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ALBERT STRAUSS, VICE GOVERNOR
ADOLPH C. MILLER
CHARLES S. HAMLIN
HENRY A. MOEHLENPAH

—
W.T.CHAPMAN, SECRETARY
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May 25, 1920.

: X-1936.

Sir:
On May 17th, 1920, the Senate adopted the following resclution.

"Resolved, That the Federal Reserve Board be directed

to advise the Senate what steps it purposes to take or to

recommend to the member banks of the Federal Reserve System

to meet the existing inflation of currency and credites and

consequent high prices, and what further steps it purposes

to take or recommend to mobilize credits in order to move

the 1920 crop”. ‘ :

In response the Board desires to say that it has recognized for
many months past that the expansion of bank credits in this country
was proceeding at a raté not warranted by the production and sonsump-
tion of goods. It has repeatedly ddmonished the Federal Reserve Barks

~ that influence should be exerted upon the member banks to induce them
to avoid undune expansion of loans and to keep their volume of out-
standing credits within moderate bounds,

Beginning six months ago the rates of discount on various classes
of paper at the Federal Reserve Barks were advanced. During the latter
part of January the present rates were put into effect. These advances;

‘while undoubtedly checking credit transactions which otherwise would
have been made, have not been entirely effective in bringing about the

reduction in loans desired and which might normally have been expected

during the early months of the year. Liquidation during these months
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is entirely ‘natural and healthy and‘is necessary in ordér that the
banks may be prepare,d to meet the demands made upon them during the
crop making and harvesting. seasons, but there has heen no such liquida-
tion and on'the contrary cqmnercial loans have steadily incréased, Thus
it appears that the public has anticipated demands for barkring credit
which are usually made later on in the'year. The‘average reserves of
the Federal Reserve Banks are now a little over 423 per cent, as
against 45 per cent at the beginning of the year and about 51 per cent
twelve months ago;

The Federal Advisory Council, which is composed of one member from
each Federal Reserve District, elected annually by the Board of Directors
of the Federal Reserve Bark, is required b& Section 12 of the Federal
Reserve Act to meet in Washington at least four times éa.ch year. The
Council is authorized "to confer directly with the Federal Reserve Board
on general business conditions; to make oral or .- written representations
concerning matters within the jurisdictéon of said board; to call for
information and to make recomrendations in regard to discéunt rates,

. rediscount business, note issues, reserve conditions in the various Districts,
the purchase and sale of gold or securities by reserve barks, open~ﬁuarket
; . operations by said bariks, and the general affairs of the reservé barlcing
system. ¥

Upon receivt of 4a notice that the Council would hold its regular
xﬁéeting on May 17th, the Board extended an invitation to the three
Clags "A" Directors of each Federal Reserve Banl:, who are the representa-

tives of the stockholding banks, to coxe to Washington at the
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same time for conference bwith the Federal Reserve Board and the Federal
Advigsory Council. This conference was held on the 18th instant and

it was developed at the meeting that the present credit expansion is
due in great part to the abnormally high prices of goods and commodities
ucw prevailing throughout the c‘oxmtr& and to the congestion of food-
stuffs and essential raw materials at, or near, points of production
because of lack of transportétion facilities.

The Board is convinced that if the unsold portions of last year's
crops can be brought to market before the new crop matures, the
liquidation of credits which are now tied up in carrying the old crops
will be sufficient to offset to a considerable degree the credit demands
which will be made upon the banks in moving the crop of 1920.

