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Mareh 29, Monday

Secretary of Treasury said he wanted to obtain advice and
assistance of Board, as he was authorized to do, under Reilroad Act,
to pass upon adequacy of securities offered by railroads for advances
under the guaranty and loans from Revolving fund, we decided it was
necessary to appoint a committee to assist Board: we sent for Comptroller
of Treasury who said that the Board could pay and assess vs any Reserve
Banks any expenses necessitated by anything Congress ordered Board to do.

We voted to appoint Warburg, Delano and Bradley Palmer a

committee of three to assist us. Dr. Miller proposed Delano's name.

November

The Board is being beseiged by farmers--cotton and wheat growing—-
to give instructions to Federal Reserve banks to advise member banks to
increase loans to farmers, that our alleged policy of deflation had nearly
ruined them. Govemor Harding and Houston gave out figurss to show that
loans to farmers since Armistice had increased emormously.

A strong effort is being made to revive War Finance Corporation
Act. Harding and Houston opposed this before Harding and Senate Committes.
While it would doubtless cause an increase of inflation yet I am not at
all sure it might not relieve the situation although from the Tresasury
point of view it would inerease the many execiting perplexities.

Anderson pointed out that probably a materisl part of the 3 or
4 billions of crsdit granted to foreign purchasers by our exporters were
carried out by rediscounts of war obligations and commercial paper and

that the Federal Reserve System was really carrying the load. I feel that
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the revival of War Finance Corporation Act might reduce this burden at

least in the future Inflation is an almost inevitable result of War and

I am not sure hut that to some degree it is essential to restore peace
conditions.

The Senate passed a resolution recommending that the Federal
Resgerve Board pursue a more liberal policy in granting rediscounts to
farmers., Also amendment offered fixing 5% as maximum discount rates of
Federal Reserve banks.

Harding told some Senators that if this 5% amendment became
law, he and a number of members of the Board would resign. This may be
his own view but I doubt whether any other member would resign.

The H.R. struck out this resolution and yesterday, LDecember 20,
the War Finance Bill passed both Houses but with the Resolution =liminated,
it now goes to the President.

A few weeks ago a Bill was introduced making cotton factors
paper eligible for rediscount. All the Board agreed if passed, the paper
should be secured by warehouse receipts covering readily marketable
staples and that the word cotton should be stricken out making Bill apply
to all Factors and commission merchants paper. Williams and I voted
for it and the rest of the Board voted against it. I insisted that
Harding should say a majority of the Board opposed it. Platt said he
thought the bill would do no harm but he joined the majority against it.
I pointed out that in New York certain commission merchants paper was
being taken for rediscount which was same in prineciple as Factors paper.

At my regquest I was appointed a committee of one to look into
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December

On December 18 Board voted to annul all restrietions on
Exchange dealings with Bolshevik Russia. We had, a few days before,

a conference with Under Secretary Davis at which a number of State
Departmsnt officials, including Mr. Morris, the Ambassador to Japan,
were present, also Davis, the Director of the Mint.

Under Secretary Davis said the State Department last July
had announced that trade with Bolshevik Russia could be carried on,
but at risk of all traders, that this could not be done while our
restrictions continued and he sald his Depsrtment would teke all res-
ponsibility.. He said we must act as President had delegated all power
over the matter to the Secretary of Treasury and Federal Reserve Board--
that the President wished us to act in the matter.

Apparently the matter came to a head through the application
of a Jewish Relief Society to send money to Russia through the Bank of
North America (I think that was the name) of New York.

We had turned down this application--Wills said the bank had
an unsavory record.

At the conference Wells and I pointed out that to abolish all
restrictions would permit Russian Rubles to be imported and sold specu-
lately to our people and also Russian gold to be used in United States
to overthrow Government.

Under Secretary Davis said no one would buy Roubles and

specificelly said his Department wanted these restrictions removed.

He also said anyone could now gamble in Roubles by getting a bank to

buy them through some foreign bank to hold them.
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He also said Bolshevik gold was now being brought in
indirectly. I pointed out that that was hardly an argument for relesas-
ing 211 restrictions.

Discussion wes also had as to the Mint receiving gold of
doubtful origin. We all agreed that releasing restrictions would not
affect power of Mint to refuse it.

At the discussion in Board I expressed opinion that the Board
had no discussion as by proclamation the President delegated all power
to Secretary of Treazsury with power to appoint Agents and that he had
appointed the Federal Reserve Board to act simply as his Agent and subject
to his approvel. I reminded the Board that originally we did not want to
accept this work as fAgent of the Secretary of Treasury but that he had
insisted. It was pointed out that the President by proclamation in doing
away with restrictions had empowered the Secretary of Treasury and Board
to keep up restrictions in Bolshevik Russias as they might deem advisable,
and, therefore, the Board must now affirmatively vote whether or not the
restrietions should be removed.

I stated that this reference was to the Board as Agent of the
Secretary of Treasury and that if he deemed it advisable the Board must

concur.

A large majority of the Board thought it most inadvisable.

Finally, a resolution was agreed to making it clear that our
action and that of Secretary of Treasury rested solely on recommendation
and request of State Department.

I voted for this, explaining that in my opinion it was the pldn

duty of the Board to carry out the policy of the Stmte Department in




reopening trade with Bolshevik Russis, as requested by the President
through the State Department and that the vote was not to be in any way

considered as an expression of opinion as to its advisability by the

Board.

T said it was exactly like the guestion of rates on Liberty
Bonds, The Secretary of Treasury fixed thoss ratses wholly apart from
Board and that then it becasme duty of the Board to protect these rates
through proper discount rates on paper secured by the bonds.

I said further that, from the evidence before me, I was not
at all sure of the advisability of throwing all restrictions aside
and cited to some of the Board the decision of the Department of Labor
to deport Martins, in which it was stated that the Bolshevik Govarmment
was trying to overthrow our Govermment and was sending men and gold here
for that purpose.

I said I voted for the throwing off of restrictions on ground

that it was purely an administretive duty in which we had no discretion

but were boundto carry out the poliey of the President as declared to us
Department.

I am smazed at action of State Department and believe it will
be severely criticized.
Februarv 11

Sometime ago the Comptroller semt Harding a long letter to
affect that the Feaderal Reserve Bank of New York was loaning enormous
sums to its member banks which were using the money for czl1l loans,
stock speculation, immediate loans to the bank officerts families, dte;

the the New York bank was continuously rediscounting with other KFedersl




Raeserve benks and selling them its acceptances to obtain money for
their purchase; that the rest of the country was drained of necessary

funds for this purpose; that the discounts of the New York bank were

greater than many other Federal Reserve banks added together; that all

rates should be reduced to 6%; thet the Atlanta plan of loweringrates to
L-1/2% on loans secured by U.S. bonds owned by banks and acquired since
April 1, 1917 should be put into force; that all progressive rates be
abolished.

There were in all three or four letters which bitterly attackec

the Federal Reserve Bank of New York and by necessary implieation the

Federal Reserve Board. The letters were evidently written for publication:

aTr

newspaper report/told Harding the Comptroller told him he
preparing such a letter before even Harding had received it, =lthough
Comptroller substantially denied he had said this.
I begged the Comptroller to withdraw this lstter and go into
the Boerd and make any motions based on it which he might desire to make,

T said the letter would be construed as a bitter, partisan attack on the

New York bank and the Board snd seemed to imply that the Board deliberately
favored the New York bank; that the Comptroller had never offered any
motions in the Board along the lines of his letters. He was obstinste,
howsver, and said he would not withdraw the letter (this was the 1lst
letter). A few days later, Ball, a North Dekota Congressman, moved to
investigate the Board in a resolution setting forth the substantial facts
of the Comptroller's letter.

The Bosrd guestioned the Comptroller and he finally admitted
he had sent the letter marked confidential to & number of people.

gave the nemes of some but refused to give us a complste list.
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On his motion to reduce rates to 6% we pointed out that only
Boston, New York and Dalles had a 7% rate and that New York said that
lowering the rate would encourage wild speculation while Dalles had just
put up its rate to 7% to save its reserve situastion. Finally we voted

not to reduce these rates at present.

Seturday, February 26

Williams wrote another bitter letter attacking the Federal
Reserve Bank of New York and inferentislly the Board. The Board remained
in session all day up to 6:45 P.M. Governor Strong was present.

Governor Strong pointed out that, as regards the Chase bank,
which was the prinecipal point of attack of the Comptroller, the exemina-

tion of October 1919 was sent to the Reserve bank some months later

but not the yellow sheet which was never sent: that the examiner stated

generally in the report that the bank was in good condition the eriticisms
being only minor ones; that there was nothing in the report to put the
bank on notice that there was anything wrong as to its credit standing;
that the Comptroller if he found any practices as to internal mansgement
open to eriticism should have placed the bank on the specisl list; that
he did not even meke two examinations during 1920 and made no examination
between October 19 and August 1920, although his yellow sheet which he
never gave to the bank put him on notice; that he had examined only a
portion of the New York banks twice during 1919, and that he was not
advised of any examination of any New York bank made twice during 1920,
The Executive Committee then made a tentative report placing the respon-
8ibility on the Comptroller for the serious condition of the Chase bank,

because of his violation of law as to a 2nd examination. This was finally
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referred back to the Committee to consider whether they desired to
change their report in view of his letter.

The Comptroller refused to state whether he would revesal
the names of those to whom he had sent his letter, but said he would
answer in writing later.

Monday, February 28

Heering continued. Comptroller was asked if he desired to
present charges ve New York Bank but gave equivocal answer.

I asked him if he considered the Board or the New York Bank
responsible for the Durant loan of 200%, which had long ago been paid
off and which Comptroller himself said he did not know of until 5 months
after exeminer's report filed. He gave an egquivocal answer.

Governor Strong asked him if an examination early in 1920
would not have resulted in a correction of the serious conditions in the
Chase bank and he gave an equivocal answer.

At the meeting of Saturday Wills begged the Comptroller to admit
he was mistaken in his ceriticisms and to withdraw his letter and I joined
in this request but he would not do it.

Wednesday
Meeting at 10:30. The Comptrollsr pressnted a new letter on

subjeet of Guaranty Trust Company which he said he would not read but

asked to be put in record. He then produced the yellow sheet of examine-

tion of Qectober, 1919,0f Chase Naetional Bank and read part of it. He
gaid this was a fresh copy obtaired from the examiner by telephone as one
of the sheets of the original, in his possession, had been torn. He
read part of it and it disclosed that the examiner reported that the

management was safe and its condition sound. He explained that this
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was merely the opinion of the examiner under the conditions then existing
and it was difficult to know what part of the answers was the examiners
and whet part the Comptroller's explanation.

