February 21, 1981, et
Yy el
‘ - o lgfifﬁﬂ}
My dear Profeesor Spregue: .
in catehing up my reading since my ;ﬂtﬁ;n from Burope, 1 have

s
Just had the privilege of reading the paper which you resd at the meeting.

of the American Economic Association, entitled "A Review of Federal Reserve

Board Poliocy." It is no exaggeration %o say thet I read it with satie-

faction and enthusiaem, Lecause it presents such & fair snd judicial ex-

- amination of the difficult eubject that we are dealing with, end I nay‘

~ aleo say bhat it is almost the firet report of that cb@racter which I have
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read from aﬂy of the students of thie subject in our daivereities, whichu
was not guilty of critioisméciﬁi;ang prineipally from lack of knowledge of
the facts.

1t would pleage me very much if I could have an opportunity to
talk over this article with you when you next come to New York. Thers are
certain matters in connection with cur policy which nsturally are not of -
general knowledge, which I would be glsd to explain confidentially.

I take this oppertunity of expressing my deeg approciation for
the esplendid presentation of thie matter, which I mm sure has helped us
very much. ‘

Yfours very truly,
Professor O. M. %. Sprague,
Harvard University, —"
Cambridgs, Maes.

B3 s MM
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Jeanuary 30, 1922.

Ky dear Professgr Sprague:

You are moet kind to write ms at any time such a letter aes you did on
January 18, belated though it is; but why should one complain of a friend and
correspox;dent who azske really cnly a few weske in which to read such a dull dis-
sertation, as that of which I wae guilty befors the Joint Commission of Agricultural
Inquiry. I chould ver'y much like tc srite you fully in reply to your letter, at
least to ebow my appreciation; but I have only recently besn discharged m- the
hospital, after sn operation, and only to-day am taking up work again.

As to the policies of 19103 you will find the key to that discussion on
pages 502 snd 508. I bad asked the Chairmap of the Commigsion if it would mot bs
possible t¢ have the Treseury's policy dimuasoﬁ by either Semator Glaes or Nr.
Leffingwell, I was 2 Mordlmto, and the whole Faderal ﬁcaarvs Syotd‘;{;‘si in
BOMS reepoqta subordinate to the Treasury during that period, and in tho'ﬁlhiu
of that time. San-atci". Lenroot was very anxious appa‘.rﬁnﬁfy to get an expression
from me, as his questions indicated, but I did not feel then, and I do mt feel Row,
that it was proper that‘ anything by way of criticiem whould have found ‘iﬂplm in
the reecord “rom me shen the former officers of the Treasury wers auila&iﬁt. I »
sould personally have preferred to see discount rates and the government borrowing |
‘rate advanced coincident with the decline in prices which tock place in January,
February end ¥arch, 1919. HNothing like en insistence on that course was possible
at that time, nor was anything like insistence attempted until later in the yesr.

Eut as I frankly stated "1 should esay that en inoreasse in discount ratse at the
period when the decline was suffered, from January to March of 1919, to which I

have referred (Senator Lenroot here interrupted) would have been as eclose to an
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- #2 Professor Sprague January 20, 1922.

|
idesl 100 per cent policy of perfection ae could have been adopted.” That wae my ‘
belief at that time, as is disclosed in my private and confidential corrsepondence "
|
|

with the Treasury, and bae been my belief ever since. I am writing thie to you

frankly, ?if. qnito‘ oonfidﬂltiglly, because I thimk it is neceesary in order to make |

my position clear inm reply to that paragraph in your letter. #hat I am Mllina

te de is to mow turm upon my former associates, with whom at that time I shared

theee responsibilities to some extent, and publicly condemn their policy, as has -
been dons by st least one other man who was also associated with all of us during

that pericd. They acted in ,gngd faith according to the beet of their Jjudgment

and with the most bigh minded purposes. If, in the light of after events, it

appears that wnistake was made, I am sorry that the onus of it has to be borne

by the Federal Reserve Syetem, where I do not think the respensibility reste. But
I em unwilling to sttempt = defense by a policy of accusation.

" In resding over the ststement shich ‘I made on the subject of the nl.ntiaa'
of the discount pelicy «f the reserve system to prices, I think I can well understand “
your critiéian and the ground of your disagreement. I still feel that prices are ‘!‘
not directly our comeern, and poesibly must take refuge behind my will;mou, which i

appears in an earlisr part of the statement, to adopt as my own the viess expressed

in the Cunliffe raport, which have slways struck me as illuminating, of the policy

of the Bank of BEngland sines 3873, This in fact I did smploy as a better statement
of the case than I sas capable of meking extemporaneously. On the other hu:i!:::ni.
in ghat you say ae to my pereonal attitude of to-day,and the extent to which it is

. governed by g;eaanth day conditione. It ie sometimes folly to beat your hande against
& ternado. The regulation of pricee through the volume of our discounts, and im
coneoguence through the velume of bank deposite and curremey, is unoaon#tblo. The ¥
argumeat cannot be refuted that it is an influence. But I cammot help foeling that
in this country, #itbh the emormous variatione in rates of interest in the different
gsctions, with the enormous inequalities in free capital in the different sectioms,
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! #z Protessor Sprague January 30, 1922.
fgptiaism, anad speculative spirit of the American pecple, it would be unwholésome
for the twelve reserve bsnke, operating #nder twelve very different ssts of conditicns,
to govern their discount poliey sith a direct eye to prices. What can be done in &
great banking country like England, no greater in ares than New England, or im a
country like France or Germany, csnnot, in my cpinion, be dorme inm thie country. It
would be like overating & Federal Reserve System with one office in London, one in
Paris, one in Bsrlin, ons in Petrograd, ome ia Consteatinople, one in foms, one in '
¥sdrid, &c.
I am not as reaetionary as your reference to Lombard Sirest would indicatej

but I s« endeavoriag to'recoénizo the differemce between lombard Street in Eaglend -

and twelve Lombard Streste in the United States.

Te snewer your reference to the implieation in regard to the self-liguidating

character of commsrcial loans would require a long diecuesion of the experience of the
| past ssven years in the reserve banke. I must reserve that for some time when we
can have a good discussion of this over dinner.

As to the sequestration of gold ia 1915-18; it is very difficult to say what
sffect that policy had, because of the possibility of pyramiding ressrves which still
exieted under the reserve act at that tims. #hat I do feel confident of is that we
had no meane at all at cur command. of minimizing the inflationary effects of the
gold importe, and if our pelicy had any effect at all, it did serve to reduce the
infleation in price advances. It struck me as well worth trying, and it was a
nolicy for which we in the Hew York bank were responesible for inaugurating. All
that we relied upon was to reduce the amcunt c¢f reserve money, which night be the
basis of pyramiding the loan and deposit account, of both member and nonmember banks.
Had the gold been left in circulation and paid out to meet the demand for hand to hand
currency, it might have resulted in earlier recourse to the reserve banks for ﬂiseouuto
then was the case. It is a matter, however, of which we can only surmise.

Yours sincerely,
Professor C. ®. %, Spragus,
] 2
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CONFIDENTIAL August 4, 1922,

My dear Professor Sprague:

Ever since cur country entered the wer this bank, as you know, has
been facing a series of problems of the first magnitude in the development of
its policies, especially that with respect to rates. At the time of the in-
quiry conducted by the Joint A.g.rieulturn.l Commission last summer, it became
obvicus that this guestion of policy wae likely to be extensively examined and
reviewed, and in anticipation of that, one of our men prepared a resume of all

the correspondence and actions of the bank in reespect of rates over a period

down to the end of the year 1218. I have had it in mind a good wmany times
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to ask some friende such as yourself who hn.vre made a special study of our bank-
ing syetem to go over ﬁ&r statement and to give me a real critical opinion
upon it. It did not eoen‘"fa.ir that :this should be done at a time when there
wag so much controverey on the subject, as there was last year, and I disliked
very much asking any ons to undertake a task of that character wvhich must, of
course, be surrounded by wory nafdgusrd ht: oonfi'dmo.

There are various reasons which I wonld glu!ly explain to you bad I
the opportunity for a chat, vhieh wuld loa.d n %o wish to have this done
within the next few weeks or say within a couple of monthe. | V1 may say that
the document comprises sbout 100 typewritten pages. I think I should also
‘say that even this statement is inadequate without some verbal oxplana_tien in
connection with it. :

%#ill you feel willing sometime te read the document guite in~ con-
fidence and give me frankly your commente upon the attitude of the bank so

far a8 it is exposed in this document? It is so arranged that I thimk it

.org/
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- will not take very much time, and your own knowledge of the subject I believe
will enable you to form an opiniom without it being necessary to consult any-

thing beyond what is contained in the paper.
Please write me quite frankly how you feel, and cblige me hf holding
this letter in confidence. :

Very eincerely yours,

Professor 0. #. ¥. Sprague,
c/o Harverd University,
Cambridge, Mease.

Bs.“
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August 11, 1022,
ily dear Professor Spragues _
four note of the #8th has just reached me, and I am most grateful to
yousfor your interest in the matter I wrote you about.
It seems distinctly unfair, however, to ssk you to do this during
your holiday end especially when you are without stenographie help; so instead
of sending you the document just now I shall take 2 little time to prepars the

figures you suggeet, and if you will be good enough to let me know the date of

your return to Cambridge, I will send you the papere then, and possibly arrange
to run up to see you about it.
¥ill it be sufficient if I have prepsred in tabuler form two state-
ments; one for ths Federsl Reserve Systemas a whole, und the cther for this
bank, giving the {ollowing information:
(1) Total recervee
{2) Reserve percentage
(3) Rote 1isbility
(4) Deposit liability
(6) Total of loane and discounts to members
(8) Total of all other earning sssets.
This statement would be for the entire yesrs of 1919 - 1920 and the
first three or six months of 1921, and would be shown by weeks.
Yours eincerely,
Professor 0. M. . Sprague,
Greensboro, Vi.

BS. b‘u
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September 30, 1822.

My dear Professor Sprague:

Referring to my letter of August 11, I am hoping that you
will bear it in mind to Igt me know in case you have occasion to vieit
New York, end if you do not expect to do so before very long, 1
think I shall take the first opportunity to rum up to Cambridge for
& visit with you sometime when you can endure a viesitatien.

Witk kindest regards, believe me,

L
Yours sincerely,

Professor 0. ¥. W. Sprague,
¢/o Harvard Univorsﬂ'y;ﬂ"
Cambridge, Nass.

BS. NN
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October 16, 1922.

My dear Professor Sprag

1t was very kind of you to write me so fully on October 10, and I

should prefer, were it possible, at the earliset opportunity to discuss
this matter with you, rather than to attempt an exchange of views by corres-
pondence, which is usually uansatisfactory. It might be poesible for me
te run up te Cambridge the lattsr part of this week so as to spend, eay,
Priday with you; but of course I realize how very busy you are and that thie
is rather short notice.
If you feel able to see me and wire upon receipt of thie letter,

I shall then plan accordingly. |

“’Ymting upon the matters tonc‘had upon in your letter, may I
meke the following obeervatiocas:

(1) Ae to lr. Leffingwell's letter, and in general his comments

in regard to thess difficu
recognize that without that correspondence the picture would be incomplete,

.p;!os with the Univereity men; I am sure you will

but that I have sent it to you quite reluctantly amd in strict confiidence,
in order that when we meet we way have an umreserved discussion of all of
these matters. But as you say, they are now of historical interest.

(2) A "vorrow and buy" policy must be an invarisble accompaniment
of = cheap rate or a chesp money policy. The argument upon this poimt |
ie not made upon the memorandum, which is more designed to be a narritive
than a brief, ‘

(3) In general, I agree with you that during the war period the

Treasury Department controlled, and must have controlled, the financial

http://fraser.stlouisfed.org/
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2 Oct. 18, 1922

pelicy. The Federal Reserve Syetem is not & super-government, could not assume

to be, and had it attempted to exercise powers and to adopt policies comtrary :
to the policy of the government, I would suppose that the provisions of the

Overman Act might have been invoked to curb the exercise of these powers, which

might heve been conetrued as attempting a defeat of thé whole financial program.

(4) The hesitating attitude ae to rates to which you refer is eimply a
reflection in the record of the result of innumerable conferences and discussionse
which in some cases resulted in compromise; in other éasoa in the adoption of
the program put forward by the Treasury without mh modification, as the result
of our recommendations,

I wieh you would particularly observe, however, that the introduction
to' a change of polioy after the end of the war, wae reslly my letter of February
6, 1919, written after considerable discussion of & change of policy, and that
it wae not until the end of the year 1919 that representations became urgent, in
fact ineistent, as to rates. In fact, the ‘imminence of & loan of possibly six
billion dollsrs made any change in the Treasury's rate program one of considerable
difficulty to them as well as to us. What you observe in regard te the rate
making power has been the subject of diecussion in the Syetem ever since it
was organized, and I am frank to ‘sa.s'fl,\thoonsidemblo difference of view. All
of this we carn discuss when I have the pleasure of sgeeing you.

Your remarks in regard to bank acceptance rates are decidedly pertineant
to the present situation; but after all, do they not apply equally to ‘a,ll inter-
national transactions so long as free gold shipmente have been suspended?

Please regard this letter as quite confidential, I shall elaborate upon
it a little 1ator; and in the meantime, may I ask you to retain the pipors sent to

you until we have opportunity to meet.
With kindest regarde, and many thanks for your letter, I am,

Yours sincerely,
Professor 0. M. W. Sprague,
Harvard Universeity,
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Cetober 20, 1922.

Dear Professor Sprague:

Thank you for your nots juet received. I shall
expect you at the spartment which is on the 11th floor, 470
Park Avenno.(corner of 58th Street) at any time to-morrow
Szturday morning that meets your entire convenience, and
em most delighted that you are able to come.

