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"VAIL STREET AND WASHINGTON!' 

By 

Joseph Stagg Lawrence. 

z Review - By C. S. Hamlin. 

1 

September, 1929. 

(Numbers in () refer to pages of the hook.) 

I feel quite certain that a careful reading of this book 

will call to the minds of the Members of the Federal Reserve 

Board and the officers of the Federal Reserve banks, Chapter 

36, Verse 35, of the Book of Job: -

"My desire is that mine adversary had written a book!" 

The suspicion also comes to my mind that the Wall Street 

bankers, when they read what their doughty champion has to say 

of and for them, will cry out in unison, in the language of the 

French courtier to Louis XIV: 

"Defend me from my friends! I can defend myself from 
my enemies!" 

The indictment of the Federil Reserve Board and the Federal 

Reserve banks, as drawn in this book, indicates, - whatever else 

it may portray, - a most disturbed s|fite of mind, bordering almost 

on delirium, on the part of the autho%, Such an heterogeneous 

mass of epithets, lurid phrases, and charges of high crimes and 

misdemeanors, have never before been assembled together, at least 

never since the impeachment of Warren Hastings. If words of 

vitup e ration were deeds, the bodies of the Board Members would 
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long ago have "been hanging from gibbets, exposed to the scorn 

and contempt of an aroused public sentiment. 

It is the purpose of this Review to clear away the super-

imposed strata of verbiage and hyperbole, to examine the resi-

duum, to segregate the underlying charges of the author and to 

examine closely the remedies he offers. 

The author, in glowing words, points out the present 

marvellous prosperity of the country, but warns the people, -

in the voice of Cassandra, - of the dangers confronting them 

growing out of the ill-advised and destructive policies of the 

Federal Reserve Board. 

He charges that Federal Reserve policy: -

Has provoked the concern of certain short-sighted 
alarmists in the East, aroused the "bigoted 
moralists of the South, and stirred the crude 
provincials of the West. (Preface, Page 8) 

Is a wanton provocation to the "business and financial 
community. (345) 

Is the only disturbing factor in an otherwise prosperous 
"business period. (Preface, page 8) 

Has thrown a monkey wrench into the machinery of pros-
perity. (345) 

Is the only shadow across the sun of prosperity. (345) 

Consists of unenlightened militant provincialism. (365) 

Its reversal will cause all credit problems to vanish. (364) 

The Federal Reserve Board is the "skeleton at the feast I" 
(345) 

Lapsing into truly Shakespearian humor, he rails at the Board: -

Striking out like a blind man stung by a mosquito. (6) 
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Pussy maternal encroachments# (266) 

With "tongues in their cheeks," claiming a scarcity of 
gold. (263) 

The "scolding silhouette" of the Federal Reserve Board 
is the only shadow on the scene. (345) 

Donning 'the apron strings and playing the part of a 
fussy maiden aunt. (362) 

With renewed passion, recovering from his lapse into humor/ 

he arraigns the Board with: 

Die use of arbitrary discretion. (281) 

Reckless wielding of power. (363) 

Usurpation of power inconsonant with mortal wisdom, (363) 

Misrepresentation of facts. (15) 

Deliberate deception of the public. (119) 

Capricious whims. (350) 

Subterfuge. (119) 

False propaganda. (361) 

Machiavellian juggling of accounts. (250) 

Cuttle fish tactics. (Preface, page 8) 

Falsely charging that member "banks are leading aid and 
comfort to the predatory elements of Wall Street. 
(250) 

He hurls farther charges against the Board: -

Voting "by prejudice. (329) 

Dragooning and intimidating member "banks. (345, 351) 

Being dragooned and intimidated "by radical Senators. (13), 
a raucus and turbulent group, - flannel throated 
fanatics, (preface, page 6) 

The pawn of radical Senators. (291) 

Giving heed to "hinterland fanatics." (352) 
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Aligiment with the pink radicals of the South and 
West. (357) 

A gloomy prophet of calamity. (363) 

