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Dear Professor Bullock:
Thank you wvery much for your note of the twenty-second.

There are real and practical difficulties about my making
the address. I am quite unwilling to address such a body of men
without being frank and straightforward and explicit, and it may be
that such a talk as that would confirm in the minds of many the V//’
mistaken notion held in some parts of the west that the Reserve Sys-
tem is run from Wall Street and that I am the chief devil in the
conspiracy. -

So far as stabilization at the 1913 level is concerned, I
never entertained such a notion. I doubt very much if we could
carry out such a program even if we did entertain it, and, assuming
that we did and were able to carry it out, I think it would be little
short of murder or suicide, or both. This notion, I believe has
taken root in some parts of the country because of the belief, hard
indeed to escape, that our efforts in 1919 to resist inflation became
converted in 1920 into a definite policy of deflation.

The chances are that I shall decide not to make the address,
but Sydney Anderson is dining with us tonight and I want to get his
views before finally deciding.

I am looking forward to seeing Professor Young.

With kindest regards, beliesve me,

Very truly yours,
(Signed) Benj. Strong.
Professor Charles J. Bullock,
Chairman, Committee on Economic Research,
Harvard University,

Cambridge, Mass.
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December 18, 1922.

My dear Professor Bullock:

On returning to the office this morning, I find your notes of
December 14 and 16. The work of art you enclosed ie returned herewith.
it fite the case pretty well; at least that is the way it appeared to me

when I reeched Chicago, but when I left I must eay they all seemed to be

in a very different freame of mind., I made a rotten tslk - ae I always do -

particularly because I had been laid up, but more especially because the

room was frightfully overheated, had been used continuously for wmeetings

. for nearly a week, and had no ventilation. I never bad such a struggle

with ., feelings of discomfort as I did then.

© The fact is, however, that before I left Chicefo.- I wes there
three days - they really took me into camp. I got well ;oqu&inted with
many of the officers and delegates, and feel that they all left convinced
thet I was & friend and not an enemy; which after all is better than a
speech, 1 told them right at the outset at their Binquot, after Governor
lowden spoke (he having referred to abuse of the farmers) that I did not
propose to take second place to any American farmer as recipient of abuese,
which seemed to tickle their fancy a good deal.

The next time I am up your way, I will tell you all about it; but
do stop in here when you are next in New York.
Yours sincerely,

Professor Charles J. Bulleck,

¢/o Harvard University,
Cambridge, Mase.
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January 3, 1023,

My dear Professor Bullock:
I am sorry that I missed your call at the bank on
Friday, December 29, owing to absence in Washington. Should you
happen to bs in the vicinity again, please drop in to see me.
With kindest regarde and best wishes for the lew Year,

Sincerely,

Prof. Charles J. Bullock,
Harvar rsity,
Cambridge, Mass.

aB/
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January 18, 1923,

My dear Professor Bullock:
Most of my farming is done at 47C Park Avenue. The office
at 15 Neseau Street is simply the grain elevator. Why not join me at

my apartment whenever you get through at the Harvard Olub, stop with

me for dinner, and have a look at the ecrop right where it grows? If

that will not suit your plens, then meke it Thursday morning at 15

Naseau Street, and count on having lunch with me. 1. shiall be night} |
|
gled to see you. H

Yours sincerely,
]

Professor Charles J. Bulleck,
¢/o Harvard University, T
Cambri dge, Kues.

BS.MM
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Charge to the account of __ Benj. Strong 15 Nassau Street ¢

- ===7 WESTERN UNION | =

WESTERN UNION

Day Letter

Cl
Night Message ‘\‘\—@ heck

; Night Letter E I N’Q
3 ,«m should mark an X oppo-

sife the class of service desired; Time Filed

OTHERWISE THE MESSAGE
w'LFliJEEgA%TAE"%‘EE%lGS A NEWCOMB CARLTdN lEs BIZ‘RGE W. E. ATKINS, FIRST VICE-PRESIDENT
Send the following message, subject to the termgj y N 2. 4 1 \9 '
on back hereof, which are hereby a*eed to 2 3
&DFRap <
January 23, 19:3,.
£ VE Bax X
Charles J. Bullogk,
Harvard University, -
Cambridge, Mass.
. : L%
Governor Strong}leaving Thursday for short vacation in South. Regrets

inability to keep appointment.

George Beyer _
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ALL MESSAGES TAKEN BY THIS COMPANY ARE SUBJECT TO THE FOLLOWING TERMS:

To guard against mistakes or delays, the sender of a message should order it -repéa.ted, that is, telegraphed back to the originating office for comparison. _Fo;- this,

- one-half the unrepeated message rate is charged in addition, Unless otherwise indicated on its face, this
whereof it is agreed between the sender of the message and this company as follows:

The company shall not be liable for mistakes or delays in the transmission or

* peated-message rate beyond the sum of five hundred doll

333 an unrepeated message and paid for as such, in consid- “on

t delivery, or for non-delivery, of any message received for transmission at thy unre-.
ars; nor for mistakes or delays in the transmi

on or delivery, or for non-delivery, of any message received for

transmission at the repeated-message rate beyond the sum of five thousand dollars, unless specially valued; nor in any case for delays arising from unavoidable interrup-

tion in the working of its ; nor for errors in cipher or obseure inessages.

2. In any event the company shall not be liable for damages for mistakes or delays in the transmission or delivery, or for the non-deliver{r. of any message, whether
ul

caused by the negli

of its servants or otherwise, beyond the sum of five thousand de

s, at which-gmount each message is deemed to be valued, unless a greater value

is stafed in writing by the sender thereof at the time the message is tendered for transmission, and mnless the repeated-message rate is paid or agreed to be paid, and an
additional charge equal to one-tenth of one per cent of the amount by which such valnation shall exceed five thousand dollars. -

destination,

The company is hereby made the agent of the sender, without liability, to forward this message over the lines of any other company when ‘necessaty to réncé,
o

4, Messages will be delivered free within éne-hﬁlf mile of the company’s office in towns of 5,000 populatien or less, and within one mile of such office in other cities
or towns. Beyond these limits the company does not undertake to make delivery, but will, without liability, at the gender’s request, as his agent and at his expense, endeav-
-

or to contract for him for such delivery at a reasonable price.

5. No responsibility attaches to this company concerning messages until the same are aceepted at one of its transmitting offices; and if a message is sent to such
office by one of the company's messengers, he acts for that purpose as the agent of the sender.
6. The company will not be Liable for damages or statutory penalties in any case where the claim is not presented in writing within sixty days after the message is

filed with the company for transmission.

Special terms governing the transmission of messages under the classes of messages enumerated below shall apply to messages in each of such respective classes

in addition to all the foregoing terms. - _ . :
8. No employee of the company is authorized to vary the foregoing.

P

L

THE WESTERN UNION TELEGRAPH COMPANY

INCORPORATED
NEWCOMB CARLTON, PRESIDENT

= - CLASSES OF SERVICE

TELEGRAMS
A full-rate expedited service.

NIGHT MESSAGES

Accepted up to 2:00 a.nm. at reduced rates to be sent dumng the
nig‘htdand delivered not earlier than the morning of the ensuing busi-
ness day.

Night Messages may at the option of the Telegraph Company be
mailed at destination to the addressees, and the Company shall be
deemed to have discharged its obligation in such cases with respect
to del}(wirery by mailing such Night Messages at destination, postage
prepaid.

DAY LETTERS

A deferred day service at rates lower than the standard telegram
rates as follows: One and one-half times the standard Night Letter
rate for the transmission of 50 words or less and one-fifth of the initial
rates for each additional 10 words or less. .

SPECIAL TERMS APPLYING TO DAY LEITERS:

In further consideration of the reduced rate for this special Day
Letter service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A. Day Letters may be forwarded by, the Telegraph Company as
g deferred service and the transmission- and delivery of such Day
Letters is, in all respects, subordinate to the priority of transmission
and delivery of regular telegrams. . |
_ B. Day Letters shall be written in plain English. Code language
15 not permissible. :

¢. - This Day Letter is received subject to the express understand-

ttp://fraser.stlouisfed.org/
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ing and agreement that the Company does not undertake that a
Day Letter shall be delivered on the day of its date absolutely, and
at all events; but that the Company’s obligation in this respect is
subject to the condition that there shall remain sufficient time for
the transmission and delivery of such Day Letter on the day of its
date during regular office hours, subject to the priority of the trans<
mission of regular’ telegrams under the eonditions named above.

~ No employee of the Company is authorized to vary the foregoing,

'

NIGHT LETTERS -

Accepted up to 2:00 A for delivery on the morning of the en-
suing business day, at rates still lower than standard night' message
rates, as follows:, The standard telegram rate for 10 words shall be
charged for the transmission of 50 words or less, and one-fifth of
such standard telecram rate for 10 words shall be charged for each -
additional 10 words or less.

SPECIAL TERMS APPLYING TO NIGHT lLE’I'I‘ERS:

In further consideration of the reduced rates for this special Night
Letter service, the following special terms in addition to those enu-
merated aboye are-+hereby agreed to:

A. Night Letters may at the option of the Telegraph Company .
be mailed at destination to the addressees, and the Company s
be deemed to have discharged its obligation in such cases with re-
spect to delivery by mailing such Night Letters at destination, post-
age prepaid. P

B. Night Letters shall be written in plain English. Code language
i8 not permissible. .

No employee of the Company is authorized to vary the foregoing.
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January 24, 1928.

Dear Mr. Bullock:

Governor Strong has handed me your letter to him and
asked me to say to you with grest regret thet he cannot have the
plessure of having you at dinner on Thureday ae he is leaving
to-morrow for = couple of weeks in the South,

I am very sorry to say thet I am tied up for dimner
to-morrow night myself, but should like very much to hsve the

pleasure of showing you around through the bank either to-morrow

or Friday, and of having you take lunch with some of our officers

aleo. If you cen meke it for lunch to—no;'ro' you will find Mr.
Walter %. Stewart of the Pederal Reserve Board here as well.
fioh't you be good emough to csll me in the morning end
let me know what your plans are so that se may make arrangements
accordingly? ,
I enjoysd greutly my visit to you yesterday, and only
regretted that the time had to be so short.

Sincerely yours,

Charles J. Bullock, Esq.
Cure Princs George Hotsl,
14 East 28 Street, New York City.

Federal Reserve Bank of St. Louis
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Janusry 24, 1924.

Dear Prtgomr Bulleck:

| I have yom- note this morning and only regret that
I now find it impossible to ses you on Thursday. Unfortunately
I have not been v;ry well recently and must run off for a couple
of weeks' rest.

/

It is & disappointment, a8 I had my secretary wire

you yesterday, not to be sble to see you tomorrow, but I hope

that upon my return our arrangements will meet with better

Sinesrely yours,

Professor Charles J. Bulleck,
Harvard University,
Qambridge, Mass.

Federal Reserve Bank of St. Louis
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Colo. Springs
June 28, 1923,

Dear Professor Bullock:

"And the moral of that is - The more there is of mine, the less there

is of yours." Some day I shall write a book on prices - and try to point out
that there are always two of us - Mr. Producer and Mr. Consumer - in everlasting
strife, and when I only get a dollar a bushel for my wheat, I may be paying like
thunder for my sugar! But it is the'change that hurts. Anything that stays

put can be endured save a pain in a tooth, But some of you men who think much

upon prices, (and get paid much too little for doing so) are going to wake up to

two things.

One is that a change has taken place in the control of credit - which
makes prognostication of the future of prices when based upon the gyrations of
past curves — extremely dangerous, I w?sh I hgd a voice and a secretary to
enable me to elaborate upon this. ‘

The other point is more impressive to me. A combination of experiences
has led to an outery for stabilizing prices! Some want a new kind of money -
Fisher, Ford, Edison, et al. Others want the existing volume held constant.

But all are hell bent to have prices controlled and many feel that the Federal
Reserve System can and should do it. Undoubtedly if those folks have their way
they will be our undoing. No one, or two or eight men are possessed of all the
wigsdom and courage to do that job, and escape sudden death. Prices are too
little understood by people generally. We see our government, and the identical
departments of the government, engaged, at identically the same moment, in
developing elaborate machinery to aid the farmer to get more for his wheat and

to prevent the farmer from getting so much for his sugar! The general price lefel
will never be understood by all at the same time. To fix responsibility for

prices upon the Federal Reserve System would in time destroy us. Let's do the

best we can with credit, which is the chief influence upon prices, admit that
Digitized for FRASER
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there are other things that do influence prices, and keep away from all the
dangers of a campaign for price regulation., This question will be much less
important when gold begins to work normally again and I'd rather help an early
return to gold payment by about seven European nations (plus Japan) as the
first real step toward steadying prices. |

If I were ezar of the Federal Reserve System I'd see that the total
of our earning assets did not go much above or below, their past year's averagejy
after deducting an amount equalling from time to time our total new gold imports.
This is the song I've been singing in Washington since April 1922 with but
moderate success. Most of them don't see the point about goldl

This doesn't seem much of a reply to your nice letter. I've not even
mentioned receiving it, but I have, and enjoyed it, but especially the good will

which prompted you to write me. Do it again.

Yy :
v Won't you remember me to Sprague, ! Persons, and the others of
¢
your good associates; my best to you all.
Sincerely

(Signed) Benj. Strong
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OF..iCE CORRESPONDENCE ¥
To Pl"fkm_h‘%m
FROM B,_L _

%d-r seal of the rrofessien - &
Here are a t‘h reflections from an ecomonist (sic. ssve the mark) whe loamd a little
frem rnding. more from what people told him which was sound, still sere by what he

observed of human nature - (mostly unsound):

let. Hany folks (euantity theory extremists) say we should regulste prices.
2ad. They think we can do it by contrel of the quantity of eredit.
Srd. A few like you (and you may or may not think we should) know the -

difference between "prices® snd wgeneral price level.”
4th. Almost 100% of bankers and 125% of the public think of :rices only

se affecting their pockets (or stomachs) .. that is the thinge they buy and sell. '

§th. If we assume to regulate prices, they will each wish us to fix their
priceel .

6th. We will be in a jan between pnc\i\ﬁgfr end hie high price demsnds sad
consumer and his low price demends.

7th. As every cne is both producer snd cansumer - Every one will want us to
put up the srice of his product and rut down the srice of whei he consumes.

8th, #ithin the past eix monthe or s¢c we would f:lni have gone to jail for
high sugar ~rices, and as soon as out on hdl, been rearrested for low thitp prices
(not to mentiom gasoline, building costs, wages, freight rates, prefossors' salaries
and such like.)

Now I have the temerity to prefess (or ecnfon) that I believe;

1st. Thst price movements srise from various ceauses, eredit boink the

o et impertent woet of the time.
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Sept. 12, 1928

Prof, Bullock Prices, ete.
B. 8, L

2nd. That price movemente are = composition of individual price changes
arieing from supply vs. demend, etc., plus lots of other things, including (mark this)
the sentiment of people generally - the mood to buy or to sel’! - to push or hold basck,
ete. (Thie latter is too little aprreciated and is undervalued as & cause. )

Srd. That our responuibility is firet as to the quantity of credit, and
second, in sove emall measure, s& tc thie"mood". Our method of control of guantity,

likewise affecte the public "mood", - which reacts on prices.

4th. That sl these present views are "high lighte" of feeling due.to m1d
not f\mctiqning, end that present policies are temporary to fit econditions which we
hope may not last!
| Now you eay "what the devil are you doing sbout your share of thie prico'
jeb" (I can see your fsce express the words.) ; “
I'l1 tell you how to find out!
Take the Federal Reserve System statement for say 18 months ¢r twe years
and analyze it with regard to the follewing obvious facte:
1st. Prineipsl chsngee in guantity of credit in U, S. now arise from
a. Gold imports and exports.
b. Incresses snd deoreases in our earning sessets.
2nd, The same amount of inflation of credit will result from '
8. Importing $1,000,000 gold, or
b. Inecreasing our earning assets $1,0Q0,000.
~-= THEREFO REf -
Srd. If you find that net gold imports, plus domestic pmdﬂction;.-ioaa

arts coneumption ie no greater in = given period than the reduction of our earning
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o Sept. 12, 1925
_Pro?, Bulleeck Frices, ste.
B. 8. B~

assets, it is fair to assume that we have controlled volume of credit, and have die-
charged our duty as te prices - unless you bénan that we ehould interfere with the
genersl price level by means other than snd in addition to, oredit contrell Get me?

4th. {and nearly lastly) BSuoch interference could gnly be by monkeying with
"mood" - which peans argument, expostulation, scolding snd general bedevilment; becsuse

5&;‘. Agide from cuantity of er-edit - cusnatity «f goods is the only othsr
thing te regulate, snd we could ealy reach ths processes of productien and consumption
(beyend what credit does) by trying to slter the public "mood®.

This may not be very olear! I don't went you to thimk we do nmothing. For
18 months I heve been chairmen of a committee of the Governcre which hse hud much to
do with endesvoring to control the "euantity" of eredit by control of the total of.
"earning asseta”. Look over the figures I sugreést snd see how they appear.

Pinally. If esrning asssts are "discounts", banks musi pay vs lsrge sums
of interest (or discount), they don't lile te d so snd so try to collect loane and
pay what they owe. (Thet mesns some preesurs toward liquidation) ie than that
develope we step in and buy under ssction 14, the surplus funds ere at once used to
pey off "discounts"™ and pressure to liguidate is removed. Them again if we sell oul
mvore%mmltn, benke must borrow from us to psy for thee snd preseure to liguidate ie
renewed. fow lock st the relation between discounte and prgtmont- ~ say early l
cart of 1922 (vhen holdover pressurs on Ffrozen loans was considerec teo hea'.vy) in- b
vestments went hp snd discounts went down - good bond msrket, businese revival, prices
sdvencing, epeculstion, stc. Alse late 1922 snd especially early and middle 1028,
when price advmnce looked dangerous, investmnents went down and discounts went up. (K1waye
allow for net reduction of sum of both offeetiing gold imports.)

These reflections ere simply to osll your attention to a coincidence, or a plan,
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Sept. 12, 1023
Prof. Bullock Prices, ete.

B, S. il

or a bit of forwerd looking - and to invite your thought thereon, and at your leisure,
eome commente.

But thie is very secret, for no one should be able to contrel pricesll!

How are you? I'm better and will be home by November 1st!

Bc 8-

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




September 12, 1923,

To Prof. Bullock

From B, S.
"Under seal of the profession."”

Here are a few reflections from an economist (Sic. =ave the mark)
who learned a little from reading, more from what people told him which was
sound, still more by what he observed of human nature. - (mostly unsound)

lst. Many folks (quantity theory extremists) say we should regu-
late prices.

2nd. They think we can do it by control of the quantity of credit.

3rd. A few like you (and you may or may not think we should)
‘know the difference between "prices" and "general price level."

4th, Almost 100 per cent of bankeéé and 125 per cent of the publie
think of prices only as affecting their pockets (or stomachs), that is, the
things they buy and sell.

5th. If we assume to regulate prices, they will each wish us to
fix their prices!

6th. We will be in a jam between producer and his high price demands
and consumer and his low price demands.

7th, As every one is both producer and consumer, every one will want
us to put up the price of his product and put down the price of what he consumes.

8th. Within the past six months or so we would first have gone to
jail for high sugar prices, end as soon as out oﬁ bail, been rearrested'for low
wheat prices (not to mention gasoline, building costs, wages, freight fétes,

professors' salaries, and such liKe.)
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-2 - September 12, 1923

Now I have the temerity to profess (or confess) that I believe
1st, That price movements arise from various causes, credit being

the most important most of the time.

