
S T A B I L I Z A T I O N 

HEARINGS 
BEFORE T H E 

COMMITTEE ON BANKING AND CURRENCY 

HOUSE OF REPRESENTATIVES 
SIXTY-NINTH CONGRESS 

FIRST SESSION 

ON 

H. R. 7895 
A BILL TO AMEND PARAGRAPH (d) OF SECTION 14 OF THE 

FEDERAL RESERVE ACT, AS AMENDED, TO PROVIDE 
FOR THE STABILIZATION OF THE PRICE LEVEL 

FOR COMMODITIES IN GENERAL 

APRIL 20, 21, 22, 27, 30; MAY 3, 4, 5, 6 
JUNE 10, 1926, AND FEBRUARY 4, 1927 

PART 2 
(INDEX AT END OF VOLUME) 

UNITED STATES 
GOVERNMENT PRINTING OFFICE 

WASHINGTON 
93869 1927 

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



COMMITTEE ON BANKING AND CURRENCY 

H O U S E OF REPRESENTATIVES 

SIXTY-NINTH CONGRESS, FIRST SESSION 

LOUIS T. McFADDEN, 
EDWARD J. KING, Illinois. 
JAMES G. STRONG, Kansas. 
ROBERT LUCE, Massachusetts. 
CLARENCE M A C G R E G O R , New York. 
E. HART FENN, Connecticut. 
GUY E. CAMPBELL, Pennsylvania. 
E L M E R O. LEATHERWOOD, Utah. 
CARROLL L. BEEDY, Maine. 
WILLIAM WILLIAMSON, South Dakota. 
JOHN O. ALLEN, Illinois. 
JOSEPH L. HOOPER, Michigan. 
GODFREY G. GOODWIN, Minnesota. 

Pennsylvania, Chairman 

OTIS WINGO, Arkansas. 
HENRY B. STEAGALL, Alabama. 
CHARLES H. BRAND, Georgia. 
W. F. STEVENSON, South Carolina. 
EUGENE BLACK, Texas. 
T. ALAN GOLDSBOROUGH, Maryland. 
ANNING S. PRALL, New York. 
HARRY C. CANFIELD, Indiana. 

P. G. THOMPSON, Clerk 

I I 

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



CONTENTS 

Statement of— Page 
Hon. Adolph C. Miller, member, Federal Reserve Board 633, 

657, 690, 706, 791, 842,877 
Walter W. Stewart, New York, N. Y . . . 735, 763 
W. R. Burgess, assistant Federal reserve agent, New York, N. Y . . 907, 

964, 994 
Maj. J. R. Bellerby, Cambridge, Mass 935 
Prof. Robert A. Lehfeldt, University of Johannesburg, South Africa. . 1045 
Prof. John R. Commons, University of Wisconsin 1074, 1095 
George Shibley, director of the Research Institute 1121 
Index of Parts 1 and 2 1125 

i n 

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



STABILIZATION 

H O U S E OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Tuesday, April 20, 1926. 
The committee met at 10.30 o'clock a. m. in the committee room, 

Capitol, Hon. Louis T. McFadden (chairman) presiding. 

STATEMENT OF DR. ADOLPH C. MILLER, MEMBER FEDERAL 
RESERVE BOARD, WASHINGTON, D. C. 

The CHAIRMAN. Doctor Miller, you are familiar with the subject 
which the committee has had under consideration, the Strong bill 
on stabilization. That is the primary thing under discussionliere* 
There are other bills pending, I believe, one other bill pending before 
the committee, known as the Goldsborough bill, which perhaps goes 
further than the Strong bill. Then, in addition to that, as you will 
observe from reading the hearings so far, there has been a general 
discussion in respect to the operation of the Federal reserve system. 

Doctor MILLER. Yes; I noticed that. 
The CHAIRMAN. Would you prefer to make a statement? 
Doctor MILLER. That is as the committee prefers. 
The CHAIRMAN. Suppose you proceed with any statement you 

care to make to the committee, and if it will not bother you we will 
interrupt you to ask questions as you proceed, unless you prefer to 
proceed without interruption in your preliminary statement. 

Mr. WINGO. I t might be well, Mr. Chairman, to state, while you 
refer to these bills, by common consent the hearing have developed 
along this line: Just what power now has the Federal Reserve Board ? 
How have they been exercising that power, with reference to their 
activities affecting prices, meaning the general price level, commodity 
price level ? What legislation, in addition, may be enacted ? Whether 
or not it would be wise to enact additional legislation that would give 
additional power to the Federal Reserve Board to effect a control of 
commodity price levels in this country and the wisdom of such action. 

Doctor MILLER. # Yes, sir. 
Mr. WINGO. In other words, a general discussion of what the opera

tion of Federal reserve banks has been along that line, what additional 
things may be done, and what legislation will affect it, if it is desired. 

Doctor MILLER. YOU mean along the line of so-called price stabili
zation? 

Mr. WINGO. Yes. By common consent the bill we have here will 
have to be revised, even from the viewpoint of the author, but he 
agrees that the major question is stabilization of prices by Federal 
reserve bank control. 
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6 3 4 STABILIZATION 

Doctor MILLER. Yes. You ask that question of the Federal 
reserve system, rather than of me personally, I take it, and for that 
reason I might call your attention, if it has not already been called, 
to a discussion of the subject in the tenth annual report of the Federal 
Reserve Board. This report is worth special attention, I think, in 
connection with these hearings, because it represented the first at
tempt in an annual report to set forth something in the nature of a 
description of the general basis upon which Federal reserve action 
is predicated, the principles hy which the Federal Reserve Board is 
largely guided, and the technique and procedure that the Federal 
reserve system has been developing largely under the guidance of 
experience and such knowledge as the changing requirements of the 
country demand. 

Mr. WINGO. What is the date of that report? 
Doctor MILLER. The date of this report is February 15, 1924, 

covering the operations of the Federal Reserve Board for the year 
1923. 

Mr. WINGO. I think you have already stated that that was the 
first time the Federal Reserve Board had analyzed and discussed in 
its public report 

Doctor MILLER. Anything more than in an incidental or discursive 
way, that directed attention directly to the question. On page 30 
of the report and subsequent pages you will find a reference to the 
so-called price index proposition, with perhaps this single sentence 
reflecting the general conclusion: 

No credit system could undertake to perform the function of regulating credit 
by reference to prices without failing in the endeavor. 

Reasons for that position are given, of which perhaps these are 
sentences that give the best view of the board's atti tude. One is 
tha t : 

Credit administration must be cognizant of what is under way or in process 
in the movement of business before it is registered in the price index. The price 
index records an accomplished fact. Good credit administration in times of 
active business expansion should not encourage or assist the excessive accumu
lation of forward commitments in business and banking which only later on will 
definitely- reflect the rate at which they have been taking place in resulting 
changes of credit volume and changes of price levels. 

I have just quoted a few sentences from the report. I think per
haps the w^hole passage would be worth while. 

The CHAIRMAN. I think so. Will you read that in, or shall it be 
inserted? 

Doctor MILLER. I will be very happy to insert it. 
(The passage referred to, taken from pp. 30-32 of the Annual 

Keport of the Federal Reserve Board for 1923, i s#s follows:) 
Under an effective international gold standard the movements of gold among 

the money markets of the world exercised a corrective influence on exchange 
rates, tended to equalize money rates in various countries, and to keep domestic 
price levels in line with the world price level. In these circumstances, changes 
in the reserve ratios of the various central banks served as valuable indicators 
of the changes in the credit and trade relations of the countries and were con
sequently important guides in the shaping of discount policies. Under the 
present conditions, with gold embargoes in force in most foreign countries and 
the United States practically the only free gold market of the world, the move
ment of gold to this country does not reflect the relative position of the money 
markets nor does the movement give rise to corrective influences, working 
through exchanges, money rates, and price levels, which tend to reverse the 
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STABILIZATION 635 
flow. The significance which movements in the reserve ratios formerly pos
sessed rested upon the fact that they were the visible indicators of the operation 
of the nicely adjusted mechanism of international finance. With this mechanism 
now inoperative, the ratios have lost much of their value as administrative 
guides. It has therefore been necessary for banking administration even in 
those countries that have been most successful in maintaining a connection with 
the gold standard to develop or devise other working bases. This has been as 
true in the United States where the gold standard has been consistently main
tained as in other countries where that standard is for the time being inoperative. 

The anomalous situation thus confronting central banking administration in 
all countries has led to much discussion in the United States and elsewhere as to 
workable substitutes for reserve ratios as guides to credit and currency adminis
tration. Particular prominence has been given in discussions of new proposals 
to the suggestion frequently made that the credit issuing from the Federal 
reserve banks should be regulated with immediate reference to the price level, 
particularly in such manner as to avoid fluctuations of general prices. Entirely 
apart from the difficult administrative problems that would arise in connection 
with the adoption of the price index as a guide and entirely apart from the serious 
political difficulties which would attend a system of credit administration based 
on prices, there is no reason for believing that the results attained would be as 
satisfactory as can be reached by other means economically valid and adminis
tratively practicable. In saying this the board is not unmindful of the abundant 
evidence recent years have given of the economic and business disturbances 
occasioned by violent fluctuations of prices. But it must not be overlooked 
that price fluctuations proceed from a great variety of causes, most of which 
lie outside the range of influence of the credit system. No credit system could 
undertake to perform the function of regulating credit by reference to prices 
without failing in the endeavor. 

The price situation and the credit situation are no doubt frequently involved 
in one another, but the interrelationship of prices and credit is too complex to 
admit of any simple statement, still less of a formula of invariable application. 
An oversimplified statement of complex problems contributes nothing toward 
the development of an effective administrative procedure. It is the view of the 
Federal Reserve Board that the price situation and the credit situation, while 
sometimes closely related, are nevertheless not related to one another as simple 
cause and effect; they are rather both to be regarded as the outcome of common 
causes that work in the economic and business situation. The same conditions 
which predispose to a rise of prices also predispose to an increased demand for 
credit. The demand for credit is conditioned upon the business outlook. Credit 
is created in increasing volume only as the community wishes to use more 
credit—when the opportunity for the employment of credit appears more profit
able. Sometimes borrowers want to borrow more and sometimes they are con
tent with less. Sometimes lenders are ready to lend more and at other times less. 
Why this should be so depends on all those multifarious conditions and circum
stances that affect the temper of the business community. For the most part 
these conditons lie beyond the radius of action of the Federal reserve banks. 
When the business outlook is inviting business men are apt to adventure and 
new business commitments are made in increasing volume. But only later will 
these commitments be reflected in the possible rise of prices and an increase in 
the volume of credit provided by the commercial banks of the country. The 
Federal reserve banks will not to any considerable extent feel the impact of 
the increased demand for credit until the whole train of antecedent circumstances 
which has occasioned it is well advanced on its course; that is, until a forward 
movement of business, no matter from what impulse it is proceeding, has gained 
momentum. 

Credit administration must be cognizant of what is under way or in process 
in the movement of business before it is registered in the price index. The price 
index records an accomplished fact. Good credit administration in times of 
active business expansion should not encourage or assist the excessive accumula
tion of forward commitments in business and banking which only later on will 
definitely reflect the rate at which they have been taking place in resulting 
changes of credit volume and changes of price levels; and in times of business 
reaction should discourage enforced liquidation of past commitments which 
also will only later on reflect the rate at which it has been taking place in altered 
credit volume and price levels. The problem of efficient credit administration 
is, therefore, largely a question of timeliness of action. 
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6 3 6 STABILIZATION 

No statistical mechanism alone, however carefully contrived, can furnish an 
adequate guide to credit administration. Credit is an intensely human institu
tion and as such reflects the moods and impulses of the community—its hopes, 
its fears, its expectations. The business and credit situation at any particular 
time is weighted and charged with these invisible factors. They are elusive and 
can not be fitted into any mechanical formula, but the fact that they are refrac
tory to methods of the statistical laboratory makes them neither nonexistent nor 
nonimportant. They are factors which must always patiently and skillfully be 
evaluated as best they may and dealt with in any banking administration that is 
animated by a desire to secure to the community the results of an efficient credit 
system. In its ultimate analysis credit administration is not a matter of mechani
cal rules, but is and must be a matter of judgment—of judgment concerning each 
specific credit situation at the particular moment of time when it has arisen or 
is developing. 

There are among these factors a sufficient number which are determinable in 
their character, and also measurable, to relieve the problem of credit adminis
tration of much of its indefiniteness, and therefore give to it a substantial founda
tion of ascertainable fact. 

The CHAIRMAN. That being a part of the report for 1923, it was a 
subject the board gave particular attention to at that time. It is 
fair to assume, is it not, that they are of the same opinion to-day as 
regards these matters as they were then ? 

I)octor MILLER. That is a difficult thing to answer. 
The CHAIRMAN. In other words, is that a chart which is being fol

lowed in the decisions of the Federal Reserve Board in respect to 
this subject? 

Doctor MILLER. I should say, so far as it may be said that any
thing in the nature of a formulated procedure exists in the Federal 
reserve system, that comes perhaps as near expressing it as anything. 

The (CHAIRMAN. YOU have not, I understand from what you have 
just said, a definite plan upon which you work in dealing with the 
question of stabilization ? 

Doctor MILLER. We have nothing with reference to stabilization 
of prices as such. 

The CHAIRMAN. YOU deal with the situation as the conditions are 
presented to you? 

Doctor MILLER. We deal with the credit situation. 
The CHAIRMAN. And there is a good bit of the human equation 

there in dealing with the subject, is there not? 
Doctor MILLER. Yes. And also other matters. I think it is 

important to realize that no two situations are identical. They do 
not repeat themselves with such accuracy that the method by which 
you successfully deal with one situation will insure an equally satis
factory result in another situation. 

Mr. WINGO. I should like to ask you a question here, which may 
enable me to follow you with greater clearness. Whether it be 
expressed in a formal declaration, or whether it be the conviction 
that is left from your own actions and your association with your 
fellow members on the board, and your discussions as to the activities 
and policies with the banking officials of the different Federal reserve 
banks, which of the following is true: That ih the supervising and 
passing upon the changes in the rediscount rate, as well as a] l i the 
other activities of the Federal reserve system, are you guided by the 
necessity and desire to meet the demands from credit agencies or 
credit activities by the industrial, commercial, and agricultural activi
ties of the country, or do you form you activities or your policies 
with reference to rediscount rates and all the other activities with a 
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STABILIZATION 637 

view of affecting the ebb and flow of the demands and necessities of 
commerce, industry, and agriculture? 

Doctor MILLER. If I have understood your question rightly, Mr. 
Congressman, I should be disposed to answer yes to both. We do 
try to meet, as near as we can anticipate the economic trend of 
industry and trade and agriculture, their credit requirements. In 
doing that, we do inevitably exercise some influence upon the ebb 
and flow of credit. If, for example, we think by a lowering of the 
discount rate we can, to use the phrase of the Federal reserve act, 
better "accommodate" trade and industry in a given situation, the 
effect of that, to the extent that it is successful, is to affect the flow 
of credit. I should say, taking the broadest formula that I could 
lay down with reference to the general functions of the Federal 
reserve system, it is to regulate the flow or volume of credit. That 
is precisely what it is for. 

Mr. W I N GO. To what end? 
Doctor MILLER. TO what end ? 
Mr. WINGO. To what end. That is my question. 
Doctor MILLER. TO the end "of accommodating commerce and 

business," as the act instructs the Federal reserve banks and the 
Federal Reserve Board. 

Mr. WINGO. That brings me to another question. Suppose you 
want to determine the question of whether a given policy being pur
sued by the member banks, by the automobile industry, by the steel 
industry, by the lumber industry, by the different agencies that pro
duce and market cotton, wheat and other commodities. The ques
tion is, do these men engaged in private enterprises do just as they 
did before the Federal Reserve System was established? Do the 
banks determine what their necessities are? In other words, who 
determines whether or not the public welfare, as well as the primarily 
selfish interests, both protective and profit-making, of the stockholders 
and depositors, make the particular accommodation a proper one for 
the bank to render to these private agencies that are engaged in the 
activities of commerce, industry or agriculture? Do you undertake 
to regulate or pass upon these activities and undertake to determine 
for yourselves, either the board acting as a board, or the officers of the 
Federal reserve bank, subject to the supervision of the Federal 
Reserve Board, whether that is proper action to be taken or not? 
Do you undertake to review the decisions of these credit merchants 
to determine whether or not it is a wise and proper accommodation 
to be extended to business? 

Doctor MILLER. NO. We have no power to do that. We have no 
directions to do it. I t would be a manifest assumption of an au
thority and responsibility that does not attach, either to the Federal 
Reserve Board, or even to the Federal reserve banks, which stand 
very much closer to member banks and the operation of the member 
banks. 

Mr. F E N N . May I ask a question, Mr. Chairman? 
The CHAIRMAN. Yes. 
Mr. F E N N . Mr. Wingo, what are these credit merchants you 

speak of? 
Mr. WINGO. Member banks. I view the banker as a merchant, 

and the credit that he exchanges or substitutes for the private credit 
is just a certification of the industrial credit. 

93869—27—FT 2 2 
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638 STABILIZATION 

Doctor MILLER. Yes. 
Mr. WINGO. That the industry wants to use for the production of 

capital or the manufacture of automobiles and steel products. He 
is selling a commodity the same as the man who sells cabbage or 
steel billets. 

Doctor MILLER. Yes. 
Mr. WINGO. The point I want to get at is this: Suppose the Fed

eral Reserve Board or the Federal reserve banks should come to the 
conclusion that the automobile industry is overextended, and that 
the credit merchants who are assisting them in the carrying on of 
their business are too liberal, and the time will come when the auto
mobile manufacturing industry should check up their production. 
Do you undertake ,either by advice, bv coercive methods, or by the 
use of the rediscount rate, or by any other machinery or power which 
you have, to enforce your judgment ? 

Doctor MILLER. The Federal Reserve Board does not; never has 
undertaken to. 

Mr. FENN. HOW could they do that? 
Doctor MILLER. D O you mean the Federal reserve banks? 
Mr. F E N N . I mean the Federal Reserve Board. 
Doctor MILLER. The Federal Reserve Board is not in a position 

to undertake that, even if it desired to. 
Mr. WINGO. You do not seem to catch my idea. What Federal 

reserve bank handles most of the automobile manufacturing credits ? 
Doctor MILLER. I should think that is distributed probably fairly 

widely among the larger districts. I am not even sure whether there 
is very much automobile manufacturing paper that comes into the 
Federal reserve banks. 

The CHAIRMAN. AS I understand it, the Federal Reserve Board 
has no control over credit extended by member banks to automobile 
concerns. 

Doctor MILLER. NO. 
The CHAIRMAN. Of course, if you did have, it seems to me another 

oint at issue is that most of these automobile companies are not 
orrowers from member banks or the Federal reserve system. In that 

connection, I want to call attention to the fact that the Hudson 
Motor Co., for instance, has cash assets of $6,876,721 and holds 
$6,000,000 worth of Government securities, making a total cash and 
securities of $12,876,000. While they owe current liabilities of $6,-
551,000, they are not seeking accommodations from any member 
banks of the Federal reserve system. That applies to a similar extent 
to the Packard Motor Co., the Ford Motor Co., and it also applies to 
the Nash Motor Co., and a lot of leading industrial concerns. 

I think it is pertinent to the question Mr. Wingo has raised here, 
as indicating that the Federal Reserve Board or the Federal reserve 
system has not the control over these operations that many people 
might seem to think, because of the fact that during the past few year 
these large concerns, such as I have named here, also including the 
American Tobacco Co., American Radiator Co., Burroughs Adding 
Machine Co., Eastman Kodak Co., United States Steel Corporation, 
R. J. Reynolds Tobacco Co., and a number of similar concerns, are 
getting their money from the sale of capital securities and are, there
fore, not utilizing the facilities of the Federal reserve system to any-

i 
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STABILIZATION 639 

thing like the degree that the general public understands that the 
system is being utilized for. 

I think the control and independence that they exercise would 
have an important bearing on the whole question of the operation of 
the Federal reserve system in regard to stabilization. In other 
words, it seems to me that the control and independence exercised 
by these concerns hampers the real purpose of the Federal reserve 
system in the matter of the control of credit. 

Doctor MILLER. I would not be disposed to go that far, Mr. 
Chairman. 

Mr. WINGO. If you gentlemen will pardon me, I would like to get 
back to the question I was discussing. Possibly I was unfortunate 
in both the illustration and my manner of stating it, because I see 
from what the chairman has stated that he anticipated something I 
was going to discuss later on. I was thinking about another thing. 

In that connection, I am thinking, and my question wa& based 
upon what might be the effect on the future situation. There is 
hardly a night that I do not read in the paper that we are beginning 
to see the real fierce fight for the survival of the fittest among the 
automobile manufacturers, and the day will possibly come, as it came 
some years ago, when some automobile concerns, not thinking of 
General Motors or Ford or these other large concerns, will be in such 
a situation that possibly this question will be presented to the credit „ 
merchants. I am thinking of the long run of years, not of the present 
condition where we are gratified by seeing that the cash is abnormally 
large as compared with inventories, small inventories being a reassur
ing factor in the present business condition. 

I am still using the automobile illustration, because it can be fol
lowed, even though the present condition is the result of the change. 
Suppose the time should come when the credit merchants and the 
automobile industry, or any other given industry, and the Federal 
Keserve Board or the Federal reserve bank—and when I speak of 
the Federal Reserve Board I mean the bank as supervised and regu
lated or controlled, or whatever you want to call your relations with 
the bank. 

Doctor MILLER. Say " t h e system." 
Mr. WINGO. I am speaking of the Federal reserve system, em

bodying the officers of the banks and the board. Suppose you 
should come to the conclusion, honestly and sincerely, that there is 
danger to the general business situation, in the overexpansion of 
automobile making, shoemaking, cotton goods making, anything 
else. You have no control now, that is true, but I am asking you 
what would be your action, measured by your past experience, your 
own reactions, what you have observed of these officers and your 
fellow members on the board, if the question came up of lowering 
the rate, assuming that the particular industry was being largely 
financed by the member banks. 

Would you feel that it was your duty, acting under the power, 
express or implied, in the Federal reserve act, to say to those banks: 
You can not make that credit easier. You can not accelerate this 
already dangerous movement that we see. Our judgment is different 
from yours. We not only do not approve a decrease in the rate, 
but we suggest that you take it up with your member banks and 
tell them that possibly they are inflating the inventories of these 
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640 STABILIZATION 

manufacturers by giving them too easy credit. Would you feel 
like that lay not only witnin the power of the Federal Reserve Board 
or the Federal reserve bank, but was in line with their duty? Have 
I made my thought clear? 

Doctor MILLER. Yes, sir. 
Mr. WINGO. You see, Mr. Chairman, what I am driving at? 
The CHAIRMAN. Yes. 
Doctor MILLER. Let me answer by first saying that we have 

had no situation in recent years, at least, that has called for any 
definition of attitude on that question. So that, if I undertake to 
answer it, I am answering it from my personal point of view, and 
largely from what I would myself be inclined to regard as the proper 

Jrocedure of the Federal reserve system. I, myself, would not 
esitate to do it. Most of the changes in the discount policy of 

the Federal reserve system have emanated from the Federal Reserve 
Board. Generally speaking, I think it has a truer perspective, a 
longer perspective; I think perhaps it has a livelier sense of public 
responsibility. Unlike the board of directors of the Federal reserve 
banks, we are considering these things continuously, without inter
ruption. These things are in our minds all the time. An impression 
arises in the mind of one member. He thinks it over and dis
cusses it with his colleagues. I t grows into an opinion, and per

h a p s later on reaches the stage of a conviction and is proposed as 
something we can bring about in the way of a change of discount 
policy. 

The CHAIRMAN. In that connection, let me go back to the situation 
existing during the last six or eight months, during which period of 
time I can imagine that the board has given particular attention to 
the movement. Since last November or December the credit situa
tion was extended to a higher point, perhaps, than at any other time 
during the past two years. Undoubtedly, the board was giving its 
close attention to that situation during th3 last three months of 1925. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. And they evidently arrived at some conclusion, 

because I recall that the discount rates in the Federal reserve banks 
were given consideration, and a raise in rates was effected, at Boston 
first and then New York. How is the impression of the board made 
in connection with the raising of discount rates? 

Doctor MILLER. DO you mean in that particular situation? 
The CHAIRMAN. Yes; in that particular situation. When was the 

rate raised in Boston? 
Doctor MILLER. The rate was raised in Boston on the 10th of 

November, I think. 
The CHAIRMAN. And the board gave its approval to the raising of 

that rate? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. HOW long had the board had under consideration 

the question of raising the rate? 
Doctor MILLER. The Boston bank established, to use the term of 

the act—reserve banks "establish" and the board "determines"— 
or if you want to put it this way, recommended that rate on the 23d 
of September. I fix that date, because I lef o Washington on the 22d; 
and the day following the Boston bank proposition for an increase of 
rate was before the board. 
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The CHAIRMAN. I t was not made effective until November 10? 
Doctor MILLER. I t was not made effective until November 10. 
The CHAIRMAN. I t is fair to suppose that during that period of 

time very great consideration was given to the question of the rais
ing of the rate and the proposal as submitted by the Boston bank, 
is it not? 

Doctor MILLER. I was absent from Washington between the 22d 
of September and the 28th of October, so that I am not in the best 
position to say what went on at that time. Mr. Piat t is here and 
he will be in an excellent position to tell you in detail about that . 
I may say, however, to deal in a spirit of perfect candor, that on the 
day before I left for my western trip I introduced into the board a 
resolution to the effect that the New York bank be informed that , 
in our judgment, the time had come when, in the interest of the 
maintenance of a better condition of business sentiment and a 
healthier credit situation, they begin to liquidate their open-market 
securities, which would be, of course, the securities held in the 
so-called system account, and that if that were followed by an ap
preciable increase in discounts, the discount rate ought to be raised. 

Mr. STEVENSON. Why raise the rate ? What was the purpose of 
raising the rate? What would be the effect? What was the effective 
purpose? What was the purpose to be effected by raising the rate? 

Doctor MILLER. The purpose, as I conceived it at that time, 
was to restrain the expansion in that way, and protect both the 
country and the Federal reserve system from the diversion of its 
credit into speculative loans. 

The CHAIRMAN. The point we were particularly getting at was to 
ascertain how the board operates in connection with a situation like 
that, and what expression is given, if publicity is made, and how 
you make effective your decisions, other than by announcement of 
a change in rates. 

Doctor MILLER. That is all, unless there is a reference to a rate 
change, at a time when public interest is awakened, by some pertin
ent analysis in the Federal Reserve Bulletin. Occasionally a state
ment has been put out, but as a rule, it was not a very illuminating 
statement. 

The CHAIRMAN. AS I recall your statement of the situation, you 
submitted a resolution to the board on September 22, and the board 
did not take action on the question until nearly two months later. 

Doctor MILLER. That is correct. 
The CHAIRMAN. Just what happened in that interval, so the com

mittee can understand just the workings of the situation? 
Doctor MILLER. I am speaking somewhat at a disadvantage in 

speaking secondhand. I was not in Washington during that interval 
and what I know I know simply at secondhand. Shortly after 
I got to San Francisco on my western trip I learned that the Boston 
bank had come through with a recommendation for an increase in 
rate, and that the recommendation was laid on the table. When I 
returned to Washington the 28th of October it was still lying on the 
table, and was taken off the table on the 10th of November. 

The CHAIRMAN. The Boston bank raised its rate first? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. What bank raised its rate second? 
Doctor MILLER. Philadelphia, I think. 
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The CHAIRMAN. Philadelphia came next? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. And then? 
Doctor MILLER. Cleveland. 
The CHAIRMAN. And then Chicago? 
Doctor MILLER. N O ; San Francisco was next, and finally New 

York, in January of this year. 
Mr. STEVENSON. That resulted in a checking of what you described 

a while ago as rather undue inflation of credit, in effect. If that 
same inflation of credit appeared in any Federal reserve district, as 
a result of the activities of some dominant industry in that particular 
district, would not that lead the way to its control? 

Doctor MILLER. Yes, sir. But I do not want to leave the impres
sion that the action the board took was due to any evidence of credit 
inflation, in the sense in which the term is usually used, to-wit, 
inflation of commodity prices. There was no evidence of that. 

Mr. STEVENSON. I t was rather speculative? 
The CHAIRMAN. TO get back to your action on the 22d of Septem

ber, when you proposed the resolution to the board, what prompted 
you to make such a proposal? 

Doctor MILLER. Let me say frankly that I thought there was evi
dence that Federal Reserve credit was seeping or leaking into specu
lative loans. 

Mr. F E N N . Where were those loans chiefly located? 
Doctor MILLER. Chiefly in New York. 
Mr. F E N N . That was the last bank to raise the rate? 
Doctor MILLER. That was the last bank to raise the rate. 
Mr. STRONG. The price level of commodities in general has been 

gradually going down for the last four or five months. 
Doctor MILLER. Yes, sir. 
Mr. STRONG. Until it has gone down about 10 points. Was that 

the result of the action taken by the board ? 
Doctor MILLER. Not at all. I can not see any connection between 

that price movement and the credit movement. 
Mr. STRONG. The action was taken to restrain speculative invest

ments ? 
Doctor MILLER. Yes, sir; that is as I view it. 
Mr. STRONG. If it accomplished its purpose, would it not have had 

some effect on lowering the general level of prices? 
Doctor MILLER. Commodity prices ? 
Mr. STRONG. Yes. 
Doctor MILLER. I should say no. There was no speculation in 

commodities. 
Mr. STRONG. What would there be speculation in ? 
Doctor MILLER. Securities. 
Mr. STRONG. The stock market? 
Doctor MILLER. Securities; yes, sir. 
Mr. STRONG. DO I understand that the stock market is the index 

~by which you feel that the discount rate should be regulated? 
Doctor MILLER. Not a t all. I should say " n o " as regards the 

Federal reserve system, and I should say " n o " as regards myself. 
Personally, I do not feel any concern as a member of the Federal 
Keserve Board in the stock market. I do feel concern, however, as 
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a member of the board, in anything that indicates that Federal reserve 
credit is being used to support a rapid growth of stock-exchange loans. 

Mr. STRONG. I t is used that way, is it not ? 
Doctor MILLER. Not avowedly. 
Mr. STRONG. YOU mean they do not acknowledge it, but it is ? 
Doctor MILLER. And not intentionally. On the contrary, if you 

will read the board's last annual report you will find the statement 
made that the member banks regard it as an improper use of Federal 
reserve credit, though I think there is a difference of opinion on that 
among member banks, as there is a difference of opinion on it even in 
the Federal reserve system. 

Mr. STRONG. There may be a difference of opinion, but the very 
fact that you thought, in order to prevent speculation on the stock: 
market, it was necessary to raise the rate, was an indication that it 
was being used that way, or you thought it was being used that 
way, or you feared it was being used that way? 

Doctor MILLER. I think we want to be very careful in this dis
cussion to distinguish between what any of us individually think 
and what the Federal Reserve Board or the Federal reserve system 
may think. 

Mr. STRONG. That may be. I suspect that what the individual 
thinks is reflected in what the board does. 

Doctor MILLER. Not at all. I t may and may not. We have our 
differences, just as you have your differences. I t is not at all unpre
cedented that the action taken by the board is by a bare majority. 
So that we are by no means always of one opinion, even on questions 
that are very important. 

The CHAIRMAN. The question that has just been referred to is 
whether or not Federal reserve money; or credit goes into speculative 
loans on the stock exchange market in New York. I think it has 
been fairly well developed here that you have no control, except in 
an advisory way, over what the member banks do with their funds. 
I t was pointed out to the committee that during the speculative 
period when things were nearly at the peak in December one large 
New York bank was borrowing $170,000,000, $110,000,000 of that 
being borrowed from the Federal Reserve Bank of New York. So 
far as the Federal Reserve Board is concerned, I am assuming that 
you would have no control over what that bank did with that fund. 

Doctor MILLER. Of course, we have no direct control. 
The CHAIRMAN. I t might be used on the speculative market, or 

might be used in buying underwriting, or in any one of a hundred 
different ways. 

Doctor MILLER. Yes, sit. 
The CHAIRMAN. What i$ the policy of the board in a situation 

like that? The committee is very much interested to know how you 
deal with situations of that kind. I have before me a copy of an 
address which you delivered on November 17 at the Commercial 
Club in Boston, which was a very important speech in connection with 
that whole credit situation. 

Doctor MILLER. Perhaps it has turned out to be so. 
The CHAIRMAN. I t had a particular effect upon the speculative 

market in New York. The orokers engaged in that wild orgy of 
speculation used your speech to indicate what might happen in money 
rates. And they pointed out, as I recall it, that the Federal reserve 

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



644 STABILIZATION 

rate in Boston had been raised, and they were beginning to speculate 
concerning what was going to happen in New York. The prices were 
going up and down on the Stock Exchange in New York, and there 
was speculation as to what might be done the following week by the 
Federal Reserve Board in regard to raising the rate at the New 
York bank. 

Some of the men who have been before us on this question possibly 
feel that one of the most powerful influences the Federal Reserve 
Board has is publicity. I am referring to this largely because of that 
feeling which has been represented here, that there is a power and 
influence that the Federal Reserve Board can exert over these matters 
by expressions of this kind and other utterances. Sometimes con-
cmsibns are arrived at by anticipating what their attitude might be. 
Is there any defined policy of the Federal Reserve Board in regard to 
these utterances? In otner words, was that speech the result of 
consideratibn given by the Federal Reserve Board? 

Doctor MILLER. NO, sir; just the reverse. 
The CHAIRMAN. I t was just an individual utterance in response to 

a request to speak? 
Doctor MILLER. Yes, sir. 
Mr. STRONG. Any member of the Federal Reserve Board might go 

out and start speculation about what the board was going to do by 
making a speech without consulting %he board? 

Doctor MILLER. Yes, sir. 
Mr. WINGO. That is true of Congress, also, is it not? 
Mr. STEAGALL. Some Members of Congress have not much con

trol over the credit situation. 
Mr. BEEDY. Doctor Miller, I am very much confused about your 

answer or your failure to answer the questions within the last 10 or 15 
minutes, if you can boil them down to questions. I understood you 
to say a minute ago that in determining what you should do to either 
stem the speculative tendency of trade or otherwise, you do not 
consider the rise or fall of prices of commodities at all. 

Doctor MILLER. We do. 
Mr. BEEDY. Then you are in disagreement with the other witnesses 

here on that matter. You do not consider the price index at all? 
Doctor MILLER. We do. I understood you to say we do not do it. 

We do do it. 
Mr. BEEDY. YOU said there were facts called to your attention 

indicating that the credit of the Federal reserve system was leaking 
through into speculation. 

Doctor MILLER. Speculative loans extended by the member 
banks. 

Mr. BEEDY. What is the nature of those facts? 
Doctor MILLER. What is the nature of those facts ? 
Mr. BEEDY. Yes. 
Doctor MILLER. I should like to refer to this chart relating to 

member banks. I cover for the present with this card that part of 
the chart which records developments since the middle of 1925, and 
propose to move the card along as occasion demands. 

The CHAIRMAN. Without objection this chart will be inserted in 
the record at this point. 

Doctor MILLER. Let me state first, if you do not already know it, 
that what we call the reporting member banks are banks to the num-
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ber of 700 or more—I think at that time about 723 or 724—that make 
a weekly report or statement of condition to the Federal Reserve 
Board of changes in the leading items that make up the bank state
ment. That was a plan that was evolved during the war in the larger 
banks throughout tne country in order to enable the Federal Reserve 
Board to keep a close tab, so to speak, upon credit and banking 
developments. 

The line to which I call your attention is the line about the center 
of the chafft, "All other loans." As far as it is possible to describe 

that line, we say that it represents the nearest approximation we can 

fet to commercial loans proper, the commercial loan account of these 
anks. You will notice on the chart that in the late summer of 1925 

there is no upward movement of the commercial loans account, or 
"All other loans" account. If anything, it is going down a little. 
There is, however, a continuous upward movement of the line show
ing "Loans on securities." You see that through the early autumn 
the commercial loans were dipping down. 
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The CHAIRMAN. That is October, November, and December ? 
Doctor MILLER. Not as late as that. I would say August and 

September. But the line showing security loans is inclined rather 
rapidly upward. 

The CHAIRMAN. Those you refer to are speculative loans? 
Doctor MILLER. They are security loans. I t is difficult to identify 

their exact use. 
The CHAIRMAN. IS the method that you have of obtaining informa

tion as regards classification of these loans sufficiently complete to 
give you all information that you might desire on these particular 
loans ? In other words, do the banks in reporting advise you now as to 
how much of their assets are invested in the stock exchange loans, or 
any loans on securities outside of their own bailiwick? 

Doctor MILLER. We get fairly complete reports from New York, 
and we are starting to get reports in other important centers. Since 
early in the year, the 6th of January, I think, we began collecting 
figures showing loans to brokers and dealers in securities; so that 
now we not only get the figures of the total loans on securities, but 
also of the loans that are made to brokers and dealers in securities, 
the co-called stock exchange loan account. 

The CHAIRMAN. That applies to New York City? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. Does it apply to any other city? 
Doctor MILLER. I t is going to. I t is now in process of develop

ment. 
The CHAIRMAN. Will that be extended down so that it will reach 

the member banks ? Will you have before you when you get that com
plete, full information from every member bank in the system? 

Doctor MILLER. NO, sir; not yet. 
The CHAIRMAN. AS to how much of their money may be invested 

in stock exchange loans or. speculative loans ? 
Doctor MILLER. NO, sir. 
The CHAIRMAN. This information that has been published as a 

result of the request for stock exchange loans indicates, as I recall, 
that the bulk of this money came from out-of-town banks, and the 
report was not complete except in certain large centers. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. I t seems to me important in connection with the 

final determination of this matter that you should also have a state
ment from each one of the banks showing the investment of those 
idle or surplus funds. I t seems to me this hearing is developing the 
importance of the Federal Reserve Board knowing about how much 
of the idle money of member banks is being used on the speculative 
market. 

Doctor MILLER. I agree with you. 
Mr. BEEDY. YOU do get, of course, the amount of money from 

each member bank that is shipped to New York? 
Doctor MILLER. NO, we do not. 
Mr. BEEDY. YOU do get a statement of that, irrespective of what 

is done with it after it gets to New York? 
Doctor MILLER. NO, sir. 
The CHAIRMAN. I think it is very important in analyzing what is 

done with the surplus funds that come in to the New York market, 
as there is bound to be idle funds coming in from all over the country, 
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having a very marked effect. If the Federal Reserve Board, in the 
consideration they are giving to all these subjects, could have the 
information clear down the line, so that every bank that has money 
invested in speculative loans can report, I think it would be very 
important in the determination wliich has to be made. 

Doctor MILLER. I agree with you. 
The CHAIRMAN. I did not mean to interrupt you, but I wanted 

to get this information in the record at this point. 
Doctor MILLER. Yes. Let me say, Mr. Chairman, that it was ap

preciation of such facts and conditions as you are reciting that led the 
Federal Reserve Board to resort to the expedient of gathering and 
publishing these figures, as a first step in what might possibly be a 
new procedure. Let me add this remark, that may be helpful to the 
committee. Neither the Federal Reserve Board nor the Federal 
reserve banks are composed of men who are economists or financial 
statesmen in the sense that they have had much training that quali
fies them to develop systematically and long in advance of an actual 
urgent situation methods of dealing with it. For the most part, 
what is done is done because some one feels uncomfortable about 
what is transpiring and what he thinks may develop. 

The CHAIRMAN. YOU must have had some very definite conclu
sions as regards money used in speculative loans, or else you would 
not have asked for the full information that you did ask for. There 
has been a very marked effect on the situation from the mere asking 
by the Federal Reserve Board for this information. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. I t has resulted in a reduction of these speculative 

loans to the extent of some $600,000,000 since that request for in
formation was made. Whether the mere asking for that information 
had that effect or what it was, it is very pertinent to the subject we 
have been discussing as to the powers of the Federal Reserve Board. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. Whether they are unconsciously exercised or 

whether they are deliberately exercised. 
Doctor MILLER. Yes, sir. I should say, gentlemen, that action 

by the Federal Reserve Board usually lies midway between a delib
erate or calculated action, such as is taken with full appreciation of 
the consequences, and what you may call unconscious action. I 
could not undertake to give any clear definition of just what con
siderations move my cofleagues from time to time. I t is not the 
habit of the Federal Reserve Board to preserve for its records, save 
occasionally, a statement of the grounds upon which important action 
is taken. For instance, I think if you turn back to the day when the 
board approved the increase in discount rate in New York, January 
8 of this year, 3 Y^ to 4 per cent, you will see nothing except that the 
recommendation came down, and that the board met and approved it. 

The CHAIRMAN. The other application, the one from Boston, was 
pending about 60 days. How long was the New York application 
pending before the board ? 

Doctor MILLER. About two minutes. 
The CHAIRMAN. That would seem to indicate that perhaps the 

suggestion might have come from the Federal Reserve Board rather 
than from the bank in New York. 

Doctor MILLER. NO, sir. 
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Mr. WINGO. That was an exception to the rule, was it not? Earlier 
in the day you stated that as a general proposition, while the banks 
under the law recommended the rate, the board as a rule had taken 
the initiative in working out a discount rate policy. 

Doctor MILLER. Yes, sir. 
Mr. WINGO. SO in this particular instance that was an exception 

to that general rule. 
Doctor MILLER. NO, sir. I would rather describe it as a belated 

adjustment to the viewpoint of the board. 
Tha CHAIRMAN. Does the board initiate suggestions to member 

banks in regard to lowering or increasing the rate? 
Doctor MILLER. Member banks? 
The CHAIRMAN. NO; the 12 Federal reserve banks. 
Doctor MILLER. These things are frequently talked over informally 

between members of the board and by members of the board with 
officers of the Federal reserve banks. Sometimes there is a discus
sion for weeks before anythingin the nature of a conviction crystal
lizes upon which either the Federal reserve bank or the FederaL 
Reserve Board is ready to proceed, the bank to make a recommenda
tion or the board to suggest that a recommendation would be desired. 
When I made the statement that I think I did a few moments ago 
regarding the initiative in rate policy it was in reply to a question 
from Mr. Wingo, and I had in mind what I should describe as the-
major movements in discount matters, say, during the last five years. 

It was upon the initiation of the Federal Reserve Board that a 
reduction in the rate in 1921 from 7 per cent to a lower rate was-
effected. That is, the Federal Reserve Board reached a conviction 
earlier than any of the banks, except one, which was the Boston 
bank, that the 7 per cent rate could no longer be justified. Our 
banks vary. I should say on the whole that in the Federal reserve 
system the Boston bank has shown the greatest capacity for recog
nizing the time for either an upward or downward movement of rate, 
referring to what I have called a major movement. The first sug
gestion of an increased rate came from them in the late months of 
1925, as well as the- first suggestion of a reduction of the 7 per cent 
rate in 1921. 

Now, in the case of the New York rate, Mr. Wingo, that you were 
referring to, New York was one of the five banks that had a SH per 
cent rate in effect in the ajltumn of 1925. The Boston bank moved 
the rate up in early November to 4 per cent. Then, as part of a 
more or less informally developed program, Philadelphia followed 
after an interval of a week or two; Cleveland after a similar interval, 
I think; and later came San Francisco. That carries, I think, to the 
end of November or even into early December. The New York 
bank took action in January, being the last of the banks that had in 
effect the 3Yt per cent rate. Therefore, I know of nothing in particu
lar to deliberate upon in connection with the New York proposition 
or the Philadelphia proposition, and those were pretty speedily dis
posed of, except where there were complications in one or two 
instances in the matter of choosing the best day to make the an
nouncement. 

Mr. WINGO. It might be fair to state that, of course, the Federal 
Reserve Board was pretty well aware of the general situation, and 
the question of the New York bank raising its rate had been dis-
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cussed for some months. So it would hardly be fair to state that 
you spent but two minutes in considering it. 

Doctor MILLER. We were ready to act. 
Mr. WINGO. You were ready to act. 
Doctor MILLER. Yes, sir. 
Mr. WINGO. YOU had anticipated in your mental processes that 

a proposal to raise the rate would be made. You had been expect
ing it ? You were not surprised ? 

Doctor MILLER. Correct. 
Mr. WINGO. Your knowledge of the general situation and the 

general discussion that was going on both on the bo$rd and in the 
banks regarding the financial situation left you in that attitude 
that you were not surprised? 

Doctor MJLLER. We were ready to $ct. 
Mr. BEEDY. And there was no power in the Federal Reserve 

Board to in any way control the New York bank and bring it into 
line with sound economical banking, all through those three months, 
October, November, and December? 

Doctor MILLER. I think your question implies something that 
hardly does justice to the board. 

Mr. BEEDY. Well, Mr. Miller, either there was a power there which 
you did not exercise or else you were powerless to exercise it. Is 
that fair? 

Doctor MILLER. Yes. 
Mr. BEEDY. Which is the fact? 
Doctor MILLER. The tact is that the majority of the board did 

not see any occasion for any other program than that which, as a 
matter of fact, was followed. 

Mr. BEEDY. That does not answer my question. 
Doctor MILLER. Does it not? 
Mr. BEEDY. NO. I say there was either no power to act or the 

power was not exercised. You say it was not exercised because of 
differences of opinion on the board. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. In that connection, I have gained the impression 

that the Federal Reserve Bank of New York was opposed to raising 
the discount rate for a period of three months, from October 1 until 
January, because of the possible effect that a raise in the rate might 
have on the situation in New York and elsewhere. 

Doctor MILLER. I can not speak as to that. 
The CHAIRMAN. And further, that there was more or less of a 

conflict on the question of raising rates between the Federal Reserve 
Bank of New York and the Federal Reserve Board. 

Doctor MILLER. The latter is an incorrect statement, Mr. Chair
man, except on the supposition that the Federal Reserve Board is 
not ruled by a majority. A majority of the board were distinctly 
satisfied, I think, with the attitude and policy of the Federal Reserve 
Bank of New York with respect to the discount rate. So that as an 
official statement it is perfectly correct to say, and it is only fair to 
the Federal Reserve Board to say, that the board was not favorable 
to an increase in the rate of the ftew York bank earlier, or not much 
earlier, than that increase was actually established by the New York 
bank. There were, however, members of the board who had felt 
that that was the one rate that ought to be increased. 
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Mr. WINGO. The record should also show this, should it not? 
Sometimes things are obvious to you and to members of the com
mittee and those who are familiar with them, that might not be 
obvious to the man who reads the record. I t is true that the Federal 
Reserve Board, pursuing its general policy, knew what the situation 
was in New York. Each individual member of the Federal Reserve 
Board had canvassed in his own mind the question of whether or not 
the New York rate was too low. You had informally, if not for
mally, discussed it, and I suspect most of the members had informally 
discussed it with officers of the Federal Reserve Bank in New York. 
So when the rate came up for a change the action of the board was 
simply a culmination and registering of final conclusions that had 
been reached after some months of study, and even some controversy 
and conflict of judgment among the members of the board. 

Doctor MILLER. I think that is entirely correct. If anything I 
have said gave a contrary impression, I did not so intend it. 

Mr. WINGO. I t did not give me the contrary impression, but some 
one reading the record might have gained that impression. I t 
occurred to me that we should recognize the obvious with reference 
to the discussions the board had among themselves and with the 
officers of the Federal reserve bank. 

Doctor MILLER. Yes, sir. 
Mr. BEEDY. I think it would be pertinent and interesting at this 

point to return to your answer to the question which I propounded 
earlier as to the facts which came to your attention and prompted 
you to introduce the resolution, because subsequent events proved 
that your estimate of the situation on the 22d of September was 
correct, and it was rather unfortunate that the board did not come to 
some understanding with the New York bank three months earlier 
than the day on which action was taken to bring about the raise in 
the rate. 

Mr. WINGO. He has not concluded his analysis of the first chart. 
Mr. BEEDY. NO. I was anxious to know what facts the board 

had before it, and why they dillydallied four months before they came 
to an agreement with the New York bank. 

Doctor MILLER. I must, on behalf of my colleagues on the board, 
who did not agree with me, be permitted to take courteous exception 
to your remark. Let me say that while I personally always move 
from what I regard as sufficiently adequate justification toward ac
tion—because my experience on the Federal Reserve Board has 
taught me that delayed action is usually wasteful action, and that 
successful action is usually prompt action 

The CHAIRMAN. Is it not fair to assume that if the rate of the Fed
eral Reserve Bank of Boston had been raised in September instead of 
November, much of the speculation which took place between Sep
tember and January or February might have been obviated? In 
other words, it would have been notice to the speculative market, 
and I never have known a time when stock brokers were paying as 
much attention to discount rates as they were during that period of 
time. When they became satisfied that the Federal reserve rates 
were not going to be changed they continued in the bull movement 
which resulted eventually in one of the most drastic declines during 
the last 30 days that I have ever noted on the stock exchange, which 
a good many people were led to believe was the direct result of the 
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seeking of information in regard to speculative loans, the public 
becoming aware of the fact that there were large concentrations of 
capital employed in speculative loans. 

I t is not reasonable to suppose under those circumstances that if 
tlie Boston rate had been changed in September, New York would 
have followed and that orgy in speculation might have been avoided ? 

Doctor MILLER. YOU are asking a pretty big question, with several 
within it. Let me state, for the sake of the record, in order not to be 
misunderstood, that I think there is great danger of exaggerating the 
effect the publicity of the board had upon the rather precipitate down
ward movement on the stock market beginning at the peak in Febru
ary. I think, in the language of the market, the market had gotten 
" stale," and it was seemingly ready to take as justification for a down
ward turn any development that could be construed as unfavorable. 
In the absence of any action of the Federal Reserve Board, I think 
what has happened would have happened. One of the most impor
tant factors in that was the decision of the Interstate Commerce 
Commission in the case of the Nickel Plate merger. I t so happened 
that that came either a day or two before or after, I do not recall 
which—the publication of figures in respect to the stock exchange loans 
as given out by the New York Stock Exchange. They published 
their figures on a Saturday afternoon, and I think we followed the 
next week. There was an interval of several days, their figures com
ing on February 6 and our figures on February 12. There was an in
terval between them. 

Now, your further question was whether, if we had taken action in 
September 

The CHAIRMAN. Whether or not it would have* tended to arrest the 
wild speculation ? 

Doctor MILLER. I think, myself, that it would have had that 
tendency, but on such matters we never can be certain. I am satis
fied, however, that if that action had been taken at New York, it 
would have had considerable effect. I t is only fair to say, and here 
I want to turn to these charts again to explain the matter 

Mr. STEVENSON. Before you get to that, there are one or two ques
tions I would like to ask for the benefit of the public generally and 
frequent misunderstandings that have arisen in respect to the loans 
made by the Federal reserve bank. The idea is very general that 
the Federal reserve banks bank loans can be and are invested in the 
speculative market. You can not get that out of the minds of the 
people, and they believe that is what caused this collapse. This 
hearing ought to show exactly what the facts are. There are two 
sources of money to member banks. They can get money from the 
Federal reserve bank, but those loans are not. made on speculative 
securities at all. Is that correct? They are made on commercial, 
manufacturing, or agricultural paper alone. So that they can not 
take the speculative securities and go to the Federal reserve bank 
and get a loan. 

Doctor MILLER. That is correct. 
Mr. STEVENSON. SO when you raise the rate of discount you 

merely, to a certain extent, restrict the loans for those three pur
poses, and that does not directly affect the speculative market. 

Doctor MILLER. I t does. 
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Mr. STEVENSON. I t does in a way. The member banks have their 
capital, their surplus and their deposits, which they can loan to 
other banks, and which they can use for speculative purposes. They 
can lend on speculative securities. When you restrict to any extent 
the power to borrow on those three things, manufacturing, agricul
ture, and commercial paper, you have restricted the amount of 
borrowing capacity of the member banks, and that is the instrument 
whereby you restrict the amount of loans for speculative purposes 
made by member banks. You do not restrict it directly. The 
general public thinks that when they get one of these orgies of specula
tion the Federal Reserve Board just turns over its assets, or the 
Federal reserve banks turn over their assets to the men who are 
speculating. I just wanted to get that into the record. 

Doctor MILLER. That is a fair statement. 
Mr. STEVENSON. The Federal reserve banks can only lend, if 

they come within the law, on the three classes of legitimate securities. 
Doctor MILLER. Including paper secured by United States bonds. 
Mr. STEVENSON. Of course, they can lend on that. 
Doctor MILLER. Or purchase by the Federal reserve banks of 

United States securities. 
Mr. STEVENSON. Yes. 
Doctor MILLER. But the important thing is, not what does the 

Federal reserve bank get, but what do the member banks do with 
the credit proceeding from the Federal reserve bank. 

Mr. STEVENSON. Yes. 
Doctor MILLER. I think it generally was assumed at the time the 

act was passed, and the rediscount ing of Federal reserve banks was 
restricted to certain classes of paper arising out of cuiTent transactions, 
in industry, trade and agriculture, that this restriction would prevent 
Federal Reserve credit from leaking, as I put it, into speculative 
loans. Of course, it gives no such guarantee at all. Therefore, there 
must be some other method or device by which the Federal Reserve 
Board, as distinguished from the Federal reserve banks, can determine 
what that credit is being used for, and for that purpose we have 
gradually built up a set of indicators by which that may be deter
mined. That episode late in 1925, which has been the subject of 
questions, I think gives a fairly good illustration of the use of one of 
these indicators. If the committee desires, I will proceed with the 
analysis. 

Mr. STEVENSON. I did not intend to interrupt you, but I wanted 
to get that in the record. 

Mr. WINGO. I want the Doctor to answer Mr. Beedy's question. 
Some time before the witness leaves I would like to know what day 
he will come back. I want to go back to the question he started to 
answer an hour and twenty-five minutes ago, before some of these 
other gentlemen got in. The chairman interrupted me first. I am 
not complaining about it, for I am about as great an offender in that 
line as anyone else. I am anxious to have him explain the chart, and 
I want to know when the committee will meet again so I can come 
back to that question. 

Mr. BEEDY. I want to make this proposal, so that we may have 
an orderly and more connected hearing, that we go back to Mr. 
Wingo's question and let me reserve my question until he is through, 
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and then come on to my question until I get through. I yield at 
the present time to Mr. Wingo. 

Mr. WINGO. I think the doctor would better finish Ms chart. I 
want to go back to that because it goes to the root of the bill that 
the gentleman from Kansas has introduced. Some time next week 
we will get back to it. 

Mr. BEEDY. In order to get clearly before the committee where 
we now are, I was asking what facts came to the attention of Doctor 
Miller which were, I presume, the same facts which the full board 
has, that led him to introduce his resolution, and I will again repeat 
that question. I said that subsequent events would indicate that 
it was somewhat unfortunate that there was not some concerted 
action by the board or some understandmg with the New York bank 
earlier than in January, and the doctor said he took courteous excep
tion to my statement. Just to what part of my statement do you 
take exception? 

Doctor MILLER. The latter part of the statement incorporated in 
the question. I wanted to answer the question without indorsing 
the conclusion. I should say that in the light of what has actually 
taken place, in the light of what we now know but did not know in 
September, I would advocate the course of action that I then advo
cated as on the whole better; but I can well understand that in the 
light of things that have happened since that time members of the 
board with very different points of view might well say they would 
repeat their actions, thinking that thfcir plan on the whole was sound 
and safe. 

Mr. BEEDY. We understand that you do not want to reflect on 
the judgment of your associates. 

Doctor MILLER. It is not only that. 
Mr. BEEDY. But you subsequently stated that if the discount rate 

had been raised at an earlier date by the New York bank it would 
unquestionably, in your judgment, have had a healthy tendency to 
stem the speculative tide on the securities market. 

Doctor MILLER. Yes, sir. But my judgment is only my judgment. 
We can not bring back the past and have it as a witness. We 
know what has happened; we nave to speculate or conjecture as to 
what may happen; but we can never tell what would have happened 
under a different program of action. 

Mr. BEEDY. Perhaps, to be fair with you, I ought to repeat that 
I used the phrase that there was a vacillating policy pursued by the 
board for three months, to which you took exception. 

Mr. STEVENSON. In other words, you desire to withdraw the term 
"dillydally." 

Mr. BEEDY. Yes. Perhaps that was not a nice thing to say about 
the board, but there was a hesitancy or a failure to act by the board 
from the time th«s resolution was presented up to early in January. 

Doctor MILLER. I would not even say that. They did not agree 
on it. 

Mr. BEEDY. But no action was taken. 
Doctor MILLER. They did not agree. It was not necessarily hes

itancy; they did not agree. They may be right, as far as I know. 
Mr. BEEDY. It was evident, even to the layman, that at that 

time when they were failing to agree with you, speculation was going 
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on on the New York stock market and going on to a very considerable 
extent. 

Doctor MILLER. That is evident. 
Mr. BEEDY. And they evidently saw the daily statements at the 

time published in all the financial journals? 
Doctor MILLER. Those were rather fragmentary figures. 
Mr. WINOO. The witness does not want to be put in the attitude of 

the juror who complained to the judge that there were eleven contrary 
men on the jury. 

Doctor MILLER. I should be very glad, before we are through 
with the hearing, to speak very positively on a good many matters, 
but in the interest of an understanding of the operation of the Federal 
reserve system I think it is desirable in judging actions taken in the 

East, not to assume that facts were known then which only came to be 
nown afterwards. 
Mr. BEEDY. I wanted to know what facts came to Dr. Miller's 

attention as to the seeping through of Federal reserve credit into the 
speculative market that led him to introduce his resolution on Sep
tember 22. 

The CHAIRMAN. Before he gets to that I would like to ask a ques
tion pertinent at this point. There has been much discussion before 
the committee as to the effect of raising the discount rate. I think 
it is very pertinent at this point, because the Boston bank raised its 
rate in November, and the New York bank raised its rate in January. 
Something happened which caused the liquidation of $600,000,000 
worth of these stockbroker's loans, and a large decline in stock market 
values during that period. They are more or less related, because 
during this period from October to January the Federal reserve bank 
rates were uppermost in the discussion in regard to the operations 
on the stock exchange. I would like to ask Doctor Miller in that 
connection which, in his judgment, was most material in affecting 
that situation, the raise in the discount rate or the asking for a list 
of these stockbroker loans. 

Doctor MILLER. YOU mean, in causing the reaction on the market? 
The CHAIRMAN. Yes; the reaction which took place. 
Doctor MILLER. I should be disposed to say that other influences 

were more important than either the publicity of the loans to brokers 
or the action with reference to the discount rate. I may state here 
as a general proposition that deflation, broadly and generally speak
ing, is little more than a reaction from a preceding condition of 
inflation. Where you have a building up of values by an extraordin
ary rise, there always takes place a reaction or collapse. The collapse 
may be more pronounced in some cases than others, out it is one of the 
things that may be definitely expected, and also one of the things 
that the wise speculator always anticipates and takes advantage of. 

The CHAIRMAN. In other words, you would lead us to believe that 
this rise in speculative market values was quite similar to the raise 
in the price level which occurred back in 1920. Doctor Foster, of 
the Pollak foundation, appeared before this committee and gave 
very much the same sort of an explanation of that as you have given 
in explanation of this situation, that the rising price tendency finally 
gets to a point where of its own weight it must fall. 

Doctor MILLER. That is true. 
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The CHAIRMAN. Doctor Foster suggested that the inability of the 
people to buy at the high price level was the controlling influence in 
bringing about a deflation. 

Doctor MILLER. Yes, sir. I t is a very important factor. Where 
vou are dealing with commodities that are consumed, the ability to 
buy is pretty nearly conclusive. 

The CHAIRMAN. In speaking of the disposition to buy, that might 
have been affected tremendously by the knowledge gained through 
the board asking for information in regard to stock loans, might it 
not? 

Doctor MILLEK. I t may have been intensified through the actual 
publication of figures which were interpreted by those who were in
terested as revealing far greater loans in support of speculative trans
actions than had previously been believed. But I think it is still true, 
as a general proposition, and I think the proposition applies to this par
ticular situation—I am merely a laymen in this matter and have no 
desire to become anything else—th&t with a movement such as we 
have had since the autumn of 1924—this movement did not confine 
itself to the year 1925, but began in the year 1924—when it has ac
quired the momentum that it had acquired in the autumn of 1925, 
you can hardly check it. But markets of that kind get topheavy, 
and they get stale. There is then the question going through the 
minds ol speculators as to whether or not the market hasn't reached 
its top, its end. When that point is reached it does not take very 
much to lead to a reverse movement, and speculative pools can be 
quickly organized and set in operation for the decline. 

Mr. STRONG. You do not think your action was responsible for 
the deflation? 

Doctor MILLER. NO, sir; I would not say it was a deflation. 
Mr. STRONG. But you do not think it was an inflation? 
Doctor MILLER. No. 
Mr. STRONG. I would be deeply interested in hearing your answer 

to Mr. Beedy's question as to why you took the action. 
Doctor MILLER. I would like to answer that immediately, so 

that you can get a better picture of how that happened. We dis
cussed that in November, or at any rate in December. I t was 
decided that we should go ahead. 

Mr. STRONG. But you introduced the resolution in September? 
Doctor MILLER. That was a different matter. I am now talking 

about the publicity of brokers' loans. That was what you referred 
to, was it not, Mr. Chairman? 

The CHAIRMAN. Yes. 
Doctor MILLER. We decided to do that and go ahead with it. 

We found that it took a considerable time to set up the machinery. 
When we actuallv began to get some indication of what might be 
expected, it was found that it would be most difficult. 

Mr. STRONG. What do you mean by "machinery"? 
Doctor MILLER. Machinery for assembling these facts and figures. 
Mr. STRONG. Before you made the announcement? 
Doctor MILLER. NO, not before we made the announcement, but 

before we had the material ready for publication. I t took time to 
do that. We had to assemble the figures, acquaint the banks with 
what we wanted, assure ourselves that they all understood these 
terms and their meaning in the same way. We found out, for in-

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



656 STABILIZATION 

stance, that many of the banks made no distinction between loans 
to dealers in securities and loans to stock brokers. They treated 
those indiscriminately and reported them together. We found that 
others made reports that gave loans to brokers but did not include 
loans to dealers in securities. And some brokers were also found to 
be dealers in securities. That necessitated the inclusion of both in 
the statements finally agreed upon and published, showing loans to 
brokers and dealers in securities. These statements show separately 
loans made by banks in New York City for their own account, loans 
made by those banks for account of out-of-town banks, and loans 
for account of others, including private individuals. Few of us ac
curately estimated at the time now much money there is coming 
into New York to-day from private individuals, acting, of course, 
through their banks. There is nothing to prevefit anyone here who 
has a million dollars or one hundred thousand dollars from putting 
it in a Washington bank and instructing the bank to lend it for him 
on call in New York. I t took a little time to get the machinery in 
order to supply the kind of information that Was necessary in intelli
gible form. 

Mr. BEEDY. Coming back to the chairman's question, assuming 
that the matter has reached the point where the speculative mind is 
searching about for some determination as to which course the price 
of securities is goibg to take, and assuming that other factors had a 
great influence, which in your opinion was the most important and 
influential consideration at such a time, the publishing of the volume 
of loans to brokers or the change in the rediscount rate? 

Doctor MILLER. The rediscount rate had been changed long before. 
That was past history. I do not think the raising of the rate in New 
York in January to 4 per cent had any particular significance. I 
should say that had been so long anticipated tha t it was merely 
meeting expectations in a formal way. 

Mr. BEEDY. I am not referring to any specific time. 
Doctor MILLER. I think far more important was the decision of the 

Interstate Commerce Commission. 
Mr. BEEDY. That is not in the question. I say assuming that other 

factors were influential and the matter had reached a point where the 
speculative mind was searching for facts to determine what course 
tne market is about to take, which of the two is the most influential 
and important factor, the publishing of the volume of loans to brokers 
or the rise and fall of the discount rate of the Federal reserve system ? 

Doctor MILLER. That is a hypothetical question. 
Mr. BEEDY. Yes. I am asking your best judgment on it. 
Doctor MILLER* I will say, trying to answer that question as 

candidly as I can, that when any piece of information is made avail
able for the first time, representing the initiation of a new device—and 
that is what I call the publication of these figures week after week, 
it is a device—and when the information is regarded as of great con
sequence by the community, either the community at large, the busi
ness community, or a special section of the community, like the stock 
market, it may be of more importance than a change in the discount 
rate, except such a change in discount rates as has not been expected 
or anticipated. Frequently changes in discount rates are antici
pated for some time. They are expected. 

Mr. BEEDY. That is generally the fact. 
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Doctor MILLER. That is quite frequently the fact. And it is get
ting to be more and more the fact, and has got to be, for the more 
effective operation of the reserve-bank system. 

Mr. REEDY. I gather from your answer that inasmuch as a change 
in discount rates is usually anticipated, it would have less influence 
than the publicity of the volume of loans to brokers. 

Doctor MILLER. When the publicity of loans to brokers is a new 
device. 

Mr. BEEDY. Exactly. 
Doctor MILLER. There is nothing new about i t any more. I t is 

now a part of the regular weekly report by banks in New York City. 
The CHAIRMAN. I suggest that we recess a t this point until 2 

o'clock. 
(Whereupon, at 12.20 p . m. a recess was taken until 2 p . m.) 

AFTER RECESS 

The hearing was resumed at 2 o'clock p. m., at the conclusion of 
the noon recess. 

The CHAIRMAN. The committee will resume its hearings. 

STATEMENT OF DR. ADOLPH C. MILLER—Continued 

Mr. BEEDY. We left off by stating, I think, that we would come 
back to the question of what facts influenced you to introduce your 
resolution in September, 1925; what facts indicating that there was 
a seeping of the credit of the Federal reserve system into the specu
lative market, and you had already proceeded so far as to direct 
our attention to the fact that the line nominated on the chart as 
"All other loans" had proceeded up to about September, 1925, 
about on the same level, while the line representing loans on secu
rities had gone up. This is the chart introduced this morning and 
entitled "Reporting member banks." 

Doctor MILLER. Yes, sir. Now, then, if you will go to the chart 
giving "Volume of Federal reserve bank credit" for the same period. 

The CHAIRMAN. Without objection, that chart will go into the 
record. 

Doctor MILLER. YOU will notice here and here [indicating], by 
comparing the two charts, that when the member bank lotos on 
securities were going up the volumes of rediscountiAg by member 
banks at the reserve banks was beginning to go up with some pre
cipitancy. 

Mr. WINGO. That is in the fall of 1925? 
Doctor MILLER. Yes, sir; in the fall of 1925. And ybu will notice 

also that the upper line, which shows the total bills and securities 
held by Federal reserve banks and therefore represents the volume 
of reserve bank credit that is in use, was also going up ; in other words, 
we were supplying more credit in the form of reserve bank credit 
to the country, and the upward movement of this line [indicating], 
showing total bills and securities, was accompanied by an upward 
movement of this other line [indicating] showing rediscounts for mem
ber banks. I watch this line carefully particularly to see whether it is 
rising, because that indicates the member banks themselves are ask
ing for more credit or coming in to borrow. 
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The CHAIRMAN. I notice in the line, total bills and securities, that 
at the close of each year apparently they are at their highest point. 

Doctor MILLER, I es, sir. 
The CHAIRMAN. That is indicative of the holiday demands? 
Doctor MILLER. Yes, sir; a great demand for currency, and you 

will notice also the precipitate liquidation that follows. 
The CHAIRMAN. That is reflected in the total bills and securities? 
Doctor MILLER. Yes, sir. The banks here [indicating! in the fall 

of any year are borrowing to take care of the holiday demands. 
There is also a swelling of trade with the consequent need of more 
credit on the part of the retail merchants, so there is, at the end of 
the year, a very sharp rise and in January a drop; in other words, 
reflecting the return flow of currency, it shows a precipitate decline. 
I t usually shows a rise along about the end of February and March 
when the demand for currency and credit incident to the spring 
trade begins to reflect itself in the demands on the Federal reserve 
banks. 

MILLIONS OF DOLLARS MILLIONS OF DOLLARS 

20001 i ' I 12000 
) VOLUME OF RESERVE BANK CREDIT 

IrEDEBAL RESERVE BOARD1) I I 

I DIVISIC i O c J 
I RESEARCH a>d STATISTICS! 

1922 1923 1924- 1925 1926 

Mr. WINGO. Banking reserves ordinarily decline, too ? 
Doctor MILLER. Yes, sir; tha t is what leads them to come to the 

reserve banks to replenish their reserves. 
Mr. WINGO. The chart would also show a rise in the call money 

line? 
Doctor MILLER. Yes, sir; usually there is more or less a tight money 

market, and it may interest you to hear tha t it has become the policy 
of the reserve banks to rather stabilize and ease the money market 
against those pronounced seasonal movements by putting a little 
money into the situation through open-market purchases. 

Mr. BEEDY. Those movements in December and the succeeding 
January do not have anything to do with your answer to the question? 

Doctor MILLER. Not at all. 
Mr. BEEDY. Well, you had us up to September, I think. 
Doctor MILLER. Yes, sir. Both these lines [indicating] move 

upward, indicating that the increase in the total reserve bank credit in 
use is mostly explained by the increase in rediscounts. Member 
banks are going to the reserve banks to obtain credit. 
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Now, then, the question occurs, why they are borrowing, and what 
occasions the increase. We get the best indication on that when we 
go to the reporting member banks chart. The reporting member 
banks, 723 in number, I think, have about 60 per cent of the loans 
and investments of all member banks, but when we have plotted the 
curves for all member banks, which we only get at fairly long intervals, 
with these curves, we find such a close parallel between them that this 
curve may be taken as a good, quick, and practical indicator. 

Mr. WINGO. In other words, upon checking up you have found that 
the reports from 723 banks, upon which these lines of the chart for 
reporting member banks are drawn,'are fairly representative of the 
entire Federal reserve system, of all member banks? 

Doctor MILLER. Yes, sir; but these are a little quicker. 
We have this increase in reserve bank credit' in the early fall of 

1925. We are at this point [indicating], and so far there has been no 
marked increase in the commercial loans. 
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Mr. BEEDY. YOU mean up to about September, 1925? 
Doctor MILLER. Yes, sir; in other words, there is a little dip in 

the summer. We are looking at this, remember, as it appeared at the 
time. We do not know now what is coming in the future. We are 
at this point [indicating]. Now, I move the card a little this way 
[indicating]. 

Mr. BEEDY. In order to keep it clear on the record, you are now 
moving over the face of the chart, nominated, " Reporting member 
banks/7 a card covering up the period succeeding September, 1925, 
and you are pushing it along to October, 1925? 

Doctor MILLER. Yes, sir. You see all through, up to this point 
[indicating], there is a pretty steady ascent of the curve representing 
loans on securities. At this point [indicating] there is a pronounced 
ascent of "all other loans" that occurred, due, of course, to the great 
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demand f OIL currency and credit incident, first, to moving crops, and, 
secondly, to a great increase at this time in the volume of trade And 
production- See. from this other chart how production goes up in 
the fall of 1925 {indicating]. 

The CHAIRMAN. I suggest the production chart go into the record 
at this point. 

Doctor MILLER. There is an increase going on in production. I t 
will also be shown in the trade chart, the factory employment chart, 
and the factory pay roll disbursements. In brief, we had a period 
of extraordinary activity. 

The CHAIRMAN. May I interject a question there? You spoke 
of the production chart as indicating production of 

Doctor MILLER. Manufactures and mineral products. 
The CHAIRMAN. And as one of the elements that enter into this 

credit situation? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. D O you consider also that other element of money 

used in the purchase of securities and sales 
Doctor MJLLER. I was going to try to explain that. That is the 

reason I introduced this in response to Mr. fieedy's question, to give 
a concrete illustration of what the factors are and what difficulties 
their interpretation presents and what moved me to come to the 
conclusion that I did at that time. 

Mr. BEEDY. The line on the reporting member bank chart which 
represents loans made on securities, all through 1925, is ascending 
gradually? 

Doctor MILLER. Yes, sir; steadily rising, so that we had, in the 
latter part of the year, two things that would explain the increase in 
the demand for reserve bank credit, the increase in the demand for 
strictly commercial uses, moving crops, facilitating trade and industry 
including the demand for currency, and also a very steady increase, 
practically uninterrupted and at times proceeding at a little more 
momentum than others, of the security loans of member banks. 

Now, it is a very difficult thing to say which of those two is the 
more responsible for the increase that took place in the volume of 
Federal reserve bank credit outstanding. 

I find it a little bit difficult to say just what led me in my own 
mind to form the opinion at the time that the increase in the security 
loans was more important. Now, I can look backwards, however, 
from the end of the year, it is evident from a review of the record 
that security loans on the whole increased about a billion dollars for 
the year and commercial loans about $100,000,000; so that the 
great expansion in credit that was passed over the counter by 
member banks of the Federal reserve system in 1925 was to those 
who were borrowing not on commercial paper, not customers who 
were using that credit in trade and industry and agriculture, but those 
who were borrowing against collateral for one reason or another. I 
do not want by any means to leave the impression here that every 
loan on collateral is a speculative loan. I t is a loan on security, and 
that is about all we can say, as the proceeds can be used for a con
siderable range of purposes. 

Now, then, when you go outside of these charts and look at other 
things that were in the picture in that situation, we have, of course, a 
record of very remarkable—almost unprecedented—activity at that 
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time in the securities market. I t took a bigger volume of credit to 
sustain the situation, especially at the rising prices that called for 
more and more credit. 

Mr. BEEDY. Did you consider a t all the number bf sales made each 
day on the stock exchange? 

Doctor MILLER. No. 
Mr. BEEDY. You never think of that? 
Doctor MILLER. I will not say one never thinks of that . I t is one 

of those things you hear about like a 2,000,000-share day. 
Mr. BEEDY. I t is not a reliable factor in determining the credit 

situation? 
Doctor MILLER. NO, sir; not at all. I want to feay a thing that 

perhaps can not be repeated too often. I think it is true of the 
Federal Reserve System as a whole, and I think it is true of my own 
situation. I am not concerned in speculation. That does not 
interest me. What interests me is what becomes of the credit 
withdrawn from the Federal reserve banks. I take that view because 
it is my opinion that the intent of the Federal reserve act, as I read 
it, is that Federal reserve credit is not to be used for speculative 
purposes. I think that is a sound position, and the only position 
that will safeguard both the Federal reserve system and the countrv 
against serious shocks and occasionally serious disasters. I think 
we have got to try to keep this thing under some sort of restriction, 
however it may be worked out, to insure that credit that gets out 
of the Federal reserve goes to the manufacture, distribution, and 
marketing of goods; in other words, supporting the industries of the 
country. 

Mr. BEEDY. I t is nevertheless the fact—and I say this as pertinent 
to the answer of the question at the point you had arrived at—late 
in the last year, during the months of September, October, and 
November, when the sales in the stock market were aggregating 
2,000,000, one realized that for every sale there must be money 
supplied to make the purchase. 

Doctor MILLER. Credit. 
Mr. BEEDY. While credit was easy and there was expanding 

credit, those sales held up, and as soon as the rediscount rate was 
raised and the decision on the Nickel Plate merger was announced, 
and the public stopped buying, credits contracted and there was 
not need of money to finance transactions on the stock exchange 
and it is a factor that all of us who are following the credit situation 
should take into consideration, is it not? 

Doctor MILLER. Yes, sir. 
Mr. WINGO. In other words, we come to the distinct conclusion 

that your charts and explanation have this significance, that while 
the increase in loans of a strictly eligible character; that is, to serve 
commerce and agriculture and industry and not speculative activities; 
that while that increase was only about 100,000,000, there was an 
increase in speculative credits of the Nation of about a billion, and 
coincident with that and paralleling it, there was an increase in your 
total loans of all member banks throughout the system that kept 

{>retty fair and accurate pace along with the increase in the specu-
ative market or security market. 
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Doctor MILLER. I would, of course, prefer to use the term 
security loans. 

Mr. WINGO. I think perhaps it might be better. In other words, 
in spite of the inhibition of tne law and in spite of the action of the 
Federal Reserve Board and Federal reserve banks afterwards, there 
was a great deal of this increased credit that actually did go into 
speculative activities? 

Doctor MILLER. I t was not7 in volume, a great increase, and that 
is the reason why I used the term this morning—it was rather inad
vertent, but I think when Mr. Beedy called attention to the word 
it was well chosen—leakage. The reservoir is not perfectly tight 
and credit does leak out of it. 

Mr. WINGO. I suppose Mr. Beedy will admit here that it is per
tinent, and I want to follow that up with another question. That 
is a conclusion I have arrived at from your analysis so far, and if I 
am in error about it I want to know it. In other words, the demands 
of legitimate business—using the word "legit imate" as indicating 
the scope of the credit transactions of the Federal reserve banks— 
while it lay on a fairly even keel during the fall activities, member 
bank loans on securities went up and the total volume of credit 
created by member banks also went up. 

Doctor MILLER. Yes. 
Mr. WINGO. SO evidently the increase in the volume of credit 

created and put in circulation by member banks was not made neces
sary by accommodating agriculture and industry and commerce, 
bu t there was a leakage. 

Doctor MILLER. Not wholly. 
Mr. WINGO. There was a certain amount of leakage that went 

into the security loans ? 
Doctor MILLER. Yes, sir. 
Mr. BEEDY. That is precisely the operation of Mr. Miller's mind 

that led to his introducing his resolution. 
Doctor MILLER. That is a fair statement, except that we know 

now what happened, because we are now looking backwards. When 
a thing is in process you do not know what is going to happen and you 

fo on looking ahead. About all I can say, myself, is tnat where I 
ave examined all the data currently available at any given time, 

there is still something more to be taken into account. We might 
call it the imponderable forces, and I might say it is one of the neces
sary elements of qualification for Federal reserve administration, 
that in time you develop a certain sense that enables you to con
jecture with a considerable degree of accuracy what the various 
known factors, taken in combination, suggest. No one of them is 
conclusive any more than a single laboratory test made by a physi
cian is conclusive in the diagnosis of his patient's illness. When you 
get several, and one checks off against another, you have eliminated 
a great number of unknown quantities. Those remaining are com
paratively few in number, and there is where judgment, based on 
experience and the skill that comes from experience, has to be 
relied upon and is the last thing that leads you to decide upon a 
course of action. 

Mr. WINGO. And in passing upon the wisdom and efficiency of this 
system, to be fair, we have to take into consideration the fact the 
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system was formed during abnormal conditions and has been func
tioning through an abnormal period, and the first opportunity you 
had to arrive at conclusions based on experience was wnen you started 
out with the tenth annual report, and you believe, by studying those 
movements and profiting by those experiences, you will" ultimately 
be able to gauge and measure the system and measure these imponder
able forces that play upon the situation ? 

Doctor M I L L E R . Yes, sir. 
The CHAIRMAN. One of the elements that permitted the divergence 

of funds from the ordinary channels to speculative channels was 
through the surplus reserves of banks whose money drifted into the 
speculative market ? 

Doctor MILLER. In part, surplus reserves, Mr. Chairman; in part, 
however, in my judgment, because we had a coincident increase in 
reserve bank credit, we were innocently a contributing factor to it. 

The CHAIRMAN. I t is a fact whenever there are idle funds in the 
country, they get into the banks and are built up as reserves? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. For instance, a large part of those funds get into 

the stock market by way of loans from the country rather than from 
New York City? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. And when loans are made by country banks to 

individuals in the country, and these banks draw on reserves that 
they have on deposit in the New York member banks, or on funds 
they have loaned in the call market, the fact of a withdrawal of those 
funds would deplete the reserves of the New York member banks ? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. And they naturally would go into the Federal 

reserve system to borrow, and that may result in an increase in the 
rediscount rate ? 

Doctor MILLER. That might be the situation. As a matter of 
fact, the New York member banks were not rediscounting to any 
considerable extent during the autumn and that is the reason the 
board of directors of the New York bank felt, I think, that there was 
no particular need why they should take the initiative. 

Mr. WINGO. That is, the member banks of New York City? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. Without objection the chart " Member banks in 

New York City" will be inserted in the record at this point. 
Doctor MILLER. There is not any very pronounced movement in 

that security loan line [indicating] for the New York City member 
banks. At the end of the year there is a pronounced movement that 
was probably due in some degree to offset the withdrawals by the 
interior banks from New York. That lower line, which shows the 
amount of accommodation that New York City banks were getting 
at the Federal reserve banks, is very steady; there is no marked in
crease there. 

Mr. BEEDY. Doctor Miller, there is quite a little jump in Federal 
reserve accommodation there at the very end of the year 1925 that 
pretty nearly parallels the jump in the loans on securities. I t begins 
about the same time and ends about the same time. 

Doctor MILLER. You see how it comes down here right afterwards 
[indicating] ? 
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Mr. BEEDY. Like the line representing the loans on securities. 
Doctor MILLER. Yes, sir. 
Mr. WINGO. The loans on securities at the close of tha year 

1925 correspond with the lino of the chart representing Federal re
serve accommodation ? 

Doctor MILLER, Yes, sir. 
Mr. BEEDY. That is shown on the New York City member banks 

chart. 
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Doctor MILLER. YOU get those movements on what are called the 
quarter days, when there comes the great volume of credit settlements. 
Where you see the curve come up quickly, it also comes down quickly, 
They are very close. About the 15th of September usually come 
enormous dividend distributions, income tax payments, and Govern
ment interest payments, and again on the 1st of January, and very 
frequently large corporations, in anticipation of the dividend pay
ments they make, begin to accumulate funds for those payments in 
the banks. They would otherwise lie there as surplus reserves and 
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the banks naturally want to convert them into productive assets. 
But that is a temporary movement, it is in and out. 

Mr. BEEDY. If you had another line showing the reserves of 
member banks, you would have this situation: I t is contended that 
whenever you have an accumulation of funds that has been referred 
to as a building up of available funds, that means easy money; that 
means a lowering of rates, including the call money rate. Then it 
almost always follows that when you have that condition there is 
increased activity in the security market. 

Doctor MILLER. Let me introduce another element into it. You 
will want to notice whether, when this line [indicating] is rising, this 
other line is also rising [indicating]. 

Mr. BEEDY. That is, when the line representing loans on securities 
by reporting member banks is rising, whether the line that represents 
tne discounts of the Federal reserve banks is rising? You are using 
these two charts together? 

Doctor M I L L E R . I am. Now, one explanation would be that 
member banks—particularly, say banks in the interior—that had 
money loaned on call, and at the same time had paper on rediscount 
at the Federal reserve bank, have not taken that money to the 
Federal reserve bank to pay up their obligations and reduce their 
discounts. While you can not be sure, in the present state of our 
information, my own explanation of the situation that developed 
last fall would be, in part, that with a low rate on rediscounts—S}4 
or 4 per cent—and with an attractive call rate during the autumn 
rising as high as»6 per cent and ruling, say, over a fairly long period 
at 5 per cent and averaging probably over (and there was a period 
of several weeks when it was as high as 5 per cent or close to it) 
there was great inducement to member banks not to take funds 
coming in and use them to reduce discounts, but instead to put the 
funds into the call market. For the first time in my experience with 
the Federal reserve system, I have rather recently become alive 
to this fact, that member banks which have paper under rediscount 
with the Federal reserve bank, if there is a good attractive call 
market, instead of liquidating their loans at the Federal reserve 
banks promptly, would rather put money in the market to get the 
profit on the spread between the rate they pay for rediscounts and 
the rate they get on their call loans. 

Mr. WINGO. As a general proposition, is not this true, if you had a 
chart and on the chart were two lines, one representing fluctuations 
in the call money rate and the other representing fluctuations in the 
member banks reserves, you would find whenever the line representing 
the member banks reserves went down, showing a depletion, you find 
automatically the line representing the call money rate would go up ? 
Is not that true over a long period of time ? 

Doctor MILLER. The tendency is there, but the reserves may not be 
depleted. They have to replenish those reserves. They can not 
go on legally without maintaining the reserve ratio. So they have 
to build up their reserves and they do that by borrowing at the reserve 
banks. That is why they come in and borrow, to keep up that ratio. 
For every thousand dollars they loan they have to have an additional 
hundred dollars to the credit of the reserve • 

Mr. WINGO. The chart you have just put up is a chart denominated 
Federal reserve bank liabilities and reserves ? 
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The CHAIRMAN. Without objection that chart will be inserted at 
this point. 

Doctor MILLER. This [indicating] is the line showing the deposits. 
This is the reserve account 

Mr. WINGO. In other words, when I spoke of the reserve of member 
banks in my discussion of a moment ago, it is the same thing as 
denominated deposits on this Federal reserve bank liabilities and 
reserves chart? 

Doctor MILLER. Yes, sir. If we plotted this and showed the 
trend by an unbroken line, you would have a pretty steady move
ment upward. 

The CHAIRMAN. What line are you referring to? 
Doctor MILLER. Deposits of member banks shown on the books of 

the reserve banks. 
The CHAIRMAN. The deposits of member banks deposited in the 

reserve banks? 
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Doctor MILLER. Yes, sir. This deposits line [indicating] repre
sents substantially what the reserve banks owe to their member 
banks, ignoring as practically unimportant certain other deposits that 
are included in it. 

Mr. STRONG. HOW do you distinguish that from the cash reserves, 
the line at the top ? 

Mr. MILLER. The cash reserves are the reserves of the reserve 
banks—gold principally. 

Mr. STEVENSON. Then, Mr. Chairman, the reserve accounts of 
member banks or reserve balances as carried on the books of the 
member banks, in the ordinary nomenclature of the banks, looking 
at the thing from the point of view of the reserve member banks, 
constitutes a liability and takes the usual name of deposits. 

The CHAIRMAN. Then the line "deposits," the second line, repre
sents the legal reserves of the member banks kept with the Federal 
reserve banks ? 

Doctor MILLER. Yes, sir. 
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Mr. WINGO. By combining the observation of the two charts, you 
find this: Take the chart on member banks in New York City where 
there was a sharp rise at the end of the year and a sharp decline in 
the beginning of 1926, in the loans on securities line, you also find on 
the chart before you—the Federal reserve bank liabilities and re
serves, the last two lines—you find an upward climb there and a sub
sequent decline in 1926 and, coincident with that, a dip at the end 
of 1925 in the reserve ratio and an increase in the beginning of 1926 
in the reserve ratio line. 

Doctor MILLER. And also a dip in the cash reserves. 
Mr. WINGO. That of course, is reflected by a corresponding dip. 

In other words, when there is a dip in reserve ratio, you will have the 
corresponding dip in the cash reserves line. 

Doctor MILLER. And a great increase in that liabilities line. 
Mr. STEVENSON. When you increase the Federal reserve notes you 

reduce necessarily the ratio ? 
Doctor MILLER. Yes, sir, unless there is an offsetting increase in 

cash reserves. 
Mr. WINGO. Whereas during the year 1925 business kept on a 

fairly even keel—that is, that business that makes up the three kinds 
that the Federal reserve act says shall be accommodated—and had 
only a rise or increase of $100,000,000, the loans on securities increased 
about a billion dollars and coincident with that transaction, while 
there is an even keel of the legitimate paper—-using the word " legiti
m a t e " in the restrictive sense I explained a momeiit ago—all the 
changes that took place are other than in that line of legitimate paper, 
but all those changes are coincident with a flow in the same direction 
as loans on securities increased abnormally at the end of the year. 
The Federal reserve volume went up and the reserve ratio went down 
and the cash reserve balance went down and the discounts had a 
corresponding fluctuation with the call money rate. 

Doctor MILLER. There was, at the end of the year 
Mr. WINGO. AS the reserve ratio declined, the call money rate 

went up. 
Doctor MILLER. Not because of the decline of the reserve ratio, 

but because most of the banks, particularly at the end of the year, do 
not like to show heavy rediscounts. They like, at the end of the year 
or in the end of the year statements, to show that they are pret ty 
much cleaned up. I t must be borne in mind all the time—and it is 
particularly true of banks in New York City and other large cities— 
that they do not like to show rediscounts. 

Mr. WINGO. I t is true, during the year 1925, the demand that was 
made upon the credit volume of the Federal reserve system for the 
rediscount of commercial, industrial, and agricultural paper, or, in 
other words, all other loans as contra-distinguished from loans on 
securities—while there was no appreciable increase in that demand—> 

Doctor MILLER. Except seasonal. 
Mr. WINGO. Yes; except seasonal, yet there was an increase; 
Doctor MILLER. This was a little more than seasonal, probably 

due to the speeding up of trade. 
Mr. WINGO. There was a decrease in the reserve ratio. So, evi

dently, there must have been this seepage that Mr. Beedy refers to 
of these funds into the securities loans. 

Doctor MILLER. Yes. 

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



668 STABILIZATION 

Mr. BEEDY. Are all of these charts to which you have been refer
ring, brought up to about the 1st of April of this year? 

Doctor MILLER. On a weekly basis down to the 14th of April. 
If I may return to this deposit curve here [indicating], you will ob
serve a pretty pronounced slow forward movement there. 

Mr. BEEDY. The second line from the top on the Federal reserve 
bank liabilities and reserves chart ? 

Doctor MILLER. Yes, sir. This indicates that the member banks 
had to build up their reserve balances to sustain the new loans 
they were making. I t is difficult to say—because you have to make 
arbitrary selections of dates—to say how much the member banks 
reserve accounts increased during the year, but figuring conserva
tively—and I think it is so stated in the annual report—there was an 
increase of about $50,000,000 in deposits of member banks with the 
reserve banks, the reserve balances of member banks. * We usually 
figure roughly that a dollar of reserve balance standing to the ac
count of a member bank on the books of the Federal reserve banks 
will support about $10 of loans over the counter. So, with an in
crease in those balances, conservatively estimated at $50,000,000, 
the indication is that they loaned about $500,000,000. Taking the 
year as a whole, with approximately $100,000,000 accounted for by 
an increase in commercial loans, the inference that suggests itself is 
that, say, $400,000,000—possibly more; I would say probably more— 
is accounted for by the use of those reserve balances to sustain in
creased loans on securities. 

Mr. BEEDY. Attention ought to be called to this, referring back to 
the reporting member bank chart, that whereas loans on securities 
climbed up to 6,000,000,000 at the end of the year and the total loans 
made by them climbed up to over 14,000,000,000, the Federal reserve 
accommodation as shown by the chart was on a fairly even keel 
throughout the year ascending to the end of the year with a slight dip 
at the end of the year or just before the end of the year. The move
ments of this reserve accommodation line were not abnormally large 
like the other lines to which I have referred. 

Doctor MILLER. YOU must remember, to get the equivalents, you 
must multiply by 10. 

Mr. BEEDY. Am I to understand, then, that if you translated that 
with the multiple of 10, as you suggest, that the fluctuations in the 
Federal reserve accommodation line would correspond with the other 
fluctuations in the lines representing loans on securities and total 
loans? 

Doctor MILLER. I t would more nearly correspond. 
Mr. BEEDY. In other words, there would not be the disparities 

that are apparent here. Then, it is true that the Federal reserve 
accommodation increased during the year 1925, corresponding with 
the increase of loans on securities by member banks and aslo the 
increase in total loans by member banks? 

Doctor MILLER. Yes. 
Mr. BEEDY. SO there must be some relation between them. There 

must be a considerable leakage. 
Doctor MILLER. Here is the chart you want to look at [exhibiting], 

the chart nominated " Volume of reserve bank credit," and especially 
the line showing total holdings of bills and securities. The line 
marked " Federal reserve accommodation " on the chart for reporting 

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



STABILIZATION 669 

member banks shows only the discounts made for these banks by 
the reserve banks. This reserve bank credit chart shows a consid
erable increase late in 1925 in the purchase of acceptances which is 
to be added to the increase in discounts. 

Mr. WINGO. In other words, referring to the reserve bank credit 
chart I see, by the fall of 1925, the line that represents the total bills 
and securities of the Federal reserve banks had that same upward 
climb reaching a peak at the end of the year and also the discounts 
of the Federal reserve banks made the same rise and reached a peak 
at the same time and the purchases of acceptances made the same rise 
and reached the same peak, whereas the loans on United States secu
rities remained practically normal. 

Doctor MILLER. The holdings of United States securities? 
Mr. BEEDY. The holdings, yes. 
The CHAIRMAN. And the demand for credit in the Federal reserve 

banks—any one of the 12 banks—is susceptible of an expansion to 
the extent of ten times—is that correct? 

Doctor MILLER. When it takes the shape of deposit credits on 
the books of a member bank. 

The CHAIRMAN. Then is it a fact, with two billion and practically 
three hundred millions of reserves, as indicated by the chart, that 
that is susceptible of expansion to ten times that? 

Doctor MILLER. Whatever expansion these reserves make possible 
has already taken place. You understand that when a bank goes 
to the Reserve bank to borrow actual currency, to meet the public 
demand, it has to pay out dollar for dollar, as much as it borrows. 
This gives it no basis for expansion, you see. But when it goes to 
borrow in order to restore its reserves against its deposit liabilities 
then the ratio of 1 to 10 is an approximate working formula. 

Mr. WINGO. If you will look at the chart nominated " Federal 
reserve bank liabilities and reserves," you will see that the deposit 
line which represents the reserve accumulations of member banks, it 
shows between two and two and a half billion, and if you will refer to 
the chart "Reporting member banks," you will see the total loans 
and investments climb up pretty close to twenty billion. There 
you have the relation. 

Mr. BEEDY. A study of your two charts, reporting member banks, 
and Federal reserve bank liabilities and reserves would furnish over
whelming evidence that a great portion of the increased credit ex
tended by the Federal reserve system in 1925 did seep into the specu
lative market. 

Mr. WINGO. I t has suggested there was about 90 per cent seepage. 
Doctor MILLER. YOU do not want to overlook the fact that we are 

now looking at a completed picture. In September, October, or 
November we were looking ahead, and it was a question of what the 
other factors in the equation were. There were many things that 
were obscure at the time. 

Mr. BEEDY. The thought suggests itself to me in connection with 
your statement that you are just beginning to be able to test the situa
tion and determine, in view of your experience, when loans on securi
ties go up, whether the seepage tjhrougn into the speculative market 
of credit extended by the Federal reserve system is the major factor 
in the situation. 
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Doctor MILLER. There are other relevant tests. Suppose we had 
big gold imports as we did in 1924. Here [indicating] is a big increase 
in loans on securities in 1924 with a decrease in the reserve bank 
accommodation. 

The CHAIRMAN. YOU are referring to the reporting member bank 
chart? 

Doctor MILLER. Yes. Now referring to the chart entitled, " Gold 
imports and exports," you will observe [indicating] that in 1924 there 
was a large net excess of gold imports. The net imports are indicated 
by the black bars above the base line. 

The CHAIRMAN. Without objection, this chart will be inserted in 
the record at this point. 
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Doctor MILLER. There are two methods—more than two, but two 
usual methods—by which a member bank builds up its reserve 
account; one, through gold imports coming into the country and the 
other through rediscount at the reserve bank, or, including in that, 
through the reserve bank issuing credit through purchase in the open 
market of securities, or otherwise. 

Mr. WINGO. We have traced on the charts, through your testi
mony, a flow of credit for the member banks of the Federal reserve 
system during the year 1925. We have classified that flow of credit, 
separating it into its different parts, the major one being the loans 
on securities and all the other loans representing what might be called 
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those loans directly eligible under the Federal reserve act, and we 
see what the results were. Now, were those results or did those 
results flow from any policy or action of the board or the Federal 
reserve banks or did the policies and actions of the Federal Reserve 
Board and banks flow from that speculative orgy? Which was the 
cause and which was the effect ? 

Doctor MILLER. I wish I knew myself, Mr. Congressman. I do 
not know. There are a great many people in the reserve system 

Mr. WINGO. Was there any relation, either one affecting the 
other? 

Doctor MILLER. When you say "any relation," any relation 
between what? 

Mr. WINGO. Relation between the two factors. One is the policy 
and actions of the Federal Reserve Board and officials and the other 
the increase in speculative securities, or rather in securities loans. 

Doctor MILLER. That is a very difficult question to answer. I 
think, though, I ought to make this remark, especially as you made a 
very positive statement a few moments ago. I t is not absolutely clear 
as a matter of language of the Federal reserve act, that there is any 
obligation imposed upon the Federal reserve banks or even upon the 
Federal Reserve Board to see that its credit is never used indirectly or 
remotely in aid of security loans. I have always taken the view that, 
though it is not categorically expressed in the Federal reserve act, the 
whole intent and implication of the act is that credit of the Federal 
reserve system is to be restricted to productive uses in commerce, 
agriculture, trade, and industry. But 1 think possibly there are some 
who take a different view, rerhaps they do not take it very posi
tively, but nevertheless feel that there is doubt; while they might at 
times perhaps regret that there is evidence of some seepage of Federal 
reserve credit into speculative channels, nevertheless, they feel that it 
is not their responsibility to try, by all means, direct and indirect, to 
stop it. I think perhaps I am an extremist on this point. To me the 
most simple formula of operating the Federal reserve system to give 
the country stability—giving it far greater stability than in my judg
ment it could ever get through such a formula as I understand to be 
the immediate occasion of this conference—is to stop and absolutely 
foreclose the diversion of a.ny Federal reserve credit to speculative 
purposes. That is about as far as you can get, in so far as credit is 
concerned. 

Mr. WINGO. The thought I have is this: In considering the facts 
to which you have directed our attention, as represented by the move
ments of the lines on these charts, and having in mind particularly the 
business which the Federal reserve act says that the activities of the 
Federal reserve bank shall accommodate, that this business ran on a 
fairly even keel, with such a growth as might be called a normal 
growth of $100,000,000 a year, whereas there was an abnormal in
crease in loans on securities. Was that increase produced or aided or 
encouraged, whether intentionally or not, by any policy or action of 
the Federal Reserve Board or Federal reserve banks, or did that ab
normal increase in loans on securities and the things that flowed 
from it—did that movement find a reflection in the operation of the 
Federal reserve banks ? Did the one control and influence and effect 
the other, or did the other influence and control and affect the one? 
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I want your judgment, viewing it in the past, in the year 1925. What 
is your judgment ? 

Doctor MILLER. Answering your last question first, I should say 
tJiat of course the increase in the volume of security loans was re
flected, as you put it, in the Federal reserve credit movement. I will 
also say this, however, that after a certain point1—and I place that in 
point of time perhaps as late as October and probably not earlier 
than the first of September—it is quite possible that without the in
crease of reserve credit, the increase in security loans could not have 
gone further. The facts are that there was increase in the credit 
extended by the member banks in the form of security loans, and an 
increase in reserve bank credit, and when you compare the two, 
there is there a fairly close relationship. When, however, you come 
to a question of the policy of encouraging and aiding, I think I would 
say, without any reservation, or without any important qualifica
tion, so far as I know, there was no intention to encourage and no 
intention to aid. 

Mr. WINGO. Is this accurate, that while there was no intention, 
that it did affect and aid and encourage—that is, the action of the 
Federal reserve banks—did that result in aiding and encouraging 
this upward swing in the volume of credit on securities? 

Doctor MILLER. I do not feel competent to answer that question, 
speaking candidly. I am not close enough to the speculative mind 
of the country to know. You gentlemen are in as good a position 
as I am, possibly better. But I think this should be said in justice 
to those who feel differently. If you just go back to this point, about 
the middle of the year 1925, or say in August or September, that 
is a period when there is regularly a seasonal demand for credit for 
crop moving. There is a considerable degree of solicitude on the 
part of the Federal reserve banks to facilitate the harvesting and 
moving of crops as much as possible, and I think it would be a fair 
reading of the mind of the Federal reserve system to say that it 
always dislikes to have to make a rate increase at the time that the 
seasonal strain is on in the autumn for the movement of crops. Why? 
Because it does not want to do anything to add to the cost of credit 
and burden the harvesting and marketing of crops. I know tha t 
some of ray colleagues felt, and I respected the feeling, that with no 
clearer indication than we had at that time—we are looking back 
now—that it was on the whole not advisable, for the sake of checking 
a possible seepage of Federal reserve credit into the stock market, to 
increase rates against borrowers for legitimate commercial needs. 

Which is right and which is wrong, at any given time, and which 
will prove to be the better policy, is always a question. I t is a 
question, looking back, now. I stated this morning that if this 
particular situation repeated itself, knowing what I know now, I would 
be disposed to advocate and support the line of action that I proposed 
last September, not that I conceive there are not things to be said 
on the other side, but on the whole, in the interest of the general eco
nomic situation, I should rather have taken the risk of a slight 
increase in the cost of moving the crops than get an inflated securities 
market with an inevitable subsequent reaction and the damage that 
it would bring to the business sentiment of the country. My own 
belief is that a mere advance of rates would have had no appreciable 
effect toward increasing the cost of credit to the borrowers throughout 
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the country. I think it would have had an opposite tendency. If 
advancing rates should have had the effect of diminishing the humber 
of dollars used to make security loans more would have been available 
for making commercial or agricultural loans. 

Mr. WINGO. I t might be fair to say that while these questions I 
have asked you—I have been segregating the whole consideration 
or rather we have been cutting out the loans on securities, separate 
and apart—I had back in my mind the recognition of this fact, which 
I suppose other members of the system had when they considered 
your suggestion, because you refer to the seasonal demands for crop 
movement and also to this other fact that is always beyond the Federal' 
reserve bank's control, that you or I or some other man might go 
to our individual banks and put up stock securities and for that loan 
that we procured on the securities as collateral, that go into this 
volume of loans on securities, that the proceeds of it may be used 
for the purpose of aiding our commercial business or industrial activi
ties, or in the production and harvesting of crops, but that the other 
thing is equally true, that while a man might go to the member bank 
and borrow money for either commercial, industrial, or agricultural 
purposes, yet he might take the proceeds of that loan and go and use 
it for speculative purposes upon the stock market and all these things 
are beyond the control of the Federal Reserve Board; beyond the 
control of the member banks and necessarily you must consider them 
when you are trying to interpret these charts. In the one case, the 
loans on securities accounts are swelled by a loan where the proceeds 
in fact were being used for legitimate purposes, still limiting the word 
"legi t imate" to what I explained before, while on the other hand, 
that perfectly legitimate loan might be used for something that is 
barred directly from the Federal reserve banks. 

Doctor MILLER. That is true and shows one of the complicating 
factors in the interpretation of charts or figures, and I may say that 
is probably one of the main reasons why the board was influenced 
to segregate out of the so-called security loan account, loans to 
brokers; the so-called "street loans," so that in the future we could 
have a more definite specific indication of just what proportion of 
the total volume of security loans was, in fact, being used to finance 
stock exchange transactions. 

Mr. WINGO. Getting back to the question I asked a while ago, 
which you said you would not care to answer yes or no, that pos
sibly the board or banks in their operation of the system did not en
courage and cause this abnormal rise in the volume of loans on se
curities, I want to ask this question: Is it in the power, and does the 
board contemplate it as being embodied in their duties, to control 
one way or another a movement of that kind, and, if so, where is the 
power in the act ? 

Doctor MILLER. I can speak very definitely for myself. I should 
say that there is a feeling, rather than a conviction, that the use of 
Federal reserve credit for the expansion of speculative loans is im-

{>roper. I think I am on solid ground in saying that there are at 
east other members of the board who feel pretty nearly as strongly 

as I do about our responsibility in keeping a close guard over the 
direction in which Federal reserve credit flows, but I think there 
is a doubt in some minds. 
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Mr. WINGO. Do you contend, or is it the thought of the board, 
that you now have the power, either express or implied, to control 
the volume of credit used by member banks? 

Doctor M I L L E R . I should say no, except in so far as that can be done 
by regulating the total volume of credit that comes from the Federal 
reserve banks through changes in rediscount rates and changes in 
holdings of open-market securities either by purchase or sale and 
perhaps indirectly through examination of member banks. 

Mr. WINGO* NOW, other than the machinery that you just sug
gested—that is, the rediscount rate and open-market operations—if 
you had any additional power to control the volume and use of credit 
which would have to be some power that would give you supervision 
and control over the current business of the member banks, allowing 
you to determine by a policy or by regulations from time to time 
when they should expand or contract loans and the very character 
of those loans, can you conceive of any other way other than that I 
have already referred to ? 

Doctor MILLER. Of course, what you suggest would imply a very 
particularized form of control. I would be inclined to say that if 
the Federal reserve banks had full knowledge of the operations of 
member banks and member banks knew that all they were doing in 
the way of expansion of credit was known to the Federal reserve 
banks and known to the Federal Reserve Board and, in addition, it 
was made clear beyond doubt that the Federal reserve banks were 
not to make loans to member banks for the purpose of enabling them 
to make speculative loans, the thing would be in a fair way of being 
practically controlled. 

Mr. WINGO. NOW assuming that you have the power now through 
the operation of the rediscount rate or the open market operations, 
or that you have been given further powers which would enable you 
to control the volume and uses of credit extended by your member 
banks, would not this situation arise, that there would be periods 
when it would be contended that the price of wheat or cotton was too 
high; that the consumers of cotton goods and of bread might insist 
that they are too high and you ought to exercise your power to bring 
them down, and if you did that there would be criticism on the part 
of the producers of cotton and wheat ? 

Doctor MILLER. I should say so. 
Mr. WINGO. And, on the other hand, if there was an abnormal 

slump in the price of cotton and wheat, the farmers would contend 
that you should use the power said to be lodged in them by certain 
Utopian statesmen and raise the prices and, therefore, you would 
have the consumers contending that the law of supply and demand 
should be left free to operate and half of the time you would have one 
crowd cussing you and half of the time the other crowd and at various 
times both, saying you were wholly bad? Have you contemplated 
the position you would be placed in if you had that power and sought 
to exercise it to the extent that it would be necessary to control the 
volume of credits and the uses by member banks? I t would be an 
unending job, would it not? 

Doctor MILLER. Of course that would be an impossible position. 
But to the extent that we operate, we affect the volume of credit and 
to that extent we have powers of control, so-called. "Cont ro l " is 
more or less a figure of speech, because rates do not always effectively 

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



STABILIZATION 675 

control nor do the open market transactions nor do both of them al
ways effectively control the operations of the banks that most need 
control; they do not discriminate; they affect all equally 

The CHAIRMAN. Are rates more of a factor than open-market 
transactions or dealings in Government securities? 