Youre sincerely,

3

Profeasor 0. M. ¥. Spragus,
¢/o Harvard Club,

27 West 44th 5t.,

New York City.

BS. MM
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October 23, 1922.

Dear Profeesor Sprague: |

You gave me a great deal of pleasure by coming to New York for a visit
of a kind that is most helpful to me and really the only kind which is capable
of producing the understanding that I think one needs. I am moet grateful to

you for doing so and if I could only reeiprocate by advising yeu at once that I

could go to Cambridge early in November and talk te the students of the Businese
College, I would feel thet I wss doing only what your own courtesy requires of

me. Unfortunately, I have to be in Washington the last half of this wesk and

I must be in Cleveland next week for one day; and these sbeences result in an ‘
accumulation of work that I find it very difficult imdeed to keep up with. |
Would it suit Mr. Donham's convenience just as well were my vieit to ‘
be deferred to eay sometime in December? If that csnnot be done very well
then poniblﬁyktho last part of November? I have engagemente for the §4th
and uJ 1‘)% November, but nothing in the laust two weeke of that -ont;h that
would interfere.
I am sending a copy of thie letter to Mr. Donham who wae good enough
to write me.

Youre sincerely,

Professor 0. H. k“Sp;ﬂ'a‘._
c/o Harvard Universlity,

Cambridge, HKass.

BS. MK
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October 30, 1922.

Dear Profeseor Sw_;
Un my return from a few days sbsence I find your letter of
(C ";?O A l':\ P N —

Getober 25 and one from M¥r. Donham dsted the 26th,~ ees : .

Hovember 20 will suit me about ae well as any other date

unlese you would prefer te have me addrees the students a few days
later in that same week. It ie not very material to me except that
I am obliged to travel on loﬁda.y and should come back the same night,
wherees if I went later in the week I ocould teke the night train up,
spend one day in Cambridge and come back the following night. Fowever,
I leave it eatirely to you and to Mr. Donham to eay ﬁnally wvhen it
shall be.

You could help me very much in deciding what to ssy if you
could give me a little ides of what aspect of the Federal Regerve System
would be rost illuminating to the studente, as 1 presume that they would
want to hear sbout the System. Also whether they would prefer to hear
something of the theoretical or the practical side of the sub ject.

Yours eincerely,

Professor 0. M. W. Sprague,
¢/o Harvard University,
Cambridge, Mass.

38.MM
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Cetober 27, 1922,

My dear 8ir:

Tour letter of Cotober £5 has Juel been received. ¥Mr.
Strong went to Washington on ¥Yednesday and vill not return to the
benk until Monday when I willihand him your letter.

Yours very truly,

'

Secretery to
Er. Benj. Strong.

Professor C. . W, 8 , i ‘ :
c/o Harvard ﬂnivcrnfiy.
Ceambridge, %ass,

BS. M
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November 35, 1922.

Dear Professor Sprague:

November 28 will suit me fine for » trip to Cambridge. I would plan
to go up Honday night, spend Tueeday in Cambridge, and if possible come buck
on the Tuesday night train from Soston.

I think I would like to outline %o you & little bit of what I had in
mind to say to bhe class, but juet how far 1 should go will depend upon the

extent to which these talks are printed and eirculated. If I have sufficient

fresdom in that respect I would propose to explain that the literature regard-

ing the Federal Reserve System has now become eo voluminous and the reporte of
their treneactions so ample that studente o‘f banking snd finance have every-

thing before them that is needed not only to judge of the System's actual

business transactione and operations, but to a large extent to gain some knowledge
of its policies and of why those policies are adepf:cd, and hew they operate.

On the other hand, there is very little discussion, and I think - as you realize -
very little general understanding of just how the Federal Heserve Systes fits

into the great economic estructure of the country as a new influence.

Then I would propose to lay the foundation for describing that
influence by a reference in a very general and broad way to the guantity theory,
and point out that since the Federal Reserve Syetem had found ite position as
a large lender it becomes one of the most important factors in the oeononic»

wachine because it must, whether it wishee to or not, exercise contrel over the

volume of credit which in turn has such a far reaching effeect upen prices,
wages, ete. That prior to the war, the development of speculation and
extravagance in a period of expansion would normally have been checked - so

igitized for FRASER 10 speak - by advenecing prices, adverse trade balance, and lose of gold. With
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“he world no longer shipping gold,end the American exchanges at such s premium,

L
L

* 7

snd with such an enormous gold reserve in our hande - ae we now have - no such
check upon speculation and advancing prices can be expected to operate - at
least not until such a development had reached an extreme stage.

Therefore, the Federal Reserve System, as the ceatrsl factor in the
control of credit, must rely upon the application of wisdom end intelligence of
the first order. There are no @utomatic penmalties which would apply as in
ordinary times to an orgy. In view of that, students of the System should
wateh it, criticize ite affairs, protect it against invasion from political or
other sources, as the protection of the System hereafter will dspend upon the
interest of the lllb.;' banks in imeuring that it has good management, and in
sound public opinion to protect it against wmisuse.

There will be opportunity, I think, without making the talk tec long,
to bring in eomething about the operation of the london market in contrast with
ours. How does this all etrike yow? Iedt too theoretical and abstruse?

It ie an aspect of the affairs of the System which has been little discussed
and 1 fear has been less understood. Please write me frankly and eritically,
end sgain accept my warm thanks for the courtesy you have shown me.

Youre sincerely,

Profescor 0. M. W, Sprague,
¢/o Harvard University,
Cembridge, Hass.

BS. ¥
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November 15, 1922.

Dear Protfessor Sprague:

Thank you for your letter of November 13 which is exactly what
I needed as a guide to what I should say to the Graduate students.
Possibly I can take the 1id off a little bit and do what you say about.
the character of the meeting.

There are only two thinge that I should do other tham giving
all the time at my disposal to seeing something of Cambridge or at least
of my friends there. I would like if possible to call for a few minutes
to see Professor Hughes. He is the head I believe of the Engineering
course and his family are old Woode Hole friemds. I would also like teo
take a few minutes to see one of the sophomore students who is the son
of some warm friende of mine. Other than that I am entirely at your
disposal for all day and the evening as well.

Youre sincerely,

Professor @. M. W,
¢/ Harvard University,
Cambridge, Mass,

BS .MM
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Sovember 22, 1622.

Dgar Professor Sprague:

Thank you Yery much for your note of the Zist. It will pe
fine for you to meet me at the Pederal Reserve Bank of Boston sometime
Tuesday morning, as we could then have a little chat at the bank with
¥orss and Curtiss. ‘ The undergraduate is John ?ratt. I just wanted
to see him for a minute or two at any time that is convenient. Other
than that I have nothing to do, outside of the engegement which you
have already been good enough to muke for me; so I shall expeet to be
with you at lumch and spend some part of the a&fbernoop,if sgreeable to
you, with the people connscted with the Harvard Bureau of Eccnomic
Statistics, which would interest me very much, snd later in the after-
noon to stop wit/b,\ ughes, if that is altogether convenient.

The post card announcement wae not enclosed with your letter,
but the important information about dressing ie contained in your letter.

I much sppreciate your courtesy and all the trouble you have
taken in connection with my visit, which I fear is not justified by what
I am able to do in the way of making a talk. |

Yours sincerely,

Professor 0. M. W, Sprague,
¢/o Harvard University,
Cambridge, Mass.

BS. MM




Bovember 29, 1922.

Dear Profeesor Sprague:

Thie ie to thenk you most warmly and cordislly for my
delightful entertsinment yeeterday. The pleasure wee in meeting
friende with whom I seem to feel a warm and sympathetic accord.
But it ie too bad not to ref&rd your very successful efforts to
ing thoee bLoys a little more pleasure

-

than it wae possible for me to do in tialking about such dry

give me a good tiue

matters as I did.
#ith kindest regards, I am,

Yours sincerely,

Profeesor d. M. W. Sprague,
c/o Harvar ey s
Cambridge, Hass.

38 M4
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December 12, 1924

My dear Profeseor Sprague:

Governor Strong hae just received a letter from Mr. I. R.
Bellerby, saying that he ie in New York as the envey of the International
Labor Qffice, ;:nd esking for an appointment to discuse monetary questions
with éovemm‘ Strong. In his letter he has used both your usme and
that of Profsssor Seiiignau, to whom ! also writing a similar letter.

Insemuch as the Governor kmows nothing of Mr. Bellerby
or his work, he has ssked if you would not be good enough io advise
him of snything you may know of him. If he i8 & responsible and reliable
persou, Governor Strong would like to be of service in any way possible,
but at vhe present time hie is so very prsesed for time that he feels
obliged to aa:certain in advance something of the importance &nd neture
of the work Mr. Bellerby is uadertaking.

Anything that you may feel willing to send Governor Strong
in thie connection will be very much apprecisted by him and will be

congidered entirely confidential,

Very truly yours,

i‘ ) J j J / . W\

Secretary to the Governor.

Professor 0. M. ¥, Sprague,
Harvard University,
Cembridge, Mass.
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June 5, 19Zb.

My deer Sprague:

Following are some informsl comments in regard to the memorands
releting to the two McFadden bills.

First, 28 to the one repesling amendments to the Federal éaser;o Act:

I rether sgree with what you verbelly steted to me, that it should not
be difficult to desl 'with this proposal snd expose ite inacdviezbility. But one
point impraséab ne which is wot dealt with in your memorsndum.

Either by lew, or by usage, benks of issue bavs become, &8 they should
be, the "market" for gold., &uch a market for gold, in & monetary ssmse, implies

%
that th: bank nast atend resdy to redeem its notes in gold coin or geld bars at

f

& fized value at any tims snd in unlimitsd emounis. It slso implies ihat the bank

must stand ready at all times to buy gold or to raceive it on deposii in eny saount
also at fized prices. |

Leaving out 2ll technicel guestions in regard to fres coinage szmd the
extert to which Federal Reserve Banks should intervene betwsen the mint szad the
public, is it pnot & faect thet 2 eound wometary snd banking system necessarily implies
that the benk of issue must slwaye be prepared to reczive gold om deposit from its
depositors? 1f, tierefore, kt stands resdy to receive gold on deposit for credit |
to reserve accoﬁnts,;what rules, either of lesw or of prudence or of judgment should
govern a bank in psying out z0ld? And, in fect, is it necessary to have any law
which would &t eny point require the Reserfa Bank to pey out gold wﬁethcr in tho.
judgment of its msnsgement it wes desirable to do so or mot? It B;E-a to me that
the crux of the problem presented by the second McFadden.bill (ss to gold) lies

right et this point. Shell the Federal Reserve Banke be required to pay out gold

when & demand for currency arises instead of peying out Pedersl reserve notes?
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By belief is that it is an unnscessary end sn unsise rsstriction, hoetile to the
real purposes of the Federal Reserve Act end to sound principles of our type.of
central banking; and that it is particularly unfortunaste that the proposal should
be advenced at the present time when thers is a possidility, in fact o likelihood,
that we are approaching a period when the Bessrve Banks may suffer a large loss of
gold as the result of r.aeonstruct,ion/ and incressing monetary stadility abroad.

Some light might be thrown upon this problem by &« study of the comditions
which srose in 1919 - 1920 when our reserves were low and when we were celled apon to
export sbout $400,000,000 gross ont of our reserve; and likswise by study of the
situation of the Federal Reserve Bank of Atlunta, whers geld has been sccumulated
through issues of Pederal reserve notss in Cubs and where it is quita likely that de-

mend for rodemption of notes circulaling in Cubas might meke it necessary for them to

" turn .to other Paderal Reserve Benke for asciatsancs.

As to ths provigion of thia bill that bemkers sccoeplances should not be
used ag collsterel to note iswues, the following comments cro justifisd:

1. There is no typs of papor in this country which is so deéirs.blo &nd
appropriate for use e securlty for note iscuss ws the berkers acceplence, which
represents &n ectusl movement of commodities, which hwe & short meturity, and which
bears the obligetion of the drewer, scceplor, end one or more good bunk indorsers.

2. Ths proposal comes st & time when the first Pavorsble opportunity arises
for & large develepment ef the use of scceptence credits for Tinencing our own foreign
trade, especislly our importe. Tﬁa progrem of" resumption of gold payment in various
parts of Europe mey necessitete for & period, poseibly for 'years, highér money rates
in thoee markete tkan in oure. Bankers finencing exports of goods to us from &ll
parts of the world will be tempted to take adva.:itage of lower discount rates in

New York then those in London or on the Comtinent. While our own bemking institutione

are not organized in foreign countries to handle the volume of business which may
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adevelop, it seeme to me quite likely that foreign institutions will thenneivn de-
velop the t;nainsas for us, either by opening their own esteblishments in this country,
or by meking close alliences with Americen banks. If the Federal Beserve Act should
be amended so &8 to discriminste sgainst the use of this paper &5 security for our
note issue, it would discourage the development of this businese st the most opportune
time which hes yet arisen for ites sound encouragement, eépecially for its employment
in financing our own imports.