2nd, That price movements are a composition of individual price
changes arising from supply v.s. demand,etc.plus lots of other things, includ-
ing (mark this) the sentiment of people generally - the mood to buy or to sell -
to push or hold back, ete. (This latter is too little appreciated and is under-
valued as a cause.)
3rd. That our responsibility is first as to the quantity of credit,
and second, in some sméll measure, as to this "mood." Our method of control of
quantity, likewise affects the public "mood." which reacts on prices.
4th, That all these present views are "high lights" of feeling due
. to gold not functioning, and that present policies are temporary to fit condi-
tions which we hope may not lastl ¢
Now you say "what the devil are you doing about your share of this
price job? (I can see your face express the words.)
I'11 tell you how to find out!
Take the F. R. System statement for, say 18 months or 2 years and
analyze it with regard to the following obvious facts.
1st. Principal changes in quantity of credit in United States
now arise from
a. Gold imports and exports,
b. Increases and decreases in our earning assets,
2nd. The same amount of inflation of credit will result from
a. Importing $1,000,000 gold or
b. Increasing our eaming assets $1,000,000
THEREFORE:

8rd. If you find that net gold imports, plus domestic production,
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less arts consumption is no greater in a given period than the reduction of

our earning assets, it is fair to assume that we have controlled volume of
credit, and have discharged our duty as to prieces — unless you believe that we
should interfere with the general price level by means other than and in addi-
tion to, credit control! Get me?

4th. (and nearly lastly) Such interference could only be by monkey-
ing with "mood" which means argument, expostulation, scolding, and general
bedevilment, because .

6th. Aside from guantity of credit - quantity of goods is the only
other thing to regulate, and we could only reach the processes of production
and consumption‘(beyond what credit does) by trying to alter the public"mood."

This may not be very clear! I don't want you to think we do nothing.
For 18 months I have been chairman of a committee of the governors which has had

rmuch to do with endeavoring to control the "quantity of credit by control of'the
¢
total of "earning assets." Look over the figures I suggest and see how they
appear.,

Finally. If earning assets are "discounts" banks must pay us large
sums of interest (or discount) They don't like to do ﬁo?so try to collect
loans and pay what they owe. (That means some pressure toward liquidation.)

If when that develops we step in and buy under Section 14 the surplus funds
are at once used to pay off "discounts," and pressure to liquidate is removed.

Then again if we sell our investments banks must borrow from us to pay, for them

and pressure to liquidate is renewed. Now look at the relation between dis-

counts and investments - say early part 1922 (when hold over pressure on frozen
loans was considered too heavy) investments went up and discounts went down.,
Good bond market, business revival, prices advancing, speculation, etc. Also
late 1922 and especially early and middle 1923, when priqe advance looked

dangerous, investments went down and discounts went up. (Always allow for net
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reduction of sum of both offsetting gold imports.)

These reflections are simply to call your attention to a coincidence,
or a plan, or a bit of forward looking - and to invite your thought thereon,
and at your leisure, some comments. But this is very secret, for no one should
be.able to control prices!}!

How are you? I'm better and will be home by November lst!

(Signed) B. S.
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Broadmoor, Sept. 26, 1923,

Dear Prof. Bullock:

We farmers aren't so gol darned secretive as all that! Show my
maudlin ruminations to Young, Persons, Sprague, et al. Put the microscope,
acid, microtome and calipers on it. Try it on the dog, and let me know if,
in all candor, it's not a better or sounder record of sticking to the faith
than any one of you suspected., This is all my damned ego, for I'm chairman
of the committee and had a fist in it.

How are you, anyway? I'm doing nicely, be home next month, am

rather fat - much too sassy - and due for a fall of some description, and
suspect that you are preparing to "take it out of me" on my rejection of the
price chart, in favor of a modified Keynes "managed currency."

The questien always is, who'll do the managing?

Pax vobiscum,

(Signed) B.S.

P. 8.
Is it undignified in one of your age, and mine, to retain a sense

of humor in this age of insanity?

P: P. 8.
I'm now moved to the shadow of Cheyenne Mountain - my address is care

of Mrs. Henry P, Davison, Broadmoor, Colo Springs, Col.

P. S.
Read the first verse of the 121lst Psalm and the 5th Act of Macheth

and you'll know the best cure for T. B.
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Broadmoor, Colo.
Oct. 5th, 1923,

My dear Professor Bullock.=-

right, - but it was sent deliberately to be informing, to "draw" you on one
point which I refer to hereafter, - but not for quotation or use publiely

as coming from the "inside". The reason for such caution, = which under
other circumstances would be silly - is because I cannot speak for the system,
on system policies = I am chairmen of the Committee which handles all open
market operations for the whole system, - was responsible for the poliey re-
ferred to, - but am servant and under orders and sometimes others do not

agree with my views. (Nor I with theirs'! But show all the correspondence
to Sprague, Young and Persons, if they are interested, and explain my
"reserve" thereupon.

The "point" upon which I wanted to draw comment
from you, without disclosing it bluntly in my memo, -~ was the one weak spot
which you nailed on the nose a la Dempsey. That can we do when all of our
Section 14 investments are gone - in case gold continues to come in?! I'll |
refer to your specific comments after referring to this generally. It's a
hard nut to crack.

Of course what I sent you was confidential, all
!
:

Now taking the Sep. 26th statement, which is before
" you I hope, you will notice that we hold (the system) ,

(a) Bills bought in open merket . . ¢ ' -  $172 millions
(b) U. 8. bonds, notes & Otfts. 83 92 millions
$264 ?

All of these are voluntary purchases under Sec. 14, and can be liguidated
(the method is unimportant - take my word for it) with little difficulty
or delay - except that portion of thesé accounts representing purchases
from dealers under resale contracts. The total of these items is rarely
over $25 MM to $40 MM and I presume (without figures for any but N. Y.)
that they were about $28 or $30 millions on Sep. 25 as our N. Y. total

of "resale" items was $25 millions, and the other banks rarely have over
$2 to $5 millions. Now 18 months ago when I first proposed this general
poliecy, I frankly admitted the weak spot you mentioned, but had reason to
think that we could "last" about two years. I now think we can "last"

one year, and possibly 18 months longer (3 years in all) for these ressons.
(This agein is most confidential, and I'm opening my heart, because I want
you Harvard folks to have confidence in our purposes, though you may not
always agree with our methods, or even theories.) The Japanese Treasury
and the Bank of Japan give me their entire confidence. They want to 1ift
the gold embargo and barring the Earthquake, might soon have done so.

But even if they did, it would mean no addition to our gold from them as
their gold reserves (held abroad) are bank balances, mainly in New York,
much of it with us, and they would simply check on it. So eliminate Japan.
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,/"‘ A Russia is sucked dry of gold. I have many good evidences of that!
:3' Germany cannot part with much if any more, save as an act of Hari
3 . Kari! - nor can France teke it from her! I figure that we may ex-

pect to divide the South Africen production roughly 50-50 with
India and the East - which means roughly - about $100,000,000.
France will not give up gold except she signs on the dotted line
(debt funding) like the British, - and that you mey dismiss as a
possibility even, for some time. The British debt payment this
next twelve months may require anywhere from 50 to 100 millions
over and above the South African production coming to us, = pro-
vided the British pay and do not exercise any options to defer.
Even then we are in position To ask them, if things get difficult, -
not to pay us. (Dont smile.) Our domestie production over manu-
facture and art consumption, is but & few millions, - as I recall
from 10 to 20 a year. There are no other sources of supply of
gold, and eveh the British cannot spare over 100 to 150 millions,
beyond what they have already sent, without pinching.

So in a word, against some $235 millions L///
of investments which could be llquldated I can see but $150 to
$200 millions of gold still to come in within a twelve month.
This is not a policy of insurance against accident, -~ however; such
as a resersal of Indian exchange, - and transmutation, and a new
Rand, etc., etec. It's just ecarrying forward the rough caleulations
I made in Washington at our meeting in April 1922, when this whole
difficulty bid fair to become acute. I'm shocked to admit that
while the policy resolution I proposed, contemplated keeping the
total of discounts and investments as constant as possible = less
from time to time the amount of net gold imports, which were To be
offset by sales of investments, I was actually voted dom on the
gold part of it, and my proposal was characterized by one or two
present as d==--~ silly! (That was at the fall 1922 meeting and
not the April one). But N. Y. had most of the liguid stuff, so we
sold ours just the same and the result was as I described in my
first memo.

So my friend I maintain that we did have
a policy during the past 18 months - that it has been fairly success-
ful, and there is prospect that it can be equally so for a year to
come or longer - if my pals play ball - as I know they will. After
that, the deluge (of gold) if there is any left, - and of course
then or earlier, higher rates of discount. But the tide may turn
before then ~ lots may happen. All of this is preamble to repeat-
ing - what I once wrote you, that those who prophesy rising prices,
based upon (a) gold imports- or (b) inflation of F. R. System origin, -
must needs be careful lest the spigot is found to be closed and
locked and guarded against burglars or marauders, political or other-
wise. (Gosh - that reads like a Ph. D. thesis, - and at that ad-
dressed to one at whose feet I humbly squat.)
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Now as to certain points in your letter, much
of which is answered by the above.

1. Our Gov't security purchases were not to "support" the bond
market. Our own reasons in N. Y. were principally 3. To get a
"position" in the money market which we were losing in 1921, because of
the general liquidation. To relieve the pressure by frightened bankers
on "frozen" debtors, - To "tone up" business, ease the money market,
put heart into the weary and downhearted, etc. We knew then as now that
it meant no inflation, to amount to anything, - but simply that as we
increased ow "investments", Hiscounts” would go down, banks would go out
of debt, and pressure on borrowers would end.

2. I do not entirely agree with Snyder on prices, nor upon our
function as to prices, nor his scheme for price index control of rates
ete. His remarks anent the investment account ete. are based upon what
we did and our discussions thereupon.

3. You do not say whether you agree with me as to the F. R. System
admitting a "price" function or responsibility, beyond what I described.

4. The figures you quote are dealt with above, in substance.

5. Please consider what will happen when the export movement
does take place. It will be an easy matter to handle. The procedure
will be about as follows. The lst Nat. Bank will ship say $5,000,000
of gold, which they must get from us. There is no other source of
supply. Their reserve becomes impaired and they borrow the 5 millions.
If they call in loans or sell securities, other banks will borrow.

The process continuing, in a large movement, will be financed by dis-
counting with us. Depending of course upon the rate we charge, there
will be greater or less pressure for liquidation according to whether
our rate is high or low. If the pressure is too great, we can relieve
it by entering the market and buying bills and Govermnments. There need
be no fear of inflation then, as the credit we release will all be ap-
plied to repaying discounts. The banks and public will not be in a
mood to employ the credit for speculation. Our discount rate must be
high enough to discourage it, but not so high as to cause alarm. The
two fundamental, absolutely vital matters to have in mind in consider-
ing the next gold export movement are

1st. It must not ocecur when our position is extended and
reserves low, - or better stated, we must be always ready for
it by not Betting extended and so having the gold to spare.

2nd. We must understand the "mood" of the public, so as
to avoid alarm and panic which we could easily cause by un-
necessary advance in discount rates, and likewise prevent a
speculation which would absorb the credit we released, rather
than permit its application to reduction of discounts. There
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e are two views to take of what may be the surrounding conditions
when gold movesm out. One can imagine a Europe on the way to
recovery, optimism, speculation, etec., or the pessimist may say
it will be the day of restricted exports, adverse trade balance,
dear money and alarm. I'm not ready to form an opinion. What
I do know is that if that surplus reserve is used for expansion
of ouwr credit position, it will be over my dead and much mutilat-
ed body: There is absolutely no ground for alarm about gold
exports, now or as far shead as one can see, and less cause for
alarm over imports, than at any past time.

6. The use you make of what I write must of course be discreet.
That is already in the statements is public property, - any one can draw
conclusions, - but my elaboration of my personal views and their rela-
tion to policies are for the moment sacred.

7. Now a secret also about putting gold into circulation. Please
bury it. Long ago when I was concerned with some part of the program of
the Genoa conferenoce, I got wind of the fact that proposals, inspired by
resentment about our debt attitude, were to be privately made to flood us
with gold and let us "inflate and be damed". It had been done between
1914 and 1917, they knew how to do it, - &nd they knew how to convert the
U. S. into a good selling market. Mind you, never a whisper of this has
escaped! I wrote personally to some of my fiiends abroad, who were
"in touch", that we had many hundreds of millions of loans and investments
that we could liquidate, so as to prevent inflation, we could put gold
into circulation so as to prevent the appearance of excessive gold re-
serves, and politely intimated that they: could"ship and be dammed".

Then to make sure I was not misunderstood we began to pay out gold in
amounts just equalling our imports. I've heard no more "inflate and be
damned" talk. At least the heads of the banks of issue know how N. Y.
stands on the question, and I don't think they will let their respective
finence ministers forget.

8. Have I covered your "doubts" (2nd page 2nd par. your letter)
as to control, for the time being, through our open market operations?

9. Your expreszion "for a few months", (referring to gold imports)
strikes me as casual. I'd say that we are safe for from 12 to 18 as
stated.

10. It's very doubtful whether we'd need to empty our portfolios -
but I'd do it and more if necessary.

11, A little calculation will show what a huge export of gold we
could stand, provided my two assumptions are sound and are regarded =-
no expansion - and the avoidance of alarm or speculation.

12. T camn make no prognosis which will aid in guessing about
future rates of discount - things are too uncertain, - but of course
it must be used as a restraint, when conditions demand - and I hope as
a supplement to such control as we can employ through our investment
account as desoribed. Do not draw from my letters that I am minimizing
the importance of the discount rate, especially when the happy day of
resumption of gold shipments among the nations arrives again.
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13. The figures of Aug. 22 - Sep. 19 have no significance. TWe
cannot figure as closely as that. Then the treas'=-, for example, has
heavy payments to make and large tax receipts coming in, or a large
security issue - we must always tide them over with temporary loans,
lasting from a few days to a few weeks. They run from small amounts to
as high as $200 millions. The daily turnover of our members, seasonal
movements and movements between F. R. districts always cause fluctuations
in our discounts of many millions, - we bridge the gap of distance and
time. :

14, My plan is not a cureall or permanent poliecy. During these
times when gold fails as ballast and price movements are erratic and we
are on the pinnacle of gold payment as was Simon on his Column, alone
and lousy with gold, we must adapt policies suitable to the conditions,
for the moment, and always subject to change or modification. This
seems our best just now.

15, I have written dogmatically, pedantically, and personally; but
please know that the ‘above is the fruit of much thoughtand discussion in
New York and Washington. Miller of the Board has been staunch supporter
and backer, - and a most understanding one. Jay's contribution has been
what one always gets from him - sound and scholarly and devilish critical
of weak spots. So does a policy develop, as & symposium, and too often
with much compronmise. This one is reasonably unanimous in its parts.

18. Were I boss of the F. R. System I'd tell the public all about
these things, but I'm not the boss, - just an item in the whole =~ now
and then we need help, advice, understanding, support. We need it from
you and your associates, at Harvard and at all other American universities.
The; way to deserve and get it is to give you our confidence, and this is
mine: So it's partly selfish - and writing about all this often sets my
mind in order - if only as & result of letting off steam. Finally, please
good friend overlook faults of penmanship, spelling (if there are any)
grammar, rhetoric, diction, arrangement and style. I'm no scholar - but
I like my job and thank goodness the doctors out here say l've won my way
back to it in great shape. So I'1ll hope to see you next month - I shall
be at home the last of October. Remember me to all your associgtes, and
my best to you.

Sincerely

(S8igned) Benj. Strong.
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Broadmoor, Colo.,
October 22, 1923,

Dear Professor Bullock:

An unpleasant habit of looking back over my correspondence, so as to
see how often I am wrong, and so keeping my ego in check, reminds me that some’
day I may want a copy of my last effusion addressed to you. As I have no
secretary here my habits of correspondence are in confusion. Could your stenog-
rapher copy it and send me a flimsy?

You remember Abe Lincoln's remark that he was "down to the raisins?"
That's my condition at the moment as I am leaving for home day after to-morrow,
praise be! And some day hope to see you and be returned to the mental posture
of the neophyte.

I hope all goes well with you. Are you still predicting a tertiary

:boom? And will 12;based upon inflation and a general lack of confidénce in the
Federal Reserve Board, or shall we just rock‘along with little ups and downs,
and all of us "capitalists" just starving to make big wages for labor?

Since I became a farmer I rather like to see the plunderband plundered.
But anathema to the politicos.

Yours,

(Signed) B. S.
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November 1, 1923.

Dear Professor Bullock:
I shall see you so soon that this will only acknowledge and
thank you for yours of the 28th ultimo. But now I have written you like

a brother, with all my best fancy ideas; so what are yours? Give us a

fair exchange!

Sincerely,

¥r. Charles J. Bullock,
¢/o Harvard University,
Cambridge, Mass.

BS. MM
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(COPY)
470 Park Avenue
New York

(About) November 3, 1923,

Dear Professor Bullock:

It is most kind of you to write me as you do. Of course you under-

stand that in all of these matters I am but one of a large complicated organi-
zation, of varied minds and opinions. What we did in New York, and such in-
fluence as we had upon others, was as I wrote you, a composition, toward which

I suppose Gilbert and I were chief contributors. Many of the banks frankly
bought for "earnings," in fact our own officers and directors were influenced
for a time by that consideration. There also appeared the serious complica-
tion of our owh purchases and sales conflicting with the enormous transactions
we conduct for the Treasury and other departments, as fiscal agents, But after
many meetings and much experimenting, the plan and policy were made to work
smoothly, and I see every prospect that they will continue to do so.

| Also I hope you will bear in mind that neither in "pose" nor in facf
am I the boss of this system. Nor do I wish éo be, nor would it be a good thing
if I were. In fact the guiding thought we should all have in mind is that it

is better to get a thing done than to get the credit for doing it. My personal
views and of the frankest sort are always at your command, But we did "Scotch"
the gold bag! And my best judgment is that we shall continue to do so.

What I mentioned about reentering the market has been much in my mind
for about two months. I shall not have a settled opinion till I have seen more
of conditions from the poop deck! But this and our earlier letters are confi-
dential, The figures explain themselves! We keep as close a weekly account of
the gold and investment accounts at the bank, as you do of your expenses. And
that is why we know where we are at — as to inflation! |

When your good associates come to town, I hope they will callv- and of
course we expect you to " always!

Sincerely
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CONFIDENTIAL Rovember 27, 1928,

Dear Professor Bullock:
By this time you amd your colleagues have probably recovered from the

excessive indulgence in aguatic eperts of last week and can again turm your

minde to econocmic and other like affairs.

You may have noticed that since I wrote you from Colorado, the usual

seasonal increase in discounts by members (togethor, of course, with further
gold imports) have combined to overcome, temporarily, the offset which we had
sﬁeenedod in maintaining against gold imports d?m to late last summer. In
some ways it is & little disappointing, and yet not umexpected. The difficulty
#ill always be to diffefentiastes hetween what is a perfectly normal seasonsal
movement of our assets, and those movemente which may be regarded as abnormal  and
artificial, and consequently to be guarded esgainst. The more I reflect about
the affairs of this organization, the more I marvel at the coursge of those who
are willing to forecast the future - and this is no reflection whatever upon the
last issue of your Heview.

¥When may I have the pleasure of seeing you or some of your associstes
st the bank? You promised ue & visit, and I think you ssid that Professor Young
was coming down, too.

With best regards,

Sincerely,

Professor Charles J. Bullock,

¢/o Harvard Universityy.......
Cambridge, Mass.