Doctor M I L L E R . I think, Mr. Chairman, that depends a great 
deal on the particular situation at the time you take action. I 
should say the open market operation is more immediate. I t is 
under your control. You can go into the market and buy $100,000,000 
of securities, in which case there is $100,000,000 pu t at the disposal 
of the banks of the country—first of all, in the money market of New 
York. When you reduce your discount rate that merely meatis that 
money costs less to the bank that wants to borrow money. If the 
banks do not come in to borrow money, if the outlook in trade is 
unpromising, a reduction in the rate may have very little effect. 

The CHAIRMAN. The law provides that in the case of a change in 
discount rates it shall be initiated by the 12 baixks and submitted to 
the board for approval. That being one of the factors that enter into 
the question of stabilization, and only one, is the board similarly 
consulted in regard to open market transactions? Who intsitutes 
those transactions—the Federal reserve banks or the board? 

Doctor MILLER. I think the initiative in devising a program of 

{mrchases or sales is more usually, especially in the course of the 
ast year and a half, taken by a committee, the so-called open 

market investment committee, consisting of representatives from 
five banks. 

The CHAIRMAN. We understand that . They have sole power of 
decision ? 

Doctor MILLER. NO ; they are under the supervision of the Federal 
Reserve Board and before taking a decision upon any major step, 
either to increase or to diminish the portfolio of securities held in tne 
so-called special investment account, they confer with the board and 
out of the conference there comes some program. The board seldom, 
however, takes the actual initiative, or perhaps I had better phrase 
it this way: The board has not initiated such changes in the open 
market policy of the Federal Reserve System in the period of the last 
year and a half. In the earlier period of the open market committee, 
the board took a more active part and it took the initiative in this 
wise, and this wise only, by discussing and presenting a viewpoint 
which was sometimes accepted without modification by the open 
market committee, and sometimes with a modification, the matter 
being reported back to the board, and sometimes the members met 
with the board to reconcile any remaining differences. 

Mr. WINGO. I am rather cautious in this thing, because I went 
through the fire, and I remember the very alluring prospects held 
out to us in this room that if we just gave the board certain powers 
they would curb a certain speculative movement in 1920, and I can 
not get away from—and I am not blaming anybody, but assuming 
that everybody wanted to do the best they could—I can not get 
away from the fear of even an abuse of power or an unwise use of 
the power. Human judgment is not infallible. They are human 
agencies, in the last analysis, and they have their honest differences 
of opinion like the members of the board. You might, for instance, 
think a high rate would help and a majority of the board may think: 
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a low rate would help, and in my opinion, instead of lodging more 
power in a governmental board to affect the very arteries of business 
of this Nation—that is, the flow of credit—I want to see a law pre
scribing limitations upon the exercise of powder. I want to stabilize 
things. Some gentlemen do not always make that distinction. I 
want to stabilize things; I am in favor of any practical plan that will 
stabilize these price levels and prevent either deflation or inflation, 
but I do not want to jump from the frying pan into the fire. I do 
not want to make confusion more confounding. I do not want to 
bring about one benefit and create greater evils that will rise to curse 
me. That is the thing that worries me. Your board has this idea; 
you still recognize that the best stabilizer in this country is for mem
ber banks and steel mills and farmers and merchants and everybody 
regulating their business affairs by sound economic rules that are 
beyond either the management or regulation by legislative bodies. 

Doctor MILLER. Yes. 
The CHAIRMAN. YOU spoke very earnestly this morning in regard 

to decisions and what enters into the making of those decisions by 
the Federal Reserve Board. If I remember you correctly, you stated 
that many of those decisions were arrived at without making any 

Eermanent record or giving any publicity toyour actions. You have 
een explaining these charts to the committee here in a very inter

esting and intelligent manner, indicating to me that you were watch
ing different movements that affected the operation of the Federal 
reserve banks. Now, you have convinced me that there are many 
decisions which you arrive at of which the public have no knowledge or 
the member banks have no knowledge. I am just wondering when, in 
arriving at these decisions, whether or not you could not improve your 
situation by giving some kind of an utterance or an expression, so 
that the public and those interested in the various situations might 
know what these decisions are; in other words, I have a feeling that 
there is much of the inner discussions of these different movements 
in the Federal reserve system that would be helpful to the country 
generally in guiding them and keeping them away from speculative 
tendencies if they knew exactly what those conclusions were. In 
other words, it seems to me much of the activities of the Federal 
Reserve Board are kept under cover and more good might result from 
letting the sun's rays in and publishing them broadcast. For in
stance, take the situation you referred to last summer, where the 
Federal Reserve Bank of Boston submitted for the approval of the 
board the subject of raising the rediscount rate and you made a sug
gestion which was acted upon. You were evidently outvoted by the 
other members of the board. I think the mere publishing of the 
facts might have arrested what developed into a wild speculative 
movement. 

Doctor MILLER. Might it not have the opposite effect? 
The CHAIRMAN. Suppose it did? Why should not the facts be 

known? 
Doctor MILLER. That, of course, touches a great principle in 

Government. I myself, Mr. Chairman, am a great believer in the 
saving force of publicity under our form of government and am 
inclined to think that while every now and then the need of publicity 
may perhaps paralyze a public body and lead to very costly inaction 
or sometimes in an attempt to accommodate the point of view of a 
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board or commission to what it conceives to be public sentiment 
might lead to ill-advised action, that, on the whole, a public body 
invested with broad discretionary powers ought to give an indication 
pretty frequently of the background against which its decisions are 
taken. That is true in the courts of law and the Interstate Com
merce Commission, and I am not prepared to say it should not be 
done in the Federal Keserve Board or Federal reserve system, but 
I am prepared to say that we ought to consider the advisability an,d 
practicability of it. 

You ask why I hesitate. I will tell you frankly why. I have 
been a member of the Federal Reserve Board since the beginning. 
When the board was first constituted, I think President Wilson made 
a very determined and sincere effort and took plenty of time to 
constitute the membership of the board along what he conceived 
to be the best lines. Yet he had difficulty. There is no profession 
that is introductory to Federal reserve banking. If the President 
wants to appoint a member to the Supreme Court or to any of the 
important judicial bodies of the Government, he has a wide field 
of selection. Usually a man is expected to have qualified as a jurist 
in the lower courts or is a well-known member of the bar, but reserve 
banking and particularly Federal reserve administration partakes 
of the nature of economic and financial statemanship, and there is no 
career or experience or training that is a preparation for it. A man 
may be a very excellent banker and be a very poor Federal Reserve 
Board administrator. He may be an excellent merchant and yet 
not have, by virtue of that experience, the qualifications that make 
for good Federal reserve administration, and so you can run through 
the whole range of activities and professions from which a selection 
might be made. 

Moreover, men for positions of that kind are usually selected from 
men who have attained maturity. I imagine the average age of the 
Federal Reserve Board is well over 50. I t is a rather difficult thing 
to pick up a man 50 years of age and transplant him and effectively 
change his habits of thought and action. I t has been very interesting 
to me in following the natural or life history of the Federal Reserve 
Board to see how new members, as they come on to the board, 
react. A man is very apt to do, when he comes on the board, what 
he has been in the habit of doing before. If he is interested in details, 
he is very apt to carry that habit into the Federal Reserve Board, but 
to deal with the larger problems of the Federal Reserve Board, the 
problems of adjusting the volume of credit and currency to the chang
ing volume of the country's credit needs, as they are interpreted by 
the board, requires a rather fine and discriminating judgment. I t 
takes, I will not say a high order of aoility, but it takes considerable; 
it requires a high order of knowledge and training and you can not 
expect men, simply because they are invested with a presidential 
commission, to qualify immediately for these things when they sit 
around the council table of the Federal reserve system; and what 
is true of the board is true of the Federal reserve banks and the officers 
of those banks. 

The most notable thing about the Federal reserve act, to my 
mind, and as far as I can see, it never has been pointed out, is the 
enormous amount of discretion that is reposed in the Federal Reserve 
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Board. We have powers that are almost legislative in their character; 
power to define the eligibility of paper for discount, to suspend 
reserve requirements, to control note issues—very extensive powers. 
Evidently the Congress, when it passed that law, thought it was not 
desirable to make a lot of hard and fast rules; and as an agency 
having flexibility in dealing with situations of extreme urgency, they 
set up the Federal Reservfe Board. They said " these men are there 
to determine when these extraordinary things shall be done and they 
are the men to do i t ." 

The problems are perplexing, however, and the progress a t times 
seems to be painfully slow, but I sometimes feel as old Horace Mann 
did m observing, "The trouble is I am in a hurry and God Almighty 
can afford to wait;" when I look back over a period of years, I find 
there has been steady progress, and the system, as a whole, vindicates 
the faith most Americans, I think, have in our governmental capabil
ities; and men not previously professionally qualified for this work 
somehow or other do grow up gradually to it. I can see how we are 
developing a procedure under the Federal reserve that will, in time, 
give us a basis of Federal reserve credit administration that may 
surpass anything that any other country, not even excepting England, 
has ever produced. 

Now, I say that, Mr. Chairman, in reply to the statement why the 
board does not publish its discussions and give reasons. I t does not 
follow that because a man's judgment is good that he can write a good 
statement of his reasons. The very reverse is frequently true, that 
the man whose judgment is good on matters of action 

Mr. GOLDSBOROUGH. Very often can not express himself at all. 
Doctor MILLER. Very often can not express himself. I t also 

appears very frequently that the man who can express himself well 
takes his position and then invents his reasons for public consumption. 

The CHAIRMAN. Doctor, I asked that question because the state
ment has been made in this committee that publicity was one of the 
strongest elements of stabilization. 

Doctor MILLER. Yes. 
The CHAIRMAN. And your statement before the committee to-day 

in connection with the analyzing of these different elements indicates 
that you are studying the matter, and I wondered whether analyses 
of this character should not be made public. 

Doctor MILLER. We are publishing them, in our annual reports, 
and in the monthly issues of the Federal Reserve Bulletin, but it 
seems hard to get the public to pay attention to what we are doing. 

The CHAIRMAN. Do you think you would be doing any more than 
you are now, however, if Congress directed you in accordance with the 
Strong resolution or the Goldsborough resolution; would it give you 
any additional power that you do not have now, or would it be a re
striction on the authority that you now feel you have ? You have been 
having quite free authority that was conveyed to the board in the 
Federal reserve act. 

Doctor MILLER. The wording of the reserve act, I think, is calcu
lated to leave one in doubt as to just what power the Federal Reserve 
Board has over market operations, and some Federal reserve banks 
have raised the question of whether we have full legal power. If 
you are in a mood to do any amending of the Federal reserve act, 
1 would suggest that in section 14 you make it clear that the board 
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has some plenary jurisdiction in this matter. I say that because 
while I have not followed the hearings here in detail, I have followed 
them enough to know, from the discussions, the point of view and 
interest of the members of the committee, and have been very 
much struck with the extent of questioning and inquiry that has 
taken place with respect to these open market operations. 

The CHAIRMAN. One of the reasons for that, I think, is this, 
that a good many people who have been students of the Federal 
reserve act and know what it proposes to do have felt that with the 
creation of that act they were given powers which would create an 
elastic currency and credit situation responsive to the needs of 
industry and commerce, etc., and that only credit shall be adjusted 
in response to these legitimate demands of industry and business. 
Now, in the minds of a good many people, the open market develop
ment in the Federal Reserve System injects a new situation into the 
principle as it was originally understood, the use of which might, be 
put to a speculative situation. You have just stated here a few min
utes ago that the Federal Reserve Board has control over new issues, 
paper that is purchased in the open market. Even though it be some 
class of paper that might go into rediscount by member banks, it 
can not be used by the Federal reserve with the free gold that may be 
in the System—I mean by free gold, that amount of gold in the United 
States, the legal requirements that are in the Federal reserve banks 
for issuance of a circulating medium in the form of Federal reserve 
notes. 

Now, I do not think it has been made perfectly clear to the com
mittee that an excess amount of credits or circulating notes might 
not be resorted to at times. I think there is a question in the minds 
of some people right now as to whether or not there is not an amount 
of circulating notes outstanding that are not in response to the needs 
of industry and commerce. 

Doctor MILLER. I should say that that is a wrong impression. 
I should say generally that except in times of very violent credit 
and economic disturbances, we would not have a redundant cur
rency. The moment the money gets out of the pockets of the 
people it goes into the banks, and the banks want to run on just as 
slender a provision—I mean the member banks, want to run on 
just as slender a provision of vault cash as they can. If they have 
any paper under rediscount in the Federal reserve banks, they send 
in those notes at once for credit to their respective accounts. 

Mr. WINGO. May I in that connection inject something if it will 
not disturb you, something that I ought to have brought out awhile 
ago in connection with the volume of loans on securities. When 
you have an easy period—I mean these outlying banks of the system, 
or the banks of the United States, when they have a surplus of cash 
on hand, a surplus of funds, they feel that there is no provision by 
law to check them in the exercise of their judgment, assuming— 
which I do not—that their judgment is bad, that the only safe place 
for them to send these funds is to the call loan market in the city of 
New York. 

Doctor MILLER. Yes; it is the safest loan there is. 
Mr. WINGO. They feel, and have argued to me—I have asked some 

in the district where I live, " Why do vou send those funds up there?" 
They say, "We negotiated surplus funds in 1924 ourselves and we 
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can not get them back." Now, this large increase in call loans last 
year represented not so much increased loans of the 60 reporting 
banks of the city of New York, but rather loans made by tnem as. 
agents of the outlying or country banks, as I some times call them,, 
who had surplus funds, did not want them to lie idle in their vaults, 
and sent them to what they regard as the only liquid short-term 
market there is in the United States, the call-money market of the 
United States. Now most of those banks at that time—I know 
three banks that I checked up about it, and they said, " W e are not 
using the Federal reserve system; we do not have any necessity 
of rediscounting; we do not owe anything. We had a surplus of 
funds and sent them to New York." Now, the figures show that a t 
the very time there was a surplus of these funds last year on the calL 
market of New York City that they were not being furnished by the 
reserve banks; they were not being furnished, the major portion, by 
the New York City so much discussed Wall Street banks, but it was 
this natural and almost universal conclusion of these outlying banks 
that that was the proper place to send it, and they furnished the 
major part of those funds. Now, that is beyond the control of your 
board, is it not? 

Doctor MILLER. Yes. 
Mr. WINGO. You can not prevent that? 
Doctor MILLER. NO. 
Mr. WINGO. The only way you could control it would be through 

the rediscount rate ? 
Doctor MILLER. If they were genuine surplus funds, we could not-

even control it then, because we can only control the bank that 
borrows from us. 

Mr. WINGO. Suppose you were a bank which was given the power 
to go into and control the local member banks, and you found, say,, 
in the city of Fort Smith, my own city, an excessive lot of what 
you call loans on the market of New York, and the banks of the 
country were putting too much money up there where it might 
reach the point of speculation, and you say, " You must not do tha t . " 
They would turn to you and say, " We are not borrowing any money 
from you; we are independent of regulation; it is a matter between 
us and our directors and stockholders and depositors." You can 
not control that situation, can you? 

Doctor MILLER. NO, sir. 
Mr. WINGO. And the Federal Reserve Board and the Federal 

reserve banks were not to be blamed if that thing takes place. The 
stock market activities, or the call money market that is created by 
independent action of member banks, that is beyond the control of 
either the board or the Federal reserve banks, is it not? 

Doctor MILLER. Yes; that is true, but of course it is always still 
a question, when there are so-called surplus reserves, where do they 
come from? 

The CHAIRMAN. In connection with that, have you studied the 
effect, since the Federal reserve system started of that policy of 
country banks in loaning in the New York market, for instance the 
effect it has had on the large banks which were formerly known as 
reserve city banks? Has it not had the tendency to make out of 
those institutions what you might call a secondary reserve system? 
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I n other words, that the large amount of money loaned on the mar-
i e t in New York on call or to brokers and dealers, is not very much 
different in volume from the bank deposits in these reserve city 
banks, and these reserve city banks, appreciating the fact that they 
had money in there, either in the form of loans or deposits, must 
necessarily keep those in a liquid position, and have they not re
solved themselves into a different form of banking because of that 
very situation since the Federal reserve system has been in existence? 

Doctor MILLER. I go with you, Mr, Chairman, up almost to the 
close of your statement. I would say this, that the call loan market 
has become a much more attractive place for the investment of surplus 
bank funds than it was before the institution of the Federal reserve 
system. 

The CHAIRMAN. DO you think that has been because of the organ
ization of the Federal reserve system? 

Doctor MILLER. Yes, sir. 
Mr. GOLDSBOROUGH. Give your reasons for that . 
Doctor MILLER. Because of what happened in the old days. 

Say that the bank of Fort Smith deposited $100,000 with its New 
York correspondent, and there came an acute situation in that bank 
and many hundreds or thousands of others like it wanted to with
draw their balances from New York correspondents. The New 
York correspondent in all probability would have loaned that money 
on call, and would call that loan in order to get the money to 
meet the demand of banks like the Fort Smith bank, thus exercising 
great pressure upon the call market and the stock market in New 
York; there was no new money that could come into the situation. 
They had to get it out of a pool that was already pretty well absorbed. 
So we used to have those acute situations in the New York market 
when the rate would go up to a hundred and sometimes more than 
100 per cent over short intervals because of the intense difficulty 
involved in getting the money out of the call market for banks that 
had correspondents in the interior that were asking for the return of 
their funds. What has happened? Our general banking situation 
lias become from that point of view immensely more liquid. If a 
large New York bank is called on to return $25,000,000 to its interior 
•correspondents it is not obliged to call that amount out of the market. 
I t could take eligible paper over to the Federal reserve bank in New 
York, rediscount it, and obtain the necessary funds in that way. 

The CHAIRMAN. That is just the point that has been suggested 
to me, that the Federal reserve system was lending itself to its 
stockholders; in other words, the necessities of the big New York 
reserve holding banks were such that they could, in order to meet 
these demands, utilize the Federal reserve system. 

Doctor MILLER. Yes. 
Mr. GOLDSBOROUGH. YOU do not mean Federal reserve banks; 

you mean member banks. 
The CHAIRMAN. I mean the correspondent member bank which 

^was formerly known as the reserve bank. 
Doctor MILLER. The central reserve city bank, yes. I think the 

Federal reserve system has made the resort to the call loan market 
by*the interior banks much more secure in this sense, that it is hard 
to imagine a contingency under which there would be any difficulty 
in getting their money back promptly. They get it back more 

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



682 STABILIZATION 

securely now because of the existence of the Federal reserve banks, 
and I think the reserve system has had an effect quite contrary to 
what was expected at the time the act was passed. I t was expected 
that call loans would lose in attractiveness, because that type of 
security was not admissible to rediscount at the Federal reserve 
bank. 

The CHAIRMAN. These excess reserve deposits that go into those 
central reserve banks, like New York, outside of the Federal reserve 
system, are larger than the local reserve deposits, for instance, in 
New York banks, are they not? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. And therefore the control of those free credits, 

evidenced by those deposits, are of considerable more moment than 
the local reserves in the Federal reserve banks; therefore, if the 
New York bank was inclined to speculation on the control of those 
reserve deposits, which they could always have, and a lesser rate of 
interest than the rediscount rates of the Federal reserve—they could 
control those deposits outside of the Federal reserve, and in case 
those funds are withdrawn at any time they have recourse to the 
Federal reserve system whenever they have eligible paper or Gov
ernment securities. 

Doctor MILLER. Yes, sir; and they always have. Yes, that is 
true. 

Mr. WINGO. Right on the point that you were discussing a moment 
ago, Mr. Chairman, I was trying to discuss that Fort Smith bank 
situation. That precipitated what I thought might be a question of 
open market operations. I have come to this conclusion—I may be 
in error, Doctor, and would like to get it correctly—as a general 
proposition I recognize of course that there may be some abnormal 
times when it might not be true, but take it as a general proposition, 
I can not understand to save me why the Federal reserve banks 
should at a time when all these interior banks are loaded with funds 
and have carted them up to New York and put them on the call 
loan market, when there is a plethora of funds, I can not for the life 
of me understand why that Federal reserve bank under conditions 
like that should swell the already too heavy volume of funds by going 
into the open market and selling securities 

Doctor MILLER. Buying? 
Mr. WINGO. Buying, I mean, securities. In other words, why 

they should inject more funds into the situation by investing in 
securities. 

Doctor M I L L E R . What particular situation of the period have you 
in mind? 

Mr. WINGO. Well, I may be in error, and if I am I do not want to 
be put in the attitude of criticising unjustly, but I believe there have 
been times in the last few months—the last 12 months, I will say— 
when there was a plethora of funds and the Federal reserve bank was 
buying securities—anyway, the last two years. I recognize that in 
1924 there might have been a different situation, but I am putting 
it as a general proposition when there is a plethora of funds on the 
market, the Federal Reserve Board instead of going into the market 
and buying securities ought to unload the securities and absorb the 
surplus, should it not ? 
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Doctor MILLER. Yes. May I say a few words on that subject, 
Mr. Chairman? 

The CHAIRMAN. Yes; it is a very pertinent situation. 
Mr. WINGO. I intended to follow it up a few moments ago but 

neglected to do so. 
Doctor MILLER. I take as a most striking instance of that, Mr. 

Wingo, the purchase of securities, we will say, through the first half 
of the year 1924. You see [indicating on chart] they ran down very 
low in the beginning of the year and then ran up to the highest 
point here in September. 

The CHAIRMAN. YOU are going to discuss the gold situation ? 
Doctor MILLER. I am going to do that presently. 
The CHAIRMAN. Before you do that, I would like to suggest 

that there is a certain lot of people in this country who believe tha t 
the Federal reserve system has not utilized the gold that came into 
this country to just tne proper extent that they should have; in other 
words, as one critic put it, gold has been sterilized in the Federal 
reserve system, and that it has not been able to play the part that 
gold ordinarily would if it had not been controlled as it has been by 
the Federal reserve system. 

Doctor MILLER. Well, I do not know what is implied in that , 
whether it is meant that the gold certificate should have been put 
into circulation in greater volume than it has, and Federal notes 

The CHAIRMAN. I did not mean you to answer that at this time, 
but to keep it in mind in connection with such discussion as you 
want to indulge in later. 

Doctor MILLER. Very well. I think this period in 1924 [indicating 
on chart] is the most remarkable period, and I am willing to take the 
greatest individual responsibility for the policy that was followed 
at that time. At that time the open-market policy of the Federal 
reserve system was more influenced by the board than it has been, 
I should say, since that time. If you recall the year 1924, that is 
particularly until we got to the autumn, it was a pretty dull year. 
You see the production curve [indicating] was declining through the 
first half of the year. 

Mr. WINGO. In other words, what they called at that time a 
slump in business. 

Doctor M I L L E R . Yes; a slump in business. At the same time 
we were getting these tremendous gold imports. Gold was pouring 
into the country; we had a slack time, and the question was what 
should be our attitude and policy, because it is practically funda
mental in reserve banking that reserve banks must always assume 
an attitude toward the market. 

The CHAIRMAN. Assume what? 
Doctor MILLER. Assume an attitude toward the market. I t must 

be either to act for the purpose of restraining, to act for the purpose 
of relaxing, or to act with reference to some anticipated future con
dition. Here we were with gold pouring into the country utterly 
beyond our control, business slack, and looking to the future, the 
best basis of action that we could formulate was that whether that 
future was six months, a year or two years ahead, we needed to 
prepare ourselves for a counter offensive, so to speak, against any 
inflation that might threaten to take place later on; and as one 
of the instruments for that, the accumulation of a considerable 
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portfolio of securities that could be used later on when the time 
arrived where it would be advisable for the Federal reserve, so 
to speak, to move against the market. That is a phrase that I 
use for my own purpose when I think of open-market sales—moving 
against the market. When, for instance, the market is moving 
away from the reserve banks, credit is expanding, the Federal reserve 
may go in and exercise in the first instance, we will say, a testing of 
the situation by selling. 

The CHAIRMAN. What do you mean by " the market"? 
Doctor MILLER. I mean the money market. Now, as I look through 

the testimony here, most of the illustrations of open-market opera
tions, have been those of sales of securities made with a view to testing 
the strength of the market, with a view to ascertaining the dependence 
of the money market upon reserve support; with a view, in other 
words, to forcing the banks to come in and rediscount and in that 
way make the rediscount rate really effective on the cost of money, 
but it seems to have been overlooked that you cannot sell securities 
in the market unless you have previously acquired them. You 
have to put goods on your shelves before you can sell them, and the 
main difficulty, as I see it in the operation of the open market policy, 
is not when to sell, but when to buy your goods. 

The CHAIRMAN. I was under the impression also, in connection 
with this matter, that there was a dearth of eligible paper, that short 
time Government securities are resorted to by the operation of the 
Federal reserve banks in carrying out what they consider public 
policy in this readjustment or stabilization which they are attempting 
to do at times. In fact, if I remember rightly, Governor Strong 
suggested the very valuable part that the short-time Government 
securities were playing because of the fact that there was no available 
paper to permit them to deal in the open market. 

Doctor MILLER. In addition to Government securities, of course 
the reserve banks deal in the open market in acceptances, but they 
never buy acceptances simply for the sake of buying them. They 
get great volumes of these acceptances, as this chart (volume of re
serve bank credit) shows, particularly in the autumn of the year 
when the crops are moving, the acceptances then being drawn in 
great volume against cotton shipments, small grains, etc. The bank 
fixes the rate at which it will buy acceptances and then it takes what
ever acceptances are offered and lets them run off at maturity. But 
operations in the open market with respect to short time Govern
ment securities represent an entirely different order of transaction. 
The bank goes in and buys those in competition with other pur
chasers, and it sells them to the market whenever i t wants to dis
pose of them, but the great problem in the technique of the open 
market policy, to my mind, is when are you going to buy your 
securities ? 

So, I answer Mr. Wingo's question concerning 1924. With a 
heavy inflow of gold at this time, with slack trade and dull business, 
nothing to indicate the slightest likehood of a speculative stimu
lation through making funds more abundant, the Federal reserve 
went into the market and bought securities, and as it bought the 
securities the money thus released was in part used by the banks to 
take down their discounts. So that by this operation, as it were, 
the volume of the reserve bank's credit was in part shifted from the 
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rediscounts to the open-market holdings, and in part somewhat 
increased, going to the maximum here [indicating] in August or 
September, 1924, to about six hundred million. Those were used in 
part during the year 1924, as you see by the chart, but not in very 
great volume, and in the early months of 1925. Since that time the 
system's holding of United States securities have remained fairly con
stant at around or over three hundred millions. 

The CHAIRMAN. Could business and commerce be as well served 
by the release of credits through purchases in the open market as 
they could be served through the rediscount of paper through the 
member banks? I t would be still susceptible of control, would it 
not? 

Doctor MILLER. The rediscount ? 
The CHAIRMAN. N O ; the open-market transactions; in other words, 

that would be under the control absolutely of the Federal reserve 
banks, whereas the other operations are in the control of the member 
banks. 

Doctor MILLER. Yes; the credit that is put out through the open 
market purchases is more immediately under the control of the 
Federal reserve bank, but the credit that is in the country at large 
under rediscount is more under the control of the member banks 
themselves; that is, at times when member banks may not want to 
borrow from the Federal reserve banks, the reserve banks may, 
under certain conditions, when member banks are practically out of 
debt, put more funds into the market than the member banks would 
otherwise take. 

Mr. WINGO. I am somewhat confused. I have been led to believe, 
discussing that very influx of gold in 1924, that the reasons for the 
decline in the volume of discounts to the Federal reserve bank was 
that the member banks got this gold and brought it into the Federal 
reserve banks and liquidated their discounts. 

Doctor MILLER. Both the inflow of gold and the purchases of 
securities by the reserve banks were factors in this liquidation. The 
purchase of securities in the open market by the Federal reserve 
bank is identical in effect, so far as the member bank is concerned, 
with importing gold; both put that much reserve money into the 
market. 

Mr. WINGO. But here is what you did, you went above the absorp
tion of gold; there was a gold inflow of about $252,000,000, I think 
during that period, and there was a decline of something like three 
or four hundred million in discounts, was there not? Take the chart 
there, and take the beginning of 1924, the discounts were up to about 
eight hundred millions? 

Doctor MILLER. Yes, and they go down here [indicating] to say 
$300,000,000. 

Mr. WINGO. In other words, the retirement of discounts went 
nearly twice as far as was necessary to absorb that surplus gold? 

Doctor MILLER. Yes. 
Mr. WINGO. Am I correct in assuming from your explanation that 

that was because of your going into the open market with those addi
tional funds which represented about three or four hundred millions 
of increased purchases of United States securities ? You catch what 
I am driving at, do you not? In other words, was that difference, 
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between the $250,000,000 of gold and the total decline in discounts—• 
was that represented and produced by additional purchases in the 
open market of United States securities by the banks? 

Doctor M I L L E R . I would say that this decline in the discount 
curve here [indicating] was accounted for in the first instance by the 
importation of gold. 

The CHAIRMAN. That was in 1924? 
Doctor M I L L E R . Yes, sir; that was in 1924; and, secondly, and 

concurrently, by open-market purchases on the part of the Federal 
reserve banks, and when you get to this point here [indicating], about 
September, where the total holdings of bills and securities rise, that 
is accounted for partly by the still increasing volume of United States 
securities and by the autumn increase in acceptances. The autumn 
increase in acceptances and in United States securities sent total 
bills and securities up at the time, despite the fact that the discounts 
continued to run down. 

Mr. WINGO. That is the point that confused me. I can under
stand the explanation as to the increase of acceptances, which was 
considerable, that it was made necessary by the very proper financing 
of our export of our cotton and surplus products that are made in 
the United States 

Doctor M I L L E R . Yes. 
Mr. WINGO. NOW, in addition to that, it may be that this increased 

volume of money that you put into the market by the purchase of 
United States securities, that that also represented an increased 
volume of financing of this export business ? 

Doctor MILLER. Mainly foreign loans, I should say. 
Mr. WINGO. In other words, if you went into the open market 

and put $500,000,000 during that time in the open market b y purchas
ing United States securities, the banks, who had sold you those 
United States securities and had this $500,000,000 could directly 
themselves invest in those foreign acceptances that was financing 
the export of our cotton and wheat, and possibly that is the explana
tion, because it takes those two together to represent what I am told 
was estimated at a billion dollars, that was injected into our foreign 
trade at that point? 

Doctor MILLER. Yes, sir. We loaned about a thousand millions 
abroad, excluding refunding operations. 

Mr. WINGO. I see; that checks up and makes that balance? 
Doctor MILLER. Yes. I think it would probably be admitted by 

the Federal reserve system, or by those who give close attention to 
these things, that the volume of open-market purchases of United 
States securities in 1924 had been unnecessarily large. 

Mr. WINGO. What at that time was the position of the interior 
banks? Did they have excessive funds on deposit in New York or 
not? 

Doctor MILLER. Yes; they were having big balances. 
Mr. WINGO. ^ h a t brings me back to the question if the interior 

banks had idle funds and there was a business depression, and they 
were sending them to New York, why was it necessary to increase the 
available funds by the purchase of acceptances and by the purchase 
of United States securities in such an abnormal volume? Do you 
think that the abnormal volume of the interior funds could have 
been used for the purpose of this foreign trade? 

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



STABILIZATION 687 
Doctor MILLER. Well, they could be, but probably would not be 

used in any considerable volume. 
Mr. WINGO. Because the interior banks wanted loans on the call 

money market ? 
Doctor MILLER. This chart (Money rates in New York City) 

shows the movement of monev rates. Early in 1924 gold was coming 
into the country in considerable volume but later in the year the low 
money rate helped keep gold from coming. The same condition 
would lead American banks to shift some of the balances from the 
New York market, where the rate was very low, to the London 
market, where the rate was higher. 

Mr. WINGO. You are referring to the chart headed " Money rates 
in New York City"? I ask that so it will appear in the record. 

The CHAIRMAN. If I recall correctly, also during that same period 
of time there was a great deal of idle money in this country? 

Doctor MILLER. There was. 
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•—i Commercial Paper Rate 

N. Y. Reserve Bank Discount Rate 
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1922 1923 1924 1925 1926 

The CHAIRMAN. And it was piled in the Federal reserve city banks. 
Doctor MILLER. I t was. Now, referring to the chart, you see the 

acceptance rate got down here [indicating] to 2 per cent, and the 
commercial paper rate to 33^ per cent. The call rate was around 
2 per cent. 

Mr. WINGO. YOU refer to the faint line? 
Doctor MILLER. Yes; the call-money rate was down to 2 per cent 

for quite an interval of time and we had rather an anomalous situa
tion. We did not want this gold and we succeeded in diverting some 
of it from us and keeping it on the other side by American balances 
being established and maintained there. 

At the same time we also had to look forward to a period of time 
when we might need a considerable portfolio of open-market invest
ments for the purpose of exercising a restraint on the market, and it 
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seemed that this on the whole was the best period in which to acquire 
i t ; in other words, that the resulting addition of funds to the market 
at that time, when there was no appetite to use it, would not produce 
any objectionable developments. 

Mr. WINGO. In other words, you figured that by putting this 
surplus money on the market where there was already a plethora 
of it it would not affect the ordinary business operations but i t 
would give you an opportunity to store up a needed reserve power 
and affect the market at the time when you might need it? 

Doctor MILLER. Yes, that is it. 
Mr. W I N G O . NOW, this gold coming in early in 1924, is t ha t 

another illustration of the tact that it is difficult to arrive at any 
formula that works at all times, because in one season you will have 
one factor that has been very dormant, which all of a sudden be
comes very active, and it exercises an abnormal effect that it never 
has exercised before, and that makes it rather difficult to have an 
iron-clad formula that you can use at all seasons and at all times ? 

Doctor M I L L E R . There is no formula that can take the place of 
judgment. 

Mr. WINGO. That goes back to the other proposition—you can 
not get up a legislative formula and put it on to some men called 
the Federal Reserve Board and assume that at all times, by the 
exercise of this little shibboleth, this legislative Utopian formula, 
you can maintain things on an even keel that would take all the 
joy out of life. 

Doctor MILLER. May I say one word more on this matter? From 
my own point of view I think the error in the open market policy 
of the Federal reserve system is that it continued to carry so big a 
portfolio through 1925. I think the justification for the acquisition 
in 1924 of this large volume of securities should have been the use 
of it to exercise a very much more effective restraint in 1925, par
ticularly in the last third of the year or the last five months. I also 
neglected to answer a question that perhaps will be asked again, 
but it might as well be answered here now even though we return 
to it 

The CHAIRMAN. Doctor Miller, I suggest that when you correct 
the notes of this hearing, in this helter-skelter way we have had of 
propounding questions and probably confusing you, that you wili 
be granted latitude in answering any of these questions which you 
failed to catch during this discussion. 

Doctor MILLER. Very well; that is a privilege that I value. 
Mr. WINGO. YOU understand that this discussion on the par t of 

all of us is not engaged in in an effort to propose any particular pet 
theory. We are simply trying to seek information, and we may ask 
questions at times that may appear foolish to you. But our desire 
is to obtain full information. 

Doctor MILLER. They have all been essential questions, many of 
them far-reaching, and very interesting to me. 

The particular question that I had in my mind, however, which I 
would like to speak of briefly, is whether or not I regard the Strong 
amendment as an enlargement or restriction of the powers of the 
Federal Reserve Board or the Federal reserve system. I n looking: 
over the record I think I noticed that most of the people who did 
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answer that said that they regarded it as a restriction of the board's 
power. 

The CHAIRMAN. I hope in your answers you are not going to be 
influenced by anything that has been said by the committee but keep 
your mind perfectly free to express your views without any preju
dice from anything that has been said here. 

Doctor MILLER. That is perfectly true, and that is the reason I 
make this suggestion. I regard it as an enlargement of authority 
and responsibility. 

Mr. STRONG. Unquestionably responsibility, but it does not enlarge 
the authority. 

Doctor MILLER. NO ; not powers. No addition is made to the pow
ers which the board may exercise. 

Mr. STRONG. I t simply directs a policy. 
Doctor MILLER. Well, the effect of that is to enlarge the authority. 
Mr. STRONG. I t directs the use of powers that you have along 

certain lines. 
Doctor MILLER. Yes; and so in effect the system will be expected 

to accomplish more, so I use the term "au tho r i t y" rather than 
" power." 

Mr. STRONG. I would like to go into that matter with you, but T 
have hardly time this afternoon. 

Mr. WINGO. Some people have gone so far as to say that the bill 
was to ratify a regulation that Governor Harding thought was his 
main authority in the deflation period. That makes some a little bil 
afraid of it. 

The general proposition, what brother Strong is driving at, and 
what I would like to reach, is to find if we can a safe and proper 
method by which there can be a practical stabilization of the price 
level, and yet I sometimes criticise his bill; I know that his inten
tion is just like that of all of us, to arrive at some kind of a plan 
if it is practicable, that will remove these violent fluctuations that 
are referred to in inflation periods, and subsequent deflation. I 
take it that is what the gentleman from Kansas wants, and what 
all of us want. We want to know if there is an exercise of power 
by you people that can be brought about that will stabilize the 
price level and if there is, of course we would like to see that reached. 
We have our fears, of course, as to what the dangers might be 
there of abuse of that power, and the mistakes of judgment or the 
unwise use of the power—and when I speak of power, I hope you 
will not take the thought that we are trying to impute anything 
other than the very best motives to you gentlemen in trying to 
handle a very serious problem. 

Mr. STRONG. I want to say Doctor Miller, what I have said sev
eral times to the committee, that I expect to change the wording 
of this bill. I am only delaying the doing of that until I can have 
the information and knowledge and compose the result of these 
hearings. I have asked several of the witnesses who have come 
before the committee to suggest the language that they thought 
might better bring about the purposes of the bill, and I am going 
to ask you to do that, if you will, when we get through. I have 
quite a collection of suggested amendments that I want to present 
to the committee at the conclusion of the hearings, with a view to 
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arriving at the best way to establish a policy that will prevent 
as nearly as possible, these violent fluctuations in the value of our 
money in the market. 

Doctor MILLER. I will be glad to do anything that I can that will 
be helpful to the committee. 

The CHAIRMAN. I suggest that the committee now take a recess 
until 11 o'clock to-morrow morning. 

(Accordingly, at 4.45 o'clock p . m., the committee took a recess 
until to-morrow, Wednesday, April 21, 1926, at 11 o'clock a. m.) 

HOUSE or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Wednesday, April 21, 1926. 
The committee met, pursuant to adjournment, at 11 o'clock a. m., 

in the committee room, Capitol, Hon. Louis T. McFadden (chair
man) , presiding. 

The CHAIRMAN. The committee will come to order. 

STATEMENT OF DR. ADOLPH C. MILLER, MEMBER FEDERAL 
RESERVE BOARD, WASHINGTON, D. C—Resumed 

Doctor MILLER. Mr. Chairman, in connection with one of the last 
matters under discussion yesterday afternoon, to wit, the part that 
the Federal reserve system had in contributing credit, that was 
used to support the increasing volume of the security loans of 
members banks, I thought it would be of interest in that connection 
to quote a page or two from the annual report of the Federal Reserve 
Board (1925), that gives the figures somewhat more officially. 

The CHAIRMAN. The committee will be glad to hear you on that. 
Doctor MILLER. This is the annual report of the Federal Reserve 

Board for 1925, page 16. I would suggest that this portion be 
quoted: 

It (meaning the Federal reserve system) can furthermore note the general 
character of the growth in member bank loans and the elements in the demand 
for reserve bank credit. 

Then, quoting from page 19 of the same report, as follows: 
This increase In the demand for reserve bank credit was due * * * to 

the extent of about $50,000,000 * * * to a growth in deposits, consisting 
chiefly of memher bank balances and made necessary by increase in the 
member banks' deposit liabilities * * *. 

And quoting again from page 16 of the same report, as follows: 
Under circumstances such as prevailed in the autumn of 3925, when the 

growth in member bank credit was largely in loans on securities, and when the 
growth in reserve bank credit was larger than the seasonal demand for cur
rency, it was evident that a part of the member banks' borrowings at the 
reserve banks was for the purpose of building up their reserve balances. These 
balances did in fact increase considerably in the later months of the year. 
The increase in reserve requirements which occasioned the additional borrowing 
was in turn due in part to the growth in deposit liabilities arising from the 
increased volume of security loans. 

So that, using the official statement of the Federal Reserve Board, 
I should say that to the extent of about $400,000,000 or $500,000,000, 
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the increase in security loans was made possible by the extension of 
Federal reserve bank credit. 

Now, Mr. Chairman, what is the pleasure of the committee ? 
The CHAIRMAN. YOU spoke yesterday of making a statement which 

you desired to put in the record. 
Doctor MILLER. Yes. 
The CHAIRMAN. I presume this would be a good opportunity to 

do that. 
Doctor MILLER. I would suggest that part of the tenth annual 

report of the Federal Eeserve Board be incorporated in the record. 
The CHAIRMAN. Yes. In view of what happened yesterday in 

connection with that, and the importance of the tenth annual report 
of the Federal Reserve Board, which defines more or less a policy, 
I would like to bring that matter to the attention of the committee, 
as to whether or not we should put the whole report in the record. 
Perhaps we can get the principal points of it during the discussion. 

Doctor MILLER. Yes. 
The CHAIRMAN. We might proceed with that, and then if we con

clude to put the rest of it in we can do so. 
Doctor MILLER. Yes. 
Mr. WINGO. I would suggest that the Doctor, who is really familiar 

with the pertinent parts of this report, can indicate and put in the 
record the parts that are pertinent to the subject. 

The CHAIRMAN. I also want to call the attention of the reader 
in considering these hearings to examination of the annual reports 
of the Federal Reserve Board for the last few years. They contain 
much data which is very pertinent to this discussion which is now 
taking place. 

Mr. WINGO. We can separate the pertinent statements and abstract 
them for the report. 

The CHAIRMAN. Yes. I suggest that Doctor Miller be permitted 
to continue without interruption his statement until such time as he 
desires to be interrupted. 

Doctor MILLER. I think, then, that I will try to explain to the com
mittee what the development of the Federal reserve system has 
contributed in the way of a method of approaching the consideration 
of problems of credit policy. Let me say that when I use the term 
" credit policy," I use it as a term sufficiently broad to include both 
the discount policy and open market policy; in brief, a policy that 
is constantly addressing itself to the question of adjusting the volume 
of credit that issues from and is contributed by the Federal reserve 
system to the changing requirements of the country's business. 
When I use the term " business," I use it in a rather more definite 
sense than is common, as being substantially identical with trade 
and industry. 

When the Federal reserve system was established in 1914 all 
the leading commercial countries of the world were on the gold 
standard. The gold standard was the chief reliance of these several 
countries for insuring a considerable degree of economic stability, 
and while the phrase " price stability " was not frequently used .in 
those days, it was also regarded as a great regulator of prices. The 
way in which the gold standard functioned and gave steadiness to 
price levels in gold-using countries, bringing about something that 
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might be called an international price level, arose from the fact that 
gold, more than any other commodity, has an instinct for seeking out 
those markets or places in the world where its purchasing power is 
the largest. Gold is always, therefore, flowing from places where 
prices show a tendency to rise and toward places where prices show a 
tendency to fall. 

So that the world pool of gold was, so to speak, constantly in 
process of redistribution, maintaining itself on a fairly even level 
of value in accordance with indications of changes in levels of 
prices in different countries, having close relation to those changes 
in price levels and changes in the value of money, the value of short 
money, particularly changes, in other words, of money rates. 

So that, for example, taking London, which was the outstanding 
financial center of the world prior to the war, if the rate of discount 
was lower in London and higher at other points, the tendency would 
be for foreign balances not to be accumulated in London. They 
would go to other markets where the rate for short money was 
higher. On the contrary, if the rate of discount was rising in 
London there would be a tendency for these mobile balances to 
move toward London, so as to get the advantage of the higher rate 
of discount. If trade was brisk in Great Britain, and its volume 
expanding and prices rising—I leave out of account at this moment 
the question as to whether trade would be expanding because prices 
were rising or prices rising because trade was expanding—it would 
attract the commodities of importance to Great Britain to take ad
vantage of the better market. That would tend to draw out gold 
from the reserves of the Bank of England, because the exchanges 
would tend to run against England, and the Bank of England in 
protecting its gold reserve would keep its bank rate adjusted to 
the trend of the trade situation, which in time would have a ten
dency to bring about a contraction in the total volume of credit, the 
diminution of credit reflecting itself in a lowering of the general 
price level, and the higher rate of discount having the ultimate effect 
of attracting gold toward London; and thus tending to reestablish 
the adjustment between British discount rates, British prices, and 
the international or world price level. 

As central bank policy was motivated before the war, changes in 
the situation of a central bank were reflected in the reserve ratio— 
that is, the ratio of its total reserve money, which was gold, to its 
liabilities, which were in the form of bank notes and in the form of 
current credits—and this ratio came to be used as the chief reliance, 
the quick detector, so to speak, of changes that were going on in 
the banking situation. 

I am making this as a broad statement, without complicating it 
by reference to particular banks, but inasmuch as I have spoken of 
the Bank of England I want to say that the reserve ratio of the 
Bank of England was not affected by their note issue, because under 
the English banking system the Bank of England can issue notes 
only against gold. They are in effect gold certificates, not fiduciary 
notes, like those of the old bank of Germany and others of the great 
European central institution. So that the ratio would fluctuate in 
accordance with the relation between the reserve and the liabilities 
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other than notes, which were segregated out of the account and 
under the management of a separate department of the bank. 

Now, I want to repeat once more, that this practice gave to the 
world a high degree of stability in the price level. I think all 
economists, even those who are to-day proponents of some amenda
tory legislation to bring the price index officially into the technique 
of Federal reserve administration, will admit that the world price 
level in gold standard countries before the wTar exhibited a re
markable degree of stability, except for changes drawn out over 
long periods. Over a period of 20 or 30 or more years the price 
level would move in accordance with the fundamental conditions 
affecting the production of gold and the demand for gold, but with 
respect to what might be called the short periods of fluctuation, 
running over a short term of years, more particularly those periods 
with which the activities of central banks were concerned, the price 
level may be said to have had a high degree of stability. I think 
if we had it to-day we should not be holding these hearings, and 
we wrould have a condition that would be on the whole highly 
satisfactory. 

I assume that the desire to have certain features incorporated into 
the Federal reserve act for the purpose of insuring a reasonable 
degree of stability in prices in the future is due in part to forgetful-
ness of what the gold standard accomplished before the war; im
patience to get an acceptable price situation reestablished during the 
period of postwar readjustment; failure, perhaps, to fully appreciate 
the rapidity with which the world is moving back in the recon
struction period toward reestablishcment of the gold standard and 
the monetary and credit practices that were associated with it 
before the war and that gave such admirable results; and perhaps 
an exaggeration of what the Federal reserve system or any banking 
system can do by a new device or procedure to bring about a result 
that I think every reasonable-minded economist feels is most devoutly 
to be desired. 

Now, let me say that the gold standard has been in abeyance since 
the war, certainly up to the year 1925. That statement may strike 
some members of the committee as a bit startling, in view of the 
fact that the United States holds a larger amount of gold than has 
ever been massed in one ownership in the history of the world 
hitherto. The gold standard, however, means more than a legal un
dertaking to redeem the currency and credit of a nation in gold. 
From the point of view of the problem that we are discussing here, 
the gold standard to my mind means a device wThich acts as a kind 
of regulating and leveling influence, so as to keep the price level, 
credit conditions, and the currency situation in all countries that 
are of the group that have the gold standard, in some sort of proper 
alignment to one another. To me the gold standard means a set of 
practices, a system of procedure, never formulated, never consciously 
thought out, not invented by anybody, but the growth of experience 
of the great commercial countries of the world, rather than merely 
the employment of gold by the treasury of the country or the great 
banks of the country to redeem all forms of obligations in the gold 
dollar or sovereign or whatever monetary unit may be involved. 
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One country alone can not maintain the gold standard, in the 
sense that I am using the term, as a regulator of credit conditions 
and price stability. You can not have a flow of gold into or out of 
one country, unless there are other countries that are also on the 
so-called free gold market basis. While we have had an enormous 
amount of gold coming to this country since the war, for the most 
par t that gold has come to us as a commodity, not as a result o^ 
some needed readjustment in the monetary or fiscal affairs of these 
countries. I t was either because they did not have the goods or 
because we did not want the goods that might otherwise have been 
sent in liquidation of obligations that they sent the only other 
thing that was acceptable, to wit, gold. 

I t takes at least two countries—really more than two, even though 
they be the two principal countries of the world—to guarantee the 
full effect and stabilizing influence of the gold standard. The gold 
standard, I repeat once more, means, when we are discussing prob
lems of this kind, devices or regulating agencies for affecting or 
correcting influences tending to move prices, either upward or 
downward, away from the general world price level. 

Now, we are working back toward a world price level. If we com
pare the movement of prices in gold-standard countries during the 
past two or three years, notably if we take the movement of prices 
in Great Britain and the United States during the year 1925, we find 
a pretty close parallel. I t was just about a year ago, you will re
member, that Great Britain formally announced the reestablishment 
of a free gold market in Great Britain, and other countries took 
similar action at about the same time, which amounted to a long step 
toward reestablishing the gold standard as regards its essential in
fluences in America. 

If you look, I say, at the movement of the general price levels in 
these two countries during this last year you will find there is a 
pretty close parallel, a sympathetic movement. Usually, when prices 
go up in one they go up in the other, which means to me that under 
the influence of the gold standard general prices are finding their 
new levels; and that in turn means to me that the world price level 
is in process of reestablishment, not by any human intervention, not 
by any definite determination, but as an expression of the fact that 
the world is attaining to a higher and greater degree of economic 
stability as the post-war readjustment process goes forward and 
comes within sight of attaining a position which, in the usual lan
guage of economists, might be called normal or nearly normal. 

I , therefore, expect to see, in the absence of any legislation or any 
special endeavors, that it will not be a great while.—when I say " a 
great while," I do not mean a matter of months, but I mean a matter 
of possibly a few years—it will not be a great while before we shall 
see restored this condition of price-level stability* that was insured 
to the commercial world before the outbreak of the great war, under 
the operation of the gold standard. In the process of, so to speak, 
negotiating the transition from disorganized currency situations, such 
as obtain woefully at the present moment in France, and to a lesser 
degree in Italy and Belgium and certain other countries that have 
not yet faced the inevitable requirements of financial readjustment, 
discriminating judgment will, I think, have to be used by the central 
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banking systems of other countries, and during this process some 
cooperation, some support, and study will be necessary. 

Speaking, perhaps, by way of digression and parenthetically, there 
is, in my judgment, always great danger—I think economic and 
financial history brings this out—that when, after a long period of 
currency and credit disorganization, a number of countries simul
taneously, or almost simultaneously, at any rate in quick succession, 
undertake to reorganize currency and restore public credit on the 
basis of the gold standard, there may be such a pressure to get gold 
and such energy devoted to the process of enforcing the gold stand
ard that the process may unintentionally and unconsciously work a 
tightening of credit. Looking back over a period of 50 years, the 
closest parallel that we get to our present situation comes in the 
decade from 1870 to 1880. There were several countries that were 
then going upon the gold standard. We were setting up the gold 
standard in this country. We had suspended during the war and 
we did not resume until 1879. Germany had just emerged from a 
victorious war against France and set up an Empire, and, as part of 
her equipment to take a foremost position in the world of industry^ 
and commerce, she adopted the gold standard and set up a great 
central bank, the Reichsbank. Austria was emerging from currency 
disorganization and working toward the establishment of the gold 
standard. Italy was following after a gap. In brief, the gold stand
ard was distinctly in favor in these several countries that had been 
suffering from currency disorder, and their efforts produced for some 
time a scarcity of gold, a relative scarcity of gold, at any rate, so that 
certain writers at the time spoke of the " scramble for gold." There 
is little doubt in my mind, looking at the thing in the light of a long 
perspective, as we now can, that some of the difficulties that were 
experienced at that time were due to the unconscious influence that 
the adoption of the gold standard was bringing about in the way 
of a restriction of credit. I apprehend that, unless some appreciation 
of that fact is shown by the great central banking administrations of 
the European countries that are going back to the gold basis, and 
some disposition to cooperate intelligently with them regarding this 
transition by our Federal reserve system, which is the greatest holder 
of gold now in the world, there may be difficulty. 

I am going to Europe for a few weeks this summer, and my prin
cipal interest is to inform myself as best I can in regard to the 
outlook for credit under the reestablishment of the gold standard. 
I am alive to what may be an unnoticed influence that may work some 
hardship to the world in the process of economic recuperation. I 
mean to say by that that while the gold standard had very much of 
the quality of an automatic regulator before the war, it would never 
do to trust purely and in all situations to devices automatic or quasi 
automatic in their qualities; and I think we have ahead of us a situa
tion that will require the exercise of some foresight and skill in 
tempering, so to speak, the wind to the shorn lamb. 

I think it is human nature to react violently from any situation 
which has finally produced disgust. We have seen a great debauch
ing of currency in practically all European countries, certainly con
tinental European countries, and when the thing had reached the 
lowest depths there was a violent reaction, and the gold standard 
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was run for as a life preserver would be run for. Under those cir
cumstances there is a disposition, I think, on the part of a good many 
people to feel that the whole job is done; that now that the gold 
standard has been restored, or, at any rate, proclaimed, nothing more 
is necessary. Certainly, a disposition has been shown on the part of 
the central banking authorities in Europe, notably in Germany, now 
that the gold standard has been restored and the Dawes plan put in 
operation, to hold tight to it through thick and thin in order to 
express to the nations of the world in effect that Germany has 
definitely tied her faith in the future to the gold standard. 

I n other words, the gold standard in situations of that kind gets 
to be something of a state of mind, and a particular state of mind 
may be one that is not in all conditions or situations the best one in 
which to develop an acceptable banking policy. And so I repeat, as 
one who has great faith on the whole in the stabilizing influence of 
the gold standard, I nevertheless feel that something more than tra
ditional practices may be necessary in the development of banking 
policies under it suited to present conditions, and I want to inform 
myself as fully as I can regarding conditions in the leading gold 
standard and industrial countries of Europe, and more particularly 
the frame of mind of those who are going to be actively operating on 
the gold basis. 

Now, to return. The gold standard went in abeyance in 1914. 
Gold flowed toward this country in a pretty steady stream, beginning 
in 1915 and continuing until 1917, or until after we entered the war. 
The reserve system really had nothing, therefore, in the way of a 
reliable banking tradition to guide it when it had to face the first 
serious test after the war. The reserve ratio was of no value when 
other countries were not on the gold basis. In the meantime, it had 
had no experience out of which it could develop a new procedure, 
at any rate a procedure that could be used as a guide in credit admin
istration, pending the eventual reestablishment of the gold standard. 
And as I look back upon the period following closely upon the ter
mination of the war, for about three years, the banking system of 
this country—practically the banking systems of all the countries, 
but notably our own, because we were in a position of special respon
sibility—was a good deal like a ship at sea without adequate equip
ment of rudder and compass to guide it. All the old paraphernalia 
had become, for the time being, at any rate, useless, and nothing new 
had been devised. 

I think it is to the everlasting credit of our Federal reserve system 
that it soon recognized the need for new instruments of regulation 
and began to set about their construction. I recall pretty well the 
first occasion under which we felt the actual need of being able to 
know whether the growth in the credit volume of this country in 
1919 and 1920 was being accompanied by commensurate growth in 
the volume of production or trade. We knew the price level was 
badly deranged, but there was no method by which we could test 
the degree to which this derangement reflected maladjustment, so 
to speak, between the volume of credit and the volume of production 
and trade. 

I remember speaking to some of the economists in the War Indus
tries section after the close of the war, when I said: " You gentle-
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men are in the best position to give us something. You have accumu
lated an enormous amount of material and you ought to be able 
to prepare an index showing the changes in the physical volume of 
goods produced that would, at any rate, give us some check." And 
at my solicitation one of the foremost of these economists undertook 
to make a statistical table of that kind. I t was published in the 
Federal Reserve Bulletin for April, 1919. I t grew out, by the way, 
let me say, of a discussion of economists on the question of inflation. 
The discussion had not gone very far when it showed the need of 
defining terms and the need of having some yardstick for measuring 
the degree to which the growth in the volume of credit may be out 
of line with the growth in the volume of production and trade, 
physically measured. This little table was the outgrowth of that 
discussion. I t was the first thing of that kind ever published any
where in the world, and it initiated a type of statistical work which 
has now become quite common. 

In the autumn of 1919 I had occasion to prepare myself for an 
address I was going to make, and I desired particularly to get some 
line upon the movement of our foreign trade. The statistics as re
ported by the Government were in money values. Prices had risen 
prodigiously. Taking the published figures by themselves really 
gave no indication as to whether our trade, in actual physical volume, 
was increasing or diminishing. I had our division of statistics and 
research make the best computation that they could with the ma
terial available, and I think the result was published in the bulletin. 
At any rate, I used it in my address. I t was the first attempt toward 
setting up an index of the physical volume of foreign trade. I 
received a great many inquiries from economists as to how it was 
computed and whether it indicated that the board was going to do 
more of that sort of thing. 

I have here a statement from the Federal Reserve Bulletin of 
June 1, 1918, page 491, entitled "Indexes of business conditions,3' 
which I think may be of interest to the committee, because it repre
sents the board's first announcement of its work along* these lines. 
I t is as follows: 

Rapid changes are now going on in every department of industry in con
sequence of the reorganization necessary for war and in preparation for future 
development of trade. Many of these bid fair to continue after the close of 
the war itself. There is thus an increasing need for the development of some 
method of measuring in an authoritative way changes in business conditions, 
movements of prices, and other alterations in the commercial outlook occurring 
from time to time, especially in their relation to banking and credit. The 
Federal Reserve BoaM therefore has in contemplation plans for the exten
sion of its statistical and reporting service, with a view of establishing a 
series of indexes of industrial, business, and financial conditions. I t is desired 
that these indexes be as nearly scientific and authoritative as they can be 
made. The board will endeavor to expand and coordinate the statistical serv
ice of the several Federal reserve banks in accordance with a general plan on 
some common basis designed to adapt itself to the special conditions obtaining 
in each of the several districts. This general statistical or reporting service 
will be under the direction of the board, in order that uniformity and harmony 
of results may be obtained. 

I wrote that myself, because it was something I had particularly 
at heart. I t was a project for the devising and publication of a 
series of indexes that would enable us to follow, with a certain de
gree of quickness and accuracy, changes in the movement of indus-
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try, trade, production, business, etc. I t took some time to do that. 
We were really pioneers, and the problem was far from simple. I t 
was a highly technical problem for the statisticians and economists 
who were concerned with it. While these indexes came along at 
intervals, it was not, I think, until 1922 that they could be said to be 
so far advanced toward completion and availability that they could 
be used as part of the working equipment of the Federal reserve 
system. I have had the following table prepared to show when the 
principal indexes of the Federal Reserve Board were first published 
in the Federal Reserve Bulletin: 

Date of first publication 
Department store sales January, 1922. 
Manufacturing March, 1922. 
Mining March, 1922. 
Agricultural movements March, 1922. 
Production in basic industries December, 1922. 
Department store stocks February, 1923. 
Wholesale trade April, 1923. 
Factory employment December, 1923. 
Debits to individual account July, 1924. 
Building contracts November, 1924. 
Factory pay rolls May, 1925. 

Beginning, I think, before the year 1923, we began to recast our 
monthly surveys of business conditions. I do not know whether you 
gentlemen are familiar with what the board does in that respect or 
not, but it publishes every month, under the caption " Business con
ditions in the United States " a review, a brief statement, followed 
by a great deal of detail with regard to the industrial activities that 
make up this brief and comprehensive statement. In it are published 
charts in the nature of indexes of production, and also a table of 
business indexes of the Federal Reserve Board. These, I repeat, 
were not available until late 1922, practically not until 1923. The 
first opportunity to use them came in the year 1923, and it appears 
to me that it might possibly be of interest to the committee to go 
back and rejcall the situation in 1922 and 1923 and see what the 
Federal reserve system did and how these several devices in the 
nature of index numbers, which it had set upland employed in that 
instance to diagnose economic conditions, served in part as a basis 
for the policy that was then pursued. 

If you will be kind enough to look at these charts a moment, and 
if you will recall the situation in 1922, it will be of some help. We 
were at that time just beginning to emerge from the depression of 
1921. 

The CHAIRMAN. Just describe that chart, so it will get into the 
record. 

Doctor MILLER. This is the chart designated "Report ing member 
banks." This chart was submitted for the record yesterday, I think, 
but it will be well to reproduce it here. You will recall this caption 
"All other loans." I t is substantially identical with commercial 
loans. You will not that credit had been running down in 1921 and 
until about the middle of 1922. Then there began an upward move
ment, that movement being accelerated in the opening part of 
the year. In other words, there was a notable expansion of 
credit. The question arose, What was that due to? A good many 
economists, some of whom I think have testified before this com-
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mittee, expressed great concern at that growth in the volume of bank 
credit. You may recall that at the end of the war, or at the end of 
the " deflation" of 1920-21, it was frequently predicted by so-
called business experts and bankers that the next thing to be feared 
was a secondary inflation and crisis. That was the term that was 
used at that time. A good manj^ of those who had gotten themselves 
mentally preoccupied with the idea of a secondary inflation, when 
they began to see what was going on in the banking situation in 
1923, were convinced that the secondary inflation was approaching. 

BILLIONS OF DOLLARS 
201 

BILLIONS OF DOLLARS 
20 

1922 1923 1924- 1925 1926 

The CHAIRMAN. That was the period of 1922-23? 
Doctor MILLER. Yes, sir. Let me say from the autumn of 1922 

until the late spring of 1923. Now, look at the movement of prices. 
You will see how rapidly they were mounting during the earlier 
months of the year 1923. They were mounting continuously. 

The CHAIRMAN. I am not sure whether that wholesale price chart 
has gone into the record or not. 
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Doctor MILLER. I think not. 
The CHAIRMAN. Without objection the chart designated " Whole

sale prices " will be inserted in the record at this point. 
(The chart referred to is as follows:) 
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Doctor MILLER. There was a steady upward movement of prices 
during most of the year 1922. I t gained great acceleration at the 
end of the year and goes into 1923. The peak was reached in March 
and April of 1923. I think the peak of production was reached in 
May. You have here, then, in 1922 and the spring of 1923, a great 
growth in the volume of credit and an upward movement of prices. 
Statements were frequently made that the secondary inflation was 
here, and the intimation was made that the Federal reserve system 
had been caught asleep at the switch. I present this as showing what 
the nature of the situation was, and our attitude toward it. When 
I say " our attitude " I mean the attitude of the Federal reserve 
system as reflected in what it actually did. There were great differ
ences of opinion among leading people in the Federal reserve system 
at that time. There were some of those who occupied positions of 
greatest influence who were of the opinion that this was an in
flation, and that if the Federal reserve system failed this time to 
check an inflation, it might result in the destruction of the system. 
There were others, I being one of those, who felt that if we failed, 
through incompetent diagnoses, and through overanxiety, and 
through undue fear of public criticism, to arrive at a correct solu
tion of the problem, we were just as liable to see the system destroyed. 
I n brief, the decision might either way involve the future of the 
system, I t was our business to be wise and not otherwise. 

Now, then, you will recall the statement I made that it was just 
about this time that the various indexes that had been developed 
by the board were becoming available. I describe them and use 
them as "shop tools," as a par t of our shop equipment. I use 
them as an engineer might use certain tools in order to relieve him-
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self of the responsibility and the risk of guessing. In other words, 
in order to eliminate impressionism. Impressions inevitably play a 
very large role in human affairs, but, in my judgment, they play 
too big a role in some of our administrative proceedings in America. 
And it is desirable for everyone concerned with the business of 
administration who can set up competent scientific apparatus to 
do so in order to be relieved of guess work. I think it is also most 
important that we should have the ability to use these things, and 
should have faith in them; that at times when we are, so to speak, 
at a turn in the road, we should not forsake these instruments and 
say: Well, those may be good enough; they may be very satisfac
tory, but on the whole I attach more importance to what Mr. So 
and So tells me he feels—the head of this corporation or that bank. 

I have had great personal responsibility in the development of 
these instruments. I have tried to school myself to use them and 
my faith in them is abiding. These things are indicators that I look 
at much as a competent physician resorts to tests, rather than guess
work, to determine what is the patient's physical condition. That is 
why the physician keeps what is called a bedside record of his patient. 

Let me just read one of these predictions or statements. Some 
of them have been made by able men, economists, men whom I know 
and have great admiration for. Here is one that appeared in the 
New York Times on April 30, 1923, at about the crest of that up
ward movement, made by one of our foremost economists, who had 
been a student of money, banking,-and particularly of the so-called 
business cycle. This statement was put out by the National Bureau 
of Economic Research, of New York City. I believe that organiza
tion is a private foundation. I t contributed an immense amount 
of valuable data to the study of unemployment initiated by the 
presidential conference in 1921. Here is a short extract from that 
statement: 

Production has reached again the high record of 1920. Complaints of unem
ployment have been succeeded by complaints of labor shortage. All this looks 
highly regular and suggests that we soon will have a boom, with all the standard 
trimmings and the standard ending. 

Statements of similar import might be accumulated in consider
able number. Their tendency would be to put any governmental 
agency on the defensive, to make it fearful that if it followed policies 
other than those indicated it might go wrong. Well, we had our 
own tools, we had our indicators, and we dared to use them, and 
with results that I think were satisfactory. 

The CHAIRMAN. Has that chart gone into the record? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. That is the production chart ? 
Doctor MILLER. That is the production chart. If you will remem

ber, our loans were expanding and prices rising, as shown on the 
earlier charts. You will notice (indicating) that in the beginning 
of 1921, and up to about the middle of 1922, there is a sharp upward 
movement in production. That production index is based upon 22 
basic commodities, which are enumerated elsewhere in the record. 

Now, we knew that agriculture was still in a state of very 
acute depression. We also knew from the economic history of 

93869—27—PT 2 6 

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



702 STABILIZATION 

the United States that we seldom get stable conditions or great 
activity, and practically never get so-called prosperity booms unless 
agriculture is in a highly prosperous condition. Our conclusion was, 
therefore, that prices were rising because manufactured goods were 
scarce. Manufactured goods were scarce because we had had a de
clining market ever since the crisis of 1920. You will notice how 
the price curve runs down in 1920 very sharply until toward the end 
of 1921. The people were then beginning to want goods again, 
getting a greater desire to live and spend money as usual. The 
goods were not there. Retail prices rose in response to that situation, 
and wholesale prices rose in response to the increased consumption 
demand. Looking back now we know that the end of 1921 repre
sented the low point of price depression. We know now, I say, 
looking back. We did not know it then. 

Mr. STRONG. Was that 1921 or 1922? 
Doctor MILLER. 1921. I say that is the lowest point in the depres

sion. While the great upward movement does not become evident 
until 1922, the decline following the crisis in 1920 is arrested at that 
point. There was a period of dulness in production and trade. They 
were waiting for a signal, waiting for something that would give 
them assurance to go ahead. That signal came with the rise of 
prices, in my judgment. The rising price indicated on the chart 
previously shown indicates to my mind that goods were scarce, people 
were beginning to look for goods to buy. That was a signal under 
those conditions to the producer to go ahead and produce goods. 

Mr. WILLIAMSON. That is based upon what year? 
Doctor MILLER. 1919. 
The CHAIRMAN. I S that employment chart in the record? 
Doctor MILLER. I think not. 
The CHAIRMAN. Without objection, the chart designated " Factory 

employment " will be included in the record at this point. 
(Said chart is as follows:) 
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Doctor MILLER. YOU see how employment began to go up rather 
rapidly in the latter par t of 1922, reaching a high point in the spring 
of 1923—that is, so-called factory employment. 

The CHAIRMAN. That chart 'covers all classes of employees en
gaged in manufacturing industry, not including agriculture and 
mining? 

Doctor MILLER. Yes. 
Mr. F E N N . I do not want to interrupt, but does that take in the 

building trades? 
Doctor MILLER. I t does not. I t is just factory employment. 
Here is the pay-roll chart. 
The CHAIRMAN. Without objection, the chart designated " Fac

tory pay roll " will be inserted in the record at this point. 
(Said chart is as follows:) 
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Doctor MILLER. I t is rather noticeable that the pay roll disburse
ments of factories and the payments received by factory employees 
rose more rapidly than the increase in volume of employment. 

The CHAIRMAN. YOU are referring to 1921 ? 
Doctor MILLER. Particularly 1922 and 1923. 
Mr. WILLIAMSON. Did the increase in wage scale have any effect 

upon that? 
Doctor MILLER. Not so much in the wage scale as overtime. They 

were getting more wages, because they were working longer hours 
and were more fully employed. That employment chart indicates 
the number ofpeople employed, whether on half time or full time 
or overtime. That pay-roll chart indicates what they were getting. 
I t may be increase in wages, in some cases, but I think most of it 
was due to full time or overtime work. Because of full employment 
they were getting money, and they were doing what the laborer 
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usually does with his money. I think it was stated here in Doctor 
Foster's testimony the other day that the chief buying power that 
exerts its influence on the retail trade^ of the country comes from the 
wage earner. He was getting money in 1922. I n a certain sense, 
he was in a pretty flush condition, and he went and bought goods. 
But the goods he was being paid to produce were not yet, so to 
speak, coming onto the market. The rise of this production curve 
here at this juncture, in late 1922 and early 1923, represents what 
might be generally described as unfinished goods, so far as the con
sumer is concerned. That is iron, copper, cotton, etc., taking the 
form of automobiles, radios, shirts, and other things, some months 
later. As these charts exhibit, production went off in the second 
half of 1923: employment goes down a little in the second half of 
1923; prices go off in the latter part of 1923; while trade, both retail 
and wholesale, is pretty well sustained. I t reached a pretty high 
peak in the latter part of 1923, and on the whole, during the year 
1924, which we are apt to think of as rather a dull year, trade, 
wholesale trade, but more particularly retail trade, was well sustained. 

The CHAIRMAN. I will ask that the chart designated " Department 
store sales " be inserted in the record at this point. 

(The chart referred to is as follows:) 
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Mr. STRONG. What is that thin line that goes up and down above 
the heavy line? 

Doctor MILLER. That is what we call the unadjusted curve. You 
will see the peaks come at about the same time, year after year. 

Mr. STRONG. The different seasons? 
Doctor MILLER. Yes. 
Mr. CANFIELD. What does the thin line indicate? 
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Doctor MILLER. The actual movement of trade from month to 
month. 

Mr. CANFIELD. The actual retail business done? 
Doctor MILLER. Yes. But you see these peaks occur over and 

over again. 
Mr. CANFIELD. The department-store business is largest around 

holiday seasons ? 
Doctor MILLER. Yes, sir. 
Mr. CANFIELD. I t drops away down below par in the midseason 
Doctor MILLER. Yes. 
Mr. CANFIELD. And also in January. 
Doctor MILLER. Yes. 
Mr. STRONG. And is large in the Easter season? 
Doctor MILLER. Yes. The farmer buys when he has harvested his 

crops. Everybody buys during the holidays. There is active buying 
in connection with the Easter season. Much complaint we have of 
trade at the present time is on account of the cold season. The 
Easter trade has not been up to normal on account of the weather. 

I suggest also that the chart showing the course of wholesale 
trade be inserted in the record. 

The CHAIRMAN. Without objection that chart will be inserted 
here. 
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The CHAIRMAN. Doctor Miller, the great reliance you have indi
cated that you place in these charts, in arriving at a correct solu
tion, or a correct decision in the Federal Reserve Board in these 
matters of credit, I think would a good deal depend on the accuracy 
of these charts. In that connection, are you perfectly satisfied that 
the items that enter into the preparation of these charts are correct 
as reflecting the true conditions of business ? 

Doctor MILLER. I do not profess to be an expert in matters of 
statistical finesse, but I am satisfied that these charts are as compe
tent as anv made. 
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Mr. STRONG. Who prepared them? 
Doctor MILLER. They were prepared in the division of research 

and statistics of the Federal Reserve Board. That division has 
been manned by a very competent group of men, economists and 
statisticians, who have had considerable experience, and who con
sult rather freely with scientists and economists on the outside who 
have an interest in these same problems. Occasionally we employ 
the services of some man on the outside who by his work has shown 
that he has a particular proficiency for work in one of these fields. 
My recollection, for instance, is that one of these indexes, that for 
factory employment, was largely the result of the work of Mr. W. A. 
Berridge, whom I regard as one of the best qualified men in the 
country to handle this problem. 

The CHAIRMAN. D O you pay attention to the price index of the 
'Department of Labor? 

Doctor MILLER. We use that. 
The CHAIRMAN. And Dun's indexes? 
Doctor MILLER. The board uses the price index of the Bureau of 

Labor Statistics. The other is informally used by members of the 
board. 

The CHAIRMAN. I suggest that we recess until 2 o'clock. 
(Whereupon, at 12.30 p. m., the committee recessed until 2 o'clock 

p .m. ) 
AFTER RECESS 

The hearings were resumed at 2 o'clock p . m., at the conclusion of 
the noon recess. 

The CHAIRMAN. The committee will resume its hearings. Doctor 
Miller, we will be glad to hear you further. 

STATEMENT OF DE. ADOLPH C. MILLEBr-Contiimed 

Doctor MILLER. I would like to go back and just complete the 
little episode that I was reciting this morning as the first instance 
in which the board was in a position, and on which it had occasion, 
to make some use of the statistical and other apparatus that had 
been built up during the years 1918 to 1922 for getting an accurate 
line upon the movement and interpretation of the movement of 
business and credit. 

The point at which I broke off did not bring the Federal reserve 
banks into the picture. I explained the movement as it was—the 
volume of credits then being extended by member banks as dis
closed by " all other loans " on the reporting member banks chart, 
the rise in prices, the increase in production, the increase in trade, 
both at wholesale and at retail, and the increase in employment 
and pay rolls. 

The general problem confronting the system was whether or 
not there were definite evidences of inflationary developments— 
unhealthy developments—in the credit situation and business situa
tion. I also want to recall what I think is rather important to be 
borne in mind, that fears were pretty widely entertained at this 
juncture by commentators on the outside and by organizations who 
wrere watching the behavior of the Federal reserve system, that we 
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were drifting into a secondary inflationary period, the most striking 
evidence that they appealed to in corroboration of that opinion 
being the sharp upward movement of prices. The Federal reserve 
system must always, if it is alive to its responsibility, assume an 
attitude toward the market. I t can never be indifferent. The worst 
thing that can happen is to drift. If it drifts, sooner or later trouble 
will befall. I t may seem to be indifferent, in that it is doing 
nothing 

The CHAIRMAN. What market do you refer to—the money market ? 
Doctor MILLER. The money market and the business situation; let 

me say, in general, the credit and business situation. When the system 
is inactive, its inaction must be purposeful; it must never be due to 
inadvertence or indifference. I have frequently said in the course 
of our family discussions in the Federal reserve system—and we 
have conferences four times a year with the Federal advisory coun
cil and we have conferences twice a year with the governors of the 
12 reserve banks and conferences also with the chairmen of the 
banks who are Federal agents and hold their appointments from the 
board—I have frequently stated there that I thought the most 
costly thing in the administration of the Federal reserve system 
are inadvertence and neglected action, which often lead to unde
sirable action at a later date in the attempt to correct the consequence 
of inadvertent inaction or delay. 

At this juncture, I want to repeat again that several of those in 
the Federal reserve system, particularly those identified with the 
system from the beginning, realized that in 1922 and 1923 the 
Federal reserve system was, so to speak, on trial before the bar of 
public opinion; that this was the first real occasion that called for a 
decision by the Federal reserve system along broad lines. I t was a 
situation that called for sound strategy as well as good tactics. That 
strategy would be sound only if it was based on pretty accurate 
economic diagnoses of current developments in credit and business. 
And policies and tactics had to be temperately adjusted to the end 
in view. The temperateness is where the tactics comes in. 

Now, let me say here, since previous hearings indicate that a great 
deal of interest exists in the committee in reference to the open-
market operations and policy of the Federal reserve system, that 
we had at that time the first occasion to make use of the sale of 
open-market securities as a method of trying out and testing the 
credit situation, the strength of the credit structure of the country 
as a whole, and more particularly the degree of its dependence upon 
the supply of credit that was being furnished at the time by the Fed
eral reserve system. 

Prices were rising rather rapidly. Credit was expanding at the 
member banks. At the same time production was increasing and 
trade was increasing. 

The CHAIRMAN. When? 
Doctor MILLER. 1922 and 1923. So far this gave considerable sup

port to the economic interpretation that the credit which was being 
increased was being used productively. In brief, the interpretation 
was this, that the rapid growth in the volume of trade was calling 
for credit, and that the expansion of this credit was really being 
justified or validated by commensurate results in the total production 
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of the country. But you can never be absolutely sure in such mat
ters, and you can not ever be sure that a development of this kind, 
which may be perfectly healthy in its incipient stage, will not grow 
into a really inflationary development, into an excess such as some 
of the cyclical economists call a " prosperity boom." We could not 
be sure about that, I say. I myself felt a great degree of confidence 
in my original view that this expansion was a transitory phenome
non ; that i t was the first considerable revival of the body economic, 
so to speak, after the terrible experience we had had in 1921 and the 
early part of 1922, and was a natural symptom in the process of 
postwar readjustment. But, I repeat again, you can not be sure 
on such occasions; and it seemed advisable, therefore, for the Fed
eral reserve system to undertake certain precautionary measures with 
a view of testing the situation, with a view of ascertaining, I would 
say, whether credit was getting to be diluted and taking on an 
aspect of inflation. 

What policy did we pursue in these circumstances? The system 
had bought a very considerable volume of short-term United States 
securities, as indicated on the chart, in the year 1922. I t had, there
fore, a large portfolio of easily salable, open-market investments at 
the opening of the year 1923. In the year 1923, therefore, when this 
upward movement was taking place in the price curve, and when the 
member banks were expanding their credit, the system began, so to 
speak, a counter movement. I t began to take money out of the mar
ket by selling securities to it. My method of phrasing that is it 
began to move against the market with a view, to use the phrase 
current in the London money market, of " forcing the marke t" into 
the Federal reserve system. 

Now, look what happened. The Federal reserve system began to 
liquidate its portfolio of securities in part by selling to the market and 
taking funds out of the market, and the member banks' rediscounts 
that are indicated upon this curve [indicating], marked " Discounts," 
began to rise in about the same degree, so that the total volume of 
credit supplied by the Federal reserve system to the banking or
ganization of the country remained practically unchanged. Take 
the year 1923, eliminating the peak points at the beginning and end 
of the year, and you have a pretty nearly constant volume of Federal 
reserve credit in use. But there took place a shifting in the burden 
of the credit from the open-market shoulder to the discount shoulder, 
and this shifting had two important consequences. In the first 
place, it afforded evidence that the amount of credit in use was 
actually needed; at least, it gave a fair indication that, in the judg
ment of the member banks, it was needed, because as cash was taken 
out of the market by the reserve banks the member banks came right 
back to the Federal reserve banks and rediscounted in substantially 
the same amount. We thus threw upon the member banks of the 
country the responsibility of exercising their judgment as to whether 
or not they should continue in use the existing volume of credit 
extended to their customers; that is, we threw upon them the re
sponsibility of saying whether or not, from their knowledge of busi
ness conditions and the requirements of their customers, they were 
justified in coming to the Federal reserve banks and asking for this 
amount of credit or rediscounts. 
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Moreover, when the load of credit was shifted from the open 
market to the discount arm of operation, it put that credit in a posi
tion where we could at any time make our discount policy more effec
tive by a raise in the discount rate. In brief, it put member banks 
in a position of dependence where our discount rate was potentially 
a decisive factor. In fact, the existing rate became immediately 
effective, because the cost of the money the member banks got by 
rediscount was above that of what they had been getting through 
the open market, but we also had them then, tactically speaking, 
where we could, by raising the rediscount rate, increase the cost of 
credit and therefore increase the pressure upon them. As this curve 
of discounts went up, we reached a point where it seemed desirable 
to test the situation out a little further, with the result that, on the 
20th of February, or the 21st of February, the day before Washing
ton's birthday, as I remember it, the discount rate was advanced one-
half of 1 per cent at the New York bank from 4 to 4^2 per cent. 

Now, if you will be good enough to hold that in mind, I should like 
to read a brief extract from the Federal Reserve Bulletin for March, 
1923, particularly as it throws some light on the questions asked 
yesterday concerning what use we could make of publicity. This 
appears on page 283 of the March Federal Reserve Bulletin, but my 
attention is called to the fact that it appears in more compact form 
in the board's annual report for 1923, page 5, and I read from tha t : 

In commenting on the business and credit situation at the time,, the board 
said in its Review of the Month for March that " the economic use of credit is 
to facilitate the production and orderly marketing of goods and not to finance 
the speculative holding of excessive stocks of materials and merchandise. So 
far as the available indications go, the increased demand for credit during 
recent months appears to have arisen from the larger financial requirements of 
current production and trade and not from speculation in inventories. When 
production reaches the limits imposed by the available supplies of labor, plant 
capacity, and transportation facilities—in fact, whenever the productive ener
gies and resources of the country are employed at full capacity—output can not 
be enlarged by an increased use of credit and by further increases in prices." 

Such a statement could not have been made by the Federal Reserve 
Board prior to the development of these various indexes and diag
nostic devices, so to speak, which I briefly called attention to this 
morning, and which I want to return to this afternoon, because I 
think they will constitute a very interesting and important part of 
this record. 

You will notice, moreover, that the statement quoted contains 
something that might be regarded as in the nature of a principle. 
I t not only points to a situation and shows how it was interpreted 
then, but, if I reread a part of this, you will see that it indicates that 
an attitude of mind had begun to crystalize in the Federal reserve 
system that practically constitutes it an incipient guiding principle 
for the system : 

When production reaches the limits imposed by the available supplies of 
labor, plant capacity, and transportation facilities—in fact, whenever the pro
ductive energies and resources of the country are employed at full capacity— 
output can not be enlarged by an increased use of credit and by further 
increases in prices. 

That same Bulletin in its " Review of the Month " includes this 
concluding paragraph, which I am reading from page 284 of the 
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Federal Reserve Bulletin for March, 1923, and which I think might 
well go into the record at this point : 

Expansion in the volume of reserve-bank credit at the time when physical 
production is approaching maximum, particularly if the growth of business 
extends to all districts, will bring the reserve banks into closer relationship 
through their rediscount operations to the movement of production, trade, 
and prices than they have sustained for more than a year. 

Now, in connection with the question you asked yesterday, Mr. 
Chairman, regarding the effect of published statements of the board, 
I think I should say that at this juncture in 1923 the Federal Reserve 
Bulletin was being very carefully read and scrutinized by the great 
industrial and business concerns of the country, many of which 
themselves maintain pretty elaborate statistical and economic serv
ices; also by the great newspapers of the country, notably the 
metropolitan dailies, especially in New York, which have some very 
competent economists on their staff. If you will permit me, I will 
see if I can find and supply for the record a few examples of the 
editorials and comments following the release of the Federal Reserve 
Bulletin at this time, showing their interpretations of these more or 
less cryptic statements in the Bulletin. In brief, they indicate that 
people have learned how to read these statements and to interpret 
them and the facts and analyses which they embody. 

The CHAIRMAN. Without objection, they will be inserted. I hope 
you can find them. 

(.Extract from editorial in the New York Times, March 5, 1923, entitled " Business 
outlook found optimistic"] 

* * * Briefly it [meaning the Federal Reserve Board] finds that the 
conditions as of the first of the month do not indicate unhealthy expansion 
or undue credit strain. As to what the future holds, the reader is left some
what in doubt.- Apparently the board feels that business should " look before 
you leap." It pays considerable attention to the tendency toward increases 
in the prices of raw materials and by inference expresses the hope that such 
increases shall not be continued to a point where there wTill be a reaction. It 
is apparent that the Federal Reserve Board feels that the Nation is moving 
onward to an era of prosperity if proper discretion is used by business 
interests. 

[Extracts from news article in Journal of Commerce, March 22, 1923, with headline 
" Credit outlook basic factor in trade prospect "] 

The general expansion of business throughout the United States which has 
Deen reviewed in preceding articles has also affected the banking situation 
and is giving rise to some very serious doubts or questions on the part of 
bankers concerning the probable credit outlook. * * * 

The Federal Reserve Board, although it has not yet taken any action as to 
discount rates since the tentative advance of one-half of 1 per cent at Boston 
and New York, is watching the situation closely and expresses its opinion as 
follows: 

" With production at its present volume, prices of many basic materials 
advancing, and the buying power of the public apparently considerably strength
ened, the question arises, What will be the trend in the demand for credit 
and how soon will increased loan activity at banks result in a larger demand 
for accommodation at the Federal reserve banks?" 

The question which is thus put by the board is answered by it elsewhere 
with a statement that " the extent to which increased demand for credit may 
be met by other means than borrowing at reserve banks is limited. Although 
during the period between the beginning of 1921 and midsummer of 1922 mem
ber banks used funds arising from loan liquidation in the purchase of securi-
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ties, it is doubtful how far they will be able to meet the increased requirements 
of business by the sale of these securities. The fact is that member banks 
have made use of all their available funds either for loans or investments." 
This is considered to be a fairly strong statement of the belief that member 
banks are thoroughly "loaned up." As a result any further enlargement of 
business demands for credit will probably result in much heavier calls upon 
the reserve banks for accommodation. This would mean an almost unavoid
able necessity of raising reserve bank rates very materially, with correspond
ing consequences in increasing actual cost of funds to borrowers, at least to 
some extent. 

* * * Financial authorities * * * are more than anxious to know 
what policy will be adopted by the Federal reserve system, and they are await
ing the conference between the board and the governors of reserve banks 
which is to occur very shortly as probably determining the date at which an 
advance of discount rates will occur, if at all. Almost all expect that such an 
advance will be ordered as soon as very material increases occur in reserve 
bank portfolios. On this subject the Federal Reserve Board has given no 
positive indication except the following paragraph in a statement lately issued 
by it which is interpreted by many as implying that the necessity for some 
advance in rates is practically conceded: 

" Expansion in the volume of reserve bank credit at a time when physical 
production is approaching maximum, particularly if the growth of business 
extends to all districts, will bring the reserve banks into closer relationship 
through their rediscount operations to the movement of production, trade, and 
prices than they have sustained for more than a year." 

[Extract from editorial in New York Times, March 30, 1923, entitled " Wall Street 
and Bank Rates"] 

It is now admitted that the reserve banks waited too long in 1919 before 
advancing their rediscount rate. The violent rise of prices which then oc
curred was mostly based on the speculative use of credit to accumulate mer
chandise and hold it off the market. Moreover, the credit was obtained 
through lavish use of the reserve system's facilities by private banks, which 
borrowed from their reserve bank and reloaned the proceeds to the speculating 
merchants. 

There have been expansion of trade, rise of prices, and more or less specu
lation in commodities this year, but in two respects the situation has thus far 
differed radically from that of 1919. By the reserve board's own statement 
the increased production of merchandise has not been piled up in speculative 
hands to be held for higher prices, but has for the most part gone into the 
consumers' hands. Note also that the private banks have not been financing 
their customers through recourse to the Federal reserve, but have used their 
own resources. The total of rediscount both at the New York reserve bank 
and in the system as a whole was last week no larger than it was in the first 
week of the year. 

The inference is unavoidable that use of credit even in the present marked 
expansion of industrial activity has reached no such stage as to call for drastic 
measures by the reserve banks either to restrain excesses or to protect their 
own position. It is true that the New York and Boston reserve banks a month 
ago did advance their rediscount rates from 4 to 4% per cent, but that was 
plainly attributable to the fact that other reserve banks had maintained a 4% 
per cent rate all along, with the consequence that when trade grew active that 
the demand for credit had converged upon the banks with the lower rate. All 
the reserve banks now maintain the same rate. 

Doctor MILLER. I recall particularly in this connection an editorial 
leader in the New York Times, that was entitled "Prosperous but 
Cautious." I think it followed the publication of the May, 1923, 
Bulletin. I t was a very discriminating editorial, and in quoting 
from the Federal Reserve Bulletin was very careful in drawing its 
own conclusions to say that the Federal Reserve Board does not say 
this, but that the board's analysis and presentation of the leading 
factors in the present business situation appear to point clearly tc 
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certain conclusions. I t then proceeded to draw those conclusions in 
its own way. That was an instance of the use of what you might 
call publicity. At any rate, it gave the public some indication of 
the basis upon which our attitude was shaping itself, as developed 
or as evidenced in that particular episode, the first and the most 
interesting that arose after we had brought our apparatus of inter
pretation to a state of such proficiency that we thought it could be 
used as a pretty safe auxiliary instrument in the development and 
application of credit policy. By credit policy I mean both the open 
market operations and the discount operations. The reserve rate 
was raised one-half per cent at New York and at two other banks, 
Boston and San Francisco, that had an identical rate with the bank 
of New York. 

There we left the situation, exercising vigilance, but careful to do 
nothing that might be interpreted as indicating anxiety or alarm on 
the part of the Federal reserve system or the acceptance of the view 
pretty widely entertained by economists at that time that we were in 
the midst of a period of inflation; and the sequel, I think, pretty 
completely justified the procedure of the board and the accuracy 
of its judgment, in that as we approached the summer there was, 
so to speak, a washing out of things. Prices began to decline some
what; production slackened somewhat; trade was still sustained, 
but we had gone through the first period—the first important 
period—in the recovery of industry after the depression of 1921 with
out any unnecessary or any damaging or harmful interference on 
the part of the Federal reserve system, such as might have happened 
if we had accepted, without careful analysis and examination of our 
own, the widely held current view that we were in a secondary infla
tion period which, if not controlled, would result in dangerous 
consequences. 

Mr. BEEDY. In speaking of a washing out process, you are refer
ring to the summer of 1925 ? 

Doctor MILLER. NO, sir; 1923. I am still concerned with 1922 and 
1923. This reduction of prices that took place here in 1923 came as 
a result of the great increase in the production of goods when they 
came onto the market as goods to be purchased by the wholesalers 
and particularly when they took the form of consumers goods to be 
purchased at retail. 

As the result partly of that experience, the Reserve Board gained 
a degree of confidence in its statistical indexes and its other technical 
apparatus that in conjunction with other things rather justified it 
in taking the public into its confidence in a larger degree than ever 
before by something that I would call a reasoned interpretation of 
its experience, an attempted formulation or statement of the rationale 
of reserve bank practice in matters of credit policy. That was done 
in the 1923 annual report and constitutes the fullest exposition of 
what might be called the working principles and the attitudes of 
the Federal reserve system in the face of differing situations that 
the board has ever attempted. I t might pretty nearly be described 
as the economics of Federal reserve credit policy as it could be con
ceived and formulated by the board at that time and it might be of 
interest to you gentlemen and pertinent in the recorcj, perhaps, to 
include a few statements showing how the report was received by the 
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financial and economic commentators. I t is remarkable that of all 
of these, the most appreciative references should come from English 
writers. For instance, I quote from a review of the Tenth Annual 
Report of the Federal Reserve Board which was written by R. G. 
Hawtrey, who is one of the most distinguished British writers upon 
problems of banking, money, and credit. The review from which 
I just want to quote a sentence or two, appeared in the London 
Economic Journal for June, 1924, page 283. 

Among the many contrasts presented by the authorities respectively re
sponsible for credit policy in this country and the United States, none is 
more marked than that between the reticence of the Bank of England and 
the communicativeness of the Federal Reserve Board. Either attitude has 
much to recommend it, but that of the Federal Reserve Board undoubtedly 
presents the greater advantages to the student of monetary theory. 

In this report the board takes the public more fully into its confidence than 
ever before. The report deals ostensibly with the year 1923, but it refers 
freely to the proceedings of 1922 and preceding years. 

Quoting from page 285 of this same article of Mr. Hawtrey's, in 
the Economic Journal, I want to read as follows: 

The concluding section of the report is devoted to a discussion of the ques
tion that " Credit should be regulated with immediate reference to the price 
level, particularly in such manner as to avoid fluctuations of general prices" 
and on this vital question the report is very cautious. " The interrelationship 
of prices and credit is too complex to admit of any simple statement, still less 
of a formula of invariable application. * * * The price situation and the 
credit situation, while sometimes closely related, are nevertheless not related 
to one another as simple cause and effect; they are rather both to be regarded 
as the outcome of common causes." To some advocates of price stabilization 
this may be a little damping. But it is a grave mistake to claim too much 
for the index-number. A mechanical adherence to it is supported neither by 
practical experience nor by theory. " Credit administration must be cogni
zant of what is under way or in process in the movement of business before 
it is registered in the price index.'' It looks as if the Federal Reserve Board, 
in contrast with so many critics of the policy of stabilization on this side of 
the Atlantic, had seen further into the practical problem of credit control 
than some of the theoretical supporters of that policy themselves. 

I do not quote that because it touches the price stabilization mat
ter, but merely because it indicates an appreciation of what the 
board was attempting to do by one of the keenest foreign commenta
tors. 

I do not desire to burden the record or the committee with much 
of this kind of thing, although there is a great deal of it. But I 
will ask you to bear with me while I read briefly from a leader in the 
London Economist of April 5, 1924, page 724. I assume that the 
committee is familiar with the London Economist. I t is the fore
most financial weekly in the world. I t has a very long history and 
matchless traditions, and for many years it was edited by Walter 
Bagehot the foremost financial writer of his times. His work 
entitled " Lombard St ree t" remains unique on the English money 
market, particularly on the relation of the Bank of England to the 
London discount market. The London Economist has always been 
ably edited. I can not give the committee the name of the editor 
at this time, but possibly it was Mr. Layton. I just quote a passage, 
as follows: 

The board has had a good opportunity for considering and explaining its 
policy and the means by which it carried it out. Its exposition is an inter
esting compromise, that will be probably described as highly sensible by most 
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practical bankers between the doctrines of those who would " manage" the 
currency solely with a view to steadiness of prices, and the old fashioned 
belief, which was probably always confined to a small and straitlaced sect, 
that the monetary policy of a central bank should be confined to mechanically 
putting up the price of money when withdrawals narrow the basis of credit, 
and lowering it when the tide runs in the other direction. 

I think I might quote another passage from that same review in 
the London Economist. 

We find the Federal Reserve Board definitely recognizing the need for the 
use of bank rate, not merely in order to protect the gold reserve (a preoccu
pation from which it is, at present, freed by the possession of an enormous 
stock of the metal) but in order to protect the business community, and the 
nation as a whole, which suffers from its vagaries, from the incurable tend
ency of enterprise to indulge in outbursts of illconsidered exuberance. I t 
may be argued that this semiethical use of bank rate imposes a difficult and 
delicate task on those responsible for the policy of central banks, seeing that 
the line between speculation and legitimate business is often hard to discern; 
and that it consequently involves a danger that sound expansion may some
times be checked, because a central bank in a moment of ascetic fervor, may 
be wrongly convinced that the business community is being naughty. Such 
errors are inevitable whenever fallible human beings are put in control of 
one another's actions. All central banks have to exercise control, and to 
move their rates with discrimination, and apart from the mere arithmetical 
calculation of the proportion between reserve and liabilities. But the degree 
to which they should do so, and the number and extent of the mistakes that 
they make, seem likely to be a fruitful source of controversy, as long as 
central banks last. 

I think that will be enough, Mr. Chairman, to indicate the kind 
of reaction that occurred among authoritative writers of the kind I 
have just quoted, on reading the board's annual report and the inter
est that was taken in this first attempt on the part of our new 
Federal reserve system to undertake an exposition, so to speak, of its 
fundamental economic and banking principles. 

Now, may I, at this point, return to a question the Chairman 
asked me this morning and to which the answer was suspended? 
The question, I think, Mr. Chairman, referred to these indexes and 
the men the board employed in order to construct them. 

The CHAIRMAN. I t was evident you were relying upon those 
charts to an extent that indicated that the correctness of the tigures 
might be an important matter. 

Doctor MILLER. Exactly. I do not seem to have the number of 
the Bulletin here that I want, but it will be supplied and it gives 
a general description of several of these indexes that I think 

The CHAIRMAN. I S it a voluminous report? 
Doctor MILLER. NO ; it is not. 
The CHAIRMAN. I t can be easily printed in the record ? 
Doctor MILLER. Yes. 
The CHAIRMAN. Without objection it will be inserted in the hear

ings at this point. 
(The article referred to appeared in the " Review of the Month," 

as published in the Federal Reserve Bulletin for March, 1924, and is 
as follows:) 

INDEXES OF TRADE AND INDUSTRY 

In order to facilitate comparisons of industrial and trade movements in 
different lines, many of the figures have been converted into percentages of a 
common base year and are in the form of so-called index numbers. All the 
Federal Reserve Board indexes of production, employment, and trade take the 
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monthly average for 1919 as 100 and express the figures for each month as 
percentages of this average. For example, the production index in January, 
1924, was 120, which means that the total output in January of the commodities 
included in that index was 20 per cent larger than for the average month in 
1919. Since the purpose of this index is to compare the production during 
the current month with that of earlier months and not with what might be 
regarded as " normal," the base selected as 100 per cent is the actual produc
tion in 1919 and not an assumed or computed " normal." It is, therefore, the 
fluctuations in the indexes rather than their position with reference to the base 
period that are significant. Since in some lines of industry and trade definite 
and more or less regular seasonal fluctuations occur, certain of the index 
numbers are presented both with and without allowance for seasonal influences. 
In retail trade, for example, there are pronounced seasonal peaks in the spring 
and especially during Christmas buying, and it is desirable to have an indica
tion of the course of retail trade after allowance has been made for these 
seasonal movements. These index numbers of industry and trade are so con
structed that in addition to indicating the general movements of these basic 
factors and making them comparable with each other, they also show the 
changes in the individual major industries and the extent of trade activity in 
different- sections of the country. The movement of the component group 
indexes, therefore, reflects the changes in the position of the various lines of 
industry and trade in relation to the general business movement. Tables pre
senting the index numbers in detail and much of the information on which 
they are based appear currently in each issue of the Bulletin, in connection 
with a discussion of the business and industrial situation during the month. 
Some of the most important general index numbers are those covering pro
duction in basic industries, factory employment, wholesale trade, department-
store sales, and department-store stocks. 

The production index shows the changes in the output measured in physical 
units of 22 basic industries. Among the commodities included in the index 
are iron and steel, copper, cotton, wool, coal, lumber, cement, petroleum, and 
various food products, the production of which in terms of tons, yards, etc., 
is reported monthly. The index, therefore, measures the changes in the physi
cal volume of output rather than in the dollar volume of business. Produc
tion in these basic industries ordinarily fluctuates to a greater degree than 
the total for all industries, but changes in this index, which is available at an 
earlier date than the more complete information, indicate the direction of 
industrial activity. More comprehensive index numbers showing the production 
of manufactured commodities, the output of minerals, and the movement to 
primary markets of agricultural commodities are also published regularly. 
An article describing a recent revision in these indexes and presenting detailed 
figures since 1919 is printed elsewhere in this issue. 

The index of factory employment measures changes in the volume of employ
ment at industrial establishments in 33 lines of manufacture throughout the 
country. This index reflects the degree of current productive activity and 
also, when considered in connection with changes in pay roll, indicates the 
extent of the buying power of industrial workers. 

The volume of purchases at retail and the rate at which goods are moving 
through the intermediate channels of distribution and into consumption is 
indicated by the indexes of retail and wholesale trade. Figures on sales by 
mail-order houses furnish some indication of the extent of buying in rural 
communities. Any interruption in the movement of goods from producer to 
consumer results in an accumulation of stocks. Information on stocks serves 
to indicate whether the goods produced are moving currently and regularly 
through the channels of trade or are being accumulated. Changes in the 
volume of stocks held by department stores are available monthly and are based 
on reports from about 300 stores located in various cities in the different Fed
eral reserve districts. Railroad shipments of merchandise also furnish an 
indication of the volume of distribution. 

Doctor MILLER. I may, however, at this point briefly state what 
these indexes are. There is one on production in so-called basic 
industries; that is the one that gave rise to the curve on this so-
called production chart. There is one on factory employment that 
has been already exhibited and one on factory pay roll, which also 
has been exhibited, and one on building contracts awarded that I 
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have not exhibited, and one on railroad-car loadings, which I have 
not used, but which is most important. There is one on wholesale 
trade, one on department store sales, one on department store stocks, 
and one on banking debits outside of New York City. There is, 
therefore, a considerable series. 

The CHAIRMAN. Those are all charts that go into your computa
tion or determination ? • 

Doctor MILLER. Charts which the board uses as working instru
ments. We do not publish all of them currently. 

The CHAIRMAN I suggest any charts that you have not enumerated 
that you think should be placed in may be placed in the record. 

Doctor MILLER. Shall I assume we have liberty to choose the place 
where the charts should be inserted? 

The CHAIRMAN. Yes. 
Doctor MILLER. Very well. 

PER CENT 

3001 

250 

PER CENT 
300 

250 

200 

150 

100 

SO 

BUILDING 
( A 

CONTRACTS 
djusted-i9i9= 

I FEDERAL RESERVE BOARD 

J DIVISION OF 
| RESEARCH and STATISTICS 

AWARDED 
00 ) 

200 

150 

100 

50 

1922 1923 1924- 1925 1926 

The CHAIRMAN. Would it trouble you to describe briefly how you 
obtained information from the different sources to make up the 
different charts; for instance, I have in mind the department stores 
information? 

Doctor MILLER. While I t ry to maintain a familiarity with the 
construction of these charts and other similar material, I do not 
profess to follow the matter in close detail or to be an expert on 
the compilation of this information. But with respect to retail 
trade, we get the information directly from department stores in 
this way: In each of the Federal reserve banks there is a so-called 
statistical service and they maintain direct contacts with different 
business elements in their respective districts in the matter of trade 
statistics; for instance, take the trade statistics for department stores. 

There are altogether about 800 department stores in the United 
States that report to the different Federal reserve banks, the number 
varying from 20 to 25 stores in some of the mid-western districts' 
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to about 150 stores in the Philadelphia district. This is part of 
the statistical work of the system, which is described from time to 
time in the Federal Keserve Bulletin, and I believe the committee 
would be interested in the latest description of this work that has 
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been published. I t appears in an article describing the statistical 
work of the Federal Reserve Board, 1924r-25, which was published 
in the bulletin for July, 1925, and I would suggest that it be inserted 
in the record. 
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The CHAIRMAN. Without objection that will be done. 
Doctor MILLER. I assume you will want this detail now. 
The CHAIRMAN. I think so. 
Doctor MILLER. D O you want me to give this information now ? 
The CHAIRMAN^ Not unless it is desired by the members of the 

committee present. 
Mr. WINGO. I think if those pages are inserted into the record 

that will be sufficient, and anyone who may desire to go into the mat
ter can get his information from the record. 

(The article referred to is as follows:) 

STATISTICAL WORK OF THE FEDERAL RESERVE BOARD IN 1924-25 

PRINCIPAL DEVELOPMENTS DURING THE YEAR 

During the year ending in June, 1925, the principal developments in the 
statistical work of the Federal Reserve Board have related to the scope and 
character of the data collected and to methods of compilation and form of pre
sentation. Statistics of bank failures in the United States have been made more 
complete by the inclusion of suspension data for nonmember, as well as member 
banks. There has been a considerable expansion during the year of foreign-
banking statistics published in the Bulletin; statements of condition for about 
30 central banks are now published, of which about 25 have been added during 
the year, and more information is published also about the condition of foreign 
commercial banks and about other financial developments abroad. 

During the year the board's index of employment in manufacturing industries 
was revised, particularly in the light of information contained in the latest 
Census of Manufactures, as was explained in the May Bulletin. In the same 
issue appears also the board's newly constructed index of pay roll in manu
facturing industries, based on actual figures reported to the Bureau of Labor 
Statistics for more than 50 manufacturing industries with nearly 3,000,000 
employees and a weekly pay roll of about $75,000,000. * The work of developing 
this index was done by Woodlief Thomas. 

In pursuance of the policy of limiting the amount of space given in the 
Bulletin to data not directly related to banking and financial conditions, 
especially those compiled and published by other agencies and available in 
other publications, the publication of statistics regarding movements of com
modities was considerably reduced in March of this year by discontinuing 
series readily accessible elsewhere, and only data relating to a few commodi
ties compiled by the Federal reserve system continue to appear monthly in 
the Bulletin. For similar reasons the preparation and publication of the 
board's foreign trade index has been discontinued, as well as the publication 
of the ocean freight index. With the return of the pound sterling to parity 
and the increasing stability of other foreign currencies, computation of the 
board's general index of foreign exchange has also been discontinued. 

Trade statistics, on the other hand, have had considerable development dur
ing the year, under the direction until December, 1924, of L. B. Mann, and 
thereafter of W. J. Carson. Wholesale firms reporting sales monthly to the 
board now number about 1,400, representing 302 cities, and having an annual 
business in excess of $2,000,000,000. Monthly reports concerning stocks of 
goods on hand, expressed in dollar amounts, have been received from an in
creasing number of firms, including firms in three districts not formerly repre
sented—the New York, Cleveland, and St. Louis districts. Beginning in the 
May Bulletin comparative data on wholesale stocks have been published 
monthly in the Bulletin for 13 different lines, the lines for which information 
is fullest being groceries, dry goods, shoes, hardware, and drugs. 

Retail trade statistics have also been further developed during the year; 
the number of department stores reporting monthly sales has increased from 
about 550 to about 675, with a smaller increase in the number of stores re
porting stocks on hand expressed in dollar amounts; department stores in 
seven districts have also begun to report sales of merchandise for 45 differ
ent departments, and though these data have not been published in the Bulle
tin they have been released for publication since January. Since January 
also a new report has been issued on the 10th of each month giving the per
centage increase or decrease in department-store sales for the preceding month 
as compared with the same month of a year ago, based upon a prompt sales 
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report made early in each month by about 520 stores. The method of repre
senting the relation of monthly sales to stocks on hand, in order to show the 
stock turnover, or rate at which stocks of merchandise are sold and replen
ished, has been changed during the year in order to make the information 
more usable. An account of this change, together with available figures 
showing the rate of turnover for each year since 1919, was published in the 
Federal Reserve Bulletin for May. The monthly turnover figures, though not 
published in the Bulletin, are included in the statement released for publica
tion by the board toward the end of each month. Data covering sales by 
chain stores (59 chains) represent the same six lines as a year ago, and the 
same number of chains, except for absorption of one chain by another in a 
few cases, but the number of stores represented has increased during the year 
from about 23,800 to about 27,400. The different Federal reserve banks, in 
their summary statements mailed to reporting stores and in their monthly 
reviews of business, publish a considerable amount,of detailed data for retail 
trade city by city, giving separately, however, no cities for which reports 
from less than three stores are available. 