Travelling along the path of socialism. (280) 

Again, he charges the Board with having "broken faith with: -

Those foreign nations whom Governor Strong induced to 
establish or restore the gold standard. (264, 
265) 

Wall Street. (265) 

Finally, he arraigns the Board for; -

Vindictive vandalism to the small investor. (357) 

Declaring war on an innocent community, - Wall Street. 
(363) 

Wanton assault on one of the most useful instruments 
of Capital society, - the Sew York Stock Exchange. 
(357) 

In spite of these thunderous charges, however, with truly 

Pecksniffian humility, he begs his readers to understand that never 

even for a moment has he questioned the sincerity of the Federal 

Reserve Boardl (361, 363) 

Perhaps he would have us understand that, though wearing the 

mask of the lion, he "roars as gently as a sucking dove!" 

The above extracts cover only a few of the author's compli-

mentary references to the Board, but they will serve as a fair 

sample of what the book contains. 

The author does not rest his indictment solely on the misdeeds 

of the Federal Reserve Board, as the following characterization of 

certain groups of United States Senators will reveal: -

Fanatical passions and provincial ignorance, finding 
expression in Unrestrained virulence, (preface, 
page 5) 
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Blatant bigotry and turbulent provincialism, (preface, 
page 5) 

Bhetorical saturnalia. (Preface, page 5) 

Irresponsible utterances of a small group of flannel 
throated fanatics, (preface, page 6) 

This raucus and turbulent group. (Preface, page 6) 

Saturnine crusaders of purity, virtue, and one hundred 
per c#nt patriotism. (Preface, page 6) 

The charges> of a certain member of the Senate, of in-
sincerity against the financial community on lower 
Manhattan, would be as proper as for Judas to give 
a sermon on loyalty! (303) 

The demand of one Senator that the able head of the 
National City Bank be hung, drawn, and quartered 
on the morrow. (362) 

Having arraigned, as above, the policy and the actions of the 

Board, the author proceeds to tell us what the true policy of the 

Board, according to his construction of the Federal Reserve Act, 

should be, - a policy which the Board, retracing its devious 

wanderings, should henceforth accept as its guiding star. 

The author's conception of Federal Reserve policy is a somewhat 

startling one, but at least has the merit of clear, unequivocal 

statement. This policy is based upon the following assertions: 

The member banks are the masters of the Federal 
Reserve banks. (352) 

The member banks created the Federal Reserve banks. (352) 

The member banks contributed the capital of the Federal 
Reserve banks. (352) 

The business of the member banks provides the profits 
of the Federal Reserve banks, from which their 
expenses and the Federal Reserve Board's salaries 
are paid. (352) 

The member banks observe that their servants, the Federal 
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EeServe tanks, are not heeding the masters who 
pay them# "bat are giving heed to a group of 
hinterland fanatics. (352) 

The Federal Reserve "banks should adopt a passive role. 
(279, 345) 

The Federal Reserve "banks should obey the injunction 
of Laisseg-faire. (364) 

The member "banks have furnished the surplus to which 
they now seek access "by rediscounting! (129) 

The tradition against member bank borrowing is utterly 
without merit. (129) 

The nonsense that the resources of the Federal ReservS 
System should not be used for speculative purposes 
should be forever scotched. (365) 

The statements of the author, quoted above, give us a clear 

picture of his conception of the Federal Reserve Act* - the Federal 

Reserve banks are* in his mind, like cows tethered In a pasture* to 

be milked at pleasure by their masters, the member banks, while the 

sole function of the cows is to chew their cuds and remain passive 

during the operation! 

The above analbgy may seem to saVoz1 rather of the dairy farm 

than of the banking system, but that it is, in effect, the author's 

conception of the Act, would seem to be clearly shown by the above 

quotations* 

Such a startingly original conception should be protected by 

the author by taking out a copyright. 