At the conférence above referred to the Board's views were out-
lined by its Governor substantially, as follows: The member banks
should lean less he'aviiy upon the Federal Reserve Banks and rely more
upon their own resources, unnecessary and habituél b;)rrowings should
be discouraged and the liquidation of long standing, non-essential
loans should proceed. Banits were cautioned, however, tha;t drastic
steps should be avdided and that the methods adopted should be orderly,

. _ for gradual liquidation will result in permanent improvement while
too rapid deflation would be injurious and should be avoided. The
Board pointed oﬁt the necessity for extending such credits as may be
necesséry to promote essential production, especially of foodstuffs
and that if for any reason it should prove impracticable to increase
egsential production, there should be . greater economy in consumption
énd more moderation in the use of credit. The éroblem of the banking
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system of the country is to check further expansion and to bring about

a normal and healthy liquidation without curtailing essential production

and without shock to industry, and, as far as possible, without disturb-
' ance of legitimate comrerce and business. In order to effeéﬁ this it
seems necessary to distinguish between essential and non-essential loans
but the Federal Reserve Board feels it would be a most difficult task,
which it should not undertake, to attempt by general rule of country-wide
aprlication to make this distinction. During the war there was a broad
underiying principle that essentials must be "necessary or contributory
to the conduct of the -war", but notwithstanding the sharp outline of
this principle much difficulty was experiehced by the various war boards
in definiﬁg essentials and non-essentials. All the more difficult‘would
it be for the Federal Reserve Board to make such a general definition
in the present circumstances.
Section 13 of the Federal Reserve Act defines the eligibility of
! paper for discount by the Federal Reserve Banlks and lays down a general
rule that any paper maturing within the time prescribed and "issued
or dramn for agricul tural, industrial or commercial purposes, or the
proceeds of which have been used, or are to be used, for such purposes”
. is eligible. No expressed condition is made regarding the essential or
non-essential character of the transactions giving rise to notes which
may be offered for discount and the Federal Reserve Board is not re-
‘quired, and properly cculd not be exvected, generally to adopt §uch a

criterion of eligibility. It is too much a matter of local conditions
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and local knowledge to justify at this time any general country-wide
ruling by the Board even if such a ruling were deemed helpful.

On the other hand, there is nothing in the Federal Reserve Aét
which require s a Federal Reserve Bankk to make any irwestment or to
rediscount any particular paper or class of paper. The language of
both Sections 13 and 14 is permissive only. Section Y4 of thg Federal
Reserve Act, however, requires the directors of a‘federal Reserve Bark
to administer its affairs "fairly and impartially and without discrimina-
tion in favor of;or against any member bank", and subject to the pro-
visions of law and the orders of the Federal Reserve Board to extend
"to each member bank such discounts, advancementé and accommodations
as may te safely and reasonably made with due regard for the claims
and demands of other member banks". Thus the Directors of a Federal
Reserve Bank have the'ﬁower to limit the volume and character of loans
which in their judgment may be safely énd reasanably made tO any member
bank |

The recent amendment to paragraph (d) of Section 14 distinctly

authorizes each Federal PReserve Bank on its own account, without

‘reference tovaction taren by any other Federal Reserve Banlr, to

establish a normal discount or credit line for gach member bank, and
permits the impesition of graduated rates on discount lines in excess

of the normal line, This amendment, however, does not repeal or modify
Sections 4 and 13, and a Federal Reserve Bank is still free to decline
to discount any paper which in its judg#ent does not constitute a
desirable investment for it or which in its opinion would not constitute

a safe and reasonable ihvestment within the meaning of Section U.
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1t isw the view of the Board, however, thét while Federal Reserve Banks
nay prOperISr uwndertake in their treansactions with pember banks to dis-
criminate between essential and nm;x-essential loans, nevertheless that
discrimination might much better be made at the source by the member
banks themselves, The individual banker comes in direct contact with his
customers; he is better qualified than anyone else to =dvise the custoxer,
because of his familiarity, not only with the custonﬁer 's busine'ss. but with
the general business conditions and meeds in his irmediate locality. In
making loans he is bound by no general rule of law as to the character
of the purpoée for which a loan is being asked. He is entirecly free to -
exercise discretion, and can make one loan and decline another as his
Judgment may dictate. He can estimate with a fair degree of accuracy
the legitimate demands for credit which are liable to be made upon him,
as well as the fluctuations in the vélume of hi's ‘deposits. He knows
what industries sustain his community, and is thus qualified to pass' upon
! the esse.ntial or non-essential character of loans offered him. He knows,
or -should know, what rédiscount line he may i'easonably expect of his
Federal Reserve Bank, and he ought not to regard this line as a per-
nanent addition to his capital. With knowledge of the limit;,ations or
! penalties put upon his borrowings from the Federal Reserée Banks t he
bankermay be dei:end.ed upon to use a more discriminating judguent in
granting credit accommodations to his customers, and that Judgment he
mast exercise if the present sitl;ation is to be remedied fundamentally.
It is true that under existing conditions the volume of credit
required in any iransaction is much greater than was the case in