SCOPE OF BOARD'S STATISTICAL WORK 

The scope and character of the statistical work of the board as at present 
conducted is indicated by the following tables, with supplementary informa
tion included in the accompanying comment. They relate primarily to bank
ing statistics, domestic and foreign, wholesale trade, retail trade, industrial 
production, and factory employment and pay rolls. The domestic banking 
statistics are compiled by the board's division of bank operations. 

Domestic barikmg statistics 
[A, annual; M, monthly; Q, quarterly; S, semiannual;* W, weekly] 

Group of banks 

All banks in the United States l 

All incorporated stock banks in the United States 2__ 
All member banks 
Reporting member banks 
Federal reserve banks 

Intervals at which designated items are available 

Principal 
resources 

A 
Q 3 -
Q 4 -

w 
w 

Principal 
liabilities 

A 
Q 3 
Q « 

w 
w_ 

Bankers' 
balances 

A 

Q 3-
W« W 

Earnings 
and ex
penses 

S 

S 

Failures 

M. 

M. 

1 Excepting (1) Federal reserve banks. Federal land banks, and Federal intermediate credit banks, and 
(2) a certain number of nonreporting private banks, not under State supervision, which varies somewhat 
from year to year, but which was reported by the comptroller to be 461 in June, 1924. Available in annual 
report of Comptroller of the Currency. 

2 Same exclusion as in note 1; also mutual savings banks and private banks not under State supervision. 
s Call dates 
* Call dates. Total reserves of all member banks, however, are available weekly in the Federal reserve 

bank statements. 
6 Call dates. Total time deposits of all member banks are also available monthly. Also "net demand 

deposits against which reserves are computed." See pages 481 and 513 of this BULLETIN. 
6 For reporting member banks in Federal reserve bank cities only. 

All the information referred to in the foregoing table is given separately 
in the Bulletin for each district of the Federal reserve system, except that 
for all banks in the United States. The information for all incorporated 
stock banks is also given separately in the Bulletin for each State.1 

The relative importance of the various groups of banks enumerated in the 
table, as measured by their total loans and investments and in other ways, 
is indicated in the mid-year summary of banking statistics on pages 478-482 
of this issue of the Bulletin.2 

Domestic banking and financial statistics published in the Bulletin, but not 
mentioned in the table, include debits to individual accounts as reported 
weekly by banks in about 253 centers, by Federal reserve districts, with 
a monthly summary, by districts, for banks in 141 centers for which reports 

1 For Sta te member banks taken by themselves the information for call dates is 
published, by States, in the abs t rac t of condition reports of Sta te bank and t rus t com
pany members issued by the board, and for nat ional banks i t is given, by States, in the 
comptroller 's abs t rac t of condition reports of nat ional banks. 

2 For back figures for the principal series see pages 120—153, annual report of the 
Federal Reserve Board for 1924. 
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have been received since 1919, with debits for New York City and for the 
other 140 cities given separately. At monthly intervals prevailing money rates 
in each of the 34 Federal reserve bank and branch cities are published. 

The number of banks on par list and not on par list, by States and by 
Federal reserve districts, is published in the board's annual report, and the 
publication of current data in the Bulletin has been resumed with the current 
issue of the Bulletin. 

Other financial data published regularly relate to the volume of operations 
of the Federal reserve banks, transactions through the gold-settlement fund, 
gold and silver exports and imports, money in circulation, Federal reserve 
notes in circulation and on hand, capital issues during the month, the course 
of security prices, and wholesale and retail price indexes for the United States. 

Analysis and research with reference to the banking and other financial 
statistics which have been described is to a considerable extent the work of 
the entire staff of the division of research and statistics. Analysis of sta
tistics of member bank earnings and expenses, changes in membership in the 
Federal reserve system, and bank failures is primarily the work of Walter R. 
Stark, and studies of money rates and of the condition of the money market 
are made by Dorothy Brown Riefler and Winfield Reifler. Studies of branch 
and chain banking and of the workings of State guarantees of bank deposits 
are made by John Cummings. Development of certain new phases of banking 
statistics, especially in their relation to organized security and commodity 
markets, is pursued by Carl E. Parry, who also participates in the editorial 
work of the Federal Reserve Bulletin. 

The following table, with the supplementary comment which follows, indi
cates the scope of the foreign banking statistics assembled by the board, 
principally from the published reports of foreign banks, and regularly pub
lished in the Bulletin. The information for the six Berlin banks is avail
able every two months, while all the rest is on a monthly basis, but the 
latest month available is not the same for all the banks. In the current 
issue of the Bulletin the information is given on pages 498-500. 

Foreign tanking statistics 

Bank' or group of banks: 
Bank of England.__ 
9 London clearing banks 
Bank of France ... . . . .... ... 
3 French commercial banks 
German Reichsbank ... _ _ _. __ . 
6 Berlin commercial banks __ 
Italian banks of issue _ 

Bank of Japan. __ _ 
Tokyo banks. 
Chartered banks of Canada. _ _. _ 

Central banks in other countries: 
Austrian National Bank _ __ 
National Bank of Belgium _ . 
National Bank of Bulgaria 
Banking Office, Czechoslovakia _ _ 
Bank of Dantzig 
National Bank of Denmark 
Bank of Finland . . . _ , , 
National Bank of Greece __ 
National Bank of Hungarv _ _ _ _ 
Bank of Java _ 
Bank of Latvia _._ 
Bank of Lithuania ,__ 
Netherlands Bank 
Bank of Norway . 
Reserve Bank of Peru _ ._ 
Bank of Poland 
Bank of Portugal _ 
National Bank of Rumania 
State Bank of Russia __ _ 
National Bank of the Kingdom of Serbs, Croats, and 

Slovenes. 
South African Reserve Bank. 
Bank of Spain.. _ , 
Bank of Sweden _ 
Swiss National Bank. _ 

Published regularly 
in Federal Reserve 
Bulletin since— 

December, 1921 _ 
..do 
..do 

August, 1924 
March, 1925 
June, 1925 . . . 
December, 1921 

do 
do. 
do 

February, 1923 

March, 1925 _ 
do 

May, 1925 
March, 1925. 
May, 1925. ._ 
March, 1925 

do _ 
do 
do 

June, 1925. 
March, 1925 

do 
do 

.do 
April, 1925 
March, 1925 

_. .do . 
.do 
do 
do 

April, 1925 
March, 1^25. 

d o . . . 
d o . . . 

Covering period 
since— 

January, 1921. 
Do. 
Do. 

June, 1923. 
October, 1924. 
December, 1924. 
January, 1921. 

Do. 
Do. 
Do. 
Do. 

November, 1924. 
Do. 

January, 1925. 
November, 1924. 
January* 1925. 
March, 1925. 

Do. 
October, 1924. 

Do. 
February, 1925. 
November, 1924. 

Do. 
Do. 
Do. 

January, 1925. 
October, 1924. 

Do. 
November, 1924. 

Do. 
Do. 

December, 1924. 
November, 1924. 

Do. 
Do. 
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The table shows that the number of central hanks covered by the board's 
statistics has been increasing and that there has also been some increase in the 
number of countries for which data are published in the Bulletin with reference 
to commercial banks. Besides series specified in the table as running back 
continuously in earlier issues of the Bulletin, in some cases to January, 1921, 
there are figures for certain months in the various articles on foreign banking 
developments that appeared in the Bulletin at intervals between December, 
1917, and December, 1921, when monthly publication of these data was started. 
At present, in addition to the banking data covered by the table, the Bulletin 
carries regularly certain other items of foreign financial information, covering 
note issues, bank clearings, and security prices. Prevailing discount rates are 
regularly published for the central banks of about 30 countries, foreign ex
change rates for about 10 countries, index numbers showing the percentage 
of parity for the currencies of 34 countries, and indexes of prices for 30 
countries. The board's own wholesale price indexes for five countries, includ
ing the United States, prepared for the purpose of facilitating international 
price comparisons, appear monthly in the Bulletin. The preparation, analysis, 
and use of these statistics of foreign banking, and other foreign financial sta
tistics, is in the immediate charge of R. B. Warren. 

The following table shows the scope of the board's reporting service on whole
sale and retail trade and of statistics used on production and agricultural 
movements: 

Statistics of wholesale trade 

Groceries 2 __. 
Meat2 

Dry goods2 

Shoes a 
Hardware 2 

Drugs 2 

Furniture 
Agricultural implements . 
Stationery and paper 
Automobile supplies. 
Clothing 

Number of 
establishments 
reporting on— 

Sales 

390 
64 

| 139 
104 
186 

1 91 
69 

157 
47 
43 
69 

Stocks 

94 

56 
38 
47 
17 
10 

(3) 6 

Num
ber of 
cities 

report-
mgi 

217 

76 
51 

117 
61 
26 

16 
9 
9 

Cotton jobbers 
Silk goods 
Machine tools 
Diamonds 
Jewelry and diamonds 
Electrical supplies 
Millinery 
Stoves 

To ta l . . . 

Number of 
establishments 
reporting on— 

Sales Stocks 

6 
7 

<28 
22 
6 
7 

(3) 

10 

(3) 
294 

Num
ber of 
cities 

report
ing! 

3 
12 
3 
2 

1 Reports in all cases on sales, but not in all cases on stocks. 
2 For each of these lines indexes for the United States as a whole are prepared and published, and these 

are the lines included in the board's general index of wholesale trade. For back figures for the general index 
see pages 163-165 of the annual report of the Federal Reserve Board for 1924. 

3 Less than 5 establishments. 
* Includes the 7 establishments reporting diamonds separately 
* Of these firms, 769 have reported sales, in dollar amounts, for each month since 1919, and are accordingly 

included in the board's general index of wholesale trade. About 160 establishments now report stocks in 
dollar amounts. 
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Statistics of retail trade 

D e p a r t m e n t s t o r e s , 
Uni ted States 

Federa l reserve distr icts : 
Boston _._ 
N e w York 
Phi lade lphia __, 
Cleveland 
R ichmond 
At l an t a 
Chicago 
St . Louis 
Minneapol is 
Kansas C i t y 

N u m 
ber of 

report
ing 

stores i 

717 

65 
64 

154 
71 
55 
49 
90 
22 
23 
34 

N u m b e r of 
stores inc luded 

in— 

Sales 
index 2 

359 

24 
63 
22 
54 
23 
35 
63 

23 

Stocks 
i n d e x 2 

314 

24 
63 
13 
52 
19 
22 
51 

22 

Federa l reserve dis t r ic ts 
—Cont inued . 

Dal las _ _ 
San Francisco 

4 mail-order houses 
27 grocery chains 
5 five and t en cent cha ins . 
9 d rug chains 
3 cigar chains 
6 shoe chains . 
4 music chains 
5 candy chains 

N u m 
ber of 

report
ing 

stores i 

24 
66 

N u m b e r of 
stores inc luded 

in— 

Sales 
i n d e x 2 

21 
31 

21,185 
2,059 

533 
2,908 

471 
55 

212 

Stocks 
i n d e x 2 

19 
29 

1 Number reporting for May, 1925. 
2 Indexes for department stores include only stores which have re ported since 1919. 

Statistics of production and agricultural movements 

Index 

Produc t ion in basis indus
tries. 

Manufac tu r ing produc
t ion. 

Mine ra l product ion __ 
Agr icul tura l m o v e m e n t s 

Pr inc ipa l sources of 
da t a 

G o v e r n m e n t agencies, 
t r ade associations, 
and t r ade journals . 

do 

_""doi™"":n:"ii: 

Scope 
(com

modit ies) 

122 

2 47 

38 
4 40 

Period 
covered 

b y 
index 

1913-1925 

1919-1925 

1919-1925 
1919-1925 

La t e 
figures 

( Ju ly 
Bullet in) 

p . 489 

p . 490 

p . 490 
p . 490 

Back figures 

A n n u a l report , p p . 
163-165; B D e c , 
1922, p . 1414. 

A n n u a l report , p p . 
163-165. 

D o . 
D o . 

i Pig iron, steel ingots, cotton, wool, wheat flour, sugar, meltings, animals slaughtered (cattle, calves, 
sheep, hogs), lumber, bituminous coal, anthracite coal, copper, zinc, sole leather, newsprint, cement, 
petroleum, cigars, cigarettes, manufactured tobacco. 

2 Included in 11 groups, as follows: Stone and clay products (3), metals (3), vehicles (4), tobacco products 
(3), textiles (4), rubber products (2), food products (7), lumber (2), paper and printing (7), leather and 
shoes (3), chemicals and allied products (4). 

3 Anthracite coal, bituminous coal, crude petroleum, pig iron, copper, zinc, lead, silver. 
4 Included in 8 groups, as follows: Livestock (4), animal products (5), grains (6), cotton (2), vegetables 

(5), fruits (9), tobacco (6), miscellaneous (3). 

A full description of the indexes of employment and pay rolls in manufactur
ing industries appeared in the May Bulletin, with the latest revisions and back 
figures to 1919. Current figures both for manufacturing as a whole and for 
each of the principal industries represented, appear on pages 489 and 490 of 
the current issue of the Bulletin. The basic data, relating to 45 industries, are 
obtained almost entirely from the United States Bureau of Labor Statistics, 
which collects such data for 52 industries, classified into 12 groups, with more 
than 9,000 reporting establishments having over 2,800,000 employees and pay 
rolls approximating $75,000,000 per week. The following table, taken from a 
recent report by the Bureau of Labor Statistics, gives by groups of industries 
the number of reporting establishments for April 15, 1925, with the number of 
employees on pay roll and amount of pay roll. 
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Statistics of factory employment and pay rolls 

Group 
Reporting 
establish

ments 

Number 
on 

pay-roll 

Amount 
of 

pay-roll 

Food and kindred products _ 
Textiles and their products 
Iron and steel and their products 
Lumber and its products __ 
Leather and its products 
Paper and printing _ 
Chemicals and allied products 
Stone, clay, and glass products 
Metal products other than iron and steel 
Tobacco products. . . . 
Vehicles for land transportation 
Miscellaneous industries 

Total 

1,054 
1,787 
1,551 
1,067 

359 
804 
251 
616 
42 

194 
920 
394 

9,039 

177,807 
586,930 
613, 875 
210, 533 
121,071 
152, 653 
82,141 
109,327 
15, 203 
40,390 
490,109 
234,452 

$4,362,697 
11, 558,466 
17,922,313 
4,589,460 
2, 701, 616 
4,911,312 
2,302,346 
2, 868, 595 
372, 569 
618, 508 

15,964,523 
6, 591,920 

74,764, 225 

Doctor MILLER. I think it is important that the committee should 
know that our division of research always is careful to canvass the 
best information and invite the cooperation of the ablest economists 
and statisticians before it finally determines upon its procedure 
in building up a new index series; for example, when the whole plan 
of developing a series of indexes was decided upon a number of 
economists—and I think Dr. Irving Fisher was among them, Prof. 
Allyn Young, of Harvard, Professor Mitchell, of Columbia, and 
Professor Day, of the University of Michigan, who had been at 
work on a production of an index of his own, were invited to 
advise in the undertaking, our own division being, itself, very 
ably officered, though somewhat slenderly staffed and very slenderly 
compensated. I want to return to that matter in a moment. Much 
of this work had been inaugurated between 1918 and 1921, but a 
great deal of it was carried to completion by Mr. Walter Stewart, 
who became the director of the board's division of research and sta
tistics in 1922, and who is to appear here either to-morrow or Thurs
day. Much of the credit—I would say very much of the credit— 
for the efficiency with which this side of the board's work has been 
conducted and the high excellence of the result, is due to Mr. 
Stewart and to the remarkably able and brilliant group of young 
men he assembled around him. When he left the service of the 
Federal Reserve Board as head of his division two or three months 
ago, it occasioned a very serious loss. 

I just want to digress at this moment to tell you how we came to 
lose him and how we lose these research men. He left the Federal 
Reserve Board to enter, I think, a partnership, at any rate, to take 
an important position (with a very large salary guarantee and a 
share in the profits of the concern) with an important banking and 
investment houseof New York City. 

Even though the Federal reserve act places no restriction upon 
the board's discretion in the matter of the salaries we pay, morally 
speaking we can not, of course, bid against these private houses. 
We think when we pay salaries up to $10,000, and more particularly 
when we go above that, that we must, so to speak, be prepared to 
justify ourselves before the Congress of the United States. But 
private banking houses do not hesitate to pay thirty or forty or 
fifty thousand dollars for a man highly trained in these lines. And 

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



724 STABILIZATION 

there is no training in these lines comparable to actual experience 
in a department of Government service like the Federal Reserve 
Board Division of Research and Statistics. Concerns are around 
us all the time picking off these men. I attended a meeting of the 
Federal Reserve Board this.morning and learned that one of the 
Federal reserve banks took out of our division of research and sta
tistics a young man who had shown eminent qualifications and 
ability in handling foreign banking statistics, more particularly sta
tistics relating to the operations of the central banks of Europe. 
There is a great scarcity of such men. Doubtless the reserve bank 
of New York was moved in taking this man from Washington by 
reason of the fact that it could not find a man in its bailiwick equally 
qualified and available. 

As the younger men whom we bring up obtain a degree of pro
ficiency that is greater than that which is possessed by men in 
outside organizations, these outside organizations find it out and 
they come down here and take these men away. Very frequently 
the men are loath to go. There is an esprit de corps in this divi
sion that is altogether admirable. There is not a university in the 
country in which, I think, the esprit de corps compares with that 
of the Federal Reserve Board Division of Research and Statistics. 
I would say that it is the one division of the Government with 
which I am acquainted that functions at 100 per cent of efficiency. 
I have had a good deal of experience in these lines and I know 
of nothing comparable with it. 

Mr. WINGO. All the banking and industrial interests recognize 
that fact and are building up larger and larger their own statis
tical and research divisions. 

Doctor MILLER. They are all doing it. But inasmuch as the 
Federal Reserve Board was a pioneer in this field, they feel it is 
the best place to find men who have had the best kind of training. 
They recognize and acknowledge this kind of training as absolutely 
essential equipment. I have sometimes been disposed to think that 
m part they look for these men because they think that these men 
will have a better ability to interpret the significant data and indi
cations that are actually used in the administration of the Federal 
reserve system, in other words, that they can thus get a quicker 
line upon what may be or probably will be the credit policy of the 
Federal reserve system through having men who have been in close 
contact with this auxiliary of the board's staff. 

But whatever the motive is, the fact is that it is with great diffi
culty that we can maintain the personnel of our division without 
constantly going through the arduous process of educating new 
men, who in turn are picked off, or liable to be picked off, as soon 
as they come into full bloom. 

Some foreign banks and services have become interested in this 
sort of work. About three years ago the Bank of England sent one 
of its men over here to study the organization and the methods of 
our division of research and statistics, with a view of setting up 
something analogous over there. The British Board of Trade has 
also emulated the work that we are doing. I think they were much 
interested some years ago when, as a basis for correlating the move
ment of prices in Great Britain with the movement of prices here, 
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the Federal Reserve Board went ahead and made for its own use an 
index of the movement of British prices in a form that would be 
comparable with our own index. We have done the same thing 
for other countries. We have done it for Canada, for France, for 
Japan, and the index for Argentina is now in process. In fact 
just the other day an Argentine gentleman who has that matter 
in hand was in Washington and consulted with our research divi
sion here. 

I want, therefore, to emphasize this work perhaps more than I 
would if this were an ordinary inquisition into the methodology 
of the Federal reserve system, because of the great interest in this 
matter that I attribute to the proponents of some new and more 
exact formula or prescription in the Federal reserve act as a guide 
to Federal Reserve Board policy. Whatever the outcome of this 
hearing may be, whether it results in legislation or not, I feel 
that I would carry away far less assurance with respect to the 
operation of the Federal reserve system in the absence of some 
of the indications and material data that I have discussed and that 
I am offering here for the record. 

I want to say at this time, however, in order not to paint the 
scene in unwarranted colors, that even though one has his labora
tory or shop equipped with good instruments, it is another thing 
to be able to use those instruments with skill. You can present 
the best kit of surgical instruments that have ever been fashioned 
to a surgeon, and if he is not competent to use them the result of 
an operation may be very serious and even disastrous. I think our 
experience—I am speaking in the spirit of candor, because I think 
the whole atmosphere of the committee invites it—I think it is per
haps a fair statement to say that our working equipment has per
haps outrun in its development our own capacity to use it with the 
greatest skill and precision. But I think that whenever a govern
mental body turns in this direction, when it feels the need of some
thing beyond the casual information supplied by the business press, 
when it wants something more competent as a basis of action than 
impressionism, it is a pretty good sign that increased competency 
will sooner or later develop. I make more use of these instruments, 
perhaps, than anybody else in the Federal reserve system. I feel 
their limitations, and I feel my own limitations in using them; but 
I also feel that through experience and through living with them 
and thinking about them I do gain in my own power to use them 
with better results. 

I do not make the mistake of believing that any one of these or 
all of these taken together are instruments of precision. They are 
not. I do not believe they can ever be made such. Much less do I 
ever indulge personally in the illusion that I myself use them with 
precision. But I am satisfied—pretty much satisfied, at any rate— 
from what I have observed, that there is growing up in the Federal 
reserve system, and more particularly in the Federal Reserve Board, 
something in the nature of a procedure which in the next few years, 
as this development gains more focus and concreteness, will in my 
judgment be the best guaranty that we can have for the good con-
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duct of the Federal reserve system in the future. By good conduct 
I do not mean morally speaking; I mean efficiency of performance. 

I t just occurred to me that it might be advisable to refer to a state
ment made by Walter Bagehot. I mentioned him a few moments 
ago as the greatest writer that in my judgment the world has ever 
seen on banking matters. He was the great authority on these mat
ters in Great Britain in the days of his prime. For many years he 
was editor of the London Economist. I n his day probably no man 
in private life was more habitually consulted by every prime minister 
and chancellor of the exchequer. 

Mr. Bagehot is one of those products tr±at originates only in coun
tries like Great Britain, a man whose father and grandfather had 
been eminent bankers before him. He inherited a fortune. He con
tinued the banking business, but his interests took him into the larger 
aspects of these things and he wrote extensively. His most noted 
book on banking was put out under the title of " Lombard Street." 
I t still remains the greatest single book on its subject. I t is a book 
that I have read at least fifty times, and if I live to be 50 years 
older I expect to read it fifty times more. Not a year passes that 
I do not read it one or two times. I t is a book to which I am habit
ually referring. I want to read you an extract from that book, be
cause, though it was written 45 or 50 years ago, it expresses what 
I frequently feel to be true in my contacts with the Federal reserve 
system. The passage which I am about to quote occurs in connection 
with a particular episode when the Bank of England had given a 
pretty poor performance, according to Bagehot, very much as if 
this inquiry here, we will say, related to the episode that happened 
in 1921, in which the Federal reserve system is reported by a great 
many people as having given a pretty poor performance. He says: 

The directors of the Bank of England were neither acquainted with right 
principles nor were they protected by a judicious routine. They could not be 
expected 

Mr. GOLDSBOROTJGH. Wha t period of English history does that 
refer to? 

Doctor MILLER. I am not able to tell you exactly, but it was in the 
third quarter of the last century. 

I repeat: 
The directors of the Bank of England were neither acquainted with right 

principles, nor were they protected by a judicious routine. They could not be 
expected themselves to discover such principles. The abstract thinking of the 
world is never to be expected from persons in high places; the administration 
of first-rate current transactions is a most engrossing business, and those 
charged with them are usually but little inclined to think on points of theory, 
even when such thinking most nearly concerns those transactions. No doubt 
when men's own fortunes are at stake the instinct of the trader does somehow 
anticipate the conclusions of the closet. But a board has no instincts when it 
is not getting an income for its members, and when it is only discharging a 
duty of office. 

A' remarkable statement. 
I am inclined to think that we of the Federal Reserve Board are 

trying to acquaint ourselves with right principles. More than that, 
we are ourselves under the necessity of originating some of these 
principles. I t is not a mere matter of acquaintance, but is also a 
matter of shaping these principles, of forging them, so to speak, out 
of our own experience, and adapting them to our conditions and 
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needs. We are in a fair way of succeeding in developing what Mr. 
Bagehot calls a " judicious routine "—though I prefer to call it an 
effective procedure—a procedure that will do much to guarantee that 
the system, as it goes on year after year, will gain by one means or 
another increasing competency in dealing with its problems. 

Notwithstanding the fact that the rate of turnover of the Federal 
Reserve Board has been rapid in the past and may continue to be 
rapid in the future, and the further fact that there is no profession 
or particular kind of experience in this country that is naturally a 
preparation for the kind of responsibilities that confront the Fed
eral Reserve Board, my hope is that its operating divisions, more 
especially this division of research and statistics, which has been a 
very passionate interest of mine from the very beginning of the 
Federal reserve system, may in time attain to a position where it 
will pretty nearly do all the preliminary and underlying work, and 
where members of the board in the future—we will say in 10 or 20 
years from now—as they come to take their places at the table, will 
have such a competent presentation of all essential facts bearing upon 
credit problems and policies prepared by the division of research 
and statistics that the policies will almost suggest themselves. 

In other words, the best guaranty for the correct functioning of 
this great system that I can think o i is that it shall develop out of it& 
own experience a system of effective procedure, and that traditions 
will be built up so that, as new blood comes on to the board, the 
atmosphere in which new men will find themselves will be the thing 
that will educate them most and best for the effective discharge of 
their responsibilities. % 

Mr. WILLIAMSON. Isn't there some danger of falling into a rut 
with that sort of procedure ? 

Doctor MILLER. I don't think so. I think that the responsibility 
is too considerable. I have never seen any indications of failure to 
feel that responsibility, though I have sometimes seen cases of what 
you might call diffidence, such as a man who does not feel altogether 
at home in a strange job frequently feels. He knows that there is 
something there to be done, but he does not feel quite sure of how 
to go at it. 

Let me say further, particularly as I think some, reference to this 
subject was made in an earlier hearing before the committee, that I 
regard it as not only desirable but essential that the headquarters 
of the Federal Reserve Board should always be in the city of Wash
ington. The atmosphere of Washington keeps an administrative 
body on its feet, keeps them alert, and frequently on tiptoe. There 
is an immense mass of information that drifts into, Washington that 
does not get anywhere else. The atmosphere of Washington is, on 
the whole, very conducive to the exercise of just this sort of re
sponsibility. I am not at all afraid of politics getting into the Fed
eral Reserve Board because the Federal Reserve Board has its head
quarters in Washington. I would be afraid of banking and financial 
interests getting undue preponderance in the deliberations of the 
board if the board were located in one of our great financial cities. 
Atmosphere plays a very important part in these matters. A man 
has got to be mighty well equipped to do his own thinjring if he is 
to maintain equipoise and independence in matters tl^at concern the 
administration of finance and banking in the atmosphere of one of 
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our greatest banking centers. I should regard it as nothing less than 
a calamity if the board should ever permanently abandon Wash
ington as its headquarters. 

I have found habitually that our economists down here, members of 
the board, who are interested in these problems, detect impending 
developments more quickly—I do not pretend to say why that is so, 
but I do know it is a fact—than many of our reserve officers do. I t 
may be largely due to the fact that the reserve board is, so to speak, 
continuously on the job. Our interruptions because of private busi
ness affairs amount to nothing. Such things as are going on now all 
help to keep the atmosphere changing and are favorable to firseshness 
of mind and aliveness to responsibility. 

I think it is an excellent thing for administirative officers^ par
ticularly where the nature of their responsibilities are those 
that are imposed upon the Federal Reserve Board—for mem
bers or the board to appear before committees of this kind and 
stand examination. I am a thoroughgoing believer in that sort of 
thing. I think that is one of the surest ways of setting up standards 

'of fiteess and maintaining or building up the prestige of the Federal 
JKeserve Board, because you have got to attract men to that board 
if you want to have its functions fully performed, such as ought t o 
ibe worth more in outside activities than $1^000 a year. 

Mr. STEVENSON. I gathered from your statement that you made 
a while ago that you are not apprehensive of politics getting into 
the board so long as it remained in Washington. 

Doctor MILLER. Not if the personnel of the board is of the kind 
that it ought to be; if it is made u p of reasonably strong men. 

Mr. STEVENSON. But if it is located in: some banking center you 
would be apprehensive of the dominating influence of the banking 
interests on that board ? 

Doctor MILLER. I would be afraid of it-
Mr. STEVENSON. About 28 years ago, during this period of recon

struction of our banking system, which went on for 50 or 60 years, 
before the Federal reserve banks were established, there was a clamor; 
they wanted to get the Government out of the banking business. 
A very apt statesman made a reply in which he said that the main 
thing that he wanted to do was to get the banks out of the govern
ing business. What we want to do here is to get them out of the 
governing business. I think that is a good plan. 

Doctor MILLER. I look upon our Federal reserve organization as 
something that is very original, very remarkable, and on the whole 
follows pretty closely the analogy of American social organization. 
Our whole constitutional system is based upon checks and balances. 
The Federal reserve system, whether it was ever intended to be so 
or not, to my mind represents a rather remarkable application of 
that principle to the business of central banking. We established 12 
banks, to begin with, largely in response to the demand at the time 
for so-called decentralization of credit control or of credit facili
ties. Each one of these banks is, in the eye of the law, autonomous, 
except that there is practically nothing that it can do that is not 
subject to the review and approval of the Federal Reserve Board. 
We have something in the nature of a bicameral system, the same 
as we have in our Government in the House of Representatives and 
the Senate. 
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Now, there was a fear at the time that the Federal reserve system 
was inaugurated that there might be excessive bank control if some 
sort of governmental agency, such as the Federal Reserve Board, 
were not included in the organization, to give a certain guaranty 
to the public that all that these banks did was, so to speak, touched 
with a public interest. I t may have been that the framers of the 
act had in mind the experiences of the first and second banks of 
the United States, which went to pieces because—that is particu
larly true of the second bank of the United States—because of the 
widespread fear at the time that it represented the money power 
under the control of a financial oligarchy able at will to defy the 
Government of the United States. 

Mr. WINGO. You ought to let the record be correct and show that 
it was clearly proven that the banks did corrupt the Government 
officials. Including members of both houses of Congress. 

Doctor MILLER. The story of the destruction of the second bank 
of the United States, affords evidence of the effect of popular 
belief that a central bank is likely to misuse its power over credit. 
In order to allay public apprehension as to the purposes of an or
ganization of that kind it is of the utmost importance in our country 
to have the thing in close contact with a specialized governmental 
agency like the Federal Reserve Board. 

I rather think that if what took place in 1919 and 1920 and 1921 
had taken place under a central bank in this country, by this time 
it would long since have been blown out of the water. As it is, the 
reserve system has been placed in a very uncomfortable position in 
explaining, defending, and justifying what they did at that time. 
But it has been far easier to do it with a responsible bo(Jy of govern
mental creation, like the Federal Reserve Board, than it would have 
been if the entire matter had been in the hands of a group of 
bankers. 

So, I think that our system of check and balance in the Federal 
reserve system is a notable adaptation of a characteristic American 
political or governmental principle to the structure of the country's 
central bank organization and I think it is one of the best guaranties 
for the future. I use u central bank organization " of course, in a 
rather loose sense. 

But in order that it should be really a guaranty, your Federal 
Reserve Board has gpt to be a board that in point of capacity 
matches the best ability in the Federal reserve banks. From my 
point of view there is nothing that needs more to be stressed or upon 
which I would like to lay more emphasis in these hearings. The 
appointing power can not be too careful in seeing that the best 
ability that is available in the country is brought into the service of 
this board here in Washington, that stands between these banks, as 
operating banks, and the great public, whose economic condition 
either is seriously affected by the banks' operations or at any rate 
is so believed to be. 

The CHAIRMAN. Which do you say is the case? 
Doctor MILLER. I believe that there is great danger of exaggerat

ing the influence of the Federal reserve system under ordinary 
conditions. 
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I want to read, in connection with this question, an extract from 
remarks that I made at a conference in 1921, October, 1921, between 
the Federal Reserve Board and the governors and the chairman of 
the 12 Federal reserve banks. I quote a few statements that I think 
may be particularly applicable to the present discussion. This is 
not an address; these are just remarks, and that is what makes them, 
I think, particularly interesting. 

I said at that t ime: 
I think the influence of the Federal reserve system is in danger of being over

emphasized both by its enemies and by its friends. It is important, therefore, 
that our policies should be carefully and quickly adjusted to the trend of condi
tions in order to minimize the baneful effect of either exaggerated criticisms or 
unwarranted expectations. The people are in a certain sense partners—some
times silent, some times active—in the Federal reserve system, and what they 
think or what they believe, what they hope or what they fear, is a factor not 
to be overlooked by us. 

The CHAIRMAN. Suppose you bring that up to date. Is that your 
opinion to-day ? 

Doctor MILLER. Yes. That is the reason I quote it. I would like 
to restate some of these things, and I will presently. 

The CHAIRMAN. They are very pertinent to this inquiry. 
Doctor MILLER. There is an allusion here to politics that I think 

might be interesting, especially as this was said, so to speak 
Mr. WINGO. Do ŷ ou mean partisan politics or bank politics or 

manufacturing politics or religious politics ? 
Doctor MILLER. What is vaguely called politics. I t was frequently 

said before the Federal reserve system was established, " Oh, well, 
politics will get into it." What this means is rather vague. 

Mr. WINGO. The reason I asked is that I want to be sure what kind 
of politics you mean. I used to engage in more politics when I was 
a banker, a practicing attorney, than when I was a public official. 
I wanted to know which kind of politics you referred to. 

Doctor MILLER. I would say, speaking from my point of view and 
in the sense that I am using the term, that " politics " means political 
considerations or pressure that would influence the Federal reserve 
attitude instead of strictly economic considerations, the political as 
contrasted with economic approach to these questions. I have some
times felt that there was danger of leaning back so far as to make the 
Federal Keserve Board rather inept through fear of what is called 
" politics." 

But at this point I want to quote what I said in 1921, as follows: 
There is a great difference between " politics " and public opinion. The less 

we have of " politics " in the Federal reserve system the better for the reserve 
banks and for the people. In the long run, however, the Federal reserve system 
will not succeed, and, in my judgment, will have no right to think it is succeed
ing unless it has the substantial approval of average public opinion; and for 
this reason principally: That public sentiment and public opinion in economic 
anci financial matters in our country reflect the experiences, the conditions, and 
the difficulties the producing elements of the population are going through. 
The thought on public matters of an economic character of the average Ameri
can is formed by his daily experiences as a bread winner more than by any 
other single factor or circumstance of his life. We can not ignore the fact 
that the Federal reserve banks are a factor in industry, in agriculture, and in 
commerce. Still less can we ignore the fact that this is believed and understood 
by the average man. We can not ignore the fact that states of trade and 
industry are very largely influenced by states of mind. Least of all can we 
ignore the fact that at certain times the policies, particularly the discount 
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policy, of the Federal reserve banks can influence and induce states of mind. 
Timeliness of action is of the essence of successful Federal reserve action. 
Right action, above all, means timely action. Herein I think the Federal 
reserve system has need of improvement. 

And so on. 
Mr. STEVENSON. YOU draw a distinction between public opinion 

and politics? 
Doctor MILLER. Yes. 
Mr. STEVENSON. And yet they are very closely related ? 
Doctor MILLER. Yes. 
Mr. STEVENSON. I t is almost impossible to perform a surgical 

operation which will clearly cut the line between them. 
Doctor MILLER. Well, I think there is a line. I t may not be a 

sharp line, but it is a line. I would say that as the term " politics " 
is ordinarily used, it means an exaggerated fear of public opinion, 
perhaps as interpreted by political interests that may have a partisan 
bias. My idea would be that members of the Federal Reserve 
Board must know the state of the public mind, of public opinion, 
but know it, so to speak, as nearly as possible first hand, rather 
than through what are called partisan or political channels. 

I think that has been the fact. I have seen no indications in the 
years that I have been on the Federal Eeserve Board of anything 
in the nature of political interference or politics. I think there 
have been times, and there may be times in the future, when mem
bers of the Federal Eeserve Board who are perhaps a little timid 
by nature will get paralyzed through fear of inviting a hostile 
demonstration by Congress against the system and who will there
fore want to delay action until it is so clear that it is too late to 
act with advantage. 

Mr. WINGO. My observation and experience have been that Mem
bers of Congress are called politicians when their actions are 
responsive to public sentiment and they are called statesmen when 
they ignore public sentiment and follow their own will. 

The CHAIRMAN. In that connection, we hear frequently state
ments by men of great prominence in banking and industry, re
ferring to the Federal reserve system, saying that one of the great 
dangers of the Federal reserve system is political influence. Now, 
I have observed tliis: In defining to my own satisfaction just what 
is meant by this danger of political influence, I have noted that 
when, for instance, an agrarian group were demanding legislation, 
there was frequently an outburst from the bankers or business 
men about the "pernicious political activity." I am wondering 
whether that is not it. At other times then business wants some
thing, that is voiced as political activity. I t is very difficult for 
me to know what is meant as politics in the system, whether it 
is influence of the administration in the operations of the system 
or whether it is voiced in the form of decisions which are requested 
from the board perhaps, or whether it is the administrative ap
pointees. I t is very difficult for us to determine just what is 
meant. I t is a common phrase and it is used frequently here, but 
I wonder just what it means. I didn't mean to interrupt you. 
You may answer me at some time later on. As you have gone on 
I have made several notes, as other members have, and I have many 
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questions that I want to propound to you later on. If it is your 
pleasure to proceed with your statement now, you may do so. 

Doctor MILLER. I will answer this question and then I think that 
these questions had better interrupt what more I had intended to 
say. 

Isn't it about this, Mr. Chairman ? I am a member of a group— 
I may be a banker, I may be a railroad executive, I may be a mer
chant or manufacturer, or a farmer. When I see some other group 
attempting to secure legislation favorable to its interests, I call 
that politics. When the group to which I belong is seeking legisla
tion or an accommodating attitude on the part of the Government, 
I do not call that politics, but the other people do. That is, to our
selves we are always virtuous when we are seeking to attain our 
own ends. 

Mr. WINGO. The witness is not only an economist but some 
philosopher. 

Doctor MILLER. One of the symptoms of a healthful state of mind 
in a democracy, I think, is that it does constantly criticize and keep 
criticizing its public officials. I t is a good thing. A man who is too 
sensitive to this, in my judgment, has no business to be in public 
life, certainly not on the Federal Reserve Board. The thing that 
ought to concern him is whether he is always in a position really to 
justify his action and his attitude by solid considerations, and the 
best guarantees of that are the quality of the personnel and the 
development of an effective procedure such as I have described. 

Mr. WINGO. I t is still one of the few remaining personal liberty 
rights to cuss and get angry when the criticism is selfish, contrary to 
public welfare, and unjustified. 

Mr. STEVENSON. But the continuance of a political career, the 
political success, of a group of men or of an individual, depends 
very largely on their making the greatest appeal to public opinion, 
doesn't it, in a democracy ? 

Doctor MILLER. Yes; I would say so, for men who are, strictly 
speaking, in public life. I do not regard members of the Federal 
Reserve Board as in public life in that sense. 

Mr. STEVENSON. No. 
Doctor MILLER. I t is rather notable that no member of the Federal 

Reserve Board has ever used it as a stepping stone to political prefer
ment. The men who have left the Federal Reserve Board have 
retired to private life. I do not think there is a man on the board 
at the present time who even thinks of his political future, who has 
any concern in politics. I do not believe that anyone sitting on the 
Federal Reserve Board week after week, month after month, year 
after year, would know whether there are any Democrats or Repub
licans on the board, and if so, who they are. I n that respect, I would 
not have believed it possible for the atmosphere to be so clear. 

Mr. STEVENSON. I n order not to be misunderstood in the state
ment that I made a moment ago, let me say this : The success of the 
Federal reserve system depends largely on its acquiring the approval 
of public opinion, doesn't i t ? 

Doctor MILLER. Yes. 
Mr. STEVENSON. And if its general quality goes against public 

opinion, it will ultimately result in disaster? 
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Doctor MILLER. Yes. At the same time I would say that the 
Federal Eeserve Board has got to have something of the impersonal 
attitude of, let us say, a physician or surgeon when the family may 
not want him to operate. He is there to discharge a professional 
duty. The Federal Reserve Board should never hesitate to do some
thing merely because of fear that this particular thing will be un
popular and will provoke a storm of criticism. As regards myself, 
I would not hesitate 

Mr. STEVENSON. But ultimately public opinion would approve 
what it might temporarily criticize? 

Doctor MILLER. Yes. 
Mr. STEVENSON. And frequently that is the case ? 
Doctor MILLER. Yes. 
Mr. STEVENSON. The general trend of public sentiment has got 

to be behind the system in order for it to be successful, because 
otherwise they will go to hammering it with political issues and 
destroy it by political legislation. 

Doctor MILLER. Yes; but won't public opinion or approval be with 
the system if it operates successfully ? 

Mr. STEVENSON. Yes. 
The CHAIRMAN. I n respect to what was said here about political 

influence I might say that the so-called agrarian group three years 
ago demanded and got an additional member of the Federal Eeserve 
Board. 

Mr. STEVENSON. And that has been approved by public opinion. 
The CHAIRMAN. I have been asked what is meant by " agrarian." 

I think I am right in saying that the agrarian group is what might 
be termed the farmers and agriculturalists. 

Doctor MILLER. That is the usual sense. We don't use that term 
much in this country, but it does not seem to me to be objectionable. 
At any rate the farmers did secure an enlargement of the member
ship of the Federal Reserve Board by the addition of a member to 
the board who was supposed to competently represent the agricul
tural interests. 

The CHAIRMAN. That was as the result of the demand from the 
farmers of the country. 

I wanted to ask you in connection with that appointment, that 
appointment being made in response to a demand which was quite 
universal, as to whether or not you have observed since this so-called 
dirt-farmer appointment any change on the board in arriving at 
decisions in these problems that come before the Federal Eeserve 
Board because of that particular class of representation on the board. 

Doctor MILLER. Not at all, except in this particular, Mr. Chair
man, that the original membership of the Federal Eeserve Board 
was five appointed members and two ex officio. Now we have six 
appointed members and it sometimes happens that the board is dead
locked. But I should say that the two farmer members, using that 
expression, that have been on the Federal Eeserve Board—Mr. Milo 
Campbell, of Michigan, who I think served on the board a little over 
a week and then died very suddenly, and his successor Edward Cun
ningham, have been among the ablest men that have been on the 
Federal Eeserve Board. 

93869—27—PT 2 8 
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I particularly recall Mr. Campbell, who came on the board in 
very late March or early April of 1923, at about the time of these 
developments that I was reciting to you this morning with the aid 
of the various charts that were under consideration. Particularly 
there was under consideration and formulation an open-market 
policy, which was formally expressed in certain resolutions that were 
adopted in April, 1923. If these resolutions have not already been 
introduced into the record, I will, at a later time, offer them for the 
record. 

When Mr. Campbell was on the board, I have never seen any 
man exhibit more mental concentration than that man exhibited. 
I have no doubt that at his advanced age, possibly with some physical 
impairment of which, however, there was no evidence externally, 
I think that seriousness with which he took his duties and the con
centration that he applied were probably a factor in his sadden 
death. 

I recall very vividly a meeting of the board in the morning of 
the day on which he died. I t was in connection with the final dis
position of the open-market resolutions which had been introduced 
into the board and which had been under consideration for some 
time. Mr. Campbell followed the discussion with intense inter
est and occasionally asked a question. At a certain point lie said: 
" May I just state this thing as I see it, and see whether I see it 
correctly?" He stated it and I thought that he stated it better than 
it had been stated before. He stated it in homely language, but 
he showed that he had a mind that was capable of conceiving this 
thing and seeing what the manner of operation of a well-devised 
open-market policy would be. And he said: " Well, I am terribly 
relieved," and slumped back in his chair. Then the meeting ad
journed at half after 1 o'clock. He had an engagement to play 
golf. He went over to the golf links and as he was playing on the 
second hole he dropped dead. 

He was at my house for dinner the night before and impressed me 
as an altogether able man, with that rather broad and common-
sense judgment that a man who has worked his way up from the 
soil usually exhibits if he has been successful. His successor, Mr. 
Cunningham, is also one of the ablest men on the board. I would 
not be afraid of the future of the Federal Reserve Board if it 
always had men on its membership as able as these men. They have 
been men not very learned in the vernacular of finance, but they are 
not afraid to learn. They are not afraid to ask questions. They 
are not easily overawed by the glamor of high-sounding phrases. 
They maintain their perspective and their serenity of mind in a 
way altogether worthy of admiration; and I take off my hat to men 
with their degree of common-sense ability. I am proud of the fact 
that the soil of America and its rural life produce that type of 
man. 

The CHAIRMAN. Have you finished your statement ? 
(Informal discussion off the record.) 
(Thereupon, the committee adjourned at 4.15 o'clock p . m.) 
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HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Washington, D. C, Thursday, April 22, 1926. 
The committee met, pursuant to adjournment, in the committee 

room, Capitol, at 10.30 a. m., Hon. Louis T. McFadden (chairman)y 

presiding. 

STATEMENT 0E WALTER W. STEWAET, NEW YORK, N. Y. 

The CHAIRMAN. Mr. Stewart, until quite recently you were in the 
employ of the Federal Eeserve Board ? 

Mr, STEWART. Yes, sir. 
The CHAIRMAN. In what capacity? 
Mr. STEWART. For three and one-half years I was director of the 

Division of Research and Statistics of the Federal Reserve Board, 
and acted as the board's economic adviser. 

The CHAIRMAN. What is your business connection now ? 
Mr. STEWART. I am now employed by a private investment con

cern in New York City. 
Mr. WINGO. When did you first go with the Federal Reserve 

Board? 
Mr. STEWART. In September, 1922, and continued until the end of 

January, 1926. 
The CHAIRMAN. YOU are familiar, of course, with the subject being 

considered by the committee, the Strong bill and the Goldsborough 
bill, and matters pertaining to the operation of the Federal reserve 
system. From your experience with the Federal Reserve Board, 1 
want to ask you two or three questions. For instance, I have before 
me a release from the Stable Money Association, referring to the 
statement of Dr. A. C. Miller, of the Federal Reserve Board. I t is 
headed " The Reserve Board has no policy," and is dated April 20, 
1926, at Washington. - I t says: 

The testimony of Dr. A. C. Miller, of the Federal Reserve Board, before the 
House Banking and Currency Committee is the most sensational that has yet 
been given during the present hearing on the Strong stabilization bill. 

Coming after the testimony of Gov. Benjamin Strong, of the Federal Reserve 
Bank of New York, to" the effect that there is no training school for central 
bankers and that commercial bankers have no concept of the functions of a 
central bank, the admissions of Doctor Miller that the Federal Reserve Board 
is frequently divided in its counsels and is guided by no stated policy in its 
control over the volume of credit, has caused a profound sensation. 

" The members of Federal reserve system are not economic statesmen," said 
Doctor Miller, " and they are frequently in the dark as to the consequences of 
their acts." 

Asked by Chairman McFadden as to whether the publication of brokers' loans 
or the raise in the rediscount rate was more largely responsible for the recent 
drop in stock-exchange prices, he thought that other considerations had influ
enced the market which he regarded as having become " stale." The decision of 
the Interstate Commerce Commission denying the Nickle Plate merger was 
given as an important contributing cause. 

When urged by Congressman Beedy to answer the question he said that it was 
a hypothetical one, but gave it as his best judgment that the change in rate 
had been anticipated in the " the street" and had little effect. 

Asked as to the delay in approving the application of the Federal Reserve 
Bank of Boston to raise its rate on September 23, 1925, the increase having 
been approved on November 10, some seven weeks later, he replied that he 
was out of town during nearly the entire time and could only speak from 
secondhand knowledge, but that the board was not a unit as to the advisa-
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bility of the increase. When asked by the chairman how Ions? it took the board 
to approve a similar application by the New York bank in January, 1026, he 
replied "about two minutes." lie explained that as a rule the initiative for 
changes of rate and other actions affecting the volume of credit came from 
the reserve board itself, and that in this particular case the matter had been 
previously discussed and there was a unity of opinion on the matter. 

In view of the thoroughness with which the committee is going into the 
matter of the power of the Federal reserve authorities to manipulate the 
general price level, it is obvious that Doctor Miller will bo u witness for 
several da.\s. 

I do not recall the exact questions and answers that brought forth 
these statements, if the answers are stated correctly here, but the 
inference is drawn, however, that there is no definite policy being 
pursued by the Federal Reserve Board. Doctor Miller, in his testi
mony before the committee for the past two days, indicated great 
reliance on the preparation of certain charts on production prices, 
volume of reserve-bank credit, volume of credit, and deposits of 
member banks, etc. I suppose that in your relationship with the 
Federal Reserve Board and during your employment you have be
come more or less familiar with all these details. The committee 
would be very glad to have an explanation from you as to whether or 
not in your judgment the Federal Reserve Board has any proper 
policy and whether or not the factors that enter into their considera
tion in bringing about their decisions are based on sound principles. 

Mr. GOLDSBOROUGII. Right at this point, Mr. Chairman, I would 
like to say that it does not appear to me that this statement which 
you have just read, standing alone, fairly expresses Doctor Miller's 
view. As I understood Doctor Miller, he said that the Federal 
Reserve Board had to meet definite situations as they arose, and any 
definite policy might interfere with their meeting these several 
emergencies as they arose. That is my understanding. 

Mr. WINGO. I think you are unfortunate in the expression you 
have just used, "any definite policy." I got this thought: That what 
he meant was you could not have any fundamental rule, but that they 
should have to apply the lessons of their experience, and the well-
known rules of finance and currency, economics, credits, to each par
ticular situation as it arose, not undertaking to formulate any set 
rule. 

I had the thought, as expressed in the article the chairman just 
read, that their policy was not defined, that they were drifting 
along; but I was led to believe from his explanation that I had pos
sibly been in error. Commencing in the fall of 1922 they thought 
they had enough experience and there was enough available data 
growing out of their experience by which the}^ could undertake to 
gage with some degree of accuracy what the effect would be of 
undertaking action with reference to the handling of rediscount rates 
arid open-market operations, and with that experience and a knowl
edge of those facts they would meet each particular situation as it 
rose with a definite idea of trying to make a stable condition in the 
operation of the credit machinery of the Nation. I thought he said 
they did have a policy. 

Mr. GOLDSBOROTTGH. And they endeavored, as far as their experi
ence helped them, to formulate proper judgment. 

Mr. WINGO. I thought his whole statement was in answer to the 
charge that they do not have a policy; that he showed, while he did 

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



STABILIZATION 737 

not go back into the background, that the act was put into operation 
at the beginning of an extraordinary period; that th§y had to go 
through post-^ar problems that were unusual; and that, beginning 
with 1922, they did for the first time have a sufficient norjnal opera
tion and experience to begin to see with some degree of definiteness 
what the effect would be of any given action by the Federal Eeserve 
Board or by the bank itself in a given situation as it might arise; 
and that, beginning then, they had turned to building up their rer 
search laboratory and statistical conclusions based upon their experi
ence, and were in an attitude that by reason of those things and by 
reason of the fact that they had untrained men, nobody available 
in America with previous experience on the subject, but that with 
the experience they had, they reached the definite conclusion that 
they were able to carry out the fixed policy, which was to carry out 
the purposes of the act and to see that the credit of the Nation is 
protected and the service rendered that was intended to be rendered 
by the Federal reserve bank. I got a very definite idea that they 
had a policy, that he thought they had a policy, and was defending 
it and showing what it was. 

The CHAIRMAN. The minutes of the meeting will disclose exactly 
what took place. 

I simply mention this now, Mr. Stewart, to bring this subject 
before you, because it is an important subject. Frequently the accusa
tion is made that the Federal Eeserve Board does i^ot have a definite 
policy; that it is a body of preachers and guessers; aac},^'.think you 
are a competent witness to clarify that situation to some extent 
because of the experience you have had and the fact that you are 
not now connected with the Federal reserve system in any capacity, 
as I understand you are not. 

Mr. STEWART. I am not. 
Mr. GOLDSBOROUGH. There is another thing, it seems to me, we 

would like to hear Mr. Stewart on, which is the discussion of Doctor 
Miller's statement that the position of the Federal Eeserve Board 
had been very difficult in view of the fact that the principal com
mercial countries of the world were not on a gold basis—had not been 
on a gold basis. 

The CHAIRMAN. Another point that might be* emphasized before 
you start is the fact that the Federal reserve act does give power 
and authority to the Federal Eeserve Board as regards stabiliza
tion, w^hich powers were indicated as being in operation by the 
witness who has been before us. 

Governor Strong has indicated a fear of the enactment of this 
proposed legislation because of misunderstandings thai might be 
created, and it possibly might place limitations upon the Federal 
Eeserve Board and the officers of the bank who are engaged in the 
administration of the system. We would be glad to have your views 
on that. 

Mr. STEWART. In general, I feel that the test of whether or not 
the Federal reserve system has a policy is whether or not it has 
developed a procedure by which it can deal with situations as they 
arise. The same situation never exactly repeats itself, and conse
quently the procedure must be flexible within certain broad principles. 
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The CHAIRMAN. For instance, in that connection, the Federal Re-
serve Bank of Boston on September 10, last, requested the approval 
of the Federal Reserve Board on the question of raising its discount 
rate, evidently arriving at that conclusion after a very careful analy
sis of the operations of the bank. The Federal Reserve Board did 
not act on that request until some time past the middle of November, 
two months later. Is that an indication of a definite policy, or is 
that an indication of a lack of consideration of an important matter 
like that? Or what would be the controlling feature to delay an 
answer to a question of that importance propounded by one of the 
12 banks? 

Mr. STEWART. I take it that a policy can be expressed by not acting 
quite as well as it can be expressed by acting. 

Mr. WINGO. I think the chairman possibly misinterpreted the 
statement of Doctor Miller. I got the impression that they did not 
act—they did not approve. I t is very evident that the conclusion 
he reached was that when it came before them a majority were of 
the opinion that the time was not ripe to make that change, and 
subsequently, two months afterwards, the time did become ripe and 
then they formally acted upon the application. 

Mr. F E N N . Was similar approval asked at that time by all of the 
reserve banks, or only by the Boston bank? 

Mr. STEWART. Boston first, on the 10th of November, and then 
Cleveland, Philadelphia, and San Francisco. 

The CHAIRMAN. SO far as you are able to judge now, the Boston 
bank apparently was not advised ? I think that should be cleared up. 

Mr. WINGO. You mean advised formally ? 
The CHAIRMAN. Advised formally. 
Mr. WINGO. In view of the close relations that existed between the 

Federal Reserve Board and the officers of this bank, it is inconceiv
able to me that in a matter of this importance, the officers of the 
Reserve Bank of Boston being in Washington and in touch with 
these gentlemen, that they did not engage in informal conversation 
on the subject, which I think is much more important than treating 
the matter formally and giving the reasons in a formal communi
cation. 

The CHAIRMAN. I t is interesting to note that when the request 
came from the Federal Reserve Bank of New York to the Federal 
Reserve Board Doctor Miller said they decided it within two 
minutes. 

Mr. WINGO. You will recall that he admitted that they had already 
discussed the situation, and, in response to my inquiry, he said that 
was just the registering of the judgment that they had made, based 
upon their consideration and frequent discussions with the officers 
of the New York bank, and did not represent a lack of consideration 
or mere waiver of the right to go into i t ; that before taking the 
request of the bank and coming to a conclusion upon it they had 
discussed it and the newspapers had talked about it. And you will 
recall that he stated the market understood it, everybody understood 
it and were surprised it had not been done before. So that when the 
request came formally before the board, it wTas simply registering the 
judgment they had already arrived at, based upon previous discus-
cion and informal conversation. 
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The CHAIRMAN. I think it is pertinent to have a very clear under
standing of just what did occur, because the law provides that any 
change in rates shall be initiated by the 12 banks, subject to the ap
proval of the Federal Reserve Board. I am inclined to the opinion, 
from observation and contact, that a part of that provision in the 
law makes a very controversial question as to whether the Federal 
reserve banks are controlling the rate-change situation or whether 
the Federal Reserve Board is controlling the rate-change situation. I 
think this committee should have the exact information on what 
occurred in these two particular instances, as to whether the Federal 
Reserve Board decided this matter, and whether they had any con
troversy with these banks; whether this delay was an unnecessary 
delay; whether the delay was communicated to the Boston bank or 
whether they were left in the dark as to what they were doing in 
regard to the change in the discount rate. The fact remains, how
ever, that the rate was not changed for a period of two months, 
during which time a widely speculative market existed and continued. 

Mr. WINGO. Would it not have been better to have asked the 
specific and categorical question of Doctor Miller instead of asking 
this witness? This witness has no way of knowing these facts. 

The CHAIRMAN. I am not asking the witness to tell us that. I am 
just bringing it before the witness so that he may have that informa
tion in mind in making such statement as he desires to make. I t 
is my purpose, when Doctor Miller comes before the committee again, 
to have this matter thoroughly cleared up. 

Mr. WINGO. I think it ought to be done, but I do not think this 
witness would be in a position to give that information. 

Mr. STEWART. That is correct. I think that question could be 
more properly discussed by members of the board. I might say the 
directors of the bank in Boston meet once every two weeks, and I 
think it is fair to assume that whenever they made their recom
mendation they received at least informal notice as to what action 
had been taken by the board with reference to it. The recommenda
tion was made by the Boston bank to the Federal Reserve Board with 
full recognition that it was made on the basis of conditions prevailing 
at that time in the Boston district and that they expected the board 
to take into consideration, in approving any change, conditions not 
only in the New England district but throughout the country and 
abroad. 

When the request was finally approved on November 10 it was 
followed rather promptly by a series of rate increases in three other 
reserve banks at Cleveland, Philadelphia, and San Francisco. On 
January 7 the New York bank increased its rate. A previous in
crease in the rate of the New York bank had been made early in 
1925, so that, in fact, the initiation of rate advances was made by 
the New York bank when it increased its rate from 3 to Zy2 per cent. 

I think it is important to keep in mind that there is a certain 
inertia, about a rate once established. I t is much easier to get further 
changes after an advance or reduction at one of the banks has once 
been made. The decisive thing in the administration of the Federal 
reserve system is how promptly you can get action which involves a 
change of direction. The conditions which prevailed in the autumn 
of 1925, when these rate questions were under consideration, were 
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that there had been at that time no evidence of any accumulation of 
inventories. There was an active business and large production and 
prompt distribution of goods, and commodity prices showed little 
evidence of speculative activity. 

Mr. WINGO. You mean commodity markets? 
Mr. STEWART. Commodity markets. 
Mr. WINGO. Did it occur to you that possibly the Federal Reserve 

Board considered that, while you have stock-market operations, all 
the facts and statistics showed that business was running along upon 
an even keel with no accumulation of inventories, and the question 
might occur; should we interrupt the normal flow of legitimate busi
ness by raising rates upon commercial paper and disturb that legiti
mate business in order to check indirectly the operations upon the 
stock market? I imagine that condition appeals to the Federal Re
serve Board and caused them to hesitate. 

Mr. STEWART. I think the Federal Reserve Board in its annual 
report for 1925 gave a full statement of the conditions which deter
mined their discount policy during the year, fuller than has ever been 
given about previous rate changes. On page 6 of this report it refers 
first to increases in other banks and then says: 

The rate of the New York bank, however, which had been advanced from 3 to 
3y2 per cent in February, remained at that level until after the close of the year. 
In the decision not to advance the rate at the New York bank at the time that 
the other rate advances were made the Federal Reserve Bank of New York and 
the Federal Reserve Board took into consideration the fact that member banks 
in New York City up to November had shown but little growth in their loans on 
securities and in their borrowings at the reserve bank. I t was also recognized 
that the discount rate at the New York bank, because of its close relation to the 
central market, exercises a larger influence upon prevailing rates for commercial 
borrowing than do discount rates at other reserve banks. In the absence of 
evidence of a speculative attitude among the commercial users of credit, the 
reserve system was unwilling for the purpose of exercising a measure of 
restraint upon those who were borrowing in order to carry or deal in securities, 
to raise the discount rate at New York and thus to exert its influence in the 
direction of a further increase in the cost of credit to commerce and industry 
at the time of the seasonal peak in the volume of commercial borrowing and 
in the demand for credit to finance the marketing and export of agricultural 
products. 

The New York money market, furthermore, is the point of contact with 
foreign central money markets, and changes in money rates in New York tend 
to influence the international movement of funds and of gold. In the autumn 
months, when seasonal trade movements tend to bring about gold imports, there 
was a net movement of gold to the United States, and in view of the influence 
which gold imports have upon the banking situation in this country the desira
bility of not adding further to the gold inflow was a factor in the decision not 
to advance the discount rate at the New York bank in November. On January 
8, 1926, after the passing of the seasonal credit demands and of the period of the 
year when gold tends to flow to the United States, the rate at the New York 
bank was advanced from Sy2 to 4 per cent, the level prevailing at the other 
reserve banks. 

I think that gives a rather full statement of the conditions before 
the board at the time the rate question was under consideration. 

The CHAIRMAN. While that report tends to show that there was an 
unusual movement on the part of New York banks, showing the con
centration of funds in speculation, the disclosure indicated there was 
a large amount of country bank balances on the speculative market 
in New York. That information was disclosed when the Federal 
Reserve Board asked for a list of so-called broker loans. Are we to 
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suppose they had no information in respect to those broker loans 
prior to asking for that information, or (fid they have knowledge of 
loans to brokers of outside funds on that market ? 

Mr. STEWART. They had knowledge. They had two types of in
formation with respect to use of credit in stock-exchange operations. 
One was the weekly statements of loans secured by stocks and bonds 
by weekly reporting member banks, which includes statements from 
leading cities of the country, divided into reserve districts. They had 
also confidential daily reports from certain of the New York member 
banks showing the loans to brokers which they had placed both for 
their own account and for their correspondents. That information is 
of the same character as that presented by Governor Strong in con
nection with the hearings of agricultural inquiry, in which he gave 
the figures from 1919 to 1921. 

The CHAIRMAN. I realize that is only one factor entering into their 
determination, but it would be interesting to know whether they had 
information of that large volume of credit represented by outside 
bank balances. 

Mr. STEWART. The board also collects and publishes weekly figures 
on bankers' balances carried by New York banks for out-of-town cor
respondents. I t is possible, therefore, from existing data to deter
mine rather closely the total out-of-town banking funds in the New 
York market. 

Shall I proceed more directly to a discussion of the proposal con
cerning stabilization which the committee has before it ? 

The CHAIRMAN. Yes; proceed in your own way. 
Mr. STEWART. I feel that it might be helpful if I could state what 

I understand to be the nature of the proposal which the committee 
has before it, and then consider certain facts and principles bearing 
upon it. The thought embodied in the proposal, or perhaps the faith 
which underlies it, appears to be that there is a rather intimate and 
close relation between the volume of • credit and the movement of 
commodity prices, and that to the extent the Federal reserve system 
can influence the volume of credit, it ought to be in a position to 
influence the general level of commodity prices. The advocates of 
the proposal recognize that it does not give any additional powers 
to the Federal reserve system, but believe that the practice of the last 
few years indicate the actual exercise of sufficient powers to accomplish 
the purpose. The amendment as proposed, therefore, is intended to 
give legislative sanction to what is regarded as the practice which 
has actually prevailed. I t is evident that the proposal rests upon 
the belief that changes in credit control prices and that the Federal 
reserve system has sufficient control over credit to stabilize general 
prices. 

Mr. WINGO. What is your judgment on this proposition? How do 
changes in the supply of credit or currency affect trade ? 

Mr. STEWART. That is just the question I intended to make some 
comments upon. I t seems to me this proposal gives rise to two or 
three questions which, if they could be answered, would have a very 
direct bearing upon its validity and its practical value. What has 
been the actual course of commodity prices in this period of 1922-
1926 ? What have been the factors that have influenced that move-
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ment of prices? What has been the policy of the Federal Eeserve 
Board during that period? To what extent has the Federal reserve 
policy influenced that movement of prices? 

The rather general feeling that the period since 1922 has been one 
of comparative stability for the general level of commodity prices, 
results, I believe, from making comparisons with the extreme fluctua
tions in the price level which occurred during the war period. Prices 
from January, 1922, to April, 1923, increased 15 per cent. From 
April, 1923, until June, 1924, they declined 8 per cent. From June, 
1924, until February, 1925, they increased 11 per cent. If instead 
of comparing these movements with those of the war period they are 
compared with the pre-war fluctuations, it will be found that the 
extent and suddenness of change have been greater. In fact, there 
is no period during the past quarter of a century, except the war 
period, when prices have fluctuated over so wide a range as they did 
during this period from 1922 to 1926. In the panic of 1907 and the 
depression of 1908, for example, commodity prices fell only 6 per 
cent from the peak in October, 1907, to the low point in 1908. So 
that the comparative stability of recent years that is talked about 
has actually had more extreme fluctuations in prices than during the 
pre-war years, even in the midst of commercial disturbance. 

Mr. WINGO. In other words, if you were to eliminate the World 
War period from the statistical chart, and make a line to represent 
the fluctuation of commodity prices, you would have the greatest 
and most abrupt variations during the period from 1922 to the 
present time, since 1900. 

Mr. STEWART. That is true. Preceding 1900, when the country 
was going through the panic of 1893 and the depression of 1896, 
prices showed marked fluctuations, but the recent changes have been 
the greatest peace-time movements for a quarter of a century. These 
last five or six years constitute a period of very abrupt fluctuation, 
though in view of world conditions and gold movements the remark
able thing is that prices have not fluctuated more. 

The CHAIRMAN. What effect did the control of reserve credit by 
the Federal reserve system have upon prices in that period? 

Mr. GOLDSBOROTTGH. May I interject this, so that he may combine 
it with his answer? 

The CHAIRMAN. Yes. 
Mr. GOLDSBOROUGH. Of course, Mr. Stewart, you recognize that, 

as far as the general trend of price level is concerned, there was a 
general lowering of prices from 1879 to about 1896, and then a rise 
in the prices from then until 1914, when the war unsettled the 
whole situation. I n your previous answer you had reference to 
abrupt changes in the price level, did you not ? 

Mr. STEWART. Yes, sir. If one means by the term " comparative 
stabil i ty" that there has been no sustained price movement in 
either direction since 1922, it is correct. The period can be best 
characterized by saying it has been a period of rather abrupt and 
wide price fluctuations, but with no sustained movement in either 
direction. Yet it is important to remember that, disregarding 
month-to-month changes, the average for the year 1925 was about 
6 per cent higher than 1924. 
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Mr. GOLDSBOROUGH. Is it not also true that these changes run
ning through short periods, such as you have mentioned here from 
1922 to 1926, do not work as great hardships as the long swing which 
look place prior to 1914? 

Mr. STEW-ART. They work hardships of a different character and 
increase the risks of conducting business. They do not wTork to the 
disadvantage ox rthe advantage of the creditor or debtor classes in 
the same way as the longer and continued movements do. I want 
also to point $ut that even with this wide range of fluctuation, that 
in view of the disturbed world monetary and trade conditions the 
price level in the United States has been more nearly constant than 
might be expected on certain theoretical grounds. 

Mr. GOLDSBOROUGII. You refer to the monetary conditions outside 
this country ? 

Mr. STEWART. I mean there was no effective international gold 
standard in operation; that Europe's buying power was low: that 
the agricultural buying power in this country was depressed, and 
that markets the world over were disturbed and disjointed after the 
period of very rapid price changes incident to war and postwTar 
developments. So that in view of all the circumstances I think we 
can still say that, for so disturbed a set of markets, prices xe-
mained relatively constant. Which brings me to the question of 
what were the responsible and determining factors. 

Mr. WINGO. And also the question of the chairman. I am very 
much interested in that. To w7hat extent has the reserve policy 
tended to make the fluctuations less violent than they would have 
been if it had not been for that policy ? 

Mr. STEWART. That is just the direction in which I intended to 
proceed. I feel that before discussing the Reserve Board policy I 
should present certain of the principal factors which have been 
effective during the period, for the reason that I believe if the dis
cussion goes directly from price movements to Federal reserve policy 
it is likely to exaggerate the importance of policy and underrate 
other factors. 

The chart presents the price index of the Bureau of Labor Sta
tistics, based on 404 commodities, and covers the period we were 
discussing, from 1921 to 1926. 

The black heavy line in the middle is the all-commodity index. 
The upper line represents prices of nonagricultural commodities, 

. and the lower line the prices of agricultural commodities. 
In the year 1921 this country received from abroad $667,000,000 

of gold, the most unprecedented movement of gold in the history of 
the world, and yet prices declined by about 20 per cent. Price 
liquidation was proceeding at a very rapid rate and the cumulative 

• effect of the business depression of 1920 and 1921 were having their 
influence on the level of prices. 

The CHAIRMAN. What was done with that gold ? 
Mr. STEWART. I t was received, in the first instance, by the member 

bank as a deposit and by them redeposited in the reserve banks. The 
member banks used the gold to repay their indebtedness at the re
serve bank, so that instead of being an influence in the expansion 

• of credit it was a means of repayment of the indebtedness of member 
i banks to the reserve bank. 
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In 1922, with the revival of business activity, prices advanced 
steadily and continued until the spring of 1923. 

Industry, as shown by the physical output of basic industries,, 
increased in activity from the middle of 1921. In fact, textiles and 
the building industry began earlier than that. The turn in business 
came at a time when the average of prices was still declining and 
was brought about partly by the fact that the costs of raw material 
had dropped below the prices of manufactured goods, and that it 
became evident to manufacturers that wages could not be further 
reduced, the advance in the price level followed the revival of busi
ness rather than preceded it. 

I want particularly to refer to the situation at the end of 1922, 
because of predictions made at that time. In December, 1922, the 
economists held a meeting in Chicago, and some of the very eminent 
economists who have appeared before this committee were.of the 
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opinion that prices during 1923 would increase by another 25 per 
cent. Why was it that, instead of entering upon such an inflation, 
in the spring of 1923 prices declined and continued downward until 
the middle of 1924 ? Credit was in abundant supply, gold was flow
ing into the country, and yet prices declined by 8 per cent between 
April, 1923, and June, 1924. Why? 

Mr. GOLDSBOROUGH. That is because of what the Federal Keserve 
Board did. 

Mr. STEWART. Let us consider what the Federal reserve policy 
was and its relative importance to other factors and influences. 

Mr. GOLDSBOROUGH. In the spring of 1923 the New Yorl$ bank in
creased its rate, and open-market holdings were reduced, and the 25 
per cent increase in prices that had been predicted would have 
occurred if the Federal reserve system had not acted in that 
emergency. 
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Mr. WINGO. The-economists predicted in December, 1922, that in 
the year 1923 there would be a further general rise of 25 per cent in 
price level? 

Mr. GOLDSBOROUGH. They also had made that prediction before 
this committee in the hearings on the Goldsborough bill. 

Mr. WINGO. The prediction did not come true, but prices went the 
other way. Was that change produced by the Federal reserve-system 
policy, or did the Federal Keserve Board policy trail along behind it ? 

Mr. STEWART. The question is what were the determining factors, 
and to what extent was the Federal reserve policy an influence ? 

Mr. WINGO. Yes. 
Mr. STEWART. My answer is that in 1923 with Europe not an 

active purchaser of goods in this market and with agricultural buy
ing power at a low level, with production proceeding at a rate more 
rapid than the distribution to ultimate consumers, and with the con
sequent accumulation of inventories, we did not have a business 
situation in this country which could have given rise to any marked 
inflation no matter how abundant the volume of credit was. There 
was no reason to believe that under conditions prevailing at that 
time, even if the discount rate had not been advanced and open-
market holdings had not been reduced, that the existing circum
stances would have given rise to any further considerable inflation 
in the United States. In fact, the turn of commodity prices in 1923 
was not, in my judgment, due primarily to a change in credit condi
tions, but the fact that the level of output in industry had been 
carried to the point where it was not possible to sell that output at 
the prevailing level of prices. 

Mr. WINGO. Do you mean the production was in excess of the 
•consumable demand? 

Mr. STEWART. At that level of prices. That involves the matter 
of price maladjustment that I spoke of earlier. The maladjustment 
between, agricultural and nonagricultural prices limited the buying 
power of farmers, and conditions in Europe limited the foreign buy
ing power, so there was not a sustained demand for the American 
industrial output. Prices were more under the influence of this 
excess production than the excess of credit or gold or the credit 
policy of the reserve system. In its bearing on the relation of credit 
to prices it is interesting, furthermore, to note that while production 
and prices both declined in 1923, the volume of credit continued to 
increase until the autumn of 1923, so that the volume of credit 
increased while prices declined. 

Mr. WINGO. Are you prepared to say whether that increase in the 
volume of credit was produced by the increased volume of business, 
or was it increased for the purpose of carrying inventories and over
head expenses which could not be met on account of the decline in 
the receipts from sales? 

Mr. STEWART. I t is reflected largely, I think, in accumulation of 
inventories, which is characteristic of every period of recession in 
prices. Credit continued to go up and reached its peak at a period 
considerably later than either production or prices. There is no 
reason to believe that in these circumstances a different credit policy 
would have provided the necessary additional buying power. 

Mr. WINGO. I want to see if I am wrong in this—that, as a general 
proposition, when you reach a stale market, or a period of time when 
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the production and prices are not adjusted, the producing plants' 
are compelled to have credit to carry their inventories and their 
overhead, because they can not put the stuff onto the market to br ing 
cash back to liquidate their current demands? 

Mr. STEWART. Yes, sir. 
Mr. WINGO. Then, whenever' the production plants begin to use an 

increased volume of credit, it does not always mean that business is 
booming? 

Mr. STEWART. By no means. I t may indicate an accumulation 
of inventories and forecast a price decline. 

Mr. WINGO. I t means that markets are beginning to get stale and 
business men have to carry inventories and overhead by credit 2 

Mr. STEWART. Yes, sir. That relationship also seems to hold good 
when business is moving in the opposite direction. Production goes 
up first and then prices, but volume of borrowing on commercial 
paper does not increase until later. In the middle of 1921 produc
tion increased first, then prices, then credit. On the decline in 1923. 
production decreased first' then prices, and subsequently credit. I n 
1925, also, production moved down very abruptly early in the year. 
Prices went to a low point about the middle of the year, but the 
volume of borrowing for commercial purposes continued to increase 
until October, and reached its peak at that time. The conclusion I 
want to draw from this analysis is that during these recent years 
the price level has been less under the influence of credit than under 
the influence of production. When production reached such a low 
point that stocks were exhausted, the continuance of demand re
flected itself in an increase in industrial output and subsequently in 
rising prices. Then later, when production was carried to the point 
where the market became stale, the level of output and the price 
levels decreased, and neither the rise or the fall of the credit Avere 
decisive factors. 

Mr. WINGO. YOU are satisfied as to that, are you? 
Mr. STEWART. I am for this period. 
Mr. WINGO. The production was beyond the control of the Federal 

reserve bank? 
Mr. STEWART. The extent to which the Federal reserve bank can 

control is a matter I wanted to come to a little bit later and to-
approach it from a somewhat different angle. 

The price situation in 1924 reflected no change in the credit situa
tion but primarily a change in the relationship between prices of 
agricultural and nonagricultural products. Prices of nonagricul-
tural commodities declined during that period. A considerable 
increase in the average of prices of all comodities reflected the rise 
in prices of agricultural commodities, largely because of a world 
shortage of wheat at the time when the wheat supply in this country 
was adequate. Farmers were able to sell their crop at favorable 
prices, and this furnished buying power to the agricultural com
munity and increased the demand for industrial products. 

For the purposes of analysis let us shift the conditions in the 
autumn of 1924 to the spring of 1923 and consider what might have 
happened in 1923 under these altered circumstances. Let us suppose 
that in 1923 it had become evident that the world wheat crop would 
be short and the American wheat crop good; that, instead of de-
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pressed condition of the European market in 1923 the Dawes plan 
had been adopted and the buying power of Europe increased by foreign 
loans, then the boom of 1923 would have been supported by adequate 
buying power and the rise in prices might have partly fulfilled the 
economist's predictions. But the trouble with the prediction was 
that it attached too much importance to the mere fact of credit and 
not enough to the related business circumstances of 1923. 

My interpretation of this period, therefore, is that certain factors 
outside the credit situation operated in such a way that no consid
erable further rise in price could have been expected, even if no 
action had been taken by the reserve system, because prices were 
primarily under the influence of factors outside the credit situation. 

Mr. WINGO. Your point partly is that the depression in agricul
ture, caused by the European lack of purchase of the surplus, was 
reflected in the purchasing power of the nonagricultural products by 
the agricultural group. 

Mr. STEWART. That is correct. I t also meant that industrial work
ers, who had full employment at relatively high wages, were not 
under the necessity of paying high prices for their food, and this 
left them a larger purchasing power for nonagricultural goods. So 
that we had in 1923 marked industrial and urban prosperity in the face 
of agricultural depression and European depression. That is not a 
combination of circumstances which gives rise to a sustained price 
inflation. 

Mr. WINGO. If it had not been for that high wage, if we had had 
a low wage at that time, together with the low agricultural prices, 
nonagricultural production would have sagged, too, would it not? 

Mr. STEWART. Yes, sir. If there had been a combination of indus
trial depression, and agricultural depression, it would have resulted 
in declining prices. 

Mr. WINGO. I understood you to say the high rate of wages did 
enable that purchasing power of the wage earner to make a higher 
level for nonagricultural production than for agricultural ? 

Mr. STEWART. Yes, sir. 
Mr. GOLDSBOROUGH. Mr. Stewart, does your experience recognize 

the distinction between money and credit as to their relative effect 
upon the price level? In other words, does & condition of frozen 
credit produce a period of relative deflation in price level which 
could not exist when the relation exists between a price level and 
money proper as distinguished from credit? In other words,, have 
you discovered a condition here which involves frozen credit ? 

Mr. STEWART. In 1922 and 1923? 
Mr. GOLDSBOROUGH. In 1922 and 1923. 
Mr. STEWART. I n making an analysis of the relation between 

credit and prices, my inclination is to go back of the volume of credit 
to the fluctuation in the buying power of the community and to 
analyze the buying power of industrial workers and farmers, and 
to say that the extent to which production can remain upon an 
even keel depends largely upon the maintenance of that level of the 
buying power; that the adjustment of prices with one another is a 
deeisive factor in that situation; that the fluctuation in the general 
level of prices, of the kind that we have had since 1922, was less 
serious than the maladjustment within the level of prices; and that 
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over the maladjustment of prices, credit policy has practically no 
control. 

Mr. GOLDSBOROUGH. YOU do not concede that frozen loans interfere 
with the accumulation of money? 

Mr. STEWART. Yes, I do; in this way: That if in 1924 the farmers 
had not had to pay their debts they would have had a much larger 
buying power to buy goods. Any community, in fact, which has 
to use a portion of its net income to pay its debt is not in a position 
to take goods off the market to the same extent. 

Mr. GOLDSBOROUGH. If you can by a policy stop the furnishing of 
credit at such a point that production will not decrease to the point 
where it would be more than the purchasing market can absorb, you 
would then avoid that period of frozen credit, would you not ? 

Mr. WINGO. You are assuming that further extension of credit 
stimulates production. 

Mr. GOLDSBOROUGH. NO. I am trying to figure whether or not 2 
policy could be adopted which would restrain production at a point 
where it would become overproduction, and by doing that eliminate 
this period of frozen credit, which in turn defeats the normal rela
tion between the amount of money and the price level. 

Mr. WINGO. That is what I understood you to mean. You gentle
men are proceeding upon the assumption that an increase in the 
volume of credit stimulates production. 

The CHAIRMAN. I f I understood Mr. Goldsborough correctly, he is 
trying to ascertain whether the control of credit will control produc
tion. 

Mr. GOLDSBOROUGH. That is right. 
Mr. STEWART. And stabilize production and prices. 
Mr. WINGO. If that control increases the volume of credit, does 

that stimulate production? You and Mr. Goldsborough have the 
advantage of me. I am not an economist, like you two gentlemen are, 
and it is sometimes difficult for me to follow you. Is there any rule 
or theory that the stimulation of the volume of credit stimulates the 
volume of production? 

Mr. STEWART. That is a widely accepted doctrine. I am not saying 
that I accept it. 

Mr. WINGO. Does the gentleman from Maryland adhere to that 
doctrine or not? 

Mr. GOLDSBOROUGH. I would rather the witness would testify. I 
directed my question to him to ascertain from him whether or not he 
thought it was feasible or practical as a business proposition to 
restrain production before it reaches the point where it becomes over
production, whether it was possible for any policy of the Federal 
Reserve Board to do that. 

Mr. WINGO. In other words, credit is a commodity, like gold. Is 
that the idea ? 

Mr. GOLDSBOROUGH. Mr. Wingo, if I were a witness I would try to 
prepare myself for your questions. 

Mr. WINGO. I am not trying to cross-examine you. I just want to 
follow you gentlemen. This is interesting to an amateur like me. 

Mr. STEWART. I think, Congressman Wingo, that those economists 
who believe in the possibility of stabilizing prices and production 
through the use of credit believe that to increase the discount rate 
would so check the growth of credit as to check overproduction and 
a rise in prices. 
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Mr. STEWART. This question leads rather directly into certain 
phases of Federal reserve policy, its aims and limitations, and, if 
you will permit me, I would like first to outline what recent Federal 
reserve policy has been and then to consider the extent of influence 
it has exercised on the business and price situation. 

Broadly, the Federal reserve policy during 1922 to 1925 may be 
divided into discount policy and open-market policy. 

Taking the discount rate of the New York Federal Reserve BankT 
for example, there have been six changes in discount rates since the 
middle of 1922. There was an increase in the spring of 1923, three 
successive reductions during 1925, and an increase in the early par t 
of 1925 and a further increase early in 1926. The range has been 
from 4y2 per cent in the spring of 1923 to 3 per cent in 1924. So 
that the entire range of fluctuation during the five-year period has 
been within iy2 per cent, and the level now stands at 4 per cent, 
where it stood in the latter part of 1922. 

Rate changes are more frequent in the New York bank than in 
any other reserve bank. At the Chicago Reserve Bank, for example^ 
during this whole period only one change in discount rate was made,, 
from 41/2 per cent to 4 per cent, and since the middle of 1924 the rate 
has continued at 4 per cent 

The open-market policy, as reflected In changes in the holdings of 
United States securities, went through several broad changes during 
that period. A reduction was made from 1922 until the latter part 
of 1923 of about $500,000,000 in holdings of Government securities, 
and, beginning in 1924, an increase of about $500,000,000. Early in 
1925 there w âs a reduction of about $250,000,000, and since that 
time the holdings have remained relatively constant. Thus there 
have been three broad movements covering a range of about 
$500,000,000. 

Mr. WINGO. I understand a reduction in the holdings of accept
ances or of United States securities has the effect of increasing the 
volume of available funds and credits. 

Mr. STEWART. I t results in an increased volume of borrowing by 
member banks. I t does not change materially the total reserve bank 
credit in use. 

Mr. WINGO. If the Federal reserve bank goes into the market and 
sells acceptances and securities, that increases the volume of available 
credit, does it not? 

Mr. STEWART. NO, sir. 
Mr. WINGO. Something must have absorbed that volume? 
Mr. STEWART. I t forced the member banks, if they wanted reserve-

bank credit, to come and borrow it. 
Mr. WINGO. When they sell their securities that absorbs the 

supply of credit, takes it off the market, does it not? 
Mr. STEWART. I t absorbs it first and then puts it up to the member 

banks to discount if they want the credit at the rate. 
Mr. WINGO. That is important in considering the question of the 

effect of the discount rate. 
Mr. STEWART. That is right. 
The CHAIRMAN. Referring to this chart on the volume of reserve-, 

bank credit, already introduced, and to the line showing the holdings 
of Government securities, in the early par t of 1925 the line declines 
very materially. Does that indicate that the Federal reserve banks 
were disposing of Government securities ? 
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Mr. STEWART. Yes, sir. 
The CHAIRMAN. And that released that much credit ? 
Mr. STEWART. I t reduced the amount of Federal reserve-bank 

credits through a reduction of open-market holdings, and the member 
banks came back and borrowed practically the same amount so that 
the total remained the same. 

I want, at this point, to refer to the question of whether or not 
during that period from 1922 to 1926 the Federal reserve policy was 
a controlling influence upon the movement of prices. I put the 
question in this form: The change in the New York discount rate 
covered a range of from 4 ^ to 3 per cent. There was a change in 
the holdings of open market securities in the amount of half a billion 
dollars, largely compensated for by changes in the borrowing by 
member banks. Can that amount of change in discount rates and 
open market holding be regarded as having had decisive influence 
upon the general movement of prices? My answer categorically is, 
no. To believe that it did is to put too much faith in the control of 
credit over prices and to make the problem appear altogether too 
simple. 

The CHAIRMAN. What would be the effect of the transfer of 
$500,000,000 worth of Government securities from the Federal reserve 
banks into the holdings of other banks and the public? 

Mr. STEWART. I t has an effect upon the credit situation in this 
way: That where the Federal reserve banks sell $500,000,000 of 
Government securities, and the member banks still require the same 
total amount of reserve bank credit in use before that reduction took 
place, the member banks would have to come back and borrow the 
amount withdrawn by a sale of governments. That places a cer
tain burden of indebtedness upon the member banks which they 
want to get out from under, and tends to make the discount rate 
effective. 

The CHAIRMAN. Suppose that in 1921, when we had the influx of 
$660,000,000 of gold which you referred to, and the Federal reserve 
banks sold their holdings of that vast amount of Government securi
ties, what effect would that have had on the credit situation ? 

Mr. STEWART. What happened was that the member banks took 
the $660,000,000 to pay their indebtedness to the reserve banks. I t 
had the same effect as if the reserve banks had bought securities, as 
it reduced the indebtedness of the member banks. 

The CHAIRMAN. Suppose that to-day $660,000,000 in gold should 
be shipped abroad, what would happen to the Federal reserve 
situation ? 

Mr. STEWART. The first thing would be that the member bank 
would have to come to the reserve bank and borrow in order to obtain 
gold, and that would put them in debt $660,000,000. The Federal 
reserve system would then have to determine whether or not, in view 
of the general credit situation, it was desirable to relieve the member 
banks of a part of that indebtedness by purchase of Government 
securities on the open market. If they bought $500,000,000 worth 
the member banks would then be in a position to repay their indebted
ness to the reserve bank, and all that would have happened would 
have been that the gold holdings of the Federal reserve system would 
have been reduced and their holdings of Government securities 
increased. 
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The CHAIRMAN. The only difference, so far as the credit situation 
Is concerned, is whether the Federal reserve banks buy Government 
securities in the open market or buy them of other banks. 

Mr. STEWART. NO, sir. 
The CHAIRMAN. In other words, there is a big pool of credit, and 

it does not make any difference whether it is done through the open-
market operations or through any other banks? 

Mr. STEWART. I did not get your first question. I t makes no dif
ference whether they buy Government securities on the open market 
or from member banks, but it makes considerable difference whether 
they buy them at all or not. 

The CHAIRMAN. The important thing to understand here is 
whether, under the plan of using the open market, the handling of 
Government securities by the Federal reserve bank in and out, 
either through the open market or through the member banks or 
other institutions, permits of a manipulation which is a factor in the 
•control of the money market. 

Mr. STEWART. I t is a factor in this way: That when the Federal 
reserve banks sell Government securities and member banks come in 
>and borrow to make up that difference, it leaves the member banks 
in debt to the reserve banks. Whenever the member banks are 
indebted to the reserve banks there is a certain amount of pressure 
.exerted in the way of promptly adjusting the money rates. If mem
ber banks are heavily indebted to the reserve bank, they are naturally 
anxious to reduce that indebtedness and this pressure on the money 
market. 

The CHAIRMAN. If the Federal reserve bank at the same time 
brought pressure, resulting in a raise of the rediscount rate, the 
practical effect would be to lower the level of the credit pool and to 
decrease the volume of available credit. 

Mr. STEWART. T O bring pressure on the market. 
The CHAIRMAN. I n 1920 the Federal reserve banks increased their 

abates. What effect did that have? 
Mr, STEWART. I t increased the cost of credit. 
The CHAIRMAN. But the volume of credit was practically unin

fluenced by the open-market operations in 1921 ? 
Mr. STEWART. I t was chiefly influenced by gold imports. 
The CHAIRMAN. That meant an additional amount of credit was 

thus placed in,to the credit pool? 
Mr, STEWART. Which was used to repay the reserve banks. 
The CHAIRMAN. And the natural tendency was to depress the 

prices of commodities? 
Mr. STEWART. The inflow of gold relieved the member banks of 

their indebtedness at the reserve banks. They used it to pay off 
their discounts. 

The CHAIRMAN. Did raising the level of the credit pool and in
creasing the volume of credit have any tendency to lower the prices 
of commodities ? 

Mr. STEWART. NO, sir. To the extent that gold paid off the re
serve banks in left the member bankers out of debt and relieved 
the pressure upon the situation. 

The CHAIRMAN. That left the member banks with that much addi
tional credit? 

Mr. STEWART. Not after they paid off the reserve banks. 
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The CHAIRMAN. Then the member banks owed them nothing and 
the member banks still had that much additional borrowing power 
at the reserve banks ? 

Mr. STEWART. Yes; and the reserve bank had that much more 
lending power. 

The CHAIRMAN. If at the time this $660,000,000 of gold came into 
the United States in 1921 and the member banks took it to the 
reserve bank and paid off their rediscount obligations, then it not 
only increased the lending power of the Federal reserve banks 
$660,000,000, but it also put the member banks, who had wiped out 
$660,000,000 of indebtedness, where they could increase, if they 
wanted to, their rediscount of loans to the further sum of $660 r 
000,000, and still not be in any worse shape than they were. 

Mr. STEWART. They could come back and borrow. 
The CHAIRMAN. Would you say that had no effect on the commod

ity price level ? 
Mr. STEWART. The effect of reducing the pressure on the credit 

situation. 
The CHAIRMAN. I t reduced the pressure? 
Mr. STEWART. Yes, sir. 
The CHAIRMAN. I t did not dilute the credit or currency any ? 
Mr. STEWART. No, sir. 
The CHAIRMAN. An inflow of gold does not dilute the credit ? 
Mr. STEWART. NO, sir. 
The CHAIRMAN. Does not dilute the purchasing power of gold ? 
Mr. STEWART. The inflow of gold from abroad into this country 

reduced indebtedness of member banks at the reserve banks, increased 
the reserve at the reserve banks, and from that time on had no* effect 
on the credit situation until the member banks came back to borrow. 

The CHAIRMAN. And a large influx of gold has a tendency to 
stimulate prices? 

Mr. STEWART. The effect of gold upon the credit situation depends 
almost entirely upon the conditions prevailing at the time the gold 
comes in. In 1921 six hundred and sixty millions came in, and was 
all used to pay indebtedness at reserve banks. In 1922, $238,000,000' 
came in. Par t of that was used for the same purpose, and the 
remaining portion was added to the reserves of the member banks, 
increasing their lending power, which was used in the purchase of 
investments. In 1923, $298,000,000 came in, and practically all of 
it was used by member banks to meet the increased currency require
ments. In 1924, $258,000,000 came in, and a portion was used to 
repay indebtedness and the remaining portion was added to reserve 
balances of member banks at the reserve banks. In 1925, $134,000,-
000 of gold was exported, and the member banks borrowed at the 
reserve banks to obtain the gold. 

I n 1923 more gold came into the country than in 1922, but the 
gold that came in 1922 came at a time, in the first half of the year,, 
when business was depressed. There was no further demand for 
credit for commercial purposes, and the gold became a net addition 
to the lending power of the member banks, because it increased their 
reserve balances at the reserve banks, and member banks increased 
their purchases of investments. More gold came in 1923 than in 
1922, but none of it was added to the lending power of the member 
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(banks. I f the gold had not come in 1923, the member banks would 
have had to borrow from the reserve bank to get currency to meet 
the increased demands. In view of the fact that the gold came in 
just about the same amount as the increased demand for currency 

;the requirements for currency were made up out of the inflow of 
gold. 

The CHAIRMAN. Gold was exchanged for Federal reserve notes 
* dollar for dollar? 

Mr. STEWART. Yes, sir. 
The CHAIRMAN. That is the way the increase in currency was 

brought about at that time? 
Mr. STEWART. Yes, sir. 
Mr. WINGO. And that was the way the currency was inflated. 
The CHAIRMAN. And the presence of this balance in the Federal 

ireserve banks of free gold permitted of a further note issue by open-
market purchases of paper? If that same free gold had been re
served by the Federal reserve system, notwithstanding the fact that 
Federal reserve notes had been issued for it, that gold could have 

'been used to support the gold reserves in connection with the paper 
that was rediscounted by member banks in response to trade demands 
in the Federal reserve banks, and thus have produced an additional 
issue of Federal reserve notes to supply legitimate demands for 
increase of the note issue. 

Mr. STEWART. An open-market operation does not lead to an issue 
of reserve notes, unless there is an increased demand for currency. 

Mr. WINGO. I t depends upon what you use the gold for. If you 
put it in cold storage, it does not; but if you do not, I understood 
you to say it tends to give cheap money and a rise in prices. 

Mr. STEWART. T O the extent that the cheap credit leads to rising 
-prices. 

The CHAIRMAN. Did I understand you to infer that the Federal 
reserve bank can not pay out currency in lieu of credit at any time 
or under any circumstances ? 

Mr. STEWART. They can only put currency into circulation in the 
event there is a sustained demand for it. If there is no demand for 
it, it comes back to the reserve banks immediately. 

The CHAIRMAN. Suppose they should send $50,000,000 of that 
currency to Cuba. What effect would that have on the credit situa
tion? 

Mr. STEWART. I t would be equivalent to a gold export at the time 
it took place. I understand a considerable part of the currency that 
went to Cuba has already returned. I t would be impossible to keep 
in circulation in this country $50,000,000 of additional currency 
unless the pay roll or trade requirements demanded it or there was 
that much increase in the demand for pocket money. 

The CHAIRMAN. During the last two weeks there were large ship
ments of money made by the Federal reserve bank to Cuba. Was 

. that Federal reserve notes ? 
Mr. STEWART. Yes, sir. 
The CHAIRMAN. New notes? 
Mr. STEWART. Newly issued notes. 
The CHAIRMAN. What effect does the shipment of $50,000,000 have 

<on the money market? 
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Mr. STEWART. I t means that in that instance the National City 
Bank and the Koyal Bank of Canada would have to obtain funds r 
which would make it possible to get currency from the Federal 
reserve -bank. I t came through the Atlanta bank, but the effect is 
felt on the New York money market, because the banks there must 
obtain their funds through the establishment of reserve credit which 
can be converted into currency. The immediate effect of the outflow 
of $50,000,000 in currency to Cuba was the depletion of the reserves-
of the banks, which made them borrow from the reserve bank. 

The CHAIRMAN. According to Governor Strong, there was in the 
New York bank that day a shortage in reserves, partly due to this 
shipment of currency and partly due to the withdrawal of money 
from New York banks, amounting to $78,000,000, on the Monday 
morning after this situation aro^e. The newspapers indicated that 
the banks called $100,000,000 worth of loans in order to make up their 
reserves, and this action did affect the stock market. Instead of call
ing loans, the banks could have borrowed it from Federal reserve 
banks. Did these things affect the money market ? 

Mr. STEWART. Yes, sir. 
The CHAIRMAN. I understand rates advanced practically 1 per 

cent. 
Mr. STEWART. The call-loan renewal rate was 4±/2 per cent, and it 

went to 5y2 in the afternoon. 
The CHAIRMAN. I S it fair to assume that any other transaction like 

that might change the money market to the extent of 1 per cent ? 
Mr. STEWART. In a closely adjusted market a surprise leads to an 

abrupt readjustment. The next day money renewed at 4x/2 per cent 
again. 

The CHAIRMAN. I t went back to normal? 
Mr. STEWART. Yes, sir. When a bank finds itself short of reserves^ 

it must either calLits loans or go to the reserve bank, and ordinarily 
it does both. 

The CHAIRMAN. While we are on this subject, in 1923 the Boston 
Reserve Bank and the Atlanta Reserve Bank were granted permission 
to open a branch in Habana, Cuba. 

Mr. STEWART. An agency. 
The CHAIRMAN. I understand one of the purposes of the opening of 

that agency was to keep a quantity or supply of Federal reserve 
notes on hand to meet any emergency and more properly supply the 
demands of Cuba. Why did they not have the Federal reserve notes 
there ? Do you know about that ? 

Mr. STEWART. I do not. That happened since I left the system. 
The CHAIRMAN. I t is rather interesting to note that during that 

emergency, which that bank was supposed to be established to serve7 
there were not sufficient Federal reserve notes or currency in Cuba 
to take care of that situation. 

Mr. STEWART. There was by Monday morning, I think. 
The CHAIRMAN. Yes, but shipment was made from Atlanta; and 

now I understand that currency has been returned here. I wonder,, 
if another emergency should exist down there, whether the Federal 
reserve system is really serving the purpose it was intended to serve 
by not keeping a supply of Federal reserve currency on hand in 
Habana, Cuba. 
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Mr. STEVENSON. Was not the statement of Governor Strong that 
this shipment of gold was not to take care of any normal demand 
for Federal reserve notes in Cuba, but to take care of a run ? 

The CHAIRMAN. I t was not a shipment of gold. 
Mr. STEVENSON. I am sure it was. 
Mr. WINGO. Kegardless of what was available down there, the 

psychological effect of sending it must have stopped the run. I 
understand fifteen million was never opened and was brought right 
back. 

Mr. STEWART. That is my understanding. 
Mr. WINGO. A bank may have millions in its vault, but if some 

outside bank would say, " Here is a million more," that relieves the 
nervousness of the line of depositors. Probably there was sufficient 
in Cuba to meet all demands, but the people there didn't believe it. 
The psychological effect of sending that $50,000,000 stopped the run, 
and $15,000,000 of it was sent back in the original package. 

The CHAIRMAN. While we are on this subject of these agencies in 
Cuba, under the resolution that was passed by the Federal Reserve 
Board in 1923, authorizing the Boston and Atlanta banks to have 
these agencies, I note that the Atlanta bank is charged with the 
responsibility—apparently they sought it—of supplying the cir
culating medium in the form of Atlanta Federal Reserve Bank notes, 
and the Boston bank was particularly prohibited from circulating 
their notes down there, and it was stated in the resolution that the 
Federal Reserve Bank of Boston did not want to circulate its Fed
eral reserve notes in Cuba. On the other hand' the Federal Reserve 
Bank of Boston is authorized to buy bills or to have its New York 
representative buy bills of exchange, etc. A special prohibitory 
feature is lodged against the Atlanta bank from dealing in any 
bills, gold, or exchange; but whenever it might be desirable to serve 
the interests to be served and the Atlanta bank buys any bills or 
gold or exchange they must immediately turn it over to the Federal 
Reserve Bank of Boston. What is the purpose of such an arrange
ment as that ? 

Mr. STEWART. I think that arrangement was the outcome of an 
understanding arrived at between the Boston bank, the Atlanta 
bank, and the Federal Reserve Board. I t means that the Atlanta 
bank should furnish currency to Cuba on the theory that Cuba 
was contiguous territory, in a sense—nearer to Atlanta than to Bos
ton. The Boston member banks, because of sugar financing in 
Cuba, do an acceptance business in Cuba. Consequently, dealing 
in bills was turned over to the Boston reserve bank. The net effect 
of it is that the Atlanta bank furnishes the reserve notes, the Boston 
bank buys the bills, and the New York money market feels the 
effect of the operation. 

In that connection I think it is important to realize the extent 
to which the New York money market is becoming increasingly the 
financial center of the whole Western Hemisphere. We are inclined 
to view movements to Cuba and Canada as something extraordinary, 
because they go outside the boundaries of the country. They are, in 
effect, a part of our financial interior. The contact between Montreal 
and New York is almost as close and intimate as between Chicago 
and New York. 
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The CHAIRMAN. And those transactions, back and forth, do not in 
general affect our credit situation? 

Mr. STEWART. I n no way different from similar movement out 
of the New York money market. 

The CHAIRMAN. Does the fact that the Atlanta bank is supplying 
money to Cuba affect our money or credit situation ? 

Mr. STEWART. I t affects the volume of Federal reserves that are in 
circulation, increases the gold reserve of the Bank of Atlanta, and 
increases its Federal reserve note issue. 

Mr. BEEDY. If you had not been interrupted, did you purpose to 
further pursue the explanation of the effect of the varying ship
ments of gold during the years 1924 an4 1925? 

Mr. STEWART. I did. 
Mr. BEEDY. I would be interested to have you follow that up. 
Mr. STEWTART. I had finished with reference to the different effects 

between the gold imports secured in 1922 and 1923. The imports in 
1924 increased and there was a decrease in the amount of currency 
in circulation. In 1924 there was a decline in volume of production 
and employment and pay roll, and decline and general recession in 
prices and trade, and there was a rapid return flow of currency to 
the reserve banks. During the first half of 1924 there were both the 
imports of gold and return flow of currency, so that instead of off
setting each other as they did in 1923, the return flow of currency 
and imports of gold both tended to liquidate the reserve banks. 

In 1925, for the year as a whole, we had $134,000,000 of net gold 
exports. The result was a larger demand upon reserve bank credit 
and the amount of reserve bank credit outstanding was somewhat 
larger at the end of the year than at the beginning. One of the 
principal factors in bringing about this growth in reserve bank credit 
in the latter part of 1925 was the gold-export movement. 

Mr. WINGO. Do you mean net for the year ? 
Mr. STEWART. Yes, sir. 
Mr. WINGO. Imports or exports? 
Mr. STEWART. Exports. 
Mr. WINGO. There were riore exports in 1925 than there were 

imports ? 
Mr. STEWART. Net gold exports for the year for the first time since 

1919. 
Mr. STEVENSON. The result was increased use of reserve bank 

credit by member banks? 
Mr. STEWART. Yes, sir. They had to come to the reserve banks to 

get the gold. 
Mr. STEVENSON. YOU made a statement a while ago which I think 

I would understand all right, but when these matters are read by 
people who do not understand the subject they might not understand 
just what you meant to say. You said whenever the Federal reserve 
banks sold Government securities or other securities on the open 
market it resulted at once in borrowing by the member banks. That 
would imply one of two things, as I understand i t : If the member 
banks were buyers, or their customers were buyers, they would with
draw their deposits to pay for it. 

Mr. STEWART. I t is the latter. 
Mr. STEVENSON. That was the fact, was it not? 
Mr. STEWART. Yes, sir. 
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Mr. STEVENSON. The customers buy and pay cash and draw on their 
bank balances* Therefore the bank has to increase its reserve? 

Mr. STEWART. Yes, sir. That is the way member banks feel the 
effect of sales by the reserve banks. 

Mr. BEEDY. Will you kindly clinch your line of thought by your 
final statement in respect to the effect of the importing or exporting 
of gold upon the credit situation ? 

Mr. STEWART. The effect of the importing of gold upon the credit 
situation depends upon the conditions prevailing at the time. Dur
ing the period from 1922 to 1926 we had such a variation of condi
tions prevailing that to almost every one of the various uses to which 
gold can be put it has actually been put. No one can estimate in 
advance what the effect of a gold import will be on our credit situa
tion. I t always is conditioned upon what the credit situation is at 
the time. 

Mr. BEEDY. Demand for currency in industry is one of the things 
that has to be considered. Also opportunity for speculation in the 
securities jnarket. 

Mr. STEWART. Indebtedness of member banks at the reserve bank; 
the moods and temper of the business community as to their disposi
tion to use the credit that becomes available to member banks; and 
in the absence of commercial demand the purchase of investments 
by member banks. 

The CHAIRMAN. What effect does the increased holding of our own 
circulating medium abroad have on our credit situation and on the 
Federal reserve operation? I mean $500,000,000 worth of currency. 
Federal reserve notes or other notes, something other than gold, is 
being held by people in other countries. Do you ever consider that 
situation ? 

Mr. STEWART. Yes; we had that situation during the last few years. 
In 1922 and 1923 there was considerable exporting of Federal reserve 
notes abroad. We have had monthly reports on that from certain 
banks in New York, of the net movement of currency in and out. 
With the restoration of currency stability in some of the more impor
tant countries of Europe there was a return flow of that currency, and 
that return flow had the same effect upon the banking situation in this 
country that the importing of gold has. I t gave the member bank 
something which it could take to the reserve bank and pay its debts 
or increase its reserve balance. The exporting of currency has the 
same effect as the exporting of gold, because member banks must go 
to the reserve bank to get it, just as they do to get gold. 

The CHAIRMAN. Suppose $500,000,000 worth of Federal reserve 
notes are continually held abroad, what would be the effect on the 
reserve system? 

Mr. STEWART. I t would increase the volume of the reserve notes out
standing and to that extent affect the reserve ratio. I t would influ
ence the extent to which reserve notes and reserve-bank credit would 
be used. 

The general statement that the effect of any given action differs, 
depending upon the circumstances at the time at which the action is 
taken is also well illustrated by the different effect of the open-market 
operations in 1923 and in 1924. 
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In 1923 when the Federal reserve banks sold Government securities 
the member banks borrowed the equivalent amount through redis
counts. The total of reserve-bank credit remained constant. There 
was a compensating influence, and it left the total of reserve-bank 
credit practically unchanged. 

In the first part of 1924 you will notice the effect of the purchasing 
of Government securities. The increase in that purchasing carried 
with it a corresponding reduction of volume of discount from mem
ber banks, but the quality was the same. About that time the doctrine 
became well established that, if open-market operations are carried 
to the point where member banks are no longer in debt, in the broad 
sense, further purchase of Government securities can become a net 
addition, because there is nothing left to offset it in the way of 
reduction. 

Mr. STRONG. What would be the condition throughout the country 
if that condition prevailed? 

Mr. STEWART. In 1924, before the crop in the West thawed out 
the frozen loans, there was a considerable amount of indebtedness 
in the interior, but in the financial centers, particularly in New 
York, the member-bank borrowings were reduced to a very low level, 
with the result that since the open-market operations took place in 
New York, with the net addition to total of reserve bank credit, 
which could not be offset except by a repayment by member banks, 
it took a considerable length of time for these open-market credits 
to filter out into the interior. Consequently, with the addition of 
another $100,000,000 of open market holdings in the latter half of 
1924, with the member banks out of debt, there was a different effect. 