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







ALL MESSAGES TAKEN BY THIS COMPANY ARE SUBJECT TO THE FOLLOWING TERMS:

To guard against mistakes or delays, tho sender of a message should order it repeated, that is, telegraphed back to the orizinating office for comparison. For this,
one-half the unrepeated message rate is charged in addition. Unless otherwise indicated on its face, this is an unrepeated message and paid for as such, in consi” ation

whereof it is agreed between the sender of the message and this company as f

1. The compsny shall not be liable for mistakes or delays in the transmission ‘or delivery, or for non-delivery, of any message received for transmission at ., unre~

peated-message rate beyond the sum of five.hundred dollars; nor for mistakes or

lays in the transmission or delivery, or for non-delivery, of any message received for

transmission at the repeated-message rate beyond the sum of five thousand dollars, unless specially valued; nor in any case for delays arizing from unaveidable interrup-

tion in the working of its lines; nor for errors in cipher or obscure messages.

. In any event the company shall not be liable for damages for mistakes or delays in the transmission or delivery, or for the non-delivery, of any message, whether
caused by the negligence of its servants or otherwise, beyond the sum of five thousand dollirs, &t which amount each message i3 deemed 1o be valued, unless a grezier value
is stated in writing by the sender thereof at the time the message is tendered for transmission, snd unless the repeated-message rate i3 paid <or agreed to be paid, ar =n
additional charge equal to one-tenth of one per cent of the amount by which such valuation shall exceed five thousand dollars.

destination.

The company is hereby made the agent of the sender, without liability, to forward this message over the lines of any other company when necessary to reach its

Messages will be delivered free within one-half mile of the company's office in towns of 5,000 popitlation or less, and within one mile of such office in other cities
or towns. Beyond these limits the company does not undertake to make delivery, but will, without liability, at the sender's request, 58 his agent and at his expense, endeav~'

or to contract for him for such delivery at a reasonable price.

5. No rizﬁppnsibﬂity attaches to this company concerning messages until the same are acccpted at one of its transmitting offices; and if a message is sent to such

office by one of

e company's messengers, he acts for that purpose as the agent of the sender.

. The company will not be liable for damages or statutory penalties in any case where the claim is not presented in writing within sixty days after the messagt is

filed with the company for transmission,

Special terms governing the transmission of messages under the classes of messages enumerated below shall apply to messages in each of suchﬁrespecﬁve/ classes”

7.
in addition to all the foregoing terms. ) .
. No employee of the company is authorized to vary the foregoing.

THE WESTERN UNION TELEGRAPH COMPANY

INCORPORATED

NEWCOMB CARLTON, PRESIDENT

CLASSES OF SERVICE 5 Aty N

TELEGRAMS
A full-rate expedited service.

NIGHT MESSAGES

Accepted up to 2:00 s at reduced rates to be sent during the
night da;nd delivered not earlier-than the morning of the ensuing busi-
ness day.

Night Messages may at the option of the Telegraph Company be
mailed at destination to the addressecs, and the Company shall be
deemed to have discharged its obligation in such cases with respect
to del.ic\{ery by mailing such Night- Messages at destination, postage
prepaid.

DAY LETTERS

A deferred day service at rates lower than the standard telegram
rates as follows: One and one-half times the standard Night Letter
rate for the transmission of 50 words or less and one-fifth of the initial
rates for each additional 10 words or less.

SPECIAT TERMS APPLYING TO-DAY LETTERS: .

In further consideration of the reduced rate for this special Day
Letter service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A, Day Letters may be forwarded by the Telegraph Company as
a deferred service and the transmission and delivery of such Day
Letters is, in all respects, subordinate to the priority of transmission
and delivery of regular telegrams.

B. Day Letters shall be written in plain English. Code language
is not permissible.

ing and agreement that the Company does nof undertake that a
Day Letter shall be delivered on the day of its date absolutely, and
at all events; but that the Company’s obligation in this respect is
subject to the condition that there shall remain sufficient time for
the transmission and delivery of such Day Letter on the day of its -
date during regular office hours, subject to the priority of the trans-
mission of regular telegrams under the conditions named above.
No employee of the Company is authorized to vary the foregoing.

NIGHT LETTERS

Accepted up to 2:00 A.m. for delivery on the morning of the en-
suing business day, at rates still lower than standard night message
rates, as follows: The standard telegram rate for 10 words shall be
charged for the transmission of 50 words or less, and one-fifth of
such standard telegram rate for 10 words shall be charged for each
additional 10 words or less. £ AP ]

SPECIAL TERMS APPLYING TO NIGHT LETTERS:

In further consideration of the reduced rates for this special Night
Letter service, the following special terms in addition fo those enu-
merated above are hereby agreed to:

A. Night Letters may at the option of the Telezraph Company
be mailed at destination to the addressees, and the Company sh:
be deemed to have discharged its obligation in such cases with re-
spect to delivery by mailing such Nizht Letters at destination, post-
age prepaid. , :

B. Night Letters shall be written in plain Bnglish. Code language
is not permissible. g

No employee of the Company is authorized to vary the foregping.
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Patrons should mark an X oppo-

Check:

site the class of service desired; Time Filed
OTHERWISE THE MESSAGE
B e NEWCOME CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

Send the following message, subject to the terms ' i
on back hereof, which are hereby agreed to

December 5, 1923,

Profeasor Ce deo.Bullogk,

=~ ‘Harverd University,
Cambridge, Mass.

Wire received. (Governor Strong still inm Washington and mot expected this veek.

George Beyer
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ALL MESSAGES TAKEN BY THIS COMPANY ARE SUBJECT TO THE FOLLOWING TERMS:

To guard against mistakes or delays, the sender of a message should order it repeated, that is, telegraphed back, to the originating office for comparison. For this,
one-half the unrepeated message rate is charged in addition. Unless otherwise indicated on its face, this is an unrepeated message and paid for as such, in consideration

whereof it i3 agreed between the sender of the message and this company as follows:

1. The company shall not be liable for mista'es or delays in the transmission or delivery, or for non-delivery, of any message received for transmission ; nre-
peated-message rate beyond the sum of five hundred dollars; nor for mistakes or delays in the transmission or delivery, or for non-delivery, of any messaf: coeta,od for

transmission at the repeated-message rate beyond the sum of five thousand dollars, unlesswspecially valued; nor in any case for delays arising from unavol

tion in the working of its lines; nor for errors in cipher or obscure inessages,

\ . In any event the company shall not be lisble for damages for mistakes or delays in the transmission or delivery, or for the non-deliver:
caused by the negligence of its servants or otherwise, beyond the sum of five thousand do i

ble interrup-

g f" of any wmessage, whether
s, at Wwhich amount each message is deemed to be valued, unless a greater value

is stated in writing by the sender thereof at the fime the message is tendered for transmission, and unless the repeated-message rate is paid or agreed to be paid, #* 4 an
additional charge equal to one-tenth of one per cent of the amount by which such valuation shall exceed five thousand dollars. \

destination,

The company i8 hereby made the agent of the sender, without liability, to forward this message over the lines of any other company when necessary to re?.fa its

4. Messages will be delivered free within one-half mile of the company's office in towns of 5,000 populatien or less, and within one mile .of such office in other ecities
or towns. Beyond these limits the company does not undertake to make delivery, but will, without liability, at the sender’'s request, as his agent and at his expense, endeav-

or to contraet for him for such delivery at a reasonable price.

. No responsibility attaches to this company concerning messages until the same are accepted at one of its transmitting offices; and if & message is sent to such
office by one of the company’s messengers, he acts for that purpose as the agent of the sender.

. The company will not be liable for damages or statutory penalties in any case where the claim is not presented in writing within sixty days after the message is

filed with the company for transmission.

»
Spegial terms governing the transmission of messages under the classes of messages enumerated below shall apply to messages in each of such respective classes

#n addition to all the foregoing terms. : y
8., No employee of the company is authorized to vary the foregoing,

TELEGRAMS
A full-rate expedited service.

NIGHT MESSAGES

Accepted up to 2:00 A.m. at reduced rates to be sent during the
nightdand delivered not earlier than the morning of the ensuing busi-
ness day.

Night Messages may at the option of the Telegraph Company be
mailed at destination to the addressees, and the Company shall be
deemed to have discharged its obligation in such cases with respect
to dglji&rery by mailing such Night Messages at destination, postage
prepaid.

DAY LETTERS

A deferred day service at rates lower than the standard telegram
tates as follows: One and one-half times the standard Night Letter
rate for the transmission of 50 words or less and one-fifth of the initial
rates for each additional 10 words or less.

SPECIAL TERMS APPLYING TO DAY LETTERS:

In further consideration of the reduced rate for this special Day
Letter service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A. Day Letters may be forwarded by the Telegraph Company as
a deferred service’ and the transmission and delivery of such Day
Letters is, in all respects, subordinate to the priority of transmission
and delivery of regular telegrams.

. B. Day Letters shall be written in plain English. Code language
is not permissible. 5 :

¢. This Day Letter is received subject to the express understand-

CLASSES OF

THE WESTERN UNION TELEGRAPH COMPANY

INCORPORATED
NEWCOMB CARLTON, PRESIDENT

SERVICE

ing and agreement that the Company does not underfake that a
Day Letter shall be delivered on the day of its date absolutely, and
at all events; but that the Company’s obligation in this respect is .
subject to the condition that there shall remain sufficient time for
the transmission and delivery of such Day Letter on the day of its
date during regular office hours, subject to the priority of the trans-
mission of regular telegrams under the ‘conditions named above.
No employee of the Company is authorized to vary the foregoing.

NIGHT LETTERS
Accepted up to 2:00 a.m. for delivery on the morning of the en-

. suing business day, at rates still lower than standard night message

rates, as follows: The standard telegram rate for 10 words shall be
charged for the transmission of 50 words or less, and one-fifth of
such standard telecram rate for 10 words shall be charged for each
additional 10 words or less.

SPECIAL TERMS APPLYING TO NIGHT LETTERS:

In further consideration of the reduced rates for this special Night
Letter service, the following special terms in addition to those enu-
merated above are hereby agzreed to:

A. Night Letters may at the option of the Telegraph Compm
be mailed at destination to the addressees, and the Company s
be deemed to haye discharged its obligation in such cases with re-
spect to delivery- by mailing such Night Letters at destination; post-
age prepaid. :

. B. Night Letters shall be written in plain English. Code language
is not permissible. ] X
No employee of the Company is authorized to vary the foregoing.
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December 10, 1928.

Dear Professor Bullock: |
In some way, probably inadvertently, the newspapers got & rather garbled |
account of a Mttso meeting in Washington last week, and as the result there
appeared in the Jomial of Commerce and the Times, some articles about the policy
of the Federal Reserve System, which might lead you to believe that the matters
we d%mssod sometime ago, very confidentially, had been made public. That ie not
kh? case. Any statement which is to be made in r‘ogard of a matter of pol.iék, such
as this, would of course be made offiecially by the Board amd not by amy individual.
I am sending you this lime so ss to meke sure that you do not understand
that the ﬁbjeetu on which I asked you to give me some advice snd in which you dis-
played ec much intereet, are now open for discussion.
I think * you will be interested to know that the Board will probably
publish something on tl?is subject in the nesar future, but I do not kmow that it is
finally decided.
There is so much possibility of trouble arising from imcautious discussion
of these affairs, eopooﬁlly by these of us who are servante and not mastere, that
I thought I wee justified in sending you this word of cautioa. It was a dis~-
sppointment not to be able to have = meeting with you the week before last, but
I hopa an early opportunity will occur. Please let me know whemever you contemplate
s trip to New York. ¥ith warmest regerds, I am,

Sincerely yours,
Bullock,

R s



CONFIDENTIAL

December 11, 1928.

Dear Professor Bullock:

I am in a great hurry and have not even fully read your
letter of December 8, - but enough to permit me to send just a
line in reply, very confidemtially indead, in order that you may
give the subject some thought before we next meet.

Suppose it were possible at the present time for the
Reserve Banks to buy $£100 or $200 millions - or any given smount -
of securities in the open market, and by so doing effect an exact-
ly equal reduction in the amount which our members were borrowing
from us! i

As I bave written you more than once before, under certain
conditions, when we go into the market to buy, the credit which we
releace comes immediately back to us through members who will pay
off paper they have discounted. IT, therefore, it were possible to
inereace the investmente of the System and reduce the discounts, and
not increacse the earning sassets, would we not be in position to accom-
plish the very thing which we are seeking to aceomplish, and which
you suggest, namely, %o gradually ligquidate inveetments as gold comes
in and@@Toffeet the inflationary effect, whereas now, with our invest-
ments reduced ss they are, the only way of reducing earning aseets
might be by an advance of discount rates and force the ligquidation
of borrowings.

This is just a thought that I want to put in your mind for
coneideration. Come down when you can and let us talk it over. |
I may have to fo to Washington in the near future, so you better
phone in advance.

I am sure that you will ponder this in your mind as a very
confidential thought, snd give me the benefit of your views when you
can.

Youre eincerely,

Professor cha'; les J!ycg‘gél o LR
Harvard Univergity, Jaske-

Cambridge, Hsss.
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Decenber 15, 1923.
VERI CONFIDENTIAL

Dear Professor Bullock:
¥ o P

I am now able to reply to your letters of the §th and 11th, and I hope
you do not mind my meking the reply rather dogmatie. Also my again urging upon
you the wnfidenti;l character of our correspondence. Neither I nor any committee
of the Governors can or should make statemente in regard to the policy of the Reserve
System as a whole, especially when it is developed in collaberation with the Federal
Reserve Board and subject to their approval and gupervision. Now for the categorieal '~
part of it.

1. Hy own capacity to express views on paper is much more limited than
yours. On the other hand, I have a distinct advantage over you in the fact that I
am running the books and see the figures as they develop; whereas you look at them
as o completed statement, and mmst go bebind the surface to get real information.

2. There has been no increase in ownership of Government securities by
the Federal Reserve System. The moderate fluctuations which tske place from time
to time are due to transactions for the Treasury and with dealers in CGovernment
securities, which eoo;aicn;lly increase what we appear to own, but Ihie’h are in
reality being carried for short pericde. To illustrate: We were celled upon to
purchase temporarily some $17 millions of certificates a few days ago in connestion
with & tranesction for the Alien Property Custodisn's funds, which would appear to

be an investment, but which in reality is a temporary turnover, washing out in a
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2 Professor Bullock December 13, 1923.

if«.

“Pew days. There has been an increase in bills owned. The reason for that is that
our buying rate has been a shade under the market. Bille have not distributed as well
as they did earlier in the year, and for the moment have piled up on us a bit. We do
not like to arbitrarily decline to take eligible bille that are offered us by dealers.
On the other hand, we hesitate to increase our buying rate at this time, although we
may be forced to do so if the accumulation oontinuoa. For various roanﬁna it is
better to have bill holdings increase than to hawo discounts do eo. \\\

8. The dispatch published by the Jburhal of Commerce was neithoq\an official
nor an unofficial announcement. It seems to ha.vo been a leak. How those fellows

get hold of things like that beats me, but they do and it sometimes causzes embarrags-

ment.

4, We fully realizs the danger that ‘gb‘ld will come in for a time faster
than we like and it may invelve some danger of inflation. But thie brings me to the
question of purohaaihg Government securities. You assume - and quite erroneously -
that if we buy Government securities we inevitably increase our earning assets and
consequently contribute to further inflation in a situation which is al;‘ﬁwgdy in course
of inflation through imperts of go1d. That need not be the fact, and u\"v{o do decide
to make any purchases, they oan, I believe, be handled so as to avoid any increase
in earning assete. As I have written you bcfo-;e, when we make such p‘urohaaigps and
throw our eredit into the market it ie 1mo>d.id.t¢1\y applied by member banks to repaying
what they ows us in the way of discounts. If‘thut can be successfully accomplished,
it merely means that we would convert some mil‘u.ons of our earning assets int.o invest-
ments instead of holding them as discounts. ’I‘his will give ue something thu.t we can
later esell to offeet gold imports and a.otuq.’;ll-y put some pressure on the market te
prevent expansion; whereas without anything to ‘sell, the only possible tro&tml.!glt of
a situation such as you apprehend will be to i_ncruso discount rates, not only in
New York but possibly sll over the oountni. It is really a eimple enough oﬁ,ratipn
if one understands how these operations wor\k.‘ #nfortunatoly, few people do,';and I

|

am hopeful that an exposition of this 'i]é’l be published that will make the 'halo story
Digitized for FRASER

hitp:/fraser stiglséghordo the publie.




December 13, 1923.

i~y
3 Professor Bulleck
Here I think you have been misled in

§0
9rq

b
e, 5. As to purchesing bille in London.
some respects, and in fact I think very few people do actually understand the effect
If the FPederal Reserve Bank of New York should buy sterling

- TS
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Fon
r<
a.
~
o r
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o
&g

of such an operation.
bills, the effect of the transaction would be to place exactly the dollar equivalent at
The transaction would invelve our buying

the credit of New York banks on our books.
London exchenge in New York. The sterling would be placed te our oredit on the booke
of the Bank of England, and the money that we paid out for this storling\ would be paid
over to bankers who had sterling for sale. We would then open an investment account
in london for the amount of our investment (as the Benk of England bought bille for us)
and the offset to that investment in London would be a bank credit in New York, the
effect of which would be identical with gold importe. If would not offset or prevent -
It would prevent the actual e

inflation otherwise caused by gold imports one partiele.
gold coming in possibly to that extent, but would substitute our own oredit for it in
Another very practical question ie -
Were the Bank of Eﬁglwd

thire market, just as though gold had come in.
Who would be responsible for exchange losses if they arose?
endeavering to save its reserve and came to us wi‘th an offer of sterling bills in
place of zold end agreed to guarantee us againet exchange loss, we might t.hén be willing
Suppose we had taken the position that we would buy sterling bille

to consider it.
sterling, we would today have realized an intereet earning of about $1,800,000, but
In other words, we would have loet over

when sterling was at 4.70, - say sbout six monthe ago - and had bought L20 millions
would face an exchange loss of §7 millione.

$5 millions on the trensaction, unless we hed been guaranteed by eome responeible
Stated in a word, the purchase of sterling bille by the Federsl Reserve

Bank just now ie mereiy substituting one poesibility of eredit expansion for another,
I can see

guarantor,
and at the same time causing us the possibility of very heavy losses.

nothing to be gained by such poliey.
My own eppraisal of the situation for the future is somewhat different "\_fmm
There '11‘1 be

It may be wholly wrong, but at least it ie worth considering.

yours.
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_ 4 Professor Bullock December 13, 1023.
(‘? “fsetting influences at work. On the cne hsnd, we may feel the influence of gold
imports, with the poseibility of some expaneion and increase in our price level;

out at the same time may not British prices decrease to the equivalent of the lower
exchange rate as further declinees in sterling do occur? This may theoretically open
the door to larger British exports to this country. If the wolume is sufficient it
would moderate the trend of rieing prices. The same in greater or less degree would
be true of other exchanges. On the other hand, it is not inconceivable that the
present crumbling situation in Germany may not be arrested and will lead to further
and even more distressing economic disordere in Burope whieh will call for much more
drastic treatment and give rise to more alarming symptoms than any that have yet
been witnessed. In other words, due to a number of causes which were nol as definite~
ly in view a Tew months ago, there is, I feel, great uncertainty in the outlook, but ‘
some possibility of a renewal of an advancing price movement next year. How in this
sonnection, I want to call 'your attention to anotler very important factor in the
situation which is little commented upon. The ‘et.ock market for the past six or eight
monthe has disappointed all of the chart makers. It has reversed, or at least has
not eetablished, a course of ;rices which would ordinarily have been expected during
at least a part of this period. The reason for that I think I have already attempted
to explain, 8o far as it is possible for any of ue to explain it at all. On the
other hand, with some advance in prices of commgdities next year, and especially
should Mellon's tax r;duction program find favor with Congress, snd no bonus bill

be passed, I should suppose that we would then have many of the elements which
generally contribute to a speculation. That is one of the possibilities which makes
me look with some Cbﬁbt into the future. Now without any investments which can be
sold - except cur bille, the anpunt of which could only be reduced by advancing
purchase rates - don't you think it would be a good thing for the !"odora.l'nauervo
System to hold some shert-time Government securities, orovided they can b~e acguired -
es I have indicated ebove - without effecting a net increase in earning assets?

