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I have read very hastily Dr, Miller's. mevorandum, As

I understand it, he favors a substantial increase in all rates
of discount of Federal Reserve/ Banks, including the 4 psr cent
rate on 15-day collateral notes. His purbose ssems to bs to

force contraction in non-essential industries and to indicats,

as he says, "the desire and expectatlon of ths Federal Resorve

.System that it is not to0 be made so easy for membsr banks to

¢arry the certificates as an ektra that they deed da nothing to
curtail,”

The position taken by him that the discount rate is

the instrument by which ¥he Federal Reserve Bank should control

the credit situation, would appear to bé sound in normal times,
but I wish to point out that his argument logically would seem
to require the putting up of all Federal reserve rates abcve
commercial rates,fior this is their normal position, unless {for
special reasons the reserve banks desire to reduce cummercial
rates, in which case ﬁy putting down Federal Reserve Bank rates,
the desired reductlon gould be accomplished.

The present tlmesf however, are not normalq Today
war is the normal conditioﬂ; and, to my mind, we must apptoach

this rate question with a view to present cornditions. T am
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inclined to believe that a general increase in rates would have little
effect in the way of contracting, or wiping out, the non-essential
industries. To my mind, it would be mudh ﬁore efficacious if we were
to ration credit exactly as we now have to ration food, and in that
way directly control non-essential industries. I think it is clear
that a great deal of this has already been done bylﬁhe banks through-
out the country.

Dr, Miller points out that our reservé dropped botwsen
June 22, 1917, and June 21, 1918, from 71,6 per cent to 63.4; and
he seems to think that our reserve situation is perilous. While
these figures are accurate, they do not accurately show the whole
ﬁicture. On April 5, 19174 when we entered into the waf, our cash
resgrves were 83 per cent, while at the end of November they had
fallen to 63.2 per cent, thus rovealing that the placing of 6.5
billions of loans had pulled down our reserves about 21 per cent.
There is, however, another more roseate view of this picture. On
Januvary 15, 1§i8, the last instalment of the Sscond Liberty Loan
was due. On Januvary 18, our reserves waere 65.2 per cent, while'
on June 21, 1918, they had fallen to 63.4 or a dscline of only
1.8 per cent. It should be remembered that during this period
about 80 per cont of the Third LibertylLoan has been paid, and
this, to my mind, fends to show that our reserve situaticn is not

in as great peril as Dr. Miller fears.
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On June 19, 1918, the Secretary of the Treasury offered
750 million dollars of Treasury Certificates, bearing interest irom
Juhe 25.' This offer has . been before the people for nearlyvtwo weeks
and the subscription closed on July 2nd. Meantiws, the Federal reserve
banks have given no notice whatsoever to the banks of any purpose to
advance the rates on cbllaterai notes secured by fhese certificates.
'It would seem to me tha£ to increase rates on these certificates at the
present tims or in the near future, unless some startling new situatidn
develops, would .savor of bad falth with the banks which have taken these
cortificates. |

It ssems to me the banks had a right to assumws, in the absenée
of soms notification from the Federal Reserve Board, that no immediate
change < at least in thesec rates - was contémplated,

I believe the discount of membsr banks! notes secured by
United States ponds or Treasury Certificates, is 1afge1y confined to
operations in the way of financing the Government by the purchase of
these certificates, For the whéle system, on June 21, about 50 per
cent of the total bills discounted; eécluding acceptance, consisted -
pf member banks' collateral notes, of which about 92 per cent were
seaured'by LibertyiBonds or Certificates. At the Federal Reserve Bank
of New York on June 21, about 65 per cent of the total bills4discounte¢,
exéluding acceptances, consisted of member banks' collateral notes, on

which all of the collateral was Liberty Bonds or Certificates,
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jii; believe we should move very cauticusly and conservatively

in the matter of iﬁcreasing rétes, and especially on wmember ﬁanks’
gollateral nofes. In a matter such as this I should place great

%‘:Q? reliance on the judgmenf of the Federal Reserve Banks of New York and

T Chicago. They are in .the field, and I should hesitate to disregard thoir

judgmeﬁt, unless it were shown beyond a reasonable doubt that their
judgment is in errory/ I do not know whai their judgment;is, and }egret
thaﬁ I can not %é at ¥He meeting, but I ﬁave given you my views very
hasti.ly, for such use as you may care to put them to.

Very %ruly yours,

C. S. HAMLIN.

Hon. W, P. G, Harding,
Governor, Federal Reserve Board,
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