Mr. STRONG. What effect did it have ? 
Mr. STEWART. Of adding to the reserve balances of member banks. 

All purchases of open-market securities, in the first instance, added 
to the reserve balances of member banks, but as long as they were in 
debt they were using part of that balance to repay their indebtedness. 

Mr. STRONG. What effect did that have on commerce and business? 
Mr. STEWART. T O ease the.money market and increase the demand 

for investment securities. That was the effect in 1924. 
The CHAIRMAN. The situation you just recited would indicate that 

the Federal reserve system would be without earning assets to meet 
its running expenses if the banks were not to rediscount. Would it 
not force the reserve banks, in order to have sufficient earning assets 
to carry the expense of operation, to buy Government bonds or open-
market paper? 

Mr. STEWART. NO, sir. That reduction would not have taken 
place if these purchases had not been made. 

The CHAIRMAN. The earning assets of the bank would be com
posed of Government securities and open-market paper ? 

Mr. STEWART. Take the situation in 1924. If there had not been 
this purchase of Government securities, the total of earned assets 
would have remained just the.same and, as near as you can make an 
estimate, the entire purchase of $500,000,000 added less than $100,-
000,000 to the total of earned assets of the reserve bank. 

The CHAIRMAN. The availability of Government securities and 
open-market paper permits the board to follow that policy? 

Mr. STEWART. I t makes it possible to pursue the open-market 
policy. 
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Mr. WINGO. If the Federal Reserve Board recognized and gov
erned their actions by the fact that the same factors under different 
circumstances at two different times would have different effects, 
that would not lay them open to the charge of having no policy ? 

Mr. STEWART. NO, sir. 
Mr. WINGO. That is what was meant, I think, by the writer of 

the article the chairman read this morning. He was stating what 
you have stated: That the same factors, like the influx of gold, under 
a wholly different set of circumstances, would have to be handled in 
a wholly different way. 

Mr. STEWART. Yes, sir. 
Mr. WINGO. That is a policy within itself. 
Mr. STEWART. Yes, sir. I have felt that the frequently repeated 

statement that the Federal Reserve Board has no policy was based 
upon the fact that it has made no declaration of intention. I do not 
regard a policy as a declaration of intention. Consistency and con
tinuity of action does not require a declaration of purpose, though 
it does require the exercise of judgment and the realization that 
action in one set of circumstances may bring a different result than 
upon another. 

Mr. WINGO. The charge that they have no policy is based upon a 
lack of information about what they do. 

Mr. STEWART. And a misconception of what policy consists of. 
Mr. WINGO. You do not think the Federal Reserve Board ought 

to be charged with such things on lack of information of other 
people, any more than Congress should ? 

Mr. STEWART. That sounds reasonable. 
Mr. BEEDY. Probably the failure to misconceive the technical defi

nition of " policy." 
Mr. WINGO. Frequently people do not have information about 

what Congress is doing, and if they had they might take a different 
view of the situation. 

Mr. STEWART. The reduction in open-market securities after the 
autumn of 1924 had a still different effect. A reduction of $250,-
000,000 of open-market securities brought a corresponding return 
flow of currency. The seasonal demand for currency, which began 
in August, amounted to $250,000,000 or $300,000,000. That led the 
reserve bank to reduce their holdings of Government securities. 

Mr. STEVENSON. Some two or three years ago, when there seemed 
to be a surplus of gold, the policy seemed to be to issue gold cer
tificates, and these went into circulation. Of course, that withdrew 
that gold from the free gold. I t was not available then as a basis 
of Federal reserve notes. What effect did that have, and what was 
the purpose of that ? 

Mr. STEWART. The effect upon the total money in circulation was 
nil. The effect upon the volume of Federal reserve notes outstand
ing was to reduce them to increase the amount of gold certificates in 
circulation. The effect upon the gold holdings of the Federal reserve 
bank was to reduce them. 

Mr. STEVENSON. I t reduced the gold reserves of the Federal reserve 
banks ? 

Mr. STEWART. Yes; but did not affect the member banks' credit in 
any way. 

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



760 STABILIZATION 

Mr. STEVENSON. If it became necessary to increase the free gold 
reserve, all they had to do was to exchange Federal reserve notes for 
the gold certificates? 

Mr. STEWART. Yes, sir. 
Mr. STEVENSON. That tends to minimize the danger of overexten

sion of credit, because of the very large free gold reserve. 
Mr. STEWART. I t affected the reserve ratio to some extent. 
Mr. WINGO. What effect on the credit situation did that large 

floating supply of short-term Government securities have? 
Mr. STEWART. The Treasury certificates of indebtedness were held 

very largely by corporations who acquired them for the purpose of 
making tax payments. So far as the reserve policy is concerned, it 
is the policy of reserve banks to buy certificates in open market 
rather than Government bonds. 

Mr. WINGO. The net effect is that it absorbs the investment of 
capital which would be absorbed by bonds just the same as short-
term certificates. 

Mr. STEWART. T O the extent that the Federal Government reduces 
its indebtedness and makes available funds for purchase of other 
types of investments. 

The CHAIRMAN. D O you consider it necessary that the Federal 
reserve banks should resort to those short-time Government notes 
in order to carry out their policy? 

Mr. STEWART. They have a distinct advantage as against bonds 
because of the closeness of maturity, and they are not subject to the 
fluctuation which long-term Government bonds might be subject to 
if bought at one time and sold at another. 

The CHAIRMAN. Does not the fact that they are readily accessible 
affect the situation ? 

Mr. STEWART. I t is the existence of these Government securities 
which makes possible the open-market operations of the Federal 
reserve system. 

The CHAIRMAN. Not only are these bonds available to Federal 
reserve banks but to large member banks, particularly in New York 
City, where many such transactions took place. And it permits of 
fluctuation back and forth with the large member banks? 

Mr. STEWART. Their purchase and sale of Government securities 
under repurchase agreement is a short-time method of adjusting the 
money market, but the Federal reserve bank does not sell acceptances. 
They are held until maturity. 

The CHAIRMAN. I S it not a fact that the New York banks, because 
that is the center where the money market is most active, have 
during their operation and since the creation of the Federal reserve 
system resolved themselves into more liquid institutions than they 
were before? 

Mr. STEWART. They can make themselves more liquid under the 
Federal reserve system. 

The CHAIRMAN. That permits concentration of liquid credit in 
New York City that does not exist anywhere else in the United 
States, does it not ? 

Mr. STEWART. I do not know that it permits it. I t is a situation 
that was established before the Federal reserve system was organ
ized. I rather think it is inherent in the nature of credit that cen-
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tral markets are developed to which funds flow and from which 
they can be taken away. I t is true of all financial systems in the 
world. And the extent of this concentration, no doubt, was in
fluenced by banking developments. But that the Federal reserve 
system, because of the large operations in New York, has made a 
greater concentration I do not think you can show. 

The CHAIRMAN. By this independence on the par t of the large 
member banks in New York, which is due because of the fact that 
all of their assets are liquid, they can to a considerable extent con
trol the money situation. They can also control the member bank 
balances, which are the balances raised and kept by member banks 
and other banks throughout the country in excess of their legal 
requirements. I t places great power in the hands of those banks 
because of that fact. The point I was getting at was whether con
trol by member banks was not a greater control over credit than the 
Federal reserve banks have. 

Mr. STEWART. I t seems to me that the member banks of New York, 
however powerful they may be, must respond to the definite pres
sure upon them. If there is an export demand for gold, they must 
meet it. If there is a demand* from interior banks for the return 
of their balances, as there was in 1925, they must meet that demand. 
Their policy has to be adjusted to that situation. They must meet 
those demands either by a sale of their securities, calling of their 
loans, or by borrowing at the reserve banks. Experience shows that 
they do all those things, and to the extent that they borrow at the 
Federal reserve bank they feel under pressure to get out. An increase 
in this burden of indebtedness is frequently more important than the 
discount rate in its influence on the New York money market. 

The CHAIRMAN. A S a matter of fact, the responsibility is really 
greater on those member banks than on the Federal reserve system. 

Mr. STEWART. I think the difference between the responsibility is 
that the member bank must keep its own assets in such shape that it 
can meet the legal demands, or it must go to the reserve bank; and if 
it goes there, the reserve bank must extend it time to adjust its con
dition to repay that indebtedness. The Federal reserve system, it 
seems to me, has a wider and somewhat different type of responsi
bility in respect to the credit situation. 

The CHAIRMAN. New York is the most sensitive spot in the United 
States to reflect the foreign attitude. 

Mr. STEWART. That is right. I t is the point of contact with the 
foreign situation and the center of our own financial system. 

The CHAIRMAN. HOW is that reflected in the decisions of the 
board? How is that foreign contact reflected in those decisions? 

Mr. STEWART. YOU mean in a given transaction ? 
The CHAIRMAN. Yes. How does that information get to the 

Federal Eeserve Board to enable them to make decisions? 
Mr. STEWART. The New York Eeserve Bank is the point of con

tact with foreign affairs, in the first instance, and these matters all 
come before the officers of the New York bank. If it involves a 
question of reserve-system policy, the governor of the New York 
bank will present the matter to the Federal Reserve Board. 

The CHAIRMAN. A S the governor of the reserve bank or chairman 
of the open market committee ? 
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Mr. STEWART. As governor of the Reserve Bank of New York* 
If it is a transaction where it seems to be desirable to protect what
ever transaction might result from it, then perhaps the functions as 
chairman of the open market committee, for the committee to make 
recommendations to the Federal Reserve Board. 

The CHAIRMAN. Were you present the other day when Professor 
Sprague made his statement before the committee ? 

Mr. STEWART. Yes, sir. 
The CHAIRMAN. Can you refer to that portion of his statement 

in which he suggested that the New York bank was the major bank 
of the system ? That statement was no doubt influenced by the very 
thing we are discussing here, that the very necessities of the situa
tion, such as we have been discussing, make the New York bank the 
principal bank of all of the 12 banks of the Federal reserve system. 

Mr. STEWART. Yes, sir. The disposition to minimize the im
portance of the New York money market and to understate the 
importance of the New York Reserve Bank seems to me an ostrich
like performance. I feel that the credit system and the banking 
system of the country center in the New York money market; that 
the use to which the funds which flow from all over the country to 
that market is put depends upon the character of the New York 
money market, and that the chief problem before the Federal reserve 
system is to work out a technique to protect itself from a misuse of 
reserve bank funds in the New York market. 

Mr. BEEDY. The last question was a bit confusing to me, in which 
the chairman spoke of the great responsibility resting on the member 
banks, greater than on the reserve system. They are part of the 
system ? 

Mr. STEWART. Yes, sir. 
Mr. BEEDY. Did you mean, Mr. Chairman, a greater responsibility 

than rests on the Federal Reserve Board ? 
The CHAIRMAN. The member banks are simply stockholders in the 

Federal reserve bank. 
Mr. BEEDY. Exactly. 
The CHAIRMAN. And they are conducting banking operations in 

addition to being stockholders of the Federal reserve bank. 
Without objection, we will recess until 2 o'clock. 
(Whereupon, at 12.30 p. m., a recess was taken until 2 p. m.) 

AFTER RECESS 

The hearings were resumed at 2 o'clock p. m., at the conclusion of 
the noon recess. 

The CHAIRMAN. The committee will come to order. Mr. Stewart, 
we will be glad to hear from you further. I might say at this mo
ment that there has been a rather rapid fire of questions which have 
been bunched and many of them, perhaps, you have not answered. 
If you can answer any of those that come to your mind now, I sug
gest you do so, and the others you may answer when you revise the 
minutes of the hearings. Any questions that you find you have not 
answered it would please the committee if you will answer them in 
your extensions. I t is the information that the committee is after 
and we value very highly your testimony on the subject, and we want 
to get as much from you as we can. And I hope, as you proceed, 
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you will be perfectly frank, as I know you have been this morning, 
and discuss with us any angle not brought out by the questions that 
have been asked you. 

STATEMENT OF W. W. STEWAKT—Continued 

Mr. STEW^ART. I should like nothing better than to have the oppor
tunity of talking fully and frankly without any reservations. 

A number of questions asked this morning had to do with the 
Federal reserve policy and the extent to which the Federal reserve 
policy can be made to influence prices and I thought, by grouping 
the discussion around that general heading, I might answer a num
ber of the questions asked. 

The comments thus far have been intended chiefly to indicate what 
the actual course of prices has been over this recent period and some 
of the more important factors that have influenced that movement; 
in broad outline, what the Federal reserve policy during the period 
has been and to what extent the Federal reserve policy has been a 
factor in stabilizing the prices over that period. 

I feel that any worth-while discussion of Federal reserve policy 
that undertakes to be broad has to begin with recognizing that there 
must be some goal or some general aim which the system has in mind 
to accomplish. There seems to be in this proposal the suggestion 
that the aim should be to stabilize the general level of commodity 
prices. I would be inclined to state the aim and responsibility of the 
Federal reserve system somewhat differently. I would say that the 
responsibility that rests upon central banks abroad and the Federal 
reserve system in this country is primarily one of maintenance of 
sound credit conditions. I realize that the term " sound credit con
ditions " is a vague one, and so I feel some necessity of defining what 
I mean and of raising the question whether or not the movement of 
prices is a satisfactory test in itself as to whether credit conditions 
are sound. What is meant by sound credit conditions depends on 
what one regards the sound functions of credit to be. The function 
of commercial uses of credit is simply to facilitate the production 
and the marketing of commodities with the maintenance of adequate 
stocks of commodities in order that the marketing may be orderly. 

The CHAIRMAN. DO you distinguish between production credit 
and consumption credit? 

Mr. STEWART. TO the extent that marketing is facilitated by con
sumption credit, and it is sound consumption credit that fits into the 
definition of the function of credit. I am for the moment deliber
ately leaving aside all that portion of credit which has to do pri
marily with investment and financial operations and confining the 
discussion to the uses in commercial credit. 

To test whether or not the credit condition is sound, one lias to 
begin by determining the volume of production, and whether or not 
that production is moving promptly through the channels of dis
tribution and whether or not inventories are accumulating. I can 
see, as an example, a situation where prices may not be advancing, 
but, on the other hand, declining, yet inventories of commodities 
were accumulating, and where, if additional credit were granted, it 
would be used for the purpose of adding to the stock, and would 
mean simply encouraging the accumulation of additional stocks. 
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The CHAIRMAN. Commercial credit is the class of credit where the 
Federal reserve system enters principally, is it not? 

Mr. STEWART. I t is the type of paper presented chiefly to the Fed
eral reserve. Any credit situation, whatever prices may be doing, 
which makes it possible to accumulate a stock of goods and still 
continue production undiminished, is simply laying up trouble for 
the future. Instead of this constituting a healthy credit- situation 
it develops rapidly into an unsound credit and business situation. 
So that rather than use the price index as a test or as an indicator 
of Federal reserve credit policy, I would prefer to know what the 
inventories were and whether or not production was moving 
promptly into distribution. 

The CHAIRMAN. I S not, in your judgment, the credit production 
situation affected by the security market credit situation and the 
consumptive credit situation? I n other words, if there was a sur
plus or shortage in either one, i t affects the credit situation for pro
duction, so that they are all interrelated. If there was a shortage 
of credit, it might interfere with orderly marketing. Do you think 
the Federal reserve control that can be exercised over credit gener
ally is sufficient to control consumption and speculative credit? 

Mr. STEWART. I do not; nor do I believe that the influence of the 
entire member banks over the credit situation is sufficient to control, 
in the sense of stabilizing, the level of production and prices. 

The CHAIRMAN. YOU recognize, of course, that great influence, out
side of the control of the Federal reserve system, of bank balances 
in New York City and elsewhere, either member banks or other 
banks ? 

Mr. STEWART. Yes, sir. Those balances run at about a billion 
dollars—the out-of-town balances carried by the banks in the city 
of New York. The lowest amount of deposits due to banks during 
the past five years was $800,000,000, and they are now about 
$1,000,000,000. These balances are maintained because of the neces
sity of making exchanges and drawing drafts by the interior banks, 
and are probably not subject to much further reduction. 

The CHAIRMAN. Contrasted with the legal reserve balances in the 
New York banks, it is how much? 

Mr. STEWART. The New York banks now have about $900,000,000 
of reserve balances at the Federal reserve bank. 

The CHAIRMAN. SO that the surplus balances of banks other than 
Federal reserve legal reserves are reserves in excess of the legal 
reserves ? 

Mr. STEWART. Yes. These bankers' balances in New York City 
banks are maintained by interior banks, particularly the nonmember 
banks, and represents a portion of the legal reserve of nonmember 
banks. 

The CHAIRMAN. Is there any difference, in your judgment, of the 
influence of those independent reserves over and above the legal 
reserves in the Federal reserve bank—I mean in connection with 
the market? 

Mr. STEWART. T<he required balance at the Federal reserve bank 
as against the balances kept by other banks with the member banks ? 

The CHAIRMAN. Yes. 
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Mr. STEWART. There is a very important difference. You can have 
an increase or decrease in these balances carried by the out-of-town 
banks in New York without having any influence on the Federal 
Keserve Bank of New York. A member bank's reserve balance is 
the decisive point of contact between the money market and the 
Federal reserve system. The difference is between the Federal 
reserve bank funds and member bank funds, and it is the beginning 
of wisdom in banking to distinguish between the Federal reserve 
dollar and the member dollar. We frequently think of them as 
being interchangeable. They are entirely different. The problem 
of building up a balance in the Federal reserve bank of $10,000,000 
is different from building it up with the member banks, because 
you can shift your balances among the member banks. For banks 
in the aggregate to establish a credit in the Federal reserve bank 
they must bring in gold or currency or borrow. So the two different 
types of credit are quite different. 

The CHAIRMAN. The use of the surplus reserves of the member 
banks or other banks kept in New York has considerable effect on 
the market, has it not? 

Mr. STEWART. Yes. For example, in 1924, when money rates were 
low, the interior banks left their funds on balance with the New 
York banks and received interest on their deposits. As the call-loan 
rate advance they converted those balances directly into loans on 
securities. That did not alter the amount of money in the New York 
market, but it decreased bankers' balances and shifted the call 
loan from the New York City bank to the interior bank. 

The CHAIRMAN. That distributed into the speculative market what
ever funds were segregated? 

Mr. STEWTART. I do not think that single transaction affected the 
total speculative funds at all. The New York bank that was carrying 
that balance was probably already making loans on the street, so that 
when the balance was converted by the interior bank into a loan, it 
meant the New York bank reduced its loan. 

The CHAIRMAN. SO a person trying to find what is done with these 
surplus bank funds in New York is entirely at sea as to the uses being 
made of that money ? 

Mr. STEWART. Not if he has digested the wealth of statistical infor
mation available now. Beginning in 1920 the Federal reserve system 
collected figures showing for the member banks in each Federal 
reserve bank city the balance due to other banks, and these figures 
are now published in the weekly statement of reporting member 
banks. The rate of increase and improvement in banking statistics, 
however, has gone on very much more rapidly than have the interpre
tation and understanding of them. 

The CHAIRMAN. I S there any difference between loaning surplus 
reserves for actual business requirements in production and in placing 
that money in broker's loans? 

Mr. STEWART. Yes; of course. The demand for credit for com
mercial purposes, however, will always have first call on banking 
credits. 

The CHAIRMAN. You think that is true in the New York City 
banks carrying these excess reserves of country member banks ? 

Mr. STEWART. Yes, sir; and I think it is true of banks throughout 
the country. For one reason, it involves the relation between the 
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bank and the line-of-credit customers, and, secondly, the loan usually 
yields a better rate of return than the call loan. 

The CHAIRMAN. YOU do hot think open-market paper or loans on 
securities, being so much more liquid and devoid of the elements of 
risk incident to business paper, that that kind of paper is more 
attractive to those banks? And such investment in open-market 
paper is thus depriving industry and business from its opportunity 
to get that money when needed on equal terms with brokers' loans ? 

Mr. STEWART. I think any well-managed bank, in addition to the 
loans to customers, would undertake to have some money in liquid 
loans—call loans, etc. I think in the last four or five years the 
growth of brokers' loans has not been at the expense of credit avail
able for commercial purposes. 

The CHAIRMAN. With financing carried on in the magnitude it 
has been carried on in New York City and the fact that New York 
is the central market, do you think they are serving the business and 
commercial needs of the country as well by investing in that char
acter of loans ? 

Mr. STEWTART. I think the use of credit in the securities market, 
in view of the general organization of credit and banking, is a 
legitimate use. 

The CHAIRMAN. I was not questioning that. The point involved 
is whether or not there is an undue amount of available credit being 
consumed in the investment field in financial operations in New York 
that were not really, in the first instance, productive or used for 
productive purposes. Of course, I realize that in financing the 
class of loans to which I have referred, and which you understand, 
more or less of that money really is going into production, but 
through the investment in capital rather than the use of bank credit. 

Mr. STEWART. In considering bank credit it is seldom realized that 
of the $30,000,000,000 in member-bank loans and investments about 
one-half represents either loans on securities or investments direct. 
We are in the habit of thinking of our banks as a commercial bank 
system, but they have either loans on investments or investments 
to the extent of about one-half of their total resources. 

The CHAIRMAN. YOU do no think that loans to the brokers have 
gotten into the Federal reserve system to the extent of diverting 
money into investment rather than in serving commercial and indus
trial needs of the country ? 

Mr. STEWART. NO. The interest of the Federal reserve in the ques
tion of the use of credit for carrying securities arises from two con
siderations. If it became evident that the demand for credit for 
financing securities was encroaching upon the available supply of 
credit for other purposes and bidding up the rate against commerce, 
then I think the Federal reserve would have a legitimate interest 
in saying, "Here is a use of credit which is at the expense of 
commercial purposes." 

The second consideration would arise if it became clear that a 
further growth in brokers' loans could take place only through the 
use of Federal reserve credit. To permit the use of Federal reserve 
credit to support a boom on the stock market is not sound policy. 

The CHAIRMAN. I S the amount of credit used by one or the other 
a subject of close study and one of the factors that enter into the 
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consideration which the Federal Kesetfve Board gives to those 
matters ? 

Mr. STEWART. In this sense: The board has regular weekly reports 
which divide the loans of reporting member banks into loans or 
securities and those largely commercial in character; so that it is 
possible to test out the growth in demand for credit from each of 
those two sources, and the question both of volume and general use 
are questions which have a bearing on the soundness of the situation. 

There is one other point that I want to make in connection with 
the test of the soundness of the credit situation. After a prolonged 
period of abundance of credit at relatively low rates you are likely 
to find one enterprise after another that is financed ordinarily by 
men with less managerial ability, with less capital of their own, and 
consequently at an increasing risk. Thus the quality of credit be
comes poorer and poorer. 

Mr. CANFIELD. At what time is that most likely to happen ? 
Mr. STEWART. Either in a period of rising prices or during a period 

of falling prices; for instance, in a combination of circumstances 
such as occurred in 1923, where you have evidence of inventories 
accumulating, prices rising, bidding up of wages, and further de
mands for credit. But it is equally true that such conditions as 
those of 1924, with prices declining and production declining and 
stocks accumulating, raise the question whether or not a reduction 
of the discount rate and an increase in open-market operations-
will contribute to an easing of the situation or merely aggravate the 
situation. In general, my feeling is that the only safe guide for a 
Federal reserve policy is to keep its eye on the credit situation and 
that prices and their movement have a bearing on that problem 
partly because they serve as an indicator of what is happening in 
the credit situation. But production, employment, pay roll, money 
rates, retail trade, wholesale trade, inventories, commercial loans— 
all have their meaning from the standpoint of the Federal reserve 
policy on the credit situation. Any attempt to extend the responsi
bilities of the Federal reserve system to include a wider and more 
difficult field, such as attempts at price stabilization, I think the 
Federal reserve ought not to accept, because I think the power of 
the Federal reserve and the responsibility of the Federal reserve is 
to the credit situation. 

Mr. GOLDSBOROUGH. You think the power and responibility are 
where Congress placed it, do you not? 

Mr. STEWART. I think the power to place it would be legally in 
the Congress. I think the responsibility, economically, to carry it 
out, would be far beyond the Federal reserve's ability. 

Mr. GOLDSBOROUGH. What you have in mind is not a question of 
whether or not the Federal reserve has the power or could be given 
the power, but whether it should be. 

Mr. STEWART. I am not sure we are using the word " power " in 
the same sense. 

Mr. GOLDSBOROUGH. Your idea is that the Federal reserve system 
can be more helpful to the country as a whole or in employing its 
powers it now has and should be given in controlling and regulating 
the credit situation rather than regulating price levels—is not 
that it? 
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Mr. STEWART. If you mean give them recognized legal authority 
to use such powers as they have, of course I recognize that Congress 
can do that. If you mean that action by Congress will give the 
reserve system the power to do what Congress might expect them to 
do, meaning to stabilize prices, I do question it very much. I think 
it is not possible to do that. 

The CHAIRMAN. D O you think, in the creation of the Federal re
serve act, they have already directed the Federal Reserve Board in 
that particular ? 

Mr. STEWART. I have not understood so. I thought the purpose 
of this discussion was whether or not an amendment should be made 
to the act to direct them to use their powers for that purpose. 

The CHAIRMAN. If I understand these hearings, they would seem 
to indicate that the Federal Reserve Board was doing that. The 
point I was getting at is, Are they doing it with or without authority 
of law, and if with authority of iaw, where was the authority given ? 

Mr. STEWART. I have only heard a portion of the hearings. I 
heard chiefly Governor Strong's testimony. I have the feeling that 
when reference was made to the fact that the price index was one of 
the things considered by the board in the discussions of policy it left 
the impression the board was assuming an attitude with reference 
to the stabilizing of prices. My own interpretation is that they have 
not exercised their powers to stabilize prices, nor have they the power 
to stabilize prices. 

Mr. GOLDSBOROUGH. The question is not whether they have power, 
but whether they should be given the power and directed to do i t ; 
whether or not it is a matter in the interest of public policy to do i t ; 
whether it is wise or not. 

Mr. STEWART. I am using the word " power " in its economic sense. 
I think they have not the power to do it in that sense. 

Mr. GOLDSBOROUGH. YOU do not think they could do it ? 
Mr. STEWART. NO, sir. 
The CHAIRMAN. YOU referred to several elements that entered into 

the board's decision. 
Mr. STEWART. I was referring to the index of prices as one of the 

indicators of the credit situation. 
The CHAIRMAN. D O you see any objection to directing particular 

attention to the price index as the one outstanding feature in the 
consideration that they give or in their directing them to emphasize 
the price index ? 

Mr. STEWART. I have had that question rather concretely before me 
during my experience on the staff of the board. From time to time 
these indexes, which have great variety and some complexity, are 
presented to the board, and the question of the proper interpreta
tion to place upon so complex and variegated set of material arises. 
There have been attempts made from time to time to put together 
the elements into a single index, a reasonably safe and simple guide. 
The danger in such procedure is that it would simplify the problem 
to the point of obscuring the fact that, in each situation, these ele
ments mean different things. I feel the same way about the price 
index. If one emphasized the price index it would tend to diminish 
the importance of other elements. If the board not only accepted it 
as a guide, but as a test, instead of it being a wholesome influence 
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Upon either the administrative mind of the system or the public, I 
think it would be unwholesome and misleading. 

Mr. GOLDSBOROTJGH. As a matter of fact, let us assume that you 
have, for six months, a comparatively stable index, and then the 
index number begins to rise, and then the Federal Reserve Board, 
exercising such powers as it has, in its open market operations and 
through its discount rate, to restrict the volume of credit so as to 
bring that index number down to where it has been for a given 
six months 

Mr. STEWART. YOU are making an assumption as to results that I 
am not willing to accept. 

Mr. GOLDSBOROTJGH. I know you are not, but the difference between 
you and me is th is : That your assumptions are based, as I see it, 
on a great many elements which have been introduced by virtue of 
letting the situation get away from you. My conception is that if 
this inflation is stopped at its inception, that the other factors, such 
as frozen credits or what not, will never enter into the situation 
at all. 

Mr. STEWART. Let me turn the question around a little. Without 
making predictions, let us assume there is a recession of building 
activity, with some 2,000,000 men engaged directly and, say, 2,000,000 
engaged indirectly. That this carries with it some unemployment 
in the production of automobiles. Let us further assume that the 
crops turn out sufficiently large to enable us to make large exports, 
but because of certain disturbances in Europe, and the lack of for
eign confidence in investments, there develops a sagging tendency 
in the general level of commodity prices. What is there that the 
Federal reserve system can do? Suppose, for instance, these prices 
move off 5 per cent. As I understand it, those who favor the pro
posal before the committee believe that by a change of the discount 
rate or by open-market operations, the international price level will 
be given stability. We are not talking about the price level in the 
United States, for when we speak of the gold price level we are 
talking about the international price level. I believe that in such 
a situation an increase or decrease of a small percentage in the dis
count rates will have little bearing on the price situation. 

Mr. GOLDSBOROTJGH. The difficulty is that all through your testi
mony you have inferentially admitted the very distinct relation 
between the volume of credit and the price level. Now, as I under
stand you, your statement is that the relation is too slight to be 
significant. 

Mr. STEWART. TO be decisive. Perhaps it would be better to 
expand my statement somewhat in order to indicate the variety of 
credit movements that may take place on a rise and fall of prices of 
differing degrees. I am perfectly sure you can not have a 50 per 
cent increase in the price level in this country without a demand on 
the banks for credit, an increase of demand for currency, and larger 
borrowings at Federal reserve banks. In such a situation the reserve 
system, if it acted promptly, could exercise some control. I t is also 
clear to be that with a continued and considerable price decline month 
by month, that as the recession took place currency would come in 
from circulation, member banks would have smaller demands for 
credit, and the reserve banks would be out of touch with the situation 
and have a diminishing control as prices declined. 
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Mr. GOLDSBOROUGH. What you mean is the reserve system can 
measurably prevent an increase, but it can not prevent a deflation ojE 
prices which comes at a time when production is stagnated. All 
right. Now, then, the question which arises is this, whether it is 
possible to regulate your volume of production so as to prevent that 
very stagnation and so as to keep within the powers of the system 
the control over the period of deflation. So it resolves itself, as I 
see it, into a question of whether or not it is practical and wise and 
economically sound to try to regulate this price level and for the 
Federal Eeserve Board so to regulate its various operations as to 
prevent overproduction. What do you think about that? 

Mr. STEWART. In other words, you shift the matter from the stabi
lization of prices to the stabilization of production and employment. 
I think I will have to come back again to the question of the uses of 
credit in the facilitating of production and distribution and the vary
ing conditions that affect the markets in a nation of, 100,000,000 
people carrying on a very large domestic and foreign trade. 

Mr. GOLDSBOROUGH. May I interrupt you there ? 
Mr. STEWART. Yes. 
Mr. GOLDSBOROUGH. I would like to say, because I do not want to 

be misunderstood as I may have been in the past—I have always 
felt that the primary benefit to be accomplished by stabilization was 
to halt periods of unhealthy inflation, which, of course, of necessity 
would interfere with the demoralizing deflation which follows, and 
that is the thing that I have always had in mind as a paramount 
consideration and not the simple question of the stabilization of 
prices, which I thought would follow along and be a necessary 
incident. 

Mr. STEWART.* In the discussion of periods of very marked price 
advances we are apt to overlook conditions which prevailed during 
that time. Production usually booms when governments are at war 
and prices inflate when governments pursue unsound fiscal policies. 
The degree of price fluctuations which have taken place in this 
country or other countries in peace time and when the world was on 
a gold standard and governments are pursuing sound fiscal policies 
have been relatively small. The more important question is this : 
To what extent, by an addition to credits at a time when prices are 
declining, not as an aftermath of war inflation but of maladjust
ments in business, can you cure the causes which lay back of declin
ing prices? My point is that in such circumstances you take a 
chance of aggravating the very causes which are responsible for the 
declining prices. If stocks are accumulating and the mood in the 
community is speculative, then an attempt to use credit for the 
purpose of stabilizing prices is more likely to aggravate the causes 
responsible for the movement in prices. In instances where produc
tion has been proceeding at a rapid rate and prices decline and stocks 
accumulate, to pursue a policy of easing the money market simply 
makes possible a piling up on the shelves of inventories. To use the 
price index as a guide would tend to make credit conditions in
creasingly unsound. 

Mr. GOLDSBOROUGH. The question is to prevent that accumulation of 
stocks by restricting the credit at the proper time. 
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Mr. STEWAJRT. The advocates of stabilization, as far as I have 
heard them, begin by assuming they can eliminate inflation, or control 
inflation, and so prevent deflation. Thus the control over the price 
decline lies back in the period of rise. 

Mr. GOLDSBOROUGH. I fully agree with you that, after the goods 
have accumulated, you have created an impossible economic situation. 

Mr. STEWART. But the assumed ability to control price inflation 
rests upon a belief in the nicety of adjustment between the volume of 
credit and the volume of production and trade which does not exist. 

Mr. WINGO. Are you talking about the production of manufactured 
articles or of agricultural products ? 

Mr. STEWART. I should like to include both. 
Mr. WINGO. I want to know, in order to follow you gentlemen. If 

you will let the Federal Reserve Board determine whether the cotton 
crop shall be large or small and whether the yield will be large per 
acre or small, you may be able to accomplish price control, but I have 
an old-fashioned idea that the size of the cotton crop has something 
to do with the prices we get and is entirely outside of beneficent Gov
ernment boards. 

Mr. STEWART. My feeling is, in general, such a proposal of price 
stabilization underestimates the amount of uncertainty which always 
exists. Business men take risks. I t is unfortunate they have to take 
added risks in connection with the prices which they will receive for 
their products. But to assume that declining prices, which are, after 
all, largely a readjustment to take care of the mistakes made previ
ously, can be overcome by an additional extension of credit is more 
likely to add to the difficulties in the situation rather than to cure it. 

Mr. WINGO. Manufactured products can be controlled, but take 
the cotton situation. I am not referring to that for any farm relief. 
I am referring to i t as a good illustration. Cotton is a matter that 
affects considerably our foreign trade. The cotton farmer has been 
urged to reduce his acreage. I doubt if he will listen to that advice.' 
The cotton-mill men are being told to reduce their production and 
are doing it. I see it in the South Atlantic seaboard cotton mills, 
where they have agreed to curtail production 25 per cent. The 
cotton-mill men who will produce the manufactured goods are well 
organized. They see what is coming. They will curtail their pro
duction. If we knew that the cotton farmer is going to curtail his 
production, then you can anticipate and shape a credit course and 
open-market operations with an idea that you will have a certain 
reasonable degree of; balance between demand and supply next year 
in cotton. You have the question, first, of whether or not the farmer 
will curtail his acreage. If he does not, then you have the question 
of a bad crop and boll weevil. Those are things you can not antici
pate very far in advance. And, after all, the best stabilizing in
fluence is for those who are in charge of production and distribution 
of all commodities at all times to govern their actions by sound 
economic laws and to trust to good judgment to meet the constantly 
changing factors. Is not that so ? 

Mr. STEWART. I think that is the only basis in the long run. 
Mr. WINGO. DO you not think that is better than having a govern

mental board, however wise and patriotic ? Would it not be danger
ous if the country were led to believe, especially the producers of this 
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Nation, that Congress, by legislative decree and by grant of powers 
to any board, would be able, by that control of that one factor, to 
regulate all of, our economic life and prevent disaster or unevenness 
or inequalities? Do you not think that is so? 

Mr. STEWART. If the country were led to believe in that, I think a 
considerable disappointment would follow. 

Mr. GOLDSBOROUGH. There has never been anything offered in this 
committee, since I have been a member of it, that proposed anything 
of that kind. 

Mr. WINGO. Why, that was the idea—to give the Federal Reserve 
Board authority to do it. The question was to find out what addi
tional powers were necessary to enable Mr. Pia t t and the other 
members of the board to sit here on the watchtowers of credit and 
pull the levers one way or another, like in a railroad tower and have 
everything run on the right track with no smash-ups. 

The CHAIRMAN. What would be the effect on the United States 
and on the world generally—would it affect the general policy of 
the board if we should pass the Strong bill or the Goldsborough bill, 
or both ? 

Mr. STEWART. May I confine myself to the Strong bill for the 
moment? I think the immediate effect would be to create abroad a 
feeling that the country which now has practically 50 per cent of 
the monetary gold had been given a mandate by Congress to see 
to it that the international price level was maintained at about the 
present level. Those who believe in managed currencies would 
regard it as a great achievement; those who put their faith in the 
gold standard would regard it as unsound. 

In the United States it would hold forth the false hope that, based 
upon the experiences between 1922 and 1926, the Federal reserve 
system would stabilize the price level. The system could not do i t 
in the future and has not done it in the past. 

Mr. GOLDSBOROUGH. Certainly all the testimony has shown that 
the system did. 

Mr. STEWART. My testimony has not. 
Mr. GOLDSBOROUGH. Governor Strong's testimony did 
Mr. STEWART. The third effect and the more serious in some ways 

would be the effect upon the administration of the Federal reserve 
system itself. The effect inside of the Federal reserve system 
would be that they had now definite instructions as to what would 
be the test of the success of their policy; that they were on notice 
and should pursue such policies as to keep prices within relatively 
narrow limits of fluctuations, and that they should change their 
discount rates and open-market operations with a view to keeping 
prices within a fairly constant range. The effect of this on the 
formulation of policy in the Federal reserve system would be bad 
because I believe it would result in less attention being given to 
other factors which are at least equally important as prices as an 
indicator of what policy ought to be. 

Mr. STRONG. What would they be? 
Mr. STEWART. I was referring to the other guides that could be 

tests of the soundness of credit; whether or not abundance of credit 
had led to the point where there were unsound enterprises being 
financed with weak managerial ability and inadequate capital; 
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whether or not inventories were piling u p ; whether the stage had 
been reached where production could not be marketed at existing 
prices. 

Furthermore, in the public mind there would be a considerable 
amount of misinterpretation, and during the time that circumstances 
were working with the Federal reserve, as they have to a considerable 
degree during the last two years, the public would give its approval— 
" th is is fine." Later a time would come when circumstances were 
working against the Federal reserve and when the Federal reserve 
was out of touch with the credit situation, and when the forces out
side working against it would be more important than the powers 
of the Federal reserve system. Then the public would expect the 
Federal reserve to intervene in a situation where it had no control, 
where the natural forces at work were more important than the 
legislative enactment. 

The CHAIRMAN. Collaterally to that, the Federal reserve system is 
more effective when its member banks are borrowing or its open-
market transactions are active ? 

Mr. STEWART. When they have a large volume of borrowing by 
member banks. 

The CHAIRMAN. I ts influence goes down as the demand for redis
count or its open-market transactions lessen ? 

Mr. STEWART. To the extent the member banks are dependent on 
the Federal reserve system, the system has immediate influence. 

The CHAIRMAN. YOU indicated there are times when influences 
over which the Federal reserve banks would have no control would 
be at play and that the public might demand under those conditions 
relief which the Federal reserve system could not give. 

Mr. STEWART. Yes, sir. 
Mr. GOLDSBOROTJGH. Would not that point probably never be 

reached if a restraint on credit was placed at a preliminary point 
in the business expansion ? 

Mr. STEWART. The power of the reserve banks to retain credit ex* 
tension during the early stages of business expansion is limited. 
This is particularly true during a period of large gold imports. 
Since 1921 a billion two hundred million of gold was received in this, 
country from abroad. I t is true that prices have not responded to it 
in any inflationary way. The effect has been offset by other factors 
that came in outside of deliberate intent or policy. Each shipment 
of gold .that comes in tends to liquidate the Federal reserve banks. I t 
is not an inconceivable situation that unless the gold standard be
comes more definitely established in the various countries, and they 
thereby share in the new gold produced, that the Federal reserve 
system would have its influence very much diminished. I t could 
adopt a policy that the member banks could not borrow except a t 
certain high rates, but new gold would furnish member banks a basis 
for credit extension without use of the reserve banks. 

Mr. GOLDSBOROTJGH. In case this gbld did not come in and the 
other factors which could act to offset it did not act, could not the 
Federal reserve system exercise a restraining influence to prevent the 
period of deflation which you have just spoken of as being beyond 
the control of the Federal reserve system ? 
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Mr. STEWART. Entirely aside from the effect of gold imports, 
developments in the business situation in this country might be of a 
character that would give rise to a credit situation almost beyond the 
influence of reserve-bank operations. Let us start with the present 
situation. If we had a decline in building activity and industry 
generally and a decline in prices and in pay rolls, we would have, 
naturally, an inflow of currency from circulation. That has the 
same effect as gold imports on the relation of member banks to 
the Federal reserve. I t liquidates the system and puts the reserve 
banks out of touch with the market. Thus, even if you omit the 
influence of gold imports, you still have the possibility of not having 
the reserve banks in the position to exercise the kind of influence you 
suggest. 

Mr. GOLDSBOROUGH. I f they were in that position, should they 
exercise their powers, and would it be a beneficial thing and eco
nomically wise for them to exercise it ? 

Mr. STEWART. I t would depend on the conditions prevailing at the 
time. If you mean reduce discount rates and buy in the open mar
ket, the problem as it actually presents itself is a question of degree 
and timing. Let us assume that the discount rates were as low as in 
1924—3 per cent in New York—and open-market purchases had been 
made so that the holdings of Government securities were above a half 
a billion dollars. The immediate effect of further purchases would 
be to bring on a marked ease in the money market. That the Federal 
reserve system can do. The extent to which that ease would be 
reflected in an increase of business activity or in checking a decline in 
commodity prices is an altogether different matter. Ease in the 
money market would be reflected in the demand for certain invest
ment securities and possibly in a bidding up of speculative securities. 
But we have had in this country periods where money has remained 
very easy for more than a year, as in 1908, and yet business remained 
depressed, not because money was not available at easy rates, but 
business was going through a readjustment. Business will continue 
to go through such readjustments as long as human judgment has to 
be used and mistakes are made, and to say you can save business 
from the risks it necessarily assumes by a credit policy which is 
exercised by the reserve banks is an unwarranted assumption. 

The CHAIRMAN. I n your judgment, can the powers of the Fed
eral reserve system be used equally effectively in a rising price level ? 

Mr. STEWART. More easily. 
The CHAIRMAN. Then in a declining price level ? 
Mr. STEWART. Yes, sir. 
The CHAIRMAN. I t is more potent? 
Mr. STEWART. Yes, sir. 
The CHAIRMAN. I n other words, the same influences are not at play 

in a rising price level? 
Mr. STEWART. NO, sir. I n a falling price level you tend to reduce 

the dependence of member banks upon the reserve banks, while on 
a rising price level they come in and borrow and the reserve banks 
have a larger control through the credit situation. 

The CHAIRMAN. And inflation always occurs in a rising price level 
and deflation in a decreasing price level? 
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Mr. STEWART. I was hoping I could avoid the terms " inflation " 
and " deflation," because of the ambiguities involved. I should not 
be willing to accept the movement of prices as the only indicator of 
inflation and deflation, if we mean credit inflation and deflation. I 
think we meet periods in which credit is inflated in the sense of 
being extended beyond the capacity of industry to use it for pro
ductive purposes, even on a declining price level. 

The CHAIRMAN. Overproduction of manufactured goods is an 
indication of an inflation of manufactured goods? 

Mr. STEWART. That is one use. Everybody seems to agree that 
inflation and deflation are bad, but there is little agreement as to 
what the terms actually mean. 

The CHAIRMAN. An overproduction of products of the farm would 
be an inflation of the agricultural products? 

Mr. STEWART. I t results in an accumulation of an excess—overpro
duction. 

The CHAIRMAN. Would an excess amount of credit over and above 
what commerce needed be inflation? 

Mr. STEWART. A person could use the term " credit inflation " to 
mean where credit was employed in a way that turned out subse
quently to be an unsound use. 

The CHAIRMAN. I S there any rule to determine whether we have 
inflation of credit or not? 

Mr. STEWART. NO ; that is one of the difficult things about admin
istering a proposal of the kind before the committee. The proposal 
assumes that it is easy to determine when you have deflation and 
inflation, and to say what they mean, though it is not easy to deter
mine. Such vague terms in the law would not help in the adminis
tration. 

Mr. WINGO. Suppose by the alluring prospects held out by the 
installment man a great mass of men with Ford incomes bought 
Packard cars, and women, whose husbands are calico husbands, 
bought fur coats, people with jew's-harp incomes bought grand 
pianos and victrolas during a time of increased prices, and you had 
a floating debt of $6,000,000,000 of installment debts, and a depres
sion should come about; is there any power in the Federal reserve 
system now or could Congress give it any possible power to cushion 
the fall that is inevitable? 

Mr. STEWART. I think they probably would not be able to prevent 
it, but might cushion it. 

Mr. WINGO. But could they, where factories were closed and sales 
fell off, with men and women out of employment, salaried people 
as well as wage earners—could any scheme be devised by which the 
artificial structure could be kept up by any action of the Federal 
reserve system? Could they give any payment power to the wage 
earner who had lost his job so as to meet the installments as they 
fell due the first of each month ? Is it not a fact that about all they 
could do, in handling that credit situation, is to make the tumbling 
down a gentle one instead of a sudden drop ? 

Mr. STEWART. Credit does not make a market. Buying power 
makes the market. Sometimes in talking about the expansion of 
credit it is overlooked that a credit means somebody goes into debt. 
Debts incurred when credit is very extended turn out frequently 
to be bad, both for the borrower and lender. 
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Mr. WINGO. And a continued buying power expands the credit, 
situation, and when that situation occurs the structure falls ? 

Mr. STEWART. I think the best thing the Federal reserve system can 
have is an alert and intelligent public opinion on matters of policy. 
That opinion should not be diverted into an abstract discussion of 
vague terms. I t should be focused on the real objects of the Federal 
reserve system and hold the reserve banks responsible for maintain
ing sound credit conditions. 

Mr. WINGO. They only control one factor that enters into the price 
level situation, and that is the credit factor, and that is not the con
trolling factor? 

Mr. STEWART. Frequently it is not. 
Mr. WINGO. Suppose you had a period where you had reached 

the peak of production, where inventories pile up in the warehouse 
•and on the shalves, and had reached that point where there was a 
surplus over the continuing consumable demand, and about the same 
time you had a bumper wheat and cotton crop, both of which were 
greater than the consumable demand of the world, is there anything 
that the Federal reserve system could do that would maintain the 
high price level that existed at the boom period preceding tha t 
saturated point? 

Mr. STEWART. I should say no. 
Mr. WINGO. All the reserve banks could do is to cushion it a little 

bit? 
Mr. STEWART. They can do something to moderate a business in

crease and ease the readjustment at the time the recession takes place-
by making credit available at lower rates. The amount of moderat
ing influence they exercise is very important. I do not mean to-
minimize it. But to legislate price stabilization, or to think about i t 
as something that could be closely adjusted through credit control, 
and hold out the hope that the reserve banks would be able to stabilize 
price levels, in my opinion is unwise. 

The CHAIRMAN. If I understand you, the Federal reserve system's 
only influence in this matter is the control of credit, and the Federal 
reserve system could not exert any influence in case the farmers went 
on a joy ride and produced 10 per cent or 100 per cent more than the 
market called for, or the steel industry went on a joy ride and pro
duced 10 per cent or 100 per cent more than could be consumed, or 
any other line of activity, that the Federal reserve system could do-
nothing to stabilize a situation like that ? 

Mr. STEWART. The answer is yes, as far as the discount and open-
market policy are concerned. I thing it has another arm of action to* 
which I attach importance, and that is the character of economic 
information which it collects and distributes. 

The CHAIRMAN. We have had a good deal of discussion about the 
power of publicity on the findings of the Federal reserve system. 
Are you referring to the findings of the Federal Reserve Board or 
only those of the officers of the several banks ? 

Mr. STEWART. I am referring to the medium of publicity that the-
Federal Reserve Board has through its bulletins and the Federal 
reserve banks have through their publications. 

The CHAIRMAN. D O you thing that the publication of these deci
sions from time to time would aid them ? 
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Mr. STEWART. I thing the main purpose to be served by that type 

o f work is for the reserve system, as a disinterested body, to collect 
and distribute tested facts about the situation; not issuing warnings 
or making predictions or giving encouragement, but giving directly 
t h e reported facts quantitatively. 

Mr. STRONG. But only experts can understand the information. 
Mr. STEWART. That is one unfortunate thing, and when they get 

the information it does not translate itself into action. 
I feel that headway has been made in the last few years in Ameri

can business in furnishing current business information not merely 
~as a means of action but as a means of keeping before the community 
t he dangers of excesses. Memory is short-lived in any community. 
There has been no business emergency in the last three or four years, 
but I can imagine a situation in which production had reached a 
point where it was up to capacity, where there was still a demand 
for credit, and prices were rising. At such a juncture the reserve 
system, through charts and the interpretation of them, could com
mand attention, as it did in 1923. I t is true it does not get out to 
all the people that ought to be influenced by it, nor do all understand 
it, but it gradually results in better understanding and appreciation 
of business developments. I t is a slow process, but I am enough of 
a democrat to believe in the soundness of the educational value of 
that , rather than in a centralized administrative control which might 
undertake to extend its influence beyond the proper field of action. 

Mr. GOLDSBOROUGH. There is no doubt that the Federal reserve, 
during a period of increased production, can, by its open-market 
operations and its adjustment of the rediscount rates, measurably 
control production before it reaches the point of overproduction 
which produces stagnation. I s not that true? 

Mr. STEWART. I t can influence the credit situation to the extent 
tha t the credit situation is tied up to it. 

Mr. GOLDSBOROUGH. NOW, if it does do that, and if it keeps produc
tion on a sane level so as to keep labor employed on a reasonable 
Tmsis and keep up their buying power, does not that tend, first, to 
prevent this period of stagnation and unemployment and nonbuying 
power, and therefore prevent a falling in the prices of all commodi
ties, and, of course, in connection with other commodities, the price 
of farm products? Of course, I am not undertaking, in what I am 
now saying, to, say that they can control the volume of the crop, but 
if they maintain the buying power of the country, the price of that 
crop would not fall anywhere near as far as it would fall ? 

Mr. BEEDY. Before you ask your second question, you have no 
basis on which to ask it, because his answer to your first question was 
a clever no. 

Mr. STEWART. At least a qualified no. 
Mr. BEEDY. YOU assumed he answered affirmatively to the first 

question, but it was no. 
Mr. STEWART. The first question was the extent to which they could 

influence a rapidly growing production at a time when stocks are 
accumulating and excesses are developing. Take, for example, the 
present building situation, which may already have gone to excess. 
Each succeeding year since 1921 building has reached new high levels. 
W e have had an enormous production of building materials and a 
large employment of men in the building industry. Very little of 
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the bank credit, however, has been involved in this construction 
activity. 

Mr. GOLDSBOROUGH. My dear sir, the building operations in the 
cities I know—the interest charge on those who are constructing 
those operations—has ranged as high as 23 per cent, including the 
costs bonds etc 

Mr. STEWART. Something like $6,000,000,000 went into building 
last year, but there is no evidence in any reports of reporting mem
ber banks that any such large amount of credit has been extended by 
banks to builders. 

The CHAIRMAN. That money has been secured through investment 
funds rather than liquid bank credit. 

Mr. GOLDSBOROUGH. But it would have to come out of the banks. 
Mr. STEWART. N O ; out of savings and incomes. You can have an 

increase in investment funds without an increase in bank credit. The 
income you received during the year is not in the bank. Your 
annual income is paid by check on a bank, but if you save 20 per 
cent of a $5,000 income and invest $1,000, bank deposits have not 
increased. 

The CHAIRMAN. I think there is a confusion of bank credit with 
investment credit. 

Mr. BEEDY. I think we have reached a vital stage in this process 
of questioning. I do not know-how it is with others or with Mr. 
Stewart, but if I save anything out of my income, I do not put it in 
my stocking. I put it at once into my checking account or saving 
account. Where do the investment companies get anything to 
finance anything with unless they go to the checking account of 
Mr. Averageman or his savings account? 

Mr. STEWART. At the time you are depositing the check into the 
savings account the same check is charged to another account, which 
means that the total deposits of the banks have not increased at all. 
Out of a flow of, say, $60,000,000,000 of income in this country, let 
us assume we have $10,000,000,000 savings. That ten billions of 
savings has no influence on the banking credits or deposits outstand
ing. The banks stand as agencies through which the funds move> 
but at the end of the year, after you have invested ten billions, there 
has been no increase in bank deposits. 

Mr. WINGO. This illustration has been used on tha t : Mr. Beedy 
puts his savings out of his income in the bank in the morning. I 
take my savings out of the bank in the afternoon that I have put 
there and buy a bond, and that process goes on and one equalizes the 
other as far as the bank deposits are concerned. 

Mr. GOLDSBOROUGH. What becomes of the money you pay for the 
bond? 

Mr. STEWART. I t is used by the construction companies to buy 
something with. 

Mr. GOLDSBOROUGH. I t goes into a bank ? 
Mr. STEWART. I t has been transferred from one person to another. 
Mr. GOLDSBOROUGH. I t is transferred from me to you if you sell 

me the bond. I t is transferred from my account to your account, but 
it has to be drawn for the building operations. 

Mr. STEWART. When you received your income you received it in 
the form of a check ordinarily. That means a decrease in some one 
else's deposits. If you leave it in the bank as part of your savings 
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account, it increases you account but decreases B's account. You 
buy a bond from C and the deposit is transferred to C's account. 

Mr. GOLDSROROTTGH. That sum of money is loaned out to some con
structor to put up a building. I t means a bank credit has been 
drawn on for these building operations. 

Mr. STEWART. The financing of such construction companies and 
short-time operations may show up in banking credit, but the $6,000,-
000,000 more or less behind the building activity in the last year has 
been a flow of investment funds, transferring deposits from one to 
another without increasing the total. Since the Federal reserve 
operations have directly to do with bank credit and not investment 
credit, it is possible to carry on such a volume of transactions with
out any appreciable use of banking credit and carry on the level 
of production to a point from where you may have a recession with
out any control by the Federal reserve banks to prevent it. 

Mr. BEEDY. I S what you have so clearly illustrated in the building 
world true of industrial activities ? 

Mr. STEWART. Whenever a merchant who is financing himself by 
the use of bank credit goes to his bank and a new loan is made to 
him without reducing anyone else's loan and he is given a deposit 
credit for it, then deposits increase as a result of lending. 

Mr. STRONG. Does not the contractor go to the bank to get credit? 
Mr. STEWART. Yes; but in general he is rather promptly paid off 

by funds collected from investments. 
Mr. STRONG. He builds, then, practically out of wind ? 
Mr. STEWART. He pays for it out of advances made to him by 

investment companies who collect savings. 
Mr. STRONG. By using bonds and by not using money at all ? 
Mr. WINGO. Well, this pipe is an investment and this tobacco 

[exhibiting] is a consumable commodity. 
Mr. BEEDY. We are continually accumulating an industrial sur

plus, are we not ? 
Mr. STEWART. Yes. 
Mr. BEEDY. What is the estimated accumulation annually? 
Mr. STEWART. Around $10,000,000,000. 
Mr. BEEDY. That consists of actual money—no; it consists of build

ing, does it not? Now, is all of that ten billions put into buildings? 
We are continually increasing our funds in our business each 
year 

Mr. STEWART. Well, it goes into railway equipment and buildings 
and roadways and automobiles and all sorts of durable goods. 

Mr. BEEDY. SO the experience of a banker is that out of the ten 
billion we actually save out of industry each year there is nothing 
left in the banks available for further extension of banking credit? 

Mr. STEWART. Not as the result of investment operations them
selves. Of course, you can have time deposits built up in the banks, 
and the banks themselves become purchasers of investment securities. 
But taking the investment operations as a thing apart from building 
operations, you can have that increase in volume without any change 
in the bank investments at all. I t has been usually regarded as one 
of the tests of the soundness of the banking situation whether or not 
its credit is getting involved in capital rather than more liquid and 
short-time investments, and the way to overcome those situations is 
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to fund those securities in the hands of investors rather than in the 
banks. 

The CHAIRMAN. This building boom which has been continued for 
the last three or four years has been peculiarly made possible as 
far as funds are concerned because of the development of investment 
banking business, which has permitted wide distribution of these 
building securities with the investing public. 

Mr. STEWART. Yes. 
The CHAIRMAN. If that had not occurred, this building boom, 

going to the extent that it has, might have encroached upon the 
•current available credit to quite some etxent ? 

Mr. STEWART. Quite true. 
The CHAIRMAN. I t might have been possible, if the investment 

funds were not available through this channel, to absorb $10,000,-
€00,000 of the credit machinery of the country. That would mean 
they were freezing our liquid credits into permanent building 
structures ? 

Mr. STEWART. Yes, sir. That is one test of the soundness of the 
credit situation. 

The CHAIRMAN. And you say that the savings of the people are 
running about ten billion a year; in other words, if the building 
operations of the country proceeded at a pace where $12,000,000,000 
worth of buildings were going up and only ten billions were avail
able from the savings, it might mean an encroachment on the liquid 
credit sources of $2,000,000,000? 

Mr. STEWART. I t is conceivable. 
Mr. BEEDY. But that has not been the fact ? 
Mr. STEWART. NO. 
Mr. GOLDSBOROUGH. You mean the wealth of the country has 

increased about ten billion a year ? 
Mr. STEWART. Yes. 
The CHAIRMAN. We do not infringe upon the liquid credit so long 

as we put in the investment credits twelve billion annually; but if 
we only had ten and used twelve, we would. 

Mr. STEWART. Yes, sir. 
Mr. WINGO. Have we reached that point where the indications 

point to a decline, either rapid or gradual ? 
Mr. STEWART. The building boom has been buried so frequently 

and the saturation point of automobiles has been met so often by 
theorists that it is difficult to say. 

Mr. WINGO. But it is a fact, however, is it not, that economists and 
others who have studied the situation, view the immediate future with 
some anxiety? 

Mr. STEWART. Yes, sir. 
Mr. WINGO. Assuming that their fears or anxieties or feeling of 

uncertainty as to the immediate industrial future of the country are 
well founded and we are starting down a decline which will ulti
mately end in the same old story of a depression and idleness before 
starting up again, is there anything that the Federal Reserve Board 
or system can do to prevent that approaching depression ? 

Mr. STEWART. Nothing that I see that could prevent it. I see vari
ous devices to moderate it as far as the credit situation is concerned, 
to east the abruptness of the decline and ease the readjustment that 
takes place during such period. 
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Mr. WINGO. There has been an accumulation of inventories of auto
mobiles; in other words, the stocks on hand; while the shipments 
from the factories have kept fairly good pace with production, there 
has been an accumulation in the hands of dealers and the department 
stores show that whereas they piled up inventories—that is, the bigger 
department stores—I have not checked the average, but the larger 
department stores, especially. New York and Chicago—they bought 
those assuming a 20 or 25 per cent increase in sales, yet the sales this 
year have only run about 3.3 per cent increase over last year, which 
represents less than a normal business when you take into considera
tion the increased population and wealth of the country. I f all of 
these indices point to the fact that necessarily we are going down the 
bill; we have reached the peak of the inflated period, not only in the" 
stock market but commodity prices, the best the Federal Keserye 
Board can do is to use sound judgment in the handling of the credit 
machinery so that the decline will not be so abrupt ? 

Mr. STEWART. Yes. To the extent it can exercise a moderating 
influence through the credit situation. 

Mr. WINGO. Don't you look with apprehension at the fact we have 
been loaning about a billion dollars to Europe per year to keep things 
moving, and so far we have loaned $280,000,000, which, if kept up, 
would be a billion dollars for the year. Are they not worried over 
the fact that sooner or later there must be an end to that, and unless 
Europe revives and is able to put an end to that flow and at the same 
time be good customers; is there not danger ? 

Mr. STEWART. I t seldom happens that all the good or all bad factors 
in a situation come at the same time. So there will be probably some 
ameliorating influences in the event of a recession. 

^ Mr. WINGO. One good factor is there is not a very large accumula
tion of inventories thus far. 

Mr. STEWART. Yes, sir. 
Mr. GOLDSBOROTJGH. Suppose this $10,000,000,000 worth of build

ings had not been constructed, would not that ten billion be available 
for potential bank credit ? 

Mr. STEWART. NO. 
Mr. GOLDSBOROTJGH. Why not? 
Mr. STEWART. If the annual savings took place in the form of 

investments you get no increase in the total of bank credits unless 
you have a decline in the extent to which bank credit is being used 
actually in commerce. 

Mr. GOLDSBOROTJGH. YOU mean these investments could not be 
placed in banks so as to make them available for bank credit? 

Mr. STEWART. There are only three ways in which the total de
posits of the country would be increased. They can be increased 
through increased loans that the banks make, through an inflow of 
currency from circulation or by an import of gold. All of the pur
chase of investment securities by use of checks on banks simply 
results in subtraction from one account and addition to someone else's 
account and so the net addition to savings which takes place during 
the year need have no influence upon the total volume of bank 
deposits. 

Mr. GOLDSBOROTJGH. NO influence on the potential credit? 
Mr. STEWART. NO. 
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Mr. STRONG. In other words, it is like a dozen fellows playing 
poker, with $100 among them. They may swap it around all night, 
but it will be there in the morning. 

Mr. STEWART. Yes, assuming that bank deposits represent poker 
chips. 

Mr. BEEDY. DO you want that in the record ? 
Mr. STRONG. Why not? 
Mr. STEWART. The difference between banking and poker is that 

as bank credit passes from one hand to another it has an influence 
upon production and instead of swapping poker chips they are ex
changing credits from lender to borrower, and if the borrower has 
a productive use for the credit it has an influence on industrial 
activity. 

Mr. BEEDY. I wish you would carry out the picture that was 
partly painted here when Mr. Wingo painted some of the unfavor
able situations. I wish you would indicate whether there is any
thing unsound or indicate the danger of a further extension of the 
bank credits at the present time. 

Mr. STEWART. That involves something in the way of a prediction 
which is always uncertain. Let us begin with the building situation. 

We have had a relatively high level of rents in this country, 
apparently reflecting the shortage of buildings that came out of the 
war. That high level of rents has led to a record building activ
ity. Ordinarily when building gets under way it does not stop 
with that nice adjustment which makes it possible to level off with
out having a peak before the recession. Whether or not a recession 
is now due I do not know, but I do believe, from experience, that 
when the recession comes it will be a definite recession and not a 
leveling off which can be maintained. I t will come partly because 
rents themselves will recede, and that will be one evidence we have 
had an inflated level of rents, inflated because we will have produced 
more buildings than can be rented profitably. 

We have also had installment credits on a large scale which have 
been carried to a point where people have had, over a period of 
years, a relatively high level of buying power in excess of current 
income, a reduction in buying power either through decline in in
come or through smaller use of installment credit would be felt 
in commodity markets and in the credit situation. 

Also it is not inconceivable that in making foreign loans on so 
large a scale some uncertain loans have been made. Neither is it 
impossible that the real-estate transactions have been carried to the 
point where they can not be sustained. A long period of abundant 
credit, at relatively low rates, ordinarily means that the security 
offered becomes less and less secure and deterioration in quality 
takes place, and an unsound credit situation develops. 

The abundance of credit we have now is a certain assurance that 
money rates will not go to an extreme level, no matter what the 
Federal reserve does, but it will not give assurance that you will 
not have frozen loans. You may have frozen urban real-estatp 
loans rather than loans on farm lands, as in 1920. Building may 
be carried to a point where the market is overstocked and space can 
not be rented at satisfactory prices. Whether or not this will de
velop, or how soon, I do not know. But upon the present danger 
of such developments most men agree who have studied the situation. 
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I n the event of such a development, I want to make it clear that 
there will be factors working against the Federal reserve policy 
-which will make the period more difficult than during, recent years. 
Instead of working with the Federal reserve policy, as some of these 
factors have over the last three or four years, you may get them so 
decisive they will work against the Federal reserve policy and be 
stronger than any influence the reserve banks could exert. If you 
develop an expectation on the part of the yublic that the Federal 
reserve can intervene and prevent the occurrence of-a recession, I 
th ink you are developing an unwarranted hope. 

The CHAIRMAN. T O get back to the other discussion* for the pur
pose of clarification, you say that the net earnings of the people of 
the United States is ten billions a year ? 

Mr. STEWART. N O ; their savings. 
The CHAIRMAN. NOW, suppose that $6,000,000,000 worth of that net 

savings has been put into permanent improvements or investment 
securities, secured by liens on buildings or real estate, ties, and rails, 
which are known as permanent fixed investment, and $4,000'000,000 
of that is not invested; in other words, there has not been an oppor
tunity to invest that in permanent improvements. Where is that 
$4,000,000,000? 

Mr. STEWART. I n the banks, but there is no addition to the total, 
because it was already in the banks. 

The CHAIRMAN. Then it does not increase the liquid available 
credit, $4,000,000,000, so to speak? 

Mr. GOLDSBOROTTGH. I t does not represent a loan, you mean ? 
Mr. STEWART. I t transfers it from one account to another. For 

example, some engaged in industry, instead of making savings, they 
will have a time deposit in the bank. Whoever made payment 
to the one who saved in the form of time deposit will have his de
mand deposit reduced and the other man's time deposit will be 
increased, but the total net demand and time deposits will be the 
same. 

Mr. GOLDSROROUGH. This $10,000,000,000 represents wealth and not 
bank loans? 

Mr. STEWART. That is right. 
The CHAIRMAN. In other words> that $4,000,000,000 of savings has 

not been realized on by the people. 
Mr. STEWART. Realized on in the sense of actually resulting in 

production ? 
The CHAIRMAN. Yes. If we go ahead, and out of the manufacture 

of raw materials and a realization or cashing in on the natural re
sources or the realization from the farms of surplus earnings of 
$10,000,000,000, it does not mean that we have increased the liquid 
credit of the country one dollar ? 

Mr. STEWART. NO. 
The CHAIRMAN. Supposing we had made a development in one of 

our natural resources of this country to the extent we had mined 
$10,000,000,000 worth of gold this year and that our savings were 
entirely that $10,000,000,000; that would have a tremendous effect on 
our credit situation, would it not? 

Mr. STEWART. Yes; and to the same extent as gold imported into 
this country. 
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The CHAIRMAN. Would the production of gold in this country have 
any different effect than importation of gold ? 

Mr. STEWART. The production of gold in this country in excess of 
the industrial demand would have the same effect on the banks as 
the importation of gold. 

Mr. STRONG. If you regulate the production of gold, that would 
regulate its effect on the money situation, would it not ? 

Mr. STEWART. That would be true if there was a definite relation 
always prevailing between gold and credit. But there is not. The 
ratio changes from time to time, depending on conditions. 

Mr. STRONG. I should like to ask you a preliminary question to 
some other questions for information I desire to ask. For what 
purpose do you understand the Federal reserve system was given 
the power to regulate discounts and engage in open-market opera
tions—what was the purpose ? 

Mr. STEWART. I feel it was given the power it has partly with a 
view to furnishing the country a currency that would be elastic for 
seasonal needs and meet the situations that would arise as to gold 
imports and exports without disturbing unduly the money situation 
in this country. 

Mr. STRONG. Would open-market transactions tend to accomplish 
that purpose ? 

Mr. STEWART. Yes, sir; they were also made custodian of the gold 
reserves of the member banks of the country. 

Mr. STRONG. I understand that. 
Mr. STEWART. I think, to indicate the reason the power was given, 

I ought to indicate the type of function they perform. As the 
holders of the gold reserve of the country and of the member banks 
they have a peculiar responsibility for the soundness of the credit 
situation of the country, and the real purpose, then, that lies back 
of the reserve system and the central banks abroad is that through 
their powers and through the use of their own credit they may con
tribute to the general soundness of business by maintaining sound 
credit conditions. 

Mr. STRONG. Who will determine what those sound credit con
ditions are? 

Mr. STEWART. Whoever is administering the Federal reserve system 
will determine that. 

Mr. STRONG. YOU think they should be allowed to do so on their 
own judgment without the adoption or declaration of a policy? 

Mr. STEWART. I think that they have to be judged by the results 
of their action. They are under constant scrutiny. 

Mr. STRONG. By whom? 
Mr. STEWART. The public. 
Mr. STRONG. They have not scrutinized them, have they? 
Mr. STEWART. I think they have been quite articulate in their 

criticisms. 
Mr. STRONG. After they were hit, but they did not know much 

about it until it happened ? 
Mr. STEWART. Recently they have been rather complimentary. But 

I feel, in general, that the mistake of blaming the reserve system for 
1920 is now less dangerous than the mistake of praising it for 1925 
and 1926. 
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Mr. STRONG. YOU do not thirds they are entitled to any raise now ? 
Mr. STEWART. Very little praise, because their policy has not been 

the decisive influence in the business situation. 
Mr. STRONG. And they are entitled or deserve no condemnation 

for 1920? 
Mr. STEWART. Some condemnation. 
Mr. STRONG. They were? 
Mr. STEWART. Just as they are entitled to some commendation now. 
Mr. STRONG. What did they do to merit that condemnation or 

commendation ? 
Mr. STEWART. In 1923 they contributed to the maintenance of 

sound credit conditions by their changes in their discount rates and 
open-market operations, and in the subsequent recession they con
tributed some moderating influence to ease the readjustments. 

Mr. STRONG. In connection wTith business or the stock market ? 
Mr. STEWART. I should include the stock market within the busi

ness structure. 
Mr. STRONG. D O you not think their operations that they have 

undertaken recently for which they were given credit, were opera
tions carried on principally to help the stock market situation? 

Mr. STEWART. I do not think so. 
Mr. STRONG. YOU do not think so ? 
Mr. STEWART. NO, sir. 
Mr. STRONG. Yet the papers have announced that what they had 

done in regard to their operations had tended to stop the decline 
of security prices and the panic that went on in Wall Street. 

Mr. BEEDY. Therefore, because the papers say so it must be true. 
Mr. STEWART. I rather think that the newspaper commentator, as 

I know him, is a reporter who has to fill so much space in the news, 
and when something happens in the market he has to find a cause, 
whether it has a decisive influence or not. 

Mr. STRONG. YOU think he just makes them u p ? ' 
Mr. WINGO. These newspaper men differ. 
Mr. STRONG. If they merited some condemnation in 1919 and 1920, 

they were subjected to that condemnation, because they adopted a 
policy that brought about too much inflation or brought about defla
tion too rapidly. The only way that they could have avoided that 
would be to try to bring about stabilization and prevent inflation 
before they took action. 

Mr. STEWART. I was not in the system at that time, but I have 
certain views about it. I n general, they are in agreement with what 
Professor Sprague said about it. The period up to 1919 and 1920 
was one in which the fiscal operations of the United States Govern
ment were much more decisive than any action of the Federal reserve 
system independently on its own account. The condition in the 
reserve system in 1920 was a gold reserve brought down practically 
to the minimum required ratio. After long-delayed action the dis
count rate was finally increased. The action in 1920 was so late that 
it might better not have been taken at all, or if taken then the rate 
should have been reduced more promptly. Knowing as much as is 
now known from experience about open-market operations,, I feel 
that the reserve banks should have bought in the open market and 
relieved some of the member banks of their heavy borrowing. How
ever, none of that would have prevented a freezing of loans where 

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



786 STABILIZATION 

they were not proper. But the reserve banks late in 1920 and in: 
1921 could have moderated the situation, and to the degree that 
they did not they are to be excused somewhat from the fact they 
did not have very much experience, but should be held responsible 
for the failure to take action sooner. 

Mr. STRONG. Then, why would it be unsound for the Government 
to direct them to adopt such a policy ? 

Mr. STEWART. I think, if I might suggest, that it would be a 
sounder thing for Congress to instruct the United States Treasury to 
pursue a sound fiscal policy. There Congress has a more definite 
responsibility. 

Mr. STRONG. You think these men made a mistake by not using the 
power to stop it sooner than they did, and yet you think they did 
stop inflation and you think Congress should not direct them to 
pursue that policy ? 

Mr. STEWART. History shows that frequently a difference of opin
ion arises between a central bank and the ministry of finance and 
that practically in every instance legislative bodies sided with the 
ministry of finance and against the central bank. In the event of 
a difference of opinion between the United States Treasury and the 
Federal reserve system Congiess will have a situation to deal with of 
a very practical kind. Such a situation existed in 1919, and as the 
result we have had inflation. In such a situation Congress could 
make a great contribution to monetary stability. If this committee 
really wants something that will give assurance against wide fluctua
tions of prices, then in another war Congress should direct the 
Treasury to pursue a sound fiscal policy. 

Mr. STRONG. DO 3'ou think the banking system can be used to 
finance the stock market ? 

Mr. STEWART. Yes. 
Mr. STRONG. YOU think that is perfectly sound ? 
Mr. STEWART. I think the question of soundness is whether or not 

it means a diversion of credit from commercial purposes or whether 
or not it results in charging a rate upon commercial borrowers higher 
than otherwise would prevail and whether or not it involves the use 
of additional reserve bank credit. 

Mr. STRONG. In other words, how far you can go without toppling 
over the cliff? 

Mr. STEWART. Like most questions in credit policy, it is a question 
of degree. 

The CHAIRMAN. D O you not think we should distinguish between 
a legitimate stock market and a speculative market and keep tha t 
thoroughly in mind ? In other words, I believe that legitimate stock 
operations are oftentimes helpful to business—probably not only 
often, but nearly 100 per cent—but speculation running rampant i s 
injurious. 

Mr. STEWART. I think the country has a great deal to learn about 
the proper way of organizing the markets dealing in speculative 
securities and in commodities. There may be some hope in that 
direction. In the interim I am concerned that credit should not be 
used in speculation at the expense of industry or at a rate tha t 
becomes competitive with commercial rates or interferes with Federal 
reserve credit. 
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Mr. STRONG. YOU do not think there should be any effort used to* 
bring about restrictions in credit when inflation is on and soften 
them when deflation is on ? 

Mr. STEWART. I think there ought to be. 
Mr. STRONG. YOU do not think the Government should direct the 

Federal reserve system to do that as a policy ? 
Mr. STEWART. A S long as it is a problem of administration, you 

will have to rely on the administrators. 
Mr. STRONG. What is the objection to having them directed to 

follow it as a policy ? 
Mr. STEWART. Because, in my judgment, their administration 

would be less effective under the mandate than without it. 
Mr. STRONG. If they were directed to pursue a policy of, preventing 

inflation and 
Mr. STEWART. Six or eight men gathered together to determine 

what is meant by inflation and deflation would give rise to endless, 
controversy as to meanings. I t would furnish a further occasion 
for talking rather than increase the promptness of action 

Mr. STRONG. If you men can agree among yourselves what to do 
in a period of inflation or deflation, would it be better than to be 
directed as a policy ? 

Mr. STEWART. If you direct them to maintain sound credit condi
tions, you place the type of responsibility upon them which of 
necessity they must accept. If you instruct them to maintain the 
price level, I believe you ask something that economically it is not 
possible for them to do. 

Mr. STRONG. YOU do not think the price levels are indications of 
deflation and inflation? 

Mr. STEWART. Not necessarily or at all times. 
Mr. STRONG. Then why do you spend money to get up the charts? 
Mr. STEWART. Part ly to supplement and partly to offset the infor

mation that comes from the price index alone. 
Mr. STRONG. They are not to determine whether prices are going 

up or down and be advised in the matter ? 
Mr. STEWART. The price index is prepared by the Bureau of 

Labor Statistics and is generally accepted as an index of wholesale 
commodities. The research division of the Federal Reserve Board 
has been used to get information supplemental to the price index 
and to interpret the bearing of those facts on the credit situation. 

Mr. STRONG. And all you have been trying to do is determine the 
trend so as to regulate it in the operations of the extension of credit? 

Mr. STEWART. Yes; that is what any Federal reserve system would 
do no matter what law they operated under. 

Mr. STRONG. While you think they should do that, you do not 
think it would be helpful to direct them—just hope they will do the 
right thing? 

Mr. STEWART. The only assurance they will do the right thing is 
the quality of man you have as administrator and the extent to 
which they are able to study and interpret the experiences and the 
extent to which they have the cooperation of other factors. 

Mr. STRONG. Upon that theory, a monarchy would be a better form 
of government. 
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Mr. STEWART. I think I am relying more upon the democratic 
understanding of these problems than you are. I believe more in 
the probability that this information may come to be used by the 
general public as an indication of the trend of business and business 
can adjust itself to that trend, and believe less than you do that a 
board in Washington will so control the credit situation that business 
men will not need to. 

Mr. WINGO. May I ask a vagrant question? Suppose we pass 
the bill and the gentleman from Kansas (Mr. Strong), who is a 
wheat grower, says he has great confidence in the future of Kansas 
and wheat growing and he says he wants to buy an additional quarter 
section of land lying next to his; he thinks it is a sound speculation 
in land. He takes a bond or paper or anything else and goes to 
the local banker who is a member of the Federal reserve bank system 
and he says, " This additional land will cost me $5,000. I have the 
collateral and I want to borrow $5,000." The banker loans him the 
$5,000 to speculate in that additional land. Is there any power in 
the Federal Reserve Board or would there be any power in the 
Federal Reserve Board or the banks of the Federal reserve system 
if this bill was passed that would enable them to reach out a strong 
hand and say, " J im Strong, that is speculation in land and you should 
not do t h a t " ? Do you thing we should have a board in Washington 
to tell J im Strong in Kansas he should not buy a piece of land ? 

Mr. STEWART. YOU would not have that kind of board very long. 
Mr. STRONG. After the war, men who wanted to buy cattle and put 

in the feed lots and went to Kansas City for that purpose, were 
practically told that that kind of paper could not be used.any more 
because the member banks had been instructed by the Federal 
Reserve Board they could not extend credit on it. 

Mr. STEWART. Of course that is not true, because no member bank 
has been instructed not to do it. 

Mr. STRONG. They might not have been instructed, but they would 
not rediscount that kind of paper, and they were also told that 
automobile paper could not be rediscounted. I t seems to me you 
could very well say they limited the class of paper for rediscount. 

Mr. STEWART. There are tests that the law itself provides as to 
eligibility of paper. 

Mr. WINGO. Do you think the Federal Reserve Board ought to 
be given power to say that the cattle feeders of Kansas should not 
have the credit, should not exercise their own judgment, or that 
the cotton grower should not have the power, dealing with the local 
banker, to exercise his own judgment? Do you think we should 
legalize their telling the cotton grower, and not only let the statute 
of limitations run on it, but pass a retroactive act, a curative act and 
tell you what you will do in Kansas? Would not there be hell in 
Kansas if that were done? 

Mr. STRONG. There was hell in Kansas. 
Mr. WINGO. I am against modifying it and giving them more 

power. 
Mr. BEEDY. Which would be worse, a legal injunction enjoining 

your bank, compelling them to refuse that kind of paper, or leaving 
it to the individual judgment of the Kansas bankers to refuse it? 

Mr. STRONG. The bankers said it was not left to their individual 
judgment. 
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Mr. STEWART. Oh, that is a frequent excuse. 
Mr. WINGO. Passing the buck. 
Mr. BEEDY. Which would be worse? 
Mr. STRONG. That is not what the board would do. They would 

stop their operations in the interest of the money men of New York. 
Mr. BEEDY. They would read your bill and say it required it? 
Mr. STRONG. NO. 
Mr. BEEDY. What would they do ? 
Mr. STRONG. They would say that a situation had developed that 

made it unwise to do it. 
Mr. STEWART. Do I understand that you believe that the activities 

of the Federal reserve system from 1922 to 1926 have been condi
tioned upon the activities in the New York money market and the 
stock market? 

Mr. STRONG. I do not know what it has been conditioned on. I 
know when we passed the stepped rate amendment we were told 
it was done to stop the sugar speculation in New York, but I know 
what it did in Kansas. 

The CHAIRMAN. I t has been stated the board took definite action 
in 1919 or 1920 in regard to the rediscount of automobile paper by 
member banks. Do you recall anything in regard to that? 

Mr. STEWART. There was a question, I think, raised as to the eligi
bility of certain types of automobile paper, and the ruling on it was 
that the loans were not eligible for rediscount. That is not because 
of the quality of the loan—it may be good or bad—but whether or 
not it came within the rules and regulations as to eligibility. 

The CHAIRMAN. I n case the Federal reserve system, in handling 
the situation that existed at that time, were of the opinion that a 
situation existed that indicated a dangerous tendency; if such a reso
lution as this had been passed and was on the statute books at that 
time, would they not have properly taken definite action in regard to 
automobile paper? 

Mr. STEWART. They might have been compelled to, but it seems 
to me it should be left to the individual judgment of the banker. 

The CHAIRMAN. I was presuming a situation that if the Federal 
Reserve Board noticed the tendency or the danger of the expansion 
of the automobile business, and people buying automobiles were 
going into extravagance, beyond their ability to pay, and it was 
interrupting the economic situation, if such a provision had been in 
the law as provided in the Strong bill, would not the board have 
been justified in taking all means possible to check that? 

Mr. STEWART. If one could be certain as to the outcome. One 
never is. What the board actually does is to ask the Comptroller of 
the Currency to have the bank examiners make inquiries as to what 
banks hold credits of certain kinds, and that, under the general super
vision of banking, comes within their scope, but that does not go to 
the extent of issuing) a warning that this kind of credit is becoming 
unsound. 

The CHAIRMAN. D O you regard the enactment of such a proposal 
as embodied in the Goldsborough or Strong bill as price fixing? 

Mr. STEWART. I think intelligent people would recognize the differ
ence between the price level and individual prices, but I think that 
many people would regard it as price fixing. 
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Mr. STRONG. I t would not make any difference what other people 
thought about it if the bankers understood it. That would not make 
any difference? 

Mr. STEWART. The people, when they found conditions unsatisfac
tory, would turn, as a refuge, to the Federal reserve system and 
expect it to make adjustments. 

Mr. STRONG. DO you not think if this proposed law had been in 
effect after the war it would have caused the board to act sooner ? 

Mr. STEWART. Only if it had somehow influenced the Treasury, 
which seems very doubtful. 

Mr. STRONG. YOU think the influence would come altogether from 
the Treasury? 

Mr. STEWART. Yes; under the conditions at that time. The first 
requisite which any government must give to banks responsible for 
the country's reserves is the requisite of sound fiscal conditions. No 
monetary or bank system can be conducted along safe and sound 
lines without that requisite. The second requisite is a movement of 
prices in all countries on a somewhat comparable basis—that is, the 
gold standard. The third requisite is to add to the intelligence of the 
general community and the Federal reserve system itself as to what 
is meant by sound credit conditions, and the growth of policies based 
on experience. 

Mr. STRONG. I want to say that I do not think the Federal Reserve 
Board issued the instructions to the bankers out in Kansas that they 
intimated they had. I think it was a buck-passing proposition, and 
have always thought so. 

Mr. STEWART. If there is that general disposition to pass the buck, 
I think the buck might readily be passed under such a proposal as 
this one for price stabilization. 

The CHAIRMAN. I know the cattle loans were called in Kansas 
when they should not have been. I think, Mr. Stewart, you have been 
interrupted so many times that you had better examine the minutes 
when you get them to see whether you have covered all the points 
you desired. 

Mr. STEWART. I think, Mr. Chairman, that in the course of these 
interruptions I have covered about all the field that I intended to 
cover. I do not know that I have anything further to add. The 
essential points have been discussed. 

Mr. GOLDSBOROUGH. I think Mr. Stewart has helped the committee 
very greatly. 

The CHAIRMAN. There is no doubt about that. 
Without objection, we will adjourn. 
(Whereupon, at 4.20 o'clock p. m., the committee adjourned, subject 

to call.) 
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HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Tuesday, April 27,1926, 
The committee met at 2 o'clock p. m., Hon. Louis T. McFadden 

(chairman) presiding. 

STATEMENT OF DE. ADOLPH C. MILLER—Continued 

The CHAIRMAN. The committee will come to order. Doctor Miller, 
do you remember where you left off ? 

Doctor MILLER. Approximately, Mr. Chairman. 
The CHAIRMAN. We would like to have you go ahead in your own 

way. 
Doctor MILLER. I would like to recall two of the leading points 

that I made in the course of the last hearing. The one was that 
experience before the war demonstrated that the gold standard, when 
in effective operation, has a very remarkable steadying influence 
on the movement of price levels in different countries, because under 
the gold standard they are all tied together, tied in really with the 
world price level, and consequently there is pretty ample warrant for 
the expectation that with the restoration of the gold standard in the 
leading commercial countries we may expect to get that service 
again performed. 

There has been a notable movement for the restoration of the 
gold standard in the course of the last year and a half particularly, 
and it can be only a question of a rather short time when the three 
or four important remaining commercial countries that are still on 
a paper standard will go back to gold, and gold will, therefore, 
again become ip. a very important sense a regulator and a stabilizer. 
My own belief is that when that point is again reached, whether it 
will be in the course of a year or whether it will take two or three 
years, we shall get results that are comparable to those that were 
produced by the gold standard before the war, and probably better 
than anything that you could get, taking stability in the price level 
as the test, if you please—better, I repeat, than you could get under 
any artificial device or formula or any series of substitute expedients. 

I also pointed out in the previous hearing what the Federal reserve 
system had done under the exigencies of the economic situation of 
the past few years in working out, on the basis of a large amount of 
organized information with respect to the state of industry and trade, 
the course of business, the movement of prices, etc., a correlated ad
ministrative procedure, in order to have something in the nature of 
tests that could be applied in the process of adjusting the volume of 
credit and currency coming out of the Federal reserve system to 
the changing credit requirements of business. 

I take it that there would be no difference of opinion between the 
proponents of such a formula as is contemplated in the Strong 
amendment and central bankers anywhere in the world, our own 
Federal reserve system included, that economic stability is a highly 
desirable condition to constantly bear in mind in the development of 
credit policies.' I say economic stability rather than price stability 
because .my view is that price stability ia rather a resultant. I t is 
an expression of economic stability. I t is, if you please, one term 
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of a rather complex equation. I t is not itself a casual factor. I t 
seems to me that it bears something the same relation, if you please, 
to the fundamental economic factors that control price movements, 
that explain and occasion disturbances in the price level, either for 
groups of commodities or for an aggregate of commodities such as 
is used in establishing a general price index, that a barometer does 
to the weather. ThQ barometer does not make the weather, it simply 
indicates, as well as a mechanical contrivance of that kind can, what 
the weather, so to speak, is doing or is about to do. Or, perhaps, it 
is something like the relation between a thermostat and a furnace. 
The thermostat can not stoke the furnace; it can not bank it. The 
most that it can do is to move the dampers. Much less can it put 
coal in the bunkers or take ashes out of the ashpit. So, while I per
sonally regard a price index as an indispensable item in the equip
ment of any central banking system, I think it would involve any 
banking system that undertook to take that as its exclusive guide, 
or even as its primary guide, in all sorts of fatuous endeavors. 

I regard it as very much like taking a horse that you are going to 
use in cross-country running, where all sorts of unexpected situations 
might prevent themselves, and putting a pair of blinders on him, so 
that all he can see is what is immediately ahead of him. I n fact, 
the figure of speech that constantly suggests itself to my mind in 
connection with any of these devices—and there are a great many 
other than the one that is here proposed—is that i t is essentially a 
proposition to put blinders on the Federal reserve system and say: 

This is tlie thing we want you to look a t ; this is the thing that you must be 
guided by. Whenever you see that price index move, you must do something. 
We do not know what you should do, but you should do something to hold 
that thing back when it shows a tendency to rise, and when it shows a 
tendency to fall you should do something to push or pull it up. 

Mr. WINGO. You need to be careful, do you not, to distinguish 
between the propositions that are involved in this kind of an illustra
t ion: The janitor of this building may be told, " Now, you have got 
this building too warm to-day; to-morrow you must put in less coal," 
or " You have got it too cold; to-morrow you must put in more coal." 
Maybe it is cold to-day, and to-morrow the janitor comes down and 
follows literally the instructions. He is using the discount rate, so 
to speak. Possibly the weather has moderated considerably, and if 
he puts in the amount of coal that the weather of yesterday called 
for, he will get the thermometer too high. That shows that each 
factor has a different value under different circumstances, does it not? 

Doctor MILLER. Precisely. 
Mr. WINGO. I n other words, it would take more coal to maintain 

the same temperature on a cold day than it would on a hot day? 
Doctor MILLER. Yes. 
Mr. WINGO. And you can not keep the thermometer from going 

to 110 in some places in the country by shutting off your coal sup
ply entirely. I t goes there sometimes in the summer, when you are 
not using any coal at all. 

Doctor MILLER. Yes. Or, to carry that on, if for the next 24 hours 
he paid no attention to and made no use of the indications of the 
temperature supplied by our excellent weather service, he might 
find that he had stoked his furnace so high that, with every conceiv
able contrivance to regulate it, the temperature could not be held 
down to what was desired. 
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Mr. WINGO. I n other words, you have got to take all the surround
ings. An electric fan in this room in August would be a very de
lightful appliance and would add to our comfort; yet it is not a 
major necessity for the Eskimo at the Arctic Circle? 

Doctor MILLER. NO. 
The CHAIRMAN. I n that particular you liken the Federal Reserve 

Board, do you, to the janitor or the stoker? 
Doctor MILLER. To the janitor or to the stoker; yes. I have no 

objection to the stoker and the janitor. 
Mr. WINGO. The point that I think the doctor is driving at is 

that you can not have any set rule by which you will do a certain 
thing at any one time. I n one of these factors there will be many 
a regrouping, measured By the effectiveness of the different factors. 
One factor will be a major factor in a peculiar condition of the com
modity market, and maybe six months or three months from now 
the same factor will have no effect at all upon the fluctuations in 
the commodity market. 

Doctor MILLER. Yes. 
Mr. WINGO. That is the thought that I get from what you have 

said. 
Doctor MILLER. Yes; you have anticipated me, and have stated it 

admirably, Mr. Wingo. I did, in my last appearance here, enumer
ate a considerable number of factors that actually were used. I f 
the survey had been exhaustive I should have included several more. 
My experience in Federal reserve administration has satisfied me 
that one of the most important things is that those who are 
concerned with these matters shall develop skill, so to speak, in 
weighting the different factors, just as in the price index we weight 
different commodities according to some estimate of their relative 
importance; and the weight that you have got to give to a factor 
varies according to the situation in credit or in business to which you 
are addressing yourself at the moment. At one time a given factor 
is pretty nearly conclusive of action; at another time some other 
factor or factors come into the picture as far and away more import
ant. Good judgment consists very largely in correctly apprehending 
what factor or factors are the more significant of the course of action 
to be taken. No rule has ever yet been formulated in psychology that 
can serve as a substitute for judgment. Judgment is judgment. I t 
is dealing with situations. No matter what your objective is you have 
got to devise a plan by which you can work toward that objective. 
At one time this is the better plan; at another time, aiming at the 
same general objective, some other plan is the more advisable and 
likely to be the more effective. 

Mr. WINGO. And the capacity of your board to be able to weigh 
the value of these different factors under the constantly and kalei-
doscopically changing conditions that confront the country can only 
be added to by your experience, and it is hardly fair to criticize the 
board and say that in the few years that it has been operating, and 
even then operating under abnormal conditions, it has not shown 
a degree of perfection by which it can keep the credit thermometer 
at the ideal temperature. The people who make that criticism over
look this fact. Take the Bank of England for illustration, which is 
by common consent regarded as one of the most efficiently managed 
credit institutions in the world. As I recall, it took them a long, 
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long time, and numerous crises faced the Bank of England, before 
they finally arrived at a definite conclusion as to the simplicity of 
what is now their major operation; that is, controlling the outflow 
and the inflow, the drift and everything else by their discount rate. 
As I recall, they went through a panic before 1800; they went 
through another in 1819, another in 1825, another in 1844, one in 
1857, I think; and, as I recall, it was about 1866 before they finally 
arrived at it. They had been muddled about it before. The 
thing for which they had been groping along for over half a century 
of modern English credit life did not become academic to them 
until after their experience in the panic of 1866. 

Doctor MILLER. Even a little later. 
Mr. WINGO. Even a little later. But that was the first time they 

commenced to have a large group agreeing that here was a general 
proposition that could be handled ? 

Doctor MILLER. Yes. 
Mr. WINGO. Now, if it took the English, with their experience, 

over 50 years of modern banking life to ascertain what now is 
considered simple academic f act with them, then we should not be 
impatient that our own board, handling a new institution, should 
not be able in a few years, and with just one or two experiences, 
to arrive at a greater capacity to correctly and instantly weigh 
the value of these factors in the different situations. 

Doctor MILLER. That is true. And it is to be borne in mind that 
at that time they were always operating in Great Britain under 
the gold standard; and what I have called here, very briefly, the 
monetary or credit practices associated with the gold standard I 
use as indicating the practices and experiences that were developed 
by the Bank of England, and which now represent the common 
position of central banking administrations in the whole world. 

I think myself that the progress that the Federal reserve system 
has made is, on the whole, very remarkable, particularly in the past 
few years, inasmuch as we have not been moving in a world where 
we could put very great reliance upon these old devices, these old 
methods and indicators that had been used so beneficially and effec
tively by the Bank of England, because the gold standard has, been 
virtually in suspension; and I think that central banking adminis
trators everywhere in Europe are watching with a great deal of 
interest and appreciation, and in some instances are adopting 
elements out of the procedure that is growing up in the Federal 
reserve system, as I tried to explain here at the previous hearing, 
and of which I gave, I think, one or two illustrations, notably in 
the period from 1922 to 1923. 

To return to the matter of economic stability: The causes of insta
bility, if all assembled, would make a catalogue. Most of them lie 
entirely outside of the credit system, and therefore lie beyond the 
range of action or influence of a central banking system—specifically, 
in the case of our country, of the Federal reserve system. If for 
any reason there is a crop failure in Europe, the price level in 
this country, unless there were derangements of an opposite char
acter to hold it down, would o*bviously rise, because the small grains 
would rise in price. I t would be foolish for the Federal reserve 
system or any central banking system to undertake a drive against 
that. 
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Mr. GOLDSBOROUGH. Doctor, why did the Federal Keserve Bank 
of New York lower its rate to Zy2 per cent a few days ago? You 
have said that most of these causes of instability were entirely out 
of the control of the system. Now, that statement came as a shock 
to me, and I am just picking out that specific fact and asking you 
what they did it for. 

The CHAIRMAN. Before you answer that, may I ask Mr. Golds-
borough if it is his view that such a change in rate as he has just 
referred to does affect prices? 

Mr. GOLDSBOROUGH. Yes; it affects prices. Of course, it affects 
prices. 

Mr. WINGO. I n other words, you are assuming that lowering the 
rediscount rate a few days ago by the Federal reserve bank is a 
cause and not an effect. Have you examined what the current rates 
were of all other credit institutions, brokers, and everything else? 

Mr. GOLDSBOROUGH. Yes, Mr. Wingo; but it is perfectly obvious 
to me that the lowering of that discount rate had a psychological 
effect and an actual effect. In the first place, you know what it 
did to the stock market. 

Mr. WINGO. No; I know what it did to the psychology that affected 
the stock market. 

Mr. GOLDSBOROUGH. Well, that may be. Now, why was there that 
psychology? Was there not a reason for it? I t was not entirely 
unreasoning, was it? 

Mr. WINGO. Yes. 
Mr. GOLDSBOROUGH. Of course, it was not. 
Mr. WINGO. YOU had the same situation a month before, and it 

did not have the same psychological effect. 
Mr. GOLDSBOROUGH. Of course, I know perfectly well, Mr. Wingo, 

that it would not always raise a price that you could specifically 
put your finger on; but I also know, if I know anything, that the 
inevitable tendency of easing the cost of credit is to raise prices. 

Mr. WINGO. Yes; I agree with you on tha t ; and the Federal 
Ueserve Bank of New York was the last one of the credit factors 
that recognized the conditions that existed. All other rates had 
already been lowered. 

Mr. WILLIAMSON. N O ; I think you are mistaken in that. The 
Federal reserve bank lowered their rate, and the others followed. 

Mr. WINGO. I beg your pardon. If you get the rates on com
mercial loans, on straight loans, you will find that I am correct. 

Mr. WILLIAMSON. I had a paper in my office, which I intended 
to bring over, which states just the reverse; that the Federal 
reserve bank was the first to lower its rate, followed by the other 
institutions. 

Mr. GOLDSBOROUGH. A S a matter of fact, Doctor Miller, if the Fed
eral reserve system should sell on the open market half a billion 
dollars5 worth of open-market securities, would not that contract 
the potential credit about $5,000,000,000, or about one-sixth of the 
entire credit structure of the country? 

Doctor MILLER. If it sold half a billion of securities ? 
Mr. GOLDSBOROUGH. Yes. 
Doctor MILLER. You are dealing in stupendous figures. 
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Mr. GOLDSBOROUGH. I know; but according to your testimony the 
other day, as I remember it, they have sold as much as $300,000,000 
within a very short time. 

Doctor MILLER. Well, over a fairly long period of time. 
Mr. GOLDSBOROUGH. There was a purpose in that, was there not ? 
Doctor MILLER. Of course there was a purpose in that. We have 

not got $500,000,000 to sell now. 
Mr. GOLDSBOROUGH. No; I do not suppose you have. 
Doctor MILLER. And seldom have had a portfolio of salable invest

ments of that magnitude. 
Mr. GOLDSBOROUGH. YOU have had that many, have you not ? 
Doctor MILLER. I n about the middle or a little after the middle of 

1924 we did have; yes. 
I would be inclined rather, Mr. Goldsborough, to turn your 

attention to this factor. Prices have been running down for a period 
of about eight months. Why have they been running down? 
Through dearth of credit? We have had remarkably easy credit. 

Mr. GOLDSBOROUGH. NO ; I do not think it has been through dearth 
of credit at all. 

Doctor MILLER. NO ; not through dearth of credit. 
Mr. GOLDSBOROUGH. But I do think absolutely that even in a 

period of this kind the lowering of a discount rate has some effect on 
prices. 

Doctor MILLER. Oh, yes. Changing the discount rate, of course, 
always has some effect. Whether it has a discernible effect, whether 
it has an important effect, may be open to question. I shall hope 
before I get through to indicate under what conditions I think a 
change in the discount rate has an effect that can be fairly antici
pated, and an effect that you can use, so to speak, with effect; 
that is not so nebulous, so vague, so trivial, that i t is little more 
than a gesture. And I will say right now, although I intended to 
come to that later, that so far as the experience of the Federal reserve 
system to date goes, I think it rather indicates this as to the avail
ability of changes of rate as a factor whose effect you can calculate. 

If you have an expanding movement in business, and i t has oc
casioned a draft upon the credit of the Federal reserve system that 
is appreciable; in other words, if you have a situation where the 
credit structure, so to speak, is dependent upon Federal reserve 
support, and where any further expansion means that the banks 
have got to come to the Federal reserve system, then, if the indi
cations point conclusively to the desirability of restraining any further 
expansion lest it go into an inflationary development, by energetic 
and prompt action in the matter of discount rates you can do some
thing to retard it—to exert an influence against that expansion attain
ing the dimension of an inflation. If that is preceded or supple
mented by correlative action in the matter of an open-market policy, 
if securities are sold upon the market at the same time that you are 
making credit dearer at your discount window, the action is likely to 
be much more effective. 

I would say, then, that our experience is in a fair way of 
demonstrating this fact, and I put it somewhat tentatively, because-
after all a few years, and especially such extraordinary years as we 
have had for testing out the capabilities of the Federal reserve 
system, are too short a period to warrant any very dogmatic state
ments. 

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



STABILIZATION 797 

Mr. GOLDSBOROUGH. Doctor Miller, on Saturday I was having a 
talk with some business men looking to the probability or the possi
bility of certain investments being made, and one of them raised 
this point: He said that he felt that one of the fundamental ten
dencies of the lowering of the rediscount rate by the New York 
bank would be to call the attention of the country to how much 
potential credit there was, and to restore the confidence of the 
business public in business as a whole. What would you say to that 
as a probable effect? 

Doctor MILLER. I would answer that by giving you the remark that 
was made to me by a couple of business men in New York, to this effect: 
They said that the lowering of the rate was interpreted by them 
as indicating that in the judgment of the Federal Eeserve Bank of 
New York—I think they used the term " Federal Reserve Board 
and system"—we were going into a period of business recession; 
and they were inclined to interpret it, from the point of view of 
their interests, as a warning to be cautious in making commitments 
predicated upon the assumption that good times were ahead. 

Mr. GOLDSBOROUGH. I t evidently has had a very significant effect, 
anyway, Doctor. 

Doctor MILLER. I t will have this effect upon one man, and another 
effect upon another. Where the effect is purely psychological, that 
is bound to be so, depending very largely upon the situation and 
the credit needs of the individual business man concerned. I have 
no doubt that, to merchants who had stocked up pretty heavily in 
anticipation of a brisk trade in 1926, the change was, on the whole, 
welcomed as indicating that they probably would be able to get their 
credit accommodation at a trifle lower rate than would otherwise 
have been probable, in carrying their inventories pending the ulti
mate sale of them. There is some evidence that the late spring, the 
unseasonable weather we have had, and the degree of exuberance 
with which a good many merchants entered the year 1926 have 
brought about an accumulation of stocks; not accumulations that 
there is any reason for believing were speculatively made in antici
pation of higher prices, because we have had a condition for seven or 
eight months where prices have been steadily running down. Men as 
a rule do not accumulate commodities speculatively on a falling mar
ket ; quite the reverse. These were probably accumulated pretty gen
erally in anticipation of good trade, and the good trade has not 
materialized to the extent that was anticipated, for a variety of rea
sons, among which perhaps the most definite at the moment is the late 
spring. 

I have stated that I think there is good warrant for believing that 
the Federal reserve system, through credit policy—embracing in that 
term discount rate changes and changes in the direction and the scale 
of open-market operations—if it is wisely timed, and action is taken 
well in advance, before a forward movement gets too much momen
tum to be controlled through methods of that kind, can retard it. I 
think that it would probably be demonstrated that after a period of 
business depression, or after business has been in recession for some 
time, and there comes an indication of a tendency for business to 
revive, the Federal reserve system, through a proper discount and 
open-market policy, for instance through lowering discount rates, 
can do something to accelerate that revival, or give it a little addi-
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tional momentum. I n a period of absolute depression I think the 
Federal reserve rate is absolutely without effect. I t can not move 
business when it is, so to speak, in stagnation and at a standstill. I n 
brief, as I should put it, it can alter the rate of speed. But there 
has got to be movement before it can really be of effect. 

Mr. GOLDSBOROUGH. You think that these periods of recurrent de
pression are absolutely necessary; that they are bound to come, and 
that there is no way by which they can be prevented ? 

Doctor MILLER. Well, I am an optimist, as to most things economic. 
Mr. Goldsborough, but these periods have been regular features of 
the workings of the economic system for the last century and a half. 

Mr. GOLDSBOROUGH. I recognize that. 
Doctor MILLER. I t might interest the committee—certainly Mr. 

Goldsborough—to know that I happened to spend last Thursday 
evening with, I suppose, the foremost writer upon business cycles 
in this country, who told me that he had organized a research 
investigation of crises over a period of more than 100 years and he 
thought it was already apparent that it would demonstrate, straight 
through the-period covered by the investigation, that the periods of 
depression were becoming longer and the periods of activity shorter. 

Mr. WINGO. That is a rather alarming statement. Most people 
have been saying that the periods of recession were lighter and less 
frequent; in other words, that the general level is less broken. Here
tofore there has been a long swing down and a long swing up, but 
that has been eliminated and business is adjusted more quickly. 

Doctor MILLER. I think that is true, if you take the period of the 
last 10 years. I think what is happening now is that things are in 
readjustment, and a readjustment after a period of violent economic 
derangement proceeds, so to speak, by the method of trial and error. 
This period, to my mind, parallels closely the period following the 
Napoleonic wars, when price levels and such other indicators as 
were available—of course there were not many available then—were 
moving in a zigzag course. But the peaks became less and less pro
nounced between 1815 and 1830, when it could be said that a condi
tion approximately normal had been recovered; and I suppose there 
has been no period in our national history that was so punctuated by 
a succession of short crises and recoveries as that between 1815 and 
1830 until we reach the last few years. You find spurts of revival 
and then the thing suddenly comes to a halt and there takes place a 
sharp reaction, and after a brief interval another revival; and it 
was largely in that connection that our protective tariff got its main 
impulse as a device for relieving the business movements of our 
country from the disturbing effects of foreign interference by the 
dumping in this country of surplus manufactures, etc. 

The CHAIRMAN. D O you not think also, Doctor Miller, that this 
country finds itself at this time in a position because of its peculiar 
trade relations with the world and its inability to dispose of its 
surplus now, wheje we are apt to produce more than we can con
sume, and that these long periods of depression are influenced by that 
fact? 

Doctor MILLER. Yes. 
The CHAIRMAN. And is it not one of the most important economic 

situations we have to deal with to-day ? 
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Doctor MILLER. Yes; and when I said, in answer to Mr. Golds-
borough's question, that I was an optimist, I had in mind particu
larly recent developments in the United States. We had a very 
acute, an almost unprecedentedly acute, depression here after the 
collapse in 1920, but by comparison with the depression following 
the crisis of 1893, is was relatively short. I am inclined to think 
that this brevity is typical of modern conditions and that i t is in 
part due to a clearer recognition on the par t of American business 
leaders of what it is that makes the economic weather, the economic 
climatic changes, so to speak, and a more adequate control and ad
justment 

The CHAIRMAN. Of production ? 
Doctor MILLER (continuing). Of business policies, predicated not 

on the assumption that things are going to be all right for all time, 
but on careful watching of developments and an avoidance of care
less commitments. We have had, in consequence, great temperate-
ness in the judgment exercised by most of our great business or
ganizations, many of them maintaining information services quite 
comparable to what we are trying to develop in the Federal Eeserve 
Board. 

The CHAIRMAN. Notwithstanding the fact that we have this great 
productive ability, it behooves business men and farmers, particu
larly, to gauge the markets and not overproduce ? 