pre-war times; but it is also true that the resources of the rember =nd non~

nenber banks would
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be emple to taze cerc of the ossontial business of the country ond to 2 ‘
lerge oxtont of non-esseaticls as well if there were & freer flov; 'of zoods
ané credit. If "frozen loens" wore licuified, end. if comodities vhich
are helcd baclkk cithor for: spoculative puroses or becouse of lackAof trons=-
dortation facilitios shouvlc zo to the markets, :.mi if lorge stocks of
merchancise should be rcdﬁ.ced, the ’resulta.nt relecse of crec’.ip} would have
a2 most bencficial offcct upon tac gcxicral situation. In thc ocantime
every thing must be donc to expeditc the release of those crecits cnd to -
restrict non=csscnticl crecits in future. |

“hile the problem of crod‘it’régulation'and, control is nctional and } !
oven inte‘matioml in its scope, yct in the lost anclysis it is morely oo
an apgregation of individual problaoms, aud the pi;o;cor» vorking out of tho
situetion rust dcpond uson the public oné ujon the banks vhich dcal with
the public. Tho public must be medc to roalize the necessity of oconony
in expenditures ond in consequent demnnds for banzing erefit. The boaks
themselves arc best eble to impress the im.ortonce of this policy upon
the public. -

For tac fwrther information of tiw Sunnte the Loard quotes from the
resort of the Focerel -.dvisory Council mode to it on “lay 16th, signed by
Jamos B. Forgen, Prosidcnt.

“iThe .Cowacil hos yiven consiceration to the mattaers includcc‘.‘

in your corimnication of ..ril 17th and bogs to rcxly thorcto
in the folloring mrmacr, folloing the orfer sct out by you.

(¢) ~Causcs of continucd <:ppoasion of crecits o€ of Federal
notc issuosa* : .

. There orc many coatributing causcs of - hich the £olloving mey
be regorded os darlaounts . ‘
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1. ‘e recognizc, of cowrse, that the first couse is

the Great tar. .
Ze Groat oxtravogtncee, notional, municipel encd individuale
3. Inofficioncy and indiffercnce of labor resulting in

lessoning production. . :
4. i shortege of tronsportation facilitics, thus Hrevent-

ing the normal movement of commodities.
5. The vicious circle of increasing wages ond prices.

(b) *How ccn the reserve Hosition of the Federcl Reserve 3aris
be materielly strongthened beiorc the seasoncl cemend sets in noxt
f2ll wvithout unduc disturbaacc of the Hroccsscs of procuction end
distribution?*

By wrging wion mombor banis through the- Federal Roscrve Jenis the
visdom of showing borrovers th. nceessity of the curtailment of
general crocits, ond ospecially for non=csscntial uscs, as wull as
coatinuing to discamragc loans for czpitel and spcculative purposcs:
by 1=ghoc ting cuecssive borrovings throu@h the asrplicetion ot‘ highcr - I
rates. .

(¢) 'If stcps connot be tcken at this time loading to & more
normel roportion between the voluwx of ercdits and the volume of
goods, vhon can thcy be teken?t

In owr opinion stcps should be token now, as outlined in «..nsx or
to thc last qucstlon.