He can truly say with Shakespeare j 

"She is mine own, and I as rich in having such a jewel, 
as twenty seas, if all their sands were pearl, 
their waters nectar, and their rocks pure goldl" 

Bold and original as this conception is, however, it is most 

decidedly not the conception in the mind of Congress when it enacted 
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the Fedsral Reserve Act, nor the conception of the many econo-

mists, hankers, lawyers, and courts which have studied and 

construed it. It stands alone in its glory 1 

Call to Arms. 

In the final chapter of the hook, the Author issues a 

clarion call to arms to Wall Street (365) to rise up and array 

itself against what he is pleased to call the "Provinces", 

meaning the hinterland in the wilds of the country "beyond Wall 

Street (365, 366), where dwell the "fanatics" (352) and the 

"Pink radicals of the South and West." (357) 

He proclaims that the Wall Street member hanks have acrole 

financial strength to he independent, advises the Wall Street 

hankers to patronize only non-member hanks, and, finally, - in 

a "burst of eloquence worthy of Aaron Burr, ~ he calls on the 

Wall Street "banks to throw down the gauntlet, to take out New* 

York state charters, and to secede from the Federal Reserve 

System* (365, 366). 

Bvon in this torrent of oloquonce, however, tho author 

shows marked restraint, for he distinctly dqprocatos any 

violent secession, - no firing on Port Sumtor, - hut, on tho 

contrary, urges a quiet, dignified withdrawal without "blare 

of trunrphet or clash of cymbal." (366) The author evidently 

favors a quiet exodus, a "folding of tents like the Arabs and 

silently stealing away." 

What a subject for a mural painting! The army of Wall 

Street arrayed against the "hinderland fanatics" and the "pink-

eyed radicals", under the leadership of the "financial octopus 
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of the West" (350). 

Who shall be the David, to lead the hosts of Wall Street? 

Who hut the author, with hook in hand, like David's pebble, 

ready to sling it against this modern Goliath, - the Federal 

Reserve BoardJ 

Some misguided persons, however, - like the Scotchman, -

may "ha1 e their douts" as to the ability of the author to 

enact the role of David in such a contest. Some even may 

think that the part of David will fall to the Federal Reserve 

Board! 

Some stolid persons may advance the opinion that, great 

as are the resources of the Wall Street banks, their secession 

from the System would make bat a slight dent, if any, on the 

combined resources of the twelve Federal Reserve banks, and 

that the eleven billions of resources of the Wall Street banks 

might cut a sorry figure against the thirty-four billions of 

resources possessed by the member banks of the hinterland! 

Then again, it is certainly conceivable, and most likely 

certain, that the "Radical Senators", - as the author calls 

them, - might be able to persuade Congress to take a hand in 

the contest and give to the Federal Reserve Banks the power, -

now enjoyed by practically all of the central European banks 

(196), - to enter into the general banking business in direct 

competition with the mombor and non-member banks, to buy in the 

open market commercial paper as well as acceptances, and oven 

to enter into direct discount and deposit relations with the 

public. 
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The author surely could not object to such an additional 

grant of power, for he points dut in his Wok that such power 

enables the central European "batiks to exercise a dominant 

position "both in rate determination and direct action, which, 

for lack of such powers, he says the Federal Reserve "banks 

dan not now exercise. (194) 

Even if we asstuae that the Wall Street "banks could se-

cede from the Federal Reserve System, and, incidentally, could 

sefcure a change In the Hew York laws, - which now, unfortunately 

for the Wall Street "banks, require a material portion of "bank 

reserves to "be carried in the Federal Reserve hank, — the im-

portant problem would still remain, - where could they secure 

the necessary funds to maintain their future reserve require-

ments and their vault cash out of which to meet currency demands? 

It is difficult to see where these funds could "be obtained except, 

directly or indirectly, from the Federal Reserve bank, — perhaps 

through some faithless member of the hinterland group, - and we 

should witness the extraordinary spectacle of the army of the 

hinterland not only having to fight the Wall Street hosts but 

having to feed them as well! 