In other words, provided their purchase will simply afford the membere the means to
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5 Professor Bullock December 18, 1928

Twbo rpet a3
Qeeppyot

I have unburdensd my mind rather frankly, and hope it may explain to you in

.f—jfﬂ¢ vy e’

gome measure sowe things that you do not indicate are apparent in former letters.

flow as to publieity. I have ‘asked ¥iller, who runs the Federal Reserve
Bulletin, to consider whether they should mot publish in Jenuary, & frank simple
narrative regarding policy. Ho seemed to think it an excellent idea. 1 have never
written anything for the Bulletin myself, am a poor hand at that sert of M,mﬂ
of course em not the one to prepare such a statement as this; but I hope it will be
done, and if it is done that iﬁ will be illuminuting to you and to the pudbliec
generally. Once mors let me urge that this whole matter be held in confidence.
I may not heve been justified in writing so frankly se I do, but you have been good
enough to advise frbn time to time in meny matters, and I fesl e eense of obligation
which prohably jusﬁﬁ.eé asking you te share some of our puzzles snd mxiq_t@”.
Do come and see me when you are next in town, anét tell Allya Young I eount'ou seaing
hi.n':. |

Sincerely xourn,

Professor Charles J. Bullock,
Harvard University,
c.ﬂbﬂdﬂ" lns-

BS, MM
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December 22, 1928.

Desr Professor Bullock)}

I have two letters from you which have not been enswered om
account of my sbsence in Washington.

As now advised, I 2m hoping that scome statement will appear
shortly. It may not be zs complete ag I would have made it or you,
but I think it will be helpful. It will not, however, relieve you and
me of the meed for treating this subject with the confidence which it
requires.

I am tremeadously busy on account of sccumulated work during
my sbsence, but will write &g soon &g possible unlese 1 have the pleasure
of eeeing you. My secretary telle me that Professor Sprague hae just
come in, so 1 ghall close this at once, and may have opportunity for a
chat with him.

Pleaese accept my warmeet Christmas greetings which I send mot
alone to you but'to all your good associates whom I have come to regard

as my persomzl friends.
Yours sincerely,

Professor Churlea.d. Bullock,
Harvard University, n—
Cmbridg e’ .&88.

BS. MM
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December 24, 1923.

Desr Professor Bullock:

This is ¢%ill net & reply to you':. recent letters, but just to clear wp
gomething thet you mentioned to me when I laeti saw you.

Do you recucll stating thst our business review in the early montbs of thie
yeur centained come cemtioncry statemente which you thougbt were interpreted by the
public as & warning sgeinst cxpensien, rieing prices, stc.,4hsd considerable effect
upon the situetion? I t.h‘ink I steted that I recaslled no such comments appearing
in the review. During the lset few weeks I have had & chence to look over them
all and find nething which I can interpret ce in the nsture of warning, or certain-
ly alarming in éh&racter. Would you mind heving your files examined and polating
out to me exsotly what stetements you had in mind? Comment such as you made &E‘f
of value to us, =nd 1 went to take sdventsge of it., TYou know it ie the very first
principle of ‘thle review that it zhall never undertuke to prophesy.

I hope te have & chance to write you more fully later in the week in
reply to your lsst two letters.

¥ith best regards, and wieching you =11 & merry Christmas and &« happy
New Year, I am,

Sincereky yours,

Professor Cherles J, Bulleck,
Harvard University,

Cambridge, Mase.

BB, NSB
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December 24, 1928.

P. 8.
Dear Professor Bullock:

I was a good deal disturbed just mow to lesrn from one of my asscciates
that we had a call from a Chicego banker who had a letter from you, discuseing
the matters that we have recently beemn correeponding sbout wery frankly, and that
this banker had called st the Federal Reserve Bank of Chicago to get further in-
formation on the subject, and I rather get the impression that through you a good
deal more information had reeched somes of your friemde than could be gained from
the regular published figures of the Reserve System or from the statements which
have so far been made either officislly or umofficially from ¥eshington.

As I have already assured you, it will be unfortunate to have your
organization in any way at cross-purposes with us ae to what we are secking to
accomplish, end it is possible in my desire that you should be able to form am
intelligent opinion about these matters, I have been framker im writing you than
is justified ordinarily. But certainly my letters have been filled with warnings
of unmistakable character, znd I am writing now just to ask whether you will be
good enough to send me a copy of your letter or letters so that I can judge a
little better just what demesge, if any, has been done.

My own personsl desire to be of serviee to vou and to your grest orgenize-
tion in any proper way must not be interpreted 2s =ssuming say suthority to speak
for the System or delegatingfand freakly I em disturbed to learn of this corres-
pondence.

Sincersly yours,

Professor Chzrles J. Bullock,
Harxard University,
Cambridge, Mass.
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January 7, 1924+
PFRSONAL

¥y dear Profeseor Bullock:

Of course, you muet understand how glad I am to have your letier of
Degember 27. Pogsibly 1 never have explained to you the beeis of some of our dis-

cuseione and correspondence. I have slwaye felt thset in such mattere as we deal

with, our ﬁniversitf friends who specialize in economice occupy the same relation te
us that a physician does to & pstient or =z lawyer te = cliemt. ¥e need their
advice &nd we need the intellectual =nd imsginative stimulation tht comes from such
discussions and correspondence. Its value liea'tholly.in igs unreserved franknésa i
end ite value ie lost when smnything ococurs to impair that frenkmess. That is the
reason why 1 was concerned by the result of your letter to Dr. Lichtenstein. As I
have previousgly written you, were I the bose in some of these things, I would deal
with the public with & good deal more freedom than the Federal heserve Board seems
able to do. They are, on the cther hand, in better position toc judge than I am as
to the extent of freedom that is justified and safe. I am not a bit disposed to
growl zbout your letter of November 7. In faet, se would be the case with any
egotist, I am rather more inclined to take some credit to myself for throwing = bit
of light on some of tﬁese matters in our correspondence.

There have been one or twe unfortunate lesks. I know exactly how they
happened; they were inadvertent, and I personslly de not believe they did the '
slightest damage, and of course they did afford the opportunity for a noré deteiled

discussion of policy after those lesks had occurred tham would have been poesible
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gl 2 Protessor Bullock Janusry 7, 1924,
=

/rﬁ;u the source; of your informstion been our correspondence alene. Now I hope we
can lay the matter aside as a forgotten incident znd continue our epistolary exchange
whenever the spirit moves either of us.

Let me have your commentsif you have time to write me, on the Januery
Bulletin and the article touching on the subjeot that we heve been correspemding about.
On the whole, I think it is an excsllent presentation of the matter, but léilimg only
in one important respect, =snd that ies something to emswer the wufstion which some
people maey ask - Why did you do this? There is no discuesiobist all ad tol.the "' =
motive.

One other metter %n your letter of December 13 - all the other thinge I
fear I must leave for discussion the next time I have the pleasure of seeing you.

There is no type of foreign bill of exchange which the Reserve Banke could
buy which would protect them against exchange losses. ¥We would only be protected in
casewe got. ddequate bank guarantees. ¥hat you say about the effect of investments
abroad being somewhat similar to the effect of investments =t home is true enmough,
excepting in one respect. Exchange operations between the nations always wash out,
a8 you know, and find = balance. The surplue of sterling exchange im the hends of
American exporters and others are graduelly asbsorbed end do not of themeselves become
the basie of any expansion of bank credit inm « broad or permement way. It ie omly
when an unwigldy exchange balance ie converted into = loan or longer time investment
that it can have an influtioﬁary effect. This was illustreted during the war, of
course, by the large losns which we made to the Allies, which were finasnced by
Treasury borrowings, which in turn were made possible by Keserve Bank loans. Were
we to teke out of the merket a certain smount of exchamge, while it would nevertheless
possibly heve the effect of reducing gold imports by s like amount, it would certaimly
have some effect in stabilizing sterling. On the other hend, we would be Eonvertiﬁg
these credite into more or less permanent loans purchased by Reserve Bank funds, and
they would not be ocapeble of performing the same function 2e a regulator of member

bank borrowinge from us in the same direct and effective way that domestic investments
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¥ Proféssor Bullock Januery 7, 1924,
X"z ;

are, because they would have to be made under some arrengement for guaranty against
exchange loss, which would deprive us of the opportunity of immediate liguidation in
case money market conditions made their liquidation desirable, It would be an un-
wieldy and cumbersome way of deeling with.our own meney market, and accompanied by a
lot of difficulties and possibilities of lossee, which could mot poseibly arise in

the purchase of short-time government obligations. Of course, you and I both realize

thet such a trensaction opens up & wide field of discussion which can hardly be

covered in thie letter; but I em convinced that the effect which we wieh to produce

by our open msrket operations could not be produced through investments in sterling
bills at thie time.

Yours very truly,

Professor Charles J. Bullock,
¢/o Harvard Univereity,
Cambridge, Mess.

BS.HNM
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January 12, 1924.

Dear &irt

I am writing you in CGovernor Strongts behalf to :udvise you
that he is leaving today for = two weeks zbsence in Florids snd will
be beck shortly before the first of February. He wishee me to say
that he received your letver of Januzsry 10, but has noitime to answer
it until his return.

Yours very truly,
]

Jeeretary to
Bovernor Strong.

Profeseor Charles J. Bullock,
¢/c Harvard University, i,
Cembridge, Mass.
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February 27, 1924.

Dear Professor Bullock:

Again I wes sorry to miss your call. It seeme as though I
were away & great deal, but you may know whemever I am in laahingtm it
is on business and not plessure bent.

Youre sincerely,

professor Cher
¢/o Harvard Univereity,
Cambridge, Mass.

BS.NN
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april 10, 1924.

Wy desr Professor Bullock:

This ie to acknomledge receipt of your letter
of Maroh 28, =ddressed to Governor Strong at his residance
470 Purk Avenue, sad shich will not have his persansal attention
until kis return to the city shich I anticipste will be April -
£9 or 0.

Yours very truly,
¢ Secretsry. s

Professor Cherles J. Ballock,
Hervard Univereity,
Csmbridge, Maes.
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My dear Profeseor Bulleck:
PSS E—

Your epic rarspbrase which »ight be satitled "The Snyder and the Fly".
gave ze & good deal of amusement when I found it asong letters awalting my retumm
Pros Burope, but I ehall not risk its publication. I recall that in the early days
of the war Kemmerer wrote & little limerick om the subject "Porrow and Buy* which got
publiched and nade a few folks sguirm. But I casmot resist in this case letiing
Snyder enjoy your poetry.

How about thst seeting. It is curioue:how careful ene muet be not to
esuse visunderstanding or apprehension. The fact ie I had not the slightest inten-
tien of raising that guestion of an Index Number or price fixing nor At that tine wae
I swere of what the Nationel Honetary Assoclation was contemplating propesing to
Congress. If you will recall the discussion, it was Warburg who brought u; the
question of ;rice fixing ¢r an index _aatml of our poliey and naturally the discuseion
promptly ewung to that sspect of the general problem that we all had bsen talking sbout.

What I ocan't understand is the williingnese of thoughtful, studioue men who
presumably have been brought up in the spirit of American institutions aad should be
imbued with their prineiples, proposing a scheme to Congress which in effeat delegates

\/ avowedly and consciously this vast power or respobsibility of srice fixing to & swmall

group of men who, in sn economic sense, might come te be regarded ae nothing shert of
& super-governcent. It ie undemocratiec, absolutely contrary to the spirit of Asericen

institutione, and so dangeroue in its poseible ultimate developments that I csn not

see the slightest merit in the proposal.
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2 Frofessor Bulloeck May 18, 1924

i
3

have any views as to the posseible restoration of the gold standard throughout the

i fow poesibly you and some others are entitisd to know whether any of us
world, and suggestions of neans to bring it sbeut. "Offhand, I csn only say that
such views as I personally bold are but partly formed but have developed a good deal
gince my recent visit to Burope. Let me state them to you quite briefly.
First, on the naegative side I consider that the preposals for making so- »
called "gold loans” to Europesn nations in the expectation that we can dump our gold /
upon them and thereby they will be able to resums gold payment are all futile and

l
|
illusory. MHothing would éom of it except the sxpense of shipping the geld over and : 1
the sxpense of ehipping the gold baek, so long as the 6mhnan and the dieparity of !
srices continue as at present. Weither the Bank of England nor the Bank of Prance |
zor any other fonign. bank of issue whose currencies are at a discount want to pay the ‘/ I
enorsous cost of simply inereasing the eize of the showpiece of gold which they have l
in their vaults by borrowing huge sums abrosd and taking gold in return. They would
 be ineurring a large obligation upon whioch they wopld pay interest and upen which
tily would incur the possibility of & heavy lose in exchange unless indeed the only
result, se I see, would be to ship the gold back egain. ' - Furthermorgl don't believe <
that any propossls for resumption: of gold payment by Buropean nations will prove to
be feasible or if attempted would be ypermanent so long as the immense weight of iater-
nstional debts, unadjusted as to methodyOf vayment,are still hanging over the netions.
For example, if the French Goverament ehould reduce the intrinsic value of the franc,
that is, the amount of gold in their coins, to one-third Qgi’:sm amount, resume
gold payment, and then enter into a eontract with the Ameriscan Government to 'pay us,
aay, one billion dt].lurcl a year on their debt to us, their effort to return to the
gold standard would break down overnight at the first attempt to make any sueh huge
payment. And finally on the negative side, I don't believe that sven sny reasonably ¥
scund program for resumption in Europe,at any level of revalution of surremcies , _

attempted at s given moment, could be expected to be permanently successful until

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




f B 5 Professor Bulloek ¥ay 18, 1924,
/{§%§ibparitiesa in the prices of goods in different countries are greatly reduced from
| those now existing., It seens to me, therefors, that we can exclude eredit trans-
‘tions ae the single cure and we can exclude any other kind of transaction looking
te gold resumption in Burope until we have an adjustment of the debte and some further
read justment of price levels between tho.namionc.

Now looking at the subject constructively, I em rather ineliined t:i:icv the
program which will ultimately work with a fair weasurs of success must go through
the following sequence of developmente and unlese it does all efforte will fail:

First. There must be & definite workable plan of adjustment between Germany
and her creditors. The so-called Dawes plan is ingenious and presente a better oppor-
tunity for succese than anything yet proposed. If it ie adopted in the right spirit
of good will and with a real effort to make it a success, I think we might consider
that that aspect of the debt situstion has heen dealt with. The next thing ie the v
adjustment of the indebtednese of the other nations between themselves - not upon a
pu&iiiv. or selfish or exacting basis, but upen th, same rrineiples which characterize
the Dawes plan, i.e., that the amount to be paid by one nation to snother shall be
strietly limited to its capacity and upon even a more genercus estimate of capacity
than applied to Geérmany, and that the limitation upon capasity shall be not only the
budget capacity but the limit of capacity to make foreign payments. Within those
limits, naturally, a retum™ to the gold standard might be considered se reasonably

because of
agsured against disturbance A exscting debt payment reguirements.
Then I believe the third step must be a certain cogperation between the banke

of iesue and their respective governments whioch would enable or facilitate a gradual

price readjustment (using Great Britain and ourselves as an illustration) se that in the

case of sterling by some small advance in our prices and some moderate reduction in
theirs, or even no advence corresponding to our advance, taking place in theirs, we
would gradually see the purchasing power parity of the currencies, established more

nearly at the gold parity than at present. This we all realize ie a very difficult
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_thing to experiment with, and in faet the spproach to the ideal parity of the curren-

olee might prove to be slmost an accidental or fortuitous thing rather than one of
uesign. Once, however, sterling got back to a meoderate discount, say, such as ex-
isted sbout » year ago, then possibly the British Government and the Bank of England
might have the courage, fortified indeed by very large credite in thie country, to do
Jjust what Sherman did in 1879 when he snnounced thatftho way to resume is to rnun,"‘
and isrediately begin gold paymente without any restriction whatever.

0f course, you will understand that any sudh program as this at present
seoms to bristle with difficulties. A few of themwhidionly need to be mentioned to
indicate the difficulties involved are: !

(1) The impossibility of proteoting the london market and the value of t.ho‘r
pound against the otM of huge srbitrage operations in london in the event that the
pound is pegged at an artificial value which is sny appreciable amount abeve trus
‘pure?xning power parity. : |

(2) Another lies in thi»%:_ftﬁfcbhA thet one cen not have & free gold merket -
without having a free lending market, and it would n;t be safe for london to attempt
resumption of gold payment unless they had & considerably higher interest level than
wa ht&Wﬁ timee when it becones omeding}y difficult for the bank of issue
te maintain tits egntnl of the market as we all lmo! very well.

(8) There is the éifruulty of the aurro;ey note issue. I personally m
not see how gold payment can be resumed in England witbout closing the currency note
iesue entirely, which presumably means having the Sank of Englend take it over.

(4) %o attempt st resumption is feasible without large oredite in thie
country. Theese will bn easy emough to negotiste, bui I believe we are likely to find
the British Government rather reluctant to increase foreign borrowings, certainly the
bankers alon¢ could not undertake it upon the scale required to make the o;ao}jutha
absolutely amssured againet failure, eand of course sone one hae got to stand the risk

of exchange loss which doubtless the bankers would be uawilling to do without Covernment
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§€;ction. This means that resumption in England would reguire legislation by
Parliament. The act of resumption ie one which depends as much, if not mere, upen
{ s state of mind of the people than it does upon acts of Parliamewt, and the very
fact that measures for resumption would need to be debated in Parliament might make
successfl resumption more difficult,

(5) Wone of us knows what the effect of resumption of epecie payments nuld
heve upon the large mases of capital which bae eought refuge in foreign countries, partly
for the sake of security againet depreciation, partly to escape taxation, and for
various other reasons. Then again there would be difficuities snocountered in this
country with which you are just ee familisr as I am. In a word, however, 1 think
the problem boils down to the simple sequence of (1) the Germen settlement, (2) the

debt settlement, (8) some price readjustment, and (4) a large credit in thie country.

I have no misgivings ae to the adoption of policies by our System which would
¥

facilitate sucoess once the attempt was made. Por example, I recall your expressing
much 'doubt about what I hed in mind in the event of a gold export movement whioh might |
very possibly succeed resumptien of specie payments provided there was a large return
of capital to Burope from Amerieca. TYou thought that gold experts would nesessitate
incressing our discount rates, and 1 found seme of my friends abroad rather taking this
view which might be regarded ss the old orthodox view of policy. The error in that
attitude, it seems to me, lies in this simple fact. Prieor to the war when heavy
exports of go0ld ccecurred, bank reservee hecane impaired and the attitude of the ocentral
bank was invariably to sdvance discount rates and sell securities in the market. It
was done to protect reservee which 'weré’ becoming defiecient. Our situation would be
quite the reverse. We want this gold to leave us and instead of advancing our discount
rate and selling securities, it likely might be necessary to maintain a fo.irl_y low
discount rate and even buy securities. :
Cn the whole, therefore, 1 rather incline to the view which you seem to held
that cnee resumption ie effected, say, in England, there is quite likely to be a gold

exvort movement and that our gold probler would pretty scon solve iteelf. Furthermore,
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e jf? very fact of our having a large expert movement of gold would at onee put the
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Regerve Bank in sbsolute command of the money market becsuse of the incressed borrow-
" gze by member banke or increases in our investment account, and the danger of a run-
away price level would be et once eliminated because of our own ability te check
gpeculation by the advance of our discount rate at any time. I see nothing in your
lstier, however, nor have 1 heard you express the view at any time that an adjutt-oni
of internstional price levels is sn essential preliminary to suecessful resumption of
gold payment in Burepe. I think we can all ressonably expect that if sterling got
back te par aud were controlled ;?ekﬁ;:fi sovement that the minor nations like Eweden;
Holland ;nd Switzerisnd, and possibly a2 number of others, would be able te ewing into
line very promptly, so that if the Dawes plan were successful and the debts were funded
we might expeot {v see a reasonably stable currency in Germany, sterling at par, the
currsnciee of a number ¢f the smaller nations at par, with the Fremch franc and the
Itplian lira then to be dealt with by some capital operation such as redugcing the
gold value as proposed by the devaluationists. The Latin races will bé very ach,'
however, to adopt auaﬂ:plun and I have no doubt th-& the franc ané lira for some years
will be afleat without s hitching post.