Yot he had the effromtery to claim thet the abstract sent
to the bank put it on notice of conditions concerning which the examiner
stated were sound!l

He then offered a letter from Senator Owen explsining why he
had not been confirmed together with some report submitted by Owen. I

objected on the ground that the issue before us was not the confirmation

of the Comptroller. It was finally decided that as a.matter of personal

privilege he could introduce it.

He then read & letter in which he refused to give the names
of those to whom he had sent his letters, as he did not wish to put theﬁ
in the hands of a partisan body which might say things in eriticism of
him which he could not know ebout. It was a gratuitously insulting letter.
He had not hesitated to send out his letter attacking us and the New York
Federal Reserve Bank behind our backs! The report 6? the Executive Com-
mittee was then read severely attacking the Comptroller for not having
examined the Chase bank during the early part of 1920 as he was required
by law to do, poimting out that if he had examined it the conditions com-
pleined of would have been at once corrected, and putting upon him the
entire responsibility for these conditions. It also pointed out that he
- had examined twice in 1919 only a part of the 28 national benpks in New
York City and that the Federal Reserve bank 'stated that it had received
no report of & 2nd examination of any New York bank in 1920.

The Comptroller was evidently much disturbed by the report;
he called it a bitter attack on himself and squirmed and wriggled with

evident embarassment.
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Finally Governor Harding asked what disposition should be made
of the report. Dr. Miller said he wanted to confer with me before making
a motion and suggested adjourmment. Governor Herding suggested that such
conference be open in presence of the Board, snd asked me to presentmy
views.

The Comptroller started to leave the room but I said I wished
him to hear what I should say, so he, evidently reluctantly, remesined.

I said that my cerdial and even close relationship with the
Comptroller was well known; that I had many times defended him, publicly
and privately; but that on this issue he was wrong. I said that this
was not an attsck on the Comptroller, on the contrary, it was an answer
to his attack on the Board and the Federal Reserve Bank of New York.

I pointed out that the Comptroller had never made any formal

charges against either the Board or the Federal Reserve Bank, although

repeatedly during the hearing he had been asked to do so if he had any
charges to make; that his letters were really merely motions to reduce

rates and abolish progressive rates but that he incidentally attacked

the Board and the Federal Reserve Bank of New York for giving excessive
discounts to New York banks and especially to the Chase Bank, which had

been loaning high sums to its officers and directors and affiliated interesis;
that he charged the Federal Reserve Bank with responsibility for not putting
an end to these practices. I added that in view of these charges it was
incumbent on the Board to examine into the matter; that I was satisfied

that the serious conditions in the Chase Bank would have been at once
corrected if the Comptroller had made an examination in early part of

1920 as the lew commanded him to do; that, whether or not he had an

excuse for not doing this it was his omission which caused the serious
conditions and that he was not justified in shifting the responsibility

MR from his shoulders to the Federsl Reserve Bank.




I added that if a motion were made to sccept the Report I should
feel bound to vote for it.

Dr. Miller then moved to accept the report and it was passed
unanimously except that the Comptroller did not vote and the Secretary
of the Treasury was not present.

I kept the Secretary as did also Governor Harding informed
every day as to what transpired and he fully concurred in our action,
although he said some times he thought we were dignifying him too much

in maeking any answer to him at all.

February 28
Comptroller Willisms' resignation took effect at close of
business today.

March 4, 1921 - Inauguration day

Secretary Houston, who ceme to stay with us after Mrs. Houston
left Washington, went early to the Department.

Bertie and I went up at 12:30 to the Wilson home to welcome

him back but when we got there we found he had already returned so we

left our cards.

Houston came back to lunch after the inaugural. He said
Harding's speech was almost menacing with its platitudinous meaningless;
that he received scanty applause; that he met Mellon there, who seemed
very shy and frightened; that he was almost in a perspiration; that he
gaid that a number of Pennsylvanians had come down with him and that
he should liks to be sworn in this P.M. and that he reminded him that
he had not yet been confirmed and that probably he would not be before
late in the afternoon at least. Later he went to Senator Knox's office

with Houston end was sworn in by Chief Justice White.
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I told Houston the Chief Justice had no authority to administer
oaths in the Distriect of Columbia and that Mellon should be sworn in
again.

Mareh 5, Saturday

Mellon was privately sworn in again. The Board was introduced
to him and he made a very favorabls impression, said he should consult

the Board as to pending asppointment of a Comptroller and a Board member,

Houston said lMellon made a very good impression on him; he
modestly disavowed knowing anything sbout the Treasury, wanted old
officials to remain, etc. He seemed almost aghast when Harding told
him that the terms of Assistant Secretary Kelly and Gilbert expired by
l1imitation on March 4 as their appointments were only necessary ones;
he asked Harding to induce them to remain even if only for a short
time and said he would ask the President to send in their names at once.

March 7, Monday

Governor Harding said he had had a talk with Mellon as %o

sending Houston abroad to examine into foreign operations of State banks

and trust companies working abroad under Sec. 25 and 25A of Federal Ressrve
Aet, they being under general supervision of Federal Resarve Board; that
he, Mellon, strongly approved of this and said it ought to be done and

that Honston was the best man to send; that he asked if matter must be
settled at once and Governor Harding ssid No; he then said he knew that
Houston was going South for a few days and he thought he ought to spesk

to the President sbout it, although he personally strongly favored it, so

it was left that way. The compensation suggested by Governor Harding was
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$2,000 per month to include all expenses and Mellon sald this was
perfectly satisfactory.

The Federal Reserve Bank of New York sometime ago passed
a unanimous vote asking permission to send Houston abroad to examine
for it into conditions in foreign countries. Dr. Miller objected on
ground that if any one were sent they should be sent by the Board.

. The Federal Advisory Council at its meeting two weeks ago
urged the necessity of sending someone abroad for this purpose but
mentioned no nemes. Warburg I think put this through having Houston
in mind.

The salary suggested for Houston was a little less than that
voted by the Board for Sherrill Smith, the Chief National Bank Examiner
at New York,,when he was sent last June to South America to examine into
operation of branch banks there.

Houston sald today that he thought Hoover would object to his
being sent sbroad and would claim that he, Hoover, knew all about condi-
tions abroad.

March 10, Thursday

GCovernor Harding said he had just had a talk with Mellon; that
he said he was satisfied that Houston was the best man to send abroad but
that he should prefer to have the matter postponed for a day or two in
order to speak to the President about it. Dr. Miller was very mad and

said it was scandalous to rafer = business matter of the Board to the

President for approval. 4 pointed out that the Secretary was a member

of the Board and befors voting on any matter he had a clear right to con-
sult the President or anyvone slse; that Secretary McAdoo certainly freely

exercised this right.
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I fear we are going to have trouble in this matter and pointed
out to the Board that we should carefully limit Houston's work abroad to
banking, eredit, snd economic matters.
Governor Herding said, relating to the nomination of Cri
for Comptroller of Currency,-- that Mellon saig
of him until the President sent him a note ssking
made out.
This action of the President is a hard blow at Mellon. Governor
Platt said that if Secretary, he would instantly resign on such an affront.
1at the Treasury will be run m the White House and
to be merely a figure head. rith all his finaneial
had quietly of
"come down" quickly.
the Board =s he told
tion and that the office would not be
Governor Harding told me he
Banking and Currency Committee in a guarded way sbout the Williams?

copy of his first letter and of his

Senator Fletcher. He also sdmitted that he hed ssid something

our report, but said it should not be made public as it would cause
uneaginess on the part of the public and perhaps worse. Governor
should not have done this,
March 12, Saturday

Called up Brookings--he said Houston's metter looked well but

would not be sesttled before next Wednesday, March 16: I understood
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him to say that he had written Mellon and, I think, the President about

This puts the Bosrd in a very queer position and I am sorry he did

March 17, Thursday

The new Comptroller of the Currency was sworn in this A.M.
Governor Harding remained in the room to talk with Secretary Mellon. Later
at lunch he told me that Mellon said that while he thought Houston wes
the best man to send abroad we should be very careful not to encroach on
the jurisdiction of Hoover who was very jealous of his perogatives; that
he thought that Houston could not go abroad without being put in the posi-
tion of representing the Administration which might ecause confusion. He
ended by making the naive suggestion that we send someone abroad to be
picked out by the President,--someone whom he wished to rewardll

Before spesking to me, Governor Harding went over to Brookings
and when he came back he said he had told Brookings all of the above, which
I think he ought not to have done, as what Mellon said to him was part of
the officisl business of the Board.

Later Brookings joined us. He said at Dr. Miller's request he
had written Houston some days before about the metter,--Dr. Miller die-
tatine the letter. Governor Harding finally said it was best to drop the
whole matter to which we all asgreed. I suggested that he--Brookings at
onee write Houston saying that the matter was in such shape that it could
not be worked out satisfactorily and suggesting that perhaps he had better
come down. I said I would telegraph him and tell him that if he came down,
to coms to mv house. The more I think of it, the more I am coming to

feel that Houston could not go over there without its being believed that

he repressented the Administration which might cause confusion. Of course,
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Governor Herding explained
to Crissinger refe; 1 to on
* $t0ld him that the President of United States telephoned him
guestion was his cousin and that he wished

arrange to have all insurance tesken out by Federsa:

currency shipments, etc. turned o er to him, but that, of course,

should e t to give as good or better terms than the present insurance
agental : lic office i8 a "private" trust to the President!

reh 26, Saturd

wrote Governor Hardipg asking
ion v 151 shares et D 100 par share--in
n aceeptanee: corporati
1Irplus 12 millions;
Section
3,300,000 Has already subseribed to 1 million (1st
rench American Corporation)--total
leaves %1, 675,000 still
available,
15,000 shares of Warburg's corporstion at par--10

so on the face his letter he was entitled to subscribe
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farch 29, Tuesdav

Governor Harding said he hs an hour's talk with Secrstary

Mellor

n yesterday. The r said Administration was to take
up the kcFadden gold subsidy bill and make it an Administration measure;
that he believed the time had nearly come for e reduction in Federal
Reserve rates from 7 to &% Governor Harding said he told
feared it might revive speculative setivity. in the stock market and
the seecretary replied that a little speculation setivity in stoeks would
not be harmful. Governor Harding then asked him whether a differential
should be mentioned in favor of loans on CGovermment securities bonds, etc.
He said no, these rates should be uniform with the rates for commercial
paper. If the Administration comes out for the MciFadden gold subsidy
bill it will cause bitter criticism from economists as it will amount
to a gift to mine operators just as muech as was the sugar bounty which
was repesled by the Democrzts in the Tariff of 1894, and ] amp the
Administretion as a soft money perty. Gold subsidy was condemned by the
ommission during the war, by the Treassury commission under Strauss
and by the Interior Department Commission.
The question of Federal Reserve rates is slightly different.
The Federal Heserve reserves are piling up, so” that Governor Strong wants
to earmark gold in the Benk of England to keep it out of our reserves.
Dr. Miller wants to deposit new gold with the Federal Reserve Agents to

reduce liability on Federsl Reserve Notes. I think this latter is the

best plan but Secretary Mellon said he wes against it.