3. The proposal is based upon & misapprehension of the way in which the
Reserve Banke operate, end upon the sssumption thet the set of buying bills is purely
& voluntery one with the initiative entirely in the Reserve Banks; similer to the
act of purchesing Government securities. That is not the case. BNost of the bille
are purchased for the System by the Federal Reserve Benk of New York. Bills come to
us in .groator or smeller volume according to the adjustment with merket rates of the
rates at which we buy them, &nd there 1; s certain compensstion between incresses or
decreases in our holdinge of acceptances and incresses o: decreases in the emount of
discounte by our members. With certain exceptions, when specisl purchases of bills
are made, principslly for foreip'acoouut, elmost all of the bills bought in New York
are sold to us by membsr benks, just ss though they were discounted, the banks tsking
advantage of 2 lower rate for bills then for discounts. It is, in fact, & epecies of
discounting which is more controlled by the rate than is reslized. Of course, our
hope is that with the growth of a larger amount of blllé in the merket, it will ulti-
mately be the bill rate which will function, and the discount rate for commercial paper
will be more in the nature ef an emergency rate. One reason for this ie that benks
do not like to owe borrowed money. They cennot afford to borrow money &t our ususl
discount rate, any more than they cen afford to pey such a high rate upon deposits.
¥hether the influence is actual, as to cost, or ssmtimentel, as to owing money, it is
true, nevertheless, that chenges in our discount rates have o pronounced and widespread

effect. Advences made when benks are borrowing from us have an immediate effect upon
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money market, which at times is greeter then is desirsble. Whereas changes in
the rates st which we buy Silla heve & more indirect ef’ect and do not so immediately
result in such urgency to repay as to force & sharp contraction of loens amd deposits
such as results from sdvances in discount retes. Intthe course of some yesrs develop-
ment of the Reserve System, I should hope that the mejor contact between the Reserve
Bank and the Money Merket would be through our operations im bills (both carryiné and
discounting them) and thet discounting of commerciel paper will be more seasonsl and of
reduced importance. The discriminaztion esgsinet the use of these bille es collateral
for thé note issue will operate as some restraint upon the development of the kind of
money market we need, and of policies for the Pederal Reserve System which are aiong
sound lines end which ahoﬁld be encouraged rather then discoursged.

As to the Nsational Benk amendment bill, I regret that your memorancdum of

May 14'reached me 8o recently thet I have been unsble to give it the study that it re-
quires. But I will venture the following preliminary commenta:

In genersl, I think all legislation dealing with the subject of branch banking ,
should be embodied in & separste bill, and that h ghly controversial question be elim-
insted from the consideration of general amendments to the National Bank Act.

As to legislation looking either to restriction or emcoursgement of branchl
banking, the experiences of the lsst few years afford much convincing evidence that the
time has arrived when branch basnking is inevitezble and will be developed by the State
institutions, even though the Nstionzl Bank Act imposes severe roétrictions upon the
oltabliahmont.of brenches by naztional banks. In fact, if restrictions ezre imposed upon
national benks, it qeena.to me likely, after what we have litﬁessed in New York, that
there will be a graduel withdrawsl from the Hetional Banking System by benks which feel

. the necessity for meeting State bank competition. HNationzl banks in thie city repre-
senting gross assets of about $400,000,000 have, in fact, taken State chgrters in con-
noétion with various mergers and consolidations in the pest two and one-half years,
largely for the purpose of developing & system of branches within the City of New fork.
The seme thing hes developed in other citisés, notebly in Clevelsnd.
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It would sleo appear that the small independent bank has fziled to measure
up to the requirements of the situation during the past five years of unusual bank-
ing cen&itioﬁ. to a degree that is startling and exhibite a weakness which requires
iomediate remedy. In the year 1924 there were 6135 bank failures in the United States
and during the past five years the mortality has been 1,981. These were mostly
small banks which lacked the support of the larger capital and resources and better
control and supervision which would exist under some system of branch banking. The
failuree have been principally among State institutions not members of the Federsl
Reserve System.

It is too o‘i’t_en customary to critiee these small banks for extortion in

| rates of interest charged borrowers, without considering circumstances which seem to
make those chargee ineviteable. They are largely in emall egricultural communities
where credit requirements, seasonally, and in some cases constantly, exceed the ac-
‘cumulation of local funds from depositors. These small banks offer very high rates
of int.ereqt in order to attract deposits and to meet the demands of their bosrowing
customers. If they cannot get deposits in that way, they borrow heavily and, as a
rule, pay high rates, 5% and even 6f. The overhead and taxes are large in proportion
to resources and meke & heavy interest charge to customers inevitable, where mch
" rates are paid for deposits. fnd the loan business in such communities has the
extra hazard of crop failure and of other vicissitudes of agricultural sections.
ihkn bad times come the margin is not sufficient to save the bank. They borrow on
their best assets, deposits decline sharply, and the result is a wreckage comprised
principally of poor assets wholly insufficient to meet liabilities to dépositors.

Small banks are unable to pay the salaries necessary to secure the
services of competent mansgers and the reeglt is bad loans.

It is too frequently the case that lack of supervision resulte in thﬁ

abuse of the bank by officers and directorsp who borrow for their own enterprises.
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It reqnires‘little‘nrgument to show to whet e coneidersble extent these
diffieculties in our present syetei would be remedied by the esteblishment of some
gcystem of branck banking etrictly limited and under proper agpervision, so ¢& 1o ,
etrengthen the whole barnking structure. 2 etudy of bank feilures for the pest five
years would, I believe, confirm what i heve written above.

#nd now, as to genersl smendments to the National Benk Act, I mske the
following cénmenta directly addressed 1o your memorsndum:

1. Violstiona of the Natiopal Bank Act.

(8) Deficient Reserves - more or less persistent, are one of the most
frequent, violations of which we know. Meny of them sre the result of vonditions over

which the individual bsnker hes little or mo comtrol. 1 belisve thet some chsnge

should be affected as to reserve csloulations in order to obviste the difficuities |
under which the banks mow labor; and, that having been accomplished, penalties flor ‘

"wilful violations should be hesvier. It seems »s though this could be apprup;iatcly ‘
studied by thes commitiee of which Mr. Curtiess is chairmen.

(b) Bxcessive Lozns. These nre frequent snd persistent acéording.to
oﬁr own informetion, large}y drasn from reports of exemination of msmber banks. They
are not only direct, but, to ¢ considerable extent, indirect, where losns arve of
gonsidersble variety as to obligors but really.relate to the seme enterprises. The
revision of Sectionsb200 ie discussed leter in this memorandum and the subject should
be de2lt with in connection with that section of the Hationsl Benk Act.

(e} TImpsirment im the gnddness of loans. One of the most frequent
csuses of bank dina;tora is the failure to realize in time that inpairient hes oc-
curred ia the goodness of losns or in the value of investments. In otaer words,
overveluation of the bank's assets. This might be dsalt with by giving the Comptroller

more power to enforce imcresses of capital.
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{d) Falee or misleading reporis, It is fcpoesible to distinguish
between honest and dishonest mieleading reports dwcause of the impossibility of prov-
ing iateat. On thls subject, ss well as &, b, snd ¢, I belisve that a greaier degree
of responeibility should be placed upon directors of Lenks than is nox the case.

2. HNew banks.

A study of the situation im the Sinnespolis district w»ill, I velieve,
produce coavincing evidence that the exceseive organizaticn of emall banks in that
section, se ie.probably the case ic other sections, has beeu oue of the primeipsl
ceuses of the bank disasters of the last three years. 4 certificate of public
necessity, with supporting evideancs, might well bs regulred before sny new vank is
permitted to be estabiished. 1f such & policy were adopted it might be alsunder-
stéod, snd coastrued es & restraini upoa healthy cospstition. State Eanks would
no doubt organize to ssilsfy the demend which is now beiug satisficd by the orgsui-

" zation of emall national banks. But if natiocual bLanks had the power to open br#nchea
in these smaziler communities where demand for banking Tacilities arise, 1t would
iikely operaute to restrict the vrgsuization of State bauks of emell respousibility
and pooy mslagemenl,

3. The cspital reguirement. @

shile I sgree with you ibat the minimum capital requirement should
be increased ne you suggesi, 1 =m nol'sure Lhal the requirement lo maeintein & ratio
of 16% of depoesit lisbilities would prove practicable or even falr. It assumes .

& certain coustancy in bLenk deposite shich we xnuw does not exiet, sad sould aot
Zive regard te the provection afforded by varying proporiicas of mrpl;aa. it the
capital roguirement for national busnks ie incressed to a winiazua of $50,000, should

| it noi be done in such a way as aol Lo interfere witha wnvc;rsion into Nationsl banks
by State banke with smsller capinalimﬁon, nor with their adad ssion tza naah;eréhi,p

" in the Federal Reserve 3yatem? Tals is & subject wbich Mr. Jay and I have discussed

at some length, and I believe we are both agreed that the protection of M Gy stem
|
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. smberehip as possible, notwithstanding the responsibilities resultiang from theat
type of mombsrehip.

4. Segregation of Saviogs Department Asests.

The present situation may be briefly outlined 88 follows:

Most stute banks and trust compenies have the right to take savings accounts. HNation-
al banke are widely advertising and developing interest depart:nentu shere depositors
accept pessbooke containing a contract under which the bank reteins the right te
require & thirty or sixty day notice before withdrawsl. We have estimated that
40% in the growth of commerciszl bank deposits in the last twelve yeare consists of
acoounts of thie character, - a total of poseibly $9,400,000,000. ¥ hen the bank
gets into difficulty it usually requires the notice of thitty or sixty days, sad
then converts or pledges its best assets in order to meet withdrawals of demand
deposits. If the bank finally feile, the savinge depositors are left with the
pecrest aseets to liquidate their claime when, as a matter of fact, they are the
depositors -- generally poor people with emall savings -~ who should be afforded the ‘
meximum of protection. The following list of dividends psid thus far in the case of |
four closed truet compsnies in Boston illustrates the protection afforded to these

~

depositors where there is s segregation law:

hs of April 18, 1924
Comwercisl Savingo

Department Department

Henover Trust Company 35% 100%
Prudentiel Trust Qo. 58-2/5% 100%
Cosmopolitan Trust Co. 16% 70
Tremont Trust Compaiy 23-1/6% 88-2/5¢

énd it is not unlikely that the reverse of this result would bhsve Deen the case
with these concerns had there veen no segregation law. I am told that a proposal
for the segregation of sssets for tbe bemefit of saviags depositors would meet
with strenuous opposition from bsakers gemersliy. This migat be overcome if re-
qulremente as to the investmeav of savings deposits were generous, but éueh re-
gulrements should, nevertheless, conteln delinite prohibition sgainst the iavest-

ment of any such deposits in loans or lavestments im which any officers or directors
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. the bank are directly or indirectly interested; smd it should be safeguarded as
to operations which would effect, imcireeily, exchanges of sgsebs Setween Lhe two
departments. Has it cccurred t¢ you that come sdded proteciion wight bs sfforded
these Geposilors by giving them a prior ciwcim upon the voncalled 1isabild ty of stook
holders?

§. Losns to Officers ama Directors.

Statistice have been mede as to causes of bank failurss in £hie
country which I think quitve uniformly dieclose the faet thal the great majority
arise irom some form of abuse of the babk by diresctors and officers. It hes basn :
geuersily considered that this is particularly true of bsnke in she larger citles,
but I douvt if that is the cmse. In our experisnce, small banks in smiell communities .

generaily have as officers and dirsctors the soitive business men of the comend ty

who are the_ bank's largeat customers, Loth deposiitors and berrowers, snd I belicve
thet coaditiens of thie charecter ecuusing bank failures are such mors prevalent in
~u113r than in larger banke. The date on this subject could be obiaised r:oéa the
Foderal Reserve Baoks as it i now all in t.nei‘r filee (80 far as 44 relatss Lo mea-
bers) and I believe the resuits would showm & etartiing and striking exhibition of
bed, if sot dishonest, management. New safeguards are cértainly required.
6. Sectiom $200.

This eatire secticn should be rewritien to msake -definiticns elea\'.rsr.‘
Anc much light covld be thrown upoa Lhe subject by the fovestigstion of bask feilures
discussed under #6. I bolieve thet thic should be come, sad that the opersting
officisle in the Federcl Leuerve Benke who pass upon the paper offered fer discount,
add who are familisr with the varicue d@ifficulties caused by Sectien 5200 should be
Gekod Lo eubmil thelr views. Bul in aeking thels views they should have before them s
specilic questicnnaire covering all sepecte of Lﬁiu saction, 0 58 to sscure uniform-
ity of expression. 1 do not think that =ay limltation should apply to lowns pe-

oured Uy Uniled Stales obligations, znd am very dovbiful of the =isdom of attompling

to cover paper givea im seitlement of past due scoounts, The difficulty of definition

and of proof se Lo past due accounis would seem to me to be considsersble.
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7. Borrowing by Banks.
A careful inveotigation of ell cases where mdditionel collatersl
is teken from member banks will throw some light on this subject. While I am opposed

to the practice as developed in some cmees, I think you will &grsé with me that the

Ressrve Banks heve soms rosponsibility to sez that the lozns which they meke are good.
4nd meny bsnks have beea saved from failure by Reserve Banks taking doubtful ?aéor
with additionel colleteral. But taere is o point where discretion must bs sxeecised
in the taking of additional collateral, in order to evoid the charge that the Ressrve
Banks are doing injury to depositors. Is mot this really 2 guestion of policy whieh
could bs dealt with by more defigits understandings within the Syst;n rather thsp a
question to be dealt with by smendment to the law? If the restreint is to be applied
to the berrouing‘bank, it would very much hsmper the Rﬁeerve BaAk in sxercising dis-
“eretion; and whet is r=ally needsd ie sound discretion rather than statntery restriction,
A I bave not yst bad opportunity to meke even » preliminary study of the pro-
vieions of the McFadden bill mentioned on psges 4 and 5 of your memorandum following
#7, bat will hope to cover them in » second lettar.