The disparity of the Wall Street banks under such conditions 

would seem clear to all, - except of course, — to the authorJ 

Speaking seriously, however, I do not believe for a moment 

that any Wall Street banker would look on the author's suggestion 

of secession from the Federal Reserve System with feelings other 

than of amusement, but, if any such there be who favor such a 
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secession* 1 would respectfully call to his attention the Ode 

oif the Latin Poet Horace, to a Suicide, as translated by John 

Godfrey Saxei ~ 

"Poor Fannius, who greatly feared to die, 
Embraced the eneny he fain would fly 
Strange contradition, weary of the strife, 
He ceased to live from very love of life* 
With his own hand he stops his vital "breath; 
Madness extreme - to die for fear of death!" 

I shall not undertake in this review to analyze in detail 

all of the statements and reasoning of the author, but shall 

leave that for another article, contenting myself now merely 

with a brief reference to same of his apparent inconsistencies. 

Argument of .Author. 

His underlying argument seems to be that the country is at 

the present time in a state of marvellous prosperity, with no 

general inflation, ample gold reserves, and an unlimited supply 

of unused credit for future needs; that the only blot on the 

escutcheon is the Federal Reserve Board, which has become pos-

sessed of a devil in the shape of a strange hallucination that 

the use of Federal Reserve credit for speculative purposes is 

a danger to the credit situation to be guarded against and de-

manding immediate action; that the Board in pursuance of this 

hullucination, has increased discount and bill rates, sold 

Government securities and used all its other powers in a wanton 

attack on an innocent community, Wall Street (363) in an alleged 

attempt to protect from its machinations the rest of the country, 

felicitously referred to by him as the "Hinterland" and the 

"Provinces." (365, 366). 
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Discount Bates, 

The author claims that the Board should hot have increased 

discount rates nor sold Government securities, during the past 

year, "but on the contrary, that it should have purchased Govern-

ment securities in order to supply gold for export to the 

neriber "banks, and that these discount rates should now "be lowered, 

(281), presumably to the 3|$ level of 1927. 

I am convinced that this recommendation for lowering discount 

rates and "buying Government securities, reveals that he has in 

mind perhaps unconsciously, not only a paradise in which specu-

lators could wallow in Federal Reserve credit* obtained at nominal 

rates, "but, as well, a Valhalla of inflation, "bringing us quickly 

up to, or down to, the inflated levels of European countries "be-

fore their attempt to establish or restore the gold standard. 

All attempts to maintain tho gold standard could henceforth "be 

abandoned "by those countrios, for wo would "be on a parity of in-

flation with thorn! 

I can almost see Professor John Maynard Keynes kissing the 

author on "both cheeks J 

The disinclination of the Board to make the dream of the 

author a reality, is the reason, I suppose, for his charge that 

the Board has given heed to "hinterland fanatics" and has "aligned 

itself with the pink radicals of the South and West!" 

Inflation. 

The author claims that there is no general inflation and cites 

the fact that general prices, - a measure of inflation, - have not 
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rison in tho past two years, and aro now fairly stable. 

If, however, we examine the course of security prices 

from 1922 to 1929, we shall see evidence of an estounding in-

crease. 

The author, however, is evidently of the opinion that the 

Federal Reserve Act contemplated credit control, "by discount 

rate increase or otherwise, only when there is a general infla-

tion covering commodity as well as security prices. 

Die Federal Reserve System of nassod reserves has often 

"boon likened to a fire department, hut, in the author's mind, 

this firo department can never he used to put out a local con-

flagration, "but can move only when tho whole country is in 

flames! 

Such, however, was not the conception of the Federal Reserve 

Act entertained either by its authors or by Congress. 

The author, as above shown, denies that there is any general 

inflation, pointing out that general prices, - accepted by him 

as a measure of inflation, - have not risen within the past two 

years. He also, in defending brokers loans, claims that in large 

part they represent essentially business transactions. 