. (@) *“hot is the cffcet uzon the goneral situstion of the incrcascd
Treasuary borrowings.ond vihat should be the policy of th. Feder:l Rum
scrve Bealis in ostoblishing ratos of Qiscount on pep.r scewrcd by
certificatus of indcbtcdncss?t

It is obvious that thc borrovings of the Treasury hove the sae
cffcct u.on tho general crecdit situation as thosc of othor borrovors.
The Council would suzgest. the wisdom of Congression2l rolicf from
the burdon of govermment finencing by a policy of rigid cconomy;  the
provision of the tox laws for the sake of a moxc cquitable distridution
of the burden v ithout rcctucing the rovemuc; the cnectixnt of the budget
systam, tho budget to include provision for the gradual payment of the
short timec obligotions of the Trecosury. Thcsc =ould of nocossity
oroclude umvisc mpropriations, such as the proposcd soldicr s) bonus.

In vicw of the large volume of Trecaswry certificatos of j.ndcbtcé‘mss
carricd by rimber banks ot the instonce of the Treosury Depertint, v
beliove that rotes cstablished by the Federsl Roscive Danks on neyor

- sceurcd by them shoulé not be meterially grce.t,r thap the rates bome !
by the certificates.”
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The Board feels assured that the banks of the country now realize

the necessity of more conservatism in extending credits and of a reasun-

able reduction in the volume of credits now outstanding. The Board

will not hesitate, so far as it may be necessary, to bring to bear all

its statutory powers in regulating the volume of credit, but wishes to

. point out that the more vital problems relating to the movement of the

1920 crop are physical rather than financial.

This was the unanimous view of those present at the conference

on the 18th instant, at which the following resolution was adcpted:

Digitized for FRASER

"The whole comtry is suffering from inflation of
prices with the consequent inflation of credit. From
reports made by the membefs of this conference, repre-
senting every section of the country, it is obvious that
great sums are tied up in products which if marketed would
relieve necessity, tend to redace the price level and
relieve the strain on our credit system. .

"This congestion of freight is found in practically
all of the large railroad centers and shipping ports. It
arises chiefly from inedequate transportation facilities
available at this time and is seriously crippling business,
We are informed that the per ton mile of freight increased
in threc years - 1916, 1917, and 1918 - Y7%, while the
fre;'ight cars in service during the seme period increased
1.9%.

"A striking necessity exists which can only be relieved
through the upbuilding of the credit of the railroads. This
must come through adequate and prompt increase in freight
rates. Any delay meens the paying of greater cost directly
and indirectly and places a burden on the credit system which
in the approaching time for seasonal expansion may cause ab-
normal strain. Even under the load of war inflation, high.
price level, and extravagances the bank reserves would probably
be sufficient if quick transportation could be assured during
the time of the greatest strain.

"Therefore Be It Resolved: That this conference urge as
the most important remedies that the Interstate Commerce Com-
mission and the United States Shipping Board give increased
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ratcs ond adcquate facilitics such irmedicte cffect as may
bc varrented under their authority and thot o comnittce of
five, rcpresenting the verious scctions of the country, be

a pointed by the Chairman to present thiis resolution to the
Interstatce Commcerce Commission and thc United Stetes Shipping
Joard with such verbel presentation as may scem aopropriate
to thc committec.'

Iuch will depend uwoon the restoretion of the normal cfficicney

of railroad and stcamship lincs. If adcouate tronsportation facilitics

cen be orovided the Board sces no occasion for coprehcnsion in connccetion

“ ith the movament of croms now boing grovm.
Resnectfully,
Governors
Iy

The “residceant of tiic Scnatca
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fay 24, 1920.