In generel, I think sny scheme for ameanding the Hationzl Berk Act should be
directed towards simplificetion rather.than sleboration. Qur benking laws, with the
additicn of the Federsl Reservs Act snd various.othwr Acts besring upon the opersations
of the Pederal Reserve Besnks, hsve now btecome so complicated as to be = ceuse of con-
fueien end complaint. 4 comsclentious officer of s netionel benk muet familisrize
himgelf with the provisions of the Mationsl Banmk Lct, of the Federsl Reserve Act, of
the Regulsations of the Pedersl Reserve Poard, of the verious circulars of the Federel
Reserve Benks (rhicﬁ are legion in pumber), of the Clayton Act, end ef the other Acte
of lese importance. Banking in this country is largeiy conducted in ignorsnce of the
law rather thaé with due regard to the law. In faet, I think much of the lsw on the

gubject ie unrecesesry. Th§ best illustretion of thet is sfferded by the ?bdgral Rgeervo
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bet iteelf. As I recall, the erigimsl bill ocoupied ebout sixty-five peges in the

usuel type im which bille sre printed by Congress. The Lot is bedly drewn, confusing and
mieleaeding in vericue of ite provisions, spd it is glmoat'hopelesa te ipnterpret parte

of it. On the other hemd, the sole provisior of thet Act which euthorizee the Poderal
Reserve Banke to conduct the vest trepsacticns which they mow do fer the Undted Sietes
Government ocoupies only four of five lires, und yet there hue beern no difficulty, no
confuaion, there have beon no losses, no soendsls in conducting the grest buainess for
the Yreasury. There h:s, however, been endlese cozfusion apd difficulty =nd complaint

in conduchimg tho othar buseiness of the Pederzl Reserve Bsnke., If we could.ha;é less

lew snd more intelligence and imlegrity in the mansgement of benka, the country would be

vettor off.

Very truly yours,

Frofessor 0. &, ¥. Sprague,
darverd University,
Casmbridge, Maes.

Bn 088
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October 24, 1925.

My desar Professor Spragues

Hr. Joy has seked me to ecknowliedge your letier of Uetober 2\0<te him,
enclosing & copy of the investment benkiug proposal s¢ smended as to be imsert-
ed at the end of section 5200, se you have rearranged that section for your re-
port to the Adviacry Committes.

Fhile I have not got a copy of your rearreaged dreft, nevertheless
there are ome or two comments concerning the investmeni bsuking propossel which
lr. Juy suggested that I might mske to y?u in scknowledging your letter.

As I understand it, what you ere irying to sccomplish in amending
section 5200 is to place » maximum limit of 25 per cent. not merely on the in-
veotment securities issued by one borrower, but ruther upon the sggregate of
investment securities end other obligatione which would come normally within
the 10 per cent., limitation of section BE00. I that is eo, I am sondering
vhether it might not be clearer to reword the restrictive phrsse im your pro-
posed section so ae to read somewhat se followe:

"Shall a2t no time exceed 25 per centum of such capitel snd surplue,
less the smount for which such borrower is directly liubie to such mational
bank under the original 10 per cent. limitation of this section.”

Thie may not be precieely in the form thst you would want, but it conveys the
ides that ie in my mind.

I am sleo » little doubtful whether your proposed draft covers the
guestion of foreign government cbligations. At the present time, section 5200

has been ruled not to apply to such obligations since a government iz not &
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person, & compsny, & firm, or a corporation. TYour draft of limitation on in-
wetment saecurities sould clesarly subject » foreign govermment obligation to
the 15 per cent. limli cince it would bte an obligstion of “a borrower in the
form of boads." But what would be the significance of the further yhrasi

*in addition ito such 10 per centum of such cepitsl end surplue," if, as has
elresdy been reled, such 10 per cent. does not apply to the obligations ef &
foreign goverament? There may not be saything in thie thewght, but it does
ceem to we that 1t is sufficiently embigucus to be snother reason for redraft-
ing your restrictive phrage in the msaner I have euggested. If thst ie donme,

then there ie no doudbt that & ustionsl bunk might purchsse up te 26 per cent.

of ity capital and surplus in foreign government obligations ze well s inm eny
other form of investment securitieas provided there sre no other direct liabilities

using up & part of the totel sutherized. |
Your propesed draft provides thet say contingent 9b1igat.icme mm

in connection with the gale of inveatment: gecuritiee shall be included ss
liabilities under section S5202. It seems to me to be doubtful vhether this
cleuse would be neceseary nov that your inveetment security cmendment iec Bt
a grant of further power tc nationszl banke, but iz merely s limitation upon
existing power. Any lisbilities incurred under existing power, therefore,
would sutometically come within gection 5202 unlese expressly exempted. Ae
I remember our discuselen, our only fear thst contingent lisbilities of the
kind to whick you refer might be excepted waz the pressnt provision in section
5202 "excepting liabilities incurred under the proviciome of the Federal Reserve
hot." Singe your proposed smendment does ast purport to smend the Federal
Reserve Act, and particularly since it is not & grant of new power, in eny event,
it seems to me there ie nothing to be geined by meking sny rsfarenc‘é vhatooever
te section 5202.

There is only one other thought which we had in mind. That relatese

ieilizedtfor FRASE'R to the luet proviso of your proposed draft concerning the applicability of
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person, & company, a firm, or a corporation. TYour draft of limitation on in-
vwistnent securities =ould clearly subject s forsign government obligation to
the 16 per cent. limlt since it would be an obligstion of " borrower in the
form of bonde." But what would be the significance of the further phraai
*in addition to such 10 per centum of such cepital end surplus,” if, as has
alresdy besn ruled, such 10 per cent. does not apply to the obligatious of &
foreign goverament? There may net be saything in thie thewght, dbut it does

seem to we that 1t is sufficiently smbiguous to be another reasen for redraft-

ing your restrictive phrace in the msaner I have suggected. If thst ie done,

then there is no doubl that & ustional bsnk might purchase up to 25 per cent.

!

of its capital and surplus in forelgn governmeant obligaticns zs well ee in eny
other form of investment securitieas provided thare sre no other direct lizbilities
using up & psrt of the totsl suthorized. ;

Your propesed draft provides thet smny contingent oblizatione incurred ?
in connection with the gale of mtezztaent‘, securities shall be included sz
liabilities under section 5202. It seems to me tc be doubtful vhether this
cleuse would be neceesery now that your inveetment security unendment iec Abt
a grant of further power to nsticnel banke, but ie merely s limitation upon
en‘eting power. Amy lizbilities incurred under exieting rewer, therefore,
would sutomatically come within section 5802 unless sxpresely exempted., Ae
I remember cur discuseien, our only fear thet contingent lisbilities of the
kind to which you refor might be excepted was the present provision in section
8202 "excepting lisbilities incurred under the provisions of the Federal Reserve
Act." Since your proposed smendment does not purport to amend the Federszl
Reserve Act, and partioulsrly since it is mot & graat of new power, in sny event,
it seems tc me there ie nothing to be geined by making sny roferane:a whetocever
te section 5202.

There is only one other thought which we had in mind. That relates

to the leet proviso of your proposed draft concerning the applicability of




8 Cctober 24, 1925

State lams. Uhile I am not certain of your purpese in including this provieion
in your proposed draft, it wes my impression thet when we diescussed the guestion
at our tirst~neeting in New York, we were sll inclined to the belief thet it
would be boﬁtor to eliminate thet particular clause. it =may be that you heve
further ressons making it advieeble to imclude it. I meation the matter merely
becsuse we thought you might poseibly bave included it only by inadvertance.

I know thet you will consider these suggestions merely as s result
of our ex-purte considerstion of your draft. Mr. Jay and I will both bLe in
Bachington the latter part of next week, zs I presume you will bs, and we shall
be glad to telk to you then if you have sny further thoughts that you would

like to discuse with ue.

Very truly yours,

GEORGE L. HARRISGH,
Depuly Gevernor,

Prefesser G. M. ¥. Sprague,
Harvard University,
Cambridge, Muss.

GLH .. il
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april 17, 1926

My dear Profeseor S3prague:

Witk thise I am enclosing copy of Bsnkers Trust Company
Letter of Gredit #58035, in the sum of 8,000, tegethsr with tuo
spacimen signsture forms to accompany the letter of credit. i

#1l you be good enough to sign the letter of eredit om
the roverae side, as indicsted in pencil, and place a spscimen of
your gignature on e¢ach of ths forms, reburaing all three direct to
the Pankers Trust Compaay in the enclosed eavelope.

The original letter of eredit, togethoer #ith the neces-
sary identificstion, will be held here awaiting your arrivel nest
week, shen, sith your psssport, il #ill be ready for you.

Very truly jours,

8acretary to
Er. Benj. Strong.

Professor 0. M. #. 8prague,
Harverd Universivy,
Csmbridge, Mase.

Ence.

I
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Biltuore, N.C., February 14, 1927,

Bear Professoy Wi
xmmmmmmmwummdm- for

'thobeokcmkiuusutmowmldhacmlmm,mnmhommﬁ'

illness. Itmndthouzhttulwymtonmthu.mlhnujw

Digitized for FRASER

them both.

I shall long remember our trip sbroad with the keenest pleasure
and wish ve might do 1% sgals. I shall in fact bo godng to Burope this year
again, ﬁhulthpmata.andif thmiewohmaatmrbdagwm
doletmskuthumhmtmm :

Pxobmx you have heerd that the Indian Government hag n.doptui the
plenof’ehamumyﬁomuaien *1n dote", Ihcpcitpﬂmhbon m
rmmlrimpermtmm onwhiﬁl’ﬁ_am. as T bolieve you do, is in meking
the 1-rupee paper mote unconvertible into silver rupess, sud T hasard the guess
that, elther before the plen is put into effect or after experience showe the ‘
nesd for it, the plan in thg’s respect will be ehanged, . |

I ahall not be back st the offise umbil Aprll, and hope then 4o have
the pleasure of seelng you. |

With vammest regerds and many thanks for many things, T am

Gingerely yours, e
&T;éw'an‘{;,i’;?é‘,‘"
Gambridge, .
oMt

http://fraser.stlouisfed.org/
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Stuyvesant Road,
Biltmore orest,
CONFIDENTIAL Biltmore, N.C., February 27, 1927.

Dear Professor Sprague:

The two articles from the “Amnaligi" have just reached me and

In reading over the testimony given before the Young Commission
end the Commigsion's report, I was agein impressed, as I alwaye have been,
by the appannt compligation of the Indian monetary eltuation and the a.hoat
eonplﬁt laek of knowledge of the Indian diffieulties by Amerigan hmkero and
athm ~Your article in the “Annalist® -m help to give the folks *c
it wome ida of the situation. but I am glad you wrote it anyway, for the

rurther important reason thai it should serve as some assurance 4o people .
sha Jais oo sakiag al1 sowtn of L pripheiles ob §8 the wiklsak S
silver.

By the plan which Blackett proposed, there would have been a delib-
erate purpose to liquidate 2 vast amount of silver, which I believe would
have epelled disaster as we ell sgreed. By the plan now recommended snd, as
I understand, adopted by the Indien Covermment, the agencies of the Govermment
end the new reserve bank are both conmitted by declaration and will be induced
by motives of poliey to do what they cen to maintain the price of silver.

It is in fact upon thie particular point that I think you and Hollaander and I
may take some credit for heving influenced the attitude of the Conmission,
But T wanted particularly to write you about your other article as
to digseount rates, and you will, I know, regard what I write ss quite for
your own information only., Speaking very broadly, the poliey of the Reserve

tp://fraser.stlouisfed.org/
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2. Prof. Spragus. 2/21/21.

Systen of the past three and one<half to four years, so far as I understood
or had sny influence in forming it, was designed to accemplish three major

/.

purposes: :
(1) One was to take the pressure off the money markets and both

indit‘o_@iy and directly bring relief to the embarrassed banking aitugtion
throughout the Fest. ‘

{2) The socond was to endeavor, through lower rates and a mor _
use of eredit, o afford some stimulus bo business and %o overeome the ten-
dency which developed so strongly in 1923 towerds a period of resl 11 quidation

and price decline. s v

(3) The third wes to open up our markets to foreign borrowing and
80 to lay the foundation for monetary reorganization abroad. '

| You probably heard me outline ‘something of this before th'd ﬁoun
Banking and Currency Committee.

Now, the question arises as to whether circumstences of the present
day suggest or justify again o lower level of interest rotes. I would like
to have your views about it in more detail then erpressed in the article.

Hy own thought has beem that the poliey of the past few years hes accomplished
its mein purposes, that ies to say, the banking pressure has besn relieved.

8o for as the use of eredit could mecomplish i%, the denger of e business
liquidetion hes been evoided, and certeinly our contrilution toward the re-
storation of monetery order in Burops has gone & long way towards eoqyleto
suceess, Viewing the consequences of this peliecy, however, we must bear in
mind that the total smount of Federal Reserve credit of all of our markets

tp://fraser.stlouisfed.org/
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3. Prof. Sprague. 2/27/2%.

g in the neighborhood of $200,000,000, abeve what it was a couple of years
ego, snd that during the last year we have in addition received about
$100,000,000. of foreign gold, met. The sccwmulation of foreign loens in
the hands of Ameriean investors has mow imposed upon Burope a burden of
paying interest and smortization to this country (including the debts
tunded to our Government) of about 2 billion dollers. The ability of bor-
rowers abroad to meet this heavy cherge has, in my opiniom, been furnished
es the result of three developments:

(1) Shipments of gold;

(2) The return of fugitive eapital to Durope;

(3) The repurchase by Burepe of large amounts of these foreign
loans placed in our market. b

T think our judgment about a rate policy should lergely turn on a
determination, if that can be made, es to whether the present volume of
eredit 1s sdequate for our own trade end whether, on the other hand, if that
is the case any ineresse in faeilities Yo borrow momey from the Reserve Banks
or any reduction in interest rates due to open market purchases may not stim-

ulate oxeceseive and unneeessary borrowings from abroad in our market, and at
the same time stimulete epeculation of one or another kind, prineipally in
stocks. A period of cheap money which invites this sort of a develdpment is
elmost inveriably aeeompenied by large investments by benks of deposit in se-
curities. Thelr investment account is now elready very large.