It would soon hardly fair to decide as to whether wo are 

suffering from inflation or not, by taking into account only the 

past two years. 

Uor docs it soon fair, - accepting, for tho sake of tho argu-

ment, tho author's claim that a largo part of the brokers loans 

are essentially business transactions, to consider alone the 
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prico advance of commodities in determining the presence or 

absence of inflation. 

Let us go the author one better and assume that all 

security loans, including brokers loans, are comercial loans, 

and then compare the indexes of production, loans and prices 

in August, 1929, with the average of the year 1922, calling 

the latter year 100. 

Such & comparison follows: 

Industrial production 144*7 

lo&tts •..ii..... 152*5 

Commodity and security prices* 
lumped together 191*7 

Imping together comodity and security prices nay seen 

like attempting to add together pears and apples, but it nay 

serve for purposes of illustration. 

I can not resist the conclusion that the above comparisons 

give rise to some suspicion of inflation! 

Gold Shortage. 

Much of the author's book is taken up with a discussion of 

the gold supply and the question of "gold shortage." On this 

subject the author seens slightly inconsistent. He first in-

dignantly denies that there is any "gold shortage" in the United 

States. (20, 31, 40, 187). He derisively replies to the fact, -

pointed out generally by economists as a basis of apprehension, -

that our ultimate gold reserves .have declined from a ratio, of 11# 

in 1900 to about 7$ in 1929, - by claiming that this decline proves 

merely that the United States requires today 36# less gold to sup-

port a given amount of credit than it required in 19001 Digitized for FRASER 
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He then cites figures to prove, «•» on certain assumptions 

nade by hin, - that our existing stock of gold is anple in any 

event for thirteen years, and triumphantly exclains that, at 

the rate of growth for the past year the gold stock will last 

until Gabriel sounds his final summons I (42) 

later, however, - in his desire to "berate the Federal Re-

serve Board, - he cries out that there i_s a "gold shortage", 

that the decline in the ultimate gold reserves since 1900, was 

caused by deliberate Federal Reserve policy, and that the Board 

has further aggravated this "gold shortage" by the sale of Govern-

ment securities! (118, 119) 

Ypu. pay your monoy and you take your choice! 

The above calls to my mind the story of the man who borrowed 

a kettle from a neighbor and returned it cracked and useless. The 

neighbor brought suit against him for the damage, and the defend-

ant set up in his plea two defences; - (l) That he never borrowed 

the kettle, and (2) That when he returned the kettle it was not 

cracked! 

It is scarcely necessary to point out that the subject of 

gold shortage is one on which economists widely differ. The author 

adds little to our knowledge of the subject by his grotesquely ill-

tempered attacks on the Federal Reserve Board. 

Injury to business from High Rates. 

The author vigorously criticises the Board for having increased 

discount rates in a vain attempt to control speculation, and for its 

claim that the competition for speculative credit has raised the 

price of business credit, to its injury. He denies that the higher 
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rates have deprived business of credit (93). He claims that higher 

money rates are not a factor in "business (67, 282); that they are 

negligible as a cost factor (282); that doubling existing rates 

would increase costs only 1.93$ (71, 72). 

This may be true enough in the case of those huge business 

corporations which can raise money by an issue of their own se-

curities, and have surplus funds to loan at call on Wall Street, 

and are consequently little dependent on short term bank credit, 

but X fear the small business man in the "Provinces," engaged in 

a, life and death struggle with "Big Business", so-called, will be 

slow to grasp the truth of this concept in its application to 

his own business. 

The author, however, does not rest content with the claim 

that business is not injured by our high money rates. On the 

contrary, he claims that these high rates are actually of great 

benefit to business. His argument is that foreigners, prevented 

from selling their securities in this country because of our hifji 

money rates, are pro tanto prevented from inundating our markets 

with the products manufactured from the proceeds of such security 

sales, and that, as a result, our manufacturers can rest secure 

in their hold on our homo market, froe from foreign competition! (85) 

Perhaps the author is influenced by the classification in inter-

national trade balance sheets of such security sales as "invisible* 

items, carrying the idea of surreptitiousness or of stealth I To 

guard the country against such furtive attempts of foreigners to 

capture our markets, the author might well appeal to Congress and 

demand a high protective duty against all imported products made 

wholly or in part from the proceeds of such security sales 1 Or, Digitized for FRASER 
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"better still, why not frankly place such securities on the sane 

plane with lottery tickets and prohibit their entry into our 

ports! 