Governor Harding and I talked the matter over. Mellon

Fed for FRASER




suggestion was not a new one as we had talked the matter over before.
Governor Harding pointed out that thers was to be a farm convention
in Washington on or about April 14, just before Congress comes together;
the farmers of West and Southwest will control Congress and Governor
Harding said if anything was to be done inway of reduced rates it would
be better to anmounce some plan before this convention so that our hand
would not appear to be forced.

The matter of approving the plans of Federal Reserve Bank of
New York for its building came up to day. It involved tha foundation
and eome steel work; also architects commissions which amountad to over
one million dollars out of which engineering commissions were to be
deducted, leaving a net fse of about $850,000. This was based on a 6%
commission; the rate on the Chicago Federal Reserve Bank building was
only 5%4. Our consulting architect reported that-this fee was all
right and in striet sccordance with the rules of the New York Architects
Association. The Board of directors of New York bank, including our

three Govermment dirsctors were unanimous in approving this fee. We

thought it very high and Dr. Miller raised the point whether we were

bound to pass on the matter. He said if we wers, he would never agree
to approve them. We consulted with our counsel and he said we wera
not bound to approve the fees affirmatively as the directors had the
right under the Federal Reserve Act to make contracts and nothing was
said as to approval by the Board; that our only power was that of
general supervision and control and the power of removal of directors
for malfeasance in offica; that while undoubtedly we could investigate

into any transaction the mere fact that we differed from the New York

Ized for FRASER




Bank dirsctors gave us no right to disapprove. He thought the beat

course would be merely to say we interposed no objection.

Governor Harding said Sscretary Mellon told him he knew
perfectly well the fees of New York architects and thought these
fees were not extortionats and that if he could be at the meeting he
should vote to approve them,

March 30

Ex-Comptroller Williams has written another savage letter
to Board. I believe the man is insane.

Dined with George Kustis Corcoran and met Secretary Mellon

there. He was very bitter against Williams.

Mareh 31

At Board meeting Crissinger said he had told President
Harding about Williems'! attacks and the President said: Why don't
you tell him to go to helll
April 4

Comptroller of Currency Crissinger reported that Williams
befors leaving ordered Miss Piper, his clerk, to cut out of his letter
book, marked "official" all letters relating to his dispute with the
Board as to rates, Chase National Bank, ete. Yet in his letter to
Governor Harding dated March 26, he stated that all these letters were
written by him in his official capacity as Comptroller of Currency; that
he slso cut out all correspondence with Board as to amendment of Federal
Reserve Act providing for discount of paper secured by stock and bond
collatersl, Harrison pointed out that mutilation of official records was

punishable by fine or imprisonment or bothl
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Harrison completed a draft of reply to Williams. I softened
it somewhat and the Boerd adopted most of my suggestions.

Mellon at 9:30 had his first meeting with Board.
He favored an immediate slight reduction of rates--he thought the
banks charging 7% should go down to 6%; he did not advocate any reduc-
tion from the 6% rate where banks were now charging 6%.

Governor Harding pointed out that this might result in =a
great expansion of loans, but he replied that this would in all
probability not follow and that loans were now at a maximum; that he
thought commercial rates were sagging and would fail in any event
and that a slight decrease in all rates would have a good psychological
effect.

Dr. Miller took ground that such a recession would accomplish
more if we waited until conditions improved more than now.

We finally agreed that we should do nothing befors the
Governors Conference of next week, unless, s.g. the Federal Reservs
Bank of New York should ask for lower r=tes. Governor Harding advised
Secretary Mellon to telephone Alexander in New York and ask his opinion

and he said he would.

I suggested advisability of letting Boston reduce to 6% if

it wished to, but Governor Harding said Boston did not want to go
down until New York did, except that Governor Morse alone did favor
this, Platt said after the meeting that Governor Harding did not
fairly state position of the Boston bank and I think he is right as

to this,
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Secretary Mellon made a good impression and seemed to know
the situation fairly well.

Governor Harding said if we did anything we should do it

before Congress convened so it would not appear that we acted under

pressure.

April 5

On March 31 I sent a letter to Secretary Mellon on subject
of customs duties. I suggested that a joint resolution be passed
providing that the customs duties finelly enacted should be made to
relate back to all imports after April 15; that this would prevent
a long debete over the preliminary tariff and enable Congress promptly
to take up question of internal tax reforms. Have received no acknow-
ledgment from him. (See scrap book for letter.)

We:gent the letter to Williams today. The other day Governor

Harding said Harrison had met Cotten, Attorney (with McAdoo) for Chase

bank and that Cotten said we will kill all futurs correspondencé regard-
ing Williams' guarrel with Federal Reserve Board.
April

Boston asked leave to put in a 6% rate. I favored it but it
was decided to await Governors “onference next week. I called up
Federal Reserve Agent Curtiss and he said every director was present
and the vote waes unanimous; that the conditions in the District had
gso improved that this move was deemed absolutely necessary and they
did not want to delay it a day; that 6-1/2% would not be satisfaetory
that Besl was strongly in favor of 6% while Ripley was opposed; that

they had not consulted with Aiken and Wing as they assumed they would




oppose it being very heavy borrowers from the Reserve bank, and I

presume (Curtiss did not say this) they fesred it would necessitate

lowering these rates to their customers. Curtis also said a 6% rate

7% would drive many customers to the Boston banks and
serve bank, but they could teke care of this.

I feel it is = serious responsibility to deny this, espsecially
as wages have been materially reduced in New England.

We spent all day, practically, in reading the stenographic
minutes of the two days during the row with Williams and formally
approved them. Wills came on from Cleveland and was present.

Governor Strong said the Gueranty Trust Co. was perfectly
solvent; it had charged off about ten millions for bad debts; it had
concealed profits of nearly that much and its capital and surplus
would be intmet; that his credit examiner thought from extra precaution,
it would be advisable to establish a new fund of 7 or 8 millions and

inerease the capital but he did not think the Federal Reserve Bank
directors would think it necessary to advise this.
vernor Strong violently opposed lowering Boston rates;
he said that if they were lowersd public opinion would forece the New
York Reserve Bank to do the seme and this would cause a violent specu-
lation boom in stocks; that the stock market was swept clean and only
a little encouragement was needed to start a violent speculative move.
je said the curve of wages wes practicelly a straight line;
that deposits had fellen off considerably; that retail prices had
fallen moderately; that wholesale prices had fallen percipitously;

that lower rates would force up wholesale prices =nd prices and wages
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would be stabulized st too high a level; that we should wait until
wages were lower and the curve of wages, deposits, whdesale and retail
p es 2 much lower basis.

Governor Harding said if we lowered rates now and a specula-
tive boom set in we could never raise them again as publiec opinion would
be so strongly against such a move.

Miller rather favored some recession but feared this was not
the psychological time to do it.

I felt and said that if conditions in Boston were ready for
lower rates I did not see how we could forbid Boston taking such
action because of conditions in other districts; that Boston was an
independent bank and nothing but strongest reasons of public policy
would justify our refusal.

April 12, Tuesday

I moved approval of Boston application to reduce rates on

commercial paper from 7 to 6%. Platt moved to amend by substituting

6-1/2%., Amendment lost, Platt and Miller voting for it and Governor

Harding, Crissinger and C.S.H. against. Dr. Miller then moved to
raise rates on Treasury certificates at Boston from 5-1/2 to 6%.
This was carried all voting aye except Crissinger and myself who
voted No. I pointed out that while we had the power to do this it
had never besn exercised except where Bank refused to put in rate
desired and that it would be better for us to approve the 6% rate
and express earnest desire for bank to increase certificate rate and
if it did not we could then amct. +his increase affected only 8% of

the total paper held by the Boston bank so it did not emount to much.




Conference of Governors began today. Secretary Mellon came over and
heard reports as to rate situation. Every Governor opposed any decreas
except Boston and Atlanta; the latter earnestly desired lower rates.

Governor Harding reported that Governor Seay said Ex-Comptroller
Willi=ms had called on him at Richmond and had shown him his letters attack-
ing Board; also that Governors Norris, VanZandt and Miller had received
letters from him stating what he had done, the letter to Van Zandt stating
that the Board wished to abolish the Dallas Bank.

The Board voted that on receipt of s letter from them to this
affect the Governors could give them copies of the entire correspondence,
reports, etc.

April 14

Two deys ago the Washington Times had an editorial stating that

Governor Harding would be retained as Governor by Republicans and that

so far as was compatible with his office he had don=2 everything in his

power to help secure election of President Harding! (See Serap Book)

Governor Harding said Secretary Mellon had just told him that
rds Administration bill--he had made up his mind that Comptroller
of Currency should be sbolished but that he hsd made up his mind also that
the Secretary of Treasury should remain as Chairmen of Federal Rsserve
Board.

Originally Mellon was positive that the Secretary should be
taken off Board and Comptroller abolished. McFadden drew & bill to ac-
complish this and Secretary Mellon said it would be pressed as an
Administmtion Bill. This shows how hard it is for a cabinet officer to

give up any power. I think the Secretary is right and that he should




remain Chairman, but his sudden change is amusing.

I predict the next step will be to decide that the office of
Comptroller shall not be abolishedl Considering the Republican demands
that this be done during last Administration, such a result would be
amusing to say the least.

April 16

Governor Barding said Mellon had again changed his mind and
wanted an Under Secratary appoimted to sit on Reserve Board. President
appoints Aldridge, Collector of Port of New York. Newton told me sometime
ago that Senator Calder told him Prssident wanted his resignation although
his four year term did not expire until VUctober 1921; that he had at
once called on Mellon who said he knew nothing about it. Evidently
President Harding is working behind back of Mellon.