Thie letter is very hsstily dictated snd is no more than thinkihs aloud,
is quite s confidential expreesion of opinions which are in my mind whigﬁ i really
have not formulated very clrofully. I hope to see you befors long.

Bith best regards, believe me,

Yours sincerely,

Professor Charlee J. Bulleck,
Harverd University,
Cambridge, Hace.

B8, EM
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June 9, 1924

Dear Professor Bulleck:

' I expect to be in New York all this week.
¥hy don't you telephone the bank om arrival, Friday morning
so that we can make sn sppointment. |

Yours ?inurdy,

Professor Charles J. Bullock,
Harvard Univereity,
Cembridge, Mass.

BS.HN .
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¥y dear Professor Bullock:

June 26, 1924.

I think if we hed hed = stenographie recerd of the stutement
I made at the dinner =t my wpurtment, you would find on referring to it
that T took the position thot st the rste at which I had sstimated gold
would likely come to @&, it would be possible for the Federal Reserve
System, with the meuns then et ite commsnd, - =nd so fur &3 we could
se¢ - to check the influtionsry tendency of further imports of gold
for o yeur or two.

The only possible modificstion which I would now meske in
view of developments since the dinner would be thet my estimste of the
amounts of gold which were likely %o be raceived sppeara to have been
& bit too low, due partly to some gold resources sbresd ef which I
then had no kmowledge, =nd pertly to the rether unexpected eonlargement
of production, principally from JSouth Africs. There has elso been
some chunge in our domestic situstion im the way of = let up of busi-
ness, which makes the problem s little more difficult than it wus.

So that, on the whols, I think » correst stutement of my position
would be that 2 gold inflation, so called, is ot sn immediste measce,
but if gold contimues to come it it #ill altimutely be 2 memnce, and
Just how faor an inflationnry period could be steved off depends partly
upon the temper of the publiec sad partly upon our policy snd partly
upon the quuntity of gold which we receive from now on.

I =m o poor proghetund do not like to pin myself down to
months or yaeare, and, saysey, this e just =n expression of opinion.
ind my opinion, I suppose, iz mo better thanm yours, or any other
opinien. If you will reczll, the discuszion ut my epartment was
entirely predicsted upon the likely gold movement, - conceraning which
there wes = considersble difference of opinion. The facts sre thet
it bee been fur in excess of shat saybody ct the dinner sstimated as
& possibility.

Zincerely yours,
Professor Charles 8. Bullock,
Chzirmsn, Committee on Economic Reserrchy,

Harvard University,
Combridge, Mass.

B3.M5B
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fuguet 13, 1924.

Dear Professor Bullock:
Your lether of August 11 ies juet received. At the moment there
ies nothing .in the bank which ®izht be of interest to Mr. Angell, although

e you know, cur werk fluctuates a good deal and we now snd then have

specisl matters to deal with where outside help can be used to advantage.

But in sny event I will be delighted to see Mr. Angell, and if the course
of his etudies brings him at all in contact with the &ffairs of this
bank, I hope he will not hesitate to call upon us for help.

Poseibly you will be good enough to give him a card to me and
when be comes to New York ¥ will have a chat with him.

Yours sincerely,

Professor Charles J. Bullock,
Harvard University,
Cambridge, Mass.

BS.¥l
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CLASS UF SERVICE DESIRED

TELEGRAM

DAY ""TTER

NIGHT MESSAGE

NIGHT LETTER

Patrons should mark an X oppo-
site the class of service desired;
OTHERWISE _ THE - MESSAGE
WILL ' BE TRANSMITTED AS A

FULL-RATE TELEGRAM

Os."\

4 ﬂ(‘. ;;ﬁ",?

NEWCOMB CARLTON, PRESIDENT

é;k;1§\§ ‘Llﬁl‘l][‘:’ﬂl‘l

WESTERN UNIUN

GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

Form 1228A
. $
NO. CASH OR CHG
CHECK
TIME FILED

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

Professor Charles J. Bulloeck

Harvard University

Cambridg

Can you give me Peraona address

B N )
J—“‘)

August 27, 1924

B

e, lass.

Flease reply collect

Benj. Strong
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ALL MESSAGES TAKEN BY THIS COMPANY ARE SUBJECT TO THE FOLLOWING TERMS:

To guard against mistakes or delays, the sender of a message should order it repe-ated. that is, telegraphed back to the originating office for c‘oxaﬁson'. ‘T~ thig, -

one-half the unrepeated message rate is charged in addition. Unless otherwise indirated on its face, this is an unrepeated message and: paid for as &
whereof it is agreed between the sender of the message and this company as follows:

udg in cc ation
o

1. The company shall not be liable for mistakes or delays in the transmission or delivery; or for nor-delivery, of any message received fo:.tr%'mission at the unre-

peated-message rate beyond the sum of five hundred dollars; nor for

in the working of its lines; nor for errors in ¢ipher or obscure messages.

\ mistakes or delays in the transmission or delivery, or for non-delivery, of any m
fransmission at the rePcnted-message rate beyond the sum of five thousand dollars, unless specially ralued; nor in any case for delays arising {rom unavoidab
1 . ¥ 3

@essage received for
€ interruption

2. In any event the company shall not be liable for damages for mistakes or delays in the transmission ar delivery, or for the non-delivery, of any Taesspge,—~heilier
caused by the negligence of its servants or otherwise, beyond the sum of five thousand dollars, at which amount each message is deemed to be valued,unless o pred  value

is stated in writing by the seader thereof at the time the message is tendered for tr
additional charge equal to one-tenth of one per cent, of the amount by which surh v

. 3. The company is hereby made the agent of the sender, without”
deemﬂ;xon. .

nsmission, and unless the repeated-message rate is paid or agreed to be paid, and an
1 nation shall exceed five thousand dollars. .
inbility, to forward this message over theslmes of any other company when necessary to reach its

Messages will be delivered free within one-half mile of the company's office in towns of 5,000 populya’tip\ ' Tess, and within one mile of suéli office in other cities

or towns. Beyond these limits the company does not nndertake to make delivery, but will, without liability, at the sBnder's request, as his agent and at his expense, endeay-

or to contract for him for such delivery at a reasonable price.

5. No responsibility attaches to this company concerning messages until the same are accepted at one of its transmitting offices; and if a message 1s sent to sueh
office by one of the company's messengers, he aets for that purpose as the azent of the sender. Y . n et -
The company will not be liable for damages or statutory penalties in any case where the claim is not presented in writing within sixty days after the message is

6.
filed with the company for transmission.

7. It is agreed that in any action by the company to recover the tolls for any message or messages the prompt and correct transmission and delivery thereof

shall be presumed, subjeet to rebuttal by corapetent evidence,

. Special terms govorning the transmission of messages under the classes of messages enumerated below shall apply to messages in each of such respective classes

in addition to all the foregeing terms. !
No employee of the company is authorized to vary the foregoing,

THE WESTERN UNION TELEGRAPH COMPANY

INCORPORATED
NEWCOMB CARLTON, PRESIDENT

CLASSES OF SERVICE

TELEGRAMS
A full-rate expedited service.

NIGHT MESSAGES

Accepted up to 2:00 s at reduced rates to be sent during the
night and delivered not earlier than the morning of the ensuing busi-
ness day.

Night Messages may at the option of the Telegraph Company be
mailed at destination to the addressees, and the Company shall he
deemed to have discharged its obligation in such cases with respect
to delivery by mailing such Night Messages at destination, postage
prepaid.

DAY LETTERS

A deferred day service at rates lower than the standard telegram
rates as follows: One and one-half times the standard Night Letter
rate for the transmission of 50 words or less and one-fifth of the initial
rates for each additional 10 words or less.

-

B

. SPECIAL TERMS ABPLYING TO DAY LETTERS:

In further consideration of the reduced rate for this special Day
Lefter service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A. Day Letters may be forwarded by the Telegraph Company as
a deferred service and the transmission and delivery of such Day
Letters is, in all respects, subordinate to the priority of transmission
and delivery of regular telegrams.

B. Day Letters shall be written in plain English. Code lancuage
is not permissible.

¢. This Day Letter is received subject to the express understand-

ing and agreement that the Company does not underteke that a
Day Letter shall be delivered on the day of its date absolutely, and
at all events; but that the Company’s obligation in this respect is
subject to the condition that there shall remain sufficient time for
the transmission and delivery of suth Day Letter on the day of ifs
date during regular office hours, subject to the priority of the trans-
mission of regular telegrams under the conditions named above.
No employee of the Company is authorized to vary the foregoing.

NIGHT LETTERS

Accepted up to 2:00 a.m. for delivery on the morning of the en-
suing business day, at rates still lower than standard night message
rates, as follows: The standard telegram rate for 10 words shall be
charged for the transmission of 50 words or less, and one-fifth of -
such standard telegram rate for 10 words shall be charged for each
additional 10 words or less.

SPECIAL TERMS APPLYING TO NIGHT LETTERS.

In further consideration of the reduced rates for this special Night
Letter service, the following special terms in addition to those enu-
merated above are hereby agreed to:

A. Night Letters may at the option of the Telegraph Company
be mailed at destination to the addressees, and the Company shall
be deemed to have discharged its oblization in such cases with re-
spect to delivery by mailing such Night Letters at destination, post-
age prepaid,

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

No employee of the Company is authorized to vary the foregoing.
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Hovember 18, 1924.

lly dear Professor ZBullock:

I bave been much interested in your lettsr of the 18th
instant just received. Unfortunstely, & very busy period followm-
ing my sbsence ia Fushington last week and t! e week before, prevente
my replying in detail, which I shall hope to do when I see you in
New York next month.

"1 fihd that some of my secocimtes share the view thai the
organisation aad sepecially the publications over whick you preside
can be of some grester value in sccowpli ehing their purpose if it
were poesible for you or perhaps some of your acsociates to nake
more frequent visits to New Yfork to diecuss the point of view abich
you develop mere often in resding litersture then by personal con-
tegct.

This ie not & criticiem, beceuee we all have a high regard
for the great work of your Committeé sné the influences shich it
reyrescate, snd the suggestlon is simply an evidaemce of our appre-
ciation.

Thenk yeﬁ very much for writing.

Youre sincerely,

Chairman, Bm &6 on twnamlé Raaé&reh
Harvard ﬂniursi&y,
Cambridge, Mass.

88.L8



December 4, 1924.

Wy dear Profsesor Bullock:

At the moment Kr. Strong'e calendar is not filled
for the time you plan to be in New York, excepl on Thursday
afterncon: snd Pridsy worming. 8o he suggeste thst you name
the time which will be most convenieat to you and he will
hold it open. :

But if it is impossible for you to tell yet shat
your Hew York sppointments will be, will you not telephone on
srrival, when » meeting convenieat (o both you snd Mr. Strong

(R can be arranged.

In any event, ¥r. Strong ie hopeful that you will
be at ¥r. Young's dinner, shen he may poseibly eee you, alibough
the indications are that the Haldorf is to be well filled on
that night.

Very truly yours,

Secrotary to
§r. Benj. Strong

Profeseor Charles J. Bulloeck,
Hervard University,
Csmbridge, Mass.
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February 27, 192%5.

Dear Professor Bullock:

That work of art of the sarly Renaisssunce hes just reached
mé. Of course, I accept your statement as to ite genuineness and as
to the period, although had it reached me sithout that unquestioned
sertificate of character, I might have had doubts as to whether it was,
in fact, a product of an artist of the early Renaissance.

: 4s I rscall, the period was characterized by a certain lack
of imsgination and of perspective, but had highest qualities of techmique
in color sad drawing. This masterpiece does, in fact, exhibit a degree
of imegination and perspective quite beyond what one would expect from
the artists of that period, and it is & matter of deep regret to me,
a8 it doubiless is to you, that the producer fsiled to affix his signa-
ture to it. But whoever may have been the artist, I am grateful to you
for keeping me reminded of the fact which we so oftem overlook, - that
some of the greatest productions in‘this world, even in modern times,
are the work of those who prefer mot to be known, snd who get more enjoy-
ment from what is accomplished than from the credit of doing it.

I hope to see you next weok, and am writing you separately about
it.

With best regards,

Sincerely yours,

Professor Charles J. Bullock,
Harvard University,
Cembridge, Haes.

BES.LS
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October 18, 1927.

Dear Profesesor Bulloe&:. |
Both of your letters have come, and while I now expect to be at ’l
the bsnk both Thureday, October 27 and Friday, October 28, there ie a poe- :
sibility that I may be in Weshington in advance of the November conference j j
of the Governors of the Faderal Reserve Banke. |
| Thursday is a very busy day for me on account of our dirsectors' j‘
meeting, and even on Friday I could hardly give an hour's time to discuseion, |
but I will do what I o=n in the time at my disposal, and poesibly Dr. Burgess -
can supplement for me.
I am not much of a prophet, and you will find me rather uawilling
to attempt anything of that sort as to so remote a period as two years hence;
even tomorrow is hard enough! |
Perhsaps in the circumstences I had better not make a specific
appointment until I am sure of being here. Tentatively, however, Friday
morning will be more convenient for me.

Youre very truly,

Professor Charles J. Bullock,
Harvard Univereity,
Cambridge, Mase.
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October 8, 1921.
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Mr. Benjamin Strong,

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

Dear Sir:

As you are a member of the National Un-

.
employment Conference we are enclosing a copy of

W

a Special lLetter dealing with Industrial Unemploy-

ment, prepared by the Committee on Economic Research

of Harvard University.

Yours very truly,

HARVARD UNIVERSITY COMMITTEE ON ECONOMIC RESEARCH

1 Enclosure



HARVARD UNIVERSITY

COMMITTEE ON ECONOMIC RESEARCH

CHARLES J. BULLOCK W. M. PERSONS

CHAIRMAN CAMBRIDGE‘ MASSACHUSETTs‘ U'S'A' EDITOR REVIEW OF ECONOMIC STATISTICS
CHARLES F. ADAMS J. B. HUBBARD
NICHOLAS BIDDLE EDITOR HARVARD ECONOMIC SERVICE
FREDERIC H. CURTISS
WALLACE B. DONHAM F. Y. PRESLEY
OGDEN L. MILLS GENERAL MANAGER

EUGENE V. R. THAYER

December 14, 1922.
Covernor Benjamin Strong,
Federal Reserve Benk of New York,
15 Nassau Street,
New York City.
My dear Governor Strong:
T was very glad to have your letter of

the 1lth, and: to know that you were going to Chicago to beard

the lions in their den, which I suppose is located on some va-

cant cow-pasture in Chicago.
As I thought of you I was reminded of

a cartoon which I cut out of the Paris Herald last February

¥
when T was in France, and have managed to find " in my art
gallery this morning. It relates to the fate of the Ceddes
report on economy and public expenditures. If T were a car-

toonist, or if we had one in this organization, I would like
to draw, or have drawn, & new picture of the lion in the Dan-
iel's den.

I shall be interested some time in
hearing what really happens st this party.

Yours sincerely,

Chneer /. Coeetod

P. 3. Please return this work of art; I need it for my gallery.

CJB/AMB
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T wes very glad to have your letter of
the 1lth, and to know that you were going to Chicago to beard

the lions in their den, which I suppose is located on some va-

As I thought of you I was reminded of

a cartoon which I cut out of the Paris Herald last February

]
when I was in France, and have managed to find

in my ert

gallery this morning. It relates to the fate of the Geddes
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EUGENE V. R. THAYER

December 16, 1922.

Covernor Benjamin Strong,

Federsl Reserve Bank of New York,
15 Naessau 3treet,

New York City.

My dear Governor 3Strong:

: I didn't think that the "embattled
fermers" would pull up the paving stones for the sake of
throwing apporopriste missiles at Well Street; and I wes
very certain that the farmers would not only not went to
hit you, but that you would meke a distinet hit with (and
not at) the farmers. I was therefore not surprised to
receive your telegram of December 15, announcing that re-
ports of your desth by violence were greatly exaggerated.

But T will: confess that I have been
very anxious that this particular Farmerfest should be a
complete success, and that I am accordingly very glad to
have the evidence your telegram supplies that you were in
good spirits on the evening of December 15. I believe you
will feel, after you get home, that you never did a better

job.
With best wishes, I remain
Yours sincerely,
CJB/AMB
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December 19, 1922.

Governor Benjamin Strong,
Federal Reserve Bank of New York,
15 Nassgu Street,

New York City.

My dear Governor Strong:

I am greatly interested in youwr letter
of December 18, I knew it would turn out that way, but am
very glad to hear the details. Nothing in the world can take
the place of a personal contact; and I expect your bank will
presently resemble an agricultural experiment station.

The next time I go over to your village
I shall surely call upon the most successful farmer in Wall

Street;

Yours sincerely,

R

.(:ZJL_«‘AaG.. 67(/' B

CJB/AMB

W. M. PERSONS = | |
CAMBRIDGE, MASSACHUSETTS, U.S.A. EDITOR REVIEW OF ECONOMIC STATIETICS

AR O TS AR

EDITOR HARVARD ECONOMIC SERVICE
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January 18, 1923,
Governor Benjamin Strong,
Federal Reserve Bank of New York,
15 Nessau Street,
New York City.
My deer Governor 3Strong:

I am going over to New York next Wednesdey afternoon
to look into the condition of winter wheat on Manhattan Island, and naturally
want to call at the Federal Reserve Agricultural Experiment Station and talk
with the head farmer.

Wednesday night I have an engsgement. Thursday morn-
ing T could call at the Experimenf Station, and Thursday night I could eall at
your house; but Thursdey afternoon I have a conference at the Harvard Club,
and shall be tied up. Friday morning I am going down to Philsdelphia to see

)
Governor Norris and some of the other dirt farmers, and find out how slowly
——
winter wheat grows down in that part of the wheat belt.

If you can see me at any time Thursday morning or
evening , I should be very glad indeed to secure an appointment with you. . Of
course T haven't any resl business, but I merely want to tell you some of
the things thet I don't know about banking.

Yours sincerely,

R S el

CJB/AMB

http://fraser.stlouisfed.org/
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January 22, 1923.

~£??gq.,‘

Governor Benjamin Strong,
Federal Reserve Bank of New York,
15 Nasssu Street,
New York City.
My dear Governor Strong:
I have your very kind note of
Janusry 19. I would much rather see your farm than
your grain elevator, especially if I can get around
there at the time you eat your dinner on Thursday even-
ing. I will, therefore, go over to 470 Park Avenue
after our meeting at the Harvard Club, and will probably
arrive just before the time the horn blows for dinner.
Yours sincerely,

"—‘T

e e i T A N ST W%

"'*wz

CJB/AMB
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“BDFRa. January 23, 1923.

Governor Benjamin Strong,
470 Park Avenvue,

New York City.

My dear Governor Strong:

1 am sorry to miss séeing you
Thursday eveéning, and still more sorry that you find
it nécessary to take a vacation in the /South.