Doctor MILLER. Yes. I would say, carrying that thought further, 
that the major credit for the relative stability of prices we have had 
during the last few years should not be given to the Federal reserve 
system. I t has been an influence, but I think it has been an influence 
mainly by wisely utilizing other influences and not assuming that 
it does the whole thing or can do the whole thing, and has not, there
fore, been unnecessarily interfering with the stabilizing forces which 
have been in operation within our economic system and which have 
been in evidence in the last few years. 

Mr. GOLDSBOROTTGH. Do you not think that the action, however, of 
the Federal Reserve Board directly has tended very strongly to call 
business men's attention to market conditions which they are to 
watch? Do you not think that the tendency has been a great help 
in inducing relative stability ? 

Doctor MILLER. I think there has been, so to speak, an informal 
cooperation or partnership between the Federal reserve system and 
the business organization of the country. I think they understand 
what we are trying to do. They approve it and are eager to make 
the greatest use of our services.- Jus t the other evening I picked up 
a rather interesting bit of information in New York that some busi
ness men there regretted very much that the Federal Reserve Board 
at the beginning of the year had discontinued its own separate price 
index. I t was discontinued in January, was it not, Mr. Par ry ? 

Mr. PARRY. Early this year. 
Doctor MILLER. Early this year, and the economists with whom 

Mr. STEVENSON. Why were they discontinued? 
Doctor MILLER. Discontinued because they involved-
Mr. STEVENSON. I know they were very informing. 
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Doctor MILLER. We got no particular evidence that they were 
much used. Very often when you give a service you do not know 
whether it is appreciated. 

The CHAIRMAN. YOU are referring to the publication of that in
formation? 

Doctor MILLER. We continue to publish, of course, the price in
dexes compiled by the Bureau of Labor Statistics, but certain indexes 
that we had been computing ourselves were discontinued. Among 
these were indexes for certain groups of commodities not separately 
shown by the Bureau of Labor Statistics; but apparently, from this 
indication that I had, these were very much valued. I happened to 
be talking to a very prominent economist, who said he had been 
asked if he would undertake, for a fee, to set up for a mercantile 
enterprise one of the indexes that was formerly published for group 
prices by the Federal Reserve Board. They felt it of great value 
in giving them a quick, sensitive barometer of price changes in the 
commodity group that affected the position of their business. Many 
of the great mercantile organizations of the country maintain serv
ices that are particularly designed to put them wise to impending 
changes in the business situation, just as we have our apparatus for 
informing us with regard to the situation more at large; and I think 
it is due to that—what I would call the development of certain self-
protective instincts and instiuments that have been in course of 
development in this country in the last four or five years—that the 
economic stability we have had is largely due. There has been a 
spirit of caution and awareness that has made business men on the 
whole less disposed than they were in the olden time to go ahead 
without deliberation. I would say, by and large, that the business 
men of the United States, as the result of the experiences of the last 
few years, have become, in a way, very respectable economists, and 
their judgments are more deliberate than was true before the war. 

Mr. WINGO. And in measuring the different factors that have 
affected the situation and maintained a relative degree of stability 
in the last few years, you can not escape the fact that it has been 
evident that the great bulk the American business men who affect 
the volume of production, have shown a degree of ability greater 
than ever before to gauge the volume of their production more 
closely to the demands and I think the most reassuring thing we 
have now is that the great majority of thoughtful business men, 
whose activities will determine in great measure our volume of busi
ness, will appreciate what the situation is; that we can not go on 
forever loaning money to Europe to buy our surplus; that we are 
in for a little bit of a lowering-down; that we can not keep up the 
present level. I think I gathered that from the statements I read. 
We let Europe have last year $1,200,000,000. We have been loaning 
about a billion a year for several years. Can we keep that up always, 
Doctor? 

Doctor MILLER. Well, that calls for a speculative judgment. I 
think we could, but whether we should is a different question. 

The CHAIRMAN. I t depends on the kind of credit they can give us ? 
Mr. WINGO. Will we not reach the point where we can not keep 

on doing it? I t is a very important matter to me. I t gives me a 
great deal of concern, because I appreciate the part that the exten
sion of credit to Europe has played in the cotton market of our 
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cotton producers, and here we are left with a big surplus, in the 
biggest crop we have had for a long time. What will be the situa
tion when the next crop comes on, on the basis that one half of that 
crop has to be sold in Europe? The wheat grower is not exactly 
like ourselves in the cotton industry, but we can not go on forever; 
in other words, you exhaust the capacity of a man to borrow forever 
without paying, and I do not see how we can maintain even the 
present level of production unless there is a decided improvement 
in Europe in economic conditions. 

Doctor MILLER. Well, that is coming. 
Mr. WINGO. I believe it is coming, but I hope it will progress 

sufficiently rapidly over there as to maintain things so as not to have 
too much drop. 

The CHAIRMAN. Our bankers are financing apparently with good 
securities for the loans. 

Doctor MILLER. Apparently. 
The CHAIRMAN. I think it is a fact whatever money is loaned 

abroad by the banking houses or individuals of this country, that 
it tends to assist" the sale of cotton abroad. 

Mr. WINGO. I think so myself. 
The CHAIRMAN. And the sale of wheat abroad. 
Mr. WINGO. I think so. 
The CHAIRMAN. SO it presents one of the big problems to my mind 

that is confronting the country to-day, and the subjects discussed in 
the Senate to-day, in regard to the settlement of foreign debts, are 
a factor and our ability to take care of our surplus, I think, is one 
of the big problems, and it seems to me, as I view some of the things 
pending in the House at this time in regard to agricultural relief, 
that any legislation that we might pass in the form of revolving 
relief funds is going to be an artificial stimulation and that the real 
situation to be dealt with is the situation we are discussing now, as 
to how we can use our financial system in the contact with the world 
in the settlement of debts, to permit the world to buy the surplus 
they want to buy from us. If it is a problem that the financial 
interests of this country can assist in and are not assisting in, ways 
and means should be devised to permit it so long as it can be done 
on a safe basis. 

Mr. GOLDSBOROTJGH. My difficulty is principally frot so much these 
war loans, but with the enormous accumulation of private loans 
which now amount to over $9,000,000,000, and, as Mr. Wingo says, 
are accumulating at the rate of a billion a year. There is no way 
of their being paid or ever being paid. 

Doctor MILLER. I think you are pretty pessimistic, Mr. Golds-
borough. 

Mr. GOLDSBOROTJGH. YOU are the first one who had the hardihood 
to say that the private loans would be paid. 

Doctor MILLER. The great bulk of those loans have been made for 
productive uses, in order to supply working capital or fixed capital 
for European industries. Europe is not economically bankrupt. 
I t still constitutes, outside of the United States—and perhaps we 
might suppress a little of our national vanity and say that Europe 
still constitutes the most important single economic, geographical 
unit in the world, where there i s ' t he highest skill and greatest 
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degree of discipline and where scientific discoveries have chiefly 
been made throughout the whole course of modern civilization. 
Presumably, Europe is going to function in the future very much 
as she has not only in the remote past, but in the more recent past. 

I recall, in this connection, the pessimistic statements made a 
century and a half or more ago in connection with great war debts 
of that time. Hume predicted England would go bankrupt because 
of her war debts in the middle of the eighteenth century. That sort 
of statement has been made after every great war; and yet the 
history of Europe demonstrates that for, the most part , their public 
debts have been amortized not by being paid off, but by being ab
sorbed, so to speak, into the growth of the body economic. We rep
resent one of the few countries that, despite our growth in population 
and wealth, believes in the amortizing of debts in form as well as 
in fact. We do not believe in leaving them to be taken care of 
by the growth of the country, as has been the custom in continental 
Europe. I am inclined to think that if we are all here 25 years from 
now and look back, we shall be rather amazed that so many of us 
were pessimistic and at the marvelous strides Europe will have made. 

Mr. GOLDSBOROUGH. Can you imagine a foreign loan of $100,000,000 
that no one ever expects to be paid, being put at 7 per cent ? 

Doctor MILLER. I t is not important that i t should be paid; it is 
important that the interest should be paid. 

Mr. WILLIAMSON. I t can never be paid eventually unless the bal
ance of trade sets in favor of European countries. 

Mr. GOLDSBOROUGH. Another thing, if you will excuse me; they are 
evidently and naturally so afraid of each other over there that 
every dollar that they can get hold of to use for the purpose, they 
do not use for productive work, but for some sort of armament. 
France is scared to death now. She has realized that the red-headed 
crowd from the north has been too much for her and always will 
be, and she is struggling with every nerve to keep ahead of them 
in the matter of armament. 

Mr. WINGO. Do you not think this is a reassuring fact, that the 
wealth of Italy, France, and, I believe, Belgium, is greater to-day 
than it was immediately before the war? 

Mr. WILLIAMSON. I do not think it is as great, if you take into con
sideration what the dollar will purchase. 

Mr. WINGO. The statisticans say it is. I am not sure of Belgium, 
but I believe it is true in the case of Belgium. I know Italy and 
France are wealthier. 

Mr. LUCE. Is it not true that in the period after the Civil War, 
during the railroad construction, there was a steady stream of capi
tal coming from Europe to this country? Of course, conjecture, 
only, is possible, but would you think that stream flowing in the 
reverse direction was, in proportion to the wealth of the country 
during the period concerned, any more considerable than that that 
flowed from Europe to us ? 

Doctor MILLER. I never thought of that, Mr. Congressman, but 
I think it is a very pertinent question. I should think it might be 
doubtful whether it is any greater, in proportion. But you must not 
overlook that at the time the United States was taking capital from 
Europe in great quantities, after the Civil War, we were a very 
young country, economically speaking. Our economic future was 
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more important than our past. So our productive power was being 
rapidly augmented by the capital we were getting for our expansion 
from Europe. The capital we are loaning to Europe at the present 
time is largely to repair or reconstruct or more particularly to sup
ply their depleted working capital, so that they can have money 
to buy raw materials, to carry commodities, pending their market
ing, finance pay rolls, etc. But, by and large, I think the great 
assets—the great economic assets—of Europe, besides her geographic 
position, are the skill and craftsmanship of her population, their 
industrial aptitudes and habits, their economic morale, and the high 
discipline enforced upon them through centuries of hard work and 
plain living. Compared with our standards, theirs are rather mea
ger. These economic virtues still exist in Europe. 

The CHAIRMAN. I t is a fact, Doctor, is it not, in this economic trade 
situation, that at the present time every dollar we can lend abroad 
stimulates our ability to ship abroad, either from the mills or farms ? 

Doctor MILLER. Yes, sir; unquestionably. 
The CHAIRMAN. And so long as these loans can be made abroad 

safely—whether safely or otherwise—it does stimulate production 
and aids us to export the surplus ? 

Doctor MILLER. Undoubtedly. 
Mr. GOLDSBOROUGH: What good does it do to dump it over there? 
The CHAIRMAN. I have this thought to go into the discussion: Up 

until the Senate had approved the settlement of the Government 
debts with Italy, the settlements already made would bring an an
nual income, on the present basis, into the United States of $170,-
000,000. The probability is after they complete all settlements there 
will be a quarter of a billion dollars coming in on the amortization 
and interest of Government debts. I am not referring to private 
loans. 

Mr. WINGO. Do you not think you should put in the private loans ? 
Mr. GOLDSBOROUGH. He is afraid to do that. 
Mr. WINGO. All of those, including interest on private and public 

debts, and including principal, will amount, if we do not enlarge 
our advances to Europe, to $930,000,000 a year—either $930,000,000 
or $920,000,000. 

The CHAIRMAN. Of course, it is a great factor in our ability to 
dispose of our surplus products abroad. 

Mr. GOLDSBOROUGH. What good does it do us, Mr. Chairman, to 
accumulate more gold ? 

The CHAIRMAN. I was trying to make an observation that I 
thought might be well to throw into the discussion. If you will let 
me finish, I will try to answer your question; and if I am not able to 
answer it, I will let the witness do it. 

Mr. GOLDSBOROUGH. If you are speaking from the philanthropic 
standpoint of our obligation to rehabilitate Europe, it produces one 
reaction; but if you are speaking from a selfish nationalistic stand
point, I can not see what good it will do. 

The CHAIRMAN. I am speaking from, particularly, a selfish 
national standpoint. 

Mr. GOLDSBOROUGH. I see. 
The CHAIRMAN. And I am of opinion so long as we are producing 

wealth to the extent that we are, and producing goods both from the 
mills and farms beyond the extent of our ability to consume, it is to 
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our interest to find markets and loans abroad to make payments to 
our people for this excess production that is troubling us now. 

Mr. GOLDSBOROUGH. You mean to accumulate it ? 
The CHAIRMAN. There may be an end eventually. I do not want 

to go that far. I t seems to me if we can find a market for our sur
plus production from our mills and farms, that we might possibly 
forego to serve our own selfish interests some of the payments coming 
to our Government under these debt settlements now being dealt 
with. 

Mr. GOLDSBOROUGH. You think it is economically a benefit 
The CHAIRMAN. I think, in order to do business with the world, 

our profit might more than overcome what we would be getting in the 
way of interest on these loans. I have been very much opposed to 
the cancellation of these debts, personally. But I can see a possible 
selfish interest involved. 

Mr. GOLDSBOROUGH. YOU see a selfish benefit in our labor producing 
a surplus to be dumped overboard as far as we are concerned, but 
upon which we can not see how we will ever get any return in goods. 
Getting a return in gold can not be of any benefit to you except in 
so far as it gives us buying power to buy European goods. 

Mr. LUCE. What else can you do with it ? 
Mr. GOLDSBOROUGH. YOU can not do that with it. 
Mr. WINGO. You overlook the fact that the remission of the debts 

of Europe does not improve the production over there. I t is trite 
expression that all of you have seen, I have no doubt, that the French 
people, as an industrial and economic unit, are rich. France, as a 
government, is a pauper. Do you think, by dumping something into 
the French treasury, you will increase the economic strength of 
France, especially with the present government they have got ? 

The CHAIRMAN. I am not suggesting that. I say that we should 
do everything we can do to permit the people of the world to buy our 
surplus production. 

Mr. GOLDSBOROUGH. One of the difficulties is you increase the notion 
in their heads that they do not have to pay the United States. I t is 
a very serious national condition. 

Mr. WILLIAMSON. Your theory amounts to this : That you advance 
money to the farmer to buy surplus goods, but the farmer never pays 
for them. I do not see anything in that. 

Mr. WINGO. I was expecting the chairman to come around and sup
port the McNary-Haugen bill. I thought he was going to say, " We 
are going to loan our farmers and farmers' organizations money to 
increase the markets." He is going to cancel the remittances from 
Europe to help the farmer. If that is true, why send it to Europe ? 
I thought he was going to cut out that long circuit and short-circuit 
it into the farmer's pockets. I was fixing to make a point of no 
quorum to get the gentleman from Kansas [Mr. Strong] here to see 
what he has to say. 

The CHAIRMAN. I do not think the chairman was trying to arrive 
at any conclusion. He was trying to bring out the fact that this is 
one of the greatest national problems and we are trying to deal with 
it in Congress by passing bills that are an artificial stimulant but do 
not go to the real basis of our troubles, which are world wide, at all. 

Mr. WINGO. You think if we cancel the European debts, it is the 
best way ? 
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The CHAIRMAN. I am not in favor of the cancellation of the debts. 
Mr. WINGO. But you seem to be making that argument. 
The CHAIRMAN. I think it is one of the financial problems. 
Mr. WINGO. I f you think it is wise, why not do it ? 
The CHAIRMAN. I do not say I think it is wise. 
Mr. WINGO. Well, you left that impression with me, that the 

cancellation of the European debts would enlarge the markets for 
our farm and factory products abroad and enable them to buy in 
larger volume our surplus. 

The CHAIRMAN. I was just voicing the arguments on the floor of 
the House of those who want to sell our surplus. 

Mr. CANFIELD. Suppose we hear from the witness on that point. 
The CHAIRMAN. I think the witness is probably delighted to find 

there are so many economists on the committee. 
Mr. GOLDSBOROUGH. I feel like any Member of Congress, when I 

get in my automobile and find, down the road, some woman with 
a foreign bond. I t makes me awfully sore, because, in my opinion, 
whoever holds that bond, whenever it matures, will never get any
thing out of it, and it seems to me the way we are dealing with our 
war loans is simply an invitation to more of these private loans that 
will never be paid. I think the psychological effect it is having on 
France is awful. The nationalists are reaching the conclusion now 
they do not have to pay them, and, of course, if they think they 
do not have to pay us, they will not pay us. 

Mr. WINGO. When one notices a bank growing with liabilities, 
we generally find that the strength of the bank has grown and we 
must not say, because it has never paid and cleaned house, it is a 
pauper. I think there is such a thing as accumulating and strength
ening the wealth of a people by trading and loaning to each other, 
although the fixed indebtedness between the peoples apparently be
comes larger. I am hoping that Europe really will straighten out 
their indebtedness and will accumulate, because it is only by the 
accumulations of nations, like people, that they can meet their debts 
and sometimes it is a good thing for the creditor to furnish more 
capital, whether it be a shoe factory or any other enterprise, and give 
it more capital and increase the debt so as to increase production and 
wealth and become better able to pay the debt, and put them into a 
position to liquidate that debt than perhaps to drag them into 
bankruptcy if new capital had not been opened up to them. But 
I am not an expert in these international questions, Mr. Chairman. 

Mr. CANFIELD. I suggest that the witness be allowed to proceed. 
Doctor MILLER. This goes, of course, far beyond my reach. I think 

history will repeat itself, however, and that Europe will recover not 
only her former productive capacity, but add to it considerably in 
the future and to a degree that will gradually show that these finan
cial obligations that she is assuming at the present time, are not 
beyond her capacity to meet. After all, why is Europe—western 
Europe particularly—what she is to-day as compared with 100 years 
ago or 200 years ago? Progress in scientific discovery and applied 
invention which has multiplied the productive power of her people 
many, many fold, even in the countries not the most advanced, in the 
course of the last 150 years. Why are we where we are? Largely 
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due to those same causes and not simply because of our vast natural 
resources. 

The millions of automobiles we have on the streets of this country 
are simply, to my mind, a visible indication of the growth in spend
ing power based upon commensurate growth in productive power, 
and that is the thing we have to pin our faith to and that Europe 
has to pin her faith to, in trying to balance, in imagination, the 
account, as she takes these large sums from us by way of credit 
purchases every year. I rather think that optimism in this regard 
will prove, in the end, to be a pretty close approach to wisdom. 
That does not mean that caution should not be exercised and good 
business judgment in extending credits, but I am one of those who 
believe that civilization is still a good bet, and I could not believe 
that if I did not believe Europe, on the whole, was a good bet. I f 
we can not believe in Europe, there is not much left of the world, 
as we know it. 

Mr. WINGO. You think Europe is coming back? 
Doctor MILLER. Yes, sir; and I think it is remarkable, consider

ing the inroads into the economic vitality that four years of war 
made, that she is coming back with the stride she is. I think within 
a few years' time western Europe certainly will be back to about 
the point where she was at the beginning of the war. That point 
reached, I think, gentlemen, our growth in riches in this country 
will help, in part, Europe's solution. We have been put forward by 
the war probably a generation in point of industrial capacity. . The 
war, so to speak, industrialized us, and our plant and farm 
efficiency is at a point where it might not have reached short of 
30 or 40 years. As we grow in that respect, as we grow in efficiency 
and commercial power, we shall want things requiring skill to 
produce—luxury goods—and I am inclined to believe Europe will 
find a large market for such goods that do not compete with our 
domestic products, those products in which we have the greatest 
efficiency. 

The CHAIRMAN. NOW, if Mr. Wingo is correct, they have to pay 
us on principal and interest annually at the rate of $900,000,000 
in goods—in goods in which we compete. 

Doctor MILLER. We send over a large number of our people every 
year who consume probably on the spot in Europe anywhere from 
five to six hundred million dollars' worth of goods. 

Mr. WINGO. Those are only invisible items? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. In connection with that, I would like to put into 

the record at this point, with the permission of the committee, a 
statement of the Department of Commerce on the foreign trade 
of the United States. I t is an estimated balance of the international 
payments to the United States and is pertinent to this subject. 

Doctor MILLER. They have just put out a pamphlet on that sub
ject. 

The CHAIRMAN. This is a synopsis of that article. 
Mr. WINGO. Who put it out? 
The CHAIRMAN. The Department of Commerce. 
Mr. WINGO. Does it show the character of our imports? 
The CHAIRMAN. The full report does. 
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T H E BALANCE OF INTERNATIONAL PAYMENTS OF THE UNITED STATES IN 1924 

[By Rufus S. Tucker, special agent, with a foreword by Herbert Hoover, Secretary of 
Commerce] 

INTRODUCTION 

This is the third annual study of the balance of international payments of 
the United States to be published by the Department of Commerce. In prepar
ing it the department has received assistance from many leading bankers and 
economists, as well as the cooperation of the Treasury and other Government 
departments. As in previous years, the collection and analysis of data was 

' under the direction of Dr. Rufus S. Tucker, Assistant Chief of the Finance 
and Investment Division, who is also responsible for the text of the 'report. 

JULIUS KLEIN, 
Director Bureau of Foreign and Domestic Commerce. 

APRIL, 1925. 

FOREWORD 

In any analysis of our foreign-trade balance sheet it is essential to take into 
account many items not appearing in the customs returns. Those items, cur
rently styled " invisible exchange," are of such increasing importance in any 
sound conclusion as to the movement of our foreign trade, as to the situation of 
our credit structure, as to the ability of foreign countries to purchase our com
modities or pay their debts, as to the probable trend of exchange rates, and as 
to the probable movement of gold and the ultimate trend of price levels, that 
they require comprehensive study by all whose interest lies in these subjects. 
The following table, in millions of dollars, summarizes the statement, details of 
which are given in the full report: 

Estimated "balance of international payments of United States, 1924 
[Millions of dollars] 

Items 

CURRENT ITEMS 
Visible current items: 

Merchandise _ 

Invisible current items: 
Interest and dividends 
Ocean freights _ 
Governmental payments _ 
Services to tourists ___ _ 
Charitable and missionary expenditures _ 
Immigrants' remittances _ 

Total, invisible current items _ 

Total, current items other than gold and silver __. 

MOVEMENT OF CAriTAL 

New foreign loans, exclusive of refunding 
Sale and purchase of outstanding securities ._ _ _ _ 
Foreign bonds paid off _ 
Principal of interallied debt _ 
United States paper currency _ 

Total, capital items 

GOLD AND SILVER 

Gold. 
Silver _ 

Total, gold and silver 

Total, all items._ 
Add increase in foreigners' bank deposits, as revealed by questionnaire 

Balance (representing errors and omissions) 

Credit 

i 4,621 

614 
76 

100 

790 

5,411 

319 
45 
23 

387 

62 
110 

172 

5,970 

Debit 

2 3,651 

150 
68 
5 

600 
55 

300 

1,178 

4,829 

795 
114 

50 

959 

320 
74 

394 

6,182 

Balance 

+970 

+464 
+8 
- 5 

-500 
-55 

-300 

-388 

+582 

-795 
+205 
+45 
+23 
-50 

-572 

-258 
+36 

-222 

-212 
+216 

+4 

1 Includes $30,000,000 for unrecorded parcel-post packages. 
2 Includes $40,000,000 for smuggled liquors. 
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808 STABILIZATION 

This study of these currents for 1924 represents the third summation of this 
character by the Department of Commerce. The results of the study might be 
formulated in many different fashions. 

Our official statistics of exports and imports show that we exported $4,591,-
000,000 worth of merchandise; we imported $3,611,000,000 worth of merchandise. 
There was thus a "favorable" balance of $980,000,000 on the movement of 
recorded merchandise. Allowing for the estimated value of parcel post and 
smuggled goods, this balance is reduced to $970,000,000. 

Parallel with this movement of actual commodities were what have been 
termed in this summary the " current invisible items," amounts paid out in 
foreign countries through our tourists, through remittances of immigrants, 
through payments for foreign shipping and services of one kind or another, a 
total of $1,178,000,000. On the other hand, we received interest on money owed 
to us by foreign individuals and concerns and by foreign governments, together 
with payments for the use of our ships by foreigners and expenditures of 
foreigners in the United States, amounting to approximately $790,000,000. 

Therefore, on these items of current invisible exchange we had a net balance 
against us of $388,000,000. 

If now we put together the " favorable" balance on merchandise and the 
adverse balance on invisible items, we find that our "favorable" balance on 
current transactions is reduced to $582,000,000. 

Of precious metals we exported $172,000,000 and imported $394,000,000, or 
we received a net balance of $222,000,000 in gold and silver. This again reduces 
the favorable balance, this time to $360,000,000. 

During the year there were large movements of capital. In these movements 
foreigners apparently bought $319,000,000 of securities in our markets, paid off 
in cash $45,000,000 of maturing bonds, and discharged $23,000,000 of the prin
cipal of debts owing to our Government—a total of $387,000,000. On the other 
hand, our citizens bought in the market $114,000,000 of foreign bonds and sub
scribed $795,000,000 for new foreign issues in this country, besides reimporting 
about $50,000,000 of American currency. In other words, we invested abroad 
during the year $572,000,000 more than we received from foreign investors. 
This would give us a net adverse balance on all accounts of $212,000,000 were 
it not for the fact that many foreigners—both those who borrowed from us 
and others—increased their deposits in our banks. The increase in deposits 
actually reported by 68 large banks was almost exactly equivalent to this 
estimated adverse balance. 

I t should constantly be borne in mind that in calculations of this character,, 
depending so largely on estimates, there is always the possibility of errors, 
although there is a tendency for some of these errors to neutralize each other. 
Consequently, although the unassigned balance in the above table is only 
$4,000,000, it is possible that some of the items may be as much as $100,000,000 
away from the truth. Nevertheless some conclusions can safely be drawn. The 
increase in our merchandise exports as compared with 1923 was not accom
panied by a corresponding increase in imports of merchandise or gold, but was 
paid for by means of credits, principally in the form of long-term securities 
floated in this country, but the volume of such securities was greater than 
necessary for this purpose, and the funds thus made available to foreigners 
were to a large extent kept in this country as bank balances to be drawn upon 
as needed. 

At the same time gold imports continued on a large scale until the month 
of December, which would not have been the case unless foreigners had bought 
large amount#of securities in this country besides paying some of their out
standing debts to us. 

The year's developments gave the United States a stronger position than 
ever in international finance. The United States is now the world's greatest 
investor, and the dollar is widely used as a basis for international transactions 
even where the United States is not directly concerned, whereas 10 ye^ss 
ago the New York foreign-exchange market was comparatively insignificant 
and the Nation was heavily indebted to Europe. Our total foreign holdings, 
excluding debts owed to our Government, amount to about $9,000,000,000, hav
ing increased by about $1,000,000,000 during the year. 

The increasing importance of the invisible items in explaining our inter
national trade is shown by the fact that in 1924 they were equivalent to roughly 
22 per cent of our total exports and 34 per cent of our total imports, whereas 
in the period between 1896 and 1914 they were reckoned as only 8 per cent 
and 33 per cent, respectively. But their nature has changed more than their 
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STABILIZATION 809 

magnitude, and still changes from year to year. Consequently such studies as 
this, in spite of the impossibility of obtaining absolute accuracy, are well worth 
the preparation, and it is gratifying to observe that statisticians of many 
other nations are now beginning to publish studies of the same sort. 

HERBERT HOOVES, 
Secretary of Commerce. 

I t has long been known to professional economists, and is now a matter of 
common knowledge to all persons interested in foreign trade and finance, that 
the balance of a country's international trade is effected not only by imports 
and exports of merchandise and precious metals, but also by many so-called 
"invisible" items. Unless these are taken into account no sound conclusions 
can be drawn as to the profits or prospects of international trade. 

CURRENT VERSUS CAPITAL TRANSACTIONS 

These invisible imports and exports may be divided into two great classes— 
current transactions and capital transactions. The distinction between these 
is twofold: In the first place, current transactions are completed within the 
year and do not necessarily lead to payments or receipts in subsequent years, 
whereas capital transactions always, in intention at least, give rise to subse
quent movements of profits or interest; secondly, current items are likely to 
be fairly constant in trend from year to year, since they reflect the consuming 
habits and producing capacities of a nation, whereas capital items are liable 
to fluctuate widely according to business conditions and prospects, both at 
home and abroad. 

The principal kinds of invisible items in the foreign trade of the United 
States are as follows: 
Current items: 

Credits (invisible exports) — 
Interset on debts owing to United States Government. 
Interest on American private investments abroad. 
Freight charges received by American vessels for carriage of exports. 
Money brought by immigrants. 
Expenditures of foreign travelers in United States. 

Debits (invisible imports) — 
Interest on foreign capital in United States. 
Freight paid to foreign vessels for carriage of imports. 
Immigrants' remittances abroad. 
Expenditure of American tourists abroad. 
United States Government expenditure abroad. 

Capital items: 
Credits (invisible exports) — 

Foreign loans matured and paid. 
Foreign securities resold abroad. 
American securities sold abroad. 

Debits (invisible imports) — 
Foreign bonds issued in United States. 
Foreign securities issued abroad but sold to Americans. 
American securities formerly held abroad resold to Americans. 
Other foreign investments, such as establishment of branches, pur

chases of real estate, etc. 
All of the credit items are alike in that they increase the purchasing power 

of the United States; all of the debit items, on the other hand, require pay
ments by the United States, since they represent purchases of one sort or 
another. 

The credit items are known as " invisible exports," since they give rise to 
credits abroad just as material exports do; similarly the debit items are known 
as " invisible imports." I t is necessary to guard against confusion in discussing 
these transactions, since the terms commonly employed to describe them are not 
always consistent with good bookkeeping terminology. For example, it is cus
tomary to speak of exporting capital to South America when our citizens 
construct railways or purchase mines there, but in reality this is an invisible 
import, for we are buying property, or at least titles to property, whether or 
not we actually bring any of it back to the United States. Even more confusing 
is the treatment of profits earned by our foreign enterprises; these must be! 
classed as invisible exports, because they are credit items and give us an 
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increased purchasing power abroad. Finally, there are entries like "immi
grants' remittances" and " charitable donations," which do not represent 
commercial considerations, but inasmuch as they give rise to purchasing 
power on the part of foreigners they must be treated as imports. 

T H E BALANCE OF UNFUNDED INDEBTEDNESS 

There is another entry that should be made in a complete and accurate 
statement of international payments; that is, the increase or decrease in credit 
or debit entries to the accounts of foreigners on the books of bankers and 
merchants—the so-called unfunded balances. If these figures could be ob
tained, and if all the other entries were accurate, the international payments 
of any country would almost always show an even balance, and any variation 
would represent either profit or loss of an extraordinary sort. (Ordinary 
trading profits are included in the values of goods and services entered.) But, 
in fact, it is so difficult to obtain close estimates of changes in unfunded bal
ances that they are usually not given as a, separate item, but are lumped with 
the balance that is merely the result of inaccuracies or omissions in the other 
items. In 1922, on account of the great amount of " frozen " credits left over 
from the crisis of 1920, the unfunded credit balance decreased by more than 
$375,000,000.1 

It is obvious that many of these so-called imports and exports can not be 
stated with any great degree of accuracy. The estimates used in this report 
have been made as carefully as possible, with the aid of many bankers and 
statisticians, and compared with estimates for previous years and for other 
countries. Some of the items, nevertheless, are subject to a very great possible 
error. However, it is believed that errors on opposite sides of the account have 
a tendency to offset one another, so that the main features of the situation are 
correctly portrayed. The small balance item on the credit side is merely a 
reflection of the inaccuracy or incompleteness of the estimates, and as such has 
no significance. 

Subject to these qualifications, the following statements are submitted for 
the year 1924. The first statement, printed in the " Foreword," may be called 
an " operating account" or a " statement of receipts and disbursements"; 
it shows how we paid for our imports and what we got for our exports during 
the year. I t might be arranged in many different ways, and two other 
arrangements are given toward the end of this bulletin, one for comparison 
with previous years and one for comparison with Great Britain. 

MOVEMENT OF M E R C H A N D I S E 

The figures given for imports and exports of merchandise are somewhat 
larger than those reported in the Monthly Summary of Foreign Commerce of 
the United States, as they include an allowance for unreported imports and 
exports. Even so, there is little doubt that the actual values of both imports 
and exports were larger than stated in the table, both because official valua
tions for customs purposes are likely to be low and because conservative 
estimates have been used for the values not officially recorded. 

The chief unreported item of imports is smuggled liquors. Estimates of this 
vary widely. After a careful study of the recorded exports, imports, and con
sumption of liquors in neighboring countries, it was estimated that the amount 
smuggled into the United States in 1923 was at least $30,000,000. This estimate 
made no allowance for liquor illegally manufactured in neighboring countries 
and sold here, nor did it include the profits of the bootleggers. I t is believed 
that the amount due to foreigners on this amount in 1924 was somewhat 
greater, as the number of foreign ships lying off the coast was larger, and it 
was not until late in the year that the Coast Guard was able to picket them 
with much success. Consequently the sum of $40,000,000 is entered on this 
account. In the opinion of officials connected with the customs service, this is 
a low estimate. 

On the export side the chief unreported item is goods sent by parcel post. 
The official statistics include only parcels worth $25 or over, sent by mercantile 

1 For details concerning this and other references to 1922, see Trade Information Bul
letin No. 144, issued by the Bureau of Foreign and Domestic Commerce; for 1923, see 
Trade Information Bulletin No. 215. The figures for both of these years, as given in the 
present bulletin, have been revised in the 2ight of later information, but none of these 
revisions affect the conclusions originally stated. 
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STABILIZATION 811 
concerns in the United States to mercantile concerns abroad, which amounted 
to over $21,000,000 in 1924. Smaller parcels and parcels sent by private indi
viduals must raise this total considerably. During the fiscal year ending 
June 30, 1924, the aggregate weight of parcel post dispatched to foreign coun
tries was 43,779,512 pounds. If the value per pound was the same as disclosed 
by an investigation made in May, 1923, in the New York post oflice, and if 
the total for the calendar year was the same as for the fiscal year, the total 
value, excluding gifts, would be over $52,000,000, of which only $21,000,000 is 
included in the official returns. For this reason $30,000,000 should be added to 
the recorded exports for the purposes of this study. 

United States balance of merchandise trade, by continents and by principal 
countries, in 1924, compared with 1923 

[Thousands of dollars] 

Principal coun t ry 

TOTALS BY CONTINENTS 

E u r o p e 
N o r t h Amer i ca . . 
Asia 
South America 
Oceania : 
Africa _ 

G r a n d to ta l 

EUROPE 

U n i t e d K ingdom _ 
Belgium 
D e n m a r k 
F rance _ 
G e r m a n y 
I t a l y . „ . _ __ 
Ne the r l ands 
N o r w a y _ 
Spain 
S w e d e n . . . _ 
Switzer land 

NORTH AMERICA 

C a n a d a 
Mexico 
C u b a 

SOUTH AMERICA 

Argent ina 
Brazil 
Chile -
Colombia _ _ 
Pe ru 

Venezuela 

ASIA 

Bri t i sh I n d i a 
Stra i ts Set t lements 
C h i n a ._ 
D u t c h Eas t Indies 
Hongkong 
J a p a n 
Ph i l ipp ine Is lands 

OCEANIA 

Austra l ia 
Br i t i sh Oceania . . 

AFRICA 

E g y p t 
Por tuguese Africa 

Expor t s 

1923 

2,093,444 
1,086,609 

511,311 
269,318 
146, 598 
60, 666 

4,167,946 

882,334 
100,762 
38,768 

272,143 
316,838 
167,532 
109,173 
27,610 
61,870 
42,403 

5,901 

651,921 
120,638 
192,438 

112,782 
45,584 
31,070 
22,297 
19,775 
15,077 
11,919 

30,250 
7,353 

108,bll 
12,100 
17,610 

264,124 
49,241 

119,564 
441 

6,174 
3,860 

1924 

2,445,300 
1,090,041 

514,592 
314,252 
156,505 
70,294 

4,590,984 

982,941 
116,007 
48,413 

221,664 
440,410 
187,040 
151, 764 
23,237 
71,162 
42,266 
9,055 

624, 006 
135,076 
199,779 

117,093 
65,207 
31,377 
27,764 
23,837 
18,222 
17,642 

34,601 
7,506 

109, 189 
14,479 
17,476 

250,306 
59,519 

125,177 
581 

5,866 
4,642 

I m p o r t s 

1823 

1,157,327 
1,001,811 
1,019,714 

466,817 
59,200 
87,068 

3, 791,938 

404,114 
67,971 
6,630 

149,642 
161,348 
92,341 
77,563 
20,099 
31,461 
36,184 
37,979 

415,981 
139,852 
376,443 

115,276 
143,234 
92,286 
45,738 
23,811 
21,811 
13,112 

127,978 
153, 790 
187,602 
54,889 
19,867 

346,940 
77,646 

41,089 
1,000 

38, 813 
11,037 

1924 

1,096,088 
995,156 
930, 708 
466,074 
48,945 
72,992 

3,609,963 

366,465 
65, 559 

6,168 
147,636 
139,259 
75,011 
74,044 
21,392 
28,992 
40,031 
35, 582 

399,148 
167,087 
361,721 

75,298 
179,337 
98,285 
57,729 
22,892 

7,070 
16,463 

103,277 
147,634 
117,888 
57, 520 
16,490 

340, 061 
97,088 

32,868 
649 

30,095 
16,348 

Excess of exports 

1923 

+936,117 
+84,798 

-508,404 
-197,499 
+87,398 
-26 ,402 

+376, 008 

+478,220 
+32,791 
+32,138 

+122, 501 
+155,490 

+75,191 
+31,610 

+7 ,511 
+30,409 

+621 
- 3 2 , 078 

+235,940 
-19 ,214 

-184,005 

- 2 , 4 9 4 
-97 ,650 
-61 ,216 
- 2 3 , 4 4 1 

- 4 , 0 3 6 
- 6 , 7 3 4 
- 1 , 1 9 3 

-97 ,728 
-146,437 

- 7 9 , 0 9 1 
- 4 2 , 789 

- 2 , 2 5 1 
-82 ,816 
-28 ,405 

i +78,475 
- 5 5 9 

- 3 2 , 639 
- 7 , 1 7 7 

1924 

+1,349,212 
+94,885 

-416,116 
-151,822 
+107, 560 

- 2 , 6 9 8 

+981 , 021 

+616,476 
+50,448 
+42 , 245 
+74,028 

+301,151 
+112, 029 

+77,720 
+1 ,845 

+42,170 
+2 ,235 

- 2 6 , 527 

+224, 858 
- 3 2 , 011 

-161,942 

+ 4 1 , 795 
-114,130 

-66 ,908 
-29 ,965 

+945 
+11,152 
+1 ,179 

-68 ,376 
-140,128 

- 8 , 6 9 9 
- 4 3 , 031 

+986 
- 8 9 , 755 
-37 ,573 

+92,309 
- 6 8 

-24 ,229 
-11 ,706 
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ANALYSIS OF MERCHANDISE TRADE 

Every month of the year except July showed an excess of exports of mer
chandise, but, as usual, the excess was greatest in the later months. Imports 
for the year were less than in 1923 and exports greater, with the result that the 
"favorable" balance increased by nearly $600,000,000. This decrease in im
ports and increase in exports occurred in our trade with every continent. The 
trade with individual countries showed little uniformity, although Japan was 
the only important country for which a decline was reported in both imports 
and exports. Europe took over half the exports and supplied three-tenths of 
the imports. On the other hand, imports from South America, Asia, and Africa 
exceeded exports, as usual. By classes of commodities the greatest increase in 
imports was in foodstuffs in crude condition, including food animals, and the 
next greatest was in foodstuffs partly or wholly manufactured. The greatest 
increase in exports was also in foodstuffs in crude condition, especially wheat, 
followed by crude materials for use in manufacturing, especially cotton and 
copper. Our exports of manufactured foodstuffs declined, as they had in 1923. 

If merchandise exports total $4,621,000,000 and imports $3,651,000,000, the 
so-called favorable balance (what Europeans call an " active" balance) 
was $970,000,000. On account of the nature of the figures from which this 
balance is deduced, it is more likely to err by being too large rather than too 
small, but the error is probably not great. To this should be added the excess 
of exports of silver over imports, as silver is really merchandise, although it is 
usually presented separately for historical reasons. The excess of silver 
exports was $35,946,131, making the total excess of merchandise and silver 
over $1,000,000,000. 

Such an excess of exports is usually called a " favorable" or " active" 
balance of trade. I t should be constantly borne in mind, however, that in 
itself it is neither favorable nor unfavorable to the country having it. The 
gain from foreign trade does not consist in merely disposing of goods abroad 
but in disposing of them on favorable terms, receiving in return either goods, 
services, securities, or gold. A " favorable" balance merely means that to 
a certain extent payment for goods exported has been made not in merchan
dise but in services or securities or gold, which may or may not be advantageous 
to the nation, depending on the nature of those services and securities and 
the need of the nation for gold. 

MOVEMENT OF GOLD 

The inward movement of gold, which had continued without interruption 
since August, 1920, came to a halt in December, 1924. As early as June there 
was a marked falling off in imports, and in August exports began to increase. 
The year as a whole showed imports $258,000,000 in excess of exports, but 
the last month showed exports $29,000,000 in excess of imports. The chief 
causes of these developments were the greater demand for gold in India, the 
restoration of stability in some of the European currencies, and the large 
amount of foreign loans floated here in the second half of the year. Most of 
the product of the South African mines in the second half of the year went 
to India, because of the good crops there and the high value of the rupee; the 
restoration of more stable conditions in Europe removed much of the necessity 
of shipping gold to maintain exchange; and the restoration of confidence in 
the minds of American investors made possible the acquisition of such 
American balances as were necessary by transfer from other accounts in this 
country instead of by shipment of gold. 

As in 1923, England was the chief source of gold imports, having sent 
$131,000,000. Second place was taken by Netherlands with $51,000,000, while 
Germany, which was second in 1923, sent only $5,000,000, and was surpassed 
by Canada, France, Argentina, Mexico, and China. On the other hand, Ger
many received nearly one-third of the exports ($20,000,000) as part of the 
proceeds of the $110,000,000 loan which was intended to provide a gold reserve 
for the new German currency. England received over $12,000,000, almost all 
in the month of December. It is commonly believed that a large part of this 
was destined for Continental nations. 

India received somewhat less than in 1923, owing to the new practice of 
shipping gold direct from the Transvaal. The other countries receiving more 
than they sent were Spain ($299,034), Switzerland ($43,200), Uruguay 
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STABILIZATION 813 
($130,000), Venezuela ($784,713), Ceylon ($225,000), and Hongkong 
($1,882,940). British India, England, and China received nearly all the silver 
exported. 

Comparing these figures with those shown in the preceding table, it is 
obvious that there is very little connection between the balance of merchandise 
trade with a given country and the flow of gold to and from that country. 

The stock of gold now in the United States is supposed to be about $4,500,-
000,000, between 45 and 50 per cent of the world's total stock. A certain 
amount of it is subject to withdrawal on demand by foreign owners of cash 
balances here and by foreign holders of United States currency. 

The possibility of withdrawal at such a rate as to disturb our financial 
stability is very slight. The sums deposited in our banks as reserves for the 
monetary systems of nations that have attempted to stabilize their currencies 
without going to the length of paying out gold freely in exchange for notes 
are safer here than anywhere else; the balances maintained by private banks 
and business concerns are essential for the orderly conduct of their business; 
the amount of United States currency in the hands of foreigners can not be 
very great, in spite of the impression it makes on Americans traveling abroad; 
and in any case the reserves of the Fderal reserve system are ample, as are 
also the system's resources available for strengthening its reserves when 
needed. 

MOVEMENT OF CURRENCY 

The movement of United States currency may be considered here, although 
it might almost as well be considered among the capital items, being practi
cally a noninterest-bearing investment. In recent years there has been a 
considerable amount of investment in United States currency by residents of 
countries with rapidly depreciating exchange, who were willing to forego 
interest for the sake of security. From this point of view shipments of cur
rency resemble shipments of stocks and bonds. This movement seems to have 
come to an end in the early part of 1924. According to reports received by 
the New York Federal Reserve Bank from 14 large New York City banks 
imports of currency have exceeded exports each month since March, and the 
net excess of imports during the year was over $49,000,000, disregarding ship
ments to Cuba through the reserve bank of Atlanta, which approximately bal
anced. There is thus indicated a definite turn in this tide, also an indica
tion of the growing strength of European currencies. 

Since the return movement started, the largest amounts were received 
from Germany ($32,000,000), England ($9,400,000), Netherlands ($4,800,000), 
and Switzerland ($3,700,000). Apparently there was a small net outward flow 
to Latvia, Russia, the Dominican Republic, and Peru. 

Of course, these returns do not cover all shipments of currency into or out 
of the country. Travelers take unknown sums of money with them and immi
grants send paper money to their friends abroad; but much, if not most, of this 
money is either used to buy steamship tickets or is brought back by immigrants, 
or it is converted into local currency and shipped by the money changers back 
to the United States. The sums sent through the mails or carried by travelers 
would naturally be small bills, but the amount of small bills outstanding, as 
reported by the Treasury, remained practically unchanged. This is all the 
more striking, inasmuch as about three-fourths of the shipments reported to 
the New York reserve bank in the last six months of the year were in denomi
nations of $20 or less. 

I t is estimated that there is over $100,000,000 of American paper money in 
Cuba andi other parts of Latin America where American currency is legal 
tender. There are also large sums of American money, both paper and gold, 
in the reserves of European banks. The total can not be stated and is not 
necessary for the purposes of this study, but from the results of the New York 
reserve bank's inquiry it seems certain that the net movement was inward 
in 1924. This conclusion is strengthened by the fact that the total of paper 
money outstanding decreased by over $5,000,000 during the year, in the face of 
rising prices, 

OCEAN FREIGHT PAYMENTS 

The most practicable basis for estimating freight payments is to determine 
the ratio of the freight charge to the value of goods carried. The United 
States receives freight payments from foreign countries for exports carried in 

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



814 STABILIZATION 

American vessels and makes payment for imports carried in foreign vessels. 
The earnings of American ships when carrying imports to the United States 
represent purely domestic transactions. 

The ratio is higher in the case of exports than in the case of imports on 
account of the bulky nature of the cargoes. Figures supplied by the Shipping 
Board and by many exporters and importers for the year 1922 showed an 
average rate of 7 per cent for exports and 4.5 per cent for imports. 

The Federal Reserve Board's index of export shipping rates shows that in 
1924 they averaged as high, as in 1922, or slightly higher. Exports carried in 
American vessels in 1924 amounted to $1,514,812,456, or 38.4 per cent of all 
wTater-borne exports, being almost identical with the proportion so carried in 
1923 and 1922. The prices of these exports, according to the Federal reserve 
bank's index of wholesale prices of export goods, were 13.4 per cent higher 
than in 1922. Consequently the ratio of freight charges to the value of the 
cargo was about 6.3 per cent, or $95,000,000; from this a deduction of one-
fifth should be made for porti expenses abroad, making the net sum receivable 
about $76,000,000. The earnings of American vessels carrying goods between 
foreign ports would increase this sum, but the amount is not known. It is not 
believed to be very large. 

Imports carried in foreign vessels in 1924 amounted to $2,133,061,218, or 
67.5 per cent of all water-borne imports, a slightly smaller proportion than in 
the previous year. The prices of these imports were apparently about 15.4 
per cent higher than in 1922, and the ratio of freight charges was therefore 
about 4 per cent. On this basis the freight payable was $85,000,000. Deduct
ing one-fifth to allow for the expenses of vessels in American ports, the net sum 
payable by the United States to foreign shipowners was about $68,000,000. 
Therefore our export of shipping services exceeded our import by about 
$8,000,000. 

IMMIGRANTS' REMITTANCES 

There are in this country over 15,000,000 persons of foreign birth, of whom 
about 5,000,000 are of voting age and unnaturalized. A large proportion of 
them regularly send money to their relatives and friends abroad, either in 
drafts or currency or postal orders. The foreign recipients are thus enabled 
to buy American goods without giving their own products in exchange or else 
to buy foreign goods and pay for them with drafts on America. Another way 
of putting it would be to say that the foreign-born residents in America, when 
they send remittances to their friends abroad, practically consume foreign 
goods by proxy instead of importing them to consume in person. The result 
of such transactions is either to increase our exports of goods and services 
or to decrease our imports. 

The remittances sent abroad may be looked upon either as payment for 
services rendered by foreigners residing in this country or as philanthropic 
donations by residents of America to their relatives and friends abroad. The 
economic effect is the same in any event. 

The number of declared immigrants arriving in 1924 was 354,770—less than 
one-half as many as in 1923. This figure, however, takes no account of the 
" nonimmigrant" aliens, many of whom have failed to leave the country again 
within a year and should therefore be considered as immigrants, since they 
presumably derive their living from the United States. Neither does it include 
the immigrants who have been smuggled in and who were estimated by the 
Secretary of Labor to number 150,000 or more. The excess of reported alien 
arrivals over departures was 295,000 as compared with 706,000 in 1923. The 
new immigration law, which went into effect on July 1, 1924, is intended to 
discourage the immigration of individuals without their families and of laborers 
seeking temporary employment, and it should ultimately result in a diminu
tion of the amounts sent abroad for the support of relatives. It is doubtful, 
however, if its effect has yet been noticeable. Reports from Italy, Greece, and 
Sweden indicate an increase in remittances from the United States, possibly 
due to improving business and agricultural conditions in the United States. 

It may be assumed, then, that remittances in 1924 were approximately the 
same as in 1923; that is, $350,000,000. This includes remittances by draft or 
money order and also currency sent by mail or carried by returning immigrants. 
Against it would have to be counted the cash brought into the country by newly 
arriving foreigners. The amount shown to immigration officials in the fiscal 
year 1923-24 was $46,000,000. Deducting this we have a net debit of about 
$300,000,000 on account of immigrants. 
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The most important countries receiving these remittances were Italy (about 

$100,000,000), Germany (about $80,000,000), Poland (about $30,000,000), Rus
sia (about $25,000,000), Greece and Ireland (about $20,000,000 each). 

CHARITABLE AND M I S S I O N A R Y EXPENDITURES 

The leading organizations engaged in foreign relief reported the amounts 
they expended abroad in 1923 as over $40,000,000. Those that reported for 
1924 showed a smaller amount, and some of them had practically ceased their 
activities. I t is believed that $25,000,000 would cover their expenditures in 
1924. To this sum should be added the amounts expended by religious organi
zations for missionary purposes, which was estimated as $30,000,000 in 1923 
and was probably the same in 1924. Thus we have a debit of $55,000,000 on 
account of philanthropy—less than in 1923 but still greater than that of any 
other country in the world. 

EXPENDITURES OF AMERICAN TOURISTS ABROAD 

The expenditures of American tourists abroad act in precisely the same way 
as immigrants' remittances. What they consume abroad is to all intents im
ported into this country, although it can not be valued by the customs inspector. 

Besides the tourists, in the strict sense of the term, there are a number of 
Americans who live abroad, either by preference or for economical rea
sons. Here are included the heiresses who marry abroad, and, at the other 
extreme of the financial scale, the students and persons with small fixed in
comes who must live cheaply. Whatever they spend, if their incomes are 
derived from the United States, acts to increase the debit balance of this 
country. 

The Bureau of Immigration keeps a record of American citizens leaving the 
country. In 1924 there were 301,648 of these, not including those who visited 
Canada. This was 40,000 more than in the previous year. During 1924 
322,065 citizens returned from abroad, being 22,000 more than in the preceding 
year. 

The average amount spent by each traveler varies according to the part of 
the world in which he travels, and can only be guessed at, except, of course, 
that the absolute minimum of expense could be stated with a fair amount of 
certainty. However, as the overwhelming majority of these tourists visited 
Europe, and there are many private tourist agents and public officials in a 
position to observe their expenditures, the opinions of these observers are prob
ably a very reliable guide to the amount spent in Europe, and we may assume 
that the average spent in other parts of the world (including passage money 
paid to foreign shipowners) is at least as large as that spent in Europe. The 
consensus of opinion is that the average for Europe in 1923 was between $1,000 
and $1,500, and $1,250 was taken as the basis of our calculations for that year. 
Since retail prices and the cost of living increased in most European countries, 
except England and the Netherlands, between July, 1923, and July, 1924 (the 
most important tourist months), and hotel rates increased, according to reports, 
even more than other prices, it is wholly reasonable to suppose that the average 
tourist's expenditure in 1924 was somewhat greater than in 1923. The increase 
was especially great in Germany, Austria, and Belgium. In the other coun
tries it was largely or wholly offset by a decline in exchange rates. jTo a cer
tain extent the high prices in the countries mentioned kept tourists away; 
moreover the number going abroad late in the summer and presumably staying 
only a short time was larger than usual. Consequently the average expendi
ture has been estimated at $1,300, only $50 greater than in 1923. 

The total amount of tourists's expenditures in 1924, excluding Canada, may 
be estimated on this basis as $420,000,000. 

These travelers are not only a source of profit to European merchants and 
hotel keepers, but also an important source of revenue to European Govern
ments, as practically all of the continental nations levy taxes on tourists. 
The rates vary from 4 to 25 per cent of the hotel bill, with frequently an 
additional charge of 10 to 25 cents a day, and in most countries a passport 
charge of $10. 

The expenditures of American tourists in Canada, as reported by local 
official and semiofficial bodies, showed a considerable increase over 1923. The 
number of Americans visiting Canada for pleasure can not be stated, as there 

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



816 STABILIZATION 

are so many who go back and forth frequently and so many who travel for 
business reasons and whose expenses, therefore, are met from their earnings 
in Canada and do not constitute a charge against the United States. Unless 
the estimates of Canadian observers are grossly exaggerated, American tourists 
spent at least $150,000,000 in Canada during 1924, principally in Quebec, 
Ontario, and British Columbia. 

The total spent by American tourists in Europe, Canada, and elsewhere 
thus comes to $570,000,000. To this may be added $30,000,000 for the expendi
tures of Americans residing abroad more or less permanently. 

Against this total of $600,000,000 must be set something like $100,000,000 
spent by foreigners in this country- One hundred and seventy-two thousand 
nonimmigrant aliens came to the United States in 1924, besides an unknown 
but doubtless large of number of Canadians. However, it is likely that some 
of the aliens who declared themselves as nonimmigrant actually became per
manent residents, as the number of nonimmigrant aliens departing during the 
year was only 142,000. 

This is all the more striking inasmuch as the term " nonemigrant alien" 
includes not only aliens who leave the country after a temporary sojourn here, 
but also resident aliens who go abroad for a temporary stay. The latter class 
have the same* effect on the balance of payments as American citizens traveling 
abroad, for their expenditures are out of income derived from this country. 
Moreover, some of the transient aliens supported themselves while in the 
United States out of earnings derived from this country, and others of the 
" nonimmigrant" class are really immigrants returning from a trip home. 
Their average expenditure of money from foreign sources could hardly have 
exceeded $500. The rest of the $100,000,000 stated above represents the esti
mated expenditures of visitors from Canada. The net debit on account of 
tourists is therefore estimated at $500,000,000. 

This item has for many years been a unique feature in the balance sheet 
of the United States. Even in the first half of the nineteenth century Ameri
cans spent large sums in foreign travel. In the period since 1900 the annual 
debit on this account has usually exceeded $150,000,000, except during the 
war. No other country, except England, spends nearly so much money in this 
way. On the contrary, tourists' expenses are a credit item for most European 
nations. 

GOVERNMENT RECEIPTS AND EXPENDITURES 

The principal receipts of the United States Government from foreign sources 
were payments of interest and principal of loans to foreign governments. The 
details of these are given in the following statement from the Treasury 
Department: 

Payments received from foreign governments on account of principal and in-
terest due on their obligations to the United States, during 1924, wMiich 
affect international "balances 

Countries 

Belgium _ ._ _. 
Finland _ __ 
France _ 
Great Britain _ 
Hungary -
Lithuania. ___ 
Nicaragua _ 
Poland 

Total 

Principal 

$45,000.00 

23,000,000.00 
9,672. 50 

35,000.00 

23,089,672. 50 

Interest 

$1,376,730.17 
268,650.00 

20,367,057.25> 
137,310,000.00-

30,056.18 
91,996.97 
5,168.09-
5,025.99 

159,454,684. 65 

The principal payments made abroad by the United States Government were 
as follows: 

Colombia (treaty of 1914) $5,000,000 
Panama (treaty of 1903) ^ 250,000 
France (relief of Mme. Crignier) 13,511 
Various international bureaus 50, 508 

Total Government expenditures. 5,314, 019 
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There were other transactions between various departments of this and of 
foreign governments that are not stated above, since they did not involve the 
transfer of funds, but were settled by entries on the books of the Treasury and 
of the other departments concerned. 

The receipts tabulated above are not entered in the general statement of 
international payments as a separate item, but are included with other items 
of principal and interest. The expenditures are given under that heading, as 
they are of a distinct nature. 

For the purpose of this study no account needs to be taken of the sums spent 
by the United States Government on account of diplomatic missions, naval 
ships in foreign ports, etc., since such expenditures must be nearly offset by 
consular fees collected abroad and by the expenditures of foreign governments 
for similar purposes in this country. 

INTEREST AND PROFITS 

The amount of income received from foreign sources by residents of the 
United States can only be estimated on the basis of known investments and 
average yields. Income-tax statistics are not yet compiled for 1924 or 1923, 
and those compiled for previous years do not include all income from abroad. 
In 1922, 1,521 citizens residing abroad reported $11,364,148 and 33,418 citizens 
residing in the United States reported $43,025,275 of income from foreign 
sources. Also, 1,266 corporations reported net profits of $40,000,000 from foreign 
business. In 1924 it is believed such incomes were considerably larger. Non-
realized profits, incomes under $5,000, and interest on bonds payable in the 
United States are not included in these figures, which are therefore much below 
the truth. The amount of interest on foreign loans publicly issued and still 
outstanding is reckoned in the following table: 

Interest received in 1924 on foreign securities issued in United States 

[Millions of dollars] 

Foreign securities issued here and outstanding Jan. 1,1924 
Foreign-government and Government-guaranteed securities floated here 

in 1924 (excluding refunding) _ _ 
Foreign-corporation securities floated here in 1924 (excluding refunding).. 

Total _ 
Deduct: Foreign securities paid off during 1924 and not refunded 

Outstanding Dec. 31,1924 _ 

Par 
value 

i 3,717 

775 
103 

4,595 
45 

4,550 

Rate of 
interest 

Per cent 
2 5.9 

2 6.0 
2 6.5 

2 5.9 
2 5.9 

2 5.9 

Amount 
of interest 

219 

3 23 
33 

245 
31 

244 

* Estimated. 2 Average. ' Interest for half a year only. 

In addition to the above securities, Americans have invested largely in 
foreign-currency bonds and in real estate and industrial enterprises abroad. 
The amount of such investments can only be roughly stated. Even the amount 
of American-issued bonds held by Americans is not exactly ascertainable, as 
many issues floated in this country have been partly sold to foreigners, either 
at the time of issue or later. The best evidence available indicates that the dis
tribution of total foreign investments is as shown in the following table. The 
total for the end of 1923, as published in Trade Information Bulletin 215, was 
$8,000,000,000, but later information seem& to show that it was nearer $8,105,-
000,000, as investments in Canada were apparently overestimated by some 
$50,000,000, and investments in Japan, China, and the Philippines underesti
mated by $155,000,000. Some securities previously classed as industrial are 
here entered as Government guaranteed, since they do not represent such an 
active interest in foreign industry and commerce as do nonguaranteed bonds, 
stocks, and direct investments. 
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Estimated value of American investments abroad at the end of 1924 

[Millions of dollars] 

Region 

Canada and Newfoundland . 
Latin America 2 ._ _ 
Europe 
Asia and Oceania3 _. 

Total _ 

Govern
ment guar

anteed 
obligations 

1,060 
840 

1,500 
440 

3,840 

Industrial 
securities 
and direct 

invest
ments 

11,400 
3,200 

400 
250 

5,250 

Total 

2,460 
4,040 
4,040 

690 

9,090 

i The apparent decline, when compared with the figures given in trade Information Bulletin 215, is 
due mainly to the transfer of $300,000,000 of Canadian Government railway securities to the column of 
Government obligations. 

2 Excluding Porto Rico. $140,000,000 of Mexican railway obligations, previously included with indus
trial securities, are here given .as Government-guaranteed. 

3 Including Philippines. The figure of $190,000,000, given as the value of Government obligations in 
1923 in Trade Information Bulletin 215, should have been $360,000,000, according to more recent informa
tion. That of $250,000,000 for industrial securities, etc., should have been $235,000,000. 

The interest on foreign loans floated in the American market and payable in 
dollars is for the most part not included in the amount reported in the income-
tax statistics as being derived from foreign sources, but is treated for tax pur
poses as domestic income. Consequently the $43,000,000 mentioned above as 
being received from abroad by individuals and the $40,000,000 received by corpo
rations in 1922 should be added to the estimated income from such bonds, giving 
a total of $325,000,000 as the interest and profits on foreign investments. This 
total, however, is only a minimum figure, as it omits a good many small incomes 
and ignores accrued profits not realized in taxable form. Moreover, the taxable 
income earned abroad in 1924 was probably greater than in 1922. Consequently 
the figure of $455,000,000, equivalent to 5 per cent of the estimated value of 
foreign investments, may be taken as more nearly approximating the total 
amount of interest and profits on foreign investments during 1924. To this 
must be added $159,000,000 received by the United States Government as inter
est on its loans to Great Britain and other governments. 

In 1922, according to the income-tax statistics, nonresident aliens received 
$38,000,000 of taxable income from services within the United States and its 
possessions. This includes interest, dividends, salary, commissions, and royal
ties. It does not include amounts received by individuals reporting less than 
$5,000 net income, nor does it include interest on tax-exempt securities. Foreign 
corporations reported a net loss of $6,000,000, but this can not be regarded as 
representing the actual situation. Since 1922 the amount of foreign capital in 
the United States has undoubtedly increased, although the " flight of capital"" 
from depreciating currencies and threatening legislation, which was so impor
tant in 1922 and 1923, seems to have been less important in 1924, and a reverse 
movement has set in, especially in the United Kingdom and Germany. 

Reports submitted by 68 banks show that the amount of securities sold to 
foreigners in 1924 exceeded the amount bought abroad by $205,000,000. Unfor
tunately it was impossible to separate American and foreign securities, so that 
it is doubtful whether the effect of these transactions is to increase the amount 
payable to foreigners as interest, or to decrease the amount receivable from 
them. 

On the whole, there seems to have been little change in the amount payable 
on foreign investments in the United States, and the amount stated last year 
may be repeated for 1924; that is, $150,000,000. There is no doubt, however, 
that the balance due from foreigners was somewhat reduced by the year's 
market transactions, aside from new flotations, and the interest on securities 
sold must be set off against the interest on the new foreign issues. 
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MOVEMENT OF CAPITAL 

The most impor tan t capital i tem is the amount of new issues, of foreign 
securities in the United States. Several compilations have been published, 
which differ widely, for three reasons : The difficulty of eliminating issues t h a t 
represent merely the refunding of loans or bank credits previously obtained, 
the difficulty of ascertaining wha t pa r t of Canadian issues was bought by 
Canadians, and a difference of practice with regard to long-term loans not 
offered for public subscription. The accompanying table excludes loans of the 
last category and includes Canadian loans to the amount of only $195,000,000, 
of which only $118,000,000 is considered t o represent new investment. The 
total pa r value of issues publicly offered was $1,210,000,000, of which $332,-
000,000 was merely a refunding of old loans, As most issues were sold a t less 
than par, the total actual new investment was only $828,000,000 when reckoned 
on the advertised issue price, and the amount finally credited to the foreign 
borrower was even less, since bankers ' commissions amounted to 4 per cent or 
more. The amount entering into the balance of internat ional payments, e i ther 
by ac tua l t ransfer of funds or by the establishment of credit balances in 
American banks, was therefore only about $795,000,000, which is the amount 
entered in t h e table. 

Investors showed an even greater preference t han in 1923 for Government-
guaranteed securities, for of the $878,000,000 of new loans floated, $775,000,000, 
or 88 per cent, were Government guaranteed, whereas in 1923 the corresponding 
percentage was only slightly over 60 per cent. I n fact, t he total pa r value of 
new corporate issues was apparent ly less than in 1923 ($103,000,000 against 
$130,000,000), bu t there were other impor tant investments in foreign industr ia l 
enterprises not represented in the l is t of bonds publicly offered. 

GEOGRAPHICAL DISTRIBUTION OF N E W SECURITIES 

The geographical distribution of these securities is of interest. The pa r 
value of loans to Europe publicly offered, excluding refunding issues, w a s 
$525,850,000, of which $511,850,000 represented Government or Government-
guaranteed borrowings, and $14,000,000 bonds of pr iva te corporations. The 
marke t value of these securities did not exceed $439,590,250 for the Government 
issues and $13,675,000 for the others. The actual investment by Americans w a s 
even less than these figures indicate, as many of their bonds were bought by 
Europeans ; moreover, the bankers ' commissions should be deducted, and these 
r an in some instances as high a s 8 per cent. 

I t is very difficult to est imate the amount of Canadian securities purchased 
by residents of the United States, as the bankers who underwr i te such issues 
have customers on both sides of the boundary and there is no hesitat ion on the 
pa r t of investors in either country a t investing in the other. Considering the 
circumstances under which each issue was offered, it seems likely t h a t Canadian 
Government securities sold in the United States, excluding refunding issues, 
amounted to about $99,000,000 and Canadian corporation securities to about 
$35,000,000. 

Cuban sugar plantat ions obtained $17,500,000 and other corporations operat
ing in Lat in America obtained about $21,000,000. These companies were all 
under American control. Large investments were made in Bolivia and else
where t ha t were not financed by the sale of specific securities. About $81,000,-
000 was advanced to Latin-American Governments and municipalities-

The greater par t of the loans to Asia were for the benefit of Japan . About 
$90,000,000 of new capital went to Japan . The only other Asiatic country 
borrowing here during 1924 was the Philippines, which obtained less than 
$2,000,000. 

In all sections of the world the chief interest of American investors was in 
Government bonds or bonds of corporations controlled or guaranteed by gov
ernments. The value of private corporation securities bought was less than in 
1923 in the case of Europe, Canada, and Lat in America, but increased from zero 
to over $14,000,000 in the case of Asia. The total of foreign capital issues 
considerably exceeded the corresponding figure of overseas issues in Great 
Bri tain, as in the four years 1919-1922, but the total of non-Government-guar-
anteed issues was less than in Great Bri tain. The Brit ish figures, converted a t 
the average ra te of exchange, were $599,000,000 for total overseas issues and 
$129,000,000 for commercial and industr ial issues. 
^ As refunding issues are not included in the statement of new capital flota

tions, i t is not necessary to deduct the amount of the old matur i t ies refunded. 
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There were payments made from sinking funds and prescribed drawings that 
amounted to about $45,000,000, besides certain # purchases for the borrower's 
account. These optional purchases are largely included in the figure of sales of 
securities to foreigners by reporting banks. The item of $45,000,000, however, 
is an additional credit in the international balance. 

In addition to these new issues, American investors bought outstanding 
securities, both foreign and American, from abroad. Reports from 68 banks 
show that the amount so bought was $114,000,000—more than in 1923 but less 
than one-third as much as in 1922. On the other hand, foreigners purchased 
in this market securities, both American and foreign, to the value of $319,000,-
000, which is ' somewhat less than in 1923. This includes some purchases for 
sinking funds. Loans paid at maturity, without refunding, would increase the 
total by about $45,000,000, making it $364,000,000. Consequently, the net outflow 
of investment funds, or, to put it differently, the import of securities, was about 
$545,000,000, while in 1923 there was a small net inflow. How much these 
figures would be increased or decreased if investments other than bonds or 
formal securities were included can only be surmised. 

The amount paid on the principal of the debts of foreign Governments to the 
United States Government was $23,000,000. Adding this to the others items of 
capital movement, the excess of debits comes to $522,000,000. In 1923 the 
balance of capital items was on the credit side, amounting to $75,000,000, if pay
ments on the allied debt are included. In other words, this country in 1924 
was an investor on a large scale, whereas in 1923 it was satisfied with main
taining its foreign investments at their existing level. 

The accompanying table has been worked out with the assistance of several 
well-known banking houses and financial news agencies. Aside from the Cana
dian issues, which are largely a matter of opinion, the list is believed to be very 
nearly accurate. The Philippine Islands are treated as a foreign country 
because they are so regarded in our trade statistics. 
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Foreign capital flotations publicly offered in the United States during 1924 ] 

I 

Securities 

FOBEIGN GOVERNMENTS, PROVINCES, AND MUNICIPALITIES 

(Including corporate issues guaranteed by governmental agencies) 
Europe: 

Lower Austrian Hydro Electric Power Co. (guaranteed by Province of 
Lower Austria). 

Kingdom of Belgium _. _ 
Do 

Czechoslovak Republic 
Carlsbad, Czechoslovakia.. , 
Industrial Mortgage Bank of Finland, guaranteed __ 
Finnish guaranteed (municipal loan) _ _ 
French Republ ic . 
Paris-Orleans Railway Co 
Paris-Lyon-Mediterranean Railway Co 

Do 
Nord Railway Co. . _ . 
French National Mail Steamship Line 
German Government _. 
Greek Government _ 
Kingdom of Hungary _ _. 

Do 
Kingdom of the Netherlands _ _. 
City of Rotterdam ._. 
Kingdom of Norway ^. 
City of Christiania _ 
City of Bergen 
Christiania tramways (guaranteed by the city) _ 
City of Trondhjem 
Kingdom of the Serbs, Croats, and Slovenes 
Swedish Government 
Government of Switzerland _ 

Total nominal 
Refunding 

Nonimal new capital 

Total nominal 
capital 

$3,000,000 
30,000,000 
50,000,000 
9,250,000 
1,500,000 

12,000,000 
7,000,000 

100,000,000 
10,000,000 
2,200,000 

20,000,000 
15,000,000 
10,000,000 

110,000,000 
11,000, 000 
7,600,000 
1,500.000 

40,000,000 
6,000,000 

25,000,000 
2,000,000 
2,000,000 
1,400,000 
2,500,000 
3,000,000 

30,000,000 
30,000,000 

541, 850,000 
30,000,000 

511,850,000 

Refunding 
nominal 
capital» 

$30,000,000 

(3) 

Interest 

6.5 
6.5 
6 
8 
8 
7 
6.5 
7 
7 

7 
6.5 
7 
7 
7 
7.5 

0) 
6 
6 
6 
6 
6 
5 
6.5 
6 
5.5 
5.5 

Term 

30 years 
26 years . . -
30 years 
28 years 
30years__ 
20 years 
30 years 
25 years 

6 months 
34 years __ _ . 

25 years 
.do _ 

40 years 
20 years . 

(<) 
30 years 
40 years 
20 years 
30 years 
25 years 
2 years 
20 years 
7 months 
30 years 
22 years 

Yield 

8 
7 
7 
8.3 
8.5 
7.5 
7.23 
7.53 
7.6 
5.25 
7.55 
7.5 
7.8 
7.7 
8 
8.85 

(<) 
6.1 
6.13 
6.22 
6.15 
6.15 
4.875 
6.85 

5.5 
5.7 

Price 

85 
94 
87H 
96H 
94^ 
95 
91 
94 
92^ 
9 3 ^ 
88H 
91 
92 
88 

(0 
98K 
98 
97H 
98 
98 

100H 
96 

100 
99H 

Due 

1944. 
1949. 
1955. 
1952. 
1954. 
1944. 
1954. 
1949. 
1954. 

1958. 
1950. 
1949. 
1940. 
1964. 
1944. 

0) 
1954. 
1964. 
1944. 
1954. 
1949. 
1926. 
1944. 
M a r . , 1925. 
1954. 
1946. 

CO 

> 

tSJ 

H 
M 
O 

1 This list is supplementary to one published in Commerce Reports of Jan. 26,1925. Some errors have been corrected and some additions have been made. 
2 Refunding in this table indicates that part of the proceeds of the loan will be used for repayment of issues maturing in the United States. The refunding of internal obliga

tions is not taken into consideration. 
3 This loan was used in part to refund a credit by a number of American banks. It is considered as new capital because the original credit has been omitted from this list. 
* Terms unknown. Represents the portion of the Hungarian international loan which was originally allotted for sale in Hungary, but was later offered in this country. 
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Foreign capital flotations publicly offered in the United States during 1924—Continued 00 
to 

Securities Total nominal 
capital 

Refunding 
nominal 
capital 

Interest Term Yield Price 

FOREIGN GOVERNMENTS, PROVINCES, AND MUNICIPALITIES—Continued 

Latin America: 
Government of the Argentine _ 

Do 
D o . . . 
Do 
Do -
Do 

City of Buenos Aires 
Province of Buenos Aires _ -. 
Republic of Bolivia _ 

Do -
City of Bogota (Colombia) _ 
Municipality of Medellin _ 
Dominican Republic . . 
Government of Mexico. _ _ 
Republic of Peru — 

Total nominal 
Refunding . . . 

Nominal new capital . . 
Canada and Newfoundland: 

Dominion of Canada 
Canadian National Railways 

Do - - — -
Do 

Province of Alberta 
City of Calgary, Alberta 

Do 
Province of British Columbia ._„.._-

Do. 
Do ~ , 
Do — . 

City of Prince Rupert, British Columbia 
City of Burnaby, British Columbia 
City of Victoria _. 
Province of Manitoba 

Greater Winnipeg water district 
D o . . 

City of Winnipeg 
Province of New Brunswick 

Do 

$40,000,000 
20,000,000 
10,000,000 
5,000,000 

30,000,000 
20,000,000 
8,490,000 
2,000,000 
2,000,000 
3,000,000 
6,000,000 
3,000,000 
2,500,000 

(B> 
7,000,000 

158,990,000 
77,500,000 
81,490,000 

90,000,000 
20,000,000 
9,375,000 

26,000,000 
2,500,000 

697,000 
1,050,000 
2,000,000 
3,000,000 
3,000,000 
2,000,000 

155,000 
250,000 
665,000 

2,600,000 
0 2,060,000 

1,040,000 
«2,000,000 

800,000 
1,161,000 

$40,000,000 
15,000,000 

20,000,000 

2, 500,000 

90,000,000 

1,000,000 

2,000,000 

86,"566" 

2,600,000 
2,060,000 
1,040,000 

5.5 
5.25 
4 
6 
5 
6.5 
5.5 
8 
8 

5.5 

33 years. . . 
6 months.. 
1 year 
6 months.. 
34 years.. . 
6 months. _ 
31H years. 
6 months.. 
23 years. . . 
23 years. . . 
21 years. . . 
25 years.. . 
2 years 

20 years. 

4 
4 
4.5 
4.5 
5 
5.5 
5.5 
5 
4.5 
5 
5 
6 
5.5 
5 
5 
5 
5 
5 
5 

lyear 
3 years 
1 to 14 years.. 
30 years 
15 years. 
30 years 
20 years. 
25 years 
3 years 
25 years 
15 years 
2 to 5 years... 
5 years _. 
20 years. 
20 years 
5 years 
20 years. 
20 years 
10 years 
10 years 

6..25 
5.5 
5 
4 
6.35 
3.875 
6.75 
4.5 

8.7 
8.2 
8.19 
5.5 

8.05 

4 
4.4 
4.75 
4.75 
5.4 
6.4 
5.95 
5.23 
4.6 
5.05 
5 
6 
5.7 

5.12 
5.35 
5.1 
4.83 
5.12 
4.85 

100 
100K 
100 
95 

93 

100 

100 
98K 

9 2 $ 
963/4 
99?4 
99M 
100 
100 

99 

1957. 
Aug., 1924. 
June, 1925. 
1935. 
1958. 
Feb., 1925. 
1955. 
Apr., 1925. 
1947. 
1947. 
1945. 
1948. 
Sept., 1926. 

1944. 

1925. 
July, 1927. 
1925-1939. 
1954. 
1939. 
1954. 
1944. 
1949. 
1927. 
1949. 
1939. 
1926-1929. 
1929. 

1944. 
1929. 
1944. 
1944. 
1934. 
1934. 

w. 
H 

> 
H 
o 
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Province of Nova Scotia 
Do _ 

Province of Ontario 
Do 
Do._ _ 

City of Ottawa. _ 
Do 

City of Toronto (harbor commissioners) _ 
Ford City, Ontario— 

City of Montreal 
Montreal Metropolitan Commission.. 
City of Westmount 
Government of Newfoundland 

Total nominal. 
Refunding 

Nominal new capital. 

Asia: 
Japanese Government 
Industrial Bank of Japan-
Philippine Government. _. 

Total nominal. 
Refunding 

Nominal new capital — 
Total, Governments, Provinces, and municipalities. 

Refunding 4 1 
Nominal new capital 

CORPOBATE 
Europe: 

Solvay & Co. (Belgium) 
International Power and Securities Co. (Union d'Electricite of Paris). 
Pried. Krupp (Ltd.) 
International Match Corporation _ ., 

Total nominal _ 
Refunding _ 

Nominal new capital _ 

1,500,000 
2,000,000 

7 5,000,000 
3,000,000 
5,000,000 
1,788,000 
2,426,000 

8 3,000,000 
468,984 

9,700,000 
6 2,612, 000 

200,000 
3,500,000 

210,547,984 
111, 780,000 

98,767,984 

2,000,000 
5,000,000 
3,000,000 

3,000,000 

B125,000,000 
22,000,000 

1, 500,000 

148,400,000 
65,988,500 

82, 511,500 

1,059,887,984 
285,268, 000 

10, 000, 000 
4,000,000 

10,000, 000 
15,750, 000 

8 65,988, 500 

5 
4.5 
4.5 
5 
3.5 
5.5 
5 
4.5 

5 
5 
5 
5.5 

10 years 
2 years 
20 years 
7 months 
9 months 
1 to 29 years 
1 to 30 years 
29 years 
6 months to 19 

years. 
20 to 40 years.... 
27 years 
1 to 40 years 
20 years 

8 6.5 
6 
4.5 

10, 000,000 

39, 750,000 
25,750,000 
14,000,000 

15,750, 000 

30 years. 

28 years. 

4.85 
4.2 
4.75 

3.99 
5.2 

3. 75 to 4.9 
5.15 

5.5 to 5. 75 

5.25 
5.23 

7.1 
6.25 
4.57 

10 years. 
6.50 I 30 years. 
7 I 5 years... 

6.07 
7 
7.18 

101M 
IOOTVTJ 

90M 

96TV* 

100 

1934. 
1926. 
1944. 
1925. 
Sept 1925. 
1924-1953. 
1925-1954. 
1953. 
1924-1943. 

1943-1963. 
1951. 
1924-1964. 
1944. 

9 2 ^ 1954. 
9934 1927. 
98% 1952. 

93K 
99^ 

I 
E 
tSJ > 
H 
M 
O 

1934. 
1954. 
Dec . 15,1929. 

8 A $50,0000,060 Mexican Government loan was offered by a Texas banker, October, 1924. The Government has offcially announced that the loan contract with this banker has 
been canceled because he failed to secure the amounts called for within the time limit. 

• Partly sold in Canada. I t is added to the total in order to partly offset old domestic issues that were sold in the United States in 1924 (such as two city of Toronto loans). 
7 Represents estimated amount of $20,000,000 issue sold in the United States. 
• Estimated by the Japanese Financial Commission, New York. 
• Represents portion of $150,000,000 loan sold in the United States; remainder, or $25,000,000, was disposed of in the Netherlands. 00 
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Foreign capital flotations publicly offered in the United States during 1924—Continued 

Securities 

CORPORATE—continued 
Latin America: 

Andes Copper Co. (Chile), amount paid up___ 
Antilla Sugar Co. (Cuba) _ 
Cespedes Sugar Co. (Cuba) _ _ _ 
Cuban Dominican Sugar Co _ 
Sugar Estates of Oriente (Inc.) _ _ . 
Ferrer Sugar Co. of Cuba _ _ 
Cuban Northern Railways 

Do._ _ 
International Railways of Central America—Guatemala _ 

Do _ _ 
Venezuelan Petroleum Corporation _ 

Total nominal _ 
Refunding _ 

Nominal new capital _ 

Canada: 
Montreal Tramways & Power (Ltd.) _ 
Asbestos Mines (Ltd.) __ 
Wood & English (Ltd.), British Columbia. 
St. Regis Paper Co. of Canada _ 
Duke Price Power Co _ 
Canadian Pacific Railway , 
Winnipeg Electric Railway _ 
St. Maurice Paper Co _ _ 
Cosmos Imperial Mills _ _ _ _ 
King Edward Hotel Co _._ _ 
Montreal Tramways Co _ _ 

Total nominal _ 
Refunding 

Nominal new capital. _ 

Asia: 
Great Consolidated Electric Power Co. (Ltd.)—Japan 
Manila Electric Railway Co 

Total nominal 

Total nominal 
capital 

$10,000,000 
6,000,000 
3,000,000 

15,000,000 
2,000,000 
1,500,000 
4,500,000 
1,680,000 
1,000.000 
2,600,000 
1,202,500 

48,382,500 
10,000,000 

38,382, 500 

«8,000,000 
1,000,000 
1,000,000 
1, 500, 000 

12,000,000 
10,000,000 
• 6,000,000 

2,600,000 
«1,000,000 

1,000,000 
3,266.000 

46,266,000 
11,250,000 

35,016, 000 

$15,000,000 
500,000 

15,500,000 

Refunding 
nominal 
capital 

$10,000,000 

8,000,000 

3,250,000 

Interest 

7 
7.5 
7.5 
7.5 
8 
7.5 
6 
6.5 
5 
5 

6 
7 
7 
6.5 
6 
4 
6 
5.5 
6.5 
7 
5 

1 
I 

1 

7 
7 

1 

Term 

18 years 
15 years. 
15 years 
20 years 

15 years 

1 to 8 years 
48 years 
48 years 

5 years . 

5 to 10 years 
25 years. 

30 years. . . . . . . 
5 years 
20 years 

30 years 

20 years 

Yield 

7 
7.65 
7.8 
7.75 
8.5 
7.5 
6.75 
6.27 
7.15 
6.63 

6.8 

6 to 6.6 
6.08 

(12) 
6.4 
5.8 
6.57 

5.45 

7.85 
7 

Price 

100 
98 
99 
WA 
WA 
MA 
89^ 

71 
76 

01) 

96H 
99 

99 
(») 

99H 
983^ 
99 
99 
95 

91H 
100 

Due 

1943. 
1939. 
1939. 
1944. 

(10) 

1939. 
1966. 
1925-1932. 
1972. 
1972. 

1929. 
1929. 
1939. 
1929-1934 
1949. 

1954. 
1929 
1944 

1954. 

1941 
1942 
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Total corporate _ 
Refunding _ _ _ ___ 

Grand total __ _ 
Refunding... ,.,. . . . . . . . . 

Nominal new capital _ 

149,898,500 
47,000,000 

102,898, 500 

1, 209, 786,484 
332,268,000 

877, 518,484 

6 Partly sold in Canada. It is added to the total in order to partly offset old domestic issues that were sold in the United States in 1924 (such as two City of Toronta loans). 
io Preferred stock. 
ii 370,000 shares of capital stock at $3.25. 
is Debenture stock at 81 to yield $4.94. 

H 
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826 STABILIZATION-

SALES OF OUTSTANDING SECURITIES 

Besides new issues of foreign securities and payments on old loans, the 
internat ional movement of capital comprises two other impor tant elements, 
" Sales of outstanding Securities to foreigners " and " Purchases of outs tanding 
securities from foreigners." In previous years an a t tempt was made to distin
guish between American securities and foreign securities in collecting infor
mation concerning purchases and sales, but it seemed advisable not to make 
th is distinction in the present study. The following da ta a re based on replies 
to a questionnaire sent out by the Finance and Investment Division of t he 
Depar tment of Commerce. For comparison the results of previous question
naires are given below, showing purchases and sales in 1919, 1920, 1921, 1922, 
and 1923. 

International movement of securities 

[Thousands of dollars] 

Imports 
Exports 

1919 

133,661 

1920 

739,182 

1921 

252, 775 
73,356 

1922 

360, 304 
249, 689 

1923 

53, 917 
380,126 

1924 

113,553 
318,928 

Although these figures a re far from complete, they show tha t American 
investors have acquired since 1922 a decided preference for foreign bonds pay
able in United Sta tes dollars ra ther than foreign currencies and t h a t foreign 
investors have for the las t three years been very active in the American market . 
I n some cases they have bought American securities because they had lost 
confidence in their own nat ional finances. In other cases they have bought back 
thei r own securities because of reviving confidence. The second motive is 
believed to have predominated in 1924, al though the first one certainly was 
more impor tant in 1923. 

I t is worthy c i note tha t the total purchase of securities, including both those 
issued here and those purchased abroad, w a s apparent ly less in 1924 than in 
any year since the war, with the exception of 1923, although the amount of 
new foreign bond issues was the greatest since 1916. 

T H E U N F U N D E D CREDIT BALANCES I N 1 9 2 4 

As in the three preceding years, the table of in ternat ional payments in 1924 
shows an excess of debits over credits, amounting to $212,000,000. I t is impor
t an t to note tha t in 1923 debits exceeded credits by $119,000,000, in 1922 by 
$508,000,000, and t h a t in those two years the most satisfactory explanation of 
the excess was found ki an assumed reduction in the "unfunded credit bal
a n c e " — t h a t is, the excess of amounts owed to us over amounts owing by us, 
as shown on the books of bankers and merchants . A questionnaire answered 
by several hundred large banks and manufac turers for export showed t h a t th is 
assumption was justified, for between Ju ly 1, 1921, and Ju ly 1, 1922, accounts 
receivable from foreigners decreased by $313,000,000 while accounts payable 
increased by $62,000,000. The banks t ha t answered this questionnaire showed 
an increase in foreign deposits from $358,000,000 to $418,000,000. For t he 
calendar year 1923 reports from 88 banks showed an insignificant increase in 
deposits from $488,000,000 to $491,000,000. Reports for 1924 were received from 
68 banks, showing an increase in foreign deposits from $505,000,000 to $721,-
000,000. If th is increase of $216,000,000 be added to the table the debits and 
credits would almost exactly balance. 

Too much stress should not be placed on this close balance, as there were a 
few important banks tha t did not report, and no a t t empt was made to obtain 
reports from manufacturers and export houses. These two omissions doubtless 
cancel each other in par t , for the increased value of merchandise exported 
must have resulted in an increase in accounts receivable, while the nonreport ing 
banks a re generally believed to have obtained an increase in foreign deposits, 
i. e., in accounts payable, comparable with t h a t shown by t h e report ing banks. 

There were th ree principal reasons for the increase in foreigners' bank bal
ances : Firs t , the growing importance of New York as a clearing house for 
internat ional t r a d e ; second, the custom of many foreign borrowers to leave 
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STABILIZATION 827 

funds on deposit for some months after selling their bonds; third, a continua
tion of the " flight of capital " from some European countries. 

If the changes in unfunded credit balances are added to the tabulated figures 
for the last three years, the net result is as follows: In 1922 an excess of debits 
amounting to $133,000,000; in 1923 an excess of debits • amounting to $115,-
000,000; in 1924.an excess of credits amounting to $4,000,000. These balances 
are so small that they should be regarded as merely part of the noneliminable 
residue of error, which in analyses of this kind must always be large. 

BALANCE OF P A Y M E N T S GEOGRAPHICALLY ANALYZED 

It is common knowledge that in international trade debts due by one country 
to another are frequently settled by drawing oil credits in a third country, so 
that the transactions between any pair of countries have no need to balance. 
This principle of triangular trade is very important in the trade of the United 
States, since our imports and exports from and to any one foreign country rarely 
come anywhere near balancing, even with the aid of these invisible items that 
can be allocated by countries. Our relations with each continent are roughly 
sketched in the following table, in which only net items are shown, and all items 
less than $1,000,000, or which can not be allocated to a specific region, are 
omitted. I t is apparent that our payments to South America, Asia, and Africa 
can largely be met by means of credits in Europe, North America, and Oceania. 
In actual practice they are largely met by drafts on London. 

Balance of payments oy continents 
[Amounts in millions of dollars] 

Continents 

Europe 

South America 

Asia 

Oceania 

Africa. __ __ 

Net credits 

Items 

Merchandise 
Silver 
Loans repaid 
Securities sold_._ 
Interest 

Tota l . . . 

Loans repaid 
Securities sold.__ 
Interest 

Total 

Securities sold 

Total 

Silver __ 
Gold 

Interest 

Total 

Merchandise - - . 

Amount 

1,349 
24 
25 

142 
129 

1,669 j 

95 
38 
60 

224 

417 

5 
1 

96 

102 

79 
2 
2 

35 

118 

108 

Net debits 

Items 

Gold 
New bonds 
Tourists -- - .*-
Immigrants - —J 
Charity 
United States currency.—_'._ 

Total 

Silver . 
Gold.. . 
New bonds 
Tourists 

Total 

Merchandise 
Silver 
Gold 
New bonds 
Treaty payments. 

Total _. 

Merchandise. 
Immigrants _ 
Charity 

Total 

Gold 

Merchandise 
Gold 

Total 

Amount 

184 
493 
350 
250 
10 
50 

1,337 

51 
42 

156 
136 

385 

152 
12 
28 
83 
5 

280 

416 
30 
10 

456 

3 

3 
2 

5 
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828 STABILIZATION 

NET GAIN FROM THE YEAR'S TRANSACTIONS 

I t is impossible to state in one figure the amount of net profit from the year's 
transactions. The outstanding fact is that we got goods and services that we 
wanted in exchange for goods and services that foreigners wanted*. Americans 
were so prosperous that they could spend $600,000,000 in foreign travel, largely 
for pleasure, and could give $55,000,000 or more for philanthropic purposes, 
besides the $300,000,000 sent abroad by foreign-born residents, mainly for the 
support of friends and relatives. This money was not derived from capital 
but from current income, for the market value of foreign bonds issued or pur
chased in this country exceeded the amount sold to foreigners or repaid at 
maturity (including bonds held by the United States Treasury) by about 
$555,000,000, and the net imports of gold and currency (both of which are in the 
nature of capital investments, although yielding no interest) amounted to about 
$308,000,000. 

A comparative statement of the account of the United States with foreign 
countries on January 1, 1924. and January 1, 1925, would look somewhat like 
the following table, in which the totals are not entered on account of the 
impossibility of obtaining complete information: 

Comparative statement for 1924 and 1&&5 
[Millions of dollars] 

Items Jan. 1, 
1924 

Jan. 1, 
1925 

Net 
change 

Assets (owed to United States): 
Foreign government debts to United States Government 
Foreign government securities owned by United States residents 
Miscellaneous foreign investments _. 
Unfunded credits 
Foreign currency held in United States 
Gold. . 

Liabilities (owed by United States): 
Investments of foreigners in United States _ 
United States oiiFreney held abroad 
Foreign credits in United States banks (68 banks only) 
Other unfunded items _ 

11,800 
3,110 
4,995 
0) 
0) 

»4,247 

3,000 
250 
505 

V) 

12,041 
3,840 
5,250 
C1) 
0 ) 

a 4,547 
8,274 

200 
721 

0) 

+241 
+730 
+255 

0) 
0) 
»+300 

+274 
-50 

+216 
0) 

* Nov. 15,1923, and Nov. 15,1924, principal and unpaid interest. 
* Monetary stock only. 

The only item among the assets that has not increased in value is foreign 
currency held in the United States. This was an important item before the 
mark became worthless, but had lost the greater part of its value before the 
beginning of 1924. The increase in foreign government debts to the United 
States Government did not affect the currents of trade, as it was merely an 
increase on the books of the Treasury, due to the failure of many debtor 
nations to pay interest. Of the $300,000,000 increase in the gold stock of the 
United States, only $258,000,000 was derived from the excess of gold imports. 
Unfunded credit advances to foreigners are known to have been considerable, 
both those connected with the export of goods and those of a financial nature. 

Investments of foreigners in the United States are shown to have increased 
by $274,000,000. This figure includes the greater part of the reported sales of 
securities to foreigners. To the extent that these were sales of foreign securi
ties, they should be entered as a decrease in assets rather than as an increase 
in liabilitis, but the amount is unknown. However, $45,000,000 of these re
ported sales were considered as sales of foreign government securities and 
deducted from the amount of such securities owned in the United States in 
order to reconcile totals derived from different sources. 

Although, as already remarked, the net profit to the Nation from its 
foreign commerce can not be stated, some observations can be made concerning 
certain kinds of transactions. For example, the bulk of the merchandise 
exported must have ben sold at a profit to the American producer or exporter, 
at least equivalent to the ordinary business profits obtainable from domestic 
sales, since there was no compulsion to sell abroad at a loss, as is sometimes 
the case when the domestic demand unexpectedly turns out to be unequal to 
the supply. A few industries have been making small profits on both domestic 
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STABILIZATION 829 

anc" foreign sales because of overexpansion of p lan t during and immediately 
af ter the war, and the opportunity to sell abroad gave them great relief, even 
if i t did not bring them great profits. The same may be said of the earnings 
of American shipowners, including the Government. 

One kind of profit deserves special mention, par t ly because it is steadily 
becoming more important and par t ly because it permits a better comparison 
with the Bri t ish balance of payments. This is bankers ' commissions. Although 
a complete s tatement can not be made, it is certain tha t bankers ' commissions 
on foreign bond flotations must have been a t least $48,000,000 (4 per cent on 
the total of foreign issues—not net profit, of course, since many expenses must 
be met out of these commissions. In the mat ter of commissions on commercial 
as distinguished from investment transactions, Bri t ish bankers a r e believed 
still to hold the lead, but no at tempt is here made to es t imate the i r amount. 

Since American life-insurance companies have now nearly $1,000,000,000 
worth of policies outstanding in Canada and are increasing t h a t amount by 
over $200,000,000 a year, the t ime seems not far dis tant when the credits on 
account of insurance will exceed the debits which a t present exist ' on account 
of insurance wri t ten by Bri t ish companies in the United States. 

BALANCE OF P A Y M E N T S I N PREVIOUS YEARS 

Between J a n u a r y 1, 1919, and December 31, 1924, our imports of gold 
exceeded our exports by $1,347,000,000. Bu t even th is huge amount was not 
enough to pay for foreigners' purchases of our goods. Consequently they sold 
us securities—in 1919 mainly American securities t ha t they had retained from 
before the w a r ; in 1920 mainly foreign securities originally issued abroad. 
New foreign securities issued in this marke t have been the most impor tant 
form of foreign loans in the last three years. In the last six years foreigners 
obtained $3,402,000,000 by means of new issues of securities in the American 
market , but after subtract ing matur ing issues of $1,488,000,000, the ne t amount 
is only $1,914,000,000. Since 1920, however, Europeans have been buying more 
and more securities in the American market . In some countries investors have 
been buying up American-issued bonds of their own governments and indus : 
t r i e s ; in other countries they have been trying to export thei r capital to the 
United States in order to avoid the effects of depreciating currency and the 
possible effects of w a r or revolution. This movement was part icularly notice
able in 1923. In fact, in t h a t year we received more capital than wTe lent. 
At the same t ime the amount of interest receivable on our foreign investments 
was steadily increasing, par t ly because several European governments began to 
make payments on thei r debts to the United States Government. 

The amount earned by our merchant marine in foreign t r ade has declined 
and is now about the same as the amount payable to foreign vessels. Immi
gran ts ' remittances have declined for many reasons. Many have brought their 
families over ; others have themselves gone home. The new immigration law 
has reduced the number of men who come here to work for a brief period only, 
leaving their families behind. Moreover, the need for relief in Europe is not 
so great . Nevertheless, the amount of immigrants ' remit tances is still twice 
as large as in the period before the war . Touris ts ' expenditures, on the other 
hand, have increased since 1919. The net unfunded balance, which increased 
in 1919 and 1920, during the boom period, has decreased slowly since, as the 
debts then incurred were paid off. These tendencies represent a n a t u r a l 
recovery from the abnormal conditions of the war, and a t the same t ime show 
tha t the United States has outgrown its former condition as a debtor country 
and is now able to enter the money markets of the world on equal terms with 
Great Bri ta in and other lending nations. 

93869—27—PT 2 14 
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Balance of international payments, 1919-1924 
[Millions of dollars] 

Items 

CREDITS 

Current items, visible: 
Exports of merchandise (net) 
Exports of silver (net) 
Exports of gold (net) 
Exports of United States currency (net)___ __ 

Current items, invisible: 
Interest on foreign investments (net) 
Ocean freight payments (net) 

Total 

Capital items: , 
Foreign loans paid off 
Sales of securities to foreigners 
Principal of debts to United States Government- _ 

Total 

Total credits.. __ 

DEBITS 

Current items, visible: 
Imports of silver (net) 
Imports of gold (net) 
Imports of United States currency (net) 

Current items, invisible: 
Governmental expenditures abroad 
Ocean freight payments (net) 
Immigrants' remittances (net) and charity 
Tourists' expenditures (net) 

Total 

Capital items: 
New foreign bond issues in the United States 
Other foreign investments of American capital 

Total __ 

Total debits... 

Excess of credits (+) or debits (—) on current trans
actions ,. 

Excess of credits or debits on capital transactions 
Excess of credits or debits on all transactions of the year. 
Net change in foreigners' bank deposits and book ac

counts as revealed by questionnaires 
Balance representing errors and omissions 

1919 

4,016 
152 
160 
91 

50 
93 

4,562 

515 

515 

5,077 

2,375 

600 
50 

3,025 

436 
534 

970 

3,995 

+1 , 537 
-455 

+1,082 

1920 

2,950 
26 

103 

50 
93 

3,222 

571 

571 

3,793 

50 

305 

700 
150 

1,205 

506 
939 

1,445 

2,650 

+2,017 
-874 

+1,143 

1921 

1,976 

80 
33 

2,089 

255 
48 

303 

2,392 

11 
667 
100 

50 

500 
200 

1,528 

665 
427 

1,092 

2,620 

+561 
-789 
-228 

1922 

734 

1351 
7 

1,092 

78 
216 
31 

325 

1,417 

8 
238 

16 

400 
300 

962 

637 
2 326 

963 

1,925 

+130 
-638 
-508 

+375 
-133 

1923 

388 

50 

1417 

855 

23 
412 
91 

526 

1,382 

2 
294 

19 
8 

360 
400 

1,083 

363 
2 54 

417 

1,500 

-228 
+109 
-119 

+3 
-116 

1924 

970 
36 

1464 
8 

1,478 

45 
319 
23 

387 

1,865 

258 
50 

5 

355 
500 

1,168 

795 
2 114 

909 

2,077 

+310 
-522 
-212 

+216 
+4 

i Includes interest received by United States Government from foreign governments. 
2 Securities only. 

OUTLOOK FOR THE FUTURE 

It seems likely that the United States will continue to take an active part 
in financing foreign enterprises. I t would be an easy and logical step for 
American holders of foreign government securities to extend their interest 
gradually to industrial investments, like the British and Dutch investors in 
the United States in the early nineteenth century, who also began with govern
ment and railroad bonds. But whether our foreign investments are in Gov
ernment bonds or industrial enterprises, interest and profits on them mean an 
increasing volume of imports—not necessarily from the countries in which the 
investments are made, but from the whole world. At the same time, with 
the growth of the country and the increasing skill of our exporters and 
bankers, it.is likely that our exports will continue to increase, though not so 
fast as our imports. New loans inevitably give a temporary boost to exports 
and frequently a permanent one. On the other hand, interest is received in 
the form of imports of one sort or another. If the European Governments that 
have not yet started to pay their debts to the United States Government should 
do so, there can be little doubt that imports of merchandise would regularly 
equal or exceed exports, as is usually the cafse with creditor countries. 
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A P P E N D I X 

B R I T I S H A N D A M E R I C A N TRADE B A L A N C E S COMPARED 

According to the British Board of Trade, the trade balances of Great Britain 
in 1923 and 1924 were as follows (converted at average rate of sterling ex
change for the year) : 

[Millions of dollars] 

Items 

Excess of imports of merchandise and bullion 

Invisible exports: 
Net income from overseas investments 
Net national shipping income 
Commissions 
Miscellaneous 

Total invisible exports 

Available for investment overseas 
New overseas issues on London market 

1923 

928 

686 
503 
137 
46 

1,372 

444 
622 

1924 

1,507 

575 
818 
177 
66 

1,636 

129 
592 

For purposes of comparison the figures for the United States are given in the 
same form, as follows: 

[Millions of dollars] 

Items 1923 

Excess of exports of merchandise and bullion 

Invisible exports: 
Net income from overseas investments. .. 
Net national shipping income i .„ 
Commissions 
Miscellaneous *._„ 

Total invisible exports 

Available for investment overseas 
New foreign issues in United States i 

94 748 

417 
-8 . 

0) 
-267 

142 

464 
8 

(0 
-637 

-165 

236 
377 

583 
828 

1 Assumed to balance; see text. 2 At issue price. 

Mr. WINGO. Right there, Doctor, I have been struck with this 
fact, that the great bulk of our products are what we call noncom
petitive products—raw materials for our factories. The competitive 
articles, the finished articles, are rather insignificant. I had no idea 
the finished article is so small in volume. 

Doctor MILLER. That is correct. 
Now, Mr. Chairman, from the point of view of the Federal re

serve system, this all has a relationship, but, generally speaking, 
I think we follow a good instinct in not trying to look too far ahead. 
I t was some one of our famous Americans 

Mr. GOLDSBOROUGH. Permit me, off the record, to ask a question, 
Doctor. 

(Discussion off the record.) 
Mr. CANFIELD. I S there any place where these charts [indicating] 

can be gotten by business men to-day ? These are valuable charts. 
Doctor MILLER. I do not believe you can get those particular 

charts [indicating]. 
Mr. CANFIELD. Are they put out by the Department of Labor? 
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Mr. PARRY. The figures are put out from which anyone can make 
the charts. They are included in a statement giving index numbers 
of wholesale prices by groups and subgroups of commodities. 

Mr. WINGO. I would like the doctor to insert in the testimony, 
with some appropriate description of them, these two charts here. 

WHOLESALE PRICES BY GROUPS OF COMMODITIES 
( LABOR STATISTICS GROUPING-A.) 

1918 19t9 1920 1921 1922 • 192? 192V « * *9U 

WHOLESALE PRICES BY GROUPS OF COMMODITIES 
( LA»OW STATISTICS GBOUPINC-B.) 

The charts I have referred to are : No. 1, Wholesale Prices by 
Groups of Commodities (Labor Statistics Grouping-A) ; No. 2, 
Wholesale Prices by Groups of Commodities (Labor Statistics 
Grouping-B). Both these charts show index numbers based on 
1913=100. 
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Doctor MILLER. I would like to have inserted in these hearings 
copies of certain charts we produce for our own use. 

The CHAIRMAN. *I think it would be well to have in these hearings 
all of those, because they are factors in the determination that the 
board uses in arriving at their decisions. 

Doctor MILLER. Shall I assume that any charts we think acceptable 
should be put in ? 

The CHAIRMAN. Yes; I would do that. 
Doctor MILLER. I also want to have this privilege: The record is 

getting to be pretty extensive where Federal reserve members have 
been heard, like myself, and I wonder whether there would be 
objection to repeating a chart sometimes so it will appear in the 
record wherever the same subject is under discussion? 

The CHAIRMAN. I think not. 
Mr. WINGO. I think it is desirable to have them in there so that 

the text will be understandable. I think the witness should be given 
the privilege of arranging the charts or repeating them so as to 
make the text understandable. 

The CHAIRMAN. I think that is understood, Mr. Wingo. 
Doctor MILLER. Before leaving this subject of foreign loans, I 

do not want to overlook that some of the loans that have been made 
in the course of the last few years have been practically gold loans 
for purposes of monetary reconstruction. That, of course, would 
be the case in the German loan a year and a half ago when Germany 
set up, under the Dawes plan, the reorganized Reichsbank. 

Mr. WINGO. What is the situation of that bank? Is it a govern
ment bank, or a private bank? 

Doctor MILLER. I think it is technically and legally a private 
bank. That does not mean, however, that it is entirely free from 
government influence. 

Mr. WINGO. I S its relation with the government anything com
parable with the relation between the Bank of England and the 
Government of England ? 

Doctor MILLER. The connection of the Bank of England with the 
government is not legal, but purely informal. I t has certain very 
close relationships with the British treasury. The Reichsbank, un
der the reconstruction, has a rather complex set-up. I t has outside 
representation provided for under the Dawes plan and these outside 
representatives have a voice in the discount policy of the Reichs
bank. The Dawes plan contemplates that the discount policy of 
the Reichsbank shall be such as not to endanger the stability of the 
currency. For a considerable time, at any rate, there will be a 
qualified control there; that is, the bank will be operated more or 
less in connection with the international reparations obligations of 
the German Government. 

Mr. WINGO. I think you were discussing the fact that our loans 
of recent years have been capital productive loans and not con
sumable loans, for consumption. I diverted your mind from your 
subject. 

Mr. LUCE. Because I have to return to another committee, may 
I ask right here, if you set forth more definitely than you just did, 
the relations between the English Government and the Bank of 
England? Concretely, is it anything like the system we have here 
in the control of the currency ? 
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Doctor MILLER. NO. 
Mr. LUCE. D O you gather, from your knowledge of the internal 

affairs of the bank, whether the government ever volunteered advice 
or makes requests of the bank? 

Doctor MILLER. The Government of England, even before the war, 
under what is called the deficit plan of financing which the Govern
ment of England has followed, frequently borrows from the Bank of 
England on so-called " ways and means advances," and that has 
brought the bank into pretty close contact with the government. The 
treasury account is also carried in the Bank of England. 

The CHAIRMAN. Are those borrowings from time to time covered 
by anticipation of tax receipts? 

Doctor MILLER. They are anticipatory borrowings. 
The CHAIRMAN. They resemble the Treasury borrowings from the 

Federal reserve bank on the quarterly days? 
Doctor MILLER. Yes, sir; we issue a special certificate for a few 

days, but there the borrowing runs over longer periods. 
The CHAIRMAN. D O you think the relationship between the Bank 

of England and the British Government is a closer relationship than 
that which exists between our Government and the Federal reserve 
banks through the Secretary of the Treasury ? 