Aldridge appointment is scandalous; in 1910 he was defeated
for Congress by Havens in one of strongest Republican districts in
New York. He, however, voted in National Convention solidly for Harding!
April 25,

President Harding cslled Governor Harding to White House; asked
if John Mitchell of St. Paul would be good man for Federal Reserve Board;

Governor Herding said yes and President said would send his nsme to Senatse

tomorrow. This is first time Board has ever been consulted gabout an appoint-

ment by Prasident!

President Harding said Mellon is & fine man but doesn't know
a demn sbout polities; you Demoecrats run avertything and Mellon praises
sach of vou by neme every day and wants me to retain you all. (Not sure

whether he alluded to Board or to Treasury.)
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he should oppose any decrease 'hey all seemed to feel

to reduce rates at other 7% banks Mr. liellon after a telk over telephone
with Governor Strong said that while he believed New York rates

down, and such decrease would not cause speculative amctivity,

efer to feeling of directors to wait a few weeks.

I moved to amend Miller's motion so as to consider rates at

all banks when we took up New York. This seemed to trouble Dr. Miller,
he evidently hoped the Chicago rate would not be reduced.
ed, however, that reduction in New York

in Chicago, but did not want it done simultaneously.

nd has reduced %t

The Board was informed the Bapk of

This may influence Governor Strong.

Board voted to approve Atlanta epplication to reduce rates to

filler voted for it and answered Plstt's objections!
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Hoover does not like the Federal Reserve Board according to
Dr. Miller; he thinks no bankers should be on it, citing the Bank of
England.

The Bank of England directorate, however, contains many
"merchant bankers", i.e. Acceptance houses. Miller evidently made this
motion so he could tell Hoover he was working hard for the cattle raisers,
He evidently wants very much to be reappointed, and has changed his
views radically--he is now a rate reducer with a vengeance although
recently when Boston wanted to reduce from 7 to &% he vigorously fought
it and voted against it, saying that we should pattern by Bank of England
and never go down or up more than 1/2% at a time. Yet a year or more ago
he voted to increase the New York rate from 4-3/4 to 6%
June 1

Some two wseks ago an advertisement of bonds of North Dakotag
appeared in papers and in it a certificate signed by White, Treasurer of
United States, that the bonds were all right and would be paid at
maturityl! Instead of removing White the Treasury issued a short state-
ment that White's signature had not been authorized by the Treasury
Department. This is scandalous--and attempt to win the support of the
cerazy populists of North Dakota.

Mr. Mitchell read to Board yesterday a protest of a prominent

Republican demanding White's removal.

June 6

Board and Secrstary of Treasury announced approval of plan
to permit secrestary to loan 50 millions to War Finance Corporation to

assist ecattle raisers.
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Conference, Board, Secretary Mellon and Senators Meyer and
Governor Strong said better to form a bank pool which he thought he
could do. Suggested a2 committee of western bankers to get up plan
in conference with New York bankers. Whole meeting switched over to
this. Meantime Governor Harding has gone west to boom first plan!
July 8

Harding says Mitchells appointment to Board was held up by
Upham, Treasurer of Nationsl Republican Committee because Mitchell was
called in for a $2,000 subscription and would not pay that amount as he
says Republicans would use it in Minnesota solely to defeat Non-Partisan
League. Harding said he believes Mitchell is a red hot Republican poli-
tican, as shown by his feeling towards Ramsey in Texas and Miller in
Kansas City, and that we are going to have trouble from him,

Harding and I went over matter and found that 7 Federal Reserve

Agents and 8 Governors were now Republicans,

Harding seid the Cabinet is knocking him hard and that Weeks

is his only supporter. Said he told Mellon that he was getting tired of
criticism and would be glad to resign at any time. He was rather bitter
towards Hoover--said he knew of conditions abroad but very little of
conditions in United States.
July 1

Met Secretary McAdoo in corridor and asked him to drop in and
see me; later he came in., I told him sbout Williams row with the Board
and his various letters and our report. Mentioned causally that Williams

had said he, McAdoo, was counsel of Chase Bank.
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McAdoo said he had only read one primted speech of Williams--I
cannot believe this. He was very evasive and appeared not to want to
discuss the matter. He said, however, that Williams lacked tact and was
too impulsive but he was a man of high character and standards.

July 22

Lunched with Mitchell, Crissinger and Dr. Wilmot of Texas,
formerly of Federal Advisory Couneil., Dr. Wilmot was asked by Mitchell
to talk over the Texas Federal Reserve Bank situation.

Dr. Wilmot said VanZandt the Governor was a good man but had
not received loyal cooperation of his subordinates; that he thought
he should be backed up and his force strengthensd; that Ramsey dominated
the entire bank; that Ramsay was a fine man of keen mentality and that
he would dminate any situation unless faced by very strong men. We asked -~
him if he knew any good men in case Ramsey should not be appointed and
he gave us some nsmes. He saidmne of these men would accept Governorship
as the Federal Reserve Agent was the dominating position in Texas, differ-

ing, as I pointed out, from the other Districts. He salid he thought

s o 0D might be induced to come back and said it would be the best

appointment which could possibly be made. He said Ramsey's reputation
was that of a very able politican but he was a man of high standing
and character and an eminent citizen,

He seemed very well informed and sincere and made a good im=-
pression.

At the outset, howsver, he said that as he understood it, the
Administration having changed it was fair, other things being equal, to

put Republicans into these bank positions.
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T at once said we never had considered politics in Reserve bank

appointments and that, while personally I wes gled if both Parties hap-
pened to be represented, we never even considersd politics in our appoint=-
ments. I told him that as a fact 7 out of the 12 Federal Reserve Agenis
and Governors happened to be Republicans but were not elected as such.
T also spoke of our appointment of Provost Harrison at Philadelphia and
our appointments at Boston. I told him the Board's action in abolishing
exchange charges had angered the Democratic Party of the whole South and
Southwest.,

He said a number of bankers had said they wanted him as Federal
Reserve Agent in place of Ramsey. I finally asked him if he would con-
sider the Federal Reserve Agency if Board were to offer it to him and he
said No, but I fancied thers was a possibility he might accept.

Walking home, he said he firmly believed the Board should be
absolutely kept out of politics or the banking system would be ruined.

He said he had never observed that Ramsey played polities in
Federal Reserve bank matters,

I believe him to be a fine, sincere man, but that he came here
somewhat with the impression, perhaps given by Mitchell, that a change
for political reasons was the proper thing.

He said Ramsey had had some banking experience as President
of & small bank years ago, but that he had not sufficient banking

experience to dominate the affairs of a Federal Reserve Bank and he

emphasized that the Federal Reserve Agent should exercise this

domination.




October 6

Governor Harding told the Board that Secretary Mellon had asked
him for a list of Class C directors whose terms expired at the end of
the year, and also asked as to the political affilimtions of each onetl
Governor Harding fears trouble may come.
October 21

Governor Harding said while in New York yesterday he called
on McAdoo. He spoke abouw the attacks on the Federal Reserve Board by
Democratic Senators and Williams; said that the gquartet was Heflin,
Weatson, Senator Simmons and Willisms; that they all claimed to be his

friends; that they took the position that the Federal Reserve

Board were all criminals and crooks; that the Republican Administration

was responsible for their continuance in office; that the Republicans
were restive and that the danger was that might be goaded into removing
all Democrets from the Board and capture it and use it ss a political
machine; that at the beginning they inquired into the perscmnel but

found there were 70 Republican directors and only 38 Democratic directors;
that 7 out of the 12 Governors were Republicans and sbout the same ratio
in the Federal Reserve Agents; that thereupon they dropped the matter but
that there was grave danger of its being revived; that if the Pystem were
run as a political machine it would be all powerful and could absolutely
prevent McAdoo's nomination in the future; that his strong card was that

he had practically created the System and had kept it as a nom-partisan




System, ete., stc.

He said McAdoo was terribly stirred up and said he would send
for Williams and tell him his attacks were injuring him and must be stopped.
He said he was able to control Williams when he was a subordinate but doubted
whether he could now. He said Williams attacks were most extreme and he
implied, unfeir,-~that Williams never could stop when he had got started,
ote, ete. Governor Harding explained sbout Strong's salary and said Board
was obliged to make public the fact that he had urged it and voted for it,
as did also Williams.

Governor Harding urged me to call on McAdoo and point out the
danger of political control of Federal Reserve System by the Republicans,
October 25

Confersnce of Governors and Federal Reserve Agents with Federal

Reserve Board. Lasted through week. Governor Harding suggested a rate

reduction--New York, Philadelphia, and Boston 4-1/2%4--Cleveland, Chicago,

ste. 5%--and the borrowing districts 5-1/2%.

Was told they were almost unanimous against this at meeting
among themselves but at conference Friday, October 28, they all seemed
to favor it or at least to agree that it would do no harm, except
Governor Morss and Governor of Chicago, who were bitterly opposed.

C.S.H. spoke favoring Harding's suggestion. Miller spoke
in favor--said in view of what had occurred as to prices, he now was
ashamed he had voted to increase rates to 7% in 1920.

On Saturday, Governor Harding told Miller that his vacillation
was such that he had about made up his mind to resign. Miller finally

said he would strike out of his address all ellusion to the 7% rate.




December 3, Saturday

Special Board meeting to act on redesignation for year 1923
of Federal Reserve Agents. The matter was referred last week to a
special committee--Platt, Mitchell and Crissinger to report as to
appointment of Class C directors. We appointed this committee because
we wanted fresh blood and not because they were all Republicans; in
any event they were fairly divided as Platt was appointed by Wilson.
We had absolute confidence in their judgment. The only controversial
question arose from the desire of a man named Comstock to be appolnted
Class C director at Kansas City. Although it was said his real aim was
to be designated Federal Reserve Agent in place of Ramsay. He had had
but limited banking experience having been Secrstary of Mr. Flower in
his bank in Kansas City, but when this bank was consolidated he was
dropped,--not a favorable recommendation as to his ability. Mr. Flower
wrote a very eulogistic letter saying that he and Comstock hed run his
bank for, I think, some 20 years. This letter was disingenuous as he
was only private secretary.

Comstock, until very recently, never came near the Board but
went direct to President Harding asking for the office as an original

Harding man. In fact, Governor Herding said Comstock told Mr. Swing

of Kansas City that he did not give a damn for the Board, but would

get the office from the Presidentt While he had a few good letters
from bank presidents he was plainly not fitted for Federal Reserve

Agent or even for a Class C dirsctor.
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President Harding, however, wrote two letters (C.S.H. personally
gaw these letters, and for some time they were in the offieial files.
C.S.H. tried to see them again on April 10, 1922, but they were not to
be found,) to Crissinger asking him to see that Comstock was appointed
Foderal Raserve Agent. The President acted as if the appointment was part
of the spoils which he could distribute as he wished. Governor Harding
wrote a very courageous and able letter to Secretary Mellon, asking him
to show it to the President, pointing out the importance of the position
and that it was entirely in the hands of the Board. This availed nothing,
however, and the President insisted on appointment of Comstock, although
this involved dropping Ramsay, who altho not a great Federal Reserve Agent
yet was well up to the average.