Mr. Jay has just left the of-
fice after a very pleasant call wifh which he honored
us; and he told me that your tr;b to Chicago and other

al
things had taken a good dealf&ﬁt of you. I am writ-
ing this letter principallyffor the purpose of saying
that I hope a short vacati;n will be all that you need,
and that I hope the vagéfion will prove not only effi-

cacious but enjoyable'.

Yours sincerely,

CUL i i - e

e ————————

CJB/AMB
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June 16, 1923.

Mr. Benjamin Strong,
Cragmor Sanitarium,
Colorado Springs, Colorado.

My dear Mr. Strong:

Last week I went over to Manhattan Farms
end called at the grain elevator down on Nassau Street, where
you used to hang out, but are no longer to be found. Since
Mr. Jay hadn't anything better to do than talk with me for
about a couple of hours, I manmaged to extract from him full
information about your present condition, together with the
further information that in his (Jay's) opinion I was respon-
sible for it, by getting you to go to Chicago last November
or December. Jay evidently thought that I ought to have
known that if the embasttled farmers once got you within their
clutches that would either plant some germs in yowr larynx or ®
perhaps apply permanent cloture.to it.

Whether I am responsible or not, I am cer-
tainly very sorry that you are taking an enforced vacation.
Jay assured me, however, that you are getting the upper hand
of the laryngeal disturbers, and said that the prospects were
excellent that you would be back on the job next fall; of
course you will be. Germs used to be dangerous, but they
haven't much chance these days against modern methods of
treatment, applied in time.

Mr. Jay looked well, and the elevator seemed
to be functioning as usual. Quite a large consignment of
grain was being delivered out of an armored car (or else was
being taken away) when I went into the building. Probably
J. P, Morgan, Kuhn Loeb, or Lazard Freres were the farmers in:
*the transaction.

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



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

B. S. 2 6/16/23.

I found the Manhattan fermers whom I
called upon considerably more cheerful than they were in
April, but not as cheerful as I found them the first week
in March. Something is always happening to take the joy
out of life for the people of Manhattan Farms. I am
glad that I live at this way station on the main line
from Manhsttan to Labrador. If I had to live over in
Menhattan I think I should join the farmer-labor party.

The enclosed Letter tells you how the
crop situetion looks to the Harvard Farm Service.

From reading the Federal Reserve Bul=-
letin for June, I infer that the Washington people take
a view of the situation that is very much like our own.
It may be that when you return in the fall you will find
prices rising again and bank loans increasing; and then
agein it may be you will not. It will be either the
one thing or the other, or else things will be moving
sidewise, or something else; and nothing in the situa-
tion justifies any less definite or less confident
forecast than this. We certainly feel confident here
that something is going to happep, or else nothing at
all will occur, between now &nd the time when the Man-
hattan grain erop is harvested.

I hope this letter will find you in
as good condition as Jay has described, and that your
health will be completely restored by fall. Persons
joins me in sending very best regards.

I remin

Yours sincerely,

CJB/AMB e ——
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July 25, 1923,

Governor Benjamin Strong,
Cragmor Saniterium,
Colorado Springs, Colorado.

My dear Mr. Strong:
I was glad to receive your letter of June 28,
and still more pleased to observe the vigor with which you came

back at me.

I fully agree with what you say about a change

* having teken place in the control of credit; but I am not so sure

whether your argument is made et our money curve or at Leonard
Ayres's deductions from post-Civil-War experience, etc. Perhaps
you had both things in mind.

I would like to sit down with you and talk
this point over at length; and when yol get back to New York I
shall hope to have an opportunity of doing so.

If you had ouwr curve in mind, I may say that
we realize that ultimate control of credit in the United States
does not rest where it rested in 1913, and that we know that the
Federal Reserve System is, after all, a new machine concerning
the workings of which no one can be certein. TWe figure in this
office that we can judge pretty well what the policies of the
Boston, New York, Philadelphia, Cleveland, Chicago, Minneapolis,
and San Francisco reserve banks will be; concerning the Washing-
ton end of the System we are not so certain.

If, however, you had in mind the changes that
have taken place in the control of credit since post-Civil-War
days, I may say that we have for a long while taken these changes
into account in our forecast of the probable course of commodity
prices during the next ten years.

I should like also to talk over with you your
plan for regulating the operstion of the Federal Reserve System..
I certainly sympathize with the purpose of that plan, and perhaps

Federal Reserve Bank of St. Louis
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you could satisfy me as to its practical operation.

Young and Persons, who are in town this summer,
were glad to have news of your favorable condition, and want to
send their best regards to you. Just now we are thinking about
the possibility of an increase of rediscount rates next fall, and
the probable results of such increase. Fred Curtiss and I had a
long talk about this yesterday afternoon. We speculated about
the possibility of increasing rediscount rates to 5 per cent
without having this action taken as a signal for general liquida-
tion. It ought not to be so regerded necessarily, but there is
a distinet possibility that it may be, none the less. The
country has got to have more experience with the Reserve System
in normel times before one can be perfectly sure that reasonable
precautionary measures will not be taken as serious danger signals.

In this office we are just now waiting to find
out whether we have been false prophets or true prophets during
the last three months. The last ten days or a fortnight have
brought some evidence that the recession in business is nearing
its end and will be followed by an upturn in the fall; but no one
yet knows what is going to take place.

With very best regards, I remain

Yours sincerely,

U wdtin s 7- Cjz;4¢oilél~_¢ﬁ

CJB/AMB

ederal Reserve Bank of St. Louis
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August 16, 1923

Governor Benjemin Strong
Cragmor Seniterium
Colorado Springs, Colorado

My dear Mr, Strong:

Perhaps the enclosed cartoon has come to
your attention, but I don't want to teke any chance of your
missing it, end therefore am sending it along.

I wes very glad to note the fighting spirit in your
letter of August eighthjend if you only please come home
perfectly well, we will get up a whale of a scrap. By the
wey, J. tells me that it is possible for a fellow to go to
Colorado Springs and still get out and see e prize fight.

To be serious for a moment,- I may say that the last
three or four weeks have brought clear evidence that commodity
prices in general have stopped recedinf and are beginning to
teke a little turn upward. The next three or four weeks will
probably bring quite a change in business conditions and bus-
iness sentiment.

With best wishes, I remain

Sincerely yours,

C s 2}- IR N

CJB M B s
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%bv September 18, 1923.

Mr. Benjamin Strong,
Cragmor Sanitarium,
Colorado Springs, Colorado.

My dear Ir. Strong:

I am greatly interested in your memorandum of Sep-
tember 12, and want to take a few days to digest it before replying.
I will not show it to anybody; but I want to ask whether you would
like to have me show it to Allyn Young and Persons, with a view to
getting their reactions. I don't request this, but merely suggest
it because you may decide thet it is worth while to get these fel-
lows' reactions. ‘

I was over in New York a fortnight ago, and
called at the grain elevator; but Farmer Jay was out of towm, and
Dairyman Snyder was in Europe or some other place. Shepherd
Case had gone down to the Battery to make sure that none of the
lambkins down there were wandering off on the Coney Island steamer;
and therefore I didn't get much of anything except a pleasant re-
ception from the watehman and kind smile+from the messenger boy.
These, however, made me feel that conditions at the Bank were quite
normal, or otherwise, or something of that sort; which is to say
that everything wes as serene as could be expected in a Federal"
Reserve Bank situated so near the recognized financial distriet of
the universe.

Yours sincerely,

Wm

CJB/AMB
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September 24, 1923.

Mr. Benjamin Strong,
Cragmor Sanitarium,
Colorado Springs, Colorado.

My dear Mr. Strong:

Yesterday (Sunday) I found the first opportunity I
have had to give your letter of September 12 the careful study it re-
quired, and to look up the very interesting statisties to which you
call my attention.® It is needless to say that I spent a most inter-
esting and profitable afternoon. I had known, of course, that the

] Reserve Banks had done something to support the bond market when it
was very weak, and that about a year ago now the Banks began to re=-
duce their security holdings. I had not, however, realized the
full importance of the changes in the earning assets of fhe Reserve
Banks since Janusry 19223 and I wonder how many other people have
done so.

Another thing that was borne in upon me yesterday
was that, wvhen I gave your letter a first reading immediately upon
its arrival, I did not fully appreciate how confidential some parts
of it were. As I wrote you last week, I have kept the thing to my-
self; but if I had fully understood your letter then, I should have
hesitated to ask your permission to show it to Persons and Young.

I now appreciate that you may not want me to show the letter to any
‘one.

I have also had to think very carefully about

t use I could properly make in our publications of the conelusions
to which a study of the earning assets of the Reserve Banks led me;
and have concluded that all that we can now do is merely to point out
that the increase of rediscounts by member banks has been offset by
reduction of other earning assets of the Reserve Banks, so that the
Reserve System has not expanded. Of course we had already noted
that the note issues of the Reserve Banks had remained almost sta-
tionary, and had called attention to the fact that the gold which
“has been coming into the country has been passing into eirculation.
From now on, I shall note with increased interest the changes in
the security holdings in the Reserve Banks.
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The theory of Federal Reserve operations whioch you
present is to some extent contained in the article which Carl Snyder
published in the American Economic Review last June. On page 284 of
that article h oposes that the Reserve Banks should increase or
decrease t e{?°ﬁb dings by an amount corresponding to net gold imports
or exports. A do not infer from your letter that you would agree with
some of the other things that he said in his article; for example, para-
graph 4 on page 284, in which he proposes that rediscount rates be
raised or lowered according to changes in the general price level.

I agree fully with what you say about the complexity
of the forces that cause price changes, though I think I might state
some of the points somewhat differently. I admit also all that you

- 458y about the difficulties of price regulation. I feel veryu%%%%%ggl,
however, if the Reserve Banks can effectively control the sit
through increases or decreases in their security holdings or in their
purchase of bills in the open market.

My study of the very interesting figures to which
" you call my attention yields the following results: On September 20,
1922, the Reserve Banks held 439 millions of securities; and on Sep-
tember 19, 1923, they hold only 93 millions. Between the two dates,
also, their bills bought in the open market seem to have decreased
from 220 millions to 171 millions. The decrease in these two items
is 396 millions; and meanwhile rediscounts appear to have risen by
some 330 millions, the net shrinkage of earning assets being some
45 millions,

If gold imports had come to an end, the poliecy
might be considered a success; but imports of gold are not at an
/ end, and if they continue for _a few months more the policy will fail,
because the sedurity holdings and the bills bought in the open market
will have approached the vanishing point. I suppose that the vanish-
ing point would never be quite reached, because the Reserve Banks
7L\ might not want to empty completely their portfolios of open market
bills, or dispose of the last dollar of their securities. On Septem-
ber 19 the Reserve Banks have only 264 millions of securities and
bills bought in the open market; so that if gold imports continue six
month longer the Banks would have no cards left to play. If, how-
ever, gold imports come to an end before then, and gold exports begin,
all the cards would not have been played before this phase of the game
had come to an end. As the figures now stand, I am wondering how
much longer the plan, assuming it to have been effective, will con-
tinue to be capable of operation.

Another idea that is strongly impressed upon me
/ is that if and when the movement of gold turns ssimrd, the Reserve
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policy of increasing bond holdings and increasing purchases of bills
in the open market would not prove disastrous. Suppose that next
January, before the portfolios of the Reserve Banks become bare, and
therefore before the plan has broken dowm, a gold export movement of
considerable proportions and considerable duration begins. It seems
to me that if, with gold flowing out of the country, the Banks should
begin to increase their purchases of bills and securities, they would
either very rapidly reduce their reserve ratios to a point that would
necessitate an increase of rediscount rates or else would begin to
increase their note issues, which would take the place of the gold
that is leaving the country. Such increase of note issues would
make the reduction of the reserve ratios quite gradual, and postpone
for perhaps a considerable time the inevitable increase of rediscount
rates; but in the long run rediscount rates would, even in this case,
have to be increased unless it was desired to have the outward move-
ment of gold go on almost indefinitely.

What I have said comes to this; that if imports
continue for a few months longer, the Reserve Banks will not have

|'any more bonds or bills to throw upon the market, and will face the

necessity of an increase of rediscount rates if they are to continue
to regulate things at all. And, upon the other hand, if a pro-
longed export of gold should begin, rates would have to be inecreased
sooner or later unless the Banks wanted to continue to issue reserve
notes until by so doing they brought their reserve ratio down to the
legal minimum. Thichever way things turn out, it seems to me the
Reserve Banks will finally be thrown back upon the other poliecy;
namely, increasing rediscount rates.

One other question is also suggested by study of
the figures. I notice that, between November 22, 1922, and Decem-
ber 27, 1922, the seourity holdings of the Reserve Banks increased
from 295 to 458 millions. There may have been some special reason
for this; but it was a violent departure from the plan of control-
ling things through decrease of earning assets,Ssee,it took place
when gold was still coming into the country. The reversal of
policy at that time raises the question whether, in the then exist=-
ing condition of security markets, the Reserve Banks were able to
adhere to the poliey of reducing their security holdings and open
merket operations.

Between August 22 and September 19 of the present
year, I notice that the security holdings of the Banks have increased
by 9 millions, while their bills bought in the open market have de-
creased by 6 millions, the net increase of these earning assets being
3 millions; and I am wondering whether further similar increases will
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be shown during the next few weeks. The security market is now in a
fairly weak condition; and the private information we get from New
York and Boston is to the effect that the condition of the bond mar-
ket is fairly bad. The expansion of these earning assets between
the dates I mention was, of course, so small as to be unimportant;
but I find myself won@gﬂag?ﬁgfatly whether some further expansion

is now to take place, or the policy of reduction of these assets

will be resumed. =

Altogether I feel very doubtful whether the plan
you outline will work without changes in rediscount rates. Perhaps
you did not mean to say that it would work without such increase of
rates. I can see that changes in your security holdings and open
market operations are a valuable adjunct to changes of rates; but I
doubt if the plan will work without rate changes. Perhaps you did
not intend to imply that it would.

It is very unsatisfactory to try to thresh out
such matters as this by correspondence; and on this account, as well

as on others, I am very glad to learn that you expect to be home on

November 1. Not long after that date your office door will be
darkened by the shadow of an earnest inquirer after knowledge, which
shadow hasn't grown any less since I saw you last winter. It is
very pleasant to know that you are coming back in good shape and so
much interested in economic and banking problems.

With best wishes, I remain

Yours most sincerely,

Cliant 7, 03 catto=

CJB/AMB

Federal Reserve Bank of St. Louis
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October 28, 1923.

Governor Benjamin Strong, ACKNO WLEMED

Federal Reserve Bank,
15 liassau Street, NOV 1 - 1923
New York City.

R 8

My dear lir. Strong:

I was very glad to receive your letter stating that
you were on the point of leaving for home, and am very glad to bid you
welcome back to your village.

When you take a walk out in your front garden you
will find. that the bloom is off the stock market; but, if you continue
on until you come to the bond market, you will find that the poor lit=-
tle bonds and bondlets are beginning to raise their heads, Perhaps
this is because they know that on October 17 the New York Federal Re~-
serve Bank only had about twelve millions of bonds and notes left to
drop upon them. You will find business in the doldrums, but money
disgustingly cheap, so that the outlook for a business depression is
really not as good as some of the brethren would like to have it.

i

I enclose a copy of your last long letter, which
of course I read with great interest. All that I want to say in
this letter is, first, that I am mighty glad you are returning in
such good condition; and, second, that I expect to desecend on your
Bank vi et armis some time next Thursday or Friday, when I expect
to be in New York. I am Very anxious to have a long talk with you,
and appreciate that, after such a prolonged absence, you may be very
busy at this time so that you cannot give me more than a few minutes.
If this turns out to be the case, I will make another trip over to
your village at a later date, when we can really get a chance to
talk things over.

Yours sincerely,

CJB/AMB
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December 8, 1923.
Governor Benjamin Strong,
Federal Reserve Bank,
15 Nassau Street,
New York City.

My dear Governor Strong:

Your letter of November 27 has remained unanswered
because I had hoped to see you very shortly, and so to avoid discussion at
long range by correspondence. Either I differ from other people, or else
I have a special facility for saying things in such a manner as not to con-
vey quite the ideas which I wish to convey.

* In the first place, I may say that I had noticed
the recent increase of open market operations of the Federal Reserve Banks,
which I had supposed might indicate nothing more than a desire to keep on
earning their dividends at a season when rediscounts were diminishing.

But I saw last Tuesday a Washington dispatch to the Journal of Commerce to

_ the effect that it was expected that extensive purchases are to be made in
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http://fraser.stlouisfed

the market in the immediate future; and this naturally set me wondering.
Since I had to go to New York some time this month, and should have diffi-
culty in going later, I went over last Wednesday night, hoping that you
would be back by Thursday or Friday. I had a very pleasant talk with IMr.
Jay, but regret that I did not see you. I had appointments in Cambridge
that made it necessary for me to be home today; otherwise I should have
waited wntil Sunday night in the hope of seeing you.

Under the conditions, I can simply write what is
on my mind, and what I would have said to you if I had been able to see
you.

There is real danger of gold inflation through
continued imports of gold; and up to November you were successful, by a
bold stroke, in holding the thing off. Unfortunately for the policy,
it now seems that unsettled conditions in Europe and discussions of a
capital levy in Great Britain are likely to continue to produce large
gold imports for some months to come. leanwhile you have used up about
all of the ammunition with which you started, and have got to find some-

thing else to do. At such a juncture it is surprising to see open mar-
ket operations begin to increase.

This development has led me to think further
about the idea which has been considered by you but rejected; namely,
the purchase of acceptances in the London market as a means of prevent-
ing gold coming here and infleting us. I understand fully the diffi-
culties of a political nature that such a policy would encownter, but

.org/
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would like to make the following suggestion. Perhaps the thing might now
be done with benefit rather than detriment to the farmer. If gold continues
to come here, it will certainly produce inflation and will increase the
prices of the things the farmer buys. Upon the other hand, if you were to
& adopt the policy of buying bills in the London market, you would be doing
‘ something that would tend to inflate the markets where the farmer sells his
- staple crops. Would it not be for the farmer's interest to have gold infla-
tion in the United States avoided, and to have bills bought in the London
market with the possible effect of improving the prices that the farmer gets
for his export surplus? I concede that the amount of such purchases which
you might make would be relatively small, and might meke no substantial dif-
ference over there; but the tendency would be as I have suggested. Under
existing conditions, therefore, is it not possible to reopen the question of
the advisability of purchasing bills in the London market? Incidentally,
such a policy would help to solve the problem of meeting the expenses of the
Reserve Banks.

I had hoped to give you an opportunity to shoot this
full of holes without exposing my ignorance in a writbten communication; but
since I did not see you I have got to make this possible exposure of my ig-
norance. I am taking it for granted that there is nothing in the law that
prevents you from purchasing the right sort of acceptances abroad. If the
law prevents you from doing so, then of course my ignorance is all the great-
er. :

I should be considerably disturbed in mind if I should
see the Federal Reserve Banks inereasing greatly their purchases of government
certificates during the next thirty to sixby days, because it does not seem to
me that either security or commodity markets need to be stimulated at this
time. I may be wong on this point; but we are inclined to think here that
the first three months of next year will be a period of considerable activity
in business, and that it is even possible that by April there will be need of
some restraining influence. To stimulate things now might make the need of.
a restraining influence in April all the greater; and I should consider it
unf ortunate for the doetor to stimulate the patient and then be obliged to ad-
minister gedatives four months later. Doubtless the Reserve Banks could pur-
chase a nfoderate amount of securities in the immediate future without stimu-
lating things to an appreciable degree, and if that if all that happens my
fears will be unfounded; but I am disturbed at the suggestion in the Washing-
ton dispatch to the Journal of Commerce to the effeet that a resumption of
purchases in the open market by the Reserve Banks may be intended to obviate
a necessiby for a change in rediscount rates, which change, evidently, would
be in a dowmward direction.