Doctor MILLER. I think the relationship is frequently closer, but, 
curiously, both parties are more independent. If you go over the 
published correspondence of the Bank of England you will occa
sionally find the governor of the Bank of England writing a re-
monstrative letter to the chancellor of the exchequer telling him 
he had better borrow less from the bank. You may recall letters of 
Lord Cunliffe to the chancellor of the exchequer during the war, 
so that while there is a close relation between the Bank of England 
and the British Government, it is a relationship between independent 
units. 

The CHAIRMAN. That contrasts quite closely with the action of the 
Federal Reserve Board in 1920 in their conflict with the Treasury 
over Government finances? 

Doctor MILLER. Yes. 
The CHAIRMAN. In other words, you would not think it becoming 

to notify the Secretary of the Treasury to do this or that? 
Doctor MILLER. I do not think the Secretary of the Treasury would 

regard it as becoming. 
Mr. LUCE. There is one point I was anxious to develop. Is there 

any such relationship between the Bank of England and the British 
Government as ever to tempt anybody there to impute political 
motives to the action of the bank, as has been done here and might 
be done still more if the pending resolution before us were enacted ? 

Doctor MILLER. There was little or nothing of that kind in Eng
land for many years before the war. During the war the statement 
was frequently made in the London Economist, which is the critic 
of the Bank of England, that the Bank of England's troubles and 
the trouble in the general situation were due to bad finance forced on 
the bank by the Government, and the Bank of England, like all 
central banks, was worked. pretty hard in order to put through 
the programs of war financing, just exactly as our Federal reserve 
banks were. Theoretically, that is avoidable. Practically speaking, 
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it probably is not avoidable. Taking men as they are, the probabil
ity is that in the event of a future war the financial authorities 
will lay hold of the central banks as the easiest and swiftest means 
of getting resources for use in the war. 

Mr. LUCE. But in the ordinary course of things, in the period 
between, there would be no imputation there that political motives 
entered ? 

Doctor MILLER. There was previously, and occasionally there is 
now. I should say that it is to be expected, as the Bank of England 
regains its position of independence and prestige, that the slight 
vestiges of it that have remained over the war will disappear and the 
bank will go its way quite unconcerned as to what a misguided 
chancellor of the exchequer might like. 

There is just this contact that will interest you: The chancellor 
of the exchequer has power, I think, at the present time, as a result 
of war legislation, to authorize the bank to exceed on occasion the 
limit of its fiduciary circulation. Under the bank's charter, that 
governs the currency issues of the Bank of England, the bank 
can issue notes only for an equivalent amount of gold. If the 
Bank of England puts out an additional £10 note, it must have an 
additional £10 of gold in its till. There is a margin of its circu
lation covered by Government obligations of long standing, that 
is commonly described in England as the fiduciary element in the 
bank's circulation. That fiduciary element can not be increased, 
except by official authorization from the chancellor of the exche
quer, and they have introduced that provision as a result of the war, 
as a slight element of elasticity. But the bank itself can not on its 
motion do that ; it must get authorization from the Government, and 
the power has not been used, even during the war. -

Now, Mr. Chairman, I do not know what more is wanted of me. 
I have not addressed myself very continuously or very directly to 
the proposal embodied in the Strong amendment. If it is desired, 
I will talk a little about that. 

Mr. WINGO. I would like to ask you this question: If the Strong 
amendment were passed, would you feel any greater sense of duty, 
as a member of the Federal Keserve Board, to pursue a policy in your 
supervision of the Federal reserve banks that would tend to accom
modate business along normal stable lines than you do now? 

Doctor MILLER. N O ; I should not. 
Mr. WINGO. I t is conceded it adds nothing to your authority. 

Would it impose on your conscience any greater sense of obligation? 
Doctor MILLER. Not upon my conscience. I feel it would impose 

an added responsibility. 
The CHAIRMAN. In other words, a direct authority from Congress 

to the board you would sense as a greater responsibility ? 
Doctor MILLER. I should regard it as virtually an instruction. 
The CHAIRMAN. Would it change your actions or would you pro

ceed as you have been proceeding? 
Doctor MILLER. I do not know as to that, Mr. Chairman. Can

didly, I do not know just how I would proceed if I undertook, in 
the event this bill became law, to try to meet what this amendment 
to the act might seem to contemplate. I think the disposiion of a 
good many in the Federal reserve would be to get out or else to 
try to do something different from what has been done. Just what 
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that "something" is I think would probably be defined differently 
by different persons. I t would probably be vague in the minds of all 
of us, and just how to proceed under the Strong amendment would, 
I think, present a series of most confusing and embarrassing ques
tions. I think we should construe it—I, at least, should construe 
it, particularly after what I have said in the course of these hearings, 
as implying that Congress did not have much faith in the procedure 
we have been setting up and trying to make effective in guiding our 
credit policies. 

I gave here the other day a fairly full account of a rather repre
sentative situation and what the present procedure is. I thought 
that would be interesting and enable you to see what we are doing or, 
at any rate, trying to do, and possibly that it might satisfy the com
mittee that we are doing something that is probably as good a 
guaranty of economic stability as any direct mandate embodied in 
the law could secure, and I am inclined to think that is the correct 
view. 

If I were a member of this committee, with the knowledge I have 
of the internal workings of the Federal reserve system, of its 
capacity and limitations, I should be very chary myself of changing 
the law; certainly in this particular. I think we have given in prac
tice to the conveniently vague phrase "accommodating commerce 
and business " a meaning, a content, that is about as good a promise 
as can be had that the Federal reserve system will be operated so 
as to conduce to economic stability. What you want after all is a 
result and not a formula, and if you find that a Government agency 
is in process of working out a procedure that holds a fair prospect 
of obtaining the result I should say you are much more likely to 
get that result in a high degree if you let that process go on than 
if you try to impose a formula that does not carry with it a self-
interpreting or self-operating system of procedure, or even though 
it might eventually lead to the establishment of such procedure 
might in the interim defeat the purpose you are after. 

I think it is important, particularly as I have been talking here 
occasionally about the British system, to recognize that the British 
banking system is the world's greatest banking system in the sense 
that they have developed over there a set of customs and worked out 
a procedure that comes as near giving them satisfactory results 
as are obtainable and yet that is without legislative prescritpion or 
sanction. The Bank of England, in comparison with the Federal 
reserve system, is a very free bank. I t is tied in only one particular, 
and that is in the matter of its note issues. There, it has absolutely 
no freedom. As I have stated, it can issue notes only against an 
equivalent deposit of gold bullion, but as regards other banking 
practices and its relation with the London discount market, the 
bank is free from any legislative restrictions. I t is not even obliged 
to carry a reserve. 

The CHAIRMAN. They get their elasticity through the great use of 
bills ? 

Doctor MILLER. The great use of deposit credits, and because 
they are, on the whole, disbelievers in too much elasticity. 

Mr. GOLDSBOROUGH. Too much what? 
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Doctor MILLER. TOO much elasticity. They believe, on the whole, 
in rigid currency as a form of protection against some of the 
vicissitudes of credit. 

Mr. WINGO. That possibly accounts for the fact of the restriction 
of the English law, where the limitations are upon the issue depart
ment and not upon the banking department? 

Doctor MILLER. That is it. 
Mr. WINGO. In other words, the banking department is a free 

agent as far as the bank is concerned and the issue department 
is the one with the limitations. The board of directors determines 
their banking regulations £ 

The CHAIRMAN. In other words, they trust the administrative oin-
cials of the Bank of England to carry on a proper operation t> 
serve England? 

Doctor MILLER. Yes; that is, they trust their judgment and the 
judgment of the governor and the Court of the Bank of England 
has been a very fine and highly trained judgment. They have built 
up traditions there and the men who are selected, as they come 
along, to occupy the chair, or the position of governor, are men 
long identified with the operations of the London money market 
and the operations of the Bank of England as directors and are 
eminently qualified to sit there and lead the banks. That is where 
they get their training. The Bank of England is itself its most 
important own training school and the acceptance bankers in Lon
don supply most of the men who go on to the court of the Bank 
of England, as it is called, and they initially bring with them a 
great amount of experience that is valuable. But they get their 
main experience as members of the directorate of the Bank of 
England. 

The CHAIRMAN. D O you want to address yourself further to the 
proposal before the committee? 

Doctor MILLER. I want to say two or three things. 
The CHAIRMAN. I will say to you in that connection, Doctor, that 

as you were proceeding with your statement without interruptions, 
several questions arose in my mind that sometime I want to pro
pound to you and get answers, and I have no doubt there are 
other questions from other members. So, I do not want you to get 
away before asking you the questions. These may not throw any 
light on this matter, but are more or less pertinent. 

Doctor MILLER. Then, I will address myself particularly to the 
Strong amendment, and the first thing that I want to say is that I 
think there is a strong temptation to exaggerate the influence that 
can be exercised upon the movement of business and the course of 
prices through the operations of the Federal reserve system; through 
either its discount rates or open-market operations. But to the ex
tent that the Federal reserve system can do something useful and con
structive in that field, I think it has got to have a far more com
petent guide than the price index offers. 

As I translate the Strong amendment into a working principle 
for the Federal reserve systems, this is what it says: 

In your credit policies you must be guided by the price index. When you 
see the price index changing, you must do something to counteract it. 
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Assuming that we want price stability—I prefer to put it as I have 
already put it, economic stability with price stability as a concomi
tant, or resultant of that—in order to obtain it, we have to look at 
things closer to the source or beginning of troubles than the price 
index. In my discussion I have not made much reference to infla
tion and deflation, but these figure generally as prominent words in 
discussions of this character. At best they are vague. They have 
no precise or generally accepted meaning. One man uses them in one 
sense and another in another sense. 

If you will bear with me a minute, I want to analyze inflation far 
enough to bring into the picture certain el.ements that I feel are most 
important in a good, competent banking procedure, and which should 
not be overlooked. Inflation is not a thing that, so to speak, appears 
in full bloom. I t is a very insidious and silent thing, and in its in
cipient stages, competent economists might readily disagree in their 
diagnosis. I t took a long time for able bankers and economists 
in this country to wake up to the fact that we were in the midst of 
a gold inflation at least one year, and, in my judgment, more nearly 
two years before we finally entered the war. 

Among the types of inflation that I think it is important for us 
to recognize—there are many other types that I will not discuss—is 
the inflation that is evidenced by a rise in the price index for com
modities in general that occurs when something has occasioned a dis
turbance in the market for an important commodity or group of 
commodities. When you have that kind of inflation you always have 
an antecedent state of mind—what I would call an inflation of ex
pectations on the part of business men who are affected by the price 
increases of the commodity or group of commodities in question. 
You have an inflated state of commercial expectation that leads men 
to make plans and conceive projects and then make commitments 
and then, only after the lapse of a considerable interval, does this 
thing show itself in the form of a demand for increased credit. 

If you are to have competent control of credit you can not wait 
until inflationary developments register themselves in the price index. 
By that time the thing will have already gotten considerable mo
mentum. Then come situations where, on the wThole, it would be 
thought better to go through with it than invite the evils of violent 
interruption and interference with it. So, restraint on inflation 
really requires a degree of foresight and requires other methods of 
testing what is in course of development than the price index. As 
I have said before, the price index looks backward. 

The CHAIRMAN. The evidence of inflation is not always noticed 
as nation-wide; that is, it will pop out here or there as in Florida 
or in Iowa without any noticeable discernment of inflation in other 
sections ? 

Doctor MILLER. Yes. 
The CHAIRMAN. Causing perhaps an increase in the price level ? 
Doctor MILLER. Yes. 
The CHAIRMAN. YOU referred very interestingly to the inflation 

during the war period prior to our entry into the war. Is it not 
a fact that we were inflated almost to the extent of our financial 
ability before we passed the so-called war amendments to the Fed
eral reserve act in 1917 which brought in the gold and permitted 
a further extension of credit? 
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Doctor MILLER. We had not yet reached our limit, but the system 
•wanted a mobilization of the gold. 

The CHAIRMAN. Made necessary incident to financing the war ? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. SO that at that time we did deliberately inflate 

our banking system ? 
Doctor MILLER. I think that is too strong a statement, Mr. Chair

man. 
The CHAIRMAN. I n order to carry the burden, it was necessary 

that the system should have more expansion facilities ? 
Doctor MILLER. I think it was in the autumn of 1916 that what 

are now sometimes called the " war amendments " were proposed 
by the Federal Reserve Board, and the main purpose at that time, 
was to get control of this gold—more particularly in view of gold 
drains that might take place after the war was over. 

The CHAIRMAN. YOU had gotten far enough along in the opera
tion of the system to realize you could expand only so far and it 
was necessary to meet the strain on the system, to get the other 
gold that was out in the hands of the public? 

Doctor MILLER. We knew we could expand far more safely and 
more effectively if we had an ample gold reserve than a slender 
gold reserve, and I have no doubt that was a leading consideration 
with the members of the two committees of Congress at the time 
these amendments were considered and adopted. 

The CHAIRMAN. Doctor, boiled down, do you regard inflation as 
properly defined when you say it is represented by that portion 
of credit and currency in excess of that required by the increase 
of the price level? For instance, taking the period from 1913 to 
1920, in which we had an increase in the price level, would that 
portion of the credit outstanding other than that part necessary 
to take care of the requirements of the increase in the price level— 
would that be defined as inflation? 

Doctor MILLER. I would say that, generally speaking, a rise in 
the price level that can not otherwise be accounted for is one of the 
consequences of the creation of credit in an excessive amount. By 
" excessive" I mean excessive in comparison with the operating 
requirements of current industry and trade at the existing price 
level. 

Mr. WINGO. In other words, an inflation is that increase beyond 
the necessities of the volume of business ? 

Doctor MILLER. Yes. 
Mr. WINGO. There might be an increase in the price level, and 

before there was a decrease in the price level there might be a de
cided decrease in the activities of business that called for legitimate 
credit ? 

Doctor MILLER. Yes. I think you must analyze what the change 
in the price level is due to. I t may be due to a variety of causes. 

The CHAIRMAN. If you had a declining price level after a high 
price level had been established, and you had, in order to take care of 
the requirements of that high price level, and current credit and 
money in circulation—if the price level should go down and there 
was no contraction of that credit and currency, that would mean 
inflation, would it not ? 
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Doctor MILLER. If the price level declines, there can not help be 
a contraction. 

The CHAIRMAN. Automatically? 
Doctor MILLER. I t depletes itself. 
The CHAIRMAN. I t depletes itself; if there is no impediment placed 

by legislation or otherwise, or by the administrative authority, auto
matically it would decline, would it not ? 

Doctor MILLER. Yes; that is, the moment currency became redun
dant it would be used to pay indebtedness at the Federal reserve 
bank. I t comes right back to the Federal reserve bank. Every 
dollar a member bank gets from the reserve bank costs it something, 
and there is no use to get money accumulating in its hands when 
there is no demand for it. When a bank can not use it, or does not 
choose to use it in making investments, it will take it to the reserve 
bank and have it credited to its account. If it has paper .under re
discount, it will take down the rediscount, that is, pay off its indebt
edness to the bank. We have very few instances in this country 
where banks carry idle reserves. When there is nothing else to do 
with their money, banks come in to the market and buy United 
States bonds, but it is conceivable that credit and currency might be
come so redundant that they would carry their cash accumulations as 
idle balances at the reserve banks for some period of time pending the 
resumption of commercial demand for credit and currency. 

But, as for the process, under the auspices of the Federal reserve 
system being automatic, we do not affect the amount of credit 
directly. We sometimes do as we did last autumn—make the price 
of credit higher. Our method of operation is the familiar one of 
profit and loss. We do not say you can not have credit. We simply 
make the terms a little less attractive. 

Mr. GOLDSBOROTTGH. That is only a more delicate way of saying 
it. You say it just the same, do you not? 

Doctor MILLER. That is the method of the modern commercial 
world, is it not ? 

The CHAIRMAN. In 1923, that period to which you referred the. 
other day as the period of secondary inflation 

Doctor MILLER. I did not designate it as such. 
The CHAIRMAN. There were those who said we were going into 

a period of secondary inflation. 
Doctor MILLER. Yes. 
The CHAIRMAN. When that idea was circulated, did the Federal 

Reserve Board take any action in anticipation that we were going 
into a period of inflation ? 

Doctor MILLER. We did not adopt that point of view, but I think, 
as I remarked at the time, that these situations are never entirely 
clear. There is always an element of uncertainty where you have 
got to use your best powers of approximation and it is well not to 
be too confident. 

The CHAIRMAN. You did take notice of that and take some kind 
of action ? 

Doctor MILLER. Yes. 
The CHAIRMAN. What was that action? 
Doctor MILLER. We began to sell some securities. We sold to the 

market, which means we took money out of the market. 
Mr. WINGO. You absorbed some portion of the surplus ? 
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Doctor MTLLER. We absorbed some portion of the cash in the mar
ket and also resorted to the discount rate advance of February, 1923; 
in other words, we began to test the real need of the existing volume 
of credit in order to enable industry to function smoothly; and 
the fact is that as we liquidated open-market investments a demand 
in the shape of rediscounts of practically equivalent volume made 
its appearance and rather satisfied us that the existing amount of 
credit was needed. A further testing of the situation by the move
ment of trade and prices, pay rolls and employment, satisfied us, 
on the whole, that the situation was not an unsound one; and 
although it looked expanded by the test of price changes alone, 
inherently there was nothing wrong and there was no inflationary 
development in connection with it. 

Mr. WINGO. In other words, you considered it a legitimate ex
pansion? 

Doctor MILLER. Yes. 
Mr. WINGO. In other words, the fact there may be an increase in 

the volume of currency does not mean there is an inflation, but the 
expansion of business requires that? 

Doctor MILLER. Yes. 
Mr. WINGO. YOU tested out the market to discover whether there 

was a legitimate demand due to the necessities or whether it was a 
necessary increase or in excess of the legitimate demands of the 
business ? 

Doctor MILLER. We did that, and satisfied ourselves it was not so. 
We paid particular attention to anything that indicated that there 
might be speculation in inventories. We got no evidence of it. 

The CHAIRMAN. Your open-market transactions, then, did have 
an effect beyond the cost of credit? 

Doctor MILLER. An indirect effect. 
The CHAIRMAN. Does the cost of credit influence prices? 
Doctor MILLER. I t depends on how credit is used. 
Mr. GOLDSBOROUGH. If you were asked that question broadly, you 

would say yes? 
Doctor MILLER. I am speaking with complete sincerity when I say 

that you can not lay down any general proposition in respect to it. 
I would say that you can not get much further than the statement 
by John Stuart Mill in the way of a general proposition, that credit 
influences commodity prices only as it is offered in exchange for 
goods. 

Mr. WINGO. The making of credit accessible at more advantageous 
terms or rates has a tendency to increase or stimulate the demand for 
credit ? 

Doctor MILLER. I t makes the price of credit lower if the demand 
ever comes or an inflationary development eventuates. 

Mr. WINGO. But men are affected by the price of credit, whether 
they go out to purchase something or extend their present 

Doctor MILLER. YOU do not want to overlook the situations that 
we designate as credit plethora. Some one has to see the business 
outlook attractive before he will borrow money. People do not 
like to be in debt. They do not borrow simply because money is 
cheap. 

The CHAIRMAN. In that connection, you have referred to the 
fact that the Federal Reserve Board or system in dealing with 
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these matters, deals with the volume of credit. Now, the credit 
outstanding is used for speculative purposes and for legitimate in
dustry and commerce. How do you distinguish between them; 
what is your gauge as to the total credit requirements in volume? 
Have you any gauge? 

Doctor MILLER. Yes; these charts that I showed the other day 
constitute the gauges. 

The CHAIRMAN. Through the use of those charts, you try to 
determine whether that credit is being legitimately used or is used 
in speculative investments? 

Doctor MILLER. Yes. We note the rate at which goods are going 
into consumption. In regard to speculation, the relative growth 
of commercal loans and banking and security loans gives an indica
tion and now that we have set up, as a special item, the so-called 
broker's loans, that constitutes a still further line upon what the 
credit that goes out of the Federal reserve system is being used for. 

The CHAIRMAN. I t is now 4.30. If there is no objection, we will 
recess until 10.30 o'clock a. m. Friday. 

(Whereupon, at 4.35 o'clock p. m., the committee adjourned until 
Friday, April 30, 1926, at 10.30 o'clock a. m.) 

HOUSE OP REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Friday, April SO, 1926. 
The committee met at 10.30 o'clock a. m., Hon. Louis T. Mc-

Fadden (chairman) presiding. 

STATEMENT OF AD0LPH C. MILLEBr-Continued 

The CHAIRMAN. The committee will come to order. 
Without objection, I want to put in the record this morning a 

notice appearing in the Federal Trade Information Service of 
April 26. I t is headed, "Cu t in New York bank rate result of 
liquidation in stocks." I t attributes the lowering of the bank rate 
in New York to the liquidation of stocks in the market. 

(The article referred to is as follows:) 
The action Of the New York Federal Reserve Bank in reducing its rediscount 

rate from 4 to 3% per cent is held by the Treasury to be another tangible 
result of the recent liquidation in the stock market. It was explained in
formally at the Treasury that the establishment of what some regard as a 
normal basis of stock valuation in the market had released many millions-
of dollars for other work, and there is not now the urgent call for money that 
obtained a few weeks ago. 

Attention was called by a Federal Reserve Board official to the fact that 
more than $30,000,000 went unloaned in Wall Street on Thursday. Call 
money has been ranging around 3%, and the demand for it has sickened so 
perceptibly that there is no need for rediscounts at the Federal reserve banks 
when vast sums are available elsewhere at a rate of discount one-half of 
1 per cent less, it was explained. 

There may be another factor involved in the reduction, although none of 
the Federal Reserve Board authorities would talk about it. This phase was 
the maintenance of control of the money market—or, at least, continuation 
of the influence—which the New York Reserve Bank exercises and which it 
can hardly afford to relinquish even if it desired to do so. 
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It was pointed out that if a rediscount rate is too high, its effectiveness is 
lost; if it is too low, it carries no weight whatsoever. The task of the 
New York bank management, therefore, would seem to be that of locating 
the proper place from which expansion might be encouraged or discouraged 
as conditions require." 

The CHAIRMAN. I n that connection, also, I want to put in the 
record a part of an article appearing in the New York Herald 
Tribune of Friday, April 23, which is headed " Opinion Varies 
Widely on Bate Cut by Keserve." Among other things, it says: 

A third group was cruel enough to point out that easy money and pros
perity will be great allies for the Republican campaigners during the coming 
months, and they revived the old charge that rates had been kept at abnormally 
low levels in the summer of 1924, when Calvin Ooolidge was running for 
President. 

Mr. GOLDSBOROUGH. That is a very unkind remark for anybody 
to make. 

The CHAIRMAN. I put that in to illustrate some of the views that 
are being expressed by financial editorial writers on the various 
causes leading up to a change in the rate. 

Mr. STRONG. My friend Mr. Shibley, I believe, made some such 
statement. 

OPINION VARIES WIDELY ON RATE CUT BY RESERVE)—SOME THINK BEAR MARKET 
AT END, WHILE OTHERS REGARD STEP AS NATURAL RESULT OF MONEY CON
DITIONS 

[From New York Herald Tribune, Friday, April 23, 1926] 

All Wall Street calculations received a rude jolt yesterday afternoon when 
the New York Federal Reserve Bank directors chose to lower the rediscount 
rate from 4 to sy2 per cent. The action had not been preceded by the weeks of 
gossip which have generally anticipated a change, and most brokers and 
bankers were frank to admit their surprise. The announcement came at 4 
o'clock, half an hour after the usual time for the Thursday reserve-bank 
bulletin to make its appearance on the tickers. 

Comment on the action took several definite directions. Circles primarily 
interested in the Stock Exchange asked themselves whether the knell of the 
bear market had been struck, recalling' that the rise to 4 per cent on January 
8 had been motivated, at least indirectly, by official disapproval of an over
extended security market. Students of general business conditions and the 
state of the money market were willing to concede that the underlying in
fluences were all in favor of a lower rediscount rate, but they expressed 
misgivings as to its possible indirect effects. A third group was cruel enough 
to point out that easy money and prosperity will be great allies for the 
Republican campaigners during the coming months, and they revived the old 
charge that rates had been kept at abnormally low levels in the summer of 
1924 when Calvin Coolidge was running for President. 

BULLS PREDICT STOCK RISES 

The New York reserve district was the last in the country to adopt the 4 per 
cent rediscount rate when the directors took action last January. The raise to 
4 per cent in January, coinciding with the inauguration of a system of publicity 
for brokers' loans, was universally interpreted as a move to bring liquidation in 
security speculation. Since then brokers' loans, as published weekly, have 
shrunk by about 14 per cent, or some $600,000,000. After every crash in stock-
market prices speculators have been asking whether the bottom had been 
reached. The bulls, constitutionally optimistic, jumped to the conclusion yester
day afternoon that they now had official backing for their faith in an upward 
turn in the market. They freely predicted that frightened shorts would bring 
an immediate upturn in security prices and that heavy buying was in order. 

Circles with less at stake in the security markets were more cautious. They 
pointed out that the January rise in the rediscount rate had not been respon
sible for the break in security prices. With the publication of brokers' loans 
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it was merely the percussion cap that let loose the bear explosion. In the 
opinion of these persons, a misinterpretation of the fall in rate, giving ground 
for renewed speculation in securities and real estate, is the one peril that 
attends what is otherwise a logical step. Keen interest will therefore be dis
played in every index to speculative activity during the next few days. 

EASY MONEY I N PROSPECT 

Fundamentally, the money market in the New York district is easy at the 
present time, and, unless some unforeseen business catastrophe occurs, easy 
money is in prospect. Gold in this country is not far below the peak for all 
time. Commercial demands for funds have reached the spring let-up. As it 
happens, this week's statement of the New York Reserve Bank shows the result 
of these influences in a drastic reduction of earning assets, which on Wednesday 
stood at $163,566,000, as compared with $320,765,000 last week. A liquidation 
movement generally starts in New York, and it is now well under way here. 
The reserve ratio since last week has risen 11.4 per cent, from 76.9 to 88.3—a 
phenomenal jump which takes the percentage higher than it has been since 
July 11, 1924. 

Of course, the action of the directors is never based on a fluctuation of a 
single week, but this week's statement reflects in an accentuated form an 
underlying trend. Gold reserves here are higher than they have been since 
the third week in January; earnings assets are at the lowest point, as are 
open-market bill holdings and rediscounts. 

Repercussions in England are not believed to have been an important 
influence in the rate change this time. The London money market is likely 
to benefit from the low level in interest rates generally prevailing in this 
country, regardless of the rediscount rate. 

Those commentators who hold that political influences were not absent in 
bringing about Sy2 per cent money at the reserve bank do not, of course, 
imply that any pressure was brought directly by the administration on the 
directors here, or even on the Federal Reserve Board. They think, however, 
that a belief in the advantage of a united administration and Congress may 
consciously or unconsciously have influenced the responsible persons in favor 
of a move that will stimulate prosperity and Republican registrations. 

The CHAIRMAN. I also want to refer to the following from the 
testimony of Benjamin Strong, jr., governor of the Federal Reserve 
Bank of New York, before this committee on April 8, 1926: 

The CHAIRMAN. You hear a common expression at times like this: That the 
Federal reserve system is loaning money for speculative purposes by granting 
to member banks accommodations to permit* loans to stock brokers. Is it your 
observation that any present condition such as this now exists? 

Mr. STRONG. Well, some of our funds undoubtedly do get into the speculative 
market so long as any money is borrowed from us by banks who have loans on 
the stock exchange or by banks who make payments to other banks which have 
loans on the stock exchange. 

The CHAIRMAN. My attention is directed to a statement concerning a bank 
with five million assets which, on December 31, 1925, showed demand loans 
of one hundred seventy millions, it showed bills payable of one hundred ten 
millions. In connection with the question of loan of funds for speculative pur
poses it is presumed, inasmuch as this bank is a member of the Federal reserve 
system, a large part of its borrowings are from the Federal reserve system. 
Might that be presumed? 

Mr. STRONG. I think it is a fair presumption, yes, Mr. Chairman. 

In that connection I want to refer also to this question of the 
amount of brokers' loans ascertained by the inquiry which the Fed
eral Reserve Board put out, calling attention to the fact that there 
was at the time the inquiry was answered three billion and a half of 
loans to brokers outstanding, and I want to call particular attention 
to the fact that since that request a large reduction in the amount of 
those loans has been made. 

I also want to call attention to an article appearing in the Com
mercial and Financial Chronicle on page 2115 of the issue of April 
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17, 1926, being a letter from W. H. Allen, of Brooklyn, N. Y. I t is 
headed " Stock exchange brokers' loans and what they signify." 

For the benefit of the committee I want to bring out some points 
that are therein referred to as pertinent to this inquiry; and in order 
that the members of the committee may have an understanding of 
what this article is I will read it: 
EDITOR OF THE COMMERCIAL AND FINANCIAL CHRONICLE: 

The publication of brokers ' loans in the early pa r t of Feb rua ry created 
quite a furore in financial circles, a s the official figures placed them a t about 
$1,000,000,000 higher than the unofficial estimates. The sudden crash in stock-
marke t values t ha t came a few weeks la ter led people to forget all about these 
loans ; and those who a re now scheming for the rechar ter of Federa l reserve 
banks were doubtless much relieved by this diversion. For the fact t h a t these 
loans had reached the enormous total of $3,500,000,000, and t h a t so large a 
proportion of them were from out-of-town banks, exposes to public view the 
false argument tha t helped most to bring these Federal reserve banks into 
existence. 

J u s t 20 years ago the New York Chamber of Commerce appointed J o h n 
Claflin, F r a n k A. Venderlip, Dumont Clark, Isidor St raus , and Charles A. 
Conant as a committee to inquire into the causes of financial disturbances 
and to suggest the proper remedies. The substance of the committee's report 
was tha t our financial ills were due mainly to inelastic cjirreney, the concen
t ra t ion of country bank funds a t New York, and the recall of such funds to 
move the crops. This theory asserted t ha t after the crops were moved in
terior banks had more money than they could find use for a t home and so 
they sent it on to New York to be invested in 2 per cent call loans on the stock 
exchange. Then in the ear ly fall of the following year several hundred mil
lions of such funds had to be recalled to move the crops again. And i t was 
th is sudden recall of these funds which caused high money rates, panics, and 
near panics. 

This theory of the mat te r was exploited as an argument in favor of the 
Aldrich-Vreeland Act, the Aldrich central bank plan, and the Owen-Glass bill. 
Testifying before the Pujo Committee in 1912 on the concentration of money 
a t New York, George W. Perkins, of J . P . Morgan & Co., s a id : 

" One thing you could do to stop speculation in New York and to prevent 
conditions which bring on panics, is to prevent the banks of Chicago, St. Louis, 
and Kansas City from sending their money in the summer to New York, loan
ing it on call a t cheap ra tes and then suddenly calling it out in the fall to 
move the crops." 

In Moody's Magazine, October, 1913, Senator Owen sa id : 
" I t can not be denied t ha t the general effect of the bill will be to deprive 

the stock market of the use of a considerable pa r t of the reserves of the 
country which under this system will be t ransferred to Government-controlled 
banks. This will be beneficial" to the commerce of the country, and will re
move one of the serious elements of instabili ty in our financial system." 

But the loudest boasts of the decentralizing effect of the bill were heard 
jus t after it became a law. According to Mr. Glass : 

" The act has clogged the channel to Wall Street. I t will break the shackles 
which Wall Street has cast about the commerce of the country by distributing 
the money power throughout the land. 

" I t will keep a t home the reserves of the country, which have heretofore 
been massed in New York banks, where they have been used for the benefit 
of stock exchange speculators and gamblers." 

The New York World, December 23, 1913, called the bill " an act of financial 
deliverance which effected the complete separation of the organized banking 
system of the country from the New York Stock Exchange and Wall Street 
gambling." 

November 15, 1914, the day before the reserve act went into effect, the same 
paper sa id : 

" To-morrow will witness the obsequies of the Money Trust . Wall Street 
a t any ra te will cease to dominate the banking policies of the country and its 
grip on the pursestr ings of all the people will be relaxed. I t is indeed the dawn 
of a new freedom." 

Another prophet on the benefits of the new law was W. J. Bryan, who 
boasted tha t " the measure would move the financial center from New York 
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to Washington." And Charles Hamlin, first governor of the Federa l Reserve 
Board, wri t ing i n Moody's Magazine, November, 3 914, sa id : 

" The assets of these Federal reserve banks, and the Government deposits 
which may be made in them, will be pledged to strictly commercial uses, and 
can not be used for speculative purposes. 

Attention should be called to the statement of Governor Strong 
before the committee, which I have just read. [Continuing:] 

(Mr. Hamlin didn't tell us tha t the new law would not prevent reserve 
banks from lending their assets to other banks.) 

These several boasts and forecasts prove beyond all controversy t h a t the 
chief argument in favor of the Federal reserve act was t h a t it would stop 
the concentration of country bank funds a t New York and thus lessen the 
amounts available for speculation in Wall Street. The funds of the reserve 
banks were to be used for commercial purposes, not for speculation. 

But the publication of these brokers ' loans shows tha t the Federal reserve act 
did not stop the concentration of (alleged) country banks ' funds a t New York. 
Neither did it stop the loan of such funds for Wall Street speculation. The 
boasts of Mr. Glass t ha t the act " had clogged the channel to WaU Street 
and would keep a t home "the money tha t had been used for stock exchange 
speculators " was jus t a pleasant lit t le pipe dream. Of the total of $3,535,000,000 
brokers ' loans, $1,280,000,000 was lent by out-of-town or country banks, which 
was $60,000,000 more than was loaned by New York banks for thei r own 
account. W h a t a commentary on the wisdom of the au thors of the Federa l 
reserve a c t ! Where did Mr. Charles S. Hamlin get his notion tha t " the assets 
of these reserve banks would be pledged to strictly commercial uses, and can 
not be used for speculative purposes " ? Does Mr. Hamlin know tha t in addit ion 
to the above showing, from Ju ly 1, 1924, to Ju ly 1, 1925, the tota l loans of 
report ing member banks increased $1,500,000,000, of which only $100,000,000 
were commercial loans? And does he know tha t th is took place a t a t ime 
when country banks were calling loudly for Government aid? 

There is much more to be said on this subject, but I don' t want to take up 
too much space. The pregnant fact is tha t brokers ' loans, which were but 
$500,000,000 in 1913, are over seven times as large to-day, and tha t the greater 
portion of them is from country banks. 

W. H. ALLEN. 
BBOOKLYN, N. Y., April 13, 1926. 

In that connection, Doctor Miller, I want to ask you whether it is 
a fact that brokers' loans on that date were seven times the amount 
that they were in 1913 ? 

Doctor MILLER. Not if you mean the loans of the reporting member 
banks of the Federal reserve system. 

The CHAIRMAN. Well, the same type, of loans that you got a 
report on ? 

Doctor MILLER. I am reminded that an estimate used a few years 
ago by Mr. Jay, chairman of the Federal Reserve Bank of New York, 
was that the total volume of loans comparable to what we now are 
calling brokers' loans, or " street loans," was about $1,000,000,000. 
A t the beginning of this year the figures assembled by the Federal 
Reserve Board showed that loans to brokers made by or through the 
reporting banks in New York City amounted to about $3,150,000,000. 
The three and one half billion figure, I think, is the figure of brokers' 
borrowings that was given out by the stock exchange. 

The CHAIRMAN. Yes; I understood that. 
Doctor MILLER. That shows the total borrowings on the stock 

exchange, but they borrow also from other sources than from the 
reporting member banks of the Federal reserve system; so the two 
sets of figures are not identical. 

The CHAIRMAN. But the stock exchange figures would probably be 
correct as to the amount of money that they were using for brokers' 
loans in New York ? 
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Doctor MILLER. That they were using; yes. 
The CHAIRMAN. But, of course, in that connection it should also 

be noted that New York is only one spot where money is loaned for 
speculative purposes? 

Doctor MILLER. Yes. 
The CHAIRMAN. Philadelphia, Boston, Chicago, Kansas City, St. 

Louis, San Francisco, and Los Angeles- would all have loans, 
undoubtedly, that were used in the speculative market? 

Doctor MILLER. Yes. 
The CHAIRMAN. Now, is this increase in the amount of loans, in 

your judgment, accelerated by the fact that we have the Federal 
reserve system? In other words, do the Federal reserve operations 
lend themselves to increasing the amount of money going into 
speculation ? 

Doctor MILLER. I doubt whether I could answer that question by a 
categorical yes or no, Mr. Chairman; but I can throw some light 
on it. We do not want to overlook, of course, that since 1913 the 
whole price level has moved up from 50 to 60 per cent; so that, with
out any other changes, we should expect, of course, that the stock-
exchange loans would rise in volume, as all other loans have risen 
in volume, because of the larger amount of money that it takes to 
consummate a given physical volume of transactions to-day on our 
high price level. There has also been the great growth of the coun
try in the period of 13 years that has elapsed since then that would, 
even in the absence of any rise of price levels, have called forth an 
increased volume of loans to effect the increased volume of turnover 
in every line of activity. 

But I think it is fair to say that one of the expectations entertained 
a t the time the Federal reserve act was passed and the reserve system 
put into operation has not been realized. The expectation to which 
I refer was that under the reserve system the call loan would lose 
the attractiveness that it had under our old conditions as an outlet 
for the investment of funds that were temporarily idle so far as local 
commercial demand was concerned. The old practice was for banks 
outside of New York, as they accumulated a surplus reserve beyond 
what they could profitably invest in customer borrowings in their 
neighborhood or in commercial paper, to send it to New York, and 
there either deposit it with their correspondent banks, who would 
loan it on call, or themselves loan it on call, acting through their 
correspondents. 

Now, it was expected—and that is doubtless what Mr. Hamlin had 
in mind in the statement that has been referred to as made by him 
in November, 1914, just about the time that the Federal reserve banks 
were established 

The CHAIRMAN (interposing). Suppose I read that right here. 
He said: 

The assets of these Federal reserve banks, and the Government deposits which 
may be made in them, will be pledged to strictly commercial uses and can not 
be used for speculative purposes. 

Doctor MILLER. I do not, of course, pretend to speak except in a 
very general way of Mr. Hamlin's attitude; because I assume that 
the attitude that I entertained then was substantially his and that 
of other members of the Federal Reserve Board at that time. 
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The CHAIRMAN. I t was a common expression, I think, at that time 
that the Federal reserve would do that thing. 

Doctor MILLER. Yes. 
The CHAIRMAN. And the interesting thing to the committee is 

whether it did do that ; and if not, why not? The trend of these 
hearings indicates that a larger amount of money has been used for 
speculative purposes than at the time the Federal reserve act was 
passed. 

Doctor MILLER. Well, I want to repeat that even if what we all 
expected had been fully realized, we should still find a bigger volume 
of brokers' loans. This is a bigger country. There has been an 
enormous increase in the volume of securities dealt in on the stock 
exchanges of the country, so that the absolute figure of street loans 
would have to grow in order to maintain the same relative position 
to other loans that it had in 1913. But there is no question that it is 
out of proportion; at least I think so. 

The explanation, I think, is this, at least in pa r t : First, that the 
expectation entertained at the time the Federal Reserve Act was 
passed, that the call loan would lose attractiveness as an investment 
for bankers for their temporarily idle funds or surplus reserves, has 
not proved to be the case. I t was expected, I think, that the call loan 
would lose attractiveness because the call loan is a security loan 
which is not admissible to rediscount at Federal reserve banks. I t 
was expected that the member banks of the Federal reserve system 
very generally would discriminate in making their loans in favor of 
such loans as were eligible for rediscount at Federal reserve banks, 
in order always to have a good portfolio of paper that they could 
take to their Federal reserve banks for the purpose of converting 
into cash or for the purpose of restoring their reserves. The col
lateral loan, not being usable in that way, would be a less attractive 
investment. 

Now, the curious thing is, as I view it, that the Federal reserve 
system, if anything, has made the call loan safer and surer and thus 
more attractive than it was in the days before the Federal reserve 
system; and, for this reason, simply and very briefly: That while in 
the olden days there was no question as to the goodness of these 
collateral loans—their safety and security—experience had demon
strated, notably in 1907, that at times of acute strain and monetary 
stringency out-of-town banks might have difficulty in recovering 
for home use the balances that they had in New York. I t was impos
sible for all to liquidate at the same time successfully and get the 
cash; and so we had those sharp periods of monetary famine, of 
which 1907 was perhaps the most acute, at any rate within the mem
ory of those of us who are not very old. 

Now, however, if an out-of-town bank deposits in New York with 
its correspondent, or if it makes a call loan in New York, I think it 
may reasonably anticipate that if there should come pressure for 
liquidation there is always a further resource in the New York 
market, to wit, the Federal Reserve Bank of New York, that can put, 
as it were, new money into the market if it be needed in order to 
meet with the withdrawal of funds, from the New York market or 
from correspondent banks in New York, by the out-of-town banks. 
I n brief, under the old condition these banks were working, so to 
speak, in a limited market, a market in which the total supply of 
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money, practically speaking, was absolutely limited. Now, on the 
other hand, they conduct their operations in a market having great 
elasticity. That elasticity gives more assurance—it gives practically 
perfect assurance—that no matter how much in the way of bal
ances maintained in the New York market by outside banks should 
be withdrawn, new money can always be put in the market in order 
to support such a withdrawal and prevent the old-fashioned col
lapse. 

So I think, broadly speaking, Mr. Chairman, it is fair to say— 
and such is my view—that the security loan in New York, on the 
basis in part of deposits of out-of-town money in current bankers' 
balances in New York, has been made on the whole more secure and 
more attractive than was the case before the passage of the Federal 
reserve act. 

The CHAIRMAN. These so-called brokers' loans are mostly call 
loans, are they % 

Doctor MILLER. They are mostly call loans. In considerable part 
the loans to brokers made by New York banks themselves, for their 
own account, are on time. 

The CHAIRMAN. On pledge of stocks and bonds and other secu
rities ? 

Doctor MILLER. Yes, sir. The outside banks usually lend on call. 
One thing more: I think it was assumed at the time the Federal 
reserve banks were organized that the Federal reserve banks were 
not only not to make loans on stock-market collateral but that their 
operations were to be so hedged about that no part of the credit that 
they extended could even indirectly get into the call-loan market or 
the stock market. I think that is what Mr. Hamlin probably had 
in mind in the statement that has been quoted. 

The CHAIRMAN. Directly pertinent to that, of course, is this state
ment of Senator Owen in October, 1913: 

It can not be denied that the general effect of the bill— 

Speaking of the Federal reserve bank bill— 
will be to deprive the stock market of the use of a considerable part of the 
reserves of the country— 

By " the reserves of the country " he meant the country banks, and 
the pyramiding process, which was considered at that time to be one 
of the causes of the speculative tendency. 

Doctor MILLER. Yes. 
The CHAIRMAN (continuing reading) : 

which under this system will be transferred to Government-controlled banks. 
This will be beneficial to the commerce of the country and will remove one 
of the serious elements of instability in our financial system. 

Doctor MILLER. Of course, I have no doubt that when Senator 
Owen made that statement he had in mind that under our old banking 
reserve requirements there was the feature of so-called redeposited 
reserves, under which a bank could deposit with a reserve city agent 
a part of its required reserve, which would count as reserve, and in 
the meantime could get a rate of interest paid upon it. 

The CHAIRMAN. I think it is fair also to say in that connection 
that at that period there was great uncertainty as to just what the 
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results of a transfer of legal reserves from city correspondent banks 
to the Federal reserve system would do. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. I recall also that many bankers felt that all of the 

reserves of the banks would then be kept with the Federal reserve 
bank. I do not think that the average banker anticipated just at 
that point the fact that secondary reserves would be maintained by 
country banks in the reserve cities, as thev had in the past. I think 
it is also fair to say that there was a fear on the part of many 
of these reserve city banks as to whether they were not going to lose 
all of these country-bank balances. 

Doctor MILLER. Yes. 
The CHAIRMAN. But, of course, it has not worked out that way. 
Mr. WINGO. I n other words, they overlooked the fact that the 

money that made up the legal reserves of member banks was not all 
the money that they had. They made no distinction between surplus 
funds and straight reserve funds. 

Doctor MILLER. Required reserves. 
Mr. WINGO. Yes; the required legal reserve funds. They over

looked the fact that when they withdrew from deposit in New York 
the required legal reserves, and compelled them to be deposited in 
the Federal reserve banks, that still left an enormous volume of 
surplus funds that were free to be deposited by the member banks 
wherever they saw fit, and would naturally gravitate in times of 
easy money toward a surplus of what the banker regarded as the 
most available quick turnover for those idle funds. 

Doctor MILLER. Yes, sir. 
Mr. GOLDSBOROUGH. Doctor Miller was reaching a very interesting 

point in his statement, Mr. Chairman. 
The CHAIRMAN. I am sorry I interrupted you. Proceed, Doctor. 
Doctor MILLER. A S a matter of fact, the Federal reserve act no

where contains any prohibition upon the extension of reserve credit^ 
directly or indirectly, in aid or in support of security or speculative 
loans. The statement frequently made by officers of Federal reserve 
banks or by members of the Federal Reserve Board to the effect that 
Federal reserve credit is improperly used if it is used even indirectly 
in support of extensions of credit by member banks to borrowers on 
collateral loans is inferential. There is nothing in the act that is 
positive; there is no definite injunction or instruction in the Federal 
reserve act. I think that is because it was assumed that the restric
tion of paper eligible for discount to such paper as grows out of 
commercial, industrial, or agricultural transactions would be prac
tically tantamount to a prohibition against the use of credit, even 
indirectly, for security loans. 

But, as a matter of fact, it has not turned out that way; and it 
is a question, I think, just what authority—or rather let me say, 
putting it in terms of duty, what responsibility—Federal reserve 
banks and the Federal Reserve Board have to see what becomes 
of the credit they extend, by examination or inquiries, whatever 
you want to call them, into the operations of their member banks. 

Mr. GOLDSBOROUGH. Doctor, do you think it would have been a 
good thing if the expectations of Mr. Hamlin and yourself and the > 
other members of the Federal Reserve Board had been realized ? 

Doctor MILLER. There is no question about it. 
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Mr. GOLDSBOROUGH. Then is it, in your opinion, practical to place 
in the Federal reserve act a provision to the effect that loans secured 
from the Federal reserve system by member banks shall not be 
used for call-loan purposes on the stock exchange ? 

Doctor MILLER. I think it would be advisable, Mr. Goldsborough, 
to put into the Federal reserve act a provision—whether in the 
exact language you use I do not know 

Mr. GOLDSBOROUGH. I did not mean necessarily in that exact 
language. 

Doctor MILLER. I think it would be very desirable to put in the 
Federal reserve act an effective provision that would give the com
munity more assurance that credit provided from the Federal 
reserve system could not be used by member banks in support of 
security loans. 

Mr. MACGREGOR. Doctor, let me clear my own mind on that sub
ject. Of course, there are funds that banks have that are not under 
the control of the Federal reserve system ? 

Doctor MILLER. Yes, sir. 
Mr. MACGREGOR. SO the bank could use its own funds for purposes 

of stock speculation ? 
Doctor MILLER. Certainly. 
Mr. MACGREGOR. And then it could go to the Federal reserve 

system and make up for that which it had used for speculative 
purposes ? 

Doctor MILLER. Yes. 
Mr. STRONG. Then you would have to provide that no loans should 

be made to banks 
Mr. MACGREGOR. SO that the Federal reserve system has, in a 

large w&y, contributed to stock speculation by furnishing other funds 
for it? 

Doctor MILLER. Oh, I think that statement considerably overstates 
the matter. 

The CHAIRMAN. Doctor, in that connection, and following out 
your suggestion, great care, of course, would have to be exercised 
that no impediment be placed on legitimate transactions. 

Doctor MILLER. Certainly. 
The CHAIRMAN. And I think it is only fair to say that it might 

be presumed that the proceeds of loans made in the call market in 
New York might be used for legitimate business purposes. I t is not 
to be implied that all of the call loans are for speculative purposes. 
The fact, however, that there are loans to stockbrokers indicates, 
because of the very nature of the brokers' business, that this money 
is being used in a speculative way. However, there are many legiti
mate enterprises that go into the call market in New Tork at times 
and borrow funds for legitimate purposes. 

Mr. WINGO. Not as borrowers. 
Doctor MILLER. A S lenders; yes. 
The CHAIRMAN. Sometimes they might go in as borrowers in the 

call market. 
Doctor MILLER. YOU may be right, Mr. Chairman; but 
The CHAIRMAN. I have in mind a transaction like th is : The 

United States Steel Corporation—perhaps they would not do it, be
cause they are one of the larger concerns, but others might—being in 
need of funds, and having in their portfolios stock-exchange col-
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lateral, might go into that market and obtain a loan and put up 
their stock-exchange collateral to get money to use in their business 
enterprises. 

Doctor MILLER. I should think that would be very unusual. They 
would not want to borrow demand money in any event, I think. 

The CHAIRMAN. YOU think that is a far-fetched idea, then? 
Doctor MILLER. Yes, sir; I think it is. 
The CHAIRMAN. What I was trying to show by illustration was 

that some of the funds received from these brokers' loans might be 
used for legitimate purposes, because that statement has been made, 
that money that was borrowed by brokers was not all used for specu
lative purposes. 

Mr. STEVENSON. Apropos of the suggestion that was acquiesced 
in a minute ago, that a bank has the right to speculate with its own 
money, assume that I represent a member bank, and that I have 
legitimate eligible paper growing out of absolute transactions in 
the commercial world, and I put up that paper and get money for 
it from the Federal reserve bank. I s not that my money ? How can 
you by statute limit what I do with it after I get it? I t is mine 
just the same as if I had never borrowed it. 

Mr. STRONG. But you could restrict the banks from discounting 
paper when that money might be used for that purpose, could vou 
not? 

Mr. STEVENSON. Oh, you might do that ; but how can you enforce 
it when the bank has its own money ? 

Mr. WINGO. Might it not be instructive for the doctor to give us 
the different possible restrictions on legislative enactments that pos
sibly would accomplish the end that he suggested was desirable, to 
give assurance to the community that the funds of the Federal re
serve system would not be used for speculative purposes? He might 
outline to us the different measures that might be adopted. 

Mr. STEVENSON. Yes. I am curious to see what method could be 
adopted to keep a bank from using its own money as it pleases after 
it gets it. 

The CHAIRMAN. I n that connection it occurs to me that the Fed
eral Reserve Board would have authority to inquire into the loans in 
the portfolio of a member bank, and that if they found their own 
loans being used for speculative purposes, that might be made the 
basis for refusal to grant them accommodations from the Federal 
reserve system. That might be expressed in the form of a restrictive 
amendment to the act. 

Mr. STEVENSON. That is as far, in my judgment, as you could go 
under the Constitution of the United States. After the bank gets its 
money, you can not say to the bank or anybody else what it can do 
with its money, assuming that it does not violate the criminal law. 

Mr. MACGREGOR. HOW are you going to determine which part 
of the money is being used for legitimate purposes and which for 
other purposes? 

Mr. STEVENSON. Still I would like to hear the Doctor's sugges
tions. He has studied this question much more than I have. 

Mr. WINGO. Doctor, in giving the possible methods that might 
be adopted, I want you to be free from any suggestion that you 
approve anything about them. In other words, without giving your 
san tion to them, what are the different methods that occur to your 
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mind that might be used and might be incorporated in legislative 
mandate or authority to the board or to the banks to bring about 
that desired end? 

Doctor MILLER. May I again repeat the statement that the view 
practically universally entertained at the time that the Federal 
reserve banks were organized was that no part of the credit coming 
from those banks would get into speculative loans or even security 
loans. Now, I take that fact as evidencing the intention of Con
gress at the time that the Federal reserve banks^ were to keep their 
operations entirely distinct from any contact, not only direct but 
indirect, with the securities markets and the securities loans of the 
country. 

The CHAIRMAN. Doctor, let me ask you this : You mean the legal 
reserves deposited by the member banks of the Federal reserve 
system and any credits created or established by the Federal reserve 
system incident to the operation of the newly created system ? 

Doctor MILLER. Yes. 
The CHAIRMAN. They might be either credits established or a 

Federal reserve note issued? 
Doctor MILLER. Exactly. When I use the term " c red i t " in 

these discussions I use it as a term broad enough to include credit 
extended in the form of a Federal reserve note as well as in the 
form of a book entry or deposit credit. They are essentially identi
cal, except that the form of the one is different from that of the 
other. 

Now, it is important to bear in mind what was the expectation 
and the intention of the framers of the reserve act. Either this 
was as I have stated it or else most people who spoke at the time 
were in error. I think it is also fair to say that the expectation 
has not been fully realized, and that the full realization of it 
presents a problem of considerable administrative difficulty; and 
I am doubtful whether any method could ever be worked out that 
would completely insure that credit coming from the Federal reserve 
should not leak into the stock market by way of security loans. 

The CHAIRMAN. YOU think it is as important now to the country 
and to the business interests of the country, that that be done, as it 
was at the time of the enactment of the Federal reserve act ? 

Doctor MILLER. I do, Mr. Chairman. I can not put that too 
strongly; and facing Mr. Goldsborough and Mr. Strong across the 
table, who are interested in the price stabilization clause, I want to 
say here—parenthetically in the discussion, but wTith great em
phasis—that if the Federal reserve reservoir is thoroughly tightened 
up against seepages or leakages of credit for speculative uses, you 
do not need to worry about your proposal. You will never have 
any price disturbances that are amenable to the corrective action of 
the Federal reserve unless you have the use of its credit for specu
lative purposes. Speculation and inflation are handmaids. 

Mr. STRONG. Just why do you make that statement? Why is it 
that if the funds of the Federal reserve system or its credits are not 
used in the speculative market, it will be easier to bring about 
stabilization ? 

Doctor MILLER. Because whenever credit is extended by the Fed
eral reserve to facilitate current productive operations, that credit 
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washes itself out. I t liquidates itself; because, at the moment the 
credit goes forth, there are goods going fortji, and they move in 
parallel lines, and as the goods come to market they extinguish the 
credit. Broadly speaking, you can not have excessive credit with
out speculation. You can not have an excess of credit where credit 
is restricted to the financing of current operations in industry, trade, 
and agriculture in the making and marketing of goods. 

Mr. STRONG. D O you mean by that, Doctor, that if you could re
move from the Federal reserve system the possibility of your credits 
being used for speculative purposes, the powers that the board now 
has would enable it to bring about the stabilization that we desire ? 

Doctor MILLER. I would not put it that way. I would say that 
you would get about as high a degree of stabilization as it is prac
ticable to get. 

Mr. STRONG. Well, wre would have to get it through the manage
ment of the Federal reserve system, would we not ? 

Doctor MILLER. "Yes, sir. If there was some absolutely certain 
device for estopping the use of Federal reserve credit for speculative 
purposes, you would almost have your price stabilization so far as 
the Federal reserve is a factor in it. Now,, there are other factors 
that come in that are utterly beyond the ken and control and the 
reach of the Federal reserve system. You might have the Govern
ment, presumably under the emergency of war or some other emer
gency, going in and inflating credit. 

Mr. STRONG. We might have a great disaster from natural causes., 
such as a cyclone or an earthquake ? 

Doctor MILLER. Yes; or you might have the disaster of another 
great inundation of gold. 

Mr. STRONG. Yes. 
Doctor MILLER. We can never be sure about that. That puts the 

banking situation beyond the reach, of the Federal reserve, except 
as it may, in the face of the emergency, devise some method by which 
it can get ahead of it. But whenever the Federal reserve is a con
tributing factor, it is a contributing factor because its credit is going 
to finance other than the production, distribution, and marketing of 
goods; so that if we can keep its credit sealed up to its proper self-
liquidating uses, you are not going to get any disturbances in 
price levels through maladjustment in the volume of reserve credit 
to the total volume of current credit needs as they proceed from 
industry, trade, and agriculture. 

So I am very definitely of the view that if we can restrain Federal 
reserve credit from any speculative uses—and by that I mean not 
only in the securities markets but in commodity markets and in other 
forms of speculation, such as land and building speculation—we 
have got what must always be a goal in good, sound banking admin
istration. We have gotten about as far as we possibly can get toward 
economic stability, and toward price stability as one of its accom
panying features. And that is what we had before the war. In part 
we had it to a very high degree in this country, because we had a 
very rigid banking system;"and it is a fair question whether, in 
setting up an elastic banking system, we do not invite certain perils 
against which a very rigid banking system gives protection, just as 
a very rigid banking system invites certain perils from which an 
elastic system gives relief. 
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The CHAIRMAN. I t is pretty well defined, Doctor, what is a specula
tion in stocks; but when you refer to the use of money in speculation 
in commodities, do you mean money used, for instance, in carrying 
a crop from one season until the next crop is available ? For instance, 
in March, April, and May eggs in great quantities go into storage 
to provide the market to the consuming public in those months when 
the production is not so great; and I also have in mind that in May 
and June butter is stored in cold storage for similar purposes. Often
times the people who store these commodities are regarded as specu
lators. A large amount of funds goes into the financing of those 
operations. The same thing applies to fruits, cotton, and grains, in
cluding corn and wheat. Now, I think it would be rather important 
to find out whether or not that class of loan is deemed by you or by 
the board as a speculative loan. 

Doctor MILLER. I should not regard that as a speculative loan. 
The CHAIRMAN. In other words, there is a distinction and a differ

ence between financing of a legitimate season-to-season movement 
and holding for a speculative purpose? 

Doctor MILLER. Yes. 
The CHAIRMAN. Of course, there is more or less speculative intent 

in those operations? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. The eggs are stored by men who might be termed 

speculators, and grain oftentimes in the same way. There ought 
to be a clear definition as to what is meant by Federal reserve money 
used in a speculative way on commodities. 

Doctor MILLER. Yes. 
The CHAIRMAN. Can you give us a definition? 
Mr. WINGO. Mr. Chairman, I would like to hear that, but I am 

afraid that he will forget my question which he stated to answer. 
The question is, What devices could Congress by legislative enact
ment set up that would enable the board or the Federal reserve banks 
to prevent this leakage into the stock-market speculation of Federal 
reserve funds? 

Doctor MILLER. That is a pretty big question to undertake to 
answer on the spur of the moment, but I can indicate, Mr. Congress
man, what I believe would be the best method of approaching it. 

There is a paragraph in section 4 of the Federal reserve act which 
I have always thought to be rather important, but which has never 
seemed to get very much attention. I will just read the paragraph, 
so that you may have before you something, where I would suggest 
that the act might be changed, if the committee desired something 
along the lines of our present discussion. I t says: 

Said board (meaning the board of directors of the Federal reserve bank) 
shall administer the affairs of said bank fairly and impartially and without 
discrimination in favor of or against any member bank or banks, and shall, 
subject to the provisions of law and the orders of the Federal Reserve Board, 
extend to each member bank such discounts, advances, and accommodations 
as may be safely and reasonably made, with due regard for the claims and 
demands of other member banks. 

Now, I have always felt that in a fair construction of this act there 
ought to be a definition of what constitutes a " reasonable " accom
modation to a member bank, and that that would have to be defined 
in the light of other provisions of the Federal reserve act. 
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In the ultimate analysis, we would need to have some sort of an 
economic test by which we would determine whether or not the 
application for accommodation by a member bank was, in view of 
all it was doing, a " reasonable " demand that ought to be satisfied 
by the Federal reserve ban. 

But I can see that there is a question as to the meaning of the 
word and I am told by counsel that the term " reasonably " as used 
in#the act carries with it a connotation different from what I have 
just suggested. 

The CHAIRMAN. If, for instance, in that connection, Doctor, you 
found that a member bank located, for instance in Chicago was 
borrowing ten to fifteen million dollars, we will say, from the 
Federal reserve, or rediscounting to that extent, and was loaning a 
similar amount in the New York call money market to brokers, you 
would consider that as a case such as you would have control over, 
would you not? 

Doctor MILLER. NO ; I would not go so far as that. I do not think 
that I would go so far as that. I think that would be going too far. 

To carry out the illustration: If I found that a member bank 
in Chicago, as a part of its regular banking practice, had an aver
age investment in the call market in New York of, say, $25,000,000, 
and it then came into the Federal reserve bank and wanted to 
borrow $25,000,000, and at that time an inspection of its invest
ments showed that it had $50,000,000 invested in the call loan 
market, I would say, " You do not need to come and borrow from 
us in order to get funds. You have got twice the amount invested 
in the call market that you have on an average over a period of 
years. That is your secondary reserve. Take some of that money 
out of the call market." 

I would particularly do that if at that time the rate on call loans 
was, say, five or six per cent and the discount rates in the Federal 
reserve banks were four per cent. 

That would probably indicate that the bank did not want to dis
turb its 6 per cent call loan investments to meet its commercial 
demand, when it could go right over to the reserve bank and get 
the money at 4 per cent. 

So that I think in practice, in the application of any rule or 
principle that might be laid down skilled banking judgment would 
have to be applied by the reserve banks in order not to do injustice 
or work injury to the credit situation. 

I t has got to be recognized that certain banks habitually, quite 
irrespective of whether or not they are borrowing from the" reserve 
banks, keep a very large proportion of their funds invested in call 
loans. 

The CHAIRMAN. I have heard this report, Doctor Miller, that dur
ing this period that we have been specifically referring to here, the 
period from October until February 1 last, some member banks, 
because of the opportunity to borrow, had gone into the Federal 
reserve system, took Federal reserve funds, and loaned them to this 
call-money market in New York, thereby making a profit of one-
half of 1 per cent. I want to ask you whether that was a practice 
that was being pursued by members banks to any extent. 
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Doctor MILLER. Well, I can not answer that question as a piece 
of definite information. All the information available to me is 
something in the nature of inferential information. 

The CHAIRMAN. Suppose that that condition did exist, what w^ould 
be the policy of the Federal Keserve Board in regard to using Fed
eral reserve funds in that manner ? 

Doctor MILLER. I can answer that as a question of fact. The 
policy was evidenced by what the Federal reserve system did last 
autumn. 

There is undoubted evidence, as we look back, that Federal reserve 
credit was being drawn upon to sustain an increasing volume of 
loans in the call market. We know that now. We have the bank
ing data fairly complete. 

I pointed out the other day that the reserve balances of member 
banks held in the Federal reserve banks increased by an amount of, 
say, $50,000,000 during the year 1925, the commercial loans by an 
insignificant amount of one hundred millions or more, their security 
loans by an amount of a billion or more for the year. 

What, then, were they borrowing from the reserve banks for? 
Presumably to sustain about 400 or 500 millions of the loans they 
were extending to the call market. 

Mr. GOLDSBOROUGH. Mr. Chairman, I suggest that Doctor Miller 
proceed with his discussion. 

Mr. WINGO. I would really prefer that he answer my question 
before he gets away from it. 

Mr. GOLDSBOROUGH. That is what he is trying to do. 
Mr. WINGO. He is pointing to something in the present law. 
Mr. GOLDSBOROUGH. He is making a suggestion as to how it could 

be changed. 
Mr. STEVENSON. He had not gotten to the suggested change. 
Mr. WINGO. I beg your pardon, I thought he had. 
Doctor MILLER. Shall I proceed with that, then, and later come 

back to the chairman's question? 
I would suggest, that if you are going to consider any cnange in 

the reserve act it be in connection with the paragraph I have read. 
I would revise that paragraph to read somewhat like this; per

haps break it up into two or three paragraphs: 
Said board shall administer the affairs of said bank fairly and impartially 

and without discrimination in favor of or against any member bank or banks 
and with due regard for the claims and demands of other member banks. 

Here, I would have a new paragraph to read somewhat as follows: 
Every Federal reserve bank or Federal reserve banks shall extend to their 

member banks such discounts, advances, and accommodations as may be 
safely made to them and as may reasonably be needed by them in order to 
meet the current operating requirements of their customers in trade, industry* 
and agriculture * and for no other purpose. 

Mr. WINGO. Haven't they got that now ? 
Doctor MILLER. I beg your pardon? 
Mr. WINGO. Isn't that the position of the Federal reserve banks 

now under the law? 
Doctor MILLER. I do not think it is. 
Mr. WINGO. Isn't that both their authority and their duty, express 

and implied, in the act? 
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Doctor MILLER. I think that it is implied, but I do not think it is 
express. I n answering your question, as I understood it, as to what 
I might suggest in order to put the matter beyond doubt, that is 
what I would suggest, or something like it. I would go a little 
further. 

Mr. WINGO. Now, your last statement leads me to a possible mis
understanding of your prior discussion of that very section. Did 
the board and the banks do anything last fall to check that, or did 
they feel, as you feel now, that you have not the authority? 

Doctor MILLER. Oh, yes; the discount rate at certain reserve banks 
was raised. There was some informal admonishing of member 
banks borrowing to make security loans or to sustain an existing 
volume of security loans. 

Mr. WINGO. I mean along the line of this suggestion, you felt 
you could go no further than raising the rediscount rate. You 
did not have the authority to go ahead and deny loans along the 
line that you would have expressly given by the suggested amend
ment? 

Doctor MILLER. NO. 
Mr. WINGO. DO you think of any other suggestion of legislative 

device, or device of control regulation or limitation that could be 
set up by legislative enactment, whether you approve of such a 
possible device or not? 

Doctor MILLER. Yes. 
Mr. GOLDSBOROTJGH. You said that you would go a little further, 

Mr. Miller, a minute ago. 
Doctor MILLER. What I have suggested is in the nature of a broad 

instruction indicating that a need must exist before a member bank 
can borrow, and that need must arise from the current requirements, 
operating requirements of trade, industry, and agriculture. 

I think I should suggest this further, perhaps, in this very para
graph, that every Federal reserve bank shall keep itself and the 
Federal Reserve Board informed of the credit operations of its 
member banks and shall satisfy itself as to the occasion of borrow
ings by member banks. 

The CHAIRMAN. I t occurs to me in that connection, Doctor Miller, 
that in the first Federal reserve bulletin that was issued, in which 
you were laying down a code of ethics, and so forth and so on, in 
other words, feeling your way, that the duties of the Federal reserve 
agent of each of these banks was particularly pointed out. One of 
them was that he was the direct representative of the Federal 
Reserve Board, and that he should keep in close touch and contact 
with the Federal reserve, particularly as regards Federal reserve 
rates of interest or discount, and that he should also keep in close 
touch with the Federal Reserve Board as to the character of loans 
that were being made by the Federal reserve banks. 

He was instructed to report at least weekly to the. Federal Reserve 
Board, although there was no specific or definite form of report pre
pared or suggested at that time. 

I want to ask you in that connection whether the work and the 
operations of the Federal reserve system were being conducted in 
that way as regards the part the Federal reserve agent is taking 
in all these matters. Is he the direct representative as was originally 
intended of the Federal Reserve Board, and is he keeping in touch 
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on all of those vital matters with the board as was originally in
tended ? 

Doctor MILLER. I do not think the touch is as close as it was 
originally or as was probably intended by the statute. 

The position of chairman and Federal reserve agent of a Federal 
reserve bank is one, on the whole, that has lost rather than gained 
in importance, influence, and prestige. The position of governor is 
the one that has gained. 

The CHAIRMAN. I t seems to me the function of Federal reserve 
banks as 12 distinct, separate banks was not being carried out in so 
far as the contact of the Federal reserve agent with the Federal 
Reserve Board as their representative was concerned. That contact 
was slipping, and it has seemed to me that they were more or less 
closely devoting their time and attention to the operation of the 
specific bank with which they were connected. 

Doctor MILLER. Yes. I think that is measurably true. I t varies, 
of course, according to the temperament of the individual man. 

The CHAIRMAN. But the intention of the act, as I understood it, 
was that the Federal reserve agent should be ex officio chairman of 
the board of each one of these banks, and. that he was to be par
ticularly the representative of the Federal Reserve Board, acting as 
a sort of watchdog over the operations of each one of the Federal 
reserve banks, and to be at all times very active so that the Federal 
Reserve Board might know, by having a man right on the ground, 
just what use was being made of the funds in the system. 

Doctor MILLER. I think that was the expectation. I t has not 
worked out that way. 

The CHAIRMAN. That is pertinent to the very subject we are dis
cussing here now, because it seemed to me that the Federal Reserve 
Board was losing that direct personal contact that was provided for 
by the Federal reserve agent with these bank operations. 

Doctor MILLER. I think that is true, Mr. Chairman. You are 
getting into some pretty big questions now. I think there is a great 
deal in the organization of the Federal reserve banks as they have 
developed that is so anomalous as to make it doubtful whether the 
existing structure is the best one, and since you have raised the ques
tion, I will avail myself of the opportunity to say two or three 
things, if I may. 

The CHAIRMAN. We shall be very glad to have you. 
Doctor MILLER. I want to repeat that I believe the position of the 

Federal reserve agent has steadily lost in its importance and in
fluence. 

I am of the opinion that the position as it exists in the law at the 
present time ought to be abolished; that it ought to be broken up into 
two positions—one, chairman of the board of his bank, and the other, 
Federal reserve agent—the Federal reserve agent to be a functionary 
in the bank, an agent of the Federal Reserve Board on the premises 
of the bank for the issuing of notes, etc., but not a director of the 
bank; the chairman to be the official representative of the board in 
its relations with the reserve bank. 

My reason for coming to that conclusion is that you can not, I 
think, expect a Federal reserve bank to be operated very success
fully with two heads to the institution, as it were, one of whom is 
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appointed by the Federal Reserve Board, and in the nature of an 
official observer, a reporter of the conduct of the bank to which he 
is accredited, and the other an officer appointed by the board of di
rectors of the bank, who is admittedly charged with the responsibil
ity of daily detailed operating the bank. 

As it is now, we have in form a dual headship. I t is not prac
ticable. The result is that the governor, in most cases, is becoming 
the important man and the chairman or Federal reserve agent a 
secondary man. 

In fact, Mr. Chairman, the board, quite unconsciously in its con
tacts with the Federal reserve banks, where it touches matters of 
operation, more ordinarily maintains contact with the governor than 
with the chairman. 

That is due in part to the fact of the difference between the daily 
work of the governor as compared with the chairman and Federal 
reserve agent, because given men of equal capacity, the man who is 
engaged in active operations from day to day would, on the whole, 
be likely to be a more satisfactory man with whom to discuss current 
questions of operation or sometimes even of operating policy. 

The chairman of the t^ank is, by comparison with the governor, a 
less active man. His responsibilities are of a different character, a 
more general character, less active. 

I have noticed that some of the men who have been with us since 
the beginning of the system in this capacity have not gained in alert
ness and awareness. 

Barring two or three cases, I would myself prefer in trying to get, 
so to speak, a close-up of the conduct of and operation of a reserve 
bank, to talk with the governor, unless he were not at least a man of 
average capacity in that position. 

Now I fancy that this tendency will go on and that the Govern
ment's representation that was sought through the appointment of 
three class C directors on the boards of these banks, one of these di
rectors being chairman of the board—I think that the influence of 
that representation will decline. 

As a matter of fact, you can not get, except here and there, a 
man, in my judgment, of the outstanding personality, experience, 
and prestige that is requisite to make the kind of a chairman needed 
to sit at the head of the table in a Federal reserve bank, if you 
couple with that position a considerable mass of uninteresting 
routine duties such as now devolve upon the Federal reserve 
agents, as custodian of collateral and Federal reserve notes. These 
duties are clerical duties, to be sure, of a high class. But they 
are not duties that call for great experience, great breadth of vision, 
or great sense of leadership or a sense of high and wide public 
responsibility—trusteeship, if you please—in the administration .of 
credit and in seeing that the Federal reserve banks are at all times 
conducted as institutions public in their instincts and essential 
character. 

Now, it is for that reason that I have come to the conclusion that 
the existing position ought to be split in two, in order that men of 
bigger caliber might be secured to represent the board. 

Mr. STEVENSON. Does the Federal reserve agent exercise judgment 
as to the solvency of the notes that are^ tendered by the Federal 
reserve bank when they ask for Federal reserve notes ? 
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Doctor MILLER. Yes; there is no trouble about that. 
Mr. STEVENSON. He has that authority ? 
Doctor MILLER. Yes, sir. 
Mr. STEVENSON. Well, he would have to be a man of considerable 

business experience in order to exercise that intelligence, would be 
not? 

Doctor MILLER. Not very great. I mean, that is largely a matter 
of having good credit information and files. 

There is not much danger that the Government or the Federal 
reserve banks will ever lose money through having pledged, for 
the security of Federal reserve notes, collateral that is not good 
collateral. # 

Let me say here that this is particularly true in the large districts. 
I do not think that the Federal Reserve Bank of New York has 
ever lost a cent upon a loan to a member bank, or a discount. 

The CHAIRMAN. Governor Strong so stated. 
Doctor MILLER. I t probably never will. Where you have as your 

borrowing customers the greatest and strongest banks of the country; 
great banks of the world, you are not going to lose money. Those 
loans will be safe. 

When you come to a reserve bank that makes loans to banks that 
are in distressed communities, the notes of farmers that are having 
a hard time, as in Minneapolis, or in Dallas, or Kansas City, then, 
there has got to be a very well-informed and discriminating judg
ment as to the character of the loan. That is where losses may be 
incurred. That is where losses, as a matter of fact, have been in
curred. 

The CHAIRMAN. Your statement, Doctor, has confirmed a develop
ment that I thought I observed, the destroying of one of the con
tacts of the Federal Reserve Board with the Federal reserve banks. 

The governors of the Federal reserve banks, as I observed them, 
are particularly interested in serving their own districts. They are 
bankers for those particular districts. The Federal reserve agent 
is less assuming a position of contact between the Federal Reserve 
Board and those operations, which was intended to be an independent 
observation; a listener for the Federal Reserve Board. 

The fact that that tendency is growing seems to indicate to me 
that each one of the 12 banks is becoming more and more separated 
from the Federal Reserve Board. 

Doctor MILLER. Well, I would not draw that conclusion, Mr. 
Chairman. The board maintains a pretty close contact. 

Each member of the board is on one or two or more so-called Fed
eral reserve district committees, and he maintains connection with 
that district and the bank of that district in part, according to the 
personal equation, with the chairman or the governor. Sometimes 
it is more with one and sometimes more with the other, that depend
ing upon the human element. 

The CHAIRMAN. Mr. Strong has some questions he would like to 
ask. 

Mr. WINGO. I should like to have the witness answer my question. 
Have you named all the different legislative enactments, whether 
you approve of them or not, by which the law might prevent leakage 
of funds into the speculative stock market ? 

93869—27—PT 2 -16 
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Mr. GOLDSBOROUGH. I think that Doctor Miller started to tell us 
there was something else and he was interrupted twice. 

Mr. WINGO. I did not interrupt him. 
Mr. GOLDSBOROUGH. I did not say that you did. I did not mean to 

intimate that you did. 
Mr. WINGO. I did not mean that his statement was not interesting, 

but that it was a diversion from the question that I had asked. 
Doctor MILLER. I want to repeat that these are merely suggestions 

I have made. If the committee were disposed to go into this matter, 
I would want to have the privilege of studying it. 

I think the amendment of an act is a work of high craftsmanship, 
even if you know what your objective is to be, and these are things 
that have just occurred to me, because I have always been interested 
in this particular section of the act, and it struck me that is where 
the act could well be amended. 

I think of nothing further at the moment. I think I have covered 
the matter of having Federal reserve banks put upon legislative 
notice, so to speak, that they keep themselves and the Federal Reserve 
Board informed of the credit operation of their member banks and 
as to the occasion of member banks' borrowing. 

Now, if you wanted to go further, Mr. Congressman, but I would 
doubt the advisability of that 

Mr. WINGO. Will you do this : Will you give the matter some de
liberate consideration and advise us later on of anything, regardless 
of whether you approve it or not—I am talking about the possi
bilities, whether it be wise or unwise, of possible amendment to the 
law that could be made that would in a practical manner prevent the 
obvious and admitted leakage of Federal reserve funds into the 
stock-market speculations ? 

The CHAIRMAN. In that connection, Governor, I should like to 
have you keep in mind also whether or not the open market trans
actions and the accumulation of paper in the Federal reserve banks 
and the use of free gold which is in the banks over and above the 
amount of legal requirements, lends itself to the furnishing of addi
tional credit which might be used in a speculative way, whether any 
restrictions should be put upon that. 

In other words, whether the open-market transactions and deal
ings back and forth in short-term Government securities are tending 
to furnish available funds for speculation in any manner. I think 
it is important in that connection also for you to consider whether 
or not the amount of reserves as provided for under the law now is 
an excess amount of what is necessary to the successful operation of 
the Federal reserve system. 

I t is arrived at now in an arbitrary way, and reserves now are 
something above $2,000,000,000, whereas the requirements for invest
ment of a billion dollars' worth of funds furnishes sufficient income 
to pay the operating expenses of the bank; whether or not the main
tenance of legal reserves to the extent of $2,000,000,000 and some
thing over is essential to the successful functioning in a legitimate 
way of the Federal reserve system; and whether or not the accumu
lation of those funds there does not lend itself to speculative pur
poses. 

Doctor MILLER. Answering your first question first 
The CHAIRMAN (interposing). I am not asking you to answer that 

now, but I am just pointing them out as things for you to consider 
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in the recommendations which you are going to make to the com
mittee, whether you approve of th em or not, as tending to put a limi
tation on using the Federal reserve system's funds for speculative 
purposes. 

Mr. WINGO. Will you also in that connection consider what has 
been suggested to me, that a reduction of the reserves would only 
increase the volume of loose funds that would gravitate to the stock 
market ? 

Doctor MILLER. I think I can answer these questions orally, Mr. 
Chairman. 

The CHAIRMAN. Very well; we shall be glad to have you do it 
right nowT, then. 

Doctor MILLER. If the committee desires me to work up anything 
in the way of amendments to carry out any of these things, I shall 
be very happy to give the matter my best thought, irrespective of 
any views I may entertain as to their advisability. 

With respect to open-market operations I think there is a gap in 
the Federal reserve act that has been overlooked. I think it is 
important that that gap should be closed, as open-market operations 
come to figure more importantly in Federal reserve operations. 

I t is not clear that the Federal Eeserve Board has the same power 
with respect to open-market operations of Federal reserve banks as 
it has with respect to discount operations. I think that that ought 
to be cleared up. 

The CHAIRMAN. Doctor, right there, in connection with that, I 
think this ought to be cleared up before this committee. This open-
markets committee, which is composed of five governors of Federal 
reserve banks, over which the governor of the New York Bank pre
sides, was a self-constituted committee, as I understood, in the first 
instance, and in 1923 they were dismissed really by the board and 
hired over, so to speak. Won't you explain to the committee just 
why that was? 

Mr. GOLDSBOROTTGH. Mr. Chairman, don't you think you had better 
let him proceed to answer the questions, because he is bound to get off 
it, and he is at a very interesting point now. 

Doctor MILLER. I will come back to it. 
In 1921 the Federal reserve banks were getting pretty low in their 

rediscount demands. 
The directors of some of the reserve banks and the operating heads 

of these banks, the governors, I think, were feeling uncomfortable 
when they went into the year 1922, and fearing that on the result of 
the year's operations, they might be in the red, they began to buy on 
their own separate account and initiative, United States securities. 

In the early part of the year 1922 the matter gave the board some 
concern. I t gave the Treasury some concern. I t was obvious that 
the banks were buying these securities, not because the credit situa
tion needed more money, but because they wanted to make their over
head and dividends if they could. 

As they were buying separately and independently, it was also 
noticed that it had a tendency to disorganize the market. 

Mr. STRONG. What market? 
Doctor MILLER. The money market, and the market for United 

States securities particularly. 
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The CHAIRMAN. I n other words, they were bidding against each 
other. 

Doctor MILLER. They were bidding against each other, and it 
developed that in some cases dealers and brokers were able to wedge 
in and take a little advantage of the fact that the banks were operat
ing in the market independently of one another. 

The first step, therefore, was to bring some system and order into 
their purchasing operations, and that was done by the governors, 
I think on their own volition—but of that I am not positive at this 
moment—setting up a committee which was called, I believe, a cen
tral committee for the execution of open market orders—or some
thing of that kind. 

In other words, it was simply an agency to handle this thing 
methodically for the participating banks. 

Mr. STRONG. In the form of a trust ? 
Doctor MILLER. NO ; simply an orderly buying agency. 
The CHAIRMAN. I think it ought to be stated that just at that 

period also there was considerable complaint of member banks that 
Federal-reserve operations were coming into competition with the 
operations of member banks. , 

Doctor MILLER. Yes. The whole matter of open-market operations 
was looked into, and it became clear that an open-market operation 
has the same—perhaps even a more considerable, certainly a more 
immediate effect upon the money-market situation than a rediscount 
transaction has. 

The result of discussions carried on informally through a period 
of six months and then more or less formally through a period of 
four or five months resulted in the formation of certain principles 
with respect to the open-market operations of the Federal reserve 
system. I think those have been introduced into the record. If not, 
I will introduce the resolutions in their entirety. 

The CHAIRMAN. I made reference to them the other morning, but 
I do not think they were inserted. 

Doctor MILLER. I do not think the preamble, etc., which set forth 
the reasons why certain machinery was set up, went into the record. 

The CHAIRMAN. Suppose that, you put them into the record at this 
point. 

Doctor MILLER. We will put them in at this point. 

RESOLUTIONS APPROVED BY FEDERAL RESERVE BOARD AT MEETING ON M A R C H 2 2 , 1 9 2 3 

Whereas the Federal Reserve Board, under the powers given it in sections 
13 and 14 of the Federal reserve act, has authority to limit and otherwise 
determine the securities and investments purchased by Federal reserve banks; 
and 

Whereas the Federal Reserve Board has never prescribed any limitation 
upon open-market purchases by Federal reserve banks; and 

Whereas the amount, time, character, and manner of such purchases may 
exercise an important influence upon the money market; and 

Whereas an open-market investment policy for the 12 banks composing 
the Federal reserve system is necessary in the interest of the maintenance 
of a good relationship between the discount and purchase operations of the 
Federal reserve banks and the general money market; and 

Whereas heavy investments in United States securities, particularly short-
dated certificate issues, have occasioned embarrassment to the Treasury in 
ascertaining the true condition of the money and investment markets from 
time to time: Therefore be it 
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Resolved, That the Federal Reserve Board, in the exercise of its powers under 
the Federal reserve act, lay down and adopt the following principles with 
respect to open-market investment operations of the Federal reserve banks, 
to wit: 

(1) That the time, manner, character, and volume of open-market invest
ments purchased by Federal reserve banks be governed with primary regard 
to the accommodation of commerce and business and to the effect of such 
purchases or sales on the general credit situation. 

(2) That in making the selection of open-market purchases careful regard-
be always given to the bearing of purchases of United States Government 
securities, especially the short-dated issues, upon the market for such securi
ties, and that open-market purchases be primarily commercial investments, 
except that Treasury certificates be dealt in, as at present, under so-called 
" repurchase " agreement: Be it 

Further resolved, That on and after April 1, 1923, the present Committee of 
Governors on Centralized Execution of Purchases and Sales of Government 
Securities be discontinued and be superseded by a new committee known as 
the Open-Market Investment Committee for the Federal Reserve System, said 
committee to consist of five representatives from the reserve banks and to be 
under the general supervision of the Federal Reserve Board; and that it be 
the duty of this committee to devise and recommend plans for the purchase, 
sale, and distribution of the open-market purchases of the Federal reserve 
banks in accordance with the above principles and such regulations as may 
from time to time be laid down by the Federal Reserve Board. 

Doctor MILLER1. A general program of procedure was outlined and 
an objective that should be the test and the goal, so to speak, of these 
system operations, and as a part of the procedure the board desig
nated five banks, to wit : New York, Boston, Pholadelphia, Cleve
land, and Chicago to constitute the open-market investment com
mittee for the Federal reserve system. 

That committee was to make recommendation to the board from 
time to time. That committee was to be under the supervision of the 
board, and whatever it did by way of recommending and making 
purchases or sales was subject to the board's approval. At any 
rate, if not specifically so stated, that was the informal under
standing. 

There was nothing in the resolutions that made it obligatory upon 
the banks to appoint either governors or agents. That was left 
to them. As a matter of fact, the membership of the committee has 
been made up of the governors of each one of the five banks that I 
have mentioned. 

Mr. STEVENSON. Doctor, right there, that was simply equivalent 
to the action of the board, the board concurring with the banks 
in fixing the discount rates, was it not ? 

Doctor MILLER. Yes, sir. 
Mr. STEVENSON. I n other words, you have no machinery provided 

in the act for fixing or determining what discount should be had on 
paper purchased on open-market operations, and you have to provide 
that machinery by a committee like this ? 

Doctor MILLER. Exactly; the theory underlying this whole thing 
was to put the open-market operations substantially on the same 
basis as prescribed for discount operations by the Federal reserve 
act itself. 

Mr. STEVENSON. Yes; that is what I understood. 
Doctor MILLER. But I want to repeat, coming back now to Mr. 

Goldsborough's reference a few moments ago, that the board, as a 
matter of fact, in law does not have the same relationship to the 
open-market operation that it has to the discount operation. 
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There are some of the reserve banks that have questioned the 
board's authority to approve their purchases. There have been one 
or two informal indications that if the board declined to approve, 
the board of directors of the reserve bank would go ahead on their 
own account and operate in the open market. 

In my judgment, that would be fatal, and I would say from the 
point of view of good operation in any circumstances, and particu
larly from the point of view of the interests that the proponents of 
the Strong amendment have, the first and most essential thing to do 
is to clear up the powers of the Federal Eeserve Board with regard 
to open-market operations. 

When you propose that all the powers of the system should be used 
to a certain effect, you want to be sure that the board has got them, 
and I would suggest—this is a pretty simple matter, so I make the 
suggestion orally, that in this connection there should be inserted in 
section 14 of the Federal reserve act, at two or three important 
places, perhaps the first paragraph and a little further on, just this 
phrase: " Subject to the approval and the orders of the Federal Ee
serve Board." 

Mr. WINGO. You mean as to the rate and the volume bought ? 
Doctor MILLER. The purchase always means at a rate. The vol

ume of purchases or sales is the more important matter. 
Mr. WINGO. The question is if it might be unwise for them to 

purchase to the extent, because they would have an immediate and 
more forceful, potent effect upon the price level in the money mar
ket, than the rediscount rates would have. Would you take it to be 
proper for the board to have the same supervisory control over the 
volume as well as the rate of the purchases in open market as they 
now have on the rediscount rate? 

Doctor MILLER. Exactly. That is exactly what I mean. 
The CHAIRMAN. In other words, you think that the Federal Ee

serve Board should fix the open-market rate? 
Doctor MILLER. Let me make that clear. 
The CHAIRMAN. Of course, I realize in that connection that the 

Federal Eeserve Board does not now initiate the rate, but that they 
stand by the Federal reserve banks. In other words, what I meant 
is th is : Do you think there should be a provision in the law for con
trol of open-market rates in the same manner as it provided for in 
the other? 

Doctor MILLER. We have that now. 
The CHAIRMAN. YOU do have that? 
Doctor MILLER. We do have that. 
The CHAIRMAN. You fix the rate of discount, then, on open-market 

transactions ? 
Doctor MILLER. Wherever the open-market transaction is one that 

is governed by a rate; that is, with respect to bankers and trade ac
ceptances. 

Section 14 now provides that a rate shall be fixed for every class 
of paper. That includes the acceptance as well as the discount, 
even though the acceptance comes in through an open market pur
chase. So that the power of the board with respect to rates, I 
think, is fairly complete, but with respect to volume, time, and 
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kinds of purchase and sale, particularly of United States Gov
ernment securities, the board's power is not as definite as it might 
well be. 

Section 14 says: 
Any Federal reserve bank may, under rules and regulations prescribed by 

the Federal Reserve Board, purchase and sell in the open market. 

Well, a rule and a regulation are different from power to approve 
or power to order. 

Mr. STEPENSON. A rule or a regulation does not contemplate the 
right to limit the amount or the volume. 

Doctor MILLER. I t does not beyond a fair question; at any rate, 
a reasonable doubt to the contrary. 

I would suggest right there: 
Any Federal reserve bank may, subject to the approval and the orders of 

the Federal Reserve Board and under rules and regulations prescribed by 
the Federal Reserve Board, purchase and sell. 

In other words, so as to make it clear that inasmuch as the open 
market operations are both a system matter and a matter of great 
consequence in handling the general credit situation, that the board 
shall have plenary power of review and determination. 

The CHAIRMAN. On the theory that open market transactions are 
conducted with the legal reserves of member banks to quite some 
extent. Therefore you believe that you should have supervision over 
the investment of the funds of the legal reserves of member banks ? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. And to see to it particularly that they are not 

used for speculative purposes or invested in a class of securities 
that might not be readily marketable in case the reserves were re
quired or needed in an emergency by the member banks ? 

Doctor MILLER. Well, I would accept some of those reasons, but 
entirely apart from what I have suggested as to the desirability 
of including an amendment that would safe guard the Federal 
reserve resources from being speculatively used, I think that this 
amendment ought to be made anyhow. I regard this as one of the 
urgently needed amendments. 

Mr. WINGO. Then, suppose that that amendment were written in, 
the law and thisi kind of situation should arise: That the normal 
demands of industry and the position of the banks did not require 
them necessarily to increase their investments at a particular t ime; 
hut suppose that some bank was busily engaged in making loans on 
the call-money market—I mean, some member bank—and it had 
exhausted its available funds for that purpose and desired to meet 
the further demands of some of its customers for further loans; and 
that member bank proposed to sell to a Federal reserve bank, say, 
$10,000,000 of Government securities. Would that amendment that 
you have sugested put you in̂  an attitude where, if it was obvious 
to the board that some banks were making a rule of thus procuring 
funds, that you could prevent it ? 

Doctor MILLER. Yes; except that in ordinary practice, Mr. Con
gressman, a member bank would not offer a Federal reserve bank 
Government securities for sale. I do not make that as a statement 
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of which I am positively sure, but I think I am pretty close to the 
fact on that. When a Federal reserve bank buys Government securi
ties it buys them at its own instance. • 

Mr. WINGO. How does it buy them; does it go to a broker ? 
Doctor MILLER. Yes; they have dealers from whom they buy. 
Mr. WINGO. They have bond dealers ? 
Doctor MILLER. Yes. That is the most impersonal transaction 

that exists in Federal reserve banking. 
Mr. WINGO. Let me see if I understand you. I begin to appre

ciate the fact that possibly I had this assumption, and I want to 
know whether it is true or not. I do not know where I got it. 
Possibly it is not true; that is, that when the Federal Reserve Bank 
of New York, say, got ready to increase its holdings of Government 
securities it would go to its different member banks and buy them; 
but as a matter of practice they do not do that. They go into the 
open market and purchase through the brokerage houses. 

Doctor MILLER. They buy through dealers who handle this type 
of security. In that respect the relation to their member banks 
is different from what it is in the matter of acceptances. 

Mr. WINGO. Who pays the broker's fee? Is that covered into 
the price of the sale ? 

Doctor MILLER. Yes, sir. 
Mr. WINGO. In other words, the dealer, if he is selling for me, 

sells at such a price to the purchasing agent of the Federal reserve 
bank, and he turns it over to me less his legitimate, customary 
commission ? 

Doctor MILLER. He quotes a price to the Federal reserve bank> 
at which it buys and it pays that price when it wants the securities. 
Similarly, when it sells securities, there is a market price at which 
it will offer for sale. I can not say positively, but I do not believe 
that the commission appears as a separate item. 

Mr. WINGO. I should not think that it would, but I just imagined 
this : If I wrere a dealer and these gentlemen had turned over to 
me* what I had purchased from them as a purely speculative invest
ment, their bonds, I necessarily would sell them when I offer to 
sell them to the bank, at a sufficient appreciation in price to cover 
the customary legitimate brokerage for handling that class of paper. 

Doctor MILLER. Yes, sir. 
Mr. WINGO. In other words, those dealers expect—and it is legiti

mate—that they shall have the ordinary brokerage. 
Doctor MILLER. They are dealers; they are brokers in between. 
Mr. WINGO. I t is not necessary to state so much sales price and 

so much brokerage; they just make a price to cover the brokerage 
and the original costs, too. 

Doctor MILLER. I should say that if the act were amended so as 
to give the board power to approve or disapprove, that would cover 
with it everything with relation to the transaction, but as a rule, 
There is nothing there that need concern the Federal Eeserve Board! 
What should concern it is the bearing of a contemplated purchase 
or sale upon the total volume of credit that is extant in the country. 

I think, Mr. Chairman, this is perhaps of some interest in con
nection with your question, which I take it is concerned to ascertain 
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what can be done to minimize the use of Federal reserve credit 
for security transactions and more particularly for speculative loans. 

The CHAIRMAN. Yes. You have confirmed, Doctor Miller, this 
morning, something that was in my mind, gained, from observation 
and contact with different situations, that the Federal reserve sys
tem was lending its credit, in spite of itself, I will say, to specula
tion. You have suggested how some curb can be put on by amend
ing section 4. 

I have raised these other points that have indicated to my mind 
another source through which this system might lend itself to specu
lative purposes. I have a further thought now that the open-market 
operations as now carried on by this open-markets committee lends 
the system to speculation to a greater extent than the operations for 
expansion, as provided for in the law, through the rediscount and 
borrowings by member banks. 

If the system is being used in that manner, I think there should be 
some restrictions put on it. I have in mind in that respect not to do 
any harm, but legitimate business. Going back to Mr. Hammond's 
statement when the act was originally created, the creation of this 
act would confine the operations to the legitimate needs of commerce 
and industry and agriculture. I t is evident, I think, from what has 
transpired at these hearings, and we are all of the same mind, that 
the system's operations have not been confined entirely to that. 

That expresses as clearly as I think I can express what I have in. 
mind. 

Doctor MILLER. Yes. 
The CHAIRMAN. In that connection, too, I did not mention, that 

which is on my mind is not entirely clear, a further aid to speculative 
tendencies in the use of the system, and that is the method of 
exchanging gold for Federal reserve notes, and then, in turn, using 
that gold, which, it seems to me, should be held by the banks as 
security for the payment of the Federal reserve notes that are issued. 
But, on the contrary, once that gold gets into the Federal reserve 
banks, it is used as free gold for the issuance of still further Federal 
reserve notes under the law as now interpreted. 

Of course, I realize that so long as a legal gold reserve of 40 per 
cent and 35 per cent on deposits is maintained that the free gold in 
the banks is perhaps available. But it seems to me that it is a viola
tion of a sacred trust, that when the Federal reserve system receives 
gold and agrees to pay back that gold on demand through the issu
ance of a certificate, a Federal reserve note, it ought to hold that gold 
intact and separate, and should not put it to any other use or purpose. 

I have a feeling—I may be wTrong—that that practice of using 
that gold that is accumulated, for the issuance of still further Fed
eral reserve notes, permits an inflation, or the use of the banks' funds, 
perhaps, in a speculative way that was never contemplated. 

Doctor MILLER. Well, you have raised there another very big 
question. 

I think that we have always got to distinguish between a condi
tion that would make possible an expansion or inflation of credit 
and clauses in the law or practices pursued by the banks that give 
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adequate safeguards against unwarrantable expansion or inflation, 
no matter what the reserve position may be. 

The fact that the reserve banks have a lending power, we will say, 
at the present time, of double what they actually loan, does not 
make for inflation. I t makes, perhaps it may be said, for a poten
tial inflation. The question is, What do the banks do, what is the 
credit and the loan policy and the open-market policy of the Fed
eral reserve system, and how closely do they adhere to that policy? 
That is the important thing. 

The CHAIRMAN. Yes; the segregation of $2,000,000,000 worth of 
the bank's money in the form of legal reserves certainly has an influ
ence, and a lot depends on what uses the Federal reserve system 
puts that to. 

Doctor MILLER. Yes. 
The CHAIRMAN. Whether they hold that intact as cash or whether 

they put it out into a speculative market, or whether they permit its 
uses in industry and commerce. 

Doctor MILLER. Yes. 
The CHAIRMAN. And in the pursuit of agriculture, etc. 
Doctor MILLER. Whether the reserve banks—I think we ought 

to be, or at least I ought to be, very careful here not by silence, to 
seem to entertain the view that the Federal reserve banks put out 
any money into the speculative market or lend themselves to opera
tions that are tantamount to that. 

Mr. STRONG. Intentionally. 
Doctor MILLER. Intentionally, or even inadvertently or indiffer

ently. This thing frequently happens in spite of them and such 
precautions as they think it is proper for them to undertake, as 
they understand their duties. 

The CHAIRMAN. Environment and the necessity of being located 
in a center where the world's commodities are dealt in and the world's 
money market is, is a pressure that we have to recognize. 

Doctor MILLER. Exactly; and it is not absolutely clear that the 
law commands, " you shall protect your Federal reserve credit from 
these other noncommercial uses, nonproductive loans." 

Mr. STEVENSON. Before we part from that subject and take a re
cess, there is one question that I wanted to ask you, Doctor. You 
said awhile ago that the board had the absolute right to fix the rate 
in purchasing in the open market, but had no power to control the 
volume. 

About the ra te : I may be wrong about it, but here is an issue, 
4% per cent certificates of the Treasury. Of course, the rate is fixed 
in them, 4% per cent, but they want a market over there, and pay 
101 for it. Another bank will bid IOI14. The rate which the bank 
earns by its transactions must be regulated by the price which is 
paid, and, as I understand it, your open-market committee was, as 
nearly as possible, to regulate the rate paid for the different securi
ties ; is that it ? 

Doctor MILLER. NO. The open-market committee is mainly to 
regulate the time and amount of purchase and sale. 

Mr. STEVENSON. The time and the amount? 
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Doctor MILLER. Time and amount. The important thing there is 
the volume. 

Mr. STEVENSON. Is the amount that is released for expansion or 
contraction ? 

Doctor MILLER. And the time at which that is done; for instance, 
there have been purchased within the last five or six weeks, I think, 
about $65,000,000 of these United States short-dated certificates for 
system account by the open-market committee. 

Certain dealings in those securities have taken place at a rate, but 
the provision of the Federal reserve act which specifically empowers 
any Federal reserve bank to establish a rate for each class of paper, 
subject to review and determination of the Federal Reserve Board, 
is not and should not be construed, I think, as carrying with it the 
power to regulate, by fixing a rate, the purchase of United States 
Government securities. 

The CHAIRMAN. I have noticed in that connection, however, that 
with reference to the different issues that the Secretary of the Treas
ury puts out, he studies very carefully the market situation as to 
rates, taking into consideration the call-loan rate and the open-
market rate and the bankers' acceptance rates, and gauges the rate 
of interest on the new securities as to just about what the market will 
take. 

Doctor MILLER. That is true. 
Mr. WINGO. Some one asked me the other day, why should the 

Federal Reserve Bank of New York lower its rate and at the same 
time put more money on the market by buying securities, and I could 
not answer it. Can you, Doctor ? 

Doctor MILLER. Can I answer it? 
Mr. WINGO. Yes. What is the philosophy back of that ? 
Doctor MILLER. I think that that question might be better answered 

by some one from the New York bank. I should say that the New 
York bank was proceeding upon the view that there were enough 
signs that business is in recession, to make it advisable for it to con
sider whether or not through its discount policy or open-market 
policy it could do something to retard that recession or at any rate, 
to contribute nothing to it, by withdrawing pressure. 

The latter thing would be accomplished by its lowering the dis
count rate, making it cheaper for member banks in the New York 
district to get accommodation at the reserve bank. 

The former thing would be done by putting some money into the 
market, which would enable the member banks that were in debt to 
the New York Reserve Bank to take down their rediscounts and in 
effect to get money cheaper. 

Probably they expected that the member banks would pass on some 
of this cheapening in cost of money that they got directly or indi
rectly through the reserve bank, to their customers. 

Mr. WINGO. That contradicts the theory, though, that the money 
market had eased off, that the street rate was falling, and that the 
reduction of the rediscount rate of the Federal reserve bank was 
but a recognition of easier conditions. The assumption you have 
just taken is, if the condition you have mentioned is true, you would 
have had just the reverse, would you not, in the normal market? 
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Doctor MILLER. That depends upon your view as to what is good 
operating policy under those conditions. I would say that the fact 
that money rates have been easy in New York, was due to the fact 
that the demand for money was slackening and the supply getting 
a little bit larger. I would have no objection to stating the /natter as 
I understand you have stated it, that the Federal reserve banks 
simply adjusted their rates when they lowered them, to the down
ward trend of the market. 

Mr. WINGO. That is what I expected. 
Mr. STRONG. Engaged in a stabilizing process. 
Mr. WINGO. I had expected a reduction for a day or two from all 

existing conditions. The explanation was that they did not do it 
for the purpose of pumping life into the stock market corpse, but that 
it was simply adjusting their position to a recognition of existing 
conditions. Money was easy. Rates were falling in the street. 
They adjusted themselves, made 3 % per cent the rate, and at the 
same time had added to the surplus in the market by going and 
buying securities, $65,000,000 of them. 

Doctor MILLER. Yes; I do not have any thought that in putting 
money into the market they had any thought of forcing this money 
into the call loan market. 

Mr. WINGO. I did not think that. 
Doctor MILLER. But when you make the statement that the Fed

eral reserve is adjusting its rates to the trend of the money market and 
that trend is downward, of course, it raises the question: " Why is the 
trend of rates in the market downward? " And the answer that 
should usually be given to that is that there is some slackening in 
the demand 'for money, presumably because trade is less active. So 
the two things are not mutually exclusive. They are, so to speak, 
supplementary. 

The CHAIRMAN. If there is no objection, we will recess until 2.30.. 
(Thereupon, at 12.45 p . m., a recess was taken until 2.30 p . m.) 

AFTER RECESS 

At the expiration of the noon recess the committee reconvened, 
Hon. Louis T. McFadden (chairman) presiding. 

The CHAIRMAN. The committee will resume the hearing. 
I would like to put into the record at this time a chart gotten out 

by the Federal Reserve Bank of New York on April 20, 1926, show
ing 45 years of agricultural exports. I t is a chart that is very perti
nent to the subject under discussion, and I am sure the members of 
the committee will be interested in it. 

(The chart referred to is as follows:) 
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1880 1885 1890 1895 

FORTY-FIVE YEARS OF AGRICULTURAL EXPORTS 

The diagram below depicts the course of cotton, grain, and all agricultural 
exports from 1880, as estimated by the Department of Agriculture. Export 
figures for cotton are in actual bales, and for grain exports and total agri
cultural exports index numbers are obtained by multiplying the quantities of 
each year by a constant price number (average of 1910-1914) and reducing 
these to percentages of the base. 

T h e C H A I R M A N . I would also l ike to p u t in to the record at th i s 
po in t another cha r t p r e p a r e d by the F e d e r a l Reserve B a n k of New 
Y o r k on A p r i l 27, 1926, which shows the wor ld p roduc t ion of gold 
a n d the U n i t e d S ta tes stock of gold. 
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(The chart referred to is as follows:) 

U.S. Gold Stock 
Bill ions 

of Dollars 
5 

166CT~2S6S 1870 1875 ms 

WORLD PRODUCTION OF GOLD AND UNITED STATES STOCK OF GOLD 

In the diagram below is shown how stationary was the world production of 
gold from just after the great discoveries of gold in California and Australia 
(1849-1853) up to the discovery of the Rand in South Africa, and the introduc
tion of new methods of gold mining and extraction which made possible the 
subsequent immense additions to the world's and to this country's stock of the 
yellow metal. 

The CHAIRMAN. I would also like to put into the record, for the 
benefit of those who may read it, a wholesale price table which was 
prepared by the National Bank of Commerce of New York, and 
appears in the May publication for 1926. I t shows the prices for 
the years 1913, 1921, 1922, 1923, 1924, 1925, and 1926, all of which is 
pertinent to the subject under discussion. 

(The table referred to is as follows:) 
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Wholesale price table 
[Prepared b y N a t i o n a l B a n k of C o m m e r c e in N e w York] 

C o m m o d i t y U n i t 
1913 

J a n u 
a ry Apr i l J u l y Octo

ber 

1921 
J a n u 

a ry Apr i l J u l y Octo
ber 

1922 
Janu -

a r y Apr i l J u l y Octo
be r 

Janu-
a r y Apr i l J u l y Octo

ber 
Ca t t l e , fair to choice n a t i v e steers , Chi 

cago. 
Coal , b i t u m i n o u s , r u n of m i n e , f. o. b . 

m i n e : 
F a i r m o n t , W . V a . 

P i t t s b u r g h dis t r ic t _ 
Copper , electrolytic, ea r ly del ivery , 

N e w York . 
Corn , N o . 2, mixed, Chicago 
Co t ton , midd l ing , spot , N e w Or leans . . 
H i d e s : 

Green sal ted packers , N o . 1 h e a v y 
na t i ve steers, Chicago. 

Calfskins, N o . 1, Chicago C i t y 
Hogs , good merchan tab l e , pigs a n d 

rough s tock excluded, Chicago. 
I ron and steel: 

P ig i ron, basic, Val ley furnace 

Dollars per 100 
p o u n d s . 

Dollars per gross 
ton . 

Dollars per net ton . 
Cen ts per p o u n d . . 

Dollars per bushel 
Cen ts per p o u n d . . 

do_ 

. d o -

Steel bi l lets , open h e a r t h , P i t t s 
b u r g h . 

Lead , pig, ear ly del ivery, N e w Y o r k . . . 
Pe t ro l eum, c rude , a t wel l : 

Pennsy lvan ia 
Kansas -Ok lahoma 2 

K u b b e r : 
P l an ta t ion , first la tex cr6pe, N e w 

York . 
Pa ra , up r ive r fine, N e w York 

Silk, J a p a n , bes t N o . 1 t o extra , N e w 
York.3 

Sugar, 96° centrifugal, d u t y pa id , N . Y . 
Su lphur ic acid, 66° B a u m e \ bu lk , sell

ers ' t a n k cars, eas tern po in t s . 
W h e a t : 

N o . 1 n o r t h e r n spr ing, Minneapo l i s . 
No . 2 h a r d win te r , K a n s a s C i t y 
No. 2 red win te r , Chicago 

Wool, clean basis, Bos ton : 
Ohio fine delaine 
Ohio % blood 

Zinc, p r ime wes te rn , ear ly del ivery, 
St . Louis . 

Dollars per 100 
pounds . 