To avoid further controversy the special committee had a special
meeting called, and, at the meeting said they were not yet ready to report
a list of Class C directors, but Mr. Mitchell moved that all of the
present Federal Reserve Agents be redesignated. Ramsay's term as Class
C director had not expired so only his designation was an issue. After

a long discussion the Board voted to redesignate all of the Federal Reserve

Agent, Crissinger alone voting No, although he said he had no other

candidates to suggest. He took the ground that many of the Federal Reserve
agents were mediocre men and should not be reappointed and that all salaries
should be fixed before notice sent of any redesignations. Dr. Miller
attacked all of the Federal Reserve agents saying they were good enough

to take care of Federal Reserve Note issues but wers utterly unfit as
chairmen of the boards, and said he should move radicelly to reduce their

salaries, in which Crissinger backed him up. Miller said he should
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advocate an smendment to the law separating the functions of chairman
and Federal Reserve Agent. We all said we should be glad to consider
this without committing ourselves, and we voted that the special com-

mittee should consider and report what, if any, changes in salaries

should now be made, irrespective of the amendment, Miller moved that the

action of the Board in redesignating the Federal Reserve agent be laid on
the table. It was a tie vote, C.S.H. voting in negative and Governor
Harding finally voted against it. Mitchell voted Aye, apparantly being
confused as to the issue as he strongly advocated redesignating all of
the Federal Reserve Agents, including Ramsay. Dr. Miller bitterly
attacked Jay saying his remarks at meeting of agents and governors that
Federal Reserve banks should lead up on discount rates but should follow
down after changes in market rates was puerile, childish and sophomoric,
and that such a man was not fit for Federal Reserve Agent.

It was also agreed not to motify any Federal Reserve Agent
until salaries were fixed, There were several names before the com-
mittee for Class C director of Kansas City, other than Comstock. The
most prominent was a Mr. Hood of Nebraska who had large cattle interests
in Wyoming and was splendidly endorsed. The whole Nebraska delegation
was for him, although he was their original choice; also the editor
and owner of the Omaha Bee, the leading Republican paper and Senator
Hitchcock. It was a truly non-partisan recommendation although Hood
was a Republican.

Undoubtedly the committee would report in favor of Hood.

The Board has thus thrown down the gauntlet to President
Harding and I fear he will be furious. To have given in, however, would

have been to drag the Federal Reserve System into the mire of cheap
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gutter politics. I think the President may well hesitate, however, when
he realizes the Board will appoint a man Class C director who will greatly
please the whole District, and espsecially the Farmers bloc, while if the
President has his way the appointee will be a politician, whose chief
distinction is that he was an original Harding man!

Governor Harding said it was rumored that Christian, Presidsnt

Harding's secretary, told him that he--President Harding--made this appoint-

ment, He was disabused of this idea, however, by Governor Harding's letter
to Secretary Mellon, but he still persisted that Comstock must be eppointed.

December 6, Tuesday

Committee reported at Boerd meeting unanimously against changing
the salaries of any Federal Reserve Agents at present time and Board
accepted it and voted to send to sach Federal Reserve Agent notice of his
designation. Crissinger was not present but joined in committee rsport.
Dr. Miller, who had threatened dire things as to salariss meekly voted
with the rest of us. Governor Harding said Mondell of H.R. had said
he would at once see the Attorney Gemeral and tell him to advise the
President to keep his hands off in the future as the Board should not
be interfered with politically.

Governor Harding told me Platt saw Secretary Weeks who said
the Board was absolutely right in turning down Comstock, that the President
had been deceived and that he would, if necessary, back up the Board.

December 21, Tuesday

Mitchell told the Board that, notwithstanding his letter,
President Harding was very angry with the Board for not appointing

Comstock.




January 11

Governor Harding told me this A.M. he went to Crissinger and
told him to tell President Harding that he was sorry he could not vote

for Comstock, but that if the President wished his resignation he would

give it at once; he asked Criésinger glso to tell the President that the

statement made in the Senate that he (Governor Harding) had voted for
Harding as President was not true.

He said Crissinger said he thought it would relisve the President
if he should resign now. He edded that Crissinger saw the President who
said that Govermor Harding should stick to his job.

February 28

Governor Harding called a specizl conference to consider a letter
from the Carborundum Company, Niagara Falls, N.Y. (Mr. Wine, President) and
the American Abrasive Metals ' Co., Mr. Mowery, President, complaining that
Trowbridge, an architect, was advising benks in United States and Canada
to teke his specifications for wvault walls as the result of the Sandy Hook
tests; that their compenies processes were tested at these tests but that
the tests had not been fairly conducted., The compznies asked for a
hearing., We advised Governor Harding to write Trowbridge we should give
a hearing next week and ssked him to fix a date when he could come down,

The letter of protest was given to Governor Harding by Secretary
Mellon who seid he wes interested in the companies.

I am surprised that Secretary Mellon sent in this letter to the
Board; the companies should have sent it dirsct; by sending it through
Secretary Mellon, they are evidently trying to use his influence with

the Board and he should have refused to send it to us, but should have

made the compenies do it themselves.




MBX 29

During the week prior to *arch 20, a committee of New York
bankers came before Board and asked to have the Bankers Acceptance regu-
lations liberalized as to import and export trade. Mr. Kenzel of the
Federal Reserve Bank of New York came down with them. They pointed out
that customers were graduslly turning to sterling bills because of the
harshness of our Regulations. They said foreign bankers looked askance
at our bankers bills because they never could tell whether they were
eligible under our Regulations, Mr. Kenzel sgreed entirely with their
statements., The committee consisted of Messrs. Warburg, Broderick and
Kent.

After the hearing, The Board considered the whole matter,
especially a proposed draft of new regulations prepared by our counsel,
Mr. Logan. The chief change was as to Bankers Acceptances not in excess
of the 107 limitation. Under the law no security is required for such
import and export acceptences while under our Regulations security is
required.

The Board were unanimous in feeling that the question of

security--up to the 10% limitation, should be left to the judgment

and experience of the member bank and Federal Reserve bank (as to

rediscounting).

C.S.H. sgreed fully but said that the tentative draft should
be sent to all Federal Reserve banks for exasmination and criticism,
which was ordered done.

C.S.H. also insisted that the Federal Advisory Council or

its Executive Committee should be consulted, whkeh was done.




The Governor aslso asked opinion cf Wing of Boston which wes
very favoresble. Everyone consulted approved except Governor of ‘ederal
Reserve Bank of Chicago, who was in doubt and said the leading bank
in Chicago doubted its advisability.

April 2, Sunday

Eliot Wadsworth, Assistant Secretery of the Tressury, calls
at apartment--1155 - 16th of C.S.H. and H.P.H. After some general con-
versation he began to spesk of Mr. Wilmeth, the Chief of the Bureau of
Engraving and Printing, who a -day or two ago had been summarily removed,
with 30 others, from the Buresu, without any cherges, as required by
the Civil Service law.

April 5

Governor Harding and Crissinger conferred all the morning
with the Texas District Attorney and the Chairmen of the Grand Jury
(State) which has b=en investigation the failure of the Clayborn Bank,

Board met at 3:15 P.M. and CGovernor Harding said these men told him that

the Federal Reserve Bank had held Notes discounted by the Clayborn bank

sometimes for 2 or 3 months after maturity without forwarding them for
collection; that in some of these the makers had given Norwood, the
defaulting President, checks in payment of these Notes which he had held
and were found in his desk after his departure for Mexico. Governor
Harding said if these and other statements were found to be true, he had
lost all confidence in Federal Reserve Agent Ramsay.

The Board decided to have our Chief Exeaminer, Herson, go to

Dallas and carefully investigate all reletions between the Federal

Reserve Bank and the Clayborn bank. We called Herson in and he said
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he would finish st Kansas City in time to be in Dallas on Saturday,

April 15, and we said this would do.

Governor Harding was directed to write Ramsay and tell him
the Board wished to see him here next Thursday April 13.

We thought it advisable to have him here away from the Bank
while Herson was exemining it.

Herson said the Notes in question might have been excess colla-
teral but sfill should have been presented.

Ramsay's relations with Norwood have always been very imtimste
and the night Norwood decamped his suto was found abandoned near Ramsay's
house, giving rise to the suspicion that he had been at Ramsay's house,
gizdpg-rice-to-the-suspicieon-bhap~he-had-boen-ap-Ramesay*s-houser The
Board had elso received or seen an anonymous letter attacking Ramsay.

Sometime ago the Board appointed a committee to investigate
Ramsay,=--0f Governor Harding, Crissinger and, I think, Mitchell. The
Committee has been weiting to hear from the men whom Governor Harding and
Crissinger saw this morning.

Sometime in the winter one of the directors of the Federal
Reserve Bank of Texas, Mr , came before Board and said that it
was Remsay who induced the Texss Board to displace Van Zandt and
elect McKinney as Governor.

When the Board redesignated Ramsay, it assumed that no change
would be made in the Governor; if they had known such a change was to
be made they never would have redesignated Ramsay.

April 13
Federal Reserve Agent Ramsey of Dalles came before the Board

to answer charges against him in matter of the Clayborn Nationsl bank.




A stenographer was present.

The hearing left me in a very mixed up condition. The Board,
it seems to me, has no evidence warranting the summary removal of Ramsey for
improper action in the Bank matter and yet I cannot avoid the feeling thsat
Ramsay went farther than he ought, through friendship or whatnot for the
defaulting President Norwood. It was also clear that Ramsay did not

carry out his duties with regard to collateral for Federal Reserve Notes,==-

he should have known that Notes delivered up to the bank for collection

were never paid but held as overdue paper.

Nor were his answers as to complicity in the dropping of
Van Zandt the Governor, satisfactory. There is no doubt in my mind that
he engineered this,

Governor Harding seid this P.M. that Ramsay had just told him
he had received an offer of $20,000 per year for some barnk or other
institution, and that he though he might resign as Federal Reserve Agent.
Governor Harding said he advised Ramsay that it might be well for them
to do this,

April 24

Van Zandt celled. After consultation with Governor Harding,

I read him from Ramsay's testimoney every reference to him made by
Ramsay but did not let him see the testimonsy.
April 25

Van Zandt came before Board. Only Governor Harding, Platt,
and C.S,H, present. He made a long statement; claimed that Ramsay tried
to dominate the whole Bank: c¢ited an instance of increase of pay of a

woman clerk, working in operative department, done without his knowledge
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or consent by Ramsay going to one of his under officers.