On the whole, I have wgh felt that, with business well sustained in
this country, with our banking difficulties pretiy well behind us, and with
the progress made abroad in monstery matters, we could now well afford to

itized for FRASER
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maintain our discount rate and our rate for purchasing bills at about
the present level. By so doing, as money rates during the dull Summer
period sag below our rates, we would naturally abserb the surplus of credit
in the market and so reduce the total volume of our own earning assets.
If we lost control of the market, thet is to sey, if money rates eased so
appreeiably, due to the agcumulation of surplus belances inm New York, these
could be mopped up by gradusl liquidstion of our seeurity holdings. On
the other hand, at some polut, I recognize thet a resl liguidstion wight
result nﬁhb would have aﬁinq. effect upon gmral business and the mimto
evidencen of it appeared it would them be desirable for us to purchue se-
curithhs'hhd so lay the foundstion, if necessary, for a lower discount rate.

- This whole question is involved in the problem of gold. If we
maintain our rates at too high a .lovoi. we prevent the foreign banks of
issue from reducing their rates and we invite further gold shipments.
Most of the banks abroad have themselves already lost conitrol of their own
money markets, but if we reduce our rates and if money is sensibly ouior’
in this ecountry, we then ecertainly invite speculation and overlending.
The fact is we are laboring at present under the disadvantage of having teo
mugh gold-and rather teL slender & hold on our own crod_it situation., If
we could only induce Congrese to permit us to convert all of tho National
Benk notes, giving us & new form of Government seeurity which mld'runy
be marketable, we would be in a much more comfortable position,

I have written you quite frankly what is going through my mind, in

the hope that you can find time to write me yourself. I value your views

and your disinterested point of view.

With best regards, believe me
Dr, 0. M. W. Sprague,
Cambridge, Mass.
BS:M

8incerely yours,
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= - . Stuyvesant Road,
kG Biltmore Forest,
Biltmore, H. U.,
March 16, 1927.

Dear Professor Sprague:

During the last few weeks I have had some eorroaﬁondonec
with Congreseman “trong in regard to his bill which we discussed at
hearings in Yashington. T want your advice about the matter.

He is very earnestly seeking to accomplish what appears to
bim to be a very simple thimg, and what impresses ug to bo\aidanger-
ous thing. E{le‘aen;ciouticus and net in any senze -nking qg
attack upon the Eystem and its management, but rather the riiﬁrlo.

He writes me that he believes the Federal Reserve System pa@-ﬁad a
remarkably brilliant management during the last few years. He has
ne complaint on that secore. He fparn changes in plraonnil and the
influence of time upon the management under the terme of the Act as
now written which containg no direction or mandate or even sugges-
tion as to stabilization pelicy: He thisks that if something could
be written in the Act it would afiord all the protection to the
country againet some drastic policy #f inflatien or deflatiom, and
that without some such amendment to the Act Congress will be/derelict
in its duty, and the System may drift inte hands which 1&11 ﬁq care~
less or unintelligent or even actuated by improper motives, political
or otherwise.

Under thece circumetances my inclination is te endeavor,
if possible, té be of czome assiztance to him in finding a formula
which will meet his views and avoid our ebjections. He has prepared
a third revieien of hie proposal, of which I presume you have re-
ceived a copy. A difficulty has arieen by the fact that he submitted
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his proposal teo the Federal Reserve Board and they submitted it to
the Pederal Advisory Council, and I believe both the Board and the
Advisory Council turned down his propesal or raised some objection
to it. Thie rather crampe my style. I =, however, consideriung
whether it may not be feasible to have some informal discussiom at
the next conference of the Covernors of the Reserve banks, to be
held early im ¥ay, which I shall be able to attend, and =2ee¢ if a
friendlier and more constructive spirit and attitude cannot be
developed.

¥ithout attempting language, my own thought has been to
endeavor to introduce language in the preamble teo the Act go that it
will indicate intention by Congrese that the Reserve banks ghall

have some reesponeibility for the establishment and maintenance of
,/> fhe gold standard, and then, somewhere else in the Act, introduce
some language which will indicate that'Congroas intended that the
Reserve bank should serve as a stabilizing influence on business,
and not necessarily as an icstrument for making earninge ior the
Treasury or for financing the TTaanqry's loan operations. |
This, of course, is very diftiéﬂlt te frame, 8o that it
shall not by &aplication go too far. It has occurred to me §¢
couple it with a'gcneral déglaration that the Reserve banks are
really public service organizations to perform cértain bankipg Ser=-
vices for the banking community and for the public. An amendment

of that character would go some distance in relieving us from the

constant criticism by member banke and othcrs that we are invading
their functiegs. I should hepe it could be so worded as to get
away from the idea which he has so strongly in mind that we can at
all times and under any conditions serve the purpeseé of the price

gtabilizer.
Digitized for FRASER

http://fraser.stlouisfed.org/
W’ i - - -




a2 FEOLEBBOT U. B, W. OPIAgus

I hope you are not toeo busy t< give this matter a v;&jittl&
thought, and give me the bemefit of your views. Nt
¥ith kindeet regards,
Sincerely yours,

Professor 0. M. ¥, Sprague,
Barvard University,
Cambridge, Masgsachusetis.

|
I
{
!
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a FTOLESNOY U. R, W. SpIaguc

1 hope you are not too busy te give this matter a little
thought, and give me the bemefit of your views. 5

¥ith kindest regards,
Sincerely yours,

Professor 0. M. W. Sprague,
Baryard University,
Cambridge, Massachusettis.
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8tuyvesant Road,
Biltmore Foreet,
Biltmore, N. C.,
March 24, 1927.

Dear Professor Sprague:

An old friend of mine, Mre, Postel Thwaite Cobb, has a son

in Harvard whe hae become interested im the courses in economics.

She is anxious to get some good advice about his work at Harvard,

and I have taken the liberty of recommending that she try to see you.

She will be in Boston probably ou the 12th of April and will communi-

cate with yau; ,§: you can give her some indication of what you think

will be a geodjﬁrég:gume for the boy I am sure it will please her

very much aanbiivary helpful 28 she hae no one to adviee her.

You ﬁayjknow something of him., His name i# Henry Cobb,
and it may in¢q§¢ be that he i& in one of your claseses.

» T Meh Sakan She liberty of singing my eld swan song to her
and expreesing the view that school and Eellege courses should be to
train the mind and not stuff it :ull of infermation. If he i® going
into a profession his mental training should be well advanced before
he enters medical school, law school, or technical school of any kind,
and the selectiou of his courses prior to undertaking hia_taohnicai
education should be with a view te his astitudes and for the further-
ance of his laté: preparation for a profeseion.

She thinks that he will not take up a profession, but will
go inte some business, in which cage I rather encouraged theyidca
that if it interested him he might concentrate on economics and build
up his coursee around that gub ject. |

If you disagree with this 1 hope you won't hesitate to tell

her so.
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Hotel Brightun,
atlantic City, N.J.
April 12, 1927, .
My dear Sorague:
My address here indicates that I am gradually marching
‘back towarde the bank. The delay in answering yours of the 3lst is
occasioned by my having no sssictance for meail, which has now &r-
rived.
I am most grateful to you for your zssistance to Mis. Cobb.

You have doubtless seen her by now.

Ag to the problem you propounded, I am & bit puzgled. My

own experience with & period of declining interest rates is in the
late nineties, and it was not & pleasant experience but, of course,
it was when our banking mechinery was unreguleted. I remember the

City of New York borrowing momey at 2 1/2 per cent. on tax exempt

bonds when Mever was comptroller; the Northern Pecific putting out 3

& 3 ver cent. bond issue. The easg of money wae the result of the
immense liquidation in the last decade of the last century. It cul-
minated in what we knew in Wall Street in those days as the "Poor +
Greenough" period, That firm, you may recell, put out & prospectis.
for some new consolidation of industrisl or other concerne almost
every dsy. We had a booming stock market emd, as I recsll, & very
pretty collapse afterwards. 3Sanks were making bed loans prqtty
generally, and the final culmipation was undoubtedly the panic of
1907.

This comments on your psragreph No, 1., 4 to Ho, 2, the
rizid rate of interest on deposits has been somewhet modifiéd by tﬁo
various clesring house arrangements for reducing intereet rates when

conditione such se changes in the PFedersl reserve bank discount rate
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Professor 0. M. W. Sprague -2 - 4 /12 /=7

- indicate the need for it. Such srrangements may apply indeed only

to deposits in & dozen or so of the more important banking centers,
but it ies reelly only there that these changes of rates on depésits

areimportant because most of our country banks, as you know, main;
tain fixed rates at sround 6 per cent. for most of thei;%:;:1naa;.
I think & long step hase baan'tsxen towerde introducing &n element
of flexibility in the cost of deposites to offset changes in rates
realized on earning sssets.

No. 3. Here I agree with you that we have been in &
period for some time now where cepitel funds heve been replecing
benk funds due to the ease of pluacing security issues. DBut after
all, this period of fineancing our great industries, and especially
tﬁe railroads and public utilities, has,bOQn long deferred. It 1§

& dozen yearse or more tince they could get cupital on reasonable

terms, and it may be that they have leaned too heavily upon the banks

nending this opportunity to do some real capital borrowing.

No. 4. A8 to the suggested conclusion, I am not as much
afraid of the consequences of & speculation as ere meny of my col-
leaguee, but I am perfectly saticfied that the introduction of more
Pederal reserve credit just now either through security purchases or
lower discount rates, would invite & gpeculation which might become
dangerous, '

Whet I em more inelined to fear would be the invitation of

eagsy money to an even greeter amount of foreign finaneing then is now

being done, and of & character which on the whole would not be as good;

To my mind the most significant decline in interest rates which has
teken place is thsat occurring in foreign markets. I should like to
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http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

L



Professor 0. M. W. Speague -3 - 4/12 /27,

fineneing of their industries rather then too great = reliance upén
our merkets. The two outetending developmente of the last three or
four years heve undoubtedly been the enormous foreign losns made by
our markets and at the same time the development of & greaster reliance
apon our benking establishment through the opsration of‘égzo-called
Bold exchange standard. It mekes the world financéel pogition one of
great sensitiveness just now to any important chenge in the cost of’
credit in thie country. Just how it is sll zoins to turn out is as
yet to me & mystery, but we are doing quite & little studying on this

subject at the bank, and in the mesntime I am rather inclined to leave

the situation just sbout as it is upon the genersl theory of letting

ell enough slone. 3ut I am open to conviction, end shortly after my
return sbout the 20th I want'very much to get you &nd slleén Young and
Wesley Mitchell and Hollander and one or two others to come down to
dinner and talk over some of these things. I bhave already sent a warn-
ing to Hitchell end Hollander, and s scon &8s my pl&qa are a little
more certain, will indicste a date. How does. it strike you?

Sincerely yours,

Professor O, M. W. Sprague,
Harverd University,
Cembridge, Massechusetts.
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Hotel 3righton,
Atlantie City, N. J.,
spril 16, 1927,
My dear Sprague:
This ies just one parting shot in reply to yours of the 1l4th,
as I am leaving here for New York on the 2lst end shortly thereafter
I hope we can have, not one, but meny meetings,
What reTlections are etirred in my mind by the last line of
your letter in which you refer to "those other economic babhlers.”
2 One word sometimes starts & teend of thought se in this cese does the
word "other."” Snroly you 40 not clase yourself &8s an economic babbler?

I don't want you to chake my confidence in your advice which I B0 uften

geek and find so good.

T sm in hearty agreement with what you write about the dangers
of this growth of time or savings depoeite, ZHight years ago we started
to take this up with the FPederal Reservle 3osrd and have repeatedly
brought the question up. I can see no possibility of any modification
of reserve requirements, and would hardly dare advwocate it myself anyway.
It was for that reason, as much as any other, thet I had the temerity
to suggest over & year &go when we were in Washington together thaﬁ &
segregation of assets should be imposed upon banks doing this clauss of
business., Unless I am mistaken substantially one half or more of the
entire growth of bank deposite in the United States in the last eight
or ten years has comprised these pertiocular accounts, carrying but 3%
reserve, and in most cuses without any restriction or limitetion upon
how the funds should be employed except those sapplying to resl estate
mortgegze loans. It seems to me the development is weskening beanking in
this country, both in its foundations amd in its superstructure.

4g to the last and more immediately pressing question in your
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flottor I haed not heard that sny serious move had been made towards
liquidating our investment sccount. Of course, I am énly one of meny
voices in the councils on these matters, but I can tell you frankly'
for myself that such & proceeding would only take place over my dead
body. I am satisfied that every director in our bank in New York would
feel as I . As for inereasing the smount, I think the possibility of
doing so depends upon certain specific developments of which we have
feir knowledge, &nd just how they turn, but partly upon & more definite
disclosure of the tmend of business then we yet have. The only ques-
tion in my mindlis whether there should be an increuse, whether it should
be sémpler to deal with certain epecific developments which may shortly
srise, or whether it chould be extended to & more gemerel poliey. I
have been too 19ng out of the atmosphere of the bank to ha&o a8 definite
ooinion, »nd my correspondence with you and Mitchell and others has been
with a view to getting outside opinions which are detached from the day
to day problems of the bank,

I hope you have decided to take part in the inquest. I am
afraid of that sort of thing. It is just now utterly uncalled for, but
& few wise counsels there will be very helpful. Dr. Stewart who was
down here hse been in touch with Chellis iustin of the Seaboard Bank
who is chairmen of the committee, and if you zet in touch with Dr, Stewart
he cen tell you & 1ot sbout it. '

- My best to you, as always,

Sincerely yours,

PrOf. 0. no w’ sprm‘!
Harvard University,
Digitized for FRESEMbrid ge, Mass,
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- April 25, 1928,

Ey dear Professor:
I stopped by the Harguery this morning to see

Hr., Strong, told him of your telephone conversation, and

asked him whether he had as yet recelved a transeript of

his testimony before the Banking and Currency Committee

on Congressmen Strong's stabllizetlfon bill. He said that
. he had recelved it the first of this month but that his

doctors would not let him tax his eyes to the extent

necessary to read or edit it.