Dollars per gross 
ton . 

do_ 

1.35 

1.30 
17.00 

.50 
12.50 

18%| 

19 
7.40 

8.25 

1.30 
15.50 

• 55H| 
12. 50 

17 

19HI 
9.10 

Cents per p o u n d . . 

Dollars per barre l . 
do 

Dollars per p o u n d . 

d o . _ 
do 

Cen t s per p o u n d . . 
Dollars per ne t 

ton . 

Dollars per bushel . 
do 
do 

Dollars per pound . 
d o . . . . 

Cents per pound - . 

16.35 

29.00 

4.35 

2.05 
83 

1.11 
3.50 

3.48 

15.75 

|29.00 

4.35 

2.50 
.88 

.95 

.92 
3.53 

3.36 

.90 

1.35 
14.12H] 

.61 
|12.44 

17%| 

9.15 

14.35 

26.50 

4.35 

2.50 
.93 

.70 

.87 
3.63 

3.54 

8.25 

1.40 
[16.37HI 

68% 
|13.25 

19%| 

21^1 
i.30 

9.00 

2.75 

2.75 
13.25 

15.00 

17 

19 
9.40 

14.00 

23.50 

4.45 

2.50 
1.03 

.52 

.80 
3.95 

3.48 

1.11MI 

.72 

.54 
7.10 

1.04 

.46 
5.60 

.58 

.42 
5.15 

.90% 

.58 

.40 
5.20 

130.00 

43.50 

5.00 

5.75 
3.50 

. 21H | 

.18 
5.85 

5.52 
20.00 

1.78 
1.70 
1.98 

1.05 
.45 

5.55 

8.15 

2.50 

2.75 
12.75 

. 5 5 ^ 
11.25 

16 
8.25 

23.00 

|37.00 

4.50 

3.00 
1.75 

.18&I 

. 1 6 % 
6.05 

5.64 
120.00 

1.37 
1.25 
1.24% 

.92 

.45 
4.60 

8.10 

2.40 

2.50 
12. 37H| 

• 62H 

18 
9.40 

8.10 

2.25 
13.00 

.46 
19.00 

15 

19 
8.00 

19.00 

[33. 00 

4.55 

2.25 
1.00 

.16H | 

• 16H 
5.90 

4 .37H| 
18.00 

19.25 

130.00 

4.70 

3.25 
1.50 

. i e % | 

. 2 2 H 
6.05 

4.11 
17.00 

1. 6 4 ^ 
1.24 
1.31HI 

.40 
4.25 

1.35 
1.12 
1. 22^1 

.44 
4. 62HI 

7.00 

1.80 

2.00 
13. 623^| 

.48 
16.50 

16K 

18 
7.75 

18.25 

|28.00 

4.70 

3.25 
2.00 

.19 

.223, 
7.90 

3.61 
16.50 

1.29 
1.07 
1 .17« | 

1.03 
.54 

4.75 

7.90 

0) 
0) 

12. 75 

• 60%[ 
16. 50 

15 
10.60 

19.50 

29.50 

5.10 

3.25 
2.00 

• 15%| 

.19 
6.25 

3.86 
16.00 

1.61 
1.28 
1 .42^ | 

1.12 
.62 

4. 92HI 

10.80 

3.50 

3.50 
13.75 

7 1 % | 
21. 75 

22H| 

22 
8.90 

9.60 

0) 

[13. 87H 

. 6 4 % 
|22. 50 

18 

20 
10.05 

24.00 

35.00 

5.75 

3.50 
1.75 

.14H ' .20 

.19 1 .19 
7.35 I 8.12 

4.92 , 5.53 
14. 00 14. 00 

1.48H L 1 4 K 
1.12 1.15 
1.17% 1.18%| 

1.45 1.40 
.76 I 80 

5.75 i 6.80 

9.30 

4.00 

4.00 
[14. 6 2 ^ | 

.72 
127. 50 

i.OO 

2.26 
16.75 

18H 
8.05 

128. 63 

18HI 

17HI 
8.15 

9.55 

1.85 

2.00 
14.65 

84 
|27.00 

14%| 

16 
7.10 

30. 50 

[40.00 

6. 62HJ 

3.00 
1.25 

26.00 

|37. 50 

7 . 8 7 ^ | 

3.25 
1.50 

.30% 
8.45 

5.34 
14.00 

1. 23H 
1.12 
1.30} 

1.42 
.88 

6.95 

31. 00 

45.00 

8.25 

3.75 
2.00 

.32% 

.29K 
9.00 

7.66 
15.00 

1.28! 
1.19 
1. 343̂ 1 

1.45 
.91 

7.45 

125.00 

42.50 

6.05 

2.75 
1.60 

• 25%| 

.26% 

7.28 
[15. 00 

1. 0 5 ^ 
.91 

6.15 

|10. 60 

1.75 

2.00 
12. 75 

1.08 
29.25 

15 

17J4 
.60 

[24.00 

140.00 

6.85 

2.50 
1.30 

.253^ 
0) 

7.66 
15.00 

1.18H 
1.06 
1.103^ 

1.35 
.81 

6.20 

Footnotes a t end of t ab le . 
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Wholesale price table—Continued 00 

OS 

Commodity-

Cat t l e , fair to choice na t i ve steers, Chicago 
Coal, b i t u m i n o u s , r u n of m ine , f. o. b . m i n e : 

F a i r m o n t , W . Va 
P i t t s b u r g h distr ict 

Copper , electrolytic, ear ly del ivery, N e w York _. 
Corn, N o . 2 mixed, Chicago . 
Cot ton , midd l ing , spot , N e w Orleans 
Hides : 

Green sal ted packers , N o . 1 h e a v y na t ive steers, 
Chicago. 

Calfskins, N o . 1, Chicago C i t y _.. 
Hogs, good merchan tab le , pigs, a n d rough stock ex

cluded, Chicago. 
I ron a n d steel: 

Pig iron, basic, Val ley furnace 
Steel billets, open hear th , P i t t s b u r g h 

Lead, pig, early delivery, N e w York_____ 
Pe t ro leum, c rude , a t well: 

Pennsy lvan ia __. 
Kansas -Oklahoma 2 

R u b b e r : 
P lan ta t ion , first latex cr§pe, N e w York 
Pa ra , up r ive r fine, N e w York 

Silk, J a p a n , best N o . 1 to extra, N e w York 3 
Sugar, 96° centrifugal, d u t y pa id , N e w Y o r k . . 
Sulphur ic acid, 66° B a u m e , bu lk , sellers' t a n k cars, 

eas tern po in t s . 
W h e a t -

N o . 1 no r the rn spring, M i n n e a p o l i s . . 
N o . 2 ha rd win te r , K a n s a s C i t y 
N o . 2 red win te r , Chicago 

Wool, clean basis, Boston: 
Ohio fine delaine 
Ohio % b l o o d . . . . 

Zinc, p r ime wes tern , ear ly del ivery, St. Louis 

U n i t 

Dollars per 100 p o u n d s 

Dollars per gross t o n . . 
Dollars per net ton 
Cents per pound 
Dollars per bushel 
Cents per pound 

. . d o . 

. d o . 
Dollars prlOO p o u n d s . 

Dollars per gross t o n . . . 
. . . . . d o . . . 
Cents per pound 

Dollars per ba r r e l . 
do 

Dollars per p o u n d . . 
do ._ 
do 

Cents per pound 
Dollars per net ton. . 

Dollars per bushe l . 
d o . . . . 
do 

Dollars per pound . . 
do 

Cen t s per p o u n d . . . 

1924 

January Apr i l J u l y October: 

9.60 

1.50 
1.80 

12.40 
.76^ 

34.25 

14%| 

7.20 

21.00 
40.00 
8.30 

3.25 
1.40 

.26%| 

. 2 1 % 
7.70 
6.78 

15.00 

1.15% 
1.06 
1.11 

1.40 
.91 

6.35 

10.30 

1.60 
1.85 

13.30 
. 7 7 % 

30. 38 

1 1 % 

17%j 
7.45 

21.75 
40.00 
8.12% 

4.00 
2.00 

. 2 3 % 

. 2 0 % 
6.15 
6.15 

14.00 

1.12 
.98 

1.02)4 

1.40 
.92 

6.07% 

9.20 

1.60 
1.85 

12.35 
1.09 

18%| 
7.35 

19.00 
38.00 

7.00 

3.00 
2.00 

• 2L% 
5.05 
5.21 

14.00 

1.30; 
1.14 
1.23%] 

1.30 
.79 

5.85 

[January Apr i l J u l y October 

10.20 

1.50 
1.85 

13.00 
1.14% 

22.15 

16%| 

22 
10.85 

19.00 
37.00 
8.00 

2.75 
1.25 

. 3 1 % ' 

. 3 2 % 
5.65 
6.03 

14.00 

1. 50% 
1. 31 
1. 59%| 

1.50 
1.00 
6.30 

1925 

9.30 

1.50 
1.85 

14. 87% 
1.27% 

23.75 

17 

25 
10.60 

22.00 
38.00 
10.75 

3.00 
1.25 

.35 

.36 
6.35 
4.55 

14.00 

1. 78% 
1.77 
1.96 

1.70 
1.21 
7.90 

10.45 

1.45 
1.80 

13.40 
1.07% 

24.60 

14%j 

19 
12.75 

20.00 
35.50 
8.00 

3.55 
2.00 

. 3 7 % 
6.05 
4.49 

14.00 : 

1. 47% 
1.54 
1.66> 

1.45 
.88 

7.05 

12.00 

1.45 
1.80 

14.15 
1. 07%! 

23.90 

17 

22%| 
13.60 

18.00 
35.00 
8.35 

3.80 
2.12 

1.09 
1.00 
6.35 
4.27 

14.00 

1. 60% 
1. 54% 
1.59> 

1.35 
.90 

7.20 

Janua ry Apr i l J u l y October 

11.40 

1.50 
1.80 

14.40 
• 8 l%| 

20.95 

17%| 

2 1 % 
11.15 

18.50 
35.00 
9.60 

3.05 
1.87 

.97 

.85 
6.80 
3.90 

14.00 

1. 46% 
1. 6 1 % 
1.62% 

1.32 

1926 

9.70 

1.50 
1.90 

13.95 
.80^ 

20.51 

15 

21 
11.55 

20.00 
35.00 
9.25 

3.55 
1.87 

.72 
6.85 
4.11 

14.00 

1.73 
1.78 
1.87%] 

1.30 
.93 

8.65 

9.55 

1.50 I 
1.90 

14.20 
. 7 7 % 

19.82 

12%| 

18 
11.95 

20.00 
35.00 
9.15 

3.55 
2.12 

.64 

.60 
6.84 
4.21 

14.00 

1. 62% 
1. 65% 
1. 77%| 

1.25 
.88 

7.75 

9.55 

1.50 
1.90 

14.05 , 
.75%] 

18.35 ' 

12 

17 
12.05 

20.00 
35.00 
8.20 

3.55 
2.12 

.62%| 

.54 
6.25 
4.02 

14.00 

1. 63% 
1.65 , 
1.75%| 

1.20 
.79 

7.30 

9.45 

1.40 
1.90 

13.85 
. 7 3 % 

18.36 

11 

17 
12.10 

18.50 
35.00 
8.00 

3.55 
2.12 

.48 

.43 
6.02 
4.14 

14.00 

1.65% 
1.64 
1.73% 

1.15 
.77 

7.10 

H > 

> 
H 
M 
O 

1 N o quo ta t ion . 2 Quoted w i t h o u t regard to specific g r av i t y pr ior to 1923; s u b s e q u e n t quo ta t ions cover mos t represen ta t ive range . 
3 T h i s designat ion applies to 1926 prices; these prices are, however , believed to be comparab le w i t h previous quo ta t ions . C h a n g e is d u e to shifting classification of J apan silk. 

T h e commodi t ies inc luded in th i s t ab le have been chosen for thei r representa t ive charac ter a n d the i r relat ion to fundamen ta l business condi t ions . Prices are for the available 
da t e nearest t h e 15th of each m o n t h . 

All quo ta t ions have been secured from recognized t r ade sources. These quota t ions are believed to be correct as of t he dates designated, b u t thei r accuracy is, not guaranteed . 
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STABILIZATION 877 

STATEMENT OF ADOLPH C. MILLER, MEMBER FEDERAL RESERVE 
BOARD—Resumed 

The CHAIRMAN. Doctor Miller, I would like to call your attention to 
an editorial appearing in the New York Sun on March 22, 1924, by 
the then financial editor of that paper, in which it is said: 

London is still the financial center of the earth so far as commerce is con
cerned, and she is still the cheapest capital market of the world. In London 
British money is carrying the bill market, whereas the bill market in New 
York is mainly carried by foreign money—a very important difference. Britain 
is still generating about a hundred million pounds sterling a year net income 
from the outside world. Our own position in this respect (excluding the 
allied debts) is probably on the debit side of the account, with every indica
tion of remaining there for quite a while to come. 

In that connection my attention has also been called to the fact 
that London maintains its supremacy as the world's financial center 
by reason of the fact that it is the center that establishes money, 
interest, and discount rates based on commerce, ruling bank and 
commercial credit, while New York City's money, interest, and dis
count rates are established by the rates on the New York Stock Ex
change for time and demand money, whereas on the London market 
trading in banking and commercial bills is generally on a basis 
below the ruling bank credit, which is a normal condition, and the 
New York money market trading in banking and commercial bills 
is generally on a basis about the ruling bank credit, and the bank 
and commercial credit rates are the stock exchange rate. The party 
bringing this to my attention also says tha t : 

x The interest rate fixing power is the most potential for good or evil given 
to any human agency, and in the wise or unwise exercise of that power rest 
the destinies of the people of the United States. 

I bring those to your attention at this time because, in the dis
cussion which took place here this morning, these statements are 
very pertinent to the subject, and I rather gained the impression 
from what you said this morning that the Federal reserve open 
market operations had their influence on money rates, particularly 
open market rates. I wanted to get your view, if possible, on these 
statements, and whether or not, in your opinion, London is the mar
ket of the world to-day, so far as gold is concerned; and wThether or 
not it is influencing money rates in this country? 

Doctor MILLER. I suppose there is no method of determining 
which is the leading money market to the satisfaction of everybody. 
I should incline to the view that, for the time being at any rate, 
New York is the leading money market of the world. I t is doing 
the largest amount of lending; it has the largest fund of gold that 
is available for banking operations; and it is performing, without 
let or hindrance, the functions of a free-gold market. American 
banks have considerable funds that they can shift to the London 
market when the London rate is more attractive than our rate, and, 
as a matter of fact, have maintained very considerable balances, I 
should say notably in the year 1924, in the London market. I think 
it is a fact that there have been very large accumulations of bal
ances in the London market by banks in all the leading gold-stand
ard countries in the recent past. Most of the countries that have 
been returning to the gold standard are not yet in a position, or, at 
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878 STABILIZATION 

any rate, they do not yet feel themselves in a position where they 
can indulge in the luxury of carrying the gold as their own gold 
in vault. Now that Great Britain has reverted to the gold standard 

and reestablished a free-gold market, they are disposed to shift 
these balances to London, where they can get a return upon them, 
and, at the same time, if they want the gold, bring it back home. 

I think the situation thus occasioned has been a complicating factor 
in the administrative problem of the Bank of England. I should 
say, in 1925 particularly, the striking thing in the course of the 
London market was the wide gap between the rate on so-called short 
money and that on so-called long money. There has been a great 
abundance, for the most part, of short money, due to the accumula
tion of these large outside balances in London. In some cases I 
rather gather that the proceeds of long loans have been allowed to 
rest in London in the form of bank balances or short funds pending 
the time when they would be actually needed in the countries that 
have negotiated these loans. I think that is a tenable view. Our 
rate has sometimes been under the London rate, and sometimes it 
has moved above it. When I say " rate," I mean, of course, the rate 
in the open market. Take our bill market, for instance, and com
pare it with the bill market in London. I t has not been to the ad
vantage of the American banker. In 1924 our rates ran extremely 
low. The acceptance rate got down to 2 per cent, or very close to 
2 per cent. Call money was down to 2 per cent for a long period 
of time. 

The CHAIRMAN. Which did you compare with the London rate— 
the open-market rate here ? 

Doctor MILLER. The rate on acceptances. 
The CHAIRMAN. The rate on acceptances ? 
Doctor MILLER. The rate on acceptances. That represents the 

highest type of paper that the discount market affords, and it takes 
a preferential rate. 

Mr. WINGO. Could you prepare and place in the record a chart, 
connecting with 1922 and running down to date, that would compare 
by comparative lines the rate of the London and New York markets ? 

Doctor MILLER. Yes; we have that. 
Mr. WINGO. I will ask that that be done, Mr. Chairman. 
The CHAIRMAN. Without objection, that will be inserted. (See 

p. 879.) 
The CHAIRMAN. Keverting to the question of fixing the rate on 

open-market transactions, that is largely influenced by the operations, 
purchases, and sales of the Federal reserve system on the market, is 
it not? 

Doctor MILLER. Yes; for the kind of bank acceptances that "the 
Federal reserve bank purchases and sells. 

The CHAIRMAN. This I have just mentioned refers to the fact that 
money rates in this country are largely influenced by the stock 
exchange needs. Is it your opinion that the demand for money on 
the stock exchange tends to fix rates for money ? 

Doctor MILLER. They do not tend to fix rates, but they do affect 
rates. At times when there is a low commercial demand and the call 
market is absorbing a big volume of money it, of course, lifts the 
rate. I do not think it is easy to speak dogmatically on this sub
ject. Last autumn, when the stock market was very active and in-
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STABILIZATION 879 

volving a large volume of new money, and open-market rates on com
mercial paper ruled 4 and 4*4 and up to as high as 4J/2 per cent, the 
so-called customer rate, the rate charged by banks in>the big cen
ters to customers on the best accounts, ruled about 4^2 per cent, and 
I think 5 was the highest rate named in the big eastern centers on 
loans of this character. At that time the discount rate in effect at 
the reserve banks in these centers was 3 % per cent, and the ac
ceptance rate ruled around 3 % to 3% per cent, according to maturity. 
The acceptance rate in the open market is almost always under the 
discount rate. 

I n part, it may almost be stated as one of the principles of Fed
eral reserve operation that we try to maintain a preferential rate 
on acceptances. However, at times when money rates are shifting 
the reserve banks, for one reason or another, may think it inadvisable 
to raise the discount rate and will lift their buying rate on accept
ances. I think that was the case last autumn. 

PERCENT PERCENT 

4 h 

FEDERAL RESERVE BOARD 

DIVISION OF 
RESEARCH and STATISTICS 

A. 
- • y — ' 

London 
' V V » Bill ft***1 1 * * M / 

•» 1 \ I 

AK \ f ntf— 
* w i / y* v* 17 

MONEY 
IN NEWYOR* 

NewYork 
Acceptance Rate 

RATES 
C AND LONDON 

1923 192** 1925 1926 

The CHAIRMAN. Has the chart you have just been referring to 
been placed in the record ? 

Doctor MILLER. I understand that it has. 
The CHAIRMAN. That chart you are now speaking from is Money 

Rates in New York? 
Doctor MILLER. Money rates for different types of paper. The 

different lines represent the call money rate, the commercial paper 
rate, the reserve bank discount rate, and the acceptance rate. In 1924 
the acceptance rate was 2 per cent, and the call rate was down to 2 
per cent. In 1925 the acceptance rate, let us say from the beginning 
of March to the end of August, ruled well under the reserve bank 
discount rafe. 

The CHAIRMAN. I t is interesting to know in that connection that 
in the period in 1924 when these rates were the lowest, it was at the 
same period that member-bank balances were at the peak; and that 
in 1925, when the raise in rates occurred, these same bank balances 
were showing something over a billion dollars decline. 
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Doctor MILLER. By " bank balances " you mean 
The CHAIRMAN. The member-bank balances. I am speaking par

ticularly of the 12 Federal reserve city member-bank balances. 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. I think you have a chart which shows the bank 

balances of member banks in the 12 reserve-bank cities. 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. Would you put on that same chart a line which 

shows the reserve deposits of the member banks and furnish it for 
the record? 

Doctor MILLER. Yes, sir. 
(The chart referred to is as follows:) 

MILLIONS Of DOLLARS 
30001 

2000 

1000 

M 

MILLIONS OF DOLLARS 
sOOO 

Bankers Balances/ 

~"7 

BANKERS BALANCES (Due to Banks) 
' 12 FEDERAL RESERVE BANK CITIES 

, RESERVE DEPOSITS HELD B Y 
F. R. BANKS FOR MEMBER BANKS 

2500 

2000 

1500 

1000 

500 

1322 1923 192f 1925 1926 

Reserve deposits shown on this chart are those held for member banks by the 12 
Federal reserve banks, and bankers' balances shown are amounts due to member and 
nonmember banks as reported by about 240 weekly reporting member banks in the 12 
Federal reserve bank cities. 

The CHAIRMAN. I will ask you, Doctor Miller, inasmuch as I un
derstand they are available, if you will furnish the committee a 
statement of bank balances of all member banks throughout the 
United States and place it in the record at this point? 

Doctor MILLER. Yes, sir. 
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(The statement referred to is as follows:) 

881 

All Member Banks—Amounts due to and due from banks, bankers, and trust 
companies on December 31, 1925 

[In thousands of dollars] 

Due to 
banks, 

bankers, 
and trust 

companies 

Due from 
banks, 

bankers, 
and trust 

companies 

Central reserve city banks: 
New York (63 banks) 
Chicago (20 banks) _ 

Other reserve city banks (549 banks) 
Country banks (8,857 banks) __. 

Total (9,489 banks) 

1,471,856 
376,603 

1,814, 594 
506,417 

95, 905 
117,280 
886,207 

1,055,914 

4,169,470 2,155, 306 

The CHAIRMAN. I t is rather interesting to note that when those 
rates were changed these bank balances were apparently changing at 
the same time. I suppose that would be a natural sequence of the 
withdrawal of those balances where there was a tendency to increase 
the borrowings through acceptance and call money rates. 

Doctor MILLER. I think what happened was this : As the call 
money rate rose above the rate of interest allowed on bank balances, 
there was a tendency among the banks to shift their balances to the 
call market. When the rates rose to a sufficiently attractive point 
then these out-of-town banks began to instruct their correspondents 
to invest those balances in call loans, and that was done in the year 
1925 by banks all over the country, even the smaller banks. 

The CHAIRMAN. And the investment of these country-bank bal
ances in call loans indicated more activity on the stock market? 

Doctor MILLER. Yes, sir. 
Mr. STRONG. In other words, these country banks that had raised 

objections to stock-market operations were feeding the market and 
furnishing the sinews of war? 

Doctor MILLER. They were taking advantage of the high rates to 
make profitable employment of their funds. 

Mr. STRONG. Of course that is probably more polite language, but 
it all means the same thing. They were furnishing the money. 

Doctor MILLER. They supplied money. 
The CHAIRMAN. I called that to the attention of a banker friend 

of mine from the Central West the other day, a section of the coun
try which claims it greatly needs additional banking facilities to 
take care of the needs of the farmers. He confessed to me that he 
was probably guilty in that respect, because during the period re
ferred to his bank was loaning on call at New York to the extent of 
a million dollars. 

Doctor MILLER. I think that during the year 1925, or at the end of 
the year, roughly speaking, about one-half of the money loaned on 
so-called broker's loans in New York was contributed by the New 
York banks and about one-half by the out-of-town banks. I t may 
not have been just exactly that proportion, but that is close enough to 
indicate broadly how the burden was distributed. And it is not to be 
understood that these were only big banks. Many of the smaller 
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banks were hiaintaining, in proportion to their total resources, very-
considerable balances in New York, either with their correspondents 
or invested by the correspondents on their behalf in *call loans. 

The CHAIRMAN. I think at this point in the hearing there ought to 
go into the record this "Eeview of the month" appearing in the 
Federal Keserve Bulletin for April, 1926, beginning on page 221 and 
extending over to page 224, to but not including the heading " Notes." 
Without objection, I will have it inserted in the record at this point, 
because it deals with this very situation we are referring to here, and 
I think will be very helpful to us. 

(The document referred to is as follows:) 

REVIEW OF THE M O N T H 

CHANGES I N BANKING SITUATION 

During the past month the principal changes in the banking situation were a 
rapid liquidation of member bank collateral loans, particularly of loans to 
brokers and dealers in securities, a considerable growth in the commercial 
demand for credit, and a reduction in demand deposits. These developments 
were centered in large part in New York City, where a reduction in the volume 
of security loans and a decline in deposits accompanied the recent drop in 
security prices. During the month Treasury operations in connection with the 
issue and retirement of United States obligations and the collection of income-
tax payments were an important factor in the immediate credit situation. 
Notwithstanding the large reduction in loans, conditions in the money market 
have remained firm, with the commercial paper rate at between 4% and 4% 
per cent and the rate on call loans fluctuating around 5 per cent. At the 
reserve banks discounts for member banks at the end of March were larger 
than at any time since the turn of the year and the largest for this season since 
1924, while the total volume of reserve bank credit outstanding was at about 
the same level as a year ago. 

LIQUIDATION OF SECURITY LOANS 

Between the end of December, 1925, and the end of March of the present 
year the volume of loans secured by stocks and bonds at member banks in-
leading cities declined by about $450,000,000, a reduction amounting to more 
than 40 per cent of the increase in this class of loans during the preceding 
year. This liquidation, which during the early weeks of the year wTas partly 
seasonal in character, continued in the later weeks largely as the result of the 
decrease in the credit requirements of the security market consequent upon the 
drop in security prices. That it was the reduced volume of loans to finance 
the trading in securities that was the principal factor in the recent decline in 
the volume of this class of loans is indicated by the fact that total loans of 
reporting banks to brokers and dealers made by reporting member banks in 
New York City declined from $3,139,000,000 on February 17, a figure close to 
the peak for the current year, to $2,573,000,000 on March 31, a drop during 
the six-week period of $566,000,000, or about 18 per cent. This rapid decline 
in the credit requirements of the security market was accompanied by a growth 
in the demand for loans to finance the current operations of industry and trade, 
which continued to be active during the first three months of the year. This 
demand was reflected in a considerable increase after the end of January in 
the volume of commercial loans at member banks in leading cities; these loans 
rose by the end of the first quarter to a level near that reached last autumn 
when commercial loans were in larger volume than at any time in the past four 
years. 

LOANS OF B A N K S I N N E W YORK CITY AND OUTSIDE 

Changes in the volume of bank loans, both in loans on securities and in 
commercial loans, since the opening of the year have occurred to a large 
extent at banks in New York City, as is brought out in the following table, 
changes at reporting banks outside New York being relatively small: 
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Member banks in leading cities 

[In millions of dollars] 

Loans on securities 
All other loans 
Investments. 

Total loans and investments 

New York City-

Dec. 30, 
1925 

2,485 
2,243 
1,696 

6,424 

Mar. 24, 
1926 

2,091 
2,368 
1,724 

6,183 

Change 

-394 
+125 
+28 

-241 

Dec. 30, 
1925 

3,445 
6,063 
3,766 

13,274 

Outside 

Mar. 24, 
1926 

3,397 
6,092 
3,851 

13, 340 

Change 

-48 
+29 
+85 

+66 

Security loans by banks in New York City declined by $394,000,000 between 
the close of last year and the end of March, while at banks in other cities 
the decline in these loans during the period was only $48,000,000. Commercial 
loans, on the other hand, which at the New York City banks increased by 
$125,000,000, advanced by less than $30,000,000 at the outside banks. Invest
ment holdings of New York City banks showed an increase of $28,000,000 
for the three months, while outside banks increased their investments in securi
ties by $85,000,000. The movement of loans to brokers and dealers placed 
through New York City banks also shows that it is in the volume of operations 
of these banks on their own account that the principal changes have occurred 
since the beginning of the year. This is brought out in the table below: 

Loans to brokers and dealers made by reporting member banks in New York 
City 

[In millions of dollars] 

Dlate 

Jan. 6 
1926 

Feb. 17 
Mar. 10 
Mar. 31 

Total 

3,141 
3,139 
2,885 
2,573 

For their 
own 

account 

1,338 
1,159 
1,021 
1,048 

For 
account 
of out-
of-town 
banks 

1,239 
1,354 
1,266 
1,006 

For 
account 
of others 

564 
626 
598 
519 

Loans to brokers and dealers by the New York City banks for their own 
account declined continuously until early in March and were on March 10 
more than $300,000,000 smaller than on the first report date. After that time 
these loans increased somewhat. Loans for account of correspondents, on the 
other hand, increased by more than $100,000,000 during the first six weeks and 
then declined by about $350,000,000 during the last six weeks. It appears, 
therefore, that during the earlier weeks of the year out-of-town funds flowed 
into the New York market and were used to replace funds withdrawn from the 
market by the New York banks for their own account. Since the middle of 
February, however, when the entire volume of loans on the market began to 
decline rapidly, the withdrawal of out-of-town funds has been more rapid 
than the reduction in the street-loan account of the local banks. 

In order to give a somewhat longer view of member bank credit develop
ments, with special reference to differences in the movements of bank loans 
in New York City and outside, a chart is presented showing the movement of 
loans on securities for the two groups of banks since the opening of 1924, 
when the recent rapid growth of bank credit began. 

The chart shows that in 1924, when security loans increased by about 
$600,000,000, two-thirds of the growth was at member banks in New York City; 
during that year the growth of commercial loans was considerably larger at 
banks outside the financial center. In 1925, on the other hand, the growth in 
security loans until the closing months of the year was almost entirely in banks 
outside of New York City, and of the increase of about $1,000,000,000 in this class. 
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of loans for the year over one-half was at banks located outside of New York. 
The volume of commercial loans in 1925 changed relatively little, and the 
increase for the year was entirely in outside banks, as the commercial loan 
account of the New York City banks showed a decrease for the year. Since 
the opening of 1926, as has already been stated, changes in the member banks' 
loans, both on securities and for commercial purposes, have taken place largely 
at the banks in New York City. 

MOVEMENTS OF RESERVE B A N K CREDIT 

At the reserve banks recent changes have also been largely confined to the 
New York district. During January member banks outside New York used 
currency, which was released from circulation following the holiday demand, 
to reduce their borrowings at the reserve banks from about $530,000,000 to 
$400,000,000. During Febiuary New York lost funds to other sections of the 
country in about the same volume as the increased demand for currency outside 
of New York, and discounts of member banks outside New York remained close 
to the $400,000,000 reached at the end of January. Thus the entire increase in 
currency demand, which amounted to $75,000,000 during February, was felt in 
New York, where member banks met the demand partly by the use of gold 
received, chiefly from Canada, and partly by increased borrowings at the reserve 
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banks. Reserve bank holdings of the United States securities were fairly con
stant during January and February, but fluctuated somewhat during March, 
as $66,000,000 of the holdings consisted of Treasury notes which matured on 
March 15 and were replaced through purchases of other issues in the open 
market. Holdings of acceptances have declined during the quarter as bills 
drawn to finance agricultural exports in the autumn matured and were repaid. 
The total volume of reserve bank credit in use has fluctuated between $1,100,-
000,000 and $1,200,000,000 during February and March, and in the latter month 
was at about the same level as in March of last year. In March, 1925, how
ever, only about 35 per cent of this total consisted of discounts for member 
banks, while at the present time discounts constitute about one-half of the out
standing volume of reserve bank credit. 

I N F L U E N C E OF TREASURY OPERATIONS 

In the more recent temporary fluctuations in the volume of reserve bank 
credit, an important influence has been the fiscal operations of the Treasury 
"described in more detail in a separate statement in this issue of the Bulletin. 
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On March 15 the Treasury was called upon to pay out over $700,000,000 for the 
redemption of maturing security issues and for interest on the public debt, 
and during the following week it purchased over $100,000,000 of third Liberty 
bonds for account of the sinking fund. At the same time the Treasury was 
to receive more than $400,000,000 in income taxes and about $500,000,000 
as the proceeds of a new refunding issue of United States bonds. As receipts 
from these sources were not available to the Treasury in time to cover the 
full amount of disbursements the Treasury on March 15 issued to the Fed
eral Reserve Bank of New York a special certificate of indebtedness for 
$190,000,000 and one to the Federal Reserve Bank of Chicago for $19,000,000. 
These certificates were redeemed as funds from income-tax payments were 
realized and the last portion was taken up by the Treasury on March 19. 
In New York, owing to the large volume of holdings of the maturing issues 
of securities, Treasury outlays exceeded receipts by about $130,000,000, and 
this created a temporary accumulation of funds in the money market. To 
offset this in part the New York Federal Reserve Bank on March 13 and 15 
sold United States securities under repurchase agreement to banks in that 
city. This brought the reserves of the banks below requirements for the first 
two days of the reserve week and caused them to use the funds received 
from the Treasury in redemption of maturing obligations as a means to bring 
average reserves for the week to the required level. In the interior Treas
ury receipts exceeded disbursements, and, to make these payments to the 
Government, interior banks drew heavily on their funds in New York. By 
March 19 these withdrawals had removed the temporary surplus in New 
York, and by March 20 the New York Reserve Bank repurchased the United 
States securities sold earlier in the week. Security transactions of this char
acter are a part of the technique developed by the Federal reserve system 
for the purpose of reducing to a minimum the temporary disturbing influ
ence of-large-scale Treasury operations on conditions in the money market. 

The CHAIRMAN. Mr. Strong, had you finished with your questions ? 
Mr. STRONG. NO. 
Doctor MILLER. May I interrupt at this point ? 
The CHAIRMAN. Yes. 
Doctor MILLER. I have here a passage from the board's annual 

report for the year 1925. I t is upon the subjects that were under 
discussion just shortly before the committee took its recess this morn
ing, and if you will permit I will read it. 

The CHAIRMAN. Yes. Without objection you may proceed. 
Doctor MILLER (reading) : 

Member banks generally recognize that the proper occasion for borrowing 
at the reserve banks is for the purpose of meeting temporary and seasonal 
needs of their customers in excess of funds available out of the member banks' 
own resources; borrowing from the reserve banks for the purpose of enlarg
ing their own operations is not considered a proper use of reserve bank credit 
either by the member banks or by the officers of the Federal reserve banks. 
In general it is not possible to determine to what use a member bank puts 
the credit obtained from the reserve bank. Member banks generally borrow 
to make up deficiencies in their reserve balances incurred as the net result 
of all their operations, and it is seldom possible to trace the connection be
tween borrowings of a member bank at the reserve bank and the specific 
transactions that gave rise to the necessity for borrowing. In the infrequent 
instances where there has been evidence that member banks have borrowed 
at the reserve bank and at the same time have been increasing their loans 
on securities, the officers of the reserve banks have pointed out to them that 
it was possible for them to adjust their reserve position through changes in 
their short-time-loan accounts rather than by recourse to the reserve banks. 

That is found on page 16 of the Twelfth Annual Eeport of the 
Federal Eeserve Board for the year 1925. 

The CHAIRMAN. I S it ever the practice of the 12 reserve banks to 
transfer balances? For instance, does the Federal reserve bank in 
Boston carry a balance in the Federal reserve bank in New York, 

93869—27—PT 2 17 
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or does the Atlanta reserve bank or any of the other banks exchange 
balances ? 

Doctor MILLER. Practically speaking, not at all. 
The CHAIRMAN. SO there is no transfer of funds in that way? 

If there is a demand beyond what one bank might feel safe and 
proper in handling, they would sell securities? 

Doctor MILLER. There are rediscounts and sales of securities. 
The CHAIRMAN. They frequently do make an exchange of securi

ties? 
Doctor MILLER. Yes, sir. 
The CHAIRMAN. But that helpful result is never accomplished by 

a transfer of balances back and forth ? 
Doctor MILLER. NO. 
Mr. STEVENSON. Is not that transfer of cash from one bank to 

another very largely done by a mere bookkeeping arrangement with 
the gold settlement fund? 

Doctor MILLER. A S far as the mechanics of the operation are 
concerned. 

Mr. STEVENSON. When one bank needs and another has? 
Doctor MILLER. Yes. 
Mr. STEVENSON. They transfer securities and balances through the 

gold-settlement fund. 
Doctor MILLER. The transaction is one as between independent 

institutions. The gold-settlement fund comes in merely as an ex
pedient for quickly effecting transfers from the credit account of one 
Federal reserve bank to the credit account of another. 

Mr. STEVENSON. I t obviates the shipment of money at all. 
Doctor MILLER. I t obviates the shipment of gold. The reserve 

banks among themselves deal only in reserve money, which is gold 
or legal tender. 

Mr. WINGO. What determines the issue of Federal reserve notes ? 
Doctor MILLER. A member bank that needs currency. 
Mr. STEVENSON. That is when the member bank needs currency. 

If it just needs credit you do not issue Federal reserve notes, do you? 
Doctor MILLER. Federal reserve notes are, in the eyes of the law, 

issued when they go from the Federal reserve agent over to the Fed
eral reserve bank. The bank itself does not issue notes. 

Mr. STEVENSON. I understand; but i t procures the issue of notes 
to it? 

Doctor MILLER. I t procures notes which it then carries in its till 
money, and when a member bank wants currency it establishes a 
credit and draws out currency, draws upon its credit in the bank 
just as you would go to your bank and present your check at the 
counter for cash. 

Mr. STEVENSON. What determines the time when a Federal re
serve bank concludes to issue Federal reserve notes, or some of those 
situations arise which necessitate the issue of Federal reserve notes 
to it? 

Doctor MILLER. A S a matter of fact, all the reserve banks carry a 
considerable amount of currency available for distribution over the 
counter in response to demands of their member banks. 

Mr. WINGO. Currency other than Federal reserve notes? 
Doctor MILLER. Gold, Federal reserve notes, ancl other money. 

They have to have a stock of notes on hand readily available. I 
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think the Federal reserve act originally contemplated a different 
procedure. I t assumed that if a member bank needed some currency, 
it would come to its reserve bank and place eligible paper in the re
serve bank, and that then the reserve bank would shove that over to 
the reserve agent and say, " Give us $100,000 of notes," and proceed 
to pay those out over its counter to the applying member bank. But 
in practice that has been found to be rather cumbrous and incon
venient. Most of the reserve banks carry on their own account a 
considerable volume of notes issued to them by the agent, and for 
which they have deposited with the agent either gold or eligible 
securities. 

Mr. STEVENSON. And when the demand is made on the member 
bank it goes to the reserve bank ? 

Doctor MILLER. Yes, sir. As a member bank has a demand made 
upon it, we will say, at the time the crop is being harvested, that gives 
rise to a seasonal demand for currency which is needed by the mem
ber bank to supply its customers, and it goes to the Federal reserve 
bank to get it. So that the question as to whether a Federal reserve 
note will be paid into circulation is really determined by the custom
ers of the member bank. If trade is active, production is active, 
and more money is needed to meet the pay envelope on Saturday 
evening, they go to the member bank to get the currency, and the 
member bank will go to the reserve bank to get it. As soon as that 
currency is no longer needed in circulation it comes into the hands of 
the member banks and they pass it right on to the reserve bank, so 
as to take down their rediscounts and build up a reserve balance. 

Mr. STEVENSON. And that is only issued on demand? I mean, it 
is only sent over on demand ? 

Doctor MILLER. Yes, sir. 
Mr. STEVENSON. Does that embrace all kinds of currency ? 
Doctor MILLER. Yes. As a matter of fact some of the reserve 

banks, in supplying member banks with currency, have paid out gold 
certificates. 

Mr. STEVENSON. And national-bank notes ? 
Doctor MILLER. And national-bank notes, but not a very large 

volume of those. Those were reduced last year by about $70,000,000, 
and that calls for increased currency in the form of Federal reserve 
notes to fill up the gap. 

Mr. WINGO. Assume that the First National Bank at Fort Smith 
finds that it has $100,000 of national-bank notes, silver certificates, 
greenbacks, gold certificates, Federal reserve notes, a mixed collec
tion of paper money, and it ships that to the reserve bank at St. 
Louis and gets credit on the books of that bank. What does the 
St. Louis bank do with all those different kinds of paper money thus 
received? 

Doctor MILLER. The greenbacks and gold certificates would be
come a part of its legal reserve money. So would the silver dollars. 
National-bank notes would not. They would be paid out, or, if unfit 
for use, sent in for redemption. 

Mr. WINGO. Assume they were fit for use other than Federal re
serve notes. Take national-bank notes, greenbacks, and Treasury 
notes, silver, and gold certificates. Just eliminite Federal reserve 
notes and assume there were $100,000 of paper money other than 
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Federal reserve notes, all fit for use, what is done with it? Is it kept 
there in the vaults? 

Doctor MILLER. Yes, sir; and paid out. 
Mr. WINGO. Suppose the First National Bank of Little Eock at 

about the same time discovers that it needs $100,000 additional paper 
money and should apply to the Federal Eeserve Bank of St. Louis 
for it. Would the St. Louis bank send them Federal reserve notes 
or would they take up the same bundle of $100,000 paper money 
other than Federal reserve notes and send it to them? 

Doctor MILLER. Probably they would send some of this other 
money and also some Federal reserve notes. 

Mr. WINGO. Why would they send any Federal reserve notes in
stead of sending only available paper money already in existence ? 

Doctor MILLER. Par t ly in order to supply the desired denomi
nations. 

Mr. WINGO. What would they do with the national-bank notes, 
assuming they were all good, clean bills; what would they do with 
them? 

Doctor MILLER. They would pay those out, or, if they were not 
good, clean bills, or not clean enough to satisfy the member banks 
that wanted the currency, they would send them in to Washington 
for redemption. 

Mr. WINGO. The point I am getting at is th is : Assume they have 
an ample supply of national-bank notes and these other paper cur
rencies other than Federal reserve notes. Why should they issue or 
procure Federal reserve notes and increase the volume of those notes 
in circulation instead of paying the other paper out ? 

Doctor MILLER. Under such conditions they do use the other paper 
money, provided it happens to be in the requisite denominations, and 
do not increase the volume of Federal reserve notes in circulation. 
For denominations under $5, of course, they can not use Federal 
reserve notes because no Federal reserve notes are issued in' denomi
nations of less than $5. The only paper money they can use in this 
range is greenbacks and silver certificates. When it comes to the larger 
denominations there is some room for choice among Federal reserve 
notes, gold certificates, and national-bank notes. Since national-
bank notes can not be counted as reserve money by the reserve banks, 
these banks have an inducement to pay them out, and do so, instead 
of gold certificates, which do count as reserve money, or Federal 
reserve notes, which, when paid out, count as liabilities of the reserve 
banks. Consequently, the volume of national-bank notes held by the 
Federal reserve banks is practically always at a minimum and the 
volume in circulation at a maximum, and this maximum is limited, 
of course, by the volume of outstanding bonds eligible for the pur
pose of securing national-bank notes. At the end of 1925 there were 
about $740,000,000 of these bonds, of which about $730,000,000 were 
on deposit to secure about $700,000,000 of national-bank notes out
standing. At this time the volume of Federal reserve notes was more 
than twice that of national-bank notes, or $1,800,000,000, and there 
were over $1,000,000,000 of gold certificates in circulation. Since the 
middle of 1922 it has been the policy of some of the Federal reserve 
banks, in view of their large holdings of gold, to pay out gold cer
tificates into circulation instead of Federal reserve notes, and during 
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1925 gold certificates in circulation increased about $140,000,000, 
while Federal reserve notes decreased about $25,000,000. The im
portant thing to keep in mind, however, is that under present con
ditions changes in Federal reserve note circulation do not indicate 
changes in the demand for currency, which are reflected only in the 
total volume of money in circulation. 

The whole question of the relation between the demand for cur
rency and the volume of reserve bank credit was discussed rather 
fully in the annual report of the board for 1923; and I will furnish 
for the record extracts from this discussion. 

The extracts referred to are as follows: 

* * * As customers of member banks withdraw a larger proportion of 
their checking accounts in currency, the member bank turns to the reserve bank 
to obtain- the additional currency needed to meet the demands of customers, 
and for this purpose discounts the customer's note or other eligible paper. As 
the member bank's customer, in availing himself of his credit, takes currency 
in increasing proportion, the member bank is obliged more nearly to match 
each dollar of cash withdrawn by its customer by a dollar of cash obtained 
by borrowing at the reserve bank. A point is finally reached where the member 
bank finds it necessary to rediscount with the reserve bank a larger propor
tion of the loans it has made to its customers in order to meet their currency 
requirements. It is then that the resources of the reserve bank are brought 
more fully into play and its loans mount rapidly. 

I t thus appears that the chief occasion for extensive changes in the volume 
of rediscounting at Federal reserve banks, taking them as a whole, arises out 
of variations in the demand for currency. Federal reserve banks, therefore, 
from the point of view of the chief use made of their credit, may be regarded 
as currency supplying banks. An increased demand for currency is first felt 
at the counters of the member banks. Since these banks! carry little or no 
surplus cash—that is, cash in excess of what they need to make their cus
tomary day-to-day disbursements—an increase in the demands for cash made 
upon them is promptly passed on to Federal reserve banks. The reserve banks 
are the repositories of the country's surplus cash, and in meeting the demand 
for currency may supply cash either out of their surplus reserves or by the 
creation of new currency through the issue of Federal reserve notes. The 
outflow or return flow of Federal reserve notes or other currency at the Fed
eral reserve banks under ordinary conditions quickly and accurately reflects 
changes in the country's need of currency. Both the increase and the decrease 
in the total volume of money in circulation are in response to changes in the 
currency required to transact the country's business with a given volume of 
trade and production. The Federal reserve note circulation, being the elastic 
element in our currency system, ordinarily expands when need for additional 
circulation arises because of a swell in trade and industry, or because of 
seasonal or emergency demands, and as quickly contracts when the need or 
emergency which has occasioned its issue disappears. 

The CHAIRMAN. At this point I would like to put into the record 
another article appearing in the Federal Reserve Bulletin for April, 
1926, on pages 298 and 299, a table showing the money in circulation 
and another table showing the gold and silver exports and imports. 

(The document referred to follows:) 

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



Money in circulation 
[Source: United States Treasury Department circulation statements] 

[In thousands of dollars 

00 
CO 
O 

Date 

1914—July 1. 
1917—Apr. 1. 
1920—Nov. 1 
1922—Aug. 1. 
1924—Dec. 1. 
1925—Mar. 1 

Apr. 1_ 
May 1. 
June 1. 
July 1. 
Aug. 1. 
Sept. 1 
Oct. 1. 
Nov. 1 
Dec. 1. 

1926—Jan. 1. 
Feb. 1. 
Mar. 1 

Total 

3,402,015 
i 4,100,591 
i 5,628,428 

4,337,418 
4,993,570 
4,804,209 
4,776,167 
4,725,191 
4, 774,313 
4,734,236 
4, 719,519 
4, 784,025 
4,827,005 
4,900,839 
4,971,765 
5,008,121 
4,739,537 
4,814, 217 

Gold 
coin and 
bullion 

611,545 
641,794 
495,353 
416,282 
437,971 
462,925 
469,448 
453,211 
437,612 
428,102 
428,248 
416,348 
413,973 
429,985 
425,853 
424,037 
407,148 
422,079 

Gold cer
tificates 

026,149 
348,818 
231,404 
171,985 
933,688 
913,900 
914,968 
918,862 
972,438 
003,285 
014,311 
036,243 
050,057 
067,963 
108,743 
114,331 
035,774 
076,070 

Standard 
silver 
dollars 

70,300 
70,863 
89,725 
58,378 
55,606 
55,264 
54,666 
54,398 
53,908 
54,294 
54,165 
54,173 
54,693 
54, 769 
54,685 
54,860 
53,167 
52, 637 

Silver 
certifi-

478,602 
459.680 
6a 385 
268,802 
389,113 
366,024 
371,229 
376,442 
380.681 
379,796 
388,016 
396,700 
394,069 
390,089 
388,012 
387,495 
370, 852 
371,149 

Treasury 
notes of 

1890 

2,428 
1,997 
1,628 
1,508 
1,407 
1,398 
1,396 
1,392 
1,390 
1,387 
1,384 
1,381 
1,379 
1,376 
1,375 
1,373 
1,371 
1,369 

Subsidi
ary 

silver 

159,966 
191,351 
261,556 
229,956 
263,102 
256,509 
257,559 
258,446 
259,894 
262,607 
261,750 
264,450 
267, 768 
269,439 
272,217 
274, 860 
266,155 
265, 853 

United 
States 
notes 

337,845 
330,353 
277,736 
284,343 
304,418 
288,668 
285,780 
281,043 
284,799 
279,943 
284,806 
298,493 
303.597 
306, 575 
305,986 
292,998 
288,677 
293,622 

Federal 
reserve 
notes 

356,448 
3,310,225 
2,115,350 
1,862,055 
1,734,606 
1,702,212 
1,676,078 
1,679,833 
1,636,192 
1,601,884 
1,629,927 
1,670,658 
1,706,622 
1, 741,965 
1,815,687 
1, 672, 223 
1,672,027 

Federal ill 
3,170 

209,877 
65,032 
8,471 
7,756 
7,506 
7,299 
7,109 
6,921 
6,777 
5,580 
6,460 
6,314 
6,185 
6,058 
5,900 
5,808 

National 
bank 
notes 

715,180 
697,160 
715,023 
725,782 
737, 739 
717,159 
711,403 
698,020 
696,649 
6*81,709 
678,178 
680, 730 
664,351 
667,707 
666, 744 
636,422 
638,270 
653,603 

Total 
circula
tion per 

capita (in 
dollars) 

34.35 
39.54 
52.36 
39.47 
44.08 
42.28 
41.99 
41.50 
41.89 
41.49 
41.31 
41.84 
42.17 
42.77 
43.35 
43.62 
41.24 
41.84 

W 

E 

o 

* The figures for the several classes of money include mutilated currency forwarded to the Treasury for redemption and unassorted currency held by the Federal reserve banks, 
and consequently do not add to the total which is exclusive of such currency. 

Exports from and imports into the United States of gold and silver, distributed by countries 

Country of origin or destination 

GOLD 

All countries - --

France _ 
Germany ._ 

February 

Exports 

1925 

$50,599,708 

30,606 
12,510,336 
1,034,600 

1926 

$3,851,374 

142,713 

Imports 

1925 

$3,602,527 

100 

1926 

$25,415,655 

18,952 
353 

Two months ending February 

Exports 

1925 

$124,125,651 

1,339,208 
30,010,336 
4,318.343 

1926 

$6,938,244 

18,488 
540,857 

Imports 

1925 

$8,640,327 

71,046 
100 

1926 

$44,766,857 

70,940 
353 
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England ^. _ . . . „ . . _ , . --

Central America . -
Mexico.... . . . _ _ 
West Tidies .. . . . . . , , .... , , 
Argentina 
Brazil . -
Chile 

Peru 
Uruguay 
Venezuela _ _ 
British India-, , . . __ . . . . . . , ,. . . ; , . ,_-
British—Malaya. __ _ _ _ _ _ _ 
ChinA 
Dutch East Indies. _ 
Hongkong . ___ _ . 
Japan. . . . . . . 
Philippine Islands.. , . . , . • 
Australia _ . _ . 
New Zealand ._ _ _. 
Egypt 
Portuguese Africa . 
All other _ _ _ 

SILVKB 
All countries.. 

France w 
Germany . 
Poland and Danzig, 
Spain ." _. 
England ..___ _ 
Canada _. _ ._ 
Central America. _ _ 
Mexico _ 
West Indies 
Bolivia 
Chile. 
Colombia 
Peru. . _ 
British India • 
Hhfnft ... 
Dutch East Indies . 
Hongkong __ _ . 
Portuguese Africa _ . 
All other. — 

1,103,948 
230,100 

1,031,574 
48,653 

397,519 
81,000 

110,000 
20,000 

52,290 

16,228,118 
100,500 

35,000 
540,000 

16,792,717 

252,747 

6,832,647 

591,028 
96,767 
3,200 

251,342 
26,125 

3,938,567 
.1,579,823 

345,435 

360 

25,019 
1,014,491 

448,225 
40,549 

25,000 

800,000 
311,510 
326,250 

150,200 
565,917 

1,500 

7,752,350 

180,523 

33,581 
148,900 

100 
239,526 

3,755 

139,105 
2,872,922 
4,133,938 

14,361 

1,685 
2,412,365 

107,099 
394,064 
11,227 

30,604 
124,139 
75,087 

235,851 

8,427 

42,795 

97,795 

37,466 
9,462 

4,928,916 

3,137 
360 

29,025 
15,886 

508,761 
11,682 

3,903,906 
6,794 
1,772 

97,252 
5,954 

288,878 

22,752 

10,210 
22,567 

8,260 

5,054 
9,825,979 

209,478 
285,858 

3,994 

9,753,058 
76,985 
99,771 

667,538 

267,520 

4,000,000 
177,073 

650 
11,806 

2,020 
1,305 

8,863,131 

3,946 
3,352 

14,723 
17,818 

317,061 
152,110 

2,392,302 
5,763-

232,832 
1,809 

5,582,500 

123,922 

3,724 
11,269 

1,103,948] 
40,000 

1*232,728 
6,109,602 

, 118,651 

740,192 
91,000 

210,000 

15,000 

802,290 

52,694,386 

50,000 
1,481,605 

16,792,717 
6,454,905 

498,240 

22,500 

18,225,311 

17,995 

4,150,393 
220,815 
12,665 

388,741 
28,045 

7,880,997 
4,701,366 

823,935 

360 

93,664 
1,014,491 
1,013,215 

54,049 
51,000 
90,000 

5,983 

1,300,000 
354,510 

1,317,749 

290,220 
792,253 

1,765 

17,515,319 

4,981 
301,097 

102,460 
306,813 

2,600 
361,276 
12,355 

435,610 
8,813,866 
7,173,170 

1,091 

21,387 

129,321 
5,532,691 

223,726 
911,720 
60,209 

38,581 
301,303 
75,087 

389,693 

29,770 

20,055 
283,334 

290,331 
76,504 

1,631 
165,137 
18,701 

12,267,475 

31,145 
974 

44,461 
20,098 

1,169,364 
144,735 

8, 111, 265 
34,201 
1,772 

286,039 
12,943 

2,215,807 

4,108 
99,867 

25,137 
65,559 

8,260 
- 337 
7,572 

27,665,038 
319,842 
824,598 
30,644 

9,789,949 
187,309 
193,499 
789,997 

55,728 

323,634 

4,000,000 
361,353 
16,338 
19,207 
2,857 

91,147 
8,255 

14,625,891 

111,221 
4,137 

14,723 
19,618 

697,786 
337,477 

6,751,101 
16,691 
2,417 

373,287 
23,716 

6,042,464 

190,397 

16,348 
24,508 

% 

o 
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Mr. WINGO. When they were writing the Federal reserve act 
one of the things they told us was that we had an inelastic currency; 
that there were certain periods where there was a shortage of actual 
currency when there was an extraordinary demand; that the opera
tion of the Federal reserve banks would relieve that stringency, and 
also would catch up the slack in the other period of the year when 
there was an abundance of currency, because when the member 
banks found that the growth in the volume reached that point where 
the fixed supply of currency, greenbacks, national bank notes, etc., 
was insufficient to meet the demand, we had the picture drawn to 
us of a member bank appearing at the reserve bank and obtaining 
$1,000 worth of paper, or $100,000, and in course of due time Fed
eral reserve notes to the extent of $10,000,000 or $15,000,000 would 
be issued. That would meet the flow of rising credit representing 
the business turnover of the country, and when that new crop, 
new wealth, whatever it was that was causing that extraordinary 
turnover, had passed on through the ordinary channels of trans
portation to the consumer, and the demand for a large volume of 
this medium of exchange had passed away, then automatically the 
Federal reserve notes would flow back in and, as the banks reduced 
their rediscounts, automatically the volume of Federal reserve notes 
would decrease. 

Now, in actual practice the volume of Federal reserve notes is 
not increased every time there is an increase in rediscounts, nor is 
the volume decreased to the extent of the liquidation of rediscounts, 
is it? 

Doctor MILLER. No, sir. 
Mr. WINGO. I S that a positive or a negative or an indifferent 

quantity in the operation of the system? 
Doctor MILLER. I think generally it is a matter of indifference, as 

relating to the elasticity of the currency. 
Mr. WINGO. I t cuts no figure one way or the other? 
Doctor MILLER. I do not feel that it does. The total volume of 

currency increases or diminishes according to public requirements. 
I t is immaterial, from my point of view, just what form that cur
rency takes, as far as a condition of elasticity is concerned. The 
important thing is that when the country wants more currency there 
is a place where it can go and get it. Whatever form it takes— 
whether reserve notes or gold certificates or other money—the 
moment it becomes redundant there is no better place to put it than 
in the reserve bank. The member banks, finding ^currency ale-
cumulating when the public no longer needs as much pocket money 
as it formerly did, when trade was more active, does not want to 
carry that currency as a dead asset. I t sends it in to its reserve 
bank for credit to its reserve account, whether it has rediscounted 
with the reserve bank or not. In that way there is a constant 
movement of currency in and out of the reserve bank, governed 
very largely by the activity of trade and trade requirements, of 
either large or small amounts of currency, for carrying on the 
existing volume of transactions. 

Mr, WINGO. The next question I want to couple up with this sub
ject. Assui&ing that to-day the open-market committee decides t h a i 
the Federal Reserve Bank of New York shall go into the open 
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market and buy $50,000,000 United States securities. You say it 
buys them from the dealer. How does it pay for them ? 

Doctor MILLER. By cashier's check or officer's check on the reserve 
bank. 

Mr. WINGO. By cashier's check on the reserve bank ? 
Doctor MILLER. Which is reserve money. 
Mr, WINGO. And the dealer takes the cashier's check and deposits 

it in his member bank ? 
Doctor MILLER. Yes, sir. 
Mr. WINGO. His member bank sends out the cashier's check to 

the reserve bank, and the available reserve balance of that member 
bank is increased to the extent of $50,000,000 ? 

Doctor MILLER. Not quite, because when the dealer puts $50,000,-
000 into the member bank that increases the deposits of the member 
bank by $50,000,000, and against that it has to carry a reserve. 

Mr. WINGO. The net proceeds of that, less the reserve it has to 
carry, is the available balance ? 

Doctor MILLER. That is the available balance. 
Mr. WINGO. The member bank sends the cashier's check to the 

reserve bank and its checking balance with the reserve bank is 
increased to the amount of the net proceeds of that deposit after 
setting aside the reserve. 

Doctor MILLER. Yes, sir. 
Mr. WINGO. Suppose that bank finds it needs $40,000,000 addi

tional currency. I am just assuming the transaction came through 
any bank. Suppose it found it needed $40,000,000 of additional 
currency. I t has that balance available. I t goes to the reserve bank 
and the reserve bank gives it $40,000,000 of Federal reserve notes. 

Doctor MILLER. Yes, sir. 
Mr. WINGO. Assume at the time it deposited that cashier's check 

it had rediscount, the practice would be for it to liquidate the redis
count balance or indebtedness at the Federal reserve bank ? 

Doctor MILLER. Yes. 
Mr. WINGO. Then, if the very next day it needed $40,000,000 in 

currency, the only way it could get it would be to rediscount? 
Doctor MILLER. Yes. 
Mr. WINGO. And if it rediscounted the $40,000,000, it would get 

it in Federal reserve notes ? 
Doctor MILLER. Yes, sir; principally. 
Mr. WINGO. Does the increase in the volume of those transac

tions on the open market, in the purchase of United States Govern
ment securities, have the mechanical result or a tendency to increase 
the volume of currency outstanding ? 

Doctor MILLER. I think not at all. I do not think it has any in
fluence on that at all. 

Mr. WINGO. I am not assuming that it does, but that has been con-
tended. I wanted to get your answer to that contention. 

Doctor MILLER. I should say that there is really no substance to the 
contention. I think the important thing is that it is the community 
in all ordinary circumstances that determines the volume of cur
rency that is required in order to carry on its transactions at a given 
price level. If prices for any reason are higher, then people have 
to have more money in their pocketbooks in order to make the cus-
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tomary purchases. If trade is more active, as indicated by increas
ing volume of sales without a rise of prices, and production is more 
active, with pay-roll disbursements larger, more cash automatically 
is required. 

Mr. WINGO. Is this possible: If this same bank, at the time the 
reserve bank wants to increase its^holdings of Government securities 
through the open market, if this member bank should say, " Wfe need 
$40,000,000 additional reserve notes and want to sell you these Gov
ernment securities " at a certain price which would be acceptable to 
the reserve bank, the reserve bank would then issue them Federal 
reserve notes in exchange? 

Doctor MILLER. No, sir; it does not generally buy United States 
securities from its member banks. 

Mr. WINGO. Is it what they could do or what they do do ? Would 
not the reserve banks say: I O U sell the securities and deposit, the 
balance here, and we will give you reserve notes for it? 

Doctor MILLER. That does not happen. 
Mr. WINGO. Just what floes happen? 
Doctor MILLER. If the bank wants currency, the probability is it 

will not liquidate its Government securities. I t would carry them, 
generally speaking, as a part of its more or less permanent invest
ment. I do not mean in using the word " permanent" that i t never 
adds to that volume or never sells, but, generally speaking, banks 
find it desirable as part of their policy to keep a certain part of their 
resources in the form of Government bonds. 

Mr. WINGO. Assume they want to reduce those holdings of bonds 
to the extent of $40,000,000? 

Doctor MILLER. Then they would sell the securities on the market. 
The probability is they would be holding long-term Government 
bonds that reserve banks do not buy, do not want. The reserve 
banks restrict their operations in Government securities, for the most 
part , to the short maturities. 

Mr. WINGO. Assume the Government securities they want to sell 
are those Government securities that the Federal reserve bank is in 
the market for in their open-market operation. Assume that situa
tion exists. What takes place then? 

Doctor MILLER. What takes place then is that the member bank 
would sell those through a dealer. Somebody would buy them. The 
bank would get a check in payment upon some other bank, possibly a 
member bank. I t would deposit that to its" credit at its reserve 
bank. I t then has a reserve balance of $40,000,000 upon which it can 
draw. 

Mr. WINGO. Then the reserve bank would go to the dealer and buy 
those securities, if they got the right price ? 

Doctor MILLER. NO. 
Mr. WINGO. HOW does it get them ? 
Doctor MILLER. I t does not get them. 
Mr. WINGO. Does not the reserve bank buy that identical batch 

from that dealer ? 
Doctor MILLER. NO. They do not buy simply because the dealer 

wants to sell. 
Mr. WINGO. I was assuming that at that time the Federal reserve 

bank wanted to increase its holdings. 
Doctor MILLER. I see. 
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Mr. WINGO. You say it could not buy from its member bank; it 
has to go on the open market and buy from a dealer ? 

Doctor MILLER. I say it generally does not; I would not say it 
could not. 

Mr. WINGO. I t can do it, as a matter of fact, under the law. 
Doctor MILLER. I suppose it can. 
Mr. WINGO. Why does it not do it, when that situation exists ? 
Doctor MILLER. Why does it not do it ? 
Mr. WINGO. Yes. 
Doctor MILLER. All I can say is that it does not do it. I t may 

have been done, but I do not know of it being done. Mr. Smead 
calls my attention to the fact that they have bought sometimes from 
member banks in small amounts. 

Mr. WINGO. What I am trying to get at is what they actually do. 
This is not a catch question. I am just trying to get this for the 
record. Assume the Federal Reserve Bank of New York is pre
pared to increase its holdings in short-term Government securities 
that it deals in on the open market. 

Doctor MILLER. Yes, sir. 
Mr. WINGO. Assume that you have a member bank with $40,000,-

000 of those securities? 
Doctor MILLER. Yes, sir. 
Mr. WINGO. Assume that it wants to increase its volume of till 

money currency to the same extent. 
Doctor MILLER. Yes, sir. 
Mr. WINGO. What is the practical, philosophical, or business reason 

for the reserve bank not buying those securities direct from the mem
ber bank, instead of buying them from the dealer, and the dealer 
buying them from the member bank? 

Doctor MILLER. I should say the principal reason is that .the 
practice of buying and selling through dealers has grown up in 
all money markets, and has come to be the^ established practice of 
the market. I can also conceive an additional reason why the reserve 
bank does not want to encourage it, even apart from what I have 
stated. They do not want to encourage the member bank to build 
up its credit through selling them Government securities, as the 
Federal reserve banks do not primarily deal in securities. They 
deal in certain well-known types of short-date, bankable investments. 

Mr. WINGO. I n the case I am assuming, I assume the Federal 
reserve bank is in the market for these very-short-term securities, 
and the member bank that is short of cash has these securities and is 
going to dispose of them for the purpose of getting that cash. Why 
not make the direct transaction with the reserve bank instead of 
going to the dealer and selling those.securities, and then taking that 
check and depositing it in the reserve bank and thereby getting a 
balance upon which it can immediately draw the $40,000,000 or 
whatever the volume is, and then have the dealer turn right around 
and meet the demand of the reserve bank for that volume of short-
term securities, and sell them to the reserve bank ? Why any neces
sity for that round-about way? 

Doctor MILLER. I do not think I can add to it any more than I 
have said, unless it would be that it rarely happens that the Federal 
reserve banks are in the market to buy securities at the time the 
country wants more money. The reverse is apt to be the case. 
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Mr. WINGO. But you can conceive of an individual bank wanting 
more currency when maybe the others have a plethora of currency, 
<can you not? 

Doctor MILLER. If I were a reserve bank officer, I would discourage 
that method of building up those balances. 

Mr. WINGO. The member banks sell no bonds to the reserve bank? 
Doctor MILLER. Earely. The reserve bank, as a matter of con

venience and service, for the remote and small banks, for certain 
securities, such as Government securities, which they feel are safer 
in the hands of the reserve bank because of their vaults, sometimes 
handle them in that way, and at times the member banks may want 
to sell those, in which case they would instruct the reserve bank 
to sell them. 

Mr. WINGO. I have had this illustration made to me, that if I had 
a $10,000 Government bond in Fort Smith, and I wanted to sell it, 
while maybe the bank would not care to buy it at the local market, 
my bank would buy it from me and could send it to the Federal 
reserve bank and they would sell it. The actual transaction would 
be that the member bank at Fort Smith would wire the Federal 
reserve bank at St. Louis that day to sell $10,000 worth of bonds, 
and deliver to the purchaser a $10,000 bond or ten $1,000 bonds of 
the same series, and then replace that with my bond when it came 
in. In other words, that is one of the services of the system, that a 
man in Fort Smith, acting through a member bank, can sell a bond 
to a man in St. Louis. The man in St. Louis would get a different 
bond of the same size, but the whole transaction would be handled 
in the way I have outlined. That is one of the services they render. 

Doctor MILLER. One of their voluntary services. 
The CHAIRMAN. Might it be assumed that the reserve bank would 

buy that bond, or would they sell it to a member bank, or how 
would that be done ? 

Doctor MILLER. They would sell it to a dealer in United States 
bonds. 

Mr. STEVENSON. An illustration was used, I think by Mr. Strong, 
the governor of the Federal Reserve Bank of New York, that they 
frequently deliver bonds that are sold to-day in San Francisco. They 
get an advice from the San Francisco bank that they have sold to 
certain parties in New York $100,000 of bonds. The bank in New 
York has on hand for sale bonds of the same series, not yet issued, 
but the authority to issue from the Treasury. They deliver to the 
purchaser in New York the $100,000 of bonds of that series, and 
the bank in San Francisco will surrender or cancel the actual bond 
that they have. 

Mr. WINGO. I have been given to understand that is one of the 
services they render. They not only keep those bonds in their vaults 
for safe keeping for the member bank, but they also act as a clearing 
house, so to speak, in the sale of those bonds. 

Doctor MILLER. That is news to me. 
Mr. WINGO. I t was news to me. 
Doctor MILLER. Whenever I have wanted to sell a bond, I have sold 

it through the ordinary channel, through a dealer. I t never occurred 
to me to use a member bank or itg reserve bank to handle that 
transaction. I think it is true that Federal reserve banks have volun
tarily assumed, more or less at the solicitation of the member 
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banks, a great many agency transactions, and that is particularly 
true in a large district where the banks are small and have discontin
ued correspondent relations with city banks, and where they have 
asked the respective reserve banks to perform the service they for
merly got from their correspondent bank. 

Mr. STEVENSON. That is one of the services that Governor Strong 
said they rendered, resulting in a great saving in expense and risk, 
where you sell a bond in San Francisco and deliver it to a man in 
New York on the same day, with no lost motion or anything of the 
kind. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. A S a matter of fact, practically all the issues 

put out through the Treasury for public subscription are turned 
in to the 12 reserve banks. 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. The subscriptions are turned in and handled 

by the bank, as well as the actual delivery of the bonds or notes 
when issued by the Treasury. 

Mr. WINGO. I am not criticizing it. I t occurred to me there was 
just as good reasons for transferring bonds that way as for trans
ferring balances of money which represent book credit. I do not 
see much difference. I t is a service I understand to be very proper 
and will facilitate the transactions of the country. 

Mr. STEVENSON. I t saves large sums of money in risk and trans
portation charges. 

Doctor MILLER. I t is a service that it costs something to render. 
Mr. STRONG. Mr. Chairman, there are a few questions I want to 

ask Doctor Miller. I have to go on the floor of the House. I will 
come back as soon as I can. 

The CHAIRMAN. Very well. 
Mr. STEVENSON. I t has been referred to as a remarkable service 

that is being rendered to commerce, when you have a million-dollar 
sale of bonds in San Francisco, and within two or three hours afte» 
the sale has been made in San Francisco the bonds are delivered in 
New York and the bonds in San Francisco are turned in and can
celed. There is not only no delay in the transfer, but no risk in 
the shipment of the bonds. 

Doctor MILLER. Yes, sir. 
Mr. STEVENSON. I t is an enormous saving in that respect? 
Doctor MILLER. Yes. sir. 
Mr. STEVENSON. I think it is one of the splendid recommendations 

of the system that came in Governor Strong's testimony. 
Doctor MILLER. The system affords quite a variety of services 

similar to that one for which it gets practically no compensation. 
Those are matters of great convenience to member banks, and some 
of the larger city member banks are disposed to complain, because 
they formerly handled that class of transactions for the smaller 
banks. 

Mr. STEVENSON. There is another angle to that. The man who is 
selling in San Francisco, the money is instantly delivered to him 
upon the completion of this sale. 

Doctor MILLER. Yes, sir. 
Mr. STEVENSON. With no shipment or expense connected with it? 
Doctor MILLER. Yes, sir. 
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The CHAIRMAN. By way of illustrating the work which the 
Federal reserve banks are performing for the Treasury, I want to 
insert in the record at this point a statement from the Federal 
Keserve Bulletin of April, 1926, on page 225, showing the Treasury 
bonds of 1946-1956, dated March 15, 1926—subscriptions and 
allotments, by Federal reserve districts. 

(The statement referred to is as follows:) 

Treasury Bonds of 1946-1956, dated March 15, 1926—Subscriptions and allot
ments, by Federal Reserve Districts 

Federal reserve district 

Boston 
New York . _ _ ._ _ 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Chicago ._ __ 
St Louis 
Minneapolis 
Kansas City__ 
Dallas __. 
San Francisco. _ _ _ _ _ _ _ _ 

Total 

Subscriptions 

$80,855,700 
171,108,600 
77,456,300 
67,819,800 
28,303,200 
28,835,100 
54,373,200 
22,017,100 
16,438,900 
22,402,100 
17,620,400 
60,013,500 

647,243,900 

Allotments 

$69,110,700 
98,601,600 
67,061,300 
51,090,000 
20,740,400 
26,945,100 
48,655,200 
19,348,100 
13,894,700 
18,087,100 
12,920,400 
48,443,500 

494,898,100 

Mr. STEVENSON. This particular phase was very interesting. I t 
has been interesting to me, and I wanted to bring it to your atten
tion. I have nothing further to ask. 

Doctor MILLER. Was there something you were about to ask, Mr. 
Wingo, at the time the Chairman offered something for insertion in 
the record ? 

Mr. WINGO. NO. I have followed that out. I do not know of 
anything further. 

Mr. STEVENSON. There was something you asked be deferred until 
^rou had finished a series of questions. 

Mr. WINGO. Yes. That would follow at this point. 
A good many people have the same idea now that I told you was 

presented to us in the beginning, as representing a theoretical op
eration, that any moment a member bank liquidates any of its in
debtedness at a reserve bank the circulating medium is reduced to 
that extent. As a matter of practical operation that is not true. The 
tide of the volume of currency does not always rise and fall exactly 
concurrently with the tide of these rediscounting transactions? 

Doctor MILLER. I should say that, so far as our experience goes to 
date, there never is a great increase of rediscounting unless there is 
a great increase in the demand for pocket currency; that the increase 
in reserve balances of member banks grows steadily, but it grows 
slowly. When your bank lends to you at For t Smith $10,000 in book 
credit which you want to use in settling some local transaction, then 
your Fort Smith Bank simply needs to build up its reserve to the 
extent of $700, 7 per cent. But, if you were a cotton planter in 
Arkansas and you had occasion to disburse $10,000 to your employees, 
and you borrowed it of the For t Smith Bank for that purpose, then 
you would take out $10,000 in reserve notes and the For t Smith Bank 
would have to put up $10,000 of paper for rediscount with the reserve 
bank in order to get the $10,000 of new currency that is required. 
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The result would be, as is generally the case, that the line of discounts 
of the Federal reserve bank would go up in very close parallelism to 
the line of currency in circulation. That was true when you go back 
to 1919,1920, and 1921, when the volume of rediscounts at the Federal 
reserve banks was very large, and the volume of currency was large, 
while in the succeeding years, as the volume of currency came down, 
the volume of rediscounts also came down. 

Mr. WINGO. I t is also true that there is a certain amount of flexibil
ity in the volume of credit that is independent of the currency that 
is outstanding. For illustration, suppose a cotton planter, instead of 
actually getting the cash to pay his hands, had arranged a book credit 
with his bank, and his employees wanted to settle their obligations 
with the shoe man and the clothing man and the hat man, and so on, 
in Fort Smith. He pays them by check. They probably will never 
see the bank. They will go to the grocery man or other merchant 
who knows them and indorse the check over to him, and if there is 
any surplus he will probably give the cash from his own till. That 
check flows back into the bank and is a book transaction. Until the 
volume reaches the point that it is depleting the reserve of that bank, 
it is not necessary to have any connection with the reserve bank, and 
not necessary to increase the volume of reserve bank notes outstand
ing. There is a certain amount of expansion and contraction in the 
volume of business that does not affect the volume of Federal reserve 
notes outstanding, either to increase or decrease. 

Doctor MILLER. That is true. I t affects the volume of deposit 
credit of member banks. 

Mr. WINGO. Is that the chief distinction between our currency and 
that of France ? I have been told by a man who has travelled a good 
deal in Europe that the French do not deal in checks. The French
man keeps his, notes and his gold, and when he is buying on the mar
ket, whether it is of the hat man or the clothing man, or whoever it 
may be, he will pay for what he buys in cash instead of giving a 
check, like you or I would give. He will pay in actual currency. 
They tell me there is not so much business done over there upon book 
credit and bank balances as in this country. 

Doctor MILLER. That is very true. 
Mr. WINGO. That is one of the difficulties of France. They have 

not been able to build up the use of bank credit. 
Doctor MILLER. Yes, sir. I t is true in all continental European 

countries, and, in fact, it may be said that it is true of all countries 
that do not speak the English language. Their checking accounts 
are not used as a means of payment for small as well as large trans
actions. That practice is pretty much confined to the English-speak
ing world. 

Mr. WINGO. This gentleman said the English-speaking people 
have the soundest banking and currency systems of any people, and 
yet the money they u^e every day has no value back of it, because 
they use a piece of paper called a bank check. 

Doctor MILLER. Yes. 
Mr. WINGO. But he said the first made possible the extensive use 

of the last. 
Doctor MILLER. When you pull your checkbook out of your pocket 

and write a check in payment of a hat you just purchased, you are 
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creating currency by the use of that check, just as if you would go 
to your bank and deposit the check there and get $5 or $10 of 
currency. 

Mr. WINGO. I n most instance you are not getting anything but 
bank balance ? 

Doctor MILLER. Yes, sir. 
Mr. WINGO. The reason why in wheat and cotton harvesting time 

there is such an extraordinary demand for actual currency is because 
a good deal of that labor is floating labor that has no credit or 
acquaintance by which they can cash checks. The paymaster on 
the plantation or wheat field has to have actual currency to pay 
the pay roll in small amounts. 

Doctor MILLER. I just heard the other day, in connection with a 
t r ip my wife is making to Europe, that checks on American banks, 
particularly New York banks, are taken by hotel keepers and shop 
keepers and others in Europe quite generally. I was very much 
surprised when I was arranging for her letter of credit to hear this 
question: " W h y bother with it? Why not take your check book 
over there and use it the same as you do here ? " 

Mr. WINGO. I am interested in that. I should think they would 
be more careful about that over there than here. 

Doctor MILLER. I think you can trust them to be very careful. 
That is a risk that a good hotel keeper or shop keeper is pretty well 
able to appraise. He probably would not do it indiscriminately 
any more than an American hotel keeper or shop keeper would. 

Mr. STEVENSON. Members of Congress have to be a little careful, 
too. 

Mr. WINGO. How is that generally carried on ? Do they use bank 
checks or express-company checks? How do travelers usually carry 
those funds they use in Europe ? 

Doctor MILLER. Frequently in the form of express-company 
checks—they are used very largely—and A. B. A. checks. Letters 
of credit, also, are still very general. 

Mr. WINGO. I am talking about the tourist. 
Doctor MILLER. The average tourist would probably use express-

company checks or an A. B. A. check. 
Mr. WINGO. And that flows into the bank from the hotel or other 

places where they are cashed ? 
Doctor MILLER. Yes, sir. 
Mr. WINGO. I suppose the hotels cash most of them? 
Doctor MILLER. Yes, sir. 
Mr. WINGO. The bank sends them into the European agency of 

the express company or the bank that handles them. 
Doctor MILLER, res , sir. The hotel keeper probably deposits it 

in francs or marks, depending on the country it happens to be,,at the 
current rate of exchange. I should suppose that at times when 
exchange is depreciated, as it is in France' at the present time, they 
would be disposed to defer realizing on that as long as they can, so 
as to get the benefit of the high American exchange. They haVe 
dollars, and dollars, of course, are now the most important inter
national unit. I can remember when it was very difficult to get rid 
of a $20 gold piece in Europe. 

The CHAIRMAN. Have you some further statements you would like 
to make in connection with this matter before we adjourn ? 
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Doctor MILLER. I think, inasmuch as we have been discussing this 
afternoon currency problems, I would like to make this concluding 
statement, because I think there is a good deal of misunderstanding 
in regard to Federal reserve bank operations and the changes in the 
quantity of the country's pocket circulating medium. 

The CHAIRMAN. I n that connection I think, inasmuch as you re
verted to that period of time just prior to the passage of the Federal 
reserve act, I would like to put in the record a statement or extract 
from a speech by Hon. Elihu Root in the United States Senate on 
December 13, 1913, on " The expansive tendencies of the Federal re
serve act." I think it would be quite pertinent to this subject. 

(The document referred to is as follows:) 

THE EXPANSIVE TENDENCIES OF THE FEDEBAL RESERVE ACT 

[Extracts from a speech of Hon. Elihu Root in the Senate of the United States, 
December 13, 1913] 

In considering the warnings of Mr. R. G. Hawtrey, of the British Treasury, 
and others as to the expansive tendencies of the Federal reserve system, it is 
of interest to recall very similar criticisms by Hon. Elihu Root, made in the 
Senate in the debate fh 1913 on the Federal reserve act; and his remarkable 
prophecies of what would happen if the act were passed. Mr. Root had intro
duced an amendment, which was not adopted, limiting the amount of Federal 
reserve notes which might be issued without penalty to $900,000,000, much as 
under the English pre-war system, and which was the recommendation of the 
Aldrich Monetary Commission. In pointing out what would be the effect if 
no such limitation were adopted, in his speech of December 13, 1913, he said: 

"You will perceive that that provision contains in its terms no limit what
ever upon the quantity of notes that may be issued: 

" ' Federal reserve notes, to be issued at the discretion of the Federal Reserve 
Board for the purpose of making advances to Federal reserve banks. * * * 

" ' The said notes shall be obligations of the United States.' 
"That, sir, is to my view a plain, simple enlargement of the national cur

rency of the United States. I t is authority for the increase, practically, of 
what we call greenbacks. The notes will be obligations of the Government of 
the United States pure and simple. They are not credits of anybody else; they 
are credits of the Government of the United States. While technically they 
are not money, but are promises of the United States to pay, I shall speak of 
them as money, just as we speak of our greenbacks as money, because in the 
ordinary colloquial use of words that description is best understood. 

" I undertake to say that there is no new enterprise conceivable in this coun
try, that no one of us has known in the past decade a new enterprise, which 
could not be financed by bills and notes coming within the description of the 
bill I have read. I t is as easy to turn from a collateral note, such as is used 
now in absorbing the great mass of money that flows to New York every year 
and is loaned out, and turn to bills and notes coming within the description 
as it is to buy a blank from a stationer. 

" Sir, I think we find no recourse by way of limitation here in anything that 
we impose by our bill against as vast an enlargement of the demand obligations 
of the United States as the reserves of the banks will permit. When we con
sider the more than twenty billions of internal trade, when we consider the 
more than three and a half billions of foreign trade, when we consider the 
immense opportunities for enterprise afforded by the great and not half-opened 
or exploited regions of the South and West/when we consider the energy and 
optimism and sanguine spirit of our people, we must face the probability, the 
certainty, that this offer of practically unlimited funds from Uncle Sam to all 
his people will result in an activity of enterprise that will absorb the maximum 
which the required reserves permit and require the extreme exercise of the 
authority of the tteserve Board to issue these obligations. 

" I am not now speaking about what the Reserve Board may do. I am 
speaking about what we do, about how we perform our duty. The universal 
experience, sir, is that the tendency of mankind is to keep on increasing the 
issue of currency. Unless there is some very positive and distinct influence 
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tending toward the process of reduction, that tendency always has, in all the 
great commercial nations of the world, produced its natural results, and we 
may expect it to produce its natural result here of continual, progressive 
increase. 

"The psychology of inflation is interesting and it is well understood. No 
phenomenon exhibited by human nature has been the subject of more thorough, 
careful, and earnest study than, that presented by the great multitude of indi
viduals making up the business world in any country in the process of gradual 
inflation. I t is as constant as the fundamental qualities of humanity, and it 
differs in different countries only in degree, according to the hopefulness and 
optimism or the natural conservatism and caution of the people. 

" I f the people of the United States have not wholly changed their nature 
from the nature which has been exhibited in all the financial history of Eng
land, from which many of us came; in all the financial history of France, from 
which many of us came; in all the financial history of Germany, from which 
many of us came; of Austria, of Italy; unless our human nature has been 
changed, we may confidently expect that under this proffer of easy money from 
a paternal Government, available for each one of us, available to send the life-
blood into the enterprise of every quarter of our vast country, available to 
enable all the young and hopeful and energetic Americans, East and West and 
North and South, to embark in business ventures which will lift them up from 
the hard conditions of daily toil, we may confidently expect that the same 
process will occur that has occurred time and time and time again in older 
countries. 

"That process is this: Little by little the merchant, the manufacturer, the 
young man starting out for himself and with a good character, enough to give 
him a little credit; the man with visions of great fortunes to be won; the man 
with ideals to be realized; the inventor, the organizer, the producer; little by 
little, with easy money, they get capital to begin business and to enlarge busi
ness. As the business enlarges sales increase, and prosperity leads to the desire 
for growth. They all have before them spectacles of great fortunes made by 
the men who have grown from small beginnings to wonderful success—the 
Wanamakers, the Marshall Fields, the great manufacturers, the Fords. I could 
enumerate a thousand whose example, whose phenomenal success to-day in
spires young Americans with boundless hope. Little by little business is 
enlarged with easy money. With the exhaustless reservoir of the Government 
of the United States furnishing easy money, the sales increase, the businesses 
enlarge, more new enterprises are started, the spirit of optimism pervades the 
community. 

" Bankers are not free from it. They are human. The members of the Fed
eral Reserve Board will not be free from it. They are human. Regional 
bankers will not be free from it. They are human. All the world moves along 
upon a growing tide of optimism. Everyone is making money. Everyone is 
growing rich. I t goes up and up, the margin between cost and sales continually 
growing smaller as a result of the operation of inevitable laws, until finally 
some one whose judgment was bad, some one whose capacity for business was 
small, breaks; and as he falls he hits the next brick in the row, and then 
another, and then another, and down comes the whole structure. 

" So, sir, I can see in this bill itself no influence interposed by us against 
the occurrence of one of those periods of false and delusive prosperity which 
inevitably end in ruin and suffering. For, Mr. President, the most direful 
results of the awakening of the people from such a dream are not to be found 
in the banking houses—no; not even in the business houses. They are to be 
found among the millions who have lost the means of earning their daily 
bread. They are to be found in the dislocation and paralyzing of the great 
machinery which gives the value to the product of the toiler by transporting 
it from the place where it is produced, and is worthless becasue there is no 
one to use it, to a place where it can be used and by finding some one to use it 
who will pay for it." 

Doctor MILLER. There are, I think, in banking economics two 
broadly distinguishable theories of the bank note. One is best illus
trated by the Bank of England and the other before the war, per
haps, by the Imperial Bank of Germany, and now pretty well illus
trated by our Federal reserve system. 
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The Bank of England before the war—I think it desirable to go 
back to that time, because there have been a great many complica
tions since then—had an almost rigid bank-note system. There was 
no method by which that bank could issue a note except in exchange 
for an equivalent face value of gold. The result was that the notes 
of the Bank of England were always covered, practically speaking, 
by the same quantity of gold. 

There was no method by which the Bank of England, when more 
money was wanted by the country, could get it, except by actually 
going right into its own gold reserve and paying out gold, or paying 
out English bank notes which in turn>were covered by an equivalent 
amount of gold in the hands of the issuing department, the issuing 
department being entirely distinct from the bank proper. The result 
was that whenever the country was taking out of the banks more 
money for circulation the effect was reflected immediately in the state 
of the reserve of the Bank of England, because the reserve of that 
bank was the source for replenishing and increasing the current 
supply of money. 

The reserve ratio of the Bank of England, the ratio of its cash 
holdings to its current liabilities, was therefore a pretty constantly 
moving thing, and it moved principally in accordance with two 
things: One, withdrawal of gold for foreign shipments, which was 
called the " foreign drain "; the other, withdrawal of gold and Bank 
of England notes for internal circulation, which was called the 
"internal drain." I t came at periods of the year when trade was 
most active. I t used to be in England, as in our country at the pres
ent time, that it was greatest during the period of the so-called 
autumnal drain, which term was an English invention used when 
agriculture had a more important part in their economy than it has 
had in the last 40 years. 

I t was under that sort of system that the practice grew up of the 
Bank of England adapting its discount policy pretty closely to the 
movement of the reserve ratio. As the bank was subjected either to 
internal or external drain, it would raise the discount rate to " pro
tect the reserve," and that action usually had an important effect— 
tending to check the flow of credit and particularly the flow of cur
rency. In England before the war it was important to distinguish 
between credit and currency, because their currency was practically 
completely covered by gold, and it is rather notable that during the 
war they did not change that system. 

I think it is very notable that the Cunliffe committee, which pub
lished its report in midsummer 1918, some months before the 
war was brought to a conclusion, recommended against any depar
ture from that practice. The bank-note question had been one of 
constant discussion in England, even before the war, but actively so 
during the war. The Cunliffe committee reviewed all the arguments 
and came out in a very flat-footed statement against any departure 
from the principle of Peel's Act, under which the Bank of England's 
notes are almost gold covered, in effect little more than gold certifi
cates, and on the theory that the Bank of England would always be 
in a better position to exercise a strong control over the money 
market if the joint-stock banks (corresponding roughly to our mem
ber banks) knew that the Bank of England was under tight restraint 
in the matter of note issue. 

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



904 STABILIZATION 

I have talked of this matter with directors of the Bank of England 
and never found one who did not think that the restriction was one 
of the greatest safeguards against undue credit expansion. They 
were for holding tight the provisions of the act of 1844, under which 
the bank has no discretion whatever in respect to its note issue. I 
think the observation of the Cunliffe report on that subject reads as 
follows: 

That the joint stock banks will be very much less apt to pursue a lax loan 
policy if they know that the Bank of England can not obtain new supplies 
of money on too easy terms. 

And where they know—I am now adding this in my own words— 
that they can not get it on easy terms because the Bank of England 
can not get it on easy terms. Since the bank can only pay out gold 
it must pursue a more conservative policy than if it could dilute i ts 
issues to the point of paying out notes covered by 50 or 40 or 60 
per cent of gold. 

Let me say that.there is nothing to indicate that the British are 
going to be influenced by the Federal reserve system in this respect. 
I think on the whole the conservative banking and financial opinion 
of England is that the country is less likely to suffer from having 
a currency that at times is uncomfortably inelastic than it would 
from having a fiduciary currency that is very elastic. As between 
the two, they apparently feel that the course of safety for them is to 
hold tight to the so-called rigid currency system. 

Now, the Continental European banks of issue, before the war, 
pursued a different policy; in part , I think, because they issued their 
credit mainly in the shape of circulating notes and not in the form 
of deposit credits. In the case of the German Reichsbank the law 
fixed the reserve requirement and let it go at that, providing severe 
penalties in case the bank issued currency in excess of the amount 
permitted by its reserve. We, in respect to our Federal reserve note 
system, have rather followed the continental European practice by 
providing a very considerable degree of elasticity in our currency. 

The CHAIRMAN. YOU are speaking now of the Federal reserve 
notes? 

Doctor MILLER. I am speaking now of the Federal reserve notes. 
I think if credit is properly regulated by the reserve banks, if their 
discount and open-market policy is correct, if they correctly adjust 
their credit policy to the economic situation, to the needs of the 
country, there is no need to have much concern about the reserve 
notes. You can leave that to be determined by the convenience of the 
community. The notes are instruments of credit, which serve as 
purchasing medium; and the book credit is nothing but an instru
ment of credit, which also serves as a purchasing medium. I n con
sequence, the one does not need regulation more than the other from 
the point of view of credit policy. But it must be remembered that 
the notes go out in great masses of small denominations and go into 
the pockets of people who might easily be terrorized by rumor, and 
therefore it is important to make proper additional safeguard for the 
safety of the Federal reserve note, beyond what is thought necessary 
for the ordinary debosit credit. 

That being our philosophy, so to speak, the theory upon which we 
ar£ proceeding, it is a pretty accurate statement to say that in our 
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country, under the practice of the Federal reserve system, the volume 
of currency is, so to speak, self-determining. The community deter
mines that volume by its own needs. I t is not regulated by the Fed
eral reserve system. We supply reserve notes on demand whenever 
the necessary reserve credit has been established; and the member 
bank which seeks reserve credit in order to get notes does so because 
the convenience of its customers requires additional circulation. 

The CHAIRMAN. I n that connection, what effect does the practice 
of other banks than member banks of carrying reserve notes as 
reserves in their own vaults, and thus keeping them from ordinary 
circulation, have upon the situation? Might not the supply of 
reserve notes be largely consumed by holding them as reserves in 
the vaults of banks that are not members of the Federal reserve 
system ? 

Doctor MILLER. I would say there is no danger of shortage, but 
I would say that the practice permitted by the laws of the different 
States that allow reserve notes to be counted as legal reserve is open 
to the theoretical objection that a reserve money ought to be stand
ard legal money. 

The CHAIRMAN. I s it a fact that those notes are, under the laws 
of many States, legal reserves for their banks ? 

Doctor MILLER. Yes, sir. 
The CHAIRMAN. Suppose $500,000,000 of reserve notes should be 

tied up in the vaults of those banks for two or three months, might 
not that cause an increase in the demand for the issue of additional 
reserve notes? 

Doctor MILLER. Yes, sir. I do not think that need give us any 
concern. Of course, they have to give us something for those notes. 

Mr. WINGO. What determines the issue of the gold certificates and 
what determines their volume? 

Doctor MILLER. The volume of gold certificates is determined in 
part by the amount of gold that comes into the country, and in part 
by the policy of some of the Federal reserve banks in paying out 
gold certificates instead of Federal reserve notes in certain circum
stances. 

Mr. WINGO. Assume that I have here a gold certificate. Tell 
me how this certificate I have in my hand happens to be issued and 
to get into circulation. 

Doctor MILLER. I t is issued by the Treasury in the first instance 
against a deposit of gold. 

Mr. WINGO. HOW is that done? Does somebody take gold down 
there and say he wants a gold certificate ? 

Doctor MILLER. I do not know that I can give you an exact state
ment of the technical procedure. I presume if you had some gold 
you would take it to a Government assay office or the mint. They 
would determine the coining value of that gold, and then would 
follow the issue of gold certificates. Whether there is an interim be
tween the deposit of the gold and the issuing of the certificates, I do 
not know. I have never gone through the actual process, and I can 
not describe the details of the method. I suppose when a bar of gold 
comes into the assay office they pay by a Government warrant. 

The CHAIRMAN. I t is largely a matter of preference as to whether 
a person has gold or gold certificates ? 
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Doctor MILLER. I do not think the average person pays much 
attention to the particular kind of currency he carries. I t is the 
reserve bank that determines it, because it is the chief source of 
supply of additional currency. 

Mr. WINGO. That is what I am trying to decide. What deter
mines the volume of certificates outstanding. I have asked the 
bankers and they did not know. Now. I am asking you. 

Doctor MILLER. We have received since 1921 about a billion and 
a quarter of gold. Before then and during the war, as a conse
quence of the " gold fever " that the war occasioned, the reserve banks-
followed the practice of accumulating and impounding gold. Be
ginning with the autumn of 1920 a new tide of gold began to run 
very strongly in our favor, and it continued until 1925. Latterly, 
just this year, it appears to have resumed again, but not in any 
very marked degree. The Federal reserve banks felt that in this 
situation they had to have a gold policy. The central banking sys
tem has always got to have a policy with respect to gold. 

No formal policy was ever adopted or announced by the Federal 
reserve system, but some of the Federal reserve banks, notably the 
larger ones that were the chief recipients of this new gold coming 
into the country, after discussing the matter with the Federal Re
serve board and among themselves, decided they would begin to 
pay out gold certificates instead of issuing their own reserve notes 
to meet the currency requirements of their member banks. They 
did that, I think, from several considerations: One was that they felt 
their reserve to be uncomfortably large. There was some reason to 
believe in 1922 and 1923, when gold was coming in a steady stream— 
we were getting then practically all the new gold that came into 
London from South Africa—that that gold, by increasing bank 
reserves in this country, would sooner or later promote a great infla
tion of prices. Now, Federal reserve policy, in part, or the policy 
of some of the reserve banks, was to keep this gold out of their 
reserves—pay it out, with the result that at the present time I think 
there is in circulation about a billion and a half of gold, a consid
erable par t of which would otherwise have been in the reserves. 
Another factor, I think, is the view, which used to find expression 
in England, that you can not have an effective gold standard without 
a considerable amount of gold currency afloat in the pockets of the 
people, in the form of a secondary reserve. So we have dissemi
nated an amount of gold roughly equal to three-fourths of what we 
have taken in during the movement that began in the autumn of 
1920, put it into circulation, and, so to speak, out of harm's way. 

We have always supposed that a considerable part of the gold 
that has come to the United States since the beginning of the war in 
1914, and which has more than doubled our total gold holdings— 
we had about 1,800 million at the time of the war and now have 
4,400 or 4,500 million, considerably more than double—was gold 
that in part, at least, would be redistributed or would redistribute 
itself, under the operation of the normal course of international 
trade, sooner or later, as Europe got onto a more normal economic 
basis. I t was therefore believed to be the part of prudence for the 
Federal reserve system to keep part of that gold where it would be 
easily available, in order to take care of any gold export movement 
from this country which might arise as a result of an adverse bal-
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ance of trade or, better stated, adverse balance of international pay
ments, occasioned by financial operations such as specific gold loans 
like the German loan of 1924, made to assist monetary reform in 
Germany. 

The CHAIRMAN. Are we acting as custodian of their gold to any 
extent ? 

Doctor MILLER. I do not think to any great extent. 
The CHAIRMAN. Eeference was made the other day to the fact that 

India practically absorbed all the surplus production of gold last 
year. Current reports indicate that India to-day is very flush in 
gold and that they are seeking an outlet for gold in India. I n that 
connection, I recall that Mr. Snyder, of the Reserve Bank of New 
York, referred to it and said that as gold comes in here instead of 
going to India, with a raise of price level, there is the possibilit} 
of an inflation in this country. 

Doctor MILLER. I t might have that effect. 
The CHAIRMAN. I was wondering whether there was a situation 

in India which would mean that gold might be flowing to us as a 
result of the surplus or apparent surplus they have to-day. 

Doctor MILLER. I should say there is no evidence of it, and what 
determines the flow of gold to India is the crop, or the so-called 
favorable monsoon. India prefers to hold much of its riches in the 
form of gold, and I should not expect any change in India's habits 
in respect to this. That has been going on ever since the discovery 
of the New World. 

The CHAIRMAN. On next Tuseday morning Mr. W. R. Burgess, 
assistant Federal reserve agent of the Federal Reserve Bank of New 
York, will be here, and I think he will discuss with us open market 
transactions and Federal reserve note issues in particular. On the 
following day we will have Mr. J . R. Bellerby, who will discuss in
ternational gold with us. 

The committee will adjourn to meet Tuesday morning at 10.30 for 
the purpose of these hearings. 

(Whereupon, at 4.30 p. m., the committee adjourned, to meet 
again on Tuesday, the 4th day of May, 1926, at 10.30 a. m.) 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Washington, D. C.} Tuesday, May 4j 1926, 
The committee met at 10.30 a. m., pursuant to adjournment, in 

the committee room, Capitol, Hon. Louis T. McFadden (chairman) 
presiding. 

STATEMENT OF W. R. BURGESS, ASSISTANT FEDERAL RE
SERVE AGENT OF THE FEDERAL RESERVE BANK OF NEW 
YORK, N. Y. 

The CHAIRMAN. We have this morning Mr. W. R. Burgess, 
assistant Federal reserve agent of the Federal Reserve Bank of New 
York. 

I might say to you, Mr. Burgess, before you start, that some of the 
things the members of the committee are particularly interested in 
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and would like to have you discuss with them are the issuance of 
reserve notes and the open market transactions of the Federal reserve 
system. I might also say that when Mr. Adolph C. Miller, member 
of the Federal Reserve Board, was before the committee the other 
day he suggested that the office of the chairman of the board of 
directors and the office of Federal reserve agent of the Federal 
reserve banks should be separated; that the chairman of the board 
should act as chairman of the board and the detail work of the 
Federal Reserve Board should be carried on by another individual, 
probably a man who occupies a position similar to that which you 
now occupy, of assistant Federal reserve agent. We will be very 
glad to have your views on this suggestion. 

I might also say that, in connection with the operations of the 
open market committee, the members of this committee have gained 
the impression from the statements that have been made here that 
the Federal Reserve Board should be consulted in regard to all open 
market transactions, and should have the final word. We would 
also like to hear from you as to what initiates open market trans
actions, what are the controlling situations that determine the actions 
of the committee in the purchases and sales on the open market, 
and whether or not the rate of interest is affected or the rate of dis
count is affected by transactions of the Federal reserve system in 
open market operations. 

Mr. WINGO. Does the record show the connection of this gentle
man with the open market committee? 

The CHAIRMAN. I t does not; but I am prompted to ask the witness 
to state his views on these several matters because of the fact that 
he is very familiar with these transactions, and has written some 
articles covering the subject, and there is probably no man in the 
Federal reserve bank or the Federal Reserve Board who is more 
competent to speak on this subject than is Mr. Burgess. 

In this connection, Mr. Burgess, we will be very glad to hear 
from you. Would you like to proceed without interruption, or 
would you mind if you are interrupted from time to time? 

Mr. BURGESS. Only in a general way, Mr. Chairman. I should 
be very glad to have interruptions. 

The CHAIRMAN. Suppose you proceed with your statement, and 
we willperhaps interrupt you as we go along. 

Mr. BURGESS. I may say in regard to your questions that some 
of them are pretty broad in their scope, and I want to think about 
them a little while before attempting to answer them, and some of 
them are rather out of my bailiwick. My job with the New York 
bank is really very similar to what Mr. Stewart's was with the Fed
eral Reserve Board. I am a statistician, and my work is following 
particularly the New York money market, as to the way operations 
affect the money market and the way the mon^y market affects our 
operations. I think on this point perhaps I can supplement what 
the committee already has before it. 

The CHAIRMAN. That is a subject that is very pertinent to this 
inquiry, and we should be very glad to hear your views on that. 

Mr. BURGESS. I should like particularly to direct my remarks to 
some of the details as to just how our operations are related to the 
New York money market. 

Before I go into that, it has occurred to me that the committee 
might be interested, in connection with this recent development in 
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Great Britain, in a couple of charts which I picked out yesterday and 
which I think have a direct bearing on the general principle back of 
the bill which the committee has before it. I do not intend to spend 
any time discussing this bill. I gather that it is your wish that I 
should go into these other matters. But these charts are so perti
nent to the general discussion that I thought you might be interested 
in seeing them. I remember in Governor Strong's discussion the 
committee was much interested in the movement of wages in this 
country. In comparison with the movement of wages here the 
movement of wages in Great Britain is, I think, pertinent to this 
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discussion. If I may, I should like to discuss that in connection 
with these charts. 

The CHAIRMAN. We would like to get these charts in the record. 
They have not been introduced, have they? 

Mr. BURGESS. I think not. 
The CHAIRMAN. Without objection, they will be introduced in 

the record at this point. 
Can you identify these charts, Mr. Burgess ? 
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Mr. BURGESS. This chart is called " Prices and Wages in the United 
States.' ' These data are somewhat similar to those previously pre
sented by Governor Strong. The heavy black line shows the cost of 
living in the United States, as computed by the United States Bureau 
of Labor Statistics. The line with dots along its course is the line 
for wholesale commodity prices, the Department of Labor index. 
The line composed of dashes is an index of wages. That is the same 
line which appeared in a chart presented to the committee by Gov
ernor Strong. 

The CHAIRMAN. That covers the period from 1919 up to the present 
time? 

Mr. BURGESS. That covers the period from 1919 up to the end of 
1925. The interesting thing about this chart is the spread between 
the cost of living and wages. Wages are now at approximately the 
same height as was reached at the highest point in 1920, whereas the 
cost of living has declined until it is now about 175 as compared with 
a high point of something like 210 or 215, indicating an improvement 
in the standard of living in this country, as far as working people are 
concerned. 

Mr.' WINGO. Is that chart made up from the standpoint of the 
wage earners? Have you a chart which shows the salaried people 
and people of that class, where a man's family may be left with a 
certain fixed income ? 

Mr. BURGESS. NO, sir. This is largely wage earners. This 
index of wages is composed of four different elements. The first is 
the average worker's earnings in New York State factories, which 
move along about as the wages do in factories all over the country. 
The secona is an index of the wages of unskilled labor in the New 
York district that we computed ourselves, which is the hiring rate 
for unskilled labor. That is the most sensitive index we can get. 

Mr. WINGO. These charts point to a very fine situation, so far as 
the wage earner is concerned, the cost of living going down and the 
scale of living going up, but it does not include other classes of 
society. 

Mr. BURGESS. Let me go on, Mr. Congressman, with the other 
two elements in the index. One of them is the wages of clerical 
workers in factories, which are now almost twice as high as they were 
before the war. The other is the wages of school-teachers, which 
are twice as high as they were before the war. Those two classes 
have had a gain somewhat comparable with the gain of wage earners 
In factories. 

Mr. WINGO. 'DO you mean citv school-teachers? 
Mr. BURGESS. NO, sir. That is an index prepared by the Bureau 

of Education and represents teachers throughout the country. So 
this index represents something more than simply factory wage 
earners. I t represents in part some of these other workers. The 
point I had in mind in presenting it, however, was the wages of 
factory workers. 

This second chart represents wages and prices in England cover
ing the same period, and the lines are as nearly comparable as we can 
get them from the other side. The black line is the cost of living, 
which is computed officially over there. The dotted line is whole
sale prices, which went much higher than they did here, and then 
dropped so they are now at about the same level. The dash line 
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represents wages. That wage figure is computed by a statistician 
in England named Bowley, one of their foremost economic 
statisticians. 

The interesting thing about this chart is that there is no spread 
now between wages and cost of living. Wages in England came down 
in proportion to the cost of living, and the two ran together. There 
has been no such improvement in the standard of living of British 
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working men as we have had in this country. The reason for that is 
that during the war period British working men and employers 
came to an agreement that wage changes would be made in accord
ance with changes in the cost of living. Consequently, those two 
curves have moved together. 

That seemed a very reasonable adjustment, that when changes in 
the cost of living occurred wages should be adjusted in proportion, 
but the result was that in England there was no gain in the standard 
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of living, whereas in this country, where we allowed the thing to take 
the course of negotiations, collective bargaining and that kind of 
thing, we get a spread, a tremendous increase in the standard of 
living, and accompanying that a tremendous increase in factory 
efficiency. I think it is fair to say that we have had in the past few 
years almost a second industrial revolution in factory efficiency, 
fostered by wages. The point I want to get at is that this British 
method of adjusting wages, by the cost of living seems to me to 
hav*e some analogy to the proposed bill before the committee. 
I t is an attempt to adjust one economic factor with an automatic 
change in prices, adjusting wages by prices, as the Strong bill proposes 
that the discount rate shall be fixed by prices. 

The CHAIRMAN. Recognizing, of course, that the demand for 
increase in wages is always due to an increase in the cost of living. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. And therefore tying these two propositions 

together. 
Mr. BURGESS. In a general Way; yes, sir; I think there is some 

analogy there. I t is an attempt to deal with complicated economic 
factors with a set formula, saying, now, here is an index we will 
compute and then adjust our economic forces in accordance with 
that index. 

Mr. WINGO. You appreciate, of course, the difficulty of tying two 
horses together going in opposite directions. 

Mr. BURGESS. Exactly. The cost of living is not the real basis 
of wages. The real basis of wages is what a man can earn; what he 
can produce. 

Mr. STRONG. What he can get. 
Mr. BURGESS. What he can get. If you attempt to interfere with 

the law of supply and demand and attempt to do it in some other 
way, the results do not always work out satisfactorily, as witness the 
present situation in England. 