So far as I can see, security and commodity markets
ought not to be stimulated by reductions of reserve rates or increased open
market purchases on a scale sufficient to make money cheaper than it would
otherwise be. If you have different information on this point from what I
have, you would naturally not agree with me, and I would probably not under-
take to convince you that my information is better than yours; but I merely
state my views for what they are worth.
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From what we can learn about the prospects of the
building industry and the plans of the automobile makers, as well as the
general trend of developments in ofther industries, it may well turn out
that the first three or four months of next year will be very much like
the same months of 1923, with the possibility of a situation developing
which will call for moderate corrective measures by next April or lay.

There is one other thing which I should have said
to you if I had seen you; namely, that it may be that the reparations
problem is now in course of solution, although most of those who are talk-
ing and writing about it think that it is farther from settlement than
ever. The solution which may be in process of being worked out is the
French solution, and not the English. It may involve the gravest danger
of another European conflict at some future time; but it may also produce
conditions under which economic conditions in Germany will become stabilized
and will then gradually improve. The agreements that the French are work-
ing out with the German industrialists in the Ruhr will begin to yield some
reparation money; and they will have the further effect of weakening Germany
in the political and military sense, and thereby affording immediate security
to the French, which is probably the main thing that the French have in mind.
It is possible, indeed, that the French policy will result in political and
social disturbances in Germany this winter, which will make conditions there
worse than ever; but if they do not do so we may, by spring, find the Ruhr
industries going shead again on a basis that will have to be accepted as the
final adjustment for the time being of the reparations problem. This is a
very tentative opinion, whioch the developments of the next three months may
prove to be wrong; but I think it is worth derious consideration.

Allyn Young is, I think, planning to go over to New
York some time before Christmas; and I have suggested to him that he should
try to see you while he is there. I doubt if I can get over again before
the early part of January.

Yours sincerely,

CJB/AMB
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Governor Benjemin Strong, December 11, 1923.

Federal Reserve Bank,
15 Nassau Street,
New York City.

My dear Governor Strong:

I have your letter of December 10, and am glad to
learn that the Board will probably publish something concerning its poli-
cies in the near future. Enough has leaked from Washington, both about
the plan of combatting inflation and the matter of handling investment ac-
counts, so that both things have been to some extent the subject of dis-
cussion among bankers and others interested since early in November.

There has been, however, surprisingly little discussion, or for that matter
intelligent interest in them, on the part of large bankers. I have talked
with only a few, and in no case until after there had been a leak at Wash-
ington. We will, of course, be very careful what we say in our publica-
tions.

Even if there had not been these two leasks, it
would be very desirable for the Federal Reserve Board or the Committee of
Governors to publish a statement about their policies; and I was very
glad to learn from what you said when I saw you last month that you had
been in favor of proper publicity. The kind of publiecity that these mat-
ters get at Washington has seemed to me to be pretty unfortunate. 1In ad-
dition to things that members of the Board and the Board's employees say,
and in addition to the Washington newspaper dispatches, there is a certain
person who makes a business of sending out to subscribers to his service
reports of what he says he has learned from members of the Board about
future policies. You doubtless know to whom I refer.

Following up the suggestion that I made in Satur-
day's letter about doing something to inflate the marketsin which the
farmer sells his commodities, it has occurred to me that it is perhaps
not impossible to get some representative of the farm interests to "de-
mand" that the Federal Reserve Banks do something to prevent inflation
of the markets in whioch the farmer buys, and to inflate the markets in
which he sells. Then we revised the tax laws in Massachusetts some
years ago, we had two delicate matters which we managed by having a de-
mand made upon us that these things should be done, the demand coming
from the quarters that might naturally have been expected to oppose them.

Yours sincerely,

CJB/AMB
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EUGENE V. R. THAYER

Governor Benjamin Strong, December 13, 1923.

Federal Reserve Bank,
15 Nassau Street,
New York City.

My dear Governor Strong:

T I have your letter of December 11, and if it is pos-
sible to do so will run over to New York some time before Christmas, But
work in this office is very exacting; I have company coming; and there are
certain family and personal matters long neglected which are demanding im-
mediate attention; so that I am not at all confident that I can come.

. On the other hand, Allyn Young is going to New York
on or about the 17th, and will write you to make an appointment with you.
If the complications I referred to can be disposed of, I can perhaps come
over to New York on December 19, and either see you that evening or see
you some time on the morning of the 20th. I should have to return to
Cambridge on the afternoon of that day. It is unlikely that I can do
this, however; and my ability or inability to make the trip will depend
upon whether a certain surgical operation which is in prospect turns out
to be a minor operation or one of intermediate importance. It pretty
certainly isn't a major operation; but it ig troublesome just the same.

My opinion upon the question put in your letter of
December 11 is probably not worth a great deal; but I am greatly interest-
ed in the problem that "teacher" has propounded, and will venture to make
the following statement of my ignorance:

A. 1If the Reserve Banks were to buy $100 or
$200 millions of seourities in the New York market, and by so doing
effeot an exactly equal reduction in the amount which New York City
banks were borrowing from you, you would probably not stimulate
greatly the security market or tend to inflate business by that
operation. But this answer is predicated on the assumption that
your purchases reduce member banks' borrowings,by an amount corres=-
ponding to your purchases, below the point which they would other-
wise fall to at this season of the year. If you stay out of the
open marke’c,redisoouxrbs are going to decrease anyhow during the
next thirty to sixty days, and your purchases will stimulate the
market unless they meke rediscounts diminish by enough more than
the seasonal amount to offset the effects of your purchases. If
rediscounts are going to diminish seasonally $100 to $200 millions
anyway, and you do not, by releasing money through your purchases,

diminish them by an additional $100 to $200 millions, you will be
inflating things.

http://fraser.stlouisfed.org/
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B. In the above answer I have said "New York City
banks". Of course it is true that in the long run money finds its level
in all the different uses to which it is put. But the money you release
is going to be put into the investment market in the first instance; and
unless the reduction of rediscounts goes on by banks who are in daily
touch with the investment market, and so presumably effects an amount of
liquidation in that particular use of money equivalent to your purchases
of securities, you will be tending to inflate things. Money does not
find its way immediately to the same level in all the uses to which it is
put; the security investment part is one use, commerce is another, ete.,
ete. A lot of money dumped into one of these pots doesn't immediately
affect a general redistribution of money through the underground conduits
that connect the different pots; and if speculative markets are inclined
to be bullish your action will stimulate speculation in securities.

C. As a means of combatting gold inflation, I rather
doubt if your plan is effective after you use up the original ammumnition
with which you started. 1In the spring of 1922 the Reserve Banks had some
$500 or $600 millions of governments, and that stock of ammmition could be
employed effectively along the lines you propose. TWhen you use up that
original stock, I doubt if you are going to accomplish much in the way of
combatting inflation by buying more ammunition. If your purchases of se-
curities could compel the banks that are in direct touch with finanecial
markets to reduce their rediscounts with you, you would not inflate se=-
curity merkets very much; but I guess that if you buy as many as $200
millions of governments during the next sixbty or ninety days you are go=-
ing to stimulate security markets to a very considerable extent, and you
are not going to accomplish anything much in the way of combatting gold
inflation.

D. You may by this operation accumulate some securi-
ties which you can use as a means of controlling security merkets, and so
controlling business expansion next spring if there is need for exerting
such control then; but you will probably have stimulated both things some-
what by your purchases.

E. I think everything depends upon the amount of
your purchases. $50 to $100 millions would not stimulate things much
anyhow; but, on the other hand, it would not go far toward combatting
gold inflation or giving you control of the situation next spring.
Thichever thing you are aiming at, you would not want to buy a popgun;
and the purchase of a really powerful weapon would seem to require pur-
chases of government securities on a considerable scale. $200 millions
would certainly not be a great deal of ammunition.

F. I have made some inquiries this week about the
price of certificates, end am told that certain issues have recently
risen in price,and that any considerable further demand for such issues
would produce further price inoreases. Perhaps these are not the issues
you want to buy. -

I shall not be surprised to receive a mark of zero on
this examination paper; but I hope teacher will be as kind as it's in the
nature of such animals to be!l

Yours sincerely,
Digitized for FRASERCJB/_AMB
http://fraser.stlouisfed.org/ C !LM 7 = @ /‘—u"z"’b‘\
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HARVARD UNIVERSITY

COMMITTEE ON ECONOMIC RESEARCH

CHARLES J. BULLOCK W. M. PERSONS

CHAIRMAN CAMBRIDGE' MASSACHUSETTS' U's' A' EDITOR REVIEW OF ECONOMIC STATISTICS
- CHARLES F. ADAMS J. B. HUBBARD
NICHOLAS BIDDLE EDITOR HARVARD ECONOMIC SERVICE
FREDERIC H. CURTISS
WALLACE B. DONHAM F. Y. PRESLEY
OGDREN L. MILLS GENERAL MANAGER
EUGENE V. R. THAYER
Governor Benjamin Strong, December 18, 1923.

Federal Reserve Bank,
15 Nassau Street,
New York City.

Dear Governor Strong:

i I have your letter of December 13, and will regard it
as strietly confidential. It will be very fortunate if a simple statement
of the policies the Reserve Banks are following can be published in some
form that will be considered authoritative.

In the first place, I note what you say about the
causes for the inerease in the holdings of certificates and the increase
in bills owned, So far as certificates are concerned, your explanation
clears the whole matter up; but what you say about bills owned leads me
to make the following comment.

An inerease of your buying rate would, I suppose,
throw a greater burden upon member banks, and tend to increase the amount
of discounts and rediscounts. By buying more bills without changing
your buying rate, and so allowing rediscounts to diminish, you ease the
money situation, and thereby give the bill market and the statements of
member banks an appearance of ease which does not reflect accurately the
actual conditions. This may be a wise thing to do, particularly if you
believe the conditions to be temporary; but it would seem to me, none the
less, that you are expanding Reserve Bank credit, and thereby preventing
the slow distribution of bills from producing the natural effect it would
have upon the bill market. The policy may be a wise one; but it tends
to make money conditions easier than they would be if you advanced your
buying rate, thereby causing banks to inecrease their bill holdings and to
stop reducing their borrowings from the Reserve Banks. Assuming that
the policy is a wise one under the conditions, it seems to me to make a
real difference in the bill market and in the reported condition of member
banks. I assume you are right in saying that it is better to have bill
holdings increase than to have discounts do so; but this seems to me to
mean that the increased bill holdings are making some difference.

I did not mean to assume that by purchasing govern-
ment securities you inevitably increase your earning assets above what
they were at the time that the poliey of buying governments is put into
operation, because of course rediscounts might decrease by an amount ful-
ly equivalent, or even more than equivalent, to your government purchases;
but I meant to say that, even though your total earning assets showed no
increase, you might be doing something that would prevent them from showing
a decrease that would otherwise take place. Let us assume that, during
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the period you are buying $100 millions of governments,your rediscounts
would, in the natural course of events at this season, diminish $100 mil-
lions. I meant to say that your government purchases might tend to af-
feot the situation unless they had the effect of producing an additional
decrease of $100 millions in rediscounts. If the natural seasonal de-
crease of rediscounts duwring the period be placed at $100 millions, and
your purchases have the effect of causing a decrease of $200 millions in
rediscounts, then you have not affected the situation; but if yowr buying
of governments results in an additional decrease of rediscounts of only
$50 millions, then the result will be that rediscounts will decrease by
the total amount of $150 millions, and your government holdings will in-
crease by $100 millions, thus making yowr earning assets $50 millions
larger than they would have been if you had not been purchasing govern-
ments.

I intended to raise the question whether you could
be sure that purchases by the Reserve Banks of $100 millions of govern-
ments would make the reduction of member banks' rediscounts $100 millions
greater then it would naturally be at this season of the year. I have
no doubt that such purchases of governments by the Reserve Banks will
make rediscounts decrease faster than they would otherwise decrease at
this time; but you will certainly be affecting the money market if your
purchases do not cause a decrease of rediscounts $100 millions greater
than would otherwise have occurred.

In regard to buying bills in the London merket, I
did not mean to suggest that the Reserve Banks should buy sterling bills
and get involved in a speculation in sterling exchange. I assumed, as
was assumed in what disoussion I had of the subject with some of the Re-
serve Bank people two or three years ago, that bills could be bought
abroad drawn in terms of gold currency, which would not involve a gamble
in exchange. Perhaps it would be hard to find such bills today in con-
siderable quantity which would be eligible for purchase by the Reserve
Banks; and if so, there is nothing in the suggestion that I made.

If there are eligible bills drawn in terms of gold
currency which can be bought abroad, in London or anywhere else, it still
seems To me, in spite of what you say on the third page of your letter,
that, to the extent to which you could buy such bills, you would be like-
ly to head off gold imports. 1In order to secure the credit on the books
of the Bank of England there would have to be either a gold shipment .or,
what of course is more likely, a purchase of foreign bills, which would
make the foreign countries our creditors to that extent. By becoming
our creditors on account of this transaction, they would not be under
the necessity of remitting gold in case there were a foreign demand for
gold in order to purchase American securities or to buy anything else in
the United States.

So far as the effect of your purchase on the Ameri-
can market is concerned, it seems to me to be like any other investment
that you make, for example the purchase of government certificates that
we have been discussing above. If you can do that without inflating,

http://fraser.stlouisfed.org/
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you could, under similar conditions, do the other thing; and of course the
amount of the purchases of foreign bills that you could make without caus-
ing inflation here would be limited in the same way that your purchase of
certificates is limited.

The fourth page of your letter is intensely interest-
ing, but impossible to discuss without expanding this letter into a volume.
I agree that we may next spring reach a situation in the United States that
will call for some action by the Reserve Banks to prevent inflation., I
did not think that was the case last spring, but I can see that it may hap-
pen next spring. If the situation arises, the best thing to do would be
to advance rediseount retes; but I know what you would say on that point if
we were talking the matter over, either at the Links Club or down at your
grain elevator. 1In view of the conditions you would undoubtedly state if
we were having such a conversation, I agree that it may be a good thing for
Reserve Banks to. provide themselves now with some short-time government se-
ourities, provided they can be aoqulred without stimulating the market.

The last sentence on page 4 of your letter puisthe proviso quite differently,
nemely, as follows: provided they can be acquired "without effecting a net
increase in earming assets" In order to avoid stimulating the things you
may need to regulate later, you would need, it seems to me, to increase your
purchases of governments only by such amount as would make your total earn-
ing assets move precisely as they would move if you were not making govern-
ment purchases. If, at a time when your total net assets would otherwise
decrease as the result of decrea31ng redlsoounts, you purchase governments
and thereby keep your total earning assets ‘at the same level, it seems to

me you would be stimulating the market.

Allyn Young went over to New York on a hurried trip

lMonday, but was unfortunate enough to find you out of tom. He will be

going through your city the last part of Christmas week, and will doubtless
try to see you then.

Yours sincerely,

CJB/AMB
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December 27, 1923.

Dear Governor Strong:

I have your letter of December 24, and enclose
herewith the only correspondence with the Chicago banker. This was
based upon such published data as were available concerning Federal
Reserve Bank investments and information that "leaked", probably from
Tashington, during October. I know that one "leak" was from Washing-
ton; the source of other "leaks" I do not know.

I think this letter is written just as it would
have been written if I had never had any letters from you and had not
seen you on the second of November. At any rate, that was my inten-
tion. Your correspondence has been regarded as confidential; but of
course I cannot profess to be ignorant of things that come from out-
side sources. In this letter to Dr. Lichtenstein I tried to write as
an outside observer, expressing merely beliefs or conclusions based
upon data available to him.

I told you, either when I saw you on November 1 or
2 or in the letter which I wrote you just before I left New York, that
there had been a "leak" on this matter, and that I had therefore felt
free to discuss things about which I couldn't very well be ignorant
after other people knew them. I also told lr. Jay the same thing,
and seid that I had talked with two or three people in New York whose
reactions to the poliey had been very favorable.

I also enclose a copy of Dr. Lichtenstein's let-
ter to me, in order that you may understand the references in my let-
ter to the general credit situation, about which I wrote on the last
page. Of course I should not have written any such letter if the
thing had not already been out.

We shall always keep everything we have from con=-
fidential sources strictly confidential until the thing gets out.
After that it is impossible for us to be ignorant, although of course
we never refer to confidential sources, and do not profess to have -
inside information.

Federal Reserve Bank of St. Louis e — R
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December 27, 1923.

Governor Benjamin Strong,
Federal Reserve Bank,

15 Nassau Street,

New York City.

Dear Governor Strong:

I have your letter of December 24, and enclose
herewith the only correspondence with the Chicago banker. This was
based upon such published data as were available concerning Federal
Reserve Bank investments and information that "leaked", probably from
Washington, during October. I know that one "leak" was from Washing-
ton; the source of other "leaks" I do not know.

I think this letter is written just as it would
have been written if I had never had any letters from you and had not
seen you on the second of November. At any rate, that was my inten-~
tion. Your correspondence has been regarded as confidential; but of
course I canno®t profess to be ignorant of things that come from out-
side sources. In this letter to Dr. Lichtenstein I tried to write as
an outside observer, expressing merely beliefs or conclusions based
upon data available to him.

I told you, either when I saw you on November 1 or
2 or in the letter which I wrote you just before I left New York, that
there had been a "leak" on this matter, and that I had therefore felt
free to discuss things about which I couldn't very well be ignorant
after other people knew them. I also told Mr. Jay the same thing,
and said that I had talked with two or three people in New York whose
reactions to the poliey had been very favorable.

I also enclose a copy of Dr. Lichtenstein's let-
ter to me, in order that you may understand the references in my let-
ter to the general credit situstion, about which I wrote on the last
page. Of course I should not have written any such letter if the
thing had not already been out.

e shall always keep everything we have from con-
fidential sources strietly confidential until the thing gets out.
After that it is impossible for us to be ignorant, although of course
we never refer to confidential sources, and do not profess to have
inside informetion.

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



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

B Se 2 12/27/23.

In our publications we have said less than we
should have been justified in saying, in view ot the "leaks" which
occurred in October and in the first week of December. I think the
only reference to anything of the sort is in the Letter of September
29, in which it is pointed out, in a survey of the general money
situation, that, while member banks have expanded during the past
year, the Federal Reserve Banks have not expanded, in spite of gold
imports.

It is our intention not to do anything but
chronicle movements of the bank statisties until there is some
authoritative statement of Federal Reserve policy. It is my belief
that it would be a bad thing for our publications to have the idea
get abroad that we are operating on inside information. TWe have, I
think, never published anything not based upon data which were common

_ property, or intended to be common property. As for speaking with

any authority about the policies, of course we shall never think of
doing that, either in our publications or personally. The fact that
Fred Curtiss is on our Committee alone would make this necessary.

Fred has always leaned over backward; and he never has told me anything
about your policies.

I hope that my letter to Dr. Lichtenstein has
caused no embarrassment in Chicago. You will see that its effect
would be to impress upon him pretty strongly the fact that, during
the previous twelve or fourteen months, the Reserve Banks had acted
pretty effectively as an equalizing factor in preventing gold infla-
tion.

Yours sincerely,

(:3[..4,424. 77- éE%»A«AﬁtQ—ZAGL

CJB/AMB :
P, S. On looking at my letter from Chicago, I notice something con=~
fidential in it, which I had not noticed before. I will
therefore, instead of sending it, affix to the letter that I wrote
Dr. Lichtenstein a statement about the question that he asked me.
It is possible that I could secure from Lichtenstein, whom I know
very well, permission to send you the whole letter; but there is
nothing in the part that I omitted which bears upon the thing you
are now interested in, namely, the information that I sent him.