I suggested that I sagﬁ the record dirsctly to
you today so that you might read 1t before your visit to
Washington., To this he agreed end added that he would
appreciate your meking pencil changes or suggestions any-
where you think fit: I know it would be a great help to
him 1f you would take that trouble as he is supposed to
send it to Waeshington sometime this week.  Please do
not burden yourself with the details of editing, but as
much 83 you can do he would appreciate.

If you will send the record back to me when you
have finished with it, I shall turn it over to Hr. Btiong
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or else ship it zlong to Washington.

It is not yet certain whether he will go to
Washington next week. I think, myself, that it is un-
likely. That being so, he will probably be here in town
on Sunday, but I shall let you know more definitely to-

morrow or Friday.
Hy best to you, as slways,
Paithfally yours, |

Professor 0. M. W. Sprague,
Harvard University,
C&mbridge, ‘3330 '

GLE MM
Bac.
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CONFIDENTIAL oM Juayv 1928.
i ki,fiﬁ B ' 1 'v
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Dsar 8prague: \){\’

I was glad to bave your letter of H=ay !s It is one of tha few that I
shall sttempt to anewer before ssiling for Burope on Friday,

The gqueetion of direct action or rate sotion is entirely one of opinien,
end my opinion is largely based upon experience. I cannot zive you a fair expres-
sion of my opinion without writing very frankly, snd to do that I muet write very
confidentially, so plense hold thie letter es between you and me elone.

Direct mction turse upon the phrase on the second page of your letter,
"in & cereful and elastic feebion.® Is there any such feshion poesible? The way
thinge work is sbout ae follows:

Bank No. 1 borrows a comsidersble sum of money from ue at the same time
that it is lending on the Exchange (or even for the purpose of lending on the Ex-
change) at & time when rates advance and become profiteble, elthough the latter

ie now almost eliminated. Observing your phrase "oareful snd elastic® we sey to

the president of the bank, "Flesnse do not borrow from ue when you cen adjust your

reserve position by calling losne on the Exchenge.” The bank tekes our word for
it and they are thereupon in a frame of mind where they won't lend a ¢sent on the
Btock Exchange to sdjuet their reserve position whem they have any loans that
they can call, with the minor exception of loans to brokers who are really
customere. Then we do the same thing with Bank No. £ and Benk No. 3, stc.,

all of whom sre only occoasional borrowars from us snd sil of whee are censtest
lenders on the exchenge. In other words, they are always lending on the Bx-
change and they occssionally borrow temporsrily from ue to adjust tboir‘pooi-
tion until msturities, sele of investments, {ncresse of deposits, or the
calling of BStock Exchange loans restoree their Reserve. Thie ueuelly takes
place in a very few days. If we should pursue this policy with so few ze twenty 6f
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the largest ‘bmks in New York and they obssrved our sdmonision, there would come &
d&f when, due to the movement of funds out of New York or due to the coinetééno. of
& number of these banke having reserves impasired st the sume time, or due tegold
exports, or due to any of the various ceuses of reserve deficiencies, theve»blm_ﬁé be
sbeolutely no money to lend §n the Stock Exchange at nli. Money could go to almost
sny figure. The result would be an immedlete alteration of the rate structure of the
whole money market. It would, of course, have the inevitable conwequence of invit-
ing a large amount of eutv-ar-’tvom funds to New York.

Now let us go & a’t.aﬁ further and show that, applying the rule of doing all
of this in & careful and elastic fashion, we say to each of these banks, "¥e went
you to use good ;udgleht'about your stock exchenge loans. Do not come to us unless
circumstances reslly justify your.doing so. I will =sk you to try snd describe those
circumstances. #o is to instruct esch of these twenty banks sbout the circumstences
end when the coincidence of need arises? The fact is, there is no middle ground
betwesn almost complete freedom of lending on ‘the Exchsnge and rationing credit.

e have too many banks, and loans are made from too many quarters other thap banks.
If we say to the member banks that they should pursue & certain policy about thelr
ioens, they st once say, "This is zll well enough for us, but we have aaay -}ndaattl-—
al or other customers for whom we lend on instructions, to wzhom we cannot oxﬁmd
the rule of conduct that you endeaver to impose upon us.* ‘

4de to the out-of-town banke, I would regard any rule of conduct &; unnea-
essary and superfluous if we could control the New York banks by direct acﬂ;;;)n.

But assuming that we did endeavor to control the out-of-town banke thmt;gh tﬁu
interior reserve banks, I think I can prophesy, with reasonable certainty, that the
results would be about as follows: A certain number of them would tell t.hoir re-

serve bank to mind their owmn buciness. 4 certain number of them would observe éhe'

rule just se the New York banke would, and meke no loans st all., A certals oo
number of them would raise such a howl that we would be in hot water at onew.
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. Fow there ie2 a method of desling with this matter which I believe would
be effective, and there is reslly only one reason why it cannot be employed. If
all the large reserve benke except New York raiesed their discount rates by one per
cent, say to 5%, the dreg upon Hew York would be such as to throw the burden of
berrowing from the Reserve banks entirely upon the Bc_v York member banks. It i;
sstonishing how promptly and effectively this works. | It is due pertly to the
withdrawel of funds from New York which resulte from that sction, and lergely to
the fact thet large borrowers having borrowing facilities in various markete, under
thoee conditicne borrow in New York. The minute we hsve » very large losn sccount
at the Reserve Benk of Eeéw York, the large member banke sre continuslly calling
their stoock oxehn;mo leoane. This celling of lomsne is 2 process of selection or
discrimination. Eech bank picks out the weak bouse or the house which hes losns
with pooled stocke or etocks which have advanced rapidly in price, or those which
are less well-regerded. Every day this olmrni‘ng procese takee place. The less de-
sirable borrowers are hsrsesed to death by the need for borrowing money. The
better borrowers are harassed by the discrimination against certain types of col-
lateral. They in turn go to their customers for more margin or to take up the steocks
that are complained of, and it iz not very long before the whole peychology changes.
I admit that this very procees does iteelf inevitebly effect an slteration in the
general level of the money market but it invelves much less daenger then such as first
described by direct action. Now the reason why & policy of this sort csnnot be adopted
in the Pederal Reserve System ie because there is not courage enough in the System
to do so. The mtoi-y ageinst advancing dlecount rates in the sgricultural section,
ths cutory agsinst chesmp momey in the speculative market, sad all of these various
unsound objections ars herped upon snd rehesrsed im the press and dinned into the
ears of Congressmen, and then everybody says, "Look out, we shsll have some legis-
lation which will destroy us.®
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4 Professor 0. M. #. Sprague 5/7/28.

Had I not been i1l and hec been cble to appear before either the Senate
Cormittescor .zhe House Gonittio, or both, I would have sald exactly what I have
written to you, but poesitly in more disereet langusge. There sre, of course,
always two dangers confronting us. One is s serious, violent snd calamitous col-
lapse of stocks. I regard that as rather slight so long =& there is slways a supply
of funde at some price. The cthe‘r ie thet either advencing rates for money or a
combination of advabeing rates for money and z collapse of stock prices will have
en sdverse effect upon tusinees. That ic where discretion must be shown 2s to the
extent to which aggmd.vi action ie taken. There is, of course, amother more re-
mote danger, bu't. one of shich I have little fear just now, namely, that high money
ratee would wo restrict our loan market as to have a definitely adverse effect upon
our forelgn trade at the same time that largs balances were returning to this coun-
try from Burope. Thet danger is much less than it wes, end is one thet can be promptly
remedied after a ’Momc dose of medigine hes been adminietcred in curing the:
domestic situstion. )

The really fundamental difficulty in & number of these matters h lack of
courage to act effectively or suffiociently effsctively and with sufficient prompt-
ness 80 that the remedy is accomplished without damsging wn@mocﬂ.

I bope you will pardon the vigoroue language used in this dictstion. If
you have ever had the shingles you will understand that it affecte one's nomia
system to & point where little short of profanity sppears to be =n adeguate expres-
sion of cne's opinions or views. But any day, desr Sprague, I send this with my
iblou.tng and good wiches, and I am glad you gave the committee a good dose of your
views, whether I agree with them or not.

Sincerely yours,
Profecsor O, M. #. Sprague,

Harvard Univereity,
Cambridsge, Massachusstts.
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

SDERT R ISR

0. M. W. SPRAGUE \N 20 1099
CUNVERSE PROFESSOR OF BANKING AND FINANCE J [xN 5 19 LA CAMBRIDGE, MASSACHUSETTS

n 9 Jacksonville, Alabama.
Jan, 15, 1922,
My dear Mr, Strong:

Pray, accept this belated acknow-
ledgement and appreciation of your courtesy in sending me
a copy of the hearings before the Committee on Agricultural
Inquiry reiating to the reserve system, I have finally
read the volume with very great interest and profit, here
in the rather retir;d spot where I am spending a part of a
year's leave of absence from Harvard, working on a book -
aboui means of lessining cyclical industrial changes,

While I find myself in hearty agreement with most of
your analysis of the operations of the reserve banks, 1
could wish that you had placed responsibility #squarely
upon the Treasury Department for the policies that per- \
mitted the excesslive credit expansion of the twelve months v\\
period ### from the late spring of 1919, It is most un-
fortunate that the reserve system, ;specially in these its
first years, should be obliged to bear burdens whléh'are
mainly the outcome of the short-sighted policies of '

Government officials, Altho I am & more or less ¥

partisan Democrat, I should prefer to see the guns-of

Heflin et al, tralned upon Messrs lcAdoo, CGlass, and

Leffingwell,

With the vlew, you express, that the course of prices
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2 0. M. W. SPRAGUE
T CUNVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

is 2%B’should not be a factor in the determination of

discount policy, I am in violemt disagreement, unless
it is based upon the pPresent unreadiness of the public
for action with that end in view, In periods of active

- business, the reserve banks are the most potent gingle
factor in the determination of prices,I hope you will
pardon me if I say that your attitude reminds me of
that taken by the directors of the Bank of England
before the publication of Lombard Street,

One further matter of general impori! It seemato
me that you exaggerate somewhat the self= liquidating
character of commerclial loans,e, g. P.794,with the implice~
ation that the limitation of discounts to commercial
loans 1s very nearly a sufficient and almost automatic
safeguard against undue expansion, But as prices rise, an
increasing volume of commercial paper is created in
connection with a given physical volume of transactions,
and for such price advance expanding credit is largely
responsihle.

It 1s“matter of no g reat significance, but I doubt:
wh ether the sequestration of gold in 1915-16 had an
appreciable effedt in restraining credit expansion,

More pocket currency was required, and if Federal Reserve

notes had not been available, banks would have been
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“C ANVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

qbliged to pay out money of the kinds that could be
counted at that time in'meet.ing reserve requirements,

What you said about the svitgnificance of the presence
or absence of branch banking, and the comparieon between tle
New York and the I;ondo;;i money: markets seemed to me part-
leularly good in & discussion which abounds in good things,

2 A :
Very truly yours, -

(i

O S frog

'
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

O. M. W. SPRAGUE N
ONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

October 3, 1922.

My dear Mr. Strong:

Returning to Cambridge after an absence of more than a

year there have been many loose eunds %9/32:*'911 up, but
I am now in position to gi a hé“discount policy
of the Reserve Bank. o

The statistical material listed in your letter of August 11
will be quite ample.

I go to New York from time to time, but the possibility that
you might come here would incline me to stay away. Both
Dean Donham and myself want very much to have you talk to
the students of the Harvard Business School on some banking
or business subject. There are nearly five hundred students
in the School, all of whom I am sure would greatly benefit
from such a talk, or address, if you prefer the more digni-
fied expression.

I should think that I would be able to put together my com-
ments on the discount policy of the reserve bank within the
week after receiving the material. If, then, you could plan
to come over here at the end of that time we could talk over
the subject in detail and, as I very much hope, be favored
with an address by you to the students.

Yours very sincerely,

Q/ et Lo %7/-—\

0. M. W. Sprague 0

Governor Benjamin Strong
Federal Reserve Bank
New Yorik, N. Y.

OMWS: EJ
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My dear Mr. Strong:

The memorandum on the rate action of the Reserve Bank of
New York in 1919 is a most interesting document, suggest-
ing comments along a number of different lines. I am not
certain that the aspect of the subject that seems to me of
most importance, the significance of the experience of the
last few years in its bearing on the future policies of
the Bank, is the one that happens to be of most interest
at the present time. Before tackling that rather #lusive
problem I will venture to free my mind briefly of some few
observations on matters which have merely an historical
interest, at least until we become engaged in another great
war.

I find myself in hearty agreement with most of your analysis
of the situation contained in your long letter to Mr. Leffing-
well of February, 1918. Our war finance experience points
clearly to the desirability of imposing drastic consumption
taxes at the beginning of a war, and also to the ability of
the country to meet heavy direct taxation from the outset.

It was because consumption taxes were not imposed that I sug-
gested tentatively the plan which Mr. Leffingwell entirely
misconceived, in styling it a "proposal for compulsory bond-
buying." I suggested consideration of an issue of bonds to

be excluded from reserve bank loans, registered and non-
transferable until after the close of the war, these bonds to
be offered in lieu of payment of some portion of income taxes,
such taxes to be materially increased on moderate incomes to
something approaching the British level. For some part of
these taxes the taxpayer was to be offered the option of tak-
ing, say, twice the amount in this special class of bond.