Burden of Eipjh Rates on Banks. 

The author next stresses the absurdity of the clain that 

higher discount rates are a "burden on the banks and says that 

doubling the discount rate would have increased bank costs 

only 5$; that discount rates as a cost factor are negligible, 

(204, 205); that an increase of discount rates With the purpose 

of controlling aba expansion movement, would be like trying to 

regulate the price of food by increasing the price of salt. (205) 

Later, however, apparently forgetful of the above statements, 

he indicts the Bo&rd for increasing bank costs Ijy higher discount 

rates (290, 345); h6 says that the highetr dibdount rates donsti*-

tut6 an increased burden ion banks compelled to rediscount to keep 

up their reseWes (351); he refers to the banks from whom a tax 

is being collected in the form of higher rates on borrowed money 

(352); ho finally states that, in the absence of general ex-

pansion, as at the present time, the banks can not meet tho higher 

charges on borrowed money out of increased "business, and that 

these higher charges constitute a special tax upon tho member banks. 

(353) 

What must have been the author's feelings on making the dis-

covery, - presumably after his book was in press, - that for months 

the Federal. Reserve Board had been resisting the clamor for higher 

discount rates because of its effect as a tax, in forcing or en-

abling the banks to throw this special tax upon their business 
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customers, thus penalizing them, at least to an appreciable 

amount of the taxi 

Burden of High Money fiates on the Farmer. 

The author scornfully repudiates the claim that our 

high money rates have reduced the purchasing power of foreign-

ers for our agricultural exports, and severely chides the 

National City Bank of New York for advancing such an absurd 

idea, stating that no more far-fetched piece of reasoning has 

ever been expounded in the class roomJ (86) 

He refuses to admit any significant connection between 

money rates and the price of wheat. (87) 

Some Of us, however, thought we could see some such con-

nection, following the lowering of discount rates in 19271 

He states that if the ability of the world to purchase 

our surplus wheat depended on funds borrowed in our market, 

the whole edifice of foreign .trade would be resting upon a 

foundation of sand. (87) 

This doubtless would be true if spread over a long series 

of years, but we should not forget that for many, many years, 

when we were a debtor nation, so called, our ability to pur-

chase foreign raw materials and other products needed for our 

home development and the growth of our export trade depended 

in a material measure on the sales abroad of our securities. 

He further states that the ability of foreigners to buy 

our wheat depends on the amount of "goods and servicee" we buy 

of them. (87) 
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This is doubtless true, bat to the average lay mind, the 

interest paid "by foreigners on our holdings of their securi-

ties would seem to fall within the category, if not of "goods,11 

at least of "services", but such "services" the author, as 

shown "before, would have classed as "Mala prohibita." 

Finally the author lays down the proposition that the 

purchasing power of foreigners for the farmer's wheat will de-

pend infinitely more upon the number of American tourists who 

go to Europe, than upon our call loans or the size of our 

"brokers loans. (87) 

This apparently slams the door in the farmer's face, as 

to help from a lowered cost of money in our market. 

Perhaps the author's reference to the exodus ©# American 

tourists nay have been intended as a suggestive hint to the 

farmer to join this exodus,to go to Europe on an ocean grey-

hound, and to "buy there the foreign products which the author 

would debar from sale in this market, - thus increasing foreign 

purchasing power for the farmer's wheat in this country! 