My dear Senator:

Ybuf‘lstter of the 1l4th instent was duly received, but unusual
pressure of routine business hes prevented an earlier reply.
I notice that you renew the suggestion made in your letter of
. ‘ April 27th that the Federal Reserve Board lower the discount rates
of Federal Reserve Banks as a means of helping to restore Liberty
Bonds to par, and that you take the view that as the Federal Reserve
Banks pay no interest_on deposits and that as they made very large
. earnings last year on a four’per cent rate; that "3 per cent is a rate
high enéugh to enable them to make all the money they ar: entitled
to make out of the public", and you say that "the Federal Re.serve
N Banks should not be put in the attitude of profite:ring or of setting
the example of profiteering to member banks". |
Your suggestion that the discount rates of the Federal Reserve
Banks be fixed with refcrence to their dividend requirements is cert-
ainly a novel one, but before enter}ng into a discussion of the propri-
ety of £ixing rates from this point of view I wish to say sorething
regarding your intimation that the Federal Reserve Banks are putting
themselves in the attitude of profiteering.,

Section 7 of the Federal Reserve Act provides that "after all
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necesssry expenses of o Federal reserve -ank have ‘pecn paid or provided
for, the stockbolders shall be entitled to receive an ennuel dividend
of six per centum on the psid-in carital stock, which dividend shall be
cxmmlative". As originally enacted this section wnrovided further that
efter dividend claims hed been fully met "all the net earnings sacll be
peid to the United States zs a fremchise tox, except that one-nalf of
such net earnings shall be peid into ¢ surplus fund wntil it shall cmount
to forty rer centum of the paid-in enpital stock of such bsnk". The Act
RS .
of Ma;'ch 3, 1919, which passed the Senate only as a result of your watche
ful care throughout an all-night session nenr the end of the Sixty~fifth -
Congress, amended Section 7 by providing that "after the aforesaid divie
dend claims have been fully met, the net earnings shall be T:aid to the
United States ws a fraﬁchise tax except that the whole of such ﬁet earn-
ings, including those for the year ending December -thirty-first, nineteep
hundred end eighteen, shall be jaid into a surplus fund until it shall
apount to one hundred yer centum of the subscribed capital stock of such
bank, and that thereafter ten jer centum of such net ewurnings shall be
, raid into the surplus®.
Section 7 also provides that in case a Federal Reserve Bank should
Le "dissolved or go into liguidation, any surplus remaining aof ter the
raypent of all debts, dividend requirements as hereinbefore jroviuded,
and the par value of the stock, shall be paid to and beéome the property
of the United States®. On May 21, 1920, the paid-in cajital stock of

all the twelve Federal Reserve Banks aggregated $93,786,000. On this
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basis of capitalization for the'year the member banks can receive divi-
dends at the rate of &, amounting to $5,027,170; the remainder of the
net earnings, however great, will be :aia in larger jart directly to tae
Governuent as a franchise tax, the valance being carried to tne surplus
funds of tue Federal Reserve Benks with ultimate reversionm to e Goverr~
rent. On May 21, 1920, the cunsolidated statement of the twelVC Federal
Roserve Banks showsbills discounted seéured by Govermxzent war obligatiuns,
$1,445,723,000; all other rediscounts for member tanks, $1,053,603,0C0;
bills bought in the open market, $417,368,000; making a total of notes
and bills rediscounted of $2,917,754,000. At the sawe time the reserve
deposits of member banke were $1,833,6%5,000; tctal reserves held were
o $2,079,538,000, end Federal Reserve netes in actual circuiation arounted
to $3,085,202,000.
| The ability of the Federal Reserve Banks to eXtend so lerye a voluwe
of discount accommodaticnms is due to the use of Fﬁuerél Reserve notcs,
and this fect ought not to be overlooked. It follows therefére that_thé
earnings of the Federal Resérve Banké are derived in lafgér 3art_from the
circulation of Federal Recserve notes, which are ovligations of the Governe
d ment“.The fbderal Reserve Board is authorized in Section 16 of the Feaeral
Reserve Act fo éeéui;e the Federai Reserve Banks to ray such rate of inte;est
as the Board may4¢stablisb on the amount of FEderal‘Reserve notes outstandiﬁg
less the amount qf gold or goid certificates held.by the Federal Rescrve |
'.vAgeqts.aé*collatérai éccﬁ¥ity; o Mas 21st, after settiﬁé aside the rescrve
of 35%'against neﬁ‘depOSit iiabilities,.the combined spatement of the Federall ’

Reserve Bsmks shows a reserve against Federal Reserve notes outstanding of
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47.1%. Even though all excess gold were deposited with the Federal Reserve
. Agents there would be 52.9% of the outstandf..ng note issue, or $1,632,071,85¢,
subject to an interest charge, the imposition of which would very materially
reduce the apparent earnings of the Federal Reserve Banks. The Act gives
‘the Bozrd discretion in the matter, however, amd no cherge hes been imposed
for the reason that the excess earnings of tue Federal Reserve Banks go to
the Governuwent in any event.