Even in the actual circumstances during the course of the war,
our experience seems to me to indicate clearly that a slightly
higher interest rate on the successive bond issué and less in
the way of stimulation of the "borrow and buy" policy would
have been both desirable and feasible.

Coming out of the course of events in 1919 it would seem that

the reserve banks, together with the Reserve Board, possessed
sufficient power to have put pressure on the Treasury. Of course
I recognize that the Reserve Board as constituted was completely
controlled by the Treasury Department. Whatever the composition
of the Board, the policy determined upon by the Treasury necessar-
ily had to be furthered in every possible way by the Board and
the reserve banks during the war, and perhaps indeed until after
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the flatation of the Victory Loan. After that time there

was no imperative necessity. A Board on which the Treasury
was less largely represented,- and I do not here refer

merely to ex-officio members,- might have felt free to take

a position which would have enforced the adoption of a differ-
ent policy by the Treasury Department. Whether this would,

in fact, have happened, one may very wpll doubt, partly because
the Reserve System is new and in part7eE§:;? a certain con~
trolling momentum gained by the Treasury during the course of
the war. However this may be, definite responsibility for the
rate policies adopted in the latter half of 1919 clearly rests
primarily if not exelusively upon the Treasury Department.

Even without Treasury influence seconded by the Reserve Board,
the record indicates an hesitating attitude on the part of the
directors of the Reserve Bank in proposing rate advances,- an
hesitating attitude which, though excusable in the first years
of the worki em, it is to be hoped #hst the experience

of 1919 will Effectually remove. That experience emphasizes

the wisdom of marking up rates by a succession of decided steps
at short intervals when the object is to influence a runaway
market. The advances in rates in November and December, 1919,
were inadequate, and while the, advances made in January and in
May, 1920, were considerable enough, both, and especially the
last advance, should have come earlier. One is rather impressed
with the cumberousness of the system, when it comes to a question
of the determination of rates. I am also disconcerted at the
discovery that the Federal Reserve Board is held to have power
to establish rates even in opposition to the views of the direc-
tors of the reserve banks, and this, though I rather approve the
more considerable advance,at the behest of the Board which was
made in January, 1920.

The memorandum contains not a little discussion upon bank accept-
ance rates, upon which for the present I content myself with the
observationd that rates decidedly below other rates tend to induce
borrowing by that method for transactions which are not of the
specially liquid character for which the power of '‘acceptance was
authorized. I may also express doubt as to whether in the exist-
ing state of world commerce foreign trade bills as a class possess
inthe average em the quality which characterized them in pre-war

days.

I am taking the liberty of retaining the memorandum until I hear
from you,on the chance that there may be particular matters covered
in the report on which you may wish me to express an opinion.

Very sincerely yours,

0. M. W. Sprague Gov. Befijamin Strong
) Federal Reserve Bank of
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Notes On Digcount Rate Memo, Of Reserve Bank .,

Tendency to attach over-much importance to international
factors, Far less important than in case of London market,
This appears in long letter to Leffingwell, Also in letter of
Glass, pp, 35-36,

While sale of certificates to Reserve Banks might permit
mor e inflation than sale to other banks, as an offserr to be
noted that it would permit an advance in discount rates,

The retention of discount rates without change in the Spring 6
of # 1919 not in accord with letter to Leffingwell,

Why would it not have been good policy to advance commercial
paper rates in Sept, 1919 as an indication of what might be.
expected 1in regard to all rates a}ter October,

P, 29, Contains expression of unsound views which pervades
the business community, The notion that credit will always

induce enlarged prodiuction also appears in the Glass letter,BS

Why the radical change in attitude of the Reserve Board

between Dec, 2, and Dec,10? pp, 50-51,
P, 52, Too optimistic as to effectiveness of bank rate?

PREVEER PP, 58-9, Is not the acceptance rate proposed 'and the

one adopted reversed in the memo?
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. M. W. SPRAGUE

.
~5%VERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS!

11 Francis Avenug
Oct, 17. 1922,
My dear Mr, strong:

SincevI wired you late this afternoon
that Friday would be quite convehient, anothér arrangement has
oceurred to me., I belleve Dean Donham wrote fo-day ,asking
you to talk to uor banking students at such time as might be
agreeable to you, 1In order not to.pléée any pbstacle in the
way of that much desired event, I';ill run down to New York
Friday night for the purposgﬁér our hiscussion. Quite pos-
sibly, you have other objedé? in view in coming to Bosiii?

I merely suggest the other arrangement on the chance that it
may be more satisfactory to you, o
If you do come on Friday, please let me know where I may
reach you,
With kindest regards, I am

Sincerely yours,

ARl ke S L
s

Tel. No, 153%9-W(Not in book)
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GRADUATE SCHOOL OF BUSINESS ADMINISTRATION T
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0. M. W. SPRAGUE

-UNVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS
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October 19,1022,
Dear Wr, Strong: : >

&% B <V
= VRN
:

I appreciate your cordial invitationl £ér

breakfast, I shall Plan to reach your house short 1§ 670 e 4y

eight,, afteﬁ a plunge at the Harvarad Club, If the t

Lime ig
not right, a message there will reach me,

Sincerely yours,

O Lee coS

Federal Reserve Bank of St. Louis
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HARVARDMUNIVERSITY I
GRADUATE SCHOOJ, @F BUSINESS ADMINISTRATION '
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4 ) :

0. M. W. SPRAGUE
JNVERSE PROFESSOR OF BANKING AND FINANCE

CAMBRIDGE, MASSACHUSETTS
Oct. 25, 1922,

Dear Mr. Strong:

Such a talk as we had on Saturday is of immense ad-
vantage to a teacher of business subjects. Recognizing
the need of contacts between the Staff and the business
world, this department of the University has established
a fund for traveling purposes. Consequently, you need
not feel that going to New York subjected me to any finan-
cial burden.

I find that arrangement’ have a{ré@y @%ade for an
address by Mr. Fosdick to the students in the~S€h6ol some-
time in December. As one evening a month seems to be about-
all that the students care to use in this way, it will
apparently be better to plate you sometime in November.

I have talked over the matter with the officers of the
students' organization and have fixed tentatively upon
November 20 as the date for your address. This seems to
fall within the limits which you indicate in your letter,
and I very much hope that it will prove satisfactory.

Yours sincerely,

asa o SLEZF

0. M. W. Sprague

Gov. Benjamin Strong
Federal Reserve Bank of New York
New York, N. Y.

OMWS: EJ
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. M. W. SPRAGUE RINYVT BT .
CONVERSE PROFESSOR OF BANKING AND FINANCE S WY el RS SReL CAMBRIDGE, MASSACHUSETTS

November 2, 1922

Dear Mr. Strong:

I find that it would be possidle o shitt tHe
date of your address from November 20th to
November 28th. I very much hope that you will
find this a possible arrangement so that we may
see something of you over here.

As regards a subject, I hesitate to make any
suggestion. One possible topic has, however,
occurred to me, - a comparison between the London
and the New York money markets. It is a subject
which you could enliven with your/bank of England
telephone story, not omitting the thumb tacks.
More seriously, it would appear to be a subject
so broad in scope that you could find matters

for discussion regarding which you would not be
hanpered in speaking by the limitations imposed
by your position as Governor of the Reserve Bank
of New York, ©Please remember that this is a mere
suggestion which I make only because you invited
it‘

Yours very sincerely,
@ e o, §.
0. M. W. Sprague
Gov. Benjamin Strong
Federal Reserve Bank of New York
New York, N. Y.

OMWS:ID
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

O. M. W. SPRAGUE
CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

Nov. 13, 1922.

Dear Mr. Strong:

We are all looking forward with great anticipati®n to your
visit in Cambridge on the 28th of this month. We have assumed
that we .should have the bulk of your time at our disposal, and
have arranged accordingly. There will be a luncheon to which
we shall invite various bankers from Boston and a of stu-
dents. "I>wish you to Join them at dinner in the evening.

The subject of your address as outlined in your letters
soams to me most satisfactory. No reporters will be present
and it is the understanding of all of the students that what-
ever is said by business men who address them shall not be made
public. I think, therefore, you c¢an speak with a fair degree
of freedom.

There is one suggestion which I will venture to maks. It
is this: our experience is that business men are apt to desvote
s0 much time to preliminary general considerations that they
are oramped when they come to the latter part of their dis-
cussion. I think you may assume, for example, that our stu-
dents here are familiar with the guantity theory of money and
that it will only be necessary to indicate your bregd way of
looking at that fundamental monetary conception,

Very sincerely yours,

@r M"L\—/J"

g,

0. M. W. Sprague

Governor Benjamin Strong
Federal Reserve Bank
New York, N. Y.

OoMWS: C
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. STRATION

CAMBRIDGE, MASSACHUSETTS

November 21, 1922

4 a
F\ ng between
: Reserve Bank

JAOPTOYT Ul N8W 10TK OF &l &Iy OUNST Place woici may ue more coavenisnt
for you. If you will let me know the name of the undergraduate
who you wish to see I will make arrangements with him. Going
about the University an undergraduate is always to be preferred
to a Professor.

fter lunch it has occurred to me that you

might be interested to see the people connected with the Harvard
Bureau of Economic Statistics. Professor Bullock tells me that
he recently had a talk with you about the work of that Bureau.
In the latter part of the afternoon I shall turn you over to
Professor Hughes who plans to take you to his house, for tea I
Supposes

I enclose the post card announcement of your
address, from which you will observe that you will not have to
bother to dress for the occasion.

Very truly yours,

0. M. W. Sprague

Governor Benjamin Strong,
Federal Reserve Bank,
New York, N. Y.

OMWS: ID
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. M. W. SPRAGUE !
CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

November 21, 1922

Dear Mr. Strong:
g

I have a class next Tuesday morning between
nine and ten, after which I will meet you at the Reserve Bank
/é;ﬁzzz;s of Kew York or at any other place which may be more convenient
for you. If you will let me know the name of the undergraduate
who, you wish to see I will make arrangements with him. Going
about the University an undergraduate is always to be preferred
to a Professor.

After lunch it has cccurred to me that you
might be interested to see the people connected with the Harvard
Bureau of Economic Statistics. Professor Bullock tells me that
he recently had a talk with you about the work of that Bureau.
In the latter part of the afternbon I shall turn you over to
Professor Hughes who plans to take you to his house, for tea I
SUppoOsSe.

I enclose the post card announcement of your
address, from which you will observe that you will not have to
bother to dress for the occasion.

Very truly yours,

0. M. W. Sprague

Governor Benjamin Strong,
Federal Reserve Bank,
New York, N. Y.

OMWS: ID
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

O. M. W. SPRAGUE

CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS.

Dacember 18, 1925,

Mr. Benj. Strong,

Governor, Federal Reserve Bank,
New York, N. Y.

Desr Governor Strong:

I am enclosing a transcript of those
sections of the Maine Banking Law which relate to
the segregation of assets as security for savings
deoposits, The Maine Law is by all odds the simplest
of all of the segregation ax:rangements and it seems
to me one which might be proposed for national banks
without exciting widespread opposition, I am
planning shortly to go to Portland in order to
learn something about the working of this particular
method of protecting the savings depositors,

Yours very truly,

Enclosurse

OMWS/SD
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Mey 11, 1925.

T L e T T S

Acting on the suggestion made on April 10 at the informal meeting of the

Committee on Wational Rank Iegislation of the reserve banks, I have prepared

the following outline regerding investigations that might prove helpful in for-
mulating changes in the present law.

The subject naturally seems to divide into two distinct groups of more or
less inter-rgl#ted ﬁroblems -- those which are concerned with the liberalization
of the national banking act, widening the range of activities of the banks and
ténding to meke: banking under national charters more profitable and serviceable;
and, secondly, the working out of practicable modifications of the law, designed

to reduce the number of failures and in general to afford increased protection

to depositors.

Obviously, liberalizing changes in the law are comparatively easy to formm-
late, and ordinarily they excite little or no opposition. The banks are faver-
ably disposed, and can on every occasion point to the broader powers enjoyed under
charters granted by many, if not»all, of the several states. On the other hand,
it must be recognized that it is not possible to devise generally acceptable and
at the same time adequate safeguards applicable to the many thousands of national
banks. Differences in the size of banks, in managerial experience, and the
diversity of econcmic conditions in different sections of the country render
restrictions, which are advisable and even necessary for some banks, superfluous
and burdensome for perhaps a much larger number. In view of these gonditions,
it is evidently advisable to confine within the narrowest possible limits legis—
lation which would swbject banking operations to detailed and complicated

restrictionse.
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'£§§h;on. Ability of the banks to serve the commnity through the extension of

. 2._
A further obstacle encountered in securing the passage of banking legis—

lation is found in the divergent interests of those who have to do with the

business of banking. Of these inyerests, that of thé depositor is no doubt the

most important, though it is patently the least articulate in any organized

credit and in other ways presumably comes next in publie importance. But quite
as clearly, the interests of shareholders are a potent factor, especially as
the option is always available of organizing under a State charter. Closely
akzin to the iﬁtereéts of shareholders are those of officers and directors,
though in regard to some matters, notably the branch banking question, a dis-
tinet point of view may be discerned. When account is taken of all of these
diverse conditions and interests, it is not surprising that the national . bank-
ing act, although it has been amended by, nearly every Congress since its

passage in 1863, continues teo require extensive further revision. These many

emendments, often tacked on as exceptions to the original law,vhave brought
the statute into a confusing and embiguous condition. In connection with the
considerable revision of the act, now in contemplation, thelggygnt qumg'
opportune for & renewal of the effort made some fifteen years ago to secure a
scientific codification of the national banking law.