To the mind of the author, apparently, the buying of foreign 

pfoducts, or its equivalent, the purchase of foreign securities, 

in our market, is sin, but buying the sano products abroad, 

who the r by our tourists or by an exodus of farmers, is righteous-

ness 1 

What a wonder that no one has thought of this before! 

Powers of the Federal Reserve Board. 

The author, as above set forth, arraigns the Board for ruth-

less abuse and usurpation of power, with special reference to dis-
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count rates and. open market operations, and admonishes the 

Federal Reserve "banks to assume a passive role, to follow 

the injunction of Laissez-faire, and to listen to the voice 

of their masters, the member "banks. (279 , 345 , 352 , 364) 

The reader, however, will rub his eyes with amazement 

when he reads in another part of the "book that the author's 

remedy for this atmse and usurpation of power is not to cut 

down the power of the Federal Reserve "banks and the Board, . 

"but actually to increase itJ 

For example: -

The power of central European "banks to participate 
in the general "banking "business enables them 
to exercise a dominant position not only "by 
determining the rate at which other "banks may 
"borrow from them "but also by direct action. 
(193, 194) 

The higher bank rate serves as a much more effec-
tive check in England than it does in this 
country. (197) 

The Federal Reserve banks are in no sense competi-
tors in the general banking situation and can 
not directly affect the supply and demand for 
funds. (222) 

Federal Reserve banks by open market operations can 
influence a factor in banking which consti-
tutes, on the average, but l/20th of the cost 
of banking, and it is an error to attribute 
great power to such operations. (222) 

The greater freedom of competition between the private 
banks and the central banks of Europe, due to the 
widespread participation of the latter in the 
banking business of the country, adds a signifi-
cance to their credit policies which is sadly 
wanting in this country. (220) 

"Sadly wanting in this country". What does this mean? It 

can only mean that the plan of the author for curbing the auto-
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cratic exercise of power "by the Federal Reserve "banks and. the 

Federal Reserve Board, is not to cut down that power "but, on 

the contrary, to increase it, up to the standard of power 

exercised by central European "banksi 

The above seems to savor rather of inconsistencyi 

Continuous Borrowing. 

The author maintains that member banks have a right to 

be continuous borrowers from the Federal Reserve banks. (109, 

111, 113, 121, 139, 139, 364). 

In taking this stand, however, he forgets that the framers 

of the Federal Reserve Act and Congress had in mind seasonal 

and emergency borrowing and not continuous borrowing. 

He does, not seem to appreciate that when member banks 

borrow continuously they are in effect using these borrowings 

as an increase of capital, and that the use of this capital 

in expanding their loans in competition with other member banks 

which borrow only for seasonal or emergency purposes, is of the 

very essence of unfair competition. 

The principle, evidently entertained by the author, that 

bprrowed money is to be considered capital, to be held and ex-

panded upon indefinitely, has brought grief, to many business 

concerns and is aa unsound a principle of action when practised 

by a bank as by a business corporation or an individual. 

There axe undoubtedly exceptional cases, recognized by the 

Board and Federal Reserve banks, where member banks have to borrow 

and remain in debt to the Federal Reserve banks, for considerable 
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periods, tut these exceptional cases will not serve as a gen-

eralization in favor of continuous borrowing. 

Federal Reserve Credit and Speculation. 

The author finally demands that the contention of the 

Federal Reserve Board that Federal Reserve credit should not 

he used for speculative purposes should he forever scotched* 

(365) 

It is somewhat difficult to follow the author's reasoning 

here. He freely admits that it is the duty of the Federal Re-

serve authorities to prevent the perversion of the resources 

for which they are trustees and justifies drastic measures to 

correct such abuses, specifically referring to member bank 

borrowings in order to loan on the stock market at higher rates. 

(Ill) 

The Federal Reserve Act specifically forbids the discount 

by Federal Reserve banks of paper arising out of speculative 

transactions (excepting only paper secured by Government bonds, 

tho proceeds of which are used to carry the bonds.) 