It seems to me, Sexiator, that you are disposed in all your discussions
of the money and credit situation to ignore the fundamental law of ‘supply
end demand. Iet we point out a few statements in your last letterwhich
aprear to be inconsistent. TYou state that you are "certainly opposed to
inflation”, but you are "étrongly in favor of the extenaion of business,
increasing production and improving dis;ribution by extending credits or a
steble low interest rate", and you say "The expansicon of credit for such
purposes is justified, but, of course, the expansion of credit beyond the
aveilable resources, even for the most important of purposes, is not justi-
fied*. You say further that "éredits ought to be extended at & low rate to
the extent of the cepacity of the Reserve Banks for productive purposes”,
and you intimate that. as the Federal Resérve Banks pay no interest on de-
posits, a three per cent rate is high enough. While you do not.sa_.;r in direct
terms that Federal Reserve Banks should stend ready to‘make loans on Iiberty
Bonds and Victory Notes at a three per cent rate >your letter admits of this

| construction, although you do say that you do not advocate the Reserve Banks
Mlending beyoncjiA their resources at any rate, or on any securities". You

say "Assuredly raising the rates of interest will deflate credits, even the
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credits of the United States, of which I complain, but I am anxious the
Federal Reserve Board shzll unly deflate thuse credits thaf require de-
flati n and not deflate credits of the Governuent and of legitimate
productive business which cugnt not to be deflated". You say that "The
(nly deflatiun of credit Justified is the deflatiun of credits suyluyed
in speculative loans wn investrent securities, un real estate, and on
courodities fur hoaruing cy profitecrs®.

Frum all this I understend your view to be that the Federal Rescrve
Banks snould lend at a low stable rate on Governuent securities and oo
other eligible paper,. barring only "speculative loans on investment
securities, on real estate, =nd oh coumoaities for ‘noérding by profitesrs®
and tozt in your judgment this stable low rote ought to be three per cent.

You edmit the correctmess of the otservation made in wy letter of
the 3rd instant that Ythere i's a world-wide demand for capital, and the
derend for bank credit in this country for agricultural, comrercial and
industrial jurjoses is heavier than has ever been known before; investrent
dermands for new comstruction, for the waintenance and equirment of rail-
roads, and for the finencing of cur foreign trade are vory great". fou
ask ¥Are 1:hesé,]us;t derands to be met Ly denying the credits, or cre they
to te rerressed by raising the rates", I cannot escape the conclusion,
Senator, that were the Federsl Reserve Bunks to establish the stable low
rate proposed by you they would soon reach the limit of their available
rssources, beyond which roint, you state, the expansion of credit, "even
for the most important of purposes, is not justified". It se.ms to we that

the adoption of the policy proposed by you would result in a wild scramble
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for discount accommcdations at the Feder:l Reserve Banks w;th an enforced
denial of &ll credit after the first few days.

- The Board is insisting that‘all brnks use a discriminating gudgrent
in raking loans, giving preference to those which are necessary for the
production and distribution of the basic necessities of life, such as
clothing, food and fuel, but in the exercise of this discretion it is
pecessary to have the restraining influence of a rate. It is idle to
1reach against eXcessive torrowings and then to invite borrowings by an
artificially low rate less than half the-current open market rate.