Dissatisfaction with the present national bank act, &nd the propcsals
considered in the last Congress for its amendment are lapgely due to the in-
ereasing attréctiveness of banking under_state charters. Banking must be not
less profitable under the national law, or the national system will continue
to lose ground and presumably at an accelerated rate. It is to be expected,

therefore, that the grant of wider powers and the modification of present

restrictions will be urged with inereasing emphasis, and there is consequent

ederal Reserve Bank of St, Louis T 7—4—
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danger that the demend for liberalization mey overshadow the requirement of
agggggye safegua;ds for the ?;9tep?iqn of depog}@qrsz

Investigation of the banking situation for the purpose of formulating -
legislative changes may eppropriately start with an examination of the adequacy
of the provisions of the law and of the administrative powers for the enforce-
ment of those provisions which are designed to reduce the number of failures
and losses to & minimum and in general to safeguard the interests of the various
classes of depositors. With this object in view, I venture to suggest the fol-
lowing subjects for investigation:

1. Penalties for violation of the national bank act. Aside from fines for
deficient reserves and failure to make reports, capital punishment -- forfeiture
of charter —-- seems to be the sole penalty. Is further differentiation prac-
ticable and desirable? ’

2. Wew banks. Whether evidence of public advantage from the establishment of
additional banks should not be required of those seeking & charter? Investiga-
tion of the effects of excessive numbers of banks in different localities.

lMortality among new banks, and corroding influence on older institutions.

ge¥ted requirement of epprpval of Federal Resfrve Board in addition to t of

% Comptroller of the rency (instead of fhe Secretary of the Treas as at

pyesent for banks with ¢épital under $100,000] applicable to all ney banks.

3. The capital requirement.  Whether it should not be increased to $50,000. ?51?
The increase in wealth and advance in prices render that figure no more burden-
some than was the {25,000 in 1900. Increase of capital on vote of half rather

ko K

than two-thirds of the shares. Capital not less than 10 per cent ef daposit 5&/&?
7

o

ligbilitiese. "
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4. Segregation of savings department assets. Savings depositors are now at
a disadvantage compared with those having demand deposits, which may be with-
drawn by check deposited with other banks, as well as over the counter. INore- Z;
over, the savings depositor as a class is less likely to become aware of the
condition of a failing barke. |

5. Loans to officeré and perhaps also loans to directors. Whether such loans
are a frequent cause of failure, and if so, whether special safeguards are ;%éiﬁ/
needed. Thisg matter was discussed at hearings of the National lonetary COmmis-yzawf
sion in 1908. | ‘

6+ Section 5200+ Investigation of failures and near failures, to determine
whether large loans to a few borrowers are a common cause of troublef%fbesigned
to determine, inter alia, whéther the exceptions to the 10 per cent limitation
are proper or whether they should not be ellowed in lieu of the 10 per cent in
whole or in part. Whether, further, the exceptio; of the "™discount of commer—
cial or business paper actually owned" should not include é provision excluding
notes taken on past due accounts. /%;;ry tan Fhoi Fmn Tl

7. Borrowihg by banks. Whether absence of restriction on loans from reserve
banks mey not have resulted in hypotheeation of a larger percentage of good
assets in the case of failed banks than formerly, and consequently a higher per-
centage of loss to depvositorse. Lffm- I R A “’u‘:’ /:,:f:-.»__, ‘/:“ Kinlarete

Turning now to preposals designed to liberalize the national bénking law,

the licFadden bill may serve as a fairly comprehensive indicetion of subjects
for investigation. The bill contains & nuwber of provisions of a non-controver-
sial character covering matters of defail, such as authority to elest a chairman

of the Board of Directors, infeterminate charters instead of for a 99 year

period, and simplification of procedure of consolidation of alstate and national

Federal Reserve Bank of St. Louis
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bank. Mention might alsc be made of provisions authorizing the purchase- of
real estate for business requirements instead of for immediate use, simplifica-
tion of the process of capital inerease by stock dividends, and the authoriza-
tion of banks with a eapital of 100,000 in the outlying, sections of large cities.
Obviously, detailed investigation is not needed in the case of any of these pro-
visions, and the same can be said regarding those relating to thefts by bank
examiners and suthority to sign reports of condition by additional officers, The
' General Counsel of the Board has expressed some doubts as to the advisability
of a modifiqgtion oé the certification of checks section of the statutes. it is
a matter which may be presumed to be within the knowledge and experience of many
imembers of the committee.

We now come to provisions of the lMcFadden biil, which definitely enlarge
fhe statutory powers of the national bankis. Two of them definitely authorize
the conduct of certain kinds of business in which many of the banks have engaged
for a long fime -- gafe deposit business and investment banking, dealings in
bonds and notes but not stocks, Investment banking is to be conducted under '
such restrictions as fo volwhe and character of the securities as may be made

by the Comptroller, subject also to the law of the state in which a bark is

situated, and to the further limitation of not more than 25 per cent of
capital and surplus in any one issue. Neither the invéstment nor the safe de-
posit sections‘of the bill seems to require special investigation Ey the com-
mittee. |

Section 18 of the bill would permit a positive extension of the powers of
the banks in the real estate loan field, lengthening the maturity peried in
the case of city real estate loans from one to five years, allowing such loans

anywhere within the Federal reserve district, as well as within & hundred mile
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radius as at present, and opening this business to the banks of central re-
serve cities. The bill as presented to the Senate also raised the limit to one=
half time deposits, but this limit includes what might prove a burdensome re-
striction for some banks -- liabilities as endorser or guarantor. These real
estate loan proposals seem to be a subjeet that might well be given detailed
consideration by the committee. A further restriction appears in this section,
limiting the interest that may be paid on time deposits to the maximum rate
that state banks may pay under state laws. I question the wisdom of this
specific provision,'and would also suggest consideration of the general policy
of subjectiﬁg national banks to the legislation that may have been adopted in
the several states. Here and elsewhere, the bill exhibits a tendency to go
further in this direction than heretofors.

Having already suggested the advisab}lity of a comprehensive study of
Section 5200 when discussing additional safeguards, the particular modifica~-
tions of the section in the McFadden bill are passed over without comment.

The buraning question of branch baﬁking completely overshadowed all other

features of the MeFadden bill, both in hearings before the House and Senste

Committees and on the floor. The issues involved, though important, are
definite and somewhat narrow in scope. There is general assent to the grant

of authority to national banks to open branches in cities in states which now
rermit branch banking. Opinion differs sharply regarding the prohibition of
such national bank branches in states that may hereafter allow state banks to
open branches, and also on the endeavor to use membership in the reserve system
as & means of limiting the further extension of branches by state banks,
depriving state member banks of the right to open mare branches out;ide city

limits where it is now permitted and of power to open any branches whatever in
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states where branches are not now authorized. These issues do not seem to

me to furnish the occasion for an extended inquiry, and further I venture to
express the opinion that the reserve system may well adopt, so far as may be
possible, a neutral attitude in this branch bank controversy. Taxation also
seems to me a subject that it would be unwise to attempt to modify through the

initiative of reserve bank authorities.
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HARVARD UNIVERSITY 4 u ey
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

O. M. W. SPRAGUE

CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE’ MASSACHUSETTS

March 2, 1927,

Dear Governor Strong:
Your two letters are particularly welcome

as an indication that you are making a good recovery from
your long illness. I shall look forward to a stimulating
talkfest with you on your return to New York,

No douht, y6u perceived that my"Annalist" article on
reserve bank policy contained a pot shot at what seems to
be the Miller view that developments in the stock market
must be taken as a prémary factor in the determination of
credit policies, Note the last paragraph,

wa for the general question, which I shall try to handle
in the suscinet manner of a Bank of England cable:

1, A world-wide declining price tendency, one factor in which
is an actual and prospective scanty supply of additional bhank
credit 1n most countries other than the United States,

2, European situation:

el Budgetary equilibrium and monetary stabilization making
satlsfactory progress,
(b) Foundaﬁions laid for expansion of production and trade,
No evidence of a generally over-extended condition of business.
Increasing demand for bank credit to be antlcipated, agd
reasonable to presume that in the main the credlt will be
wanted for productive purposes.
3, Gold imports to the United States.

Digitized for FRASER (a) European gold in shallow receptacles, Slops over into the
http://fraser.stlouisfed.org/
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. M. W. SPRAGUE

CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

United States.

(b) Larger use of reserve bank credit calculatedygtho to an

uncertaln extent,to reduce this inflow, Not necessarily

perhaps over short periods, but surely in the long run,
Presumably governments

Asgume that by 1932 reserve banks have increased earning assets

by say, §1,000,000,.900, Gold imports during the next five

years will be smaller than will be the case if earning assets

remain at the Present figure. (These assets, by the way, are

running more than $100,000,000 under the totals of two years
ago) .

4, Can additional reserve bank crediﬁpe put into the market
sans damaging consequences? This the crux of the problem,
(a)Immediate effect inevitably and always in the stock
market, A matter of no great consequence aslde from
Possible political comeback,

(b) No indications of a generally over-extended business
condition, Always some weak spots, as now perhaps in
certailn classes of bulldings, and installment sales.

(¢) On the other hand: Farm land prices unduly low with

few or no buyers., An abundance of current savings

seeking investment, Security holdings of banks not excessive,
when account is taken of increase in deposits of an inactive
character,

(c) No doubt some danger of excessive foreign borrowing,

but it would take time for it to reach serious proportions,
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

2. L W, SPRAGUS CAMBRIDGE, MASSACHUSETTS
_ONVERSE PROFESSOR OF BANKING AND FINANCE

and therefore does not run counter to the:

elastlic, experimental reserve bank policy., The s

animal that 1s not very quick on 1ts feet, or to change the
metaphor, changes in the course of the vessel seem to involve
a sort of senatorial pow-wow with no cloture, A policy, wise
in one set of circumstances, is apt t0o be continued after
conditlions have changed, Accepting the view that pDollcies of the
lagt three years have been eminently wise, I would suggest the
possibility that these policles may be pursued longer than may
be disireable,preclisely betéause they have proved satisfactory
-in the past,

Here 1s a nut for you to crack! In the gooéd old days,gold
movements brousht back eguilibrium through contrasting

repurcussions in the money markets of the importing and exd>rt-

ing countries, Will the gold standard prove satisfactory if

1 . < T e st I e R i T A £ ia
gold l1lg persis ’C-‘;}.:.JCJ‘Y gterilised In a; L eomes 1n TO Ll
country?

Lest 1t precipitate a relapse, I will stop at this point

for the time belng,

Very sincerely ,

@, 102 S
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<ONVERSE PROFESSOR OF BANKING AND FINANCE
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

O. M. W. SPRAGUE

March 31 11 927,
‘-f;

Dwae Governor Strong: /

I shall gladly be ofﬁwhatever service
may lie within my competence to Mrs, Cobbjand her son, His
record, so far 1s excellent is some subjects, in particular,
mathematice, wyich I consider far better training than
economics, a subject which 1is largely concerned with a common
sense balancing of numerous and conﬂﬁsing factors,

What say you to this problem? vf
1, =iven the assumption of a slow doenward tendency of
the rate of interest, a condition with which the business
community has had no experience gince last century,and
2, Rather rigid interest rates oh deposits, and on most
customer loang made by the bank;.
3. May not much good commerciay"loan financing be lost to the

banks by the substitution of 1én term se urI%%é%Snancing,

(preferred by borrowers at moderately greafer

ortion of WE# bank assets

and incidentally a larger propn
become securities and collateéal loans?

4, Suggestgd conclusion: a reiuction in interest rateg on
deposits, and of rates on cugtomer loans, and possibly

an increase in credit furnished by reserve banks rather
than contraction of same as has been suggested in some

quarters,

Sincerely yours,

£ cceco P

Federal Reserve Bank-of St. Louis

CAMBRIDGE, MASSACHUSETTS
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HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. M. W. SPRAGUE
* CONVERSE PROFESSOR OF BANKING AND FINANCE CAMBRIDGE, MASSACHUSETTS

April 14, 1927,
My dear Strong:

I £ind myself agreeably in disagreementwith

the position set out in your letter of the 12th, In the
Annalist of April 16, you will probably find my lideas somewhat
further developed, but if I had had the advantage of your letter,
I might have carried the analysis a bit further,

| I think the growth of time or savings deposits, especlally
in the case of banks outside the money centers, may have
troublesome consequences, Many of them are reaching out after
dep&sits from beyond their own locality, often offering as much as
4 .1/2 and even 5%, and in order to secure the accustomed return
taking in less satisfactory mortgage ahd other investments,

I quite agree that the funding of bank indebtedness has in

general been advantageous from every point of view, And I
draw the conclusioh that the decline in commercial loans may be
a token of health,and vice-versa, But may not this as with
other good things be carried undesireably far?

But leaving detalls, what I have in the back of my mind in
my letters and various artlcles is that there are no positive
indications that{the supply of bank credit in this country has been
excessive during the last five years, and that tgzgzri;znigﬁion
tho not compelling reasons for belleving tha t#§Xp#P LR oS

with a bit more credit and at lower cost would not be an insane

proceeding, I say this because 1t has come to my ears that the
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CONVERSE PROFESSOR OF BANKING AND FINANCE

HARVARD UNIVERSITY
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

0. Mz "W, SERAGLE CAMBRIDGE, MASSACHUSETTS

o

advisability of a $200,000,000 reduction in open market investments

was brought forward for consideration a short time ago. No change
may well be the wise course, but if a change were to be made, I
should say the situation suggests an lncrease rather than
contraction,
I go to 2ashington to-morrow night to decide whether I shall
ing
the reserve system which is be
participate in the inquest on
conducted by the Chamber of Commerce,
The dinner with Hollander and the otherswill be greatly to

t agsion for talk uninter-=
my liking, put I shall also expect some OccC

rupted by the presence of all those other economlc babblers.

Sincerely yours,

N 4 &)JM"

Federal Reserve Bank of St. Louis
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