Said that Remsay was too much of a politician; admitted that
the bank never inguired of the maker of a note pledged for Federal Reserve
Notes and given to bank for collection even though the member bank did
not pay it; admitted that in case of the Clayborn bank, an inquiry of
the meker would have shown that in several cases the mekers had given
Norwood, the Prdsident, their checks in payment, which Norwood had not
entered because he did not want to have the banks deposits drawn down.
VanZandt ssid he had told Ramsay that Norwood was a crook long before he
decamped; that Ramsay had a report of the nationsl bank examiner made
long before which showed that Norwood had issued a fictitious draft to
make it appear that a certain peanut draft had been paid; that Ramsay
never showed this report to him,

On the whole, I feel that it would be for the best interest
of the bank to have an injection of new blood. VanZandt has gone, and
Governor “arding says Ramsay is to resign, which is most desirable.

While I do not feel that specific charges against Ramsay have
been proved, yet I canmnot resist the conclusion that he has dominated
the bank not onmly on his own but on the operating Department; that his
mind is so "political™ that he is always manuvering and trying to dominate

in one way or another,--not in partisan polities but in banking polities;

that he has been too lenient with Norwood's bank, perhaps unconsciously=--

VanZandt also said Ramsay had had the salary of Gregory, a Federal Reserve
Bank exsminer increased. Gregory is on of Ex-Attorney General Gregory, but

thisg Van Zandt said was after his father had left office.




April 27

Governor Harding in addressing the Federal Advisory Council
referrad to opinion of Logan, our Counsel, that Fedsral Reserve banks
couldpay dividends out of surplus and to fact that Secretary Mellon had
asked opinion of Attorney General. Governor Harding sald the Attorney
General had said that he wished to "cooperzte" in every wey, and, there-
fore, wanted to know just what opinion Mellon and the Federal Reserve
Board wanted, and that he would endeavor to furnish a "satisfactory" one.
An extraordinary thing for the Attorney Genersl to sayl
April 28

Returning from the lunch with Mr. SWeng of Kansas City, a member
of the Federal Advisory Council, I asked him as to gualifications of Mr.
Comstock whom President Harding asked the Board to appoint as Class C
director of the Federal Reserve Bank of Kansas City. He replied that
he had absolutely no gualifications for such a position: that he was
utterly unfitted and that it would have been monstrous to appoint him-a
Class C director, much more as Chairman of the Board and Federal Reserve
Agent., He said he had been Secretary of the board of directors of the

Prudential Trust Company~-Flower's bank,--that that he got the place

solely through his brother-in-lew, Mr. Hayermaen, one of the directors;

that after the consolidation Heyerman wnet off the Board and Comstock
was immediately dropped from his position, and had no job when Harding
(President) asked the Board to appoint him; that Le did not believe &
single bank or banker in Kensas City would or could conscientiously in-
dorse him for such a position; that it was incomprehemnsible to him how

President Harding could have pressed him upon our Board for any sppoint-

ment.




May 1
Attorney General writes Mellon that Federal Reserve banks

can pay dividends out of surplus.

Max 2

Cables betwsen Bank of England and Federal Reserve Bank
of New York read, as to invitation to send representative to conference
of central banks to be called by Bank of England on suggestion of the
Genoa conference. The cables showed that originally the invitation was
to Governor Strong personally, but later (at Governor Harding's sugges-
tion to Strong) it was changed to the Federal Reserve Board.

Governor Harding said the Administration felt tbat no member
of the Board should go as they were officers of the United States and
he intimated that the Administration would like to have a committes of
380. It was suggested by Governor Harding or Mitchell that the committee
should be 8trong, Warburg, and Watts of St. Louis; later the neme of Wing
of Boston was suggested, C.S.H. said a committee consisting of Strong,
Warburg and Watts might be criticized as being composed of bankers of the
extreme, so-called, reactionary group, and that Festus Wade might make =
good member, as being a broader, more democratic banker, Mitchell said
Wetts and Wade were both democrats. C.S.H. said he did not refer to
politics in using the word "democratic".
May 3

In afternoon, Board had conference with Governor Strong as
to invitation of Bank of England to attend a conference of central banks
in London. Governor Strong, after listening to a reading of Govermnor

Harding's address to be delivered in New York Friday, before American
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Acceptance Council dinner, said that the Governor's refersnce to the
meeting in London ought to be omitted. Covernor Harding did not
specifically mention the meeting but pointed out the limitations of
the Federsal Reserve Act and specially stressed the fact that nothing
could be done by any bank without the approval of the Board. Strong
said 1t would be strange to put this out just before Governor Norman
arrived and that we should at least hear what he had to say, if any-
thing, on the subject, Strong also said that the President had told
the Press he was interested in the matter and that, oresumably, he
had some plan in his mind and thet Governor Harding's refsrence would
be construed as a slap at the President. Strong said he had good

authority for stating that President Harding was very angry with the

Federal Reserve Board for "voting him down" on the matter of Comstock

for Class C director at Kansas City, and he added that theyhad authority
for saying that a statement such as that proposed by Governor Harding
would be resented by the President.

I am inclined to think that Governor Harding made this
reference more as a hit vs Strong than anyone else, and that Strong
was using the President's name for his own purposes.

Strong spoke rather contemptuously of the President. He said
Mellon told the President that he approved of accepting the invitation
but thought that three ought to go, but forgot to enjoin secrecy, with
the result that President Harding at once told the Reporters about it.

Strong intimated that the President knew nothing about banking
matters and even if--as suggested by C.S.H.--Governor Harding read it
to him and obtained his consent to use it--the President would be med

if the critics should say that Governor Harding was hitting at him.
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I took the position that Governor Harding should not allude
to this, at least until hearing what Norman had to say, and unless
President Harding consented. I pointed out that a hostile critic
might say this was an sttack both on Strong and the President, and that

it savorsd of our warning to banks as to over-investment in British

Exchange Notes in 1916, and of the round robin in the Senate when

President Wilson went abroad to Versailles.

Finelly, Governor Harding rewrote the paragraph to the satis-
faction of Strong, es he told me later, but he did not show it to me.

Strong said he thought Norman was coming over merely to talk
to Mellon sbout payment of interest on the British debt.

Strong said the only way to stabilize was (a) to establish
a frse gold market in Great Britain; (b) to establish a gold exchange
standard, i.e., the lumping standard; (c) to pay exchange.

Strong said (b) would never be adopted in Great BEritain; that
(¢) was not a good method.

Strong added that Great Britain had been buying dollars which
had depressed British Exchange, and that it was a bad thing for a
foreign govermment to manipulate exchange.

C.S.H. asked Strong if Great Britain would not at once have
a free gold market providing she could be released from paying her
interest on our debt for, say, a year or two.

Strong gave an evasive amswer. C.S.H. believes this is
Norman's purpose.

= C.S.H. believes Strong has some plan which he has worked out

Norman but which he is unwilling to state to the Board. All he

to us was that we must adhere to the gold standard, to which,




of course, we all agres,

May 8, Monday

Board discussed question of accepting the invitation of
Bank of England all day. C.S.H. not present. Finally voted to accept
but later voted to exchange whole matter from Record.
Ma

Board meets with Governor Norman. Governor Strong said

whole question of gold stabilization depsnds on some adjustment of

the debt question. Gov. Norman said the Bankers of Europe would pPro-

bably agree that the centel banks should protect the weaker central
banks contimiously; that probably they would advise central banks for
all countries; that also they would favor low rate policies for banks
having high reserves.

C.S.H. raised point that this might involve & vote by
Governor Strong of want of confidence in the Federal Reserve System
which is not strictly a central bank; and in the rate policy of the
Faderal Reserve System which might keep in relatively high retes or
even increase them, sven while holding high reserves,

Governor Strong ssid he could avoid this.

Governor Strong and Governor Norman both seid that if the
central banks'! suggestion of another monetery conference were adopted
it would necessarily involve the question of debt adjustment. They
both seemed to favor a general holiday for some period of time during
whick interest should not ascctue.

The Board felt that this was clesrly a matter for the

Administration to settle, as it was not strietly a banking question.




Governor Strong suggested that the United States should call
a Monetery Conference and thet the suggestion of a general holiday should
be boldly mede then just as Hughes did in the 5 Power Treaty.

Finally we all agreed to C.S.H.'s motion that the Secretery
be asked to set with the Board and thrash out the matter.

C.S.H., asked Goverror Normen if Grest Britsin could declare
a free gold merket in the neer future, if interest payments were post-
pored, He sald he thought not.

Crissinger said the Csbinet had been discussing the matter
and they seemed not to know just what to do. Platt said he had just
asked Mellor to meet with the Board and he said he would decide after

he had seen Governor Norman., Plstt said Mellon thought that Governor

Strong was to go the the conference merely representing the Federal

Reserve Bank of New York. We all agreed he should represent the 12
Federal Reserve banks--otherwise the charge would be made that the
Board had abdicated to Wall Street.
C.S.H., stated that he favored Governor Strong going to
the conference but that there would be undoubtedly many matters that
would come outside of the jurisdiction of the EBoard and thet on these
the Administration should tell the Board how to instruct Strong.
C.S,H. is perfectly satisfied that the real purpose of
Governor Normen, out of the conference, is to secure a postponement
of interest payments for a considersble period of time.

May 10 - Wednesday

“acretary Mellon told Board through Crissinger that he

would not come to the Board meeting until he had consulted with Hughes
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and Hoover. Governor Norman and Strong kicked their heels together
all day waiting to hear from Secretery Mellon.

Strong said he was sure the President would not epprove of
his going, end in any event he would not go unless and until the Admis-
tration told him its attitude as to possible postponement of interest

ayments and as to ealling an International Monetery Conference to be

held in United States.

C.S.H. told Strong he feasred that if such a conference were
called the whole subject of Internstional Bimetallism would be brought
up, and pointed out that in 1896 the RepublicemnNational platform decleared
for the gold standard only until a Bimetallic Conference could be
arranged for and that Lodge insisted on adding the words "which we
pledge ourselves to bring gbout.”

May 11

Mitchell told me that Hoover told Norman that Great Britain
should certeinly pay her interest when due, and then they could both
decicde as to the other countries,

MAY 12

Governor Norman and Governor Strong have been having conferences
with Miller and Mitchell for the past two days. Some I have been asked
to and others not.

