernor Strong Suesect:__The Stebilized Rentenmerk

m Mr. Snyder

To the contributory causes which you mention should be added, according
to Dr. Glasenepp, the very powerful influence of the rentenmark's convertibility
into gold, & feature that I was not myself aware of until I looked it up. Per-
haps you would like to glance at his account of it.

The figures as to Great Britain's sllied and colonial debts are at-
' tached herﬁqith.
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@ OFFICE CORRESPONDENCE - orn. Diaashar g i ARSI
'f ___Governor Strong_ ‘\éf,a{msq-__smnk Market Activity. =
FROM _ Mr. Snyder s ..J . e 1 e

It is quite noteworthy that the Times averages of 25 industrials have made no
advance in the last three weeks. This is in spite of a tremendous churningof the
market and sales that have broken all records. Such an arrest of the advance, with
enormous sales, is usually, with the market at & very high level, the indication of
a sharp reversal. '

As the merket is now at the highest point since 1920, and only a shade below
1919, I am wondering if this doesn't prelude a considerable decline; and whether
this, if it occurs,’” 11 not put a pretty heavy damper on the much predicted and much

advertised boom.

In fact, I em wondering if, instead of this boom, we may not have a rather
sharp setback next year in business, just as we did at the beginning of this year, and

at the beginning of 1923. )

Flate Mt | v leath, At
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g ey FEDERAL RESERVE BANK

OF NEW YORK

@ 0FFicE CORRESPONDENCE

¥ Covernor Strong

DaTe__ Yecember 10,  10A.

- sussect:  Gurrent Bauk Debits.
FrROM __ ¥Mr. Snyder

Perhaps you wmoulc like to see the chart for the yesr showing totsl benk
debits, including New York City, snd for 140 centers outside New ¥York City. You

will note that the main pert of the run-up in November was confined to New York
City.

Allowing for seasonsl, outside debits for November declined, instesd of

rising; ond I was wondering if tighter money now might not have s rather dampen-
ing effect.
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MISC, 3. 1-50M-4-24 FEDERAL RESERVE BANK ."

had OF NEW YORK \
.OFFICE CORRESPONDENCE Date  December 10, 194,

i Governor Strong SUBJECT: Businese Prospecte.

From_ Mr. Snyder

As to business conditions:

I do not get the impression from emy of our indices, or any reports that we
get, that there was any considereble improvement of business in November, or so fer
this month, over the two preceding months. On the contrary, as you will note by
this morning's Business Summary, the general tendency, maeking allowence for the
usual seasonal changes, seems to have been slightly downward.

2

For example, our index of oute&éééiﬁg debits seems to heve fallen in
November by about 5 points or eo. All this gives me the impression that the great
weve of enthusiasm which swept the East after the election and has resulted in e
grest churning of the stock market, hes had no response in the generzl state of bus-
iness. If, as I think you feel, the psychologicel fectors are very powerful,
at lesst for the immediate movement, would not a failure of business to respond to
the great hopes established in November be liable to lead to a slackening of trade,
rather than the great boom that has been predicted?

You will note that our index of 20 basic commodities, perhaps as sensitive
an index of business conditions as anything we possess, while it -has risen a little
over the low point of the year, is still below the levels of last spring. And th@sz
we did not consider high.

In view of the reslly heavy increase in deposits, and especially in demand
deposits in the last six or eight months, this seems a rether puzzling development.
But when your friend Dr. A. begins to be prophetic of events, I always begin to

doubt.
P -
i
»l
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\'\ b ] B
&~
\l«t‘\:, L\ |\2-“§

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




MISC. &, 1-200M-1-24 FEDERAL RESERVE BANK

. OF NEW YORK '

OFFICE CORRESPONDENCE : DaTe_Dec. 15, 1924 192

s_, _Governor Strong SUBJECT: P T B (W Ay =7 7 =

FroMm__Mr, Snyder - — — k - S - e

You had to listen the other night to a very grippy and muddled

speech——the world's worst, I felt—and I'd appreciate it ever so much if

sometime you had the patience to look through a paper which wae the back-

ground of what I was trying to say.

Ba ' 4 (}

It was a very exasperating thing\not to feel able to put your

ideas tog!ther. Mo t—Co 5& } 0 W /LM%J\

£
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OF NEW YORK

OFFICE CORRESPONDENCE Date Dec. 18, 1924

e
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Governor Strong b, Suesect: Major Bellerby

Frov__ Mr. Soyder oA £ L

Major Bellerby is coming for lunch today, with Prof. Mitchell and
Prof. Chandler, and then I can gauge his depth a little better. I don't
take it from his letter that he in any way sets himself up as an authority
or an expert, and that his book is rather an effort to draw attention to
the question of unemployment in its relation to the monetary problem.