On the other hand, it will not seriously be controverted 

that paper arising out of agricultural or business transactions, 

eligible paper, so called, has been and may be rediscounted in 

reasonable amounts to restore reserve balances, depleted not be-

cause of any specific loan, whether agricultural, business, or 

speculative, but by an adverse balance the resultant of offset-

ting debit and credit items in the clearings resulting from all 

lawful loans, both business and security loans, and correspond-

ing deposit liabilities of the batik. 
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The author, however, seems to "believe that the test of 

reasonableness of such rediscounts is to be determined by the 

member bank-and not by the Federal Reserve bank. Such, how-

ever, is not the fair spirit of the Federal Reserve Act. 

The Federal Reserve banks are given the right, and the duty 

is imposed upon them, of passing upon the question of 

reasonableness from the standpoint of sound banking. Their 

power to refuse to discount, - now practically universally 

conceded, however rarely it has been or may be exercised, -

clearly negatives this claim of the author. 

Resume of Inconsistencies. 

On one page we find stressed the burden placed on the 

member banks by increased discount rates (290, 345, 351, 352, 

353); on another page we read that there is no such burden! 

(204, 305). 

On one page we read that there is no "gold shortage". 

(20, 31, 40, 42, 187); on another we read that thoro is a 

"gold shortage", causod and aggravated by Federal Reserve 

policy! (118, 119). 

On one page we read a passionate denunciation of the 

Board's use and abuse of the discount rate and open market 

power (281, 363); on another we read that the remedy for 

this use and abuse of power is not to cut it down and limit 

it but, on the contrary, is actually to increase it up to 

the level of the power of central European banks, - a remedy 

which "is sadly wanted in this country" 1 (220). 

On one page we find a recommendation for drastic measures 
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against "banks which rediscount to loan at a profit on the 

stock exchange (111); on another page we read that "the 

nonsense about the resources of the Federal Reserve System 

not being used for a speculative purpose should be forever 

scotched!" (365) 

On one page we read bitter charges of bad faith and 

insincerity against the Board: - misrepresentation of facts 

(15), deliberate deception (119), subterfuge (119), false 

propaganda (361), Machiavellian juggling of accounts (250), 

and cuttle fish tactics (Preface page 8); on another page 

we read that the author is "unable and disinclined to 

question the sincerity of the Board!" (361, 363) 

Other instances of inconsistency may doubtless be found 

in the book, but the above will serve as fair examples. 

They bring to my mind the poem by Hood, beginning; -

"Straight down the crooked lane, 
And all around the square." 

Conclusion. 

A careful study of this book leads me to the irresistible 

conclusion that the author, doubtless unconsciously, must have 

in mind some System other than the Federal Reserve System, some 

System in which the member banks are masters and the Federal 

Reserve banks are their servants, - a System in which there is 

no place for a Federal Reserve Board. 

<8, The Federal Reserve System, however, is a very different 
4» 
System; it created a Federal Reserve Board with carefully de-

fined duties and powers which Congress intended should be used 

in the interest of sound banking and for the greatest good of 
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the greatest number of our people.. 

If, as the author claims, the Federal Reserve Board at 

times "dons the apron strings and plays the part of a fussy 

maiden aunt", he must accept it with Christian resignation as 

a part of the mandate of Congress under the Federal Reserve 

Act. 

Epilogue. 

I can imagine, in the dim vista of the future, some lover 

of rare books wandering into an antique "book store, and the 

aged servitor taking down from the topmost shelf and exhibiting 

as one of his rarest treasures, - a copy of the author1s book, 

"Wall Street and Washington". I fancy I can see the book lover 

take the book in his hands, brushing off the dust and mold with 

almost reverential awe. 

I can almost hear him exclaim, in the words of Hamlet 

"Alas, poor Yorickl 
I knew him, Horatio 1 
A follow of infinite jest, 
Of most excellent fancyI 

Where be your jibes now? 
Tour gambols? your songs? 
Your flashes of merriment 
That were wont to set the table on a roar? 
Hot one now, to mock your own grinning?" 
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