This P.M. I tried to find Governor Norris to tell him where
we lived as he is to dine with us tonight. I found him in Miller's room
and Miller had Mitchell with him. They asked me to stay. They were
going over a memorandum presented by Governor Norman outlining a plan

for calling a conference by Bank of England, stipulating certain things
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each particular member was to be asked to agree to along lines of
cooperation, ete. of central banks,restoration of gold standard, setc.
I had never seen this before. Several changes were suggested.

Governor Strong alsc had a form for his instructions, at
the end of which it was recognized that the conference might declare that
the gold standard could not be atteined unless a finsl arrangement
covering all International debts was made as a condition precedent.
Covernor Strong said the President, Mellon, Hoover gll agreed the
invitation when given should be accepted, but they favored it at a
later date,--say September. They had not, however, definitely sgreed
as to his instruetions.

I shall have to know much more about the whole matter than

I know now before I can vote intelligently on it.

7:30 P.M.,

Governor Norman dined with us, and we had a very pleasant
telk. He reiterated his view that nothing can be done to get Europe
back to the gold standard until the debt question is settled. He said
that if Great Britain began paying interest it would create a very bitter
feeling among the Allies, and while he did not say so directly, I have
no doubt of his conviction that Great Britain is in no position to begin
interest payments next fall. He said the payment of interest was a grester
erisis than payment of the debt for the latter, of course, would be funded.
He asked me whether I thoughtit for the best interest of Great
Britain to have the interest question decided now or to wait. I told him

I was not familisr with the details and could not =sdvise him.




Platt read to Board a letter from Governor Sesy as to issue
of national bank charter in April to the Commercisl National Bank of
Wilmington, North Carolina, Sesy said:

This bank wes originally the American Bank & Trust Company
and applied for admission to Federal Reserve System. The Federal Resgerve
bank examined it end declined to admit it as its condition was so bad;
it then applied to Crissinger; the national bank examiner reported against
it on account of its condition; Crissinger gave it a charter on under-
gstanding that $100,000 be put up; only a smell part put up in cash and
balence in doubtful paper; the condition, therefore, was not complied
with; that the bank® capital was wiped out and it was insolvent.

Voted to eall this letter immediately to attention of
Crissinger,

The President is W. B. Cooper, a brother of Wade Cooper of
Washington who opposed William's confirmation. Another brother is Robert
A. Cooper, formerly Lt. Governor of North Carolina and recently appointed
on Farm Loan Board. Seay inclosed copy of letter from another brother,

T. E. Cooper to Bethea, Vice President of Commergial National Bank , telling
him to rush discounts into the Federal Reserve Bank and not to be too

particular; that no credit inguiry was necessary if a note did not exceed

$4,999; thet if a note was that of = cashier of a bank, and the cashier

owned a farm, he should be put down as a farmer, etec., otc.
It is astounding that Crissinger should have given a charter
to such a bank, I fear it will turn out that politics are involved,

and that it will be like the Max Mitchell case,




ealled up Seey who says Crissingesr never

Bank of Richmond

(&

Forth
nade a report by letter to effect that
Dallas had acted, as to collection of Notes,

in the same way ards all banks as it did to the Clayborn Nationsal

Bank,--80 this absolves Remsay and the Bank as to this particular charge.

Mav

Reserve Bank of New York
psychologics
on market retes.

not prepared to vote on

to conditions affecti

ing the Fede

rate conditions and whether or not
advissble, giving reasons in full.
said if we adopted Millerts motion the Roard would
good its Resolution and initiate lower rates;

g 4

it ought not to exercise it excepi

the Boaerd had this Wer,
extraordinery or at leest unususl conditions, and thet he (C.8,H.,) wished

to leasrn, before voting, just what the New York conditions were.
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Miller admitted, in answer to C.S.H.'s question that busii
was not being hampered by the existing 4-1/2% rate.

C.S.H. said he thought this 1/2% margin over 4-% could better
be met later.

Platt said that leter we might have to raise rates and that
it would be easier to raise from 4 than from 4-1/2%.

C.S.H. believes that if that time comes there will be a demand
to lower rates under .,%.

C.S.H. met Secretary Mellon last evening at dinner of Mimes
Patten and he told C.S.H. he ssw no reason for lowering rates at the
present time. The Board then voted down C.S.H.'s motion.

On Miller's motior the Board voted in favor by 4 to 1, Governor
Harding not voting. C.S.H. voted No.

Yesterday Covernor Harding and Mitchell were strongly opposed
to Miller's motion, and I do not understand their vote.

Although Governor Harding did not vote, he intimated that if

voting it would be Aye.

Mey 24

H.R. passed Bill yesterday adding 1 member to Federal Reserve
Board. Goverpor Harding told me that Mellon +told McFadden to let it
go through gs President Harding said he could not appoimt Governor
Harding unless it did but if it passed he would reappoint him. Governar
Herding seid he told Mellon. he should prefer hot to be reesppoimted.
I told Governor Harding he would be free to decline if he wished but
he feared this would not be fair to the bankers who were working for

his reappointment.




Federal Reserve Bank of New York asked Goverror Harding to
ask Board to give its ressons for favoring lower rates. Point well
taken, es Board should give reassons for the opinion expressed to

Bank over C.S.H.'s adverse vote.

talked at great length and became quite excited-=-
said rates were out of line but did not say how; said merchants
were entitled to lower rates; said it was wrong to keep up rates
for fear of speculation in csll loan market.

C.S.H. replied that was not his reason for keeping rates
at present level; that business seemed to be moving satisfactorily
towards better conditions and frozen credits were being liguidated,
and there was no demand for lower rates.

Governor Harding said Case of New York Federal Reserve Bank
seid he would asgree to lower rates if the Federal Reserve Banks would
throw 500 millions of Covermment bonds into the market to keep money
off the stock exchange.

June 29
The private Secretary of Senator Watson of Indians telephoned

the Poard's office, stating that the Senastor desired to know the

politics of each member of the Board. Mitchell at once moved ironically

that he be told it was none of his business. Finally it was agreed
thaet the operator who took the messesge reply that he did not know.
On inquiry we found this was just what he had said. The whole Board

took it as sn insult,
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August 7
— e ————————

Governor Harding's term expires Tuesday night, August 9, at

midnight. Some months ago, Mellon told Harding it was settled

that he was to be reappointed. after the passage of the

Act adding a new member to the Federal Reserve Board., From time to time

Secretary Mellon told Harding he was trying to have the President send

2

in the name of the new man and Harding's together. Senpator McLane told

Harding that this ought to be done and that he would that the two

names were acted on together and would hold up the new name until both

v

Senator Heflin, inspired,as we belisve, by John Skelton

were considered.

Williams, has been attacking Harding almost every day. About two weeks

-

etary Mellon told Harding the new name had been agreed upon and

that both would go in soon. Last sk Secretary Mellon gave out an inter-

view or rather an impersonesl dispatch saying Harding would be reappointad.
Meantime nothing had happened. Secretary Mellon told Harding it would
surely be made last week. Jnder Secretary Gilbert told
Harding that Secretary Mellon spoke to the President but that he threw
up his hands and said he was too busy with the

Secretary Mellon's da

to think of an

e

Harding her very angry with the President.

sald about the same to Governor Harding and added that

the public belisve he ha ittle influence with the Pr

gvident to me that President Harding wants to appoint some good Republican,
treating our Board as part of the but that he does not
Meantime he

quite dare to do i

and




ghocking ea weakness--the Press is almoat unani-

&
1

mous .for Governor Harding.
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Mellon vester
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Covernor Harding says Me 1 Just told him the President hes

surrendered and said his only doubt was whether the fight over his
lagt two or three months and block business in the

Senator Undsrwood would see him about this; that

he would have
Governor
tomorrow

n spoke of Governor Herding and said

pathetic see him, evidently measuring to see him want reappointment

50 badly. I asked when the new

had no idea, that he had not see
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it, for
tell the President
to resign; that he d@id so but the President told
Governor Harding to stick; that later, Governor Harding
the President would not
to sound me on it.
the basis of practical polities, it
opinion would be a fatal mistake not to reappoint Governor Harding;
gt 1t would be interpreted throughout the country as a blow at the
Federal Reserve System and as any expression of confidence in Senator
and John Skelton Williams and of condemnation of the Board;
thet Governor Harding had made a splendid record; that not to reappoint
him would injure Senator Lodge in his cempaign ae he was originslly

bitterly 3ed to the Federsl Reserve System srnd had sttacked the bill

in the Senate; that I feared there would be a determined effort to induce

the Democratiec Party to come out for an "easy credit" policy, condemning

the Federal Reserve Board and that President Harding's failure to re-
eppoint Governor Harding would be cited as an approvel of "easy credits”

nt Harding which would be difficult to answer.

I am convinced Crissinger was sounding me for the Preside

Governor Harding told me he saw Senator T

pessimistic sbout his confirmation;

iemocrats, he stave off confirmation




The Governor said he told Underwood that the Farm Bureau
Corporation was for him and Howard and that this made Underwood seem
less despondent, Governor Harding 2lso reminded him that an extra
member was put on Federsl Reserve Board on a kind of gentlemen's agree-
ment that Harding also should be appointed and this would be sufficient
Justification for his insisting that the two names should stand or fall
together. Finally, Underwood seemed to feel hetter about it and said
he would see the President this A.M.

Platt, Mitchell and I sat with Governor Harding between 3 and 4
hoping to hear from White House but nothing came. At about 5 Governor

Harding went into Mellon's office and told him his desk was cleared

and he was going to New York tonight., Governor Harding came in and told

me of this; hs sald Mellon said he was utterly ayé loss to understand

why the President had not sent in Harding's name this day.

Governor Harding then told Mellon that if President Harding
should send in his name and it should be held up, he certainly, after
three or four weeks would ask the President to withdraw it. Mellon
said that was good suggestion snd he would communicate this. I think
Governor Harding made a mistake in saying this for the President would
send in his name and easily could arrange to have it held up.

At ten P.M, I called up Governbr Harding at his house but thers
was no answer,--he had evidently gone to the train for New York.
Aupust 10

Mitchell told Platt that Senator Underwood told Prssident
Harding that Governor Harding should be rsappointed and that he would

cartainly be confirmed.




476.