But this seems to me far from an important study, and I have a
feeling that if the working classes generally could get the impression that
Federal bank policies are being directed towards stability of production and
employment, that would be a tower of strength when the test comes ten years
hence.

-
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FEDERAL RESERVE BANK
OF NEW YORK

Dec. 18, 1924

SUBJECT Use of our Index

Here is an interesting case of the way that some large enterprises
are making use of our index of the Volume of Trade. This ie the second or
third case that I know of.

I think I reported to you the case of the Hudson Motor Company, and
also the fact that they seem able to account, from conditicns in their own
plant, for the discrepancies between the run of their own business and our
index of Trade; and here is another case of the same thing.

This curious synchronism of industry is the thing that is borne in
on me more and more as our investigations progress, the way that whole rafts
of things tend to swing together, just like the stocks on the Stock Exchange.

Of course there are wide and notable exceptions, always, but the
general rule seems to be that of flocking together, up and down.

I gave public report of our index just a year ago. If it can get
as much of a vogue as this in the first year, I am wondering what it may do
in the next five years or ten years.

e wmrt, V{/(W} Ko s 7Xu)~ /%\/
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FEDERAL RESERVE BANK
OF NEW YORK

Mr. Snydggﬁ

._Do you know the people on the American Banker at all? It seems
to be a journal that is a great deal read by bankers.

I think the screed is worth reading with a little care, for of all
the types of criticism that the system and policy have had so far, my feel-
ing is that this is possibly the most insidious.

It is a kind of a catchword idea that can easily get under the skin
of the average man, and even the serious and friendly type.

You know the "father complex," the instinct to rebel against author-
ity, is very deep in us 2ll, and I can't help thinking that there were phrases
in the Board report of last January that maybe will come home to roost in a
very uncomfortable way.

"Judgment" and "discretion" are very fine phrases, but the thought-
ful man is apt to ask whose judgment and whose discretion; and if it is to be
the Board's, is he not apt to remember the kind of judgment and discretion
displayed in 1919 and 1920, quite unmindful that the personnal of the Board
may have changed in the meanwhile? And I'd like to ask you to consider what
would be your own feeling about the kind of judgment and policy that might
be in evidence with you out of it/

I never felt that all the attacks of Skelton Williams and Hefflin
and Price and Edmonds amounted to very much, and the recent gabble of Willis
and Anderson and Seibert probably still less.

But you have yourself remarked upon the idea that the people of
the country would never entrust to any board or body of men their economic
welfare; and does it not seem to you that some phrases of that report came
dangerously near to assuming that prerogative?

I write this because of the possibility of a2 renewed discussion of
this problem by the Board, and in our own Annual Report.

I attach also another squib, and I believe there was still another
in the J. S. Bache market letter in something of the same tenor.
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FROM

DATE Dec. 82, 1934 =

‘FFICE CORRESPONDENCE

Governor Strong SUBJECT State of Trade

Mr, Snyder

A preliminary estimate on our Index of Trade for November showse
eome falling off from October--about 100 for November against 106 for
October, 103 for September and a low point for the year of 94 last June.

In part this decline may be due to the fact that November had fiwe
Sundays, which ie always difficult to allow for in the calculation for season-
al changes. It is evidence, I think, ae to how sensitive (and how "sound"--?)
this index is, that this difference of the number of Sundays in a month should
frequently make a distinct difference in the average.

On the other hand, the stock indicators Bave reveresed themselves
and, instead of a decline, the market last week made a very marked advance,
carrying the average of a wide list of industrial stocks, like the Standard
Statistiocs average of 202 companies, up to about the peak figure of 1919 and
some eight or ten points above the high point of March, 1923.

The average of railway stocks is now at the higheest point since 1916.

In other words, the general trend has okly partly followed the stoock
market boom, and the indications are that November saw no such great improve-
ment as was so widely expected from the Coolidge election. On the other hand,
I hear that steel bookings are very heary and that this is one of the reasons
for the continued strength in the stock market.
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MISC. 4. 1-200M-1-24

Governor Strong SUerrCurrenf'Eank Débite

Frol/ Mr. Snyder e
As to current bank debits: _
ﬂ FL’ ‘) YA
I attach herewith our current reaa:t of bank deblts for 141 centres
and for 140 centres outeide of New York. The figures, inclusive of New

York, have been running a little high, owing probably to the stock market
turnover. I suspect that the figures for this last week are also swollen
by the usual tax return.

For the country taken as a whole, outside of New York, there seem
no indications of any sharp upturn of business.
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I think it would do a great deal of good if that ve admtrable
exposition you gave Dr. Basker yesterday could somehow get intdgiype.
is just that sort of thing that is needed, I believe.

Prof. H. J. Davenport, of Cornell University, a fine old escout and
a good friend of the system, is coming in today for lunch. I'd like to
bring him in for a moment just to say "How do you do."
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