<./ 13,
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Hovember 7, 1923.

Dr. Walter Tichtenstein, Executive Secretary,
First National Bank,
Chieago, Tllinois.

My dear Dr. Lichtenstein:

I have your letter of October 31, and
thank you for the information sbout business conditions in your
distriect. Boston felt the easing of money. rates first; New
York felt it about & fortnight ago; and you will doubtless feel
it very shortly, if, ‘indeed, you have not begun to feel it by
the time this letter reaches you. In New York last week; T

fgund that the rate to best customers had already fallen from
5% per cent to & per cent.

: : On last week's trip I visited most of
the large banks there, and found them feeling cheerful and con=
fident- about the outlook. If a business depression is coming,
th:re is certainly nothing in the large New York banks to indi=
cate it.

V/\

. i

PN : ’
M/Vq
Dr. Lichtenstein asks what the experience of‘the

last year has shown to-be the influence of open maerket operations
and rediscount transactions, respectively, on the credit situation,
and what is the proper function of both classes of operations in a
wise credit policy. '

(

He goes on to say that he thinks this cquestion puts
the cart before the horse, because the general credit situation
would influence the open market operations end rediscount transac=-
tions,; rather than vice versa; and gsks if there is something in
this question which he has not grasped.

His letter to me, dated October 31, was written
after the "leaks" which oceurred in October; and T concluded that
these leaks were the occasion for the letter being written, al-
though of course I do not know about that.
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November 7, 1923.

Dr, -Walter Lichtenstein, Executive' Secretary,
First National Bank,
Chieago, Illinois.

Wy ‘dear Dr. Lichtenstein:

I have your letter of October 31, and
thank you for the inflormation sbout business conditions in your
distriet. " Boston felt the easing of money rates first; New
Tork felt it about a fortnight ‘ago; and you will doubtless feel
it wery shortly, if, indeed, you have not begun to feel it by
the time:this  letter reaches you. In New York last week,.I
found thet: the rate to best customers had already fallen from
5+ per cent to 5 per:cent.

On last week's trip I visited most of
the large banks there, and found them feeling cheerful and con-
fident . ebout the outlook. If albusiness depression is coming,
there -is certainly nothing in the large lNew York banks to indi=
cate it.

In the textile end clothing trade we .
are in, and are going to continue in, a fight between producers
who find rew materials high and middlemen who doubt their abili=-
ty to pass along to their customers increased prices. Te are
bound to have complaints from all parties to the scrap, and we
shall have to agree that their situation is a difficult one.

Reteil trade is holding up very well
in the East; and in Boston we find that the opening days of
November have been exceptionally good. — Warm weather checks
sales, and then a spell of cooler weather brings business back
very strongly. :

Your inquiry from the Federal Reserve
Bank is-probably connected with the action of the Federal Re~
serve Banks during the last twelve or fourteen months in sell=-
ing most of their government seeurities.” T believe that the
theory on which this was done is that something wes needed in
order to counteract the effects of continued gold imports.
These imports increased member bank reserves and produced a
condition that might have led to undue expansion of ecredit.
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The Reserve Banks have been paying out large amounts of gold certi=-
ficates and reducing their outstanding note issues, and heve thereby
counteracted the gold imports somewhat. They have also sold most
of their bond holdings, which amounted to $603 millions on May 31,
1922, and had been reduced to $88 millions on October 24, 1923.
Then they sold these securities the market was obliged to carry
them, and the additional load thus thrown upon the market brought
member banks in to rediscount. The inerease of rediscounts in

the last twelve to fourteen months has been substantially equal

to the amount of government securities sold by the Eeserve Banks.
Thus the System has not increased its total earning assets, and

the inereased depogits which gold imports enabled member banks

to make at the Reserve Banks have been offset by the load which
sales of securities by the Reserve Banks have compelled the mar-
ket to carry. ‘It scems to me that, during this period, the Re-
serve Banks have been acting pretty effectively as stabiligers

and equalizers, with the result that gold imports heve not
threatened to inflate us as they might conceivably have done
otherwise.

Open market operations probably act in
the same way as sales or purchases of securities. By buying
fewer bills, the Reserve Banks compel the member banks to carry
a bigger load, and presumably increase the amount of rediscount-
ing; whereas, by buying more bills, just the opposite result is
reached.

Iff it weren't for the gold imports
which created a special problem the policies of the Reserve
Banks would probably have been influenced by the general credit
situation, as you suggest; but I think that study of the com-
position of the different kinds of earning assets of the Reserve
Banks for the last twelve to eighteen months indicates that they
heve had in mind the danger of inflation from gold imports, al-
though doubtless they have not lost sight of the general credit
situation.

Yours sincerely,

CJB/AUB

R
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Dear Governor Strong:

I am very glad indeed to have your letter of Januery 7, |
and very glad that you are not "disposed to growl" about my letter of Novem~
ber 7. It is difficult sometimes to draw the line between things that have
become publie and things that still remain confidential; but in that letter
I tried to be careful not to mention anything that had not been discussed in
Federal Reserve publications or made known through the "leaks" that ocecurred
in October. If I weren't doing this economic research thing, I wouldn't
need ever to talk about or write about any subject that we have ever dis=
cussed; but as it is I have to do & certain amount of talking and witing.
The letter I sent you is the only one that I have written to any Chicago
banker, and it therefore gives you the whole of the correspondence.

During the past fortnight most of the fellows in this

" office have been away at meetings of scientific associations or have been
home for the Christmas vacation; so that I have not been able to look up
myself, or to have any one in the organizatibn look up, the passages in
Federal Reserve publicetions last spring which seemed to us and to others
to contain cautionary statements that were naturally interpreted by the
public as & warning. Persons and Hubbard have just completed a reading
of these publications, and have brought me the necessary memoranda to en=-
able me to answer yowr inquiry.

The general theme of most of these statements was
about as follows: prices have had a somewhat sharp rise; credit of mem-
ber benks is expended to a point sbout equal to the 1920 maximum; pro-
duction is approaching, or even near, a meximum; lebor is fully employed,
and in some cases a shortage has developed; further increases of bank
credit would serve merely to inflate prices and not increase production,
ete.

In the Federal Reserve Bulletin for March, pages |,
283-4, you will find most of these points mentioned. On page 284, in
the second paragraph of the second column, the discussion ends in the
following parsagraph:

"Expansion in the volume of reserve bank credit
at a time when physical production is approsching maximum, particuler-
ly if the growth of business extends to all districts, will bring the .-

Digitized for FRASER
http://fraser.stlouisfed.org/ _
Eederal Reserve Bank of St. Louis T P




B. S. 2 1/10/24.

"reserve banks into a closer reletionship through their rediscount opera-
tions to the movement of production, trade, and prices than they have
sustained for more than a year."

The first four lines, taken in comnection with pre-
ceding discussion, lead to the coneclusion that an increasse of rediscount
rates is impending. The last five lines, however, "let the reader dowm
easy" by telling him that the Reserve Banks are merely coming into clos-
er relationship, through their rediscount operations, to the current
large movement of trade. The first half of the paragraph seems to call
attention to conditions that require caution; but the last half says
nothing definite, and leaves the reader to guess what the whole discus-
sion really means. Zifhe How Gymul UL Dove. 7 ety P saalae

( lr’_‘.’,(_e)uf‘ﬂ;_.é;(,(lmA . 3. 0% e G,

In April the Federal Reserve Bulletin comments along
somewhat similar lines upon credit expansion, but without saying enything
specific which suggests caution.

The May Bulletin points out, on page 539, that dur-
ing the previous fifteen months the commercial banks had expanded nearly
to the point reached in 1920 without much resort to the Reserve System,
and that the volume of goods produced and marketed exceeds the peak
reached in 1920. On page 543 it states that the extent to which mem-
ber banks can finance further growth of business without additional ac- -
commodation from Reserve Banks depends mainly upon the size of gold im-~
ports and the possibility of shiftting from investments and collateral
loans to commercial and industrial loans. Then it goes on to say that
the import of gold is not large, and if it continues at the existing re-
duced rate it will not finance much further expansion. It then adds
that the possibility of realizing on securities is limited, and states
that a continuance of the growth of commerciesl loans must soon result
in increased borrowings at Reserve Banks.

After this it adds, in the last paragraph on page
543, a quotation from Hoover's report as Chairmen of the President's
Conference on Unemployment, to the effect that additions to credit
which do not increase production are speculative, and should be sub-
jected to control in order to keep business in a healthy state. It
then concludes, on page 544, with a paragraph which says that the lend-
ing capacity of the country's banking system greatly exceeds the credit
needs of the country's productive capacity, and that, as available sup-
plies of labor and equipment become fully used, "ecredit policy must be
increasingly influenced by careful consideration of the continued ef-
fectiveness of further additions to the total volume of credit in con-
tributing to increased productivity".

Articles upon the same general line appeared in.
most, if not all, of the publications of the various Reserve Banks
during the spring. 1In the March 1 Monthly Review of your Bank, on
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pages 2~3, you will find data presented along the same general lines,
concluding with a paragraph, at the bottom of page 3 and top of page
4, which states that, in the present situation, when industry and
trade are approaching maximum productivity, the effectiveness of fur-
ther additions to credit will be of diminishing importance in promot-
ing production and distribution of goods.

In the May issue of your Review, on the last page,
you will find further discussion, beginning with the extract from
Hoover's report upon the effect of the overexpansion of bank eredit,
and ending with a quotation from the current issue of the Federal Re-
serve Bulletin about the approach of limits at which oredit poliey
must be inereasingly influenced by careful consideration of whether
additional credit expansion contributes to increased productivity or
merely causes inflation.

Articles of somewhat similar purport were pub-

,lished in the Reviews of other Reserve Banks in April and May; for

Digitized for FRASER
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example the Reviews of the Cleveland Bank. Altogether, the reader
of the Reserve Bulletin and the various Reserve Bank publications
would seem to be justified in concluding that the Federal Reserve
authorities thought industrial expansion was at, or near, the limit,
and that those responsible for Federal Reserve polioies were about
to give very careful consideration to the question whether a further

increase of bank credit was desirable. ¢

While these publications were appearing the New
York papers had, for two or three successive weeks, articles about
an increase of the rediscount rate at the New York Reserve Bank.
These articles were doubtless got up by newspaper men, but they in-
evitably created the impression that an increase of rediscount rates
was under discussion in New York; and bankers in both Boston and New
York presently learned that your Bank came very near to increasing
the rate.

Personally, I attach very great importance to
the effect of various published articles by economic and financial
writérs criticizing the Reserve Banks for not raising their rate
above the market rate for commercial loans, and saying that the Re-
serve Banks were not on their job. This subject was mentioned, I
think, in our last conversation. An editorial written by a New
York writer was published in a Boston paper, and had the effect of
sending a large and perfectly good borrower into one of the biggest
banks in Boston, with a panicky inguiry as to whether he could be
sure of having renewed a very moderate loan which was coming due
within thirty days.

There were other things, such as the steps
taken to moderate building operations and Mr. Hoover's statement

Federal Reserve Bank of St. loyis ...
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which was taken as a suggestion of a boycott by housewives against sugar,
which tended to the same general result. By the end of May or first of
June we were in receipt of inquiries from subscribers as to what it all
meant; and some of them asked whether business was going to be liquidated
"again" just as operations were beginning once more to be carried on at a
profit,

Perhaps the effect of the developments outlined above
would have been less if the business community hed not retained rather

painful memories of 1920 and 1921. The net result may have been good; but }

I felt at the time, and am still inelined to think, that the doses of
caution were somewhat overdone.

The recent article or two in the Federal Reserve Bul~
letin have been helpful in bringing to the forefront the matter of open-
market operations of the Federal Reserve Banks. They avoid, as you sug-
gest, the discussion of reasons for the open-market operations of 1922
and 1923; but they perhaps prepare the way for further and more explicit
statements asbout policies, and therefore I have been very glad to see
them appear.

About the matter of buying bills in Europe, I have
no argument left if there is no way of buying bills that would protect
the Reserve Banks against losses in exchahge. Concerning the effect of
such investments, if they could be made in bills drawn in gold currency,
I will not argue further now, partly because I need further time for di~
gesting what you say on the subjeet in the last paragraph of your recent
letter.

I had hoped to get over to New York this week, butb
pressure of work in the office has made it impossible to leave Cambridge. .
I shall be there for a day or two week after next, and shall hope to
call upon you; but I am going over to hold a conference with subscribers,
and my time is under the control of the fellows who are arranging the
conference. In any event, I hope to see you next month.

Believe me to be

Yours sincerely,

Chiontnr - G bt

CJB/AMB

i
\

|
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COMMITTEE ON ECONOMIC RESEARCH

CHARLES J. BULLOCK W, M. PERSONS

CHAIRMAN CAMBRlDGE' MASSACHUSE-ITS' U's' A' EDITOR REVIEW OF ECONOMIC STATISTICS
CHARLES F. ADAMS J. B. HUBBARD
NICHOLAS BIDDLE EDITOR HARVARD ECONOMIC SERVICE
FREDERIC H., CURTISS
WALLACE B. DONHAM F. Y, FRESLEY
OGDEN L. MILLS GENERAL MANAGER

EUGENE V. R. THAYER

February 28, 1924.

Governor Benjamin 3trong,
Federal Reserve Bank,

15 Wassau Street,

New York City.

My dear Governor Strong:

T was sorry indeed to miss you last
Tuesday, but still sorrier to learn that you were in Wash-
ington rather than down in Florida. If you had been in the
latter place, I should have been fully reconeiled; but as it
is you might just as well have been in your office submitting
to the ordeal of an interview with a Harvard economist as
dovn at Weshington trying to find out what members of the
Federal Reserve Board, if any, have been taking dough from
Doheny, putting sin into Sinelair, or trying to find out how
much gold the Federal Reserve Banks hold "exclusively" as a
reserve against federal reserve notes, and if so, what they
are going to do with it.

I went over  to Nlew York to attend a
dinner Monday night, and took advantage of the opportunity
to cruise around in the spring wheat belt Tuesday morning,
in order to find out how many more rural banks are going to
blow up, and if so, when. |

W\ I was going to recommend to your
Egy ' careful consideration an article which Warren,of Cornell,
A has published in the February number of the Quarterly @
AR 4 Journal of Teonomies. This deals with the agriocultural \ |
! . Ay depression, ' |
%ji3 Warren is a good economist and a
8) S@' practical farmer, and the article has impressed me very
\ qi? greatly. I told Mr. Jay that he ought to read it, and
\ I think that you certainly should. i
et :
!gg I shall probably be over in New
York within a month or two, and shall try at that time |
to see you. |
Yours sincerely,
qL—ﬁA—ﬂL—\ % - 8 e Z.: ‘;
CJB/AMB
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EUGENE V., R. THAYER
March 26, 1924,
Governor Benjamin Strong,
470 Park Avenue,
New York City.

My dear Governor Strong:

I have been trying for a2bout a week to sit down
and compose my ideas and write you this letter. Then I got my ideas
working, the first thing that they did wes to throw off the enclosed
wretched verses, which may interest you or may not. I am not often
taken with such an attack; but sometimes I can't express myself in
prose as well as in verse. This is always when I am not serious. I
have kept no copy of the verses,and am sending this letter to your
house; so that if the thing ever gets itself into print, or does any
other desperate thing, it will be your fault.

Then you took the economists out into your
front parlor so graciously after dinner, and administered the well-
deserved spanking, I was at a little loss to understand what was up;
and you will remember I asked you what the efforts were which you
thought economists were making to get laws passed requiring Federal
Reserve authorities to regulate prices, by changing discount rates,
or dumping gold into the Atlantic Ocean, or otherwise. I shouldn't
have asked the question if I had seen the proof of an article, which
I found on my desk when I returned to Cambridge, which one of the
Netional Monetary Association people is going to publish in the Har-
vard Business Review. These proposals were not only new to me, but
I find that they were new to Allyn Young. Warren Persons knew about
them, but hadn't given them much consideration, although I believe he
didn't object to them. You may have had still other things in mind;
but if this article had reached me before I went over to New York I
shouldn't have asked the question that I did.

I think that probably I am in substantial,

and perhaps complete, agreement with you with reference to the degree
of power which Federal Reserve authorities have over price movements.
Some time I would like to talk with you further upon this point, and
make absolutely sure that I understand your ideas; but I fully agree
with your contention that control of credit is only one of the factors
affecting prices, although a very important one, and I agree that it
is perfectly impossible to impose upon Federal Reserve authorities the
duty of general price regulation.

In my remarks immediately after the dinner, I
fear that I left out one very important thing which I had intended to
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say but was unlucky enough to forget; namely, that if confidence can be
regstored in Europe,so that the gold imports now resulting from lack of
confidence by European investors (chiefly, I suppose, but not wholly, in
Frence) come to an end, it isn't at all clear that we shall have any

gold import problem. Then John Williams made his estimate of the balance
of payments for 1922, he found it diffiecult to account for the whole amount
of gold imports that year except on the ground that foreign buying of Ameri-
can securities had been going on. He is of the opinion that, if we leave
transactions on capital account out of consideration, there isn't much
reason to expect gold imports unless we do something that appears to be im-
possible; namely, make our French, Italian, and other foreign oreditors

pay us interest on the money they owe us as the British are now doing. I
had this in my mind, but I think I didn't say it; and I believe the conclu-
sion to be drawn from my remarks was that I expected there would be a sub-
stantial, though not an excessively large, amount of gold imports even af-
ter the restoration of confidence in Europe.

Williams is of the opinion, and I think he has good
reason, that, if we go on exporting capital, we may very well have an out-
ward movement of gold which would bring our troubles to an end, at least
for the time being.

Persons and Young have called to my attention the
advance copy of the report of the Federal Reserve Board, and I expect to-
night to read what it says about Federal Reserve policies. Young and
Persons seem to be much interested, as well as gratified, by the disous-
sion of the subject.

I greatly enjoyed the evening that we spent with
you, and found it very profitable as well as pleasant. Some ‘time, when
you have nothing better to do, I want to talk with you further about de-
flation. Some things you and Mr. Warburg said led me to infer that you
believed that, in Europe, when gold payments are resumed, the outstanding
volume of paper money will be greatly reduced. Of course this means de-
flation.

With kindest regards, I remain

Yours sincerely,

C.A /,BM

CJB/AUB

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

"Will you come and try my Index?" said the Snyder to the Strong,
"It will regulate the cycles, ss the sweet things move along.
Whenever the curve moves upward, we will jam the prices dowm;
ind then reverse the process, so we'll not alarm the town.,"
"1l you? Won't you? Will you? Won't you?
Walk in Mr. Strong.
Will you? Won't you? Will you? Won't you?
Walk in Mr. Strong."

"The way into my Index is up a winding trend;
And many cube statisties, you'll find there at the end.
When we approach depression, we'll then turn on a boom,
ind after that is started, we'll quickly spread some gloom."
"Will you? Won't you? Will you? Won't you?
Walk in Wr. Strong.
Will you? Won't you? Will you? Won't you?
. Walk in Mr. Strong.

"I thenk you very kindly," the Governor replied.
"I like your handsome Index, but there are many things beside.
We need to wateh the miocrobes which destroy the beasts and orops,
ind watch the big gold imports, and see that nothing drops."
"No I thank you. Wo I thank you.
No thanks, lr. Snyder.
You have a pretty Index; but !
I cannot walk inside 'er."

"And then think of the Brookharts, the Dakotas and the Sioux,
The Heflins and LaFolletes and fierce, wild Kickapoo,
Just think what these wild Injuns may do to our new banks.
And think of the economists, and all the other cranks."
"No I thank you. No I thank you.
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