Platt just told me that Senator McLean said the failurs to
send in Harding's name was a damned outrage.
August 11

Washington Post says President so busy with railroad striks
he will probably mske nc appointment for several weeksl
August 16

Asked Governor Harding to lunch at Cosmos Club. He showed
me a letter from Federal Reserve Agent Wills enclosing a copy of an
answer by President Harding to a prominent Ohio Representative (Carmi
Thompson) strongly indorsing Governor Harding for reappointment. The
letter said he ( President Harding) fully appreciated the strong indorse-
ments for Governor Harding but that thers were two sides to the question
and he would give the matter most careful consideration.

Governor Harding said that his nomination had been signed by
President Harding, but at last minute had been held up. He said Under
Secratary Gilbert told him that last Friday Secretary “esllon had sent
President Harding enother letter for Governor Harding--almost mandatory
in its terms.

Governor Harding said the President was getting even with him
for the refusal to appoint Comstock in Federal Reserve Bank of Kansas
City. Also said he had several good offers under comsideration but

should wait until President Harding had definitely settlad the question.

Also said that if nemination and confirmation went through, he would not

accept the office unless given the assurance that he would be redesignated

as Governor.
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I think Governor Harding goes too far here. An assurance of
designation as Governor for ten more years--eighteen in all--is more than
any President could properly give. All that Governor Herding has a right
to expect is reappointment as a member for 10 ysars. He seems to think
such a designation is necessary for his vindication. On that theory I
should havs accepted the redesignation of Wilson which he said he would
give me. Governor Harding said he had suggested to Platt to write
Kettig of Birminhem and ask him to show what good reason thers was for
continuing the Federszl Reserve Bank branch there; that this would
stir things up and the bankers would bring great pressure on Senator
Heflin's brother and force him to drop his opposition.

I told Governor Herding this would not do at all and, if donmse,
would surely injure him as everyones would see through it and it would
put the Board in the position of political manoevering--which it never
had done and never should doj; that it would give Senator Heflin a
real cause for greivance--of which he had none now--mand that it would be
disasterous to Governor Harding.

Later, I told Platt the same. He said he rather agreed with
me, but thought he.might write Kettig that he had heard some Insurance
Company wanted to buy the building occupied by the Branch and that he

wanted to know whether it would be advisable to sell and give up the

Brapch.

I told him I should never agree to this and that it would be
erazy to do it.
August 21

Mitchell said this A,M. that Carmi Thompson, during a dinner

with President Harding, last week, strongly urged Governor ' Harding's
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appointment and said it was a great opportunity for a Republican Presi-
dent to demonstrate that the Federal Reserve Board was absolutely dis-
connected with politics, but that the President said this did not

impress him at all, showing his desire to maeke the Board a part of the

spoils system!

August 25

Boston Transcript severely criticises President Harding for
not reappointing Governor Harding, says reason is anger because Governor
Harding would not appoint a politician to office under Federal Reserve
Board. (Evidently refers to Comstock but does not mention his name
specifically.)

September 15

Governor Harding tells C.S.H. that Mellon sent for him yesterday
and said he was still confident President Harding would reappoint him,
and would give him a recess appointment after Congress adjourned--within
a few weeks. Governor Harding told Mellon not to push him too persistently

and not to hesitate to drop his nasme at any time, but that Mellon said he

certainly would not drop his name, Mellon also said Mr., Edward McLean

had told the President it would be political folly not to reappoint him
and that the President seemed very much impressed.
Platt shows me a copy of a letter to Senator Smoot in reply to
a letter from him asking as to certain of statements of Williams quoted
by Senator Heflin in an attack on Governor Harding and the Board delivered
in Senate last Tuesday, September 12. Platt's letter was personal and
not official. In it, he said that Williams was guilty of deliberate false-

hood in some of his statements, I suggested softening this somewhat by




saying intentionally misleading or something to that effect.

September 16

Piatt said he had sent his letter to Smoot but did not say
whether he had adopted my suggestion.

September 20

A day or two ago, Senator Owen who was with Mr. Quick, former
member of the Farm Loan Board, told me that if Governor Harding was nominated
he would vote against his confirmation and would do his best to defeat him.
He added, however, that if nominated he would undoubtedly be confirmed.

I told him of Senator Heflin's recent speaech in the Senate claim-
ing that the Bill, permitting Federal Reserve banks to accumulate a surplus
up to the subscribed capital, had been sneaked through Congress at the
last minute with the help of Republican votes, and reminded him that the
House and Senate were then Democratic and that he had charge of this bill
in the Senate Committee and reported it. I urged him to set the matter
straight in the Senate, as Senator Heflin had really impugned his good
faith, but he said few read Heflin's spseches and seemed to take no
interest in the matter,

Later Platt wrote him fully about this.

On looking up the Record Platt said Heflin himself had voted
for this bill, being, at the time, 2 member of the House of Representatives.

September 23

H.P.H. and I motored to Cohassét and lunched with Governor
and Mrs. Morse,

Governor Morse said that Crissinger positively promised to

give a charter to Max Mftchell and finally was so impressed with the
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protests that he wrote Matt Hallowell, Counsel for Mitchell that he
would give no charter unless the Federsl Rsserve bank favored it.
Hallowell told Governor Morse this really relieved him very much.,

September 29

In Boston attending group conference of Federal Reserve
banks of Atlanta, Richmord, Philadelphia and Boston, Sat with meeting
all day.

In evening we dined at Union Club with Governor Morss and Curtiss.
Governor Seay of Riclmond spoke of Comptroller Crissinger and First National
of Wilmington, North Cerolina, He imtimated very elearly thet politics
were at the bottom of the matter and said that Crissinger was very angry
because the Federal Reserve bank had informed the Board as to its trotten
condition. He said Crissinger had taken eway the Chief National Bank
Examiner from Richmond and had brought him to Washington, so that Richmond
was now the only Federal Reserve City which did not have & chief examiner.

Governor Strong also said that it was rumored that Crissinger
was to arrange to have the Federal Reserve Act aemended so as to take away

the power of Federal Reserve Banks to exemine member banks}

Governor Morse spoke sbout the acquisition of the Fark Trust

Company of Worcester by the Merchants Netional Bank, This bank had ac-
quired the assets of the Trust Company et a very extravagant figure.
Federal Reserve Agent Curtiss was on a committee to look into this and
reported thaet the Trust Company was in rotten condition. Notwithstanding
this, the Comptroller allowed the purchase to stand, but later Curtiss
said the directors had to put up a large sum of money to maeke good the

condition of the national bank,
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Governor Morse intimated that this also was & question of
politics like the Max Mitchell case.

Governor Morse also spoke of the petition for admission of
the Federal Trust Co., which had sbsorbed the Cosmopolitan Trust Company
and the Back Bay Natioral Bank and had arranged to have Maloney, former
Natiopal Bank Examiner, and now clearing house examiner, as its President;
that Maloney came to him with a plen of reorgenizastion which provided only
one million of capital against twenty millions of deposits; that he told
Maloney the Federal Reserve bank would never approve this; that finally
Maloney provided 1-1/2 millions of capital which left the deposits about
20:1-1/2 or sbout 13:to0 1.

Governor Morse said this ratio was too high but all of three

of these banks were in a very weak, extended condition snd if something

were not done they would all fail which would be a serious blow to Boston

barking already injured by the other Trust Company failure; that the clear-
ing house committee had examined the three banks and that Wing and Ripley
had reported to him that the clearing house committee unanimously requested
bim to approve this comsolidstion to protect the banking situation in
Boston which could not stand three more bank failures; that this recommenda-
tion put the responsibility on the clearing house to see the consolida-
tion through and protect it, and that he should advise the Board to approve
it. TFederal Reserve Agent Curtiss told C.S.H. he hoped the Board would
act quickly and fevorably.
October 4

Governor Herding called; said President Harding sent for him
last week; had a long talk: with him., President Harding said: At first

had no idea of appointing him. Then the pressure became very strong.
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Mellon was 150% for him; also Senator Reed (Pemnsylvania), etc., stc.
Also much pressure against him, Felt that attacks of Heflin and Williems
would put him in position of agruing with them if he failed to reeppoint
him. Represented to him that reappointment would teke situation out of
politiecs, but he felt to appoint him before the coming election would
plunge whole matter into politics, After the election well take up the
matter. President Harding gave no assurance, bowever, that he would
reappoint him.
October 10

Board voted to refuse to amend regulstions to admit special
savings eccounts in Celifornia State banks as "savings accounts" under
Federal Reserve Act, but held they were demasnd deposits carrying necessary
of reserve as such., The Board's definition of savings accounts required
not only reservation of 30 days notice but also presentation of pass book
end prohibited checking on such accounts,

Under Californis law the specisl accounts we segregated and were
a prior lien over demand deposits, but the lew did not require presenta-
tion of pass book and permitted checking. The law further provided that
if the 30 days notice was put in and the bank could not pay the deposits
at the end of 30 days, that it could make no more loans and discounts
until paid.

Chairman Perrin strongly advised changing the regulations so as

to give these special savings accounts the benefit of the 3% reserve.

He said these deposits did not draw down the ordinary demand deposits
of the California banks, end that they should have the benefit of the
3 reserves, especially under Section 9, as to statutory powers of

e,

State banks going into the System.




Perrin favored keeping the higher reserves,-~as demand deposits
egainst national banks as their deposits were pot segregated, end, more-
over, if a bank put in the 30 day rule and then could not be it would
be insolvent, while under California law such a result did not mean
insolvency at all.

C.S.H. said that under Federal Reserve Act where a bank gives
notice of right to reserve 30 days notice, that deposit is not a demand
deposit, but a sevings deposit, and that while he thought the regulation
was right as to national banks, it should be eamended &s to State bank
savings accounts provided by the law of any State, where segregation wes

required. C.S.H. moved to amend the regulations and was defeated, or

rether, Dr. Miller moved not to emend the reguletions in manner suggested

by Perrin. The motion rot to amend was carried:

Platt, Miller and Crissinger, Aye.

C.S.H. and Mitchell, No.

Later Perrin told Platt this might mean the withdrawel of
Sartore's bank, the Trust and Savings bank of Los Angeles and
other large State banks. Platt seems rather to favor reconsideration
and the matter will probably come up again.

Qctober 12

Federal Reserve Agemt Rich called and spoke of three new charters
to nationel banks in his district granted by the Comptroller, Crissinger,
in spite of an adverse report of the nationsl bark examiner and the
Federal Reserve Bank,

He said there was absolutely no necessity for these banks and

the charters were given by the Comptroller purely because of politicel

influence. He said also the matter was discussed by the other Federal Reserve

Agents and that every Agent spoke of similar action of Crissinger in their
Districts. (End of Vol.#6)
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