You anave had z good deal to say about the low rates which prevalled
in bygone years, in England, France and Belgium, and I might call your at-—
' tention also to the low rrtes which prevailed at the Federal Reservo Banks
during the ysar 1915 when there was no demand for lozns. But we are
deeling with the pressing problems of the prbsépt;\changing condaitiuns
nust be recognized and dealt with as occasion demands. You no doubt
know, zlthough you have never called attention to the fact, that official
discount rates are high everywhere, even in countries where inflation
has beén carried to extremes and which arc no longer on & gold basis.
' The official rate in Italy is 53%, that of the Bank of France is 6%, and
that of the Bank of England is 7%, having recently been raised from .
The Federal Reserve Board does not tzke the view that discount rates
should be arbitrarily fixed by it; it recognizes the fact that there are
certain basic conditions which affect the demand for and the supply of

credit throughout tbicir=miry éan*:throughout the world, and that the formal

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



467

¥-1937

-7-

establishment of a discount rate is rerely an interpretation of these con-
ditions. You call attention to tne fact that the open warket rate in Londnn
during the war was 35%. It is now 6-3/U to 6-7/8 per cent, against .an of-
ficial bank rate of 1%. Yoﬁ do not question the wisdom of the rnanagement
of the bank of England, which you say is conducted by the wiseet werchantr
in the world, althbough I have always had an idea that many of these mer-
chants are credit merchants, or private bankers, as they would be called in
this country: The advances in rates in London are evidently éus to natural
cauées and there has been no attempt to maintain artificially the low rates
to which you refer. Whg then is it not just as redsonable to concede to
the directors of the Federal Reserve Banks and to the Federal Reserve Board
some degree of honesty of purpose and intelligence in making the advances
in rates of which you complain so vigorously?

FiOm your own figures, Senator, it is clearly impossible for the Fed-
eral Reserve Banks to carry at any rate which way be fixed the entire volume
of the Government war obligations, snd if a stable low rate of 3% were to
be established no very great volume of additional loans could be nade, and
instead of there being a stabilization of the bond market there would be
chaotic conditions.

The obligations of the Govarnment of the United States offer the best
orportunity for invsstment in the world tbday. They are being sold now on
& most attractive investment basis, end as speculative tundencies are curbed,
as the geins of the profiteers are reduced, as commodity rrices decline,
and as the business and industry of this country settle down to u more

normal peace basis, the market value of these securities will rise very
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rapidly. This conclusion is justified by the experience of the past.
The six per cent 20-year bonds of the Govefnment during the Civil War
sold at a heavy discount (I thinlr they were down at one time to about
80), but two years from the ﬁime of their greatest depression they
Hremiwn
reached par and were selling at a of about 25% in 1869, only
twelve years before their maturity. I am satisfied that we will have
a similar =xperience with Libarty Bonas, vrovided there are rigid
‘economies in Govérnmencal‘expenditures from this time forth and inflation-
ary tendencies generally are held in check. |
I do not kndw of anything further that I can say regarding the
call moﬂey rates in New Yofk. You continue to insist'that the powers
' of the Government should ﬁe exercised through the offices of the Federal
Reserve Board, the PFederal Resefve 3anks‘and the Com§troller of the
Currency to remove the czuses which lead to fluctuating rétes there,
and I have already vointed out to you that the interesf rates in New York
City are regulated by the laws off the State of New York 2nd that there
is nothing that can Me done by the Federal Reserve Board, or by the
Federal Reserve Bank of New York, eicept, perhaps, to decliﬁe to make
. loans on Government bonds to hanks which in turn lend.on Stock Exchange
collateral. This would resuit in even higher rates.
It is_interestiné to note, however, that the hizh rates of which
. vou complain reached their peak in November, 1919, before the discount
‘rates of the Federal Reserve Barls had been advanced and that since the

rates were advaﬁced to their present level, on Jamuary 23rd last, call
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money rates have ruled, with the exception of one or two temporary
flurries, quite steadily around their present level of from six to
seven per cent.

Very truly yours,

W.?.G. HARDING,

Governor.

Hon. Robert L. Owen, .
United States Senate,
Washington, D.C.
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