Mr. STRONG. IS not the situation in England very much preferable 
to ours? 

Mr. BURGESS. They are having a general strike. 
Mr. STRONG. But your strike is not indicated on these charts. I 

am talking about the charts. We do not know how it will result. 
I t may be settled to-night. 

Mr. MACCJREGOR. D O you say it is preferable? 
Mr. STRONG. Does it not seem to be preferable ? 
Mr. WlNGO- In the absence of the gentleman from Michigan, I 

want to protest against a suggestion of that kind. 
Mr. STRONG. I am just asking the witness what he thinks about it. 
Mr. BURGESS. NO, sir. I think the situation here is preferable. 

High wages and high standards of living and great factory efficiency 
are much preferable to the situation over there. 

Mr. STRONG. I quite agree with you, but I wanted to get your 
view on it. 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. Are there not a great many industrial leaders in this 

country who heretofore have resented any suggestion of increased 
wages who have come to the sound economic conclusion that from 
the standpoint of efficiency and prosperity of the industries of this 
country high wages for the efficient wage earner are better than low 
wages ? 
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Mr. BURGESS. I had an industrial leader say that to me no longer 
than three or four days ago. 

Mr. WINGO. That is an open secret in our industrial situation. 
Mr. BURGESS. Exactly. 
Mr. WINGO. The employers and employees are beginning to learn 

that they have a common ground and not always an antogonistic 
ground. 

Mr. BURGESS. Yes, sir. That has brought about a measure of 
efficiency in this country which has made us more of an industrial 
leader than ever before. On the other hand, I think the methods 
which are followed in England, while I do not know the deatils, do 
not work out satisfactorily. I think the present situation over there 
possibly may be traced in part to a method which seemed very 
reasonable in the beginning. And I think there is a real analogy 
between that situation and the proposition in the bill which you have 
before you; that in these complicated economic conditions it is 
always tempting to work out some formula, some magic guide, 
that will help us through without the use of human judgment. 

Mr. GOLDSBOROUGH. Mr. Burgess, I agree with you that it is a 
splendid evidence of American progress that at least the public is 
substantially recognizing the fact that high wages and efficiency go 
along together. However, I am not able to see the analogy between 
what you think was done in England and this legislation. I can not 
see any analogy whatever. 

Mr. BURGESS. I think, Mr. Congressman, it is an analogy of 
principle rather than analogy of detailed material, if you will. I 
think the principle of fixing wages by prices has a similarity to the 
principle of fixing discount rates by prices. I think the principle is 
this: That there is only an indirect casual relationship between the 
cost of living and wages. Merely because the cost of living goes up 
is no sign that the employer can pay higher wages, and because the 
cost of living goes down does not mean you can not afford to pay 
higher wages. 

The CHAIRMAN. I t is a reason why the employees should have more 
money, if the cost of living goes up, is it not? 

Mr. BURGESS. Not necessarily. 
The CHAIRMAN. I t would create a great hardship if the cost of 

living went up when the wage earner was just getting enough money 
to cover his actual living expenses. 

Mr. BURGESS. But in order for the factory to be able to pay higher 
wages it must either get more money for its product or increase its 
efficiency. 

The CHAIRMAN. I can realize that. 
Mr. BURGESS. I t can not pay higher wages unless it can earn more 

money. 
The CHAIRMAN. But if the cost of living goes up at a time when 

wages are only sufficient to cover the absolute needs of the wage 
earner, he is going to suffer unless there is an increase in wages. 

Mr. BURGESS. Yes, sir. 
Mr. MACGREGOR. He has to get it somewhere. 
Mr. BURGESS. Or else the standard of living goes down, as i t has 

been going down in Germany and certain other countries. 
Mr. STRONG. If wages go up the cost of living should necessarily 

follow, because wages enter very materially into the cost of living. 

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



914 STABILIZATION 

Mr. BURGESS. Certainly the standard of living would go up, but it 
would be a new standard. The cost of the same kind of living would 
not necessarily go up. 

Mr. STRONG. If you had to pay more, of course, you would have to 
increase the price. 

Mr. BURGESS. Yes, sir; if you got your profit that way, if you paid 
higher wages by the increased price of the product; but if you earned 
it by increased efficiency, as we have, then it would not necessarily 
raise the cost of living. 

Mr. GOLDSBOROUGH. What I wish to get is the analogy in principle 
between what this bill attempts and what was done in England be
tween labor and capital. I ao not see any analogy whatever, and I 
would like to get your view on that. 

Mr. BURGESS. There does not seem to me to be any close casual 
relationship or perhaps very little casual relationship between 
wholesale commodity prices and the bank discount rate, certainly no 
more than between the cost of living and wages. The discount rate 
affects credit, the volume of credit. The volume of credit is one in
fluence on wholesale commodity prices. That is, before the discount 
rate affects prices it goes through a number of different steps, at 
any one of which other factors come in and modify the picture. 

Mr. WINGO. As a general proposition, the easing of the money 
market has a tendency to increase the volume? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. There is an incentive to use it for productive purposes ? 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. AS a general proposition, the easing of the rate has a 

tendency to stimulate business. 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. That is a general proposition? 
Mr. BURGESS. Very general. 
Mr. WINGO. Of course, like everything else, it has its exceptions? 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. More often than otherwise that affects the flow. Is 

there any such relation between commodity prices and wages? 
What effect does the increase in wages have upon business ? 

Mr. BURGESS. Well, of course, it does have a general tendency 
to raise commodity prices. There is an effect there. 

Mr. WINGO. Of course, it is like anything else. If we were to say 
that we would raise wages ten times it would destroy everything. 
There would be no employment. 

Mr. BURGESS. NO, sir. 
Mr. WINGO. But within a practical range it is contended—and I 

want to get your view on that—that any stimulation of the amount 
of money paid out to wage earners, the number of wage-earners 
remaining constant, increases the volume of business that those 
wage earners create by their purchases. Is that correct or not? 

Mr. BURGESS. I think that is sound. 
Mr. WINGO. SO that under normal conditions and within a normal 

range, increased activity in the wage market tends to increased 
activity in the commodity market? 

Mr. BURGESS. I think that is perfectly true. 
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The CHAIRMAN. I notice in looking at this chart pertaining to 
prices and wages in England, that the cost of living and wages paid 
are practically together. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. In looking at the chart of prices and wages in 

the United States, I notice that wages are very much higher than 
the cost of living. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. I S it your opinion that the lines for wages and cost 

of living should be closer together? 
Mr. BURGESS. NO, sir. I think that is a very desirable spread. 

I think it represents an increase in the standard of living. The wage 
earner can buy more of the necessaries and luxuries of life. 

Mr. STRONG. And everything is more efficient? 
Mr. BURGESS. Yes, sir. 
Mr. GOLDSBOROUGH. You mean that industry in this country has 

appreciated the progressive desires and ambitions of labor and has 
adjusted itself accordingly, and in England that has not been done. 

Mr. BURGESS. Exactly. 
Mr. GOLDSBOROUGH. Those desires and ambitions have been 

repressed and repressed and repressed until it has resulted in a re
volution ? 

Mr. BURGESS. Yes, sir. 
Mr. GOLDSBOROUGH. That is the way I visualize it. What has 

that got to do with the Strong bill? 
Mr. BURGESS. I think there is an analogy in the method by which 

they go into these matters, Mr. Congressman. I think one difficulty 
in England was fixing a formula instead of men and employers 
sitting around a table as occasion arose and discussing wage prob
lems together and seeing if they could not in any case jack up their 
efficiency of production a bit and so pay higher wages. Instead of 
doing that they had a formula, and a 2 per cent drop in the cost of 
living was followed by a 2 per cent drop in wages. 

Mr. WINGO. In other words, they tried out the Strong formula in 
England and it resulted in a strike ? 

Mr. STRONG. What authority have you got for that statement? 
Mr. GOLDSBOROUGH. When you analyze that situation I think you 

will find out it was done by the employer and not by labor. I think 
you will find the whole thing was engineered by British industry in 
an unenlightened way. I do not think you will find that labor 
cooperated in that 2 per cent adjustment you were talking about. 

Mr. BURGESS. I do not know all the details of just how they did 
it there. As a matter of fact, I understand there was an agreement 
between the labor unions and the employers. 

Mr. STRONG. YOU think it helps to make an argument against the 
Strong bill? That is what you are here for? 

Mr. WINGO. I understand they had an agreement with reference 
to wages similar to that embodied in the bond that Doctor Fisher 
presented here, that if the cost of living went down, the wage scale 
went down, and if the cost of living went up the wage scale went up. 
In other words, they applied the well-known law of Doctor Strong. 

The CHAIRMAN. Mr. Burgess, I do not know whether you are 
familiar with the statement that Doctor Fisher made before the com
mittee or not. 
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Mr. BURGESS. Somewhat. 
The CHAIRMAN. I t was in reference to a bond issued by the Kardex 

Co., in which, instead of paying a stipulated sum as interest, tha t 
interest was paid with the principal. The bond was to be paid in 
the dollars that represented the purchasing power, so that there 
would not be any loss in case the purchasing power of the dollar 
changed during the period from the time the investment was made 
until it was realized upon. 

Mr. BURGESS. I do not know about that. 
The CHAIRMAN. There is more or less similarity in what he is pro

posing to do and in the argument you make here in regard to wages 
and the cost of living. Doctor Fisher's plan proposed to stabilize 
the purchasing power of the dollar, so the investor would always get 
the same purchasing power, in whatever payment was made. In 
this plan it is suggested that in England as the cost of living goes up 
wages go up, and as the cost of living goes down wages automatically 
go down. You say that was brought about through an agreement or 
understanding between the employers and the employees. 

Mr. BURGESS. Yes, sir. 
Mr. STRONG. DO you mean the employees who are now striking 

consented to bring down their wages ? 
Mr. BURGESS. I mean exactly that. 
Mr. STRONG. And they are striking to overthrow the thing they 

agreed to. 
Mr. BURGESS. I would not say that in this particular instance. 

I believe this is something different. 
Mr. STRONG. I understand that involves over 5,000,000 men. 
Mr. GOLDSBOROUGH. That agreement in England was the kind of 

an agreement that a strong man makes to a weak man when he says: 
"Here it is; sign it ." 

Mr. STRONG. YOU do not think the Federal Rese.rve Board ought 
to carry out the suggestions of the Strong bill ? 

Mr. BURGESS. Mr. Congressman, I do not think the analogy which 
is presented is conclusive argument. I think what it is is simply a 
suggestion that when we attempt to regulate large economic forces 
by a formula, we need to think pretty carefully about it. 

Mr. STRONG. There is no formula in the Strong bill. 
Mr. BURGESS. I think it implies following some price index in our 

discount policy with a greater degree of closeness. 
Mr. STRONG. I t indicates we are trying to keep from violent in

flation and deflation of the general price level, which has caused so 
much financial disaster in this country in the past, so much ruin and 
unhappiness. Do you feel that the Federal reserve system should not 
follow the policy laid out in the Strong bill ? 

Mr. BURGESS. I think the present wording of the bill would not 
help us any. 

Mr. STRONG. That was not what I asked you. What I asked you 
was, do you think it is bad policy for the Federal reserve system to 
carry out the suggested principle of stabilization in the Strong bill? 

Mr. BURGESS. I t is very difficult to distinguish a suggested princi
ple from the form in which it is embodied. 

Mr. STRONG. That is not what I asked you. I asked you if you 
thought it would not be proper for the Federal reserve system as a 
whole to try to carry out the principle of stabilization. 
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Mr. BURGESS. My answer to that is that I do not know, because 
I do not 

Mr. STRONG (interposing). But you do know that the officers of the 
Federal reserve system have been here saying that is what they are 
doing in practice now, and have been doing pretty successfully for 
three or four years, do you not ? 

Mr. BURGESS. NO, sir; and it does not seem to me to have that 
interpretation. 

Mr. WINGO. That is news to me. I have been here pretty con
stantly. I would like to know who said that. 

Mr. STRONG. They have put into the record 10 or 15 or 20 charts 
showing that they are employing economists for the purpose of keeping 
track of the price level. 

Mr. BURGESS. Yes, sir. 
Mr. STRONG. For what purpose do you think they are engaged in 

that inquiry? 
Mr. BURGESS. I think prices were one of the factors which they 

considered. 
Mr. STRONG. Oh, you do ? 
Mr. BURGESS. Yes, sir. 
Mr. STRONG. And you think it is right to consider them, do you 

not? 
Mr. BURGESS. Yes, sir. 
Mr. STRONG. IS not that the purpose of the Strong bill? 
Mr. BURGESS. I t seems to me, sir, that the Strong bill takes one of 

these factors and gives it undue importance. 
Mr. STRONG. What one? 
Mr. BURGESS. Prices. 
Mr. STRONG. Prices in general? 
Mr. BURGESS. Yes, sir. 
Mr. STRONG. They take prices in general, too, do they not? 
Mr. BURGESS. What " t h e y " do you mean? 
Mr. STRONG. The Federal Reserve Board and the Federal reserve 

bank. Is not their inquiry in regard to prices, as shown by their 
charts, along that line ? 

Mr. BURGESS. AS I understand the procedure of the Federal 
Reserve Board and Federal reserve bank, they take into considera
tion not only commodity prices, but a great many other factors. 

Mr. STRONG. What are the other factors ? 
Mr. BURGESS. I t would take some time to enumerate all of them. 
Mr. STRONG. Enumerate some of them. > 
Mr. BURGESS. Changes in the interest rate on the open market is 

one. 
Mr. STRONG. That is one. And that is something the Federal 

Reserve Board regulates, is it not ? That is one of the powers of the 
Federal Reserve Board, is it not ? 

Mr. BURGESS. The Reserve Board and the reserve banks regulate 
the rates of interest charged by the Federal reserve banks. But 
I had reference to interest rates on the open market, the commercial 
paper rates, bankers' acceptance rates, rates on Government cer
tificates of indebtedness. I think the changes in those rates on the 
open market are very important in regard to the discount policy. 
Another important consideration is the quality of credit as far as it 
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can be judged, as to whether credit is being used for purposes which 
will later lead us into trouble. 

Mr. STRONG. In speculative investments ? 
Mr. BURGESS. In piling up large inventories. 
Mr. STRONG. In speculative investments ? 
Mr. BURGESS. On too large a scale; yes, sir; always subject to an 

interpretation of what we mean by " too large/7 of course. 
Mr. STRONG. YOU think the policy laid down in the Strong bill is 

all right if the Federal Reserve Board wants to go ahead and use it ; 
that they ought to be allowed to pass their own judgment from time 
to time as to what they think is best? 

Mr. BURGESS. NO, sir; I do not think that would be exactly a fair 
statement of what I think about it. I think tha t a general judgment 
facing each situation, taking into consideration all the possible 
factors, is better than a judgment which would be directed simply 
by the considerations suggested in the bill. 

Mr. STRONG. YOU do not think the factor of the price level of 
commodities in general should be followed ? 

Mr. BURGESS. Not as a single index. 
Mr. WINGO. You do not think one factor, which may be a major 

factor in one set of circumstances and which may be a minor factor 
in another set of circumstances, should be at all times the con
trolling factor ? 

Mr. BURGESS. Exactly. 
Mr. STRONG. Would not a price index composed of three or four 

hundred commodities be a pretty fair index to follow? 
Mr. BURGESS. Let me illustrate my answer to that, Mr. Congress

man. The rate of discount should be determined with some regard 
to the amount of credit which the country requires. I would like to 
ask you whether this wholesale price index (referring to the years 
1923 to 1925 on Chart 1) under these circumstances is a good index 
of the amount of credit required to conduct the country's business 
when we are paying wages at a very much higher level. 

Mr. STRONG. I do not know, but I think when the wholesale price 
went up to 250 somebody ought to have raised the rate of discount. 
I think if they had done it we would not have had such a bad infla
tion at that time. 

Mr. BURGESS. What I want to suggest is that with wages 100 per 
cent higher than before the war and wholesale prices only 50 per cent 
higher, the price index is not a good indication of the amount of 
eredit required. 

Mr. STRONG. We do not attempt to do that . In the index of 
prices you do not regulate any special commodity. You do not 
pick them out and say we will regulate wages or regulate wheat or 
regulate oil. 

Mr. WINGO. DO you mean directly or indirectly? 
Mr. STRONG. Any way? We simply say we are trying to stabilize 

the general price level as a whole. 
Mr. WINGO. Let me ask you this: If you find that prodcution is 

running away with itself, as the gentleman suggested, and he would 
have you raise the discount rate, that would have a tendency to 
check business, would it not? If you check the volume of business, 
that means wages are going down. That reduces the volume of 
wages received b y the wage earner. So would you not indirectly 
by that process affect both wages and price volume ? 
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Mr. BURGESS. Certainly. 
Mr. STRONG. YOU say " certainly." Suppose the stock market 

gets away from us, and you regulate the price of interest to check 
it. Do you mean to say that would necessarily influence wages? 

Mr. BURGESS. I think it would. 
Mr. STRONG. If men are speculating on the board of trade in 

New York, you think that would have something to do with wages ? 
Mr. BURGESS. In our discount rate the unfortunate thing is that 

we can not deal just with the speculators, or just with the market 
people, or just with somebody else. Our work affects not that 
kind of credit, or this kind of credit, or a third kind of credit, 
but it affects the whole mass of credit. If we raise our rate from 
33^ to 4 per cent it means that every bank that borrows from us, 
whether it is a little community bank in Geneseo, N. Y., or the 
Bank of Commerce of New York City, will have to pay one-half 
cent more for that money, and will charge their customers more. 

Mr. STRONG. If they were farmers paying 8 per cent interest, I 
do not think it would affect the rate they charged the farmer if they 
raised the rate from 3 to 33^ per cent. 

Mr. BURGESS. I t probably does not affect the rate, but it does 
affect the ability of the farmer to get the money. 

Mr. STRONG. I do not think it does. If you have any money 
and he is good, he can get it at 8 per cent, and it will not affect the 
rate in New York. 

Mr. BURGESS. This little bank in Geneseo, N. Y., which has some 
surplus money, when it finds out that it can get 5 per cent for i ts 
money in New York instead of 4 per cent, it means it is less willing 
to take a risk on the farmer's paper. Thus a change in the New 
York rate affects the farmer's ability to get the money he needs. 

Mr. STRONG. D O you think the Federal Reserve Board ought t o 
take into consideration whether or not changes in rates would maka 
it harder for the farmers of the West to get money? 

Mr. BURGESS. Yes, sir. 
Mr. STRONG. I want to say that I am afraid the majority of the 

people in the West think they are more concerned about the condi
tion of the stock market than they are the condition of the farmers 
in the West. I would conclude from your argument that you think 
that is one of the principal things to be considered, more than a 
general range of prices; that the prices in general are not to be de
pended upon unless you can harmonize them with the needs of the 
stock market. 

Mr. BURGESS. I certainly would not want to create that impres
sion. 

Mr. STRONG. I hope not. 
Mr. GOLDSBOROUGH. Have you read Doctor Miller's testimony, 

Mr. Burgess? 
Mr. BURGESS. I have read part of it. 
Mr. GOLDSBOROUGH. Doctor Miller felt that legislation was possibly 

feasible and would be wise along the line of restraining and mini
mizing the loans of Federal reserve funds for speculative purposes* 
either directly or indirectly. What do you think about that? 

Mr. BURGESS. I think that is a very difficult problem to deal with, 
Mr. Congressman. The first difficulty that arises is determining 
what funds are speculative. Suppose we take the loans on stocks and 
bonds in New York City? 
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The CHAIRMAN. D O you mean brokers' loans ? 
Mr. BURGESS. Yes. Suppose we take brokers' loans. Loans on 

stocks and bonds are in a little broader category, and include loans 
made directly to customers by banks. Suppose we limit it to brokers' 
loans, a class which is admittedly more speculative than loans on 
stocks and bonds. What proportion of those loans is really specu
lative? I do not know, and I do not believe any body does. 

A man who used to work in my office and who was saving his money 
would occasionally buy stocks and bonds on the installment plan 
with payments every month. He held those stocks. Was he a 
speculator? He meant to hold them for 10 or 15 years, and he could 
not afford to buy them all at once, so he bought one-fifth at each 
time. That transaction was undoubtedly carried, during the time 
that he was paying for them, by call money in New York. 

The CHAIRMAN. That is, the broker was borrowing from New York 
City banks ? 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. In order to carry that account and permit that 

man to make his payments on the monthly payment plan ? 
Mr. BURGESS. Exactly. 
Mr. STRONG. I t depends upon what kind of stock he bought, 

whether it was speculative or not. 
Mr. BURGESS. He was buying the stock of a big national bank, 

which was as good as gold. 
Mr. STRONG. IS there a very large quantity of brokers' loans going 

into that kind of business? 
Mr. BURGESS. I think very considerable. 
Mr. W I N G O ; Let me give you another illustration given to me last 

night by a gentleman in casual conversation who is engaged in indus
trial business. He found that his plant needed more funds than the 
business credit would stand an increase of. He took out of his safety 
deposit vault a list of five securities that belonged to him individually, 
were inherited by him from his fathfer, and he went to the bank and 
borrowed money from those securities and put those funds into the 
raw material that his plant needed. Can that be called a loan for 
productive purposes or speculative stock-market purposes ? He asked 
me. I told him I would consider it purely a productive loan, for pro
ductive purposes. 

Mr. BURGESS. There is still a third type I might mention. 
The CHAIRMAN. Before you proceed, I am reminded that I asked 

Doctor Miller the other day before the committee about that , citing 
a case almost identical with that which Mr. Wingo has just presented, 
and his answer was that he did not believe that kind of transaction 
existed to any extent. 

Mr. BURGESS. Of course, there are no figures which would indicate 
the exact volume, but it is my impression that they do exist to a 
very large extent. 

The CHAIRMAN. I was under that impression, too. 
Mr. GOLDSBOROUGH. As a matter of fact, a large percentage of the 

transactions of the New York Stock Exchange are margin trans
actions, are they not? 

Mr. BURGESS. Nobody knows exactly how much, but there is a 
very large volume. 
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Mr. WINGO. Regardless of the volume, the witness was pointing 
out that it is a difficult thing for the Federal reserve bank exercising 
supervisory control to know whether it is speculative or whether it 
is productive. 

Mr. BURGESS. Exactly. 
Mr. WINGO. Another thing I have been very much in favor of is 

the use of the power of the Federal reserve system to conserve the 
credit of the country for productive purposes of legitimate business 
by the use of that class of funds. We have barred the Federal 
reserve banks from any participation in stock market loans. If they 
were made eligible for rediscount, then I can understand how the 
banks might say that, while they were making a commercial credit 
rate to business for commercial paper of 3J^ per cent, they could 
undertake to check stock market speculation by putting a rate on 
that class of eligible paper, if it were eligible, of 6 or 7 per cent, but 
we do not have that situation. 

Mr. BURGESS. NO, sir. 
Mr. WINGO. YOU are confronted with the fact that , while business 

may be going along normally with no indication whatever of inflation 
of legitimate credit beyond productive needs, and if you do depress 
the normal and necessary volume of credit for legitimate business by 
raising the rate in your effort to check speculation on the stock 
market, you must recognize the fact tli&t possibly, in attempting to 
cure the evil, you are going to, ei;$ate another evil to legitimate 
business. I imagine that is what the witness had in mind. . I t is 
difficult to determine what t}ie effect would be under a given set of 
circumstances. I t might have such an injurious effect as to offset 
the good. I can well imagine the difficulty.. There is a difficulty, 
as I understand it, with the Strong bill. We might benefit one man 
to another man's hurt. 

Mr. BURGESS. I would like to answer Congressman Gojc^borbugh's 
question a little more fully. I would not want to take purely a nega
tive attitude toward this problem. I t is a very serious problem as to 
what can be done to restrain a serious speculative orgy. There is 
no doubt but what last fall, in the latter part of the year, there was a 
very large extension of credit for stock-exchange uses. The question 
is, what can be done about it. I have pointed out some difficulties 
which make it necessary, in dealing with the question, to make sure, 
as Congressman Wingo pointed out, that, in taking some action, you 
do not hurt somebody else. We are dealing with the whole volume 
of credit, and can not segregate one part and strike at that part. I 
think what was done last fall is an interesting illustration of one way 
of dealing with the problem. We found last fall, when these loans 
on stocks and bonds were increasing very rapidly 

The CHAIRMAN. What time last fall? 
Mr. BURGESS. Of course there was a rise during a great part of 

the year. 
The CHAIRMAN. What particular time are you speaking of at 

this moment? 
Mr. BURGESS. I was thinking of the period from September to 

December as perhaps one of the critical periods when the rise began 
to look more serious. What we found in looking over those loans 
was that the loans came from out of town; that the New York 
banks in the fall of last year, September and October, were not 
loaning any more money on the stock exchange than they had been 
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^arly in the year; but, on the other hand, the large amount of 
funds that was coming into the stock exchange was being lent by 
out-of-town banks. Similarly, we found that the New York City 
banks were not borrowing any more from the Federal reserve bank 
than they had been early in the year; but it was the out-of-town 
banks, in other centers, that were borrowing from the Federal 
reserve banks. Those out-of-town banks were pouring money into 
New York and helping stimulate the use of funds for security pur
chases. This chart shows the discounts with the Federal reserve 
banks, by different groups of banks. 

The CHAIRMAN. Without objection, that chart will be inserted 
in the record at this point. 

(The chart referred to is,as follows:) 

MILLIONS OF DOLLARS 

600 
MILLIONS OF DOLLARS 

3 0 0 

1922 1923 192* 1925 1926 

CHART 3.—Discounts with the Federal reserve banks by groups of member banks 

Source: Reports to Federal Reserve Board 

Mr. BURGESS. The black line shows the amount discounted by 
New York City banks. You can see that while there is a good deal 
of fluctuation, the amounts these banks were actually borrowing are 
no larger than earlier in the year. On the other hand, the banks in 
the principal cities in other parts of the country were borrowing in 
the fall of the year a very much increased amount of Federal reserve 
money. The nonreporting member banks in small centers were bor
rowing very little more. The incidence of borrowing from the Federal 
reserve banks, and also of the increase in security loans, was from 
out-of-town banks. 

Mr. WINGO. Let me see if I follow you. Last fall, at the time you 
had the climax of the speculative orgy on the stock market, your 
d i ^ r t shows that the banks outside of New York City were the ones 
t h a t were rapidly increasing their rediscounts at the Federal reserve 
banks. 

Mr. BURGESS. Exactly. At the same time the banks in those 
centers were increasing their loans on stock-exchange collateral in 
New York. The logical way to deal with that situation, it seems to 
me, was to tighten up the rate on Federal reserve loans to those out-
of-town banks where the borrowing was taking place. 
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The CHAIRMAN. DO you mean each of the other Federal reserve 
banks ? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. Federal reserve banks other than the bank of New 

York City. Obviously, whatever effect the rediscount rate would 
have on that situation, it would affect the banks other than the 
New York City banks? 

Mr. BURGESS. Yes, sir; it would have the effect of putting pressure 
to repay upon the banks in those centers which were increasing their 
borrowings at the reserve banks. Borrowing from a reserve bank 
always carries with it some pressure to pay. Banks do not like to 
be in debt to us for long periods. They want to pay us off. They 
do not feel they are making money on it. Increases in the discount 
rate increase that pressure and have a tendency to check the flow 
of funds toward New York. 

Mr. WINGO. Whatever the effect is, it has an indirect effect? 
Mr. BURGESS. Yes, sir; that is, you can not walk directly into 

a speculative situation and grapple it with your hands. You have 
to do it by some indirect method. 

The CHAIRMAN. During the period you just referred to, from 
September, 1925, to January 1, 1926, that was a very interesting 
period and has been discussed by witnesses before this committee. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. I t has been stated that the Boston Federal 

Reserve Bank sensed the situation and decided to advance the dis
count rate. I think the date was September 10. They submitted 
a request for approval of the Federal Reserve Board, which was not 
acted on for 60 days. During that time prices on the stock market 
advanced. Is it your opinion that, if the Boston bank had been per
mitted to raise tne rate, might that have resulted in stopping this 
speculative tendency? That is, if the Federal Reserve Board had 
permitted the Boston bank to raise the rate in September, would that 
have resulted in raising of rates by these other out-of-town banks? 

Mr. BURGESS. YOU mean would that have checked the flow of 
funds to New York? 

The CHAIRMAN. Yes; would that have checked the flow to New 
York, and thus have checked the wild speculation that did exist 
there, which finally resulted in the disclosure that there were three 
and a half billion dollars on that speculative market in New York in 
the form of brokers' loans? 

Mr. BURGESS. I do not know, Mr. Chairman. I do not believe 
anybody knows what would have happened. 

The CHAIRMAN. IS it not fair to assume that is what would have 
happened? 

Mr. BURGESS. I doubt very much that it would have stopped it. 
The CHAIRMAN. YOU do not think the change in the discount rate 

or raising the discount rate has a tendency to check speculation ? 
Mr. BURGESS. I think it has a tendency, yes; but 1 think it is only 

one of the factors in the situation. 
The CHAIRMAN. YOU think the men engaged in that business would 

proceed, even though they had to pay a higher rate of interest? 
Mr. BURGESS. I think they might have done so. The fact is that 

in the past stock-exchange movements similar to that in the latter 
part of 1925 and the early part of 1926 have gone forward in a similar 
way at a very much higher money rate. 
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Mr. WINGO. The state of mind has a great deal to do with it. 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. The state of mind on the money market is that rais

ing of discount rates indicates that money wilf be tight, and there is 
a general tendency among the speculative crowd, realizing that there 
will be less funds available, however they can get them, to proceed 
with a little more caution, and that state of mind has a tendency to 
check speculation. 

Mr. BURGESS. Well, I think perhaps it should be noted also 
that there were other factors in the situation which perhaps the Board 
had in mind. Of course, I do not know what the board had in 
mind, but I mean which they obviously might have had in mind in 
thinking that delay would have been reasonable. I t is worth pointing 
out that commodity prices were moving downward rather steadily 
at that time, and if we had had Congressman Strong's bill as our 
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CHART 4.—Wholesale prices of agricultural and nonagricultural commodities 
Source: United States Bureau of Labor Statistics 

guiding star, our course would not have been to raise the rate, but 
reduce it. This chart, which I believe is in the record, shows that 
prices were moving downward at that time. 

Mr. STRONG. If you had had the Strong bill as your guiding star 
in 1919, when the Federal Reserve Board failed to increase the rate 
when prices were mounting up, and did not take any action until 
February of 1920, might not that have checked the speculation? 

Mr. BURGESS. I am not competent to speak with authority on 
that, sir. 

Mr. STRONG. YOU seem to be competent to speak with authority 
and state that it could not have been the guiding star after you got 
up on the hill and started to slide down. What I would like to know 
is, would it not have been a good guiding star to have followed before 
you started up the hill? 

Mr. BURGESS. I was not with the Federal reserve system at that 
time and was not fully familiar with it. 
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Mr. STRONG. Then, of course, the system has made a great mistake. 
Mr. BURGESS. The date you mentioned was February, 1919? 
Mr. STRONG. In the fall of 1919 prices started to mount. 
Mr. BURGESS. Yes, sir. 
Mr. STRONG. And the Federal Reserve Board took no steps toward 

raising the discount rate or doing anything to stop the speculation 
until February, 1920, and then it acted after the peak was almost 
reached. Then in May or June is when they put on the pressure. 
I will admit that when you get up to the peak of the hill you have 
got to slide down hill, but it seems to me that if they had used their 
power to prevent speculation, which I think they could have done 
in the fall and winter of 1919 instead of waiting until it got to the 
peak before they acted, their actions might have stopped the specula
tion. 

Mr. BURGESS. Just one question of fact. I do not want to go into 
this, because I am not familiar with the details. As I recall it, how
ever, there was an increase in the rates in the fall of 1919. 

Mr. STRONG. I am talking about when it started up in the late 
winter of 1919. They did not do anything until February, 1920. 

Mr. WINGO. Prices of commodities were rising then. 
Mr. STRONG. That was after the war. 
Mr. WINGO. Yes. Prices of commodities were rising. Do you 

say that when commodity prices are going up they should raise the 
rate, and when commodity prices are going down they should lower 
the rate ? Is that your formula ? 

Mr. STRONG. My formula is that when speculation is running wild 
it is time to raise the rate to stop speculation. 

Mr. WINGO. I am talking about the price level. When you find 
prices going up, is it your theory they ought to check that specula
tion in the price level by raising the rate? 

Mr. STRONG. Yes; do everything they could; use not only the rate 
of discount, but use their purchases on the open market and every 
power they have to stop such speculation. 

Mr. WINGO. What are you going to do with that rule when you 
find that the commodity price level is going down and the stock 
market level is going up? Which horse are you going to ride? Are 
you going to raise the rate for the purpose of checking speculation 
on the stock market, and lower the rate because business is being 
depressed? Which horse are you going to ride? 

Mr. STRONG. I am not a professor of economics, but if I had to 
choose between the horse of the general index of prices and the stock 
market, I would rather ride that horse than the stock market. 

Mr. WINGO. Then you do not criticize them for not raising the rate. 
Mr. STRONG. Within 10 days they lowered the rate, and the next 

day prices on the stock market went up. 
Mr. WINGO. D O you think that was wrong? 
Mr. STRONG. I do not know. I do not know whether it was wrong 

or not, but I do know it had the desired effect of checking the deflation. 
Mr. WINGO. Last week production continued to decline and the 

{>rice level of commodities continued to decline. I t is an accepted 
ormula that in a situation like that it is the duty of the Federal 

reserve bank to help general business by making available funds to 
stimulate business by a lower rate. 

Mr. STRONG. Yes; general business. 
93869—27—PT 2 20 

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



926 STABILIZATION 

Mr. WINGO. If you approve that, why criticize them for doing the 
opposite for the other purpose ? 

Mr. STRONG. When they mounted way above the price level, and 
speculation was going on, as they did in the last month of 1919, and 
they waited until it got to the peak before they acted, it seems to me 
it was a failure to observe the rule we are trying to lay down. 

Mr. WINGO. That may be true, but the point to which I wish to 
direct your attention is that you have a great many different factors. 
You have the stock market going in one direction and commodity 
prices and production representing the general state of business going 
in another direction. Do you not admit the fact that the commodity 
price level is not the only factor; that there are others that we must 
take into consideration, one being major now and maybe at another 
time being minor? 

Mr. STRONG. Yes, but I believe the people would be better served 
by following the commodity price level than the stock market. 

Mr. WINGO. That is what they did last week. Why criticize them ? 
They were stimulating business when it was depressed, by lowering 
the rate. If they did that, why criticize them because in serving 
business they indirectly made it possible for brokers to purchase 
stocks ? 

Mr. STRONG. I was not criticizing what they did last week. I was 
criticizing what they did not do in the latter part of 1919. 

Mr. WINGO. YOU realize, do you not, that the team they are driving 
is not a one-horse team, and they sometimes have different horses 
going in different directions ? 

Mr. STRONG. I will agree that they have a good many problems. 
The CHAIRMAN. I think it has been admitted by the Federal Re

serve Board that they were in error in 1919. I think the members 
generally have agreed to that. 

Mr. BURGESS. We had a job on our hands at that time, to take 
care of the Treasury needs. 

The CHAIRMAN. We have interrupted you with this discussion. 
If you can pick up the thread, you may proceed. 

Mr. BURGESS. Yes, sir. 
Mr. STRONG. I want to say to you that I have never contended that 

the language of the bill I introduced is the proper language. I have 
simply tried to call the attention of Congress and the public generally 
to what I thought ought to be done in behalf of the situation through 
a certain line of policy. I have asked various ones of the witnesses 
who have come before us for suggestions. One of them was W. P . S. 
Harding, formerly governor of the Federal Reserve Board and now 
governor of the Federal Reserve Bank of Boston. I would appreciate 
i t very much if you would, before closing your testimony here, give 
us your ideas, if you can and will, as to what language you think should, 
be placed in the bill toward adopting the policy of the Government in 
asking the Federal reserve system to promote that stability which 
would prevent inflation or deflation. 

Mr. BURGESS. I may say, sir, that I am in entire sympathy with 
your, general aim, as I understand it. I think everybody connected 
with the Federal reserve system has sympathy for that aim. 

Shall I go on? 
The CHAIRMAN. Yes; you may proceed. 
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Mr. BURGESS. From a reading of the previous discussion and the 
discussion here, it seems to me it might be interesting to take a few 
minutes upon the details of just how the open-market operations and 
other reserve bank operations work out on the New York money 
market. We have been making rather a special study of this for 
several years, because, as you all know, Governor Strong and our 
other officers follow the New York market with minute closeness, 
and it has been our work to try to formulate material and interpret 
the figures to help them. I think between now and 12.30 I can give 
you a little glimpse of what we are doing in that direction, which 
may clarify some of the muddy parts of this matter of open-market 
operations. 

May I present first another chart ? 
The CHAIRMAN. Without objection, Mr. Burgess may introduce in 

the record at the proper place the several charts which he is now using 
before the committee to illustrate his point. 

Mr. WINGO. In that connection, I suggest that if he thinks it neces
sary to put other charts in the record to elucidate any of his state
ments, that he should feel free to do so. 

The CHAIRMAN. Yes; bearing in mind, of course, that we do not 
want to have too burdensome a record. 

Mr. BURGESS. Certainly. May I introduce this chart now? 
The CHAIRMAN. Without objection, that chart will be inserted in 

the record at this point. 
(The chart referred to is as follows:) 
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CHART 5.—Structure of the New York money market; and relations between tne 
reserve bank and the various markets 

Mr. BURGESS. This chart was intended to show something of the 
picture of the New York money market and our relation to it. That 
market is made up of four principal markets where short-term funds* 
are employed. There is the bill market, the bank-acceptance market. 
That market keeps busy about $600,000,000 or $800,000,000. There 
is the Government-security market, for short-term securities, largely. 
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If a bank outside of New York has money that it wants to invest 
temporarily and pull it out at any time, it may buy bills or short-
term Government securities. Then there is the commercial-paper 
market, the old market for commercial paper as it has existed in this 
country for the past 50 years or so. That, again, is a place where 
banks may employ their funds. That is what you might call a one
way market, as compared with the bill and Government-security 
markets which are two-way markets, because you can sell as well as 
buy bills and Government securities. 

The CHAIRMAN. In referring to the bill market, what kind of paper 
is sold on the bill market? 

Mr. BURGESS. Bank acceptances and trade acceptances. 
The CHAIRMAN. American and foreign bills? 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. Where is that market in New York? 
Mr. BURGESS. There are four or five or six principal dealers who 

ca,rry bank acceptances on their shelves in the same way the A. & P. 
carries canned goods. They buy these acceptances from the maker or 
from anybody who has them to sell and they sell them to anybody 
who comes along and wants to buy them. 

The CHAIRMAN. Are they investment banks or stockbrokers or 
private banks ? 

Mr. BURGESS. They are bill dealers. 
The CHAIRMAN. Exclusively dealing in bills ? 
Mr. BURGESS. Some of them have other kinds of paper. Some 

carry Government securities. Some carry bonds. 
Mr. MACGREGOR. Take a large concern that needs a lot of money, 

do these bill dealers act as agents for them in securing money for 
them? 

Mr. BURGESS. I believe Governor Strong outlined in his talk the 
course of the bank acceptance and what it was. 

The CHAIRMAN. Yes; he did. 
Mr. BURGESS. If a man has some acceptances and wants the cash 

for them he will take them to a bill dealer and sell them to him. 
The bill dealer will buy them, give him money for them. 

The CHAIRMAN. Suppose you name some of the houses engaged in 
these different transactions. You have enumerated the different 
classes of markets of the different classes of paper. Take, for 
instance, the Government-bond market. 

Mr. BURGESS. I wronder if I could put that into the record and 
have a good list of them^ 

The CHAIRMAN. Yes; you may do that. 

RECOGNIZED DEALERS I N UNITED STATES GOVERNMENT SECURITIES 

Barr Bros. & Co. 
C. F. Childs & Co. 
Discount Corporation. 
First National Co. of Detroit. 
First National Corporation of Boston. 

Discount Corporation. 
First National Corporation of Boston. 
Shawmut Corporation of Boston. 

Mabon & Co. 
Chas. E. Quincey & Co. 
Salomon Bros. & Hutzler. 
Scholle Bros. 
Shawmut Corporation of Boston. 

Scholle Bros. 
Salomon Bros. & Hutzler. 
The National City Co. 

RECOGNIZED DEALERS IN ACCEPTANCES 

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



STABILIZATION 929 

Mr. WINGO. You referred to the old class of commercial paper? 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. Does that include the general class of commercial 

paper that is eligible for rediscount at the Federal reserve bank? 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. Does that cover all eligible commercial bills or com

mercial paper eligible for rediscount at the Federal reserve bank? 
Mr. BURGESS. That is the open-market paper. There are two 

divisions of commercial paper. One represents a private operation 
between the borrower and bank, and the other is where the borrower 
sells the paper on the open market. He can frequently get a little 
better rate in the open market than he can get at the bank. 

Does that answer your question about the bill dealer? 
Mr. MACGREGOR. I was trying to get into my mind the method of 

business of the bill dealer. 
Mr. BURGESS. He is simply a shopkeeper. He simply takes the 

bills as though they were cans of tomatoes. 
Mr. MACGREGOR. When they are presented to him? 
Mr. BURGESS. Yes, sir. 
Mr. MACGREGOR. He does not go out and solicit customers? 
Mr. BURGESS. No, sir. 
Mr. MACGREGOR. What sort of a man is that? I have in mind the 

Jacob Dold Packing Co. that does business with one man. 
Mr. BURGESS. His bank would do it. 
Mr. MACGREGOR. N O ; they do not do business with the bank. 

They have a man who gets the money for them. 
Mr. BURGESS. Probably a commercial paper house, which pays 

him for his commerical paper and then sells it on the open market. 
Such houses deal with the individual, as well as being shopkeepers. 

Mr. MACGREGOR. He is a commercial paper man. 
Mr. BURGESS. Yes, sir. 
Mr. MACGREGOR. Not a bill dealer? 
Mr. BURGESS. N O , sir. There is very little of the straight com

mercial bills in the bill market. I t is mostly bank acceptances. The 
bank will sell them to the bill dealer. Most of the bills come from 
banks. 

The fourth money market is the stock exchange money market. 
Those are the four principal ways of keeping money working. Of 
course, New York is a center for surplus funds from all over the 
country. Anybody having some money left that he does not know 
what to do with sends it to New York, either directly or through a 
correspondent bank in New York. The amount of funds involved in 
the bill market is $600,000,000 to $800,000,000; Government securi
ties, about $2,000,000,000, including short-term Government securi
ties, certificates, and notes; commercial paper, around $700,000,000; 
stock exchange money market at the present time about $2,800,-
000,000, or thereabouts. 

Mr. GOLDSBOROUGH. The largest market of all. 
Mr. BURGESS. The largest and one of the oldest. These two 

others, the bill and Government security markets, are new, since 
the Federal reserve system was established. One thing the Federal 
reserve system has done is to foster those two markets so they might 
be a means of employing money without putting it into the stock 
exchange money market. The fostering of these two markets has 
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been particularly advantageous in bringing foreign money to New-
York. Foreign banks that want to have an anchor to windward 
send money here as a kind of secondary reserve, and they buy bills 
or Government securities with it, a type of investment that can be 
rapidly liquidated. They can melt them down at any time and get 
the cash for them. 

Those are the four principal money markets. This little figure on 
the chart represents the reserve bank and this represents the member 
bank. The reserve bank has direct dealings with only two of these 
markets. They are the bill market and the market for Government 
securities. We can deal directly with only two of them. We can 
buy bills on the market, and buy Government securities in two 
ways. We either buy them outright or take them under a repur
chase agreement. I think that has been explained to the committee, 
has it not? 

The CHAIRMAN. NO. I wish you would explain that. 
Mr. BURGESS. The dealers WILO carry short-term Government se

curities or bills have to have some money to carry their stock in 
trade, just as the grocer has to have credit with which to buy his 
goods and keep them on his shelves. The money they use is call 
money. But sometimes the rate on call money will go up, so these 
people get pinched. If they are paying 5 per cent for call money, 
and the Government securities yield only 3 per cent, they are taking 
a loss. So there has to be somewhere a shelter for those people 
that they can go to and get money at reasonable rates to carry them 
over that period. The reserve bank does that. 

That is very similar to the practice of the Bank of England in 
London. In London, when the bill market gets in that condition, 
the bill houses bring their bills to the Bank of England and sell them 
to the Bank of England, and get the money. Over here the 
same thing is done. The bill dealers and the Government security 
people sell their securities and their bills to us. In order to prevent 
that privilege from being overdone, and such a transaction from 
becoming a permanent advance by the reserve bank, we have worked 
out a special arrangement with the dealers by which we will take these 
bills and Government securities for a short period, and then turn 
them back. 

Mr. WINGO. What is the customary period? 
Mr. BURGESS. Fifteen days is the limit, and it seldom goes more 

than two or three or four days. 
Mr. WINGO. YOU buy them at one rate and sell them back at 

another rate? 
Mr. BURGESS. The same rate. We get the interest during the 

period. 
Mr. WINGO. In other words, the charge for that service, or interest, 

or whatever you wish to call it, the earnings on it, is the earnings on 
the securities during the 15 days you hold them? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. YOU buy it from them and pay them the price of the 

Government bond, together with accrued interest, and at the end of 
15 days you sell it back at the same price and they pay the accrued 
interest at the end of 15 days. 

Mr. BURGESS. What actually happens is that, as a matter of con
venience, we fix a rate. For example, to-day we will take Govern
ment securities at 33^ per cent. 
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Mr. WINGO. That is the rate. 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. As a matter of fact, if one of those dealers came to the 

bank to-day and said he wanted $10,000,000 for $10,000,000 of Gov
ernment securities, they would pay at the rate of 3}4 Ver cent? 

Mr. BURGESS. Per annum; yes, sir. 
Mr. WINGO. Per annum for the 15 days. 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. Changes or fluctuations in the prices of these 

securities during the time they are in the possession of the Federal 
reserve bank do not affect the situation? 

Mr. BURGESS. NO, sir. 
Mr. WINGO. TO all intents and purposes it is a loan with that as 

collateral, is it not ? 
Mr. BURGESS. I would not like to define it in those words. 
The CHAIRMAN. I t is a repurchase agreement. 
Mr. WINGO. If there is any difference in effect, I am unable to see 

it. I t seems to me it is exactly the same situation as if I were to go 
to the First National Bank and say that I have $10,000,000 in Govern
ment securities for which I want to borrow $10,000,000 at S}4 per 
cent for 15 days. The effect of that would be the same as a loan. 
Would the effect on the bill dealer or upon the bank be any different 
than when they come to the Federal reserve bank under open-
market operations ? 

Mr. BURGESS. Not as far as the dealer himself is concerned. 
Mr. WINGO. The security and interest and other things are the 

same? 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. The accommodation is the same? 
Mr. BURGESS. Yes, sir. The only difference is that when they 

come to us they put Federal reserve funds on the market and when 
they go to the First National Bank they put ordinary bank funds 
on the market. 

Mr. WINGO. Where do you get the authority for that ? 
Mr. BURGESS. That is the authority the reserve banks have to 

buy and sell securities. 
Mr. WINGO. That is not buying and selling. 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. TO buy or sell means to buy it without any strings 

to it. 
Mr. BURGESS. N O ; I think not. 
Mr. GOLDSBOROUGH. Is it not really a violation of law? 
Mr. BURGESS. Our lawyers have made a very careful examination 

of that, sir, and have come to the conclusion that it is justified under 
the law. 

Mr. WINGO. HOW long has that custom prevailed in New York? 
Did the banks have that arrangement before the Federal reserve 
system was established ? 

Mr. BURGESS. I can not speak authoritatively on that. I think 
they had a similar arrangement. 

The CHAIRMAN. AS a matter of fact, it is a part of the necessary 
arrangement between the Treasury ancLJ/he Federal reserve bank 
with these banks in stabilizing the Government bond market and 
aiding in the operation of the Federal reserve system, is it not? 
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Mr. GOLDSBOROUGH. Yes; but they ought to have legislation* If 
that is not a violation of law, I do not know any law at all. 

Mr. WINGO. I am not discussing the wisdom of it. I t may be very 
wise and beneficial in its effect upon the public welfare, but that is 

^what it means. When I have it charged to me that the Federal 
"Reserve Bank in New York made loans to individuals, I have always 
denied it, but I find some ground for it here. 

The CHAIRMAN. These operations are apparently very necessary. 
Mr. GOLDSBOROUGH. But that would not justify them if they are in 

violation of law. 
Mr. BURGESS. There has been a very careful examination made of 

that whole procedure, and the opinion has been that it is perfectly 
legal. The arrangement is very necessary for the Government secu
rity market and the bill market. There could not be a bill market 
or Government security market unless we stood ready to help them 
out at those times. 

The CHAIRMAN. At these quarterly periods and when the Treasury 
is putting out new notes and distribution is being made to Federal 
reserve banks and refunding operations are going on, it is most 
necessary, as I conceive it, for the Federal reserve banks to strengthen 
their leadership. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. I can appreciate that through that leadership 

they have a very close working arrangement with these institutions. 
For instance, knowing in advance that certain bonds are going to be 
received, I can imagine it is necessary to have some arrangement of 
that kind when these Treasury operations are desired to be completed, 
so they will not be held within the market, so they can get credit at 
the Federal reserve banks for these dealers. Is there some such re
lationship as that existing? 

Mr. BURGESS. Not in precisely those terms, but we are in constant 
touch with those two markets. 

The CHAIRMAN. YOU have advance information of the redemption 
of certain issues. Of course, there is a vast amount of these securities 
flowing in and out of this market. There must be somebody who is 
gradually pulling out those securities available to be turned in to the 
Federal reserve bank for redemption. 

Mr. BURGESS. AS a matter of fact, what happens is that of an issue 
of securities perhaps two-thirds may be sold outside of New York, 
and when the Treasury comes to redeem them, we will find 75 per 
cent offered for redemption in New York. They just pour into the 
central money market. They are apt to be in the hands of banks and 
dealers. So that it does not take any special arrangement to bring 
about that effect. 

Mr. MACGREGOR. What money do they use? Do they issue 
Federal reserve notes? 

Mr. BURGESS. For buying these? 
Mr. MACGREGOR. Yes. 
Mr. BURGESS. They give a check on the Federal reserve bank. 
Mr. GOLDSBOROUGH. D O you not think, as a matter of fact, it 

would have been a wise and good policy to have gotten legislation 
authorizing these repurchase transactions than to have engaged in 
them as the banks are engaging in them? 

Mr. BURGESS. I really do not know very much about that whole 
negotiation. I have not been in it. I am not a lawyer. 
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Mr. GOLDSBOROUGH. I t is capable of vast misuse. 
Mr. WINGO. Suppose a bill dealer fails to carry out his agreement, 

what happens? 
Mr. BURGESS. They never have. 
Mr. WINGO. If you were in charge of that for the bank, what 

would you do? 
Mr. BURGESS. I do not know. 
Mr. WINGO. Would you not do like any other bank? Would you 

not be bound by the same law that affects other banks in the handling 
of collateral for loans ? 

Mr. BURGESS. I do not know. 
Mr. WINGO. I believe you say you were not a lawyer. 
Mr. BURGESS. NO, sir. 
Mr. WINGO. I think the bank would have the same legal right a 

member bank would have on failure of payment of a loan where it 
held collateral. You could handle that as collateral. 

The CHAIRMAN. These dealers that you do business with back and 
forth, you say there are probably times when they are buying and 
selling Government securities in a speculative way. For instance, 
if Government securities are low, I can imagine they would procure 
them. 

Mr. BURGESS. They do not usually. 
The CHAIRMAN. AS a matter of fact, that kind of dealers are alive 

to their sense of opportunity. If they see the price of short-term 
notes for some reason is low, they are apt to buy them, are they not? 

Mr. BURGESS. My impression is—and I speak not from complete 
knowledge at all—that they get only sufficient to. meet the needs of 
their customers. They don't carry any large amount of capital. 

The CHAIRMAN. HOW do they make their money? 
Mr. BURGESS. They make it from the margin on the sales and the 

earnings of securities while they hold them. 
The CHAIRMAN. IS it not fair to assume that if those men see a 

bunch of bonds coining onto the market at a low price they will buy 
them, if they see they can make a profit ? 

Mr. BURGESS. That does seem reasonable, and yet we do not often 
find that situation. On the New York money market there is a 
tradition that a dealer will not take a position, but I would not like to 
make a positive statement about it. 

The CHAIRMAN. I think it is fair to be assumed, knowing human 
nature as I know it, that those men would, if they saw an opportunity 
to buy below the market, government securities, they would do it. 
I think it is equally fair to be assumed that if they nee ded any money 
under that arrangement they could make arrangements with the 
Federal Reserve Bank of New York to get the money and buy those 
bonds under a repurchase agreement, and if, while they had this 
money, and before the 15 days had expired, those bonds had gone up, 
those dealers would sell the bonds and take the profits. I think 
we have got to assume that. 

Mr. GOLDSBOROUGH. Mr. Burgess, do you know anything about 
the inception of that arrangement between the bond dealers and 
the Federal reserve bank? 

Mr. BURGESS. NO, sir; I do not know the details of that. 
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Mr. GOLDSBOROUGH. Does it not seem to be a very extraordinary 
situation for the Federal reserve bank to enter into an arrangement 
with bond dealers that when money gets tight and they can not 
borrow it at excessive rates, they can come to the Federal reserve 
bank and they will fix a rate that will enable them to make a profit? 
At first blush it seems to me quite extraordinary. I t may be a 
good thing, but at first blush it does not sound just right. 

Mr. BURGESS. I t is very similar to the practice of the Bank of 
England, and the practice in all foreign markets. 

Mr. WINGO. The Bank of England has a different situation from 
the Federal reserve bank. 

Mr. GOLDSBOROUGH. Yes; I should say so. 
Mr. BURGESS. There are a great many similarities between banks 

in different countries. 
The CHAIRMAN. The joint-stock banks of England do not borrow 

direct from the Bank of England the way the city banks here borrow 
from the Federal reserve bank? 

Mr. BURGESS. NO, sir. 
Mr. WINGO. Suppose you ask your attorney if there is any differ

ence in the arrangement you refer to, from the standpoint of a lawyer 
and this transaction: I own a piece of real estate, and I go to my 
bank and say I want so much money at 33^ per cent for 15 days, or 
whatever the time is. I will deed the bank that piece of real estate 
with provision in the deed that at the end of 15 days I can have the 
right to repurchase it from the bank at the same price, less S}4 VeT 

cent interest. Ask them if there is any difference in the law. He 
will recognize that all the courts agree that in the transaction I refer 
to, while the deed is absolute upon its face, conveys full title, in effect 
it is a mortgage. 

Mr. GOLDSBOROUGH. Of course. 
Mr. BURGESS. The only thing I know about it is I know it has been 

a subject of very considerable legal discussion, and our people regard 
it as a thing they have legal authority to do. 

Mr. WINGO. Mr. Chairman, I wish you would call upon the Federal 
Reserve Board to give us a statement of that, as to what authority 
they have and whether they got an opinion from their own attorney 
or the Attorney General, and to furnish us with it. 

Mr. GOLDSBOROUGH. I think that is very important, Mr. Chair
man. 

The CHAIRMAN. The clerk will make a note of the request and 
prepare a letter to the Federal Reserve Board to get the information 
which is desired. 

Mr. WINGO. I t may be a very wise proposition. I do not believe 
they have the authority in law. If it is a wise proposition, there 
ought to be statutory authority for it. 

The CHAIRMAN. I would like to ask Mr. Burgess, realizing the 
great volume of the transaction in these Government securities, par
ticularly the short-term securities, whether or not those securities 
are not being used almost in the same manner that a circulating 
medium is being used, in the liquidating of credit settlements in New 
York? 

Mr. BURGESS. I think not, Mr. Chairman, to any large extent. 
The CHAIRMAN. And, consequently, aiding very materially in the 

money-market situation ? 
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Mr. BURGESS. Yes; they do that. 
The CHAIRMAN. Without objection, the committee will recess until 

to-morrow morning at 10 o'clock. 
(Whereupon, at 12.30 p. in. a recess was taken until Wednesday. 

May 5, 1926, at 10 o'clock a. m.) 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Wednesday, May J, 1926. 
The committee met at 10 o'clock a. m., pursuant to adjournment, 

Hon. Louis T. McFadden (chairman) presiding. 

STATEMENT OF MAJ. J. R. BELLERBY, CAMBRIDGE, MASS., 
OF THE INTERNATIONAL LABOR OFFICE 

The CHAIRMAN. The committee will come to order. Major 
Bellerby, will you give the stenographer your name and address? 

Major BELLERBY. My name is Maj. J. R. Bellerby. I suppose 
you wish my American address? 

The CHAIRMAN. Yes. 
Major BELLERBY. My American address is 63 Oxford Street, 

Cambridge. 
The CHAIRMAN. We would be glad to have you describe what 

your connections are, so that we may have the information in the 
record. 

Major BELLERBY. At present I am over here in a purely individual 
capacity, under the auspices of the Commonwealth fund of New 
York and I appear this morning as an independent witness; but my 
association with the work of this committee arises from my work as 
a member of staff of the International Labor Office at Geneva. 

The International Labor Office is a government institution set up 
by the States which are members of the League of Nations, with a 
view to investigating labor problems and informing the governments 
on all matters of labor interest. The mode of operation of the Inter
national Labor Office is to examine the legislation of different coun
tries and their economic writings with a view to pooling all possible 
information affecting labor and keeping the governments mutually 
informed as to each other's progress. 

My particular interest was in the question of unemployment. I 
was a member of the unemployment service of the International 
Labor Office, and in particular I was studying the relationship 
between unemployment and banking policy. 

Considerable progress having been made in the United States 
recently in the development of a technique of credit policy capable 
of preserving greater stability of trade and prices, I was sent over here 
by the International Labor Office with a view to gathering as much 
information as possible at first hand regarding this recent develop
ment, and that is the cause of my having some fairly close contact 
with this problem that you are studying. 

I have had perhaps a somewhat unique opportunity in that I have 
been able to see the working of this Federal reserve system from the 
outside, and I may have in that way secured a slightly different per
spective over its problems from that of previous witnesses before this 
committee. 
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The CHAIRMAN. Major, I presume you have seen the Strong bill, 
which the committee is particularly considering? 

Major BELLERBY. I have seen it; yes. 
The CHAIRMAN. The subject has been also brought before the com

mittee by the Goldsborough bill, which is the Irving Fisher plan. 
Major BELLERBY. Yes; I have seen that also. 
The CHAIRMAN. I t goes a little further, perhaps, than the Strong 

bill intends to do. 
But the matter is also before us in rather a general way. N o t 

only are we discussing these measures, but we realize that the Federal 
reserve operations are a great factor in the consideration of this 
subject, and from the fact that the act was largely framed in this 
committee our observation directs us to the operations of that system. 
I t will be particularly pleasing to the committee if you will be quite 
frank in giving us your view, as an outsider, in regard to the opera
tions of the Federal reserve system; because, after all, we are just 
trying to ascertain whether we are doing the right thing in our 
efforts to improve our financial system. We are interested also in 
that connection because of the fact that the Federal reserve system 
is coming in contact with the banks of issue in other countries of the 
world, and because of the gold situation and those transactions back 
and forth which are incident to the settlements that are necessary, 
and which have a peculiarly world-wide contact. We should be 
extremely pleased, therefore, to have you give us your frank opinion 
on any of those subjects. 

Major BELLERBY. I t occurred to me when I received the invitation 
to come before this committee that perhaps, with my slightly different 
perspective, I might project certain suggestions upon the national 
situation and the national argument, as I have seen it. But one 
must make this reservation: That anything I can suggest from this 
outside perspective must necessarily be subsidiary and supplementary 
to the actual national argument—the general considerations derived 
from the national picture. 

I wonder also if I might, following your suggestion, at tempt myself 
to summarize what I consider the national argument as it has ap
peared in the evidence before this committee and in my conversa
tions with economists and others outside. 

The CHAIRMAN. Yes; we will be very glad to have you do that. 
Major BELLERBY. From my analysis of the proceedings before 

this committee, I see in the evidence of no witness who might be 
considered a monetary expert the belief that price stabilization is a 
false ideal. They all appear to be firmly in favor of the principle 
itself. All of them apparently see difficulties in the way of its achieve
ment. Some emphasize these difficulties more firmly than others. 
But as a general rule the opinion seems to be that price stabilization 
is a desirable thing in so far as it may be attainable by reasonable 
measures. 

The real point of contention seems to be not in the principle 
itself, but in the question of whether it is desirable or not to legis
late; and on this point opinion seems to divide itself more or less 
into three groups: The first comprising those who are opposed 
entirely to legislation; the second including those who wish for 
legislation immediately; and the third group those who would desire 
legislation, but only after a period of further delay. 
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Those who oppose legislation have an argument something like 
this: Price stabilization is an ideal which may or may not be at
tainable. In the present circumstances there are many difficulties 
opposing it which make it somewhat uncertain, and in this uncer
tainty it would be a mistake for Congress definitely to give a man
date to the administration of the Federal reserve system requiring 
tha t system to carry out something which we are not certain is 
fully attainable. Furthermore, the stabilization of prices is a matter 
for credit control, and credit control in turn is a problem involving 
discretion. Many factors intervene in decisions regarding the most 
suitable policy to be followed, and numerous different situations 
arise which involve different policies at different stages. Conse
quently credit policy is a matter essentially for discretion, and should 
not be hedged about by rigid regulations. 

The response to that from those who favor legislation is that in 
placing the principle of price stabilization in legislative text one does 
not thereby deprive the administration of their discretion. One 
merely shifts the emphasis on to a certain principle which, as is 
recognized by all, is vital to the interests of society. Moreover, in 
placing the emphasis on this essential principle, one hopes to confer 
greater volition on the administration in the achievement of that 
principle. Perhaps more important than volition is the possibility 
of giving them certain protection or justification against political 
pressure, the influence of sectional interests, and perhaps internal 
difficulties. Finally, one wishes to make this volition and justifica
tion a permanent thing, so that future generations may benefit from 
this continued stability which is of such general economic and 
social significance. 

Then, as opposed to that, those who are against legislation say that 
the present administration has all the volition that is necessary. Its 
discretion can be relied on absolutely. Furthermore, as regards 
making this policy permanent, the correct mode for doing that is 
by the development of banking tradition. Credit policy is so dis
cretionary in character that it should not be restricted by rigid regu
lations, but should be allowed to develop in the light of experience 
and be molded on elastic principles, until finally a consolidated body 
of tradition is built up, supporting whatever principles may be found 
by this experimental process to be sound. That is the time-worn 
and time-honored method which has been followed in the banking 
system, and in view of the delicacy of monetary systems and policies 
it should be allowed to continue. 

That seems to bring the argument to the vital point, whether 
tradition is a sufficiently reliable factor to secure for future generations 
this thing for which the committee is striving. That seems to 
raise a problem of an extremely difficult psychological character. 
However, there may be certain questions which are highly pertinent 
to its solution. One is, is there any guaranty in the mode of election 
of the administration of the Federal reserve system to insure men of 
the same type and the same conviction and the same discretionary 
capacity as one has at present? Is there anything in the mode of 
election of the Federal Reserve Board to insure the continuance of 
the same quality of personnel? Similarly, is there any guaranty in 
the mode of election of the governors of the Federal reserve banks? 
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That is a problem upon which anyone coming from outside has" 
extreme difficulty in expressing any opinion, and if I make a sugges
tion it is with very great diffidence. 

My feeling is that the Federal reserve system at the present moment 
is quite providentially served. I t seems to me inconceivable tha t 
generation after generation one will succeed in getting the same stand
ard of personnel. That may be viewed quite impersonally in this 
way: the present administrative staff was recruited when the Federal 
reserve system was in its infancy and when the whole country was. 
canvassed for men of outstanding capacity. Moreover, the work 
itself made a particular appeal in that it offered a certain adventure 
and a certain opportunity for unusual service. These conditions of 
recruitment do not obtain now in the same degree and will obtain 
still less in the future. Consequently, there seems to me no assur
ance that one will always draw the same type of personnel, and in 
that event one has to consider very carefully whether it is sufficient 
to rely on tradition to build up this principle of stabilization. If the 
development of tradition may not be regarded as adequate to pre
serve this principle, then the alternative would be, at some time, 
legislation. 

Then, coming to the third group, those who would wish for legisla
tion ultimately, but would like nevertheless further delay, their argu
ment seems to be this: That there is no immediate urgency for legisla
tion, because substantially all that this committee would propose 
would be that the Federal reserve system should continue its experi
ment of the last three or four years, with an eye perhaps more par
ticularly to the movement of the price level. That the Federal re
serve system can be relied on to do, so long as the existing personnel 
remain in office. 

A further point is that although there may be certain members of 
the system who are fairly confident of the capacity of that system to 
secure price stability in some measure, there may be others who are 
less confident, and it might be a mistake to impose on the Federal 
reserve administration a task which the majority do not feel compe
tent to perform. I myself have a certain sympathy with that argu
ment, having been a member of an administration now for four years,, 
and realizing the intense difficulty, the almost human impossibility,, 
for the administration to carry out ideas and tasks in which itself ha& 
not the fullest confidence, delating that to the instance we have in 
hand, it might be desirable to delay somewhat in order to permit 
greater confidence to develop during future experiments along the 
lines of the last three or four years. 

A third possible argument against immediate and perhaps prema
ture action is that the time may not yet be ripe for action. We have 
a feeling, perhaps, that it is desirable to strike whilst the iron is hot; 
to put something forward whilst all have in mind the disasters of 
1919, 1920, and 1921. But although everybody has those disasters 
vividly in mind, the question is, do they interpret them in terms of 
price instability? Do they consider that if it had been possible 
during that period from 1919 to 1921 to prevent the fluctuation of 
prices, that would at the same time have diminished the social evils 
which arose during the period? Does the public yet appreciate 
that the new policy of the Federal reserve system means something 
definite toward the alleviation of these social evils? 
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This doubt might be illustrated, for instance, if one were to accost 
an unemployed man standing outside the Treasury Building and 
suggest to him that the new policy being followed inside that building 
would shortly restore him to his work and enable him to remain there 
more permanently. He would regard you as demented. Similarly, 
if you were to approach an employer whose men were on strike for 
higher wages owing to the rising cost of living, and were to suggest 
to him that the future holds more promise, in that now the Federal 
reserve system is adopting a new policy which will limit the fluctuation 
of living expenses, he again would say that you were suffering from a 
hallucination. 

There is reason, possibly, for doubting whether the iron is yet hot; 
and in that case, as far as this committee's proposal is concerned, 
might it not be desirable to wait for a period and allow all the evi
dence which has been accumulated around the proposition to be 
circulated and digested and to commend itself to those who will take 
a part in the passage of the bill, so that there will be fuller assurance 
of its going through ultimately? 

That is not an expression of my own opinion so much as an attempt 
to state the argument from the national point of view. For it is 
toward that argument I must throw any suggestions I may have 
from the international point of view. 

I wonder if I have sized up the arguments sufficiently clearly. 
The CHAIRMAN. I think you have expressed them very clearly. 

I do not know whether you have seen all of the testimony before the 
committee up to date or not. 

Major BELLERBY. I have missed, I think, certain recent portions 
of it. 

The CHAIRMAN. In other words, I rather gain from what you have 
said here that this country has not quite the traditions that England 
has, nor can it, with its new financial system, the Federal reserve 
system, proceed quite as accurately as England is proceeding through 
such policies as are put into operation financially through the Bank 
of England. 

Major BELLERBY. I think that the question hangs essentially 
around the possibility of electing always the same type of personnel, 
or securing the same type of personnel, as the years advance; and as 
the system here is new and relatively untried, therefore it gives cause 
for hesitation. 

Mr. MACGREGOR. Would stabilization have a tendency to fix the 
scale of living, so that the scale of living of the workingman, for 
instance, could not rise any higher? 

Major BELLERBY. N O ; the stabilization of prices would merely 
have the effect of stabilizing living expenses so that the same wage 
always carries the same purchasing capacity, and if you have an 
agreement covering two years for wages to be at a certain level, then 
you know that the purchasing capacity of those wages will be the 
same at the end of the two years as when the original contract was 
drawn up. 

Mr. MACGREGOR. Well, it would always have a tendency to keep 
them in the same groove, would it not? I mean, the prices remaining 
the same, it would have a tendency to keep mankind in those particu
lar grooves that had been fixed by this law? 
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Major BifcLEBBY. My feeling is that there would be reason for 
its working the other way. If living expenses were stabilized, there 
would then be no more purpose in artificially tying wages to the cost 
of living. And sliding scales, if introduced, would tend to be based 
no longer on the cost of living index, but rather on the index of 
production. 

Mr. WINGO. As I gather, Major, you have one thought that seems 
particularly to impress you, and that is that a legislative declaration 
can not, per se, give to administrative officers the wisdom that flows 
only from experience; in other words, that in the administration of a 
great credit agency there are certain benefits that can be acquired 
only by the wisdom based upon the experience of the administrative 
officers, and that legislative declaration can not vest them with that 
wisdom. 

Major BELLERBY. I think, if you speak in terms of wisdom, that 
it can not. 

Mr. WINGO. I mean practical knowledge of the problems and how 
they are handled. That is the way in which I use the word " wisdom " 
there. 

Major BELLERBY. I think that is fully justified. 
Mr. WINGO. And you feel that the operation of the credit machine 

€alls for such a high degree of discretion, with possibly changing 
conditions, that necessarily there must be a large range of discre
tionary action by the administrative forces of the system? 

Major BELLERBY. Yes, sir; I agree with you. That may not, 
however, affect the argument that a legislative text does not of 
necessity deprive them of discretion. I t merely emphasizes a certain 
aspect which is of importance to society. But with your statement I 
agree entirely. 

Mr. WINGO. NOW, would you mind, Major, giving us the benefit 
of your conclusion, based on your observation, as to whether or not 
the administrative forces of the Federal reserve system in the 
last four years have demonstrated any marked degree of capacity 
to serve, through that system, the very purposes that are sought to 
b>e served by this proposed legislative act? In other words, are the 
tending to handle the credit machine by their policies so as to bring 
about as great a stability as is possible in the handling of human 
agencies ? 

Major BELLERBY. I think there has been remarkable develop
ment of credit technique in the last four years, and as far as can be 
observed from the actual facts of movements of prices and of trade, 
that new technique has led towards the achievement of the principle 
of stabilization. 

Mr. WINGO. In other words, you think there is some connection 
between the policies that have been pursued by the Federal reserve 
administrative forces and the fact that the charts show that for the 
last few years there has been a tendency to more nearly put things 
upon not only a more uniform and stable level, bu t relatively so, 
taking the different factors into consideration, such as wages, com
modity prices, and the different groups of industries? 

Major BELLERBY. Yes, sir. 
Mr. WINGO. YOU think there is a tendency to do that, which is 

noticeable, and that the Federal reserve policy has been a factor in 
bringing about that improved condition ? 
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Major BELLERBY. I feel that it has. 
The CHAIRMAN. Governor Strong, in discussing the bill, suggested 

some opposition to the idea along the line that it would restrict. 
Kather than do that, he suggested that we should do something look
ing toward the stabilization of the gold standard. I should like to 
have your opinion as to what, if anything, would be the effect of the 
passage of such a bill as the Strong bill on our international credit 
situation; and in connection with that I would like to call your atten
tion to the fact also—a fact which I know that you know—that a 
large amount of the world's gold is held in the United States at the 
present time. 

Major BELLERBY. I think I can answer that question if I can 
develop now my points along those lines. I t may take me a little 
time. 

The CHAIRMAN. Suppose you proceed, then. 
Major BELLERBY. I wonder if I might, by way of illustration, use 

a text. I feel that in order to pin my remarks down to something 
definite and practical I should have in mind, and put before you, an 
illustrative text. When I saw Congressman Strong himself in some 
slight difficulty over the question of the text, I did suggest a way out, 
myself; but since then I have seen a considerably superior proposal 
which I think I should like to use instead. 

That text runs as follows: To insert in the preamble ol the act the 
words, " t o maintain the gold standard and the value of gold, and to 
promote business stability." 

That text is Professor Sprague's proposal slightly modified. I t is 
modified in wording, though not in substance; and I saw him before 
he left for Europe, at which time he told me that he would agree to 
this modification, and that he had told Congressman Strong that he 
agreed to it. 

That text, in any case, I use only as an illustration at the present 
stage. If you wisn me to consider its virtues at a later stage, I can 
discuss them then. 

The first point in that text to be noted is that it suggests the 
insertion in the preamble of the three principles involved in the text. 
The purpose of inserting them in the preamble would be to meet the 
argument that there is no assurance as yet that price stability can be 
attained, and until one has the fullest assurance it would be desirable 
to make some reservation, either in the text itself or in the placing of 
the text, to show that this objective is simply a principle toward 
which policy is directed. 

This insertion of principles in the preamble would be all thftt was 
necessary to meet that objection, which seems to me well founded. 
I think I could add, along the lines of your point just now, Mr. 
Chairman, that a further difficulty in the way of price stabilization 
lies in the fact that there is in this country now a considerable surplus 
of gold. That is to say, there is more gold available to support the 
amount of credit outstanding than is necessary. And the surplus 
of gold has this important significance: That whilst it exists it gives 
absolute freedom to credit control. Contrary to general opinion, 
that surplus has not been a menace to price stability in this country. 
On the other hand, it has been the one factor which has made the 
achievement of price stability possible. Immediately you lose it, 
then the gold reserve situation comes into play again and dominates 
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policy in such a way as to prevent not only price stabilization, but 
any scientific technique of control* Consequently, if you wish to 
preserve the capacity to maintain stability in the' future, it is neces
sary to preserve at least a considerable margin of surplus gold. 

Now, the preservation of that margin does not lie within the 
powers of the Federal reserve system, because the gold fund of the 
world is an international fund, into which all countries can dip at 
will, and gold may be drawn from this country simply by other coun
tries quoting a higher price for it, or, in other words, giving gold a 
higher purchasing value within their own borders. Consequently 
the only solution to that difficulty would be an international con
ference on currency, at which an agreement would be reached whereby 
the redistribution of gold would be effected along sound lines, and 
guaranteeing the preservation of a certain margin of gold in coun
tries like the United States, mainly responsible for this stabiliza
tion policy. 

The purpose of that digression was mainly to show one further 
difficulty which might intervene and prevent the Federal reserve 
system itself from attaining this objective of stabilizatibn, and it 
therefore illustrates the need for inserting the text ib the preamble 
or devising some other means whereby it could be shown that the 
responsibility of the Federal reserve system is limited to its actual 
powers. 

Alternatively, that illustration might be used to suggest the 
advantage in certain further delay until support could be given to 
the proposal by all other countries. This suggestion for an inter
national conference is by no means a new one. Your own Senate 
Commission of Gold and Silver Inquiry, some 15 months ago, urged 
as its principal recommendation that endeavors should be made to 
stabilize the value of gold, and that to that end an international 
conference should be convened to consider currency policies. I 
think Doctor Miller also spoke in favor of such a conference during 
his evidence before this committee. Last year the Canadian Parlia
ment adopted a resolution to the effect that its representatives at 
the assembly of the league should bring up the question of price 
stabilization with a view to the convening of an international con
ference. 

The CHAIRMAN. This committee considered quite extensively 
the question of stabilization of exchanges some two or three years 
ago. That was prior to the Senate's action to which you have just 
referred. Those hearings are a matter of record with the com
mittee. 

Major BELLERBY. The situation in Europe is somewhat difficult. 
There there appears to be no lack of volition, but an international 
monetary conference, of course, is impossible until all countries have 
a stable budgetary situation; and although at the Genoa conference 
in 1922, at which some 30 States were represented, the main resolu
tion was to the effect that an international conference on monetary 
policies should be called, that has met certain difficulties. The 
resolutions of Genoa have been indorsed and reindorsed by numerous 
other international bodies, such as the economic and financial organ
izations of the League of Nations, the International Labor Office 
itself, the International Association of Unemployment, and the 
Social Congress of Praha. All have supported again the Genoa 
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resolutions. Consequently one feels that there is definitely a move
ment toward such a conference, and that when fiscal conditions in 
various countries permit this may reasonably be expected to material
ize. The question then is, so far as this committee is concerned, 
Might it not be a certain advantage to delay the proposal of definite 
legislation until it is known how far other countries would go with the 
United States in assisting this country to maintain stability of the 
value of gold ? 

The CHAIRMAN. In other words, you think a great deal more 
could be accomplished by having the cooperation of the other countries 
in stabilization of the purchasing value of gold than could be accom
plished by a direction to the Federal Reserve Board, which would, 
of course, apply only to the Federal reserve system and its operations 
here? 

Major BELLERBY. I feel that the two must go together; that it is 
necessary that this surplus of gold, on which the freedom of the 
policy of the Federal reserve system depends, should not be de
stroyed by action from abroad, and in order to avoid that, the sound
est method would be by international agreement, either open or 
understood—implicit. 

The question is, on this particular point of delay, whether legisla
tion would not be more acceptable here' if it were known that other 
countries are moving in the same direction and are willing to aid the 
United States. 

If I may revert to the main discussion, I would refer now to the 
first two principles in Professor Sprague's text: " t o maintain the 
gold standard and the value of gold." The first principle might be 
regarded as the means, perhaps, and the second the end. For i t is 
of little value to have a gold standard or gold money unless the gold 
itself has a reasonably constant value. For the gold standard proper, 
all that is technically necessary is that the export and import of gold 
shall be free, and that the unit of currency—the dollar—shall be 
made equivalent to a fixed weight of gold, by being exchanged for 
tha t fixed weight of gold at the central bank. What it is proposed 
to add, then, by the insertion of the additional words "and the 
value of gold," is that that fixed weight of gold shall be maintained 
in real value; in other words, that the fixed weight of gold which is 
represented in the dollar shall have an unfluctuating purchasing 
value. That can only be secured by the stabilization of the general 
level of prices. Consequently that text would express what this 
committee desires in the way of a mandate to the administration of 
the Federal reserve system. 

I should like to go on from that point to suggest the importance, 
internationally, of a stable value of gold. In Europe the one out
standing factor in the post-war havoc has been the instability of cur
rency. The resolutions of the Genoa conference opened with a decla
ration that the essential requisite for the economic reconstruction of 
Europe is the achievement by each country of stability in the value 
of its currency. Since then every effort has been made to secure 
stability, and a large number of countries have now succeeded. And 
how have they achieved this? In many cases by linking their cur
rencies with the dollar. By fixing their currencies in relation to a 
stable currency they have been able to draw to themselves a certain 
equivalent stability. The United States has, in a sense, been able 
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to supply a bedrock of stability on which other countries have been 
able to throw an anchor and bring their currencies to rest. I t is m y 
firm conviction that in so doing the United States has conferred a 

f reater material benefit on European countries than could have been 
one through any arrangement of a financial or political character in 

any other sphere. The gain has been immeasurable. 
However, it is to be noted that before each of these countries 

actually took the step and linked up its currency with the dollar, 
there was a period of hesitation. There was no definite certainty, 
some three or four years ago, that the policy of the United States was 
one of stability, and in that lack of certainty apprehensions were 
aroused by the" proposal to link up the European currencies with the 
dollar. 

For instance, the Swedish krona was at par, or almost at par, 
with the dollar for some 18 months before the actual resumption of 
the gold standard by Sweden, and even when the resumption did 
take place a clause was inserted in the act to protect Sweden against 
inflation in the event of a rise of prices occurring over here. Dr . 
Erik Sjostrand, the representative of the Swedish Government on 
the International Unemployment Commission of 1924, informed me 
that his Government and the Swedish Riksdag were much concerned 
in their final decision to resume the gold standard over the con
sideration whether the policy of the United States was in fact one 
of stability (Cf. Appendix, sec. I I ) . 

According to further information received from Dr. Erik Sjostrand, 
the representative of the Swedish Government on the International 
Unemployment Commission of 1924, the following remarks were 
made in the Swedish Riksdag by the minister of finance in the course 
of his speech announcing his acceptance of the proposal to resume 
the redemption of bank notes and to remove the restrictions on the 
export of gold. 

After pointing out that an element of uncertainty must be intro
duced by strict adherence to dollar parity, whereby the value of 
Swedish currency would be made dependent upon the course of 
monetary policy in the United States, the minister of finance 
continued: 

The price level in the United States has, however, been for a long time very-
stable and there are reasons for believing that the currency policy of the United 
States will also in future be directed toward preventing any considerable infla
tion or deflation * * *. 

Later he adds: 
There arises, in the first place, the possibility that a policy of releasing the 

gold accumulated in the United States would cause a serious rise of prices. 
For my own part I hardly believe that the United States—in possession of half 
of the world's gold—would adopt a policy bringing such heavy losses upon 
themselves. 

With regard to the special provision inserted in the act for con
trolling the import of gold and so avoiding any risk of inflation, the 
minister stated: 

If, through exceptional measures on the part of the United States, gold were 
to be demonetized or were to undergo quite unexpected depreciation, we shall 
have made it possible, by the introduction of a prohibition of imports of gold, 
to avoid excessive inflation caused by the aforesaid measures on the part of the 
United States. 
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One has only to examine the economic periodicals of other countries 
to see that similar apprehensions were raised and expressed prior to 
the resumption of the gold standard by those countries. 

There are still other countries which m the future will have to link 
up in the same way and the point of interest here, I think, is that it 
might be possible through legislation to give full evidence to these 
other countries that, in so far as the United States is able to do it, 
the value of gold shall be maintained stable. 

That gives rise to a certain question, however, which is this: 
That if the proposal were made and were found not acceptable to 
Congress that might succeed in destroying a fairly healthy situation 
which exists at present. Most European countries appear to have 
full confidence in the policy being followed on this side, mainly 
because of the actually accomplished work of the last four years, and 
partly on account of the declarations of committees in this country. 
Tha t might conceivably be destroyed and new apprehension be 
raised, were the present proposal to be rejected by Congress. 

A further point of internationaHnterest arising out of the stabiliza
tion of the value of gold is this: Most international debts and repara
tions payments are settled in terms of gold, from which it follows that 
if the value of gold were to change in any degree, the real value of 
those debts, and the real burden on the taxpayers, would change in 
proportion. Consequently, if there were a change in the value of gold 
of any considerable amount, say 20 per cent, within the next 10, or 
20, or 30 years, that might raise again the whole question of inter
national debt settlement, with all its disharmonies and misunder
standings. I t would seem urgent to protect every country from such 
a disaster and by every means available. Legislation, of course, can 
add nothing to the technical means whereby stabilization may be 
obtained. Butt it would consolidate the will, and render permanent 
the intention to discover and use all possible means for maintaining 
the steady value of gold. That , I feel, is the strongest argument 
from the international point of view for bringing this matter forward 
into legislation. 

Coming, then, to the third point of the text, " T o promote business 
stability/7 that has certain important significance. Price stability 
can not be achieved without business stability. The movement 
of prices and the movement of trade are closely linked with each 
other, so that if it is desired to secure the stability of one, the other 
must also be taken into account. I t does not seem too much to 
say that business stability and price stability are synonymous. 

But there is a further reason for considering the insertion of a 
clause of that kind as important, in that it calls attention to the rela
tionship between credit policy and business stability. I t has been 
said that the passage of legislation can in no way add to the powers 
of the Federal reserve administration in securing stability. Tech
nically speaking, that seems correct, but there may be a more subtle, 
psychological way by which legislation may assist the Federal 
reserve administration to pursue its policy of stabilization. I may 
explain that in this way: 

The stabilization of prices involves bringing an influence to bear 
upon the innumerable business units which compose present-day 
industry. Each individual price is the product of the activities of 
individual business units or individual markets, and unless it is 
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possible to stabilize the average activities of all those innumerable 
units, by bringing an influence to bear on the majority of them, price 
stabilization and trade stabilization are not obtainable. 

How is that influence brought to bear? Part ly it is direct and 
partly indirect, but the more direct and conscious it can be made 
the more perfect will the policy become, in the long run. Let us, 
then, carry our minds over to the activities of the single business 
man and the criteria which he uses in determining his policy. There 
are those who do nothing further than examine their order books 
and live a hand-to-mouth existence, determining the extent of their 
operations simply by the orders which come in from day to day. 
Then there are others who go further and discuss their problems 
with customers, with the merchants who supply them and read the 
signs of the times in financial journals. Then there are still others 
who consult business barometers, such as Babson, Harvard, and 
others, and guide their operations according to these more advanced 
indices. Finally, we come to the group which take in the publi
cations of the Federal reserve system and observe the actual situa
tion as depected in those publications, and follow the indications of 
the Federal reserve system as to its own policy. The more there 
are of this last group, the closer knit will be the relationship between 
the Federal reserve system and business as a whole, and the more 
cohesive will be their combined efforts toward stabilization. 

Legislation of the type involved in the Sprague test will create a 
tendency for this last group to increase. I t will announce openly 
to the business public the close relationship between their own 
activities and the policies of the Federal reserve system, thereby 
strengthening the desire of business men to maintain more perfect 
contact with Federal reserve operations. 

In the tenth annual report of the Federal Reserve Board a closing 
statement is to be found to the effect that credit administration is a 
partnership between the Federal reserve system and the public. 
Now, anything which strengthens that partnership will be capable 
of leading to more perfect credit administration and to more perfect 

f)olicy of stabilization. Consequently, to bring forward in a legis-
ative text the implication that there is a relationship between the 

Federal reserve credit policy and business activity as a whole is 
going to strengthen that tie and bind the two partners together. 
In a sense, legislation is an advertisement of that relationship and 
should foster and strengthen the development of cohesion in the 
whole movement of credit administration and stabilization. 

That, I think, terminates my prepared suggestion, except in so far 
as the text itself is concerned. If subsequently it is desired to go 
into the virtues of that particular text, I shall be prepared to do 
that . 

The CHAIRMAN. Have you prepared something in connection with 
the text? 

Major BELLERBY. I have a considerable number of ideas I might 
express. 

The CHAIRMAN. We will be very glad to have them from you. 
Mr. GOLDSBOROUGH. Before you go into that, if it is agreeable to 

the committee, I should like to ask a question or two. 
The CHAIRMAN. Certainly. 
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Mr. GOLDSBOROUGH. Major Bellerby, you spoke of the various 
foreign governments which had linked up their currency with the 
dollar, and you also spoke of various governments, notably the 
Government of Sweden, which had some doubt about doing that. I 
am sure it would be of interest to the committee if you would elabo
rate a little on that and state just what you mean by the linking up 
of the currency with the dollar. In other words, do you mean re
sumption of the gold standard, is that what you mean? 

Major BELLERBY. Yes. There are a very considerable number 
of different ways of linking up with the dollar. The resumption of 
the gold standard itself is one method. 

Mr. GOLDSBOROUGH. Naturally so. 
Major BELLERBY. SO that covers Great Britain and Germany. 
Mr. GOLDSBOROUGH. And Sweden. 
Major BELLERBY. And Sweden, South Africa, Holland, I believe, 

Australia and New Zealand. Then there are modes of linking up 
by exchange stabilization. Austria and Hungary have adopted 
such modes, arid I believe Esthonia and Latvia. I speak from 
memory, and hope I may have an opportunity to check these after
wards. 

Mr. GOLDSBOROUGH. When you say " exchange stabilization," 
just what, somewhat in detail, do you have in mind? 

Major BELLERBY. That means the establishment of a dollar fund, 
a fund of instruments which may be exchanged either on the home 
market or the American market, so as to prevent fluctuation of the 
exchange rate when it tends to move in one direction or another. 
The mode of maintaining stability of exchange rates differs very little 
from the mode of maintaining the gold standard. If the fund begins 
to dwindle, that is evidence of the necessity for restricting the credit, 
just as one does under the gold standard when gold is flowing out. 
When the fund increases, then credit is eased somewhat. 

Mr. GOLDSBOROUGH. That answers the inquiry I had in mind. 
Mr. MACGREGOR. To clear my mind—I suppose it is elemental— 

what fixes the price or value of gold ? 
Major BELLERBY. The value of gold, when related to the gold 

standard, means the purchasing value of gold. That is to say, when 
I use the term " to maintain the gold standard and the value of gold," 
that means not only must gold be exchanged at a fixed weight for 
the currency unit, but that fixed weight must be also maintained in 
its purchasing value. 

Mr. MACGREGOR. There are different values in different countries? 
Major BELLERBY. N O , sir. The purchasing value of gold can not 

vary materially in diffirent countries, so long as the gold standard 
is being maintained, except, perhaps, for short periods of time. I 
referred a few moments ago to the possibility of a country raising 
the purchasing value of gold (by pressing down its price level) in 
order to draw in gold from abroad. That would only be a temporary 
action, until sufficient gold had been absorbed. 

The CHAIRMAN. When a gold credit is established by the Federal 
Reserve Bank of New York or the Bank of England, just as was 
established about a year ago it tends to the stability of the gold 
standard, does it not? 

Major BELLERBY, Yes, unquestionably. 
The CHAIRMAN. Arrangements of that kind with other banks of 

issue would tend to still further stabilization, would they not ? 
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Major BELLERBY. I t would add cohesion to the international 
system and thereby insure the policy being followed more generally 
by other countries. 

The CHAIRMAN. I t is an indication of willingness, for instance, 
on the part of the United States to assist the other countries that 
are in distress, and in that manner would tend to stabilize not only 
gold but prices generally, would it not ? 

Major BELLERBY. I t would contribute to that link between gold 
standard countries which insures that the price movements of those 
countries follow fairly uniform lines. If in this country there were 
a fall of prices of any considerable amount and other countries were 
on the gold standard, those other countries would also experience a 
certain decline of prices. If that were not so, with the fall of prices 
in this country the greater purchasing value of gold in the United 
States would increase the flow of gold from these other countries to 
the United States thereby depriving the banks of these other countries 
of a portion of their reserves and compelling them to restrict their 
issue of credit. That, in turn, would lead to a diminution in prices 
in those countries, keeping uniformity between the price levels of 
those countries and that of the United States. 

The gold standard thus automatically, though perhaps elastically, 
binds together the price levels of the different countries. I t follows 
that when the United States, first, maintains a stable price level 
internally, then extends a helping hand to other countries attempting 
to resume the gold standard or to link up with the dollar in other 
ways, this country not only aids the knitting together of these 
countries again, but, as you suggest, Mr. Chairman, confers on them 
a considerable measure of price stability. 

Mr. STRONG. Your position is that before price stabilization can 
be planned or hoped for it, of course, must rest upon the fixed measure 
pr standard which under present conditions would have to be the 
gold standard, or should be the gold standard, and that under present 
conditions in the world it is necessary to have that fixed value of gold 
agreed to or determined by the principal nations of the world? 

Major BELLERBY. I do not say it is necessary; I say it is desirable. 
Mr. STRONG. YOU spoke a while ago about the countries that do or 

<Jo not now have the gold standard. I t seems to me it would be well 
to have a statement of those countries in the record at this point. 
Probably many of my colleagues in the room know them, but I 
think it would be a good thing to have it in the record. Would you 
be willing to put a list of those countries that have the gold standard, 
as well as those who do not have the gold standard, in the record at 
this point? 

Major BELLERBY. I will endeavor to do'that. 
(The statement referred to is in the Appendix, Sec. II.) 
The CHAIRMAN. Major Bellerby, I rather sensed from the remarks 

that you made that you have a fear or an impression to the effect 
that there might be a withdrawal of the large amount of gold now 
under the control of the Federal reserve system and the people of 
the United States, to the extent that it might affect the operations 
of the Federal reserve system. I would be glad to have your thought 
on that subject. 

Major BELLERBY. The fear of such a withdrawal at the present 
time is less than it was at the period, for instance, when the Genoa 
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conference adopted its resolutions. T\ie main inspiration behind 
those resolutions of the Genoa conference in 1922 was the apprehen
sion that there would be a serious demand for the reserve supply of 
gold in the world, and that would inflict on every country a period of 
depression through the deflation which would ensue. Since then 
there seems to have grown up, particularly in Europe, a new tradition, 
namely, that it is desirable to resume the gold standard without the 
circulation of gold. If the gold standard were resumed with circu
lation that would involve the withdrawal of very considerable 
amounts of gold from the United Spates; but otherwise, there is 
sufficient gold now in the central banks of Europe to permit almost all 
countries to resume the gold standard, provided they do not wish to 
restore gold to circulation. 

I do not know that it can be said that the fear has altogether 
vanished, nor that the cause of that fear has disappeared. And to 
make it disappear completely would involve an international con
ference of the type I suggested, whereby countries could come 
together and decide upon the type of monetary system they would 
each maintain, whether it be a gold standard in complete form with 
circulation, a gold standard without circulation, or some form of 
exchange stabilization (gold-exchange standard) involving a small 
amount of gold or none at all for its operation. 

Mr. WINGO. To what extent would you think that conference 
would go? Simply an exchange of ideas and reaching some definite 
conclusion, or would it involve international agreements in the 
nature of treaties between the nations to carry it out? 

Major BELLERBY. My feeling is that possibly something of a 
relatively informal character would satisfy the need. I t seems to 
me that it would preferably be a conference in the nature of con
solidating existing situations which are satisfactory, rather than 
of producing something new. For instance, if all countries were 
content with monetary systems involving no more gold than they 
now hold in their reserves, it would be sufficient if this status quo 
were maintained, and if all countries agreed not to modify seriously 
their demands for gold. 

The CHAIRMAN. And the suggestions or thoughts of those who are 
administering the functions that enter into the situation would also 
be considered? 

Major BELLERBY. Yes, sir. 
The CHAIRMAN. For instance, the different banks of issue. 
Major BELLERBY. Yes, sir; essentially. 
Mr. WINGO. The idea would be not so much to have formal 

agreements or positive action, but to bring out stronger in the inter
national picture those factors that would tend to stabilize, and let 
the force of that bringing it out act upon the discretionary act in the 
fixing of a policy by those respective nations within their own par
ticular spheres and in keeping with their own laws. 

Major BELLERBY. I think that idea is entirely along the right line. 
Mr. GOLDSBOROUGH. Have you in mind, Major, that these various 

foreign countries which are involved are gradually coming to a 
realization that, in order to secure stable currency, it is not necessary 
for them to resume the gold standard on the old basis? Is that what 
you have in mind? 
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Major BELLERBY. That is true. 
Mr. GOLDSBOROUGH. In other words, there is nothing sacred in the 

old idea of gold the standard itself ? 
Major BELLERBY. I think that requires a little more closely 

defined statement before I can agree fully. They do not feel that 
there is the same sacredness in the circulation of gold internally for 
purchasing of goods. That tradition appears to be fading. There 
remains the maintenance of the tradition that it is necessary to main
tain the value pf a currency in terms of gold; that is, to make the 
currency unit equal to a fixed weight of gold. Tha t is an essential 
feature of the gold standard and, I think, still holds as firmly in the 
minds of these countries as it ever did. 

Mr. GOLDSBOROUGH. But not, as I understand it, the old weight. 
In other words, they see the feasibility of reducing their reserves 
very much lower than formerly and at the same time maintain 
stability? They recognize that they can maintain stability without 
resuming the old reserve. 

Major BELLERBY. In many countries; yes. 
Mr. GOLDSBOROUGH. Sometime ago in your statement I believe 

you said that the Federal Reserve Board could.only function to the 
best advantage in maintaining business stability, in so far as they are 
able to do it, by virtue of having had reserves larger than our legal 
needs. 

Major BELLERBY. Yes, sir. 
Mr. GOLDSBOROUGH. And that a draft on our supply of gold might 

place the board in a position where it would not have free action. 
Major BELLERBY. Yes, sir. 
Mr. GOLDSBOROUGH. I believe you also said that you were familiar 

with the provisions of the Goldsborough bill? 
Major BELLERBY. I have read it. 
Mr. GOLDSBCJROUGH. That legislation in operation would do away 

with the difficulty which you had in mind, would it not? 
Major BELLERBY. I t is some 18 months since I read it. Does it 

include a provision for modifying the gold content of the dollar? 
Mr. GOLDSBOROUGH. Yes. If you are not thoroughly familiar 

with it you can not answer the question. 
Major BELLERBY. I am familiar with that feature. I understand it 

follows the Fisher plan. 
Mr. GOLDSBOROUGH. Yes. 
Major BELLERBY. I think that would meet the situation; that a 

change in the gold content of the dollar, if it could be effected by 
legislation, would permit the continuance of freedom in the control of 
credit. There are other plans of a similar character for modifying 
the gold content of the currency unit, not according to any specifiic 
or automatic system, which is involved in the Fisher plan, but in 
accordance with whatever change seems necessary to permit the con
tinued freedom of credit policy in the event of a shortage of gold 
occurring. 

Mr. GOLDSBOROUGH. The same fundamental principle involved 
in the Fisher plan is involved in the plan which you mention ? 

Major BELLERBY. Yes, sir. 
Mr. GOLDSBOROUGH. Could you name one or two or a few of the 

plans that you have in mind, in addition to the Fisher plan ? 
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Major BELLERBY. The one I have just suggested was suggested 
to me in private by Mr. J. M. Keynes. He said at that time, a con
siderable time ago, in fact, before he actually wrote his book on 
monetary reform, that he was in favor of changing the content of 
the currency unit, the changes being made at the discretion of the 
central bank. 

Mr. GOLDSBOROUGH. Have you any opinion as to whether, in 
case this sort of legislation is adopted, it would be wise to make the 
gold-content change automatically or to leave it as a matter of dis
cretion to some officer or officers of a central bank? 

Major BELLERBY. That assumes that I should be in favor of chang
ing the gold content. 

Mr. GOLDSBOROUGH. I did not mean that. I did not mean to 
ask you if you are in favor of such a plan. I meant to ask you, if 
such a plan were adopted, whether in your opinion it would be wise 
to have that change made automatically by legislation or to leave 
it in the discretion of some individuals or ooard, whatever it might be. 

Major BELLERBY. If a decision were forced along these lines, I 
think I should favor a discretionary change in the gold content. 
My feeling is that the necessity should not arise and is not likely 
to arise, and could at all times be averted by international under
standing or arrangement for avoiding a shortage of gold. 

Mr. GOLDSBOROUGH. D O you think that international under
standing or arrangement could be made promptly ? In other words, 
do you think it would be feasible? Of course, we all realize that it 
could be done, that it is humanly possible, but is that a practical 
suggestion? I am asking your opinion. 

Major BELLERBY. I think it is a practical suggestion. (See 
Appendix, Sec. III . ) 

Mr. STRONG. Of course, I think stabilization would be very 
desirable. Your idea being it should be brought about by inter
national understanding, would it be beneficial for this Government 
to make a declaration of policy? 

Major BELLERBY. Personally, I feel very strongly in favor of it. 
Mr. STEVENSON. Before you get away from the series of questions 

that have been propounded, I want to ask a few questions. 
Major BELLERBY. I would add to my last answer with some pos

sible reservation as to time. 
Mr. STEVENSON. YOU were asked a while ago what fixes the 

value of gold. I take it that, with the United States now being the 
great financial leader of the world and England a good side partner, 
coining gold at the present number of grains per dollar, that fixes 
it as the present time. In other words, nobody is going to sell gold 
for less than a dollar of so many grains when they can get that by 
presenting it at the mint and having it coined. 

Major BELLERBY. That fixes the value of gold in terms of cur
rency. 

Mr. STEVENSON. Yes; that fixes the value of gold in terms of 
currency, and currency is what buys goods and, therefore, it fixes it 
in its relation to all commodities. 

Major BELLERBY. If you fix it in terms of currency that definitely 
fixes the relationship between currency and gold, but if the gold 
fluctuates in purchasing value, then neither is the currency stable nor 
the value of gold stable. 
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Mr. STEVENSON. Suppose our country should discontinue the 
coinage of gold at> the present ratio, should discontinue the free coin
age of gold, then gold becomes a mere commodity? 

Major BELLERBY. Yes, sir. 
Mr. STEVENSON. What would fix the value of it then? 
Major BELLERBY. I ts industrial use. 
Mr. STEVENSON. I ts industrial use, and the cost of production? 
Major BELLERBY. Yes, sir. 
Mr. STEVENSON. And when the industrial price fell below the cost 

of production, the production would decrease to such an extent that 
the price of gold would rise ? 

Major BELLERBY. Yes, sir. 
Mr. STEVENSON. SO that if you establish at the present day a 

shifting of the relationship between gold and currency, either by 
automatic action or by international action, you tend to change the 
value of gold, do you not? For instance, if you should hold that 
5 grains less of gold would be equivalent to a dollar than now, then 
the gold would be worth more and the dollar less. 

Major BELLERBY. That would be equivalent to a change in the 
gold value of the dollar. 

Mr. STEVENSON. And if you said they must take 5 grains more to 
be equal to a dollar, then the gold value would be decreased. 

Major BELLERBY. That would change the value of gold in relation 
to currency and, if prices remained stable, it would be a change in the 
purchasing value of gold, whilst the purchasing values of the dollar 
itself remained constant. 

Mr. STEVENSON. Suppose I hold a bond due 10 years from now, 
payable in dollars of United States, and between now and 10 years 
from now they should decrease the number of grains of gold in a 
dollar, would that not decrease the terms of my contract? 

Major BELLERBY. NO, sir. Your contract is payable in the cur
rency of the country, and if that remains stable in purchasing value 
then your bond has the same value at the end of the term as it had 
in the beginning. 

Mr. STEVENSON. I t is in terms of dollars and I would get so many 
grains of gold, but when they come to pay me, while I would get that 
number of dollars, there would not be the same number of grains in 
gold. 

Major BELLERBY. DO you want gold or commodities? 
Mr. STEVENSON. If the gold will buy the commodities I want the 

gold. I want the equivalent of the gold called for by my contract 
when I made the contract, and I want the equivalent of its purchasing 
power in commodity. 

Mr. STRONG. YOU want the edge. 
Mr. STEVENSON. N O ; I do not. I want just what I contracted for. 

That is a point I want to bring out. We heard a lot about that in 
1896. A man with a life-insurance policy worth so many dollars, and 
the proposition was to inject a lot of silver that was worth 50 cents 
on the dollar and pay him in that, and it would not purchase as much 
as the dollar he contracted for. That is a proposition that has 
bothered me, about this shifting of the gold content of the dollar. 
That is what I want to ask you about. I want to get your position 
in regard to that. You all seem to think that it makes no difference 
whether I get the dollar I contracted for or some other dollar, if I 
can get so much wheat or corn. I am a dissenter on that proposition. 
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Mr. STRONG, fou do not want stability? 
Mr. STEVENSON. I want stability when I get a contract, and when 

I contract to pay I want to pay in the same dollars I contract for, 
and when I contract for money to be paid to me I want to be paid in 
that kind of dollars. 

Mr. STRONG. YOU might get a dollar with so many grains of gold 
that would be of less value. 

Mr. STEVENSON. I might get a dollar with so many grains of gold 
that would be of less value ? 

Mr. STRONG. Yes. 
Mr. STEVENSON. I contracted for it, and I am willing to take it. 
Mr. STRONG. But would it not be preferable, using the gold as a 

standard of money, to make a contract so that when you get the 
money it will buy the same amount of goods that it would buy when 
you loaned it? Would not that be preferable? 

Mr. STEVENSON. There might be a change reducing the value of 
gold 50 per cent. I do not want to take dollars of that value, bu t 
I want the kind of dollars I contracted for in the first place. That 
is a very complex problem. I have got to be shown before I swallow it. 

Mr. STRONG. They might discover a lot of gold in this country 
and give you so many grains of gold, and you could not buy as much 
with it. That would not be a good contract. 

Mr. STEVENSON. If I have a contract for so many dollars in gold, 
it is my business to take it. There is no danger of a fellow with a 
contract of that kind being stuck very much. 

Mr. STRONG. But would it not be preferable to make a contract 
where you would be repjaid with money that would buy the same 
amount of commodities it would have bought when you loaned the 
money? Would not that be a preferable condition? 

Mr. STEVENSON. I do not think so. I do not think the general 
run of the public thinks so. 

The CHAIRMAN. YOU would prefer the Fisher-Kardex proposition? 
Mr. STEVENSON. Yes. I read that bond with a good deal of 

interest. 
The CHAIRMAN. Major, you referred to the Swedish law and the 

indorsement of the resolutions of the Genoa Economic Conference 
by the international labor office or the international unemployment 
congress, whatever it was. Could you place them in the record? 

Major .BELLERBY. D O you mean to include the text? 
The CHAIRMAN. Yes. 
Major BELLERBY. I could provide that. 
The CHAIRMAN. We would like to have it in the record. 
Major BELLERBY. I will be glad to do so. 
(The document referred to is in the Appendix, Sec. I.) 
Mr. STRONG. YOU answered my question a while ago, and then you 

qualified your answer. I asked you about the desirability of this 
Government making a declaration of policy, and you said that you 
thought it would be a good thing. Then you qualified it by saying, 
" A t the proper time," implying that it should be delayed, which I 
suppose is in keeping with your suggestion that action should be 
delayed. I want to ask you this question: Inasmuch as this country 
now has practical command of the gold supply of the world, would 
it not be a good time for us to make a declaration of policy and at
tempt to set up a system of stabilization ? 
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Major BELLERBY. I think there is an advantage to be gained from 
a declaration of that kind. 

Mr. GOLDSBOROUGH. Do you not believe it would be proper and 
feasible to bring a proposition, such as is involved in the Strong bill, 
before Congress now, with some degree of hope of success, rather 
than wait until a time of stress, when Congress probably would not 
be in as judicial a frame of mind as it can be when things are going 
along on an even keel, as they are at present ? 

Major BELLERBY. That is a question somewhat outside my 
province. 

Mr. GOLDSBOROUGH. I know; but you expressed an opinion as to 
its being premature, and I am trying to get your view as to why it is 
premature, when we are now, it seems to me, in a position to exercise 
judicial discretion in the matter, judicial judgment. 

The CHAIRMAN. Have we all tne information we should have? 
Mr. GOLDSBOROUGH. I do not mean to-day or to-morrow, Mr. 

Chairman, but I mean within the time that we can get all the in
formation available. 

Major BELLERBY. I secured all the information I have got from 
insistent expressions of opinion from economists and others outside 
who are maintaining a certain contact with the progress of this 
measure, and they have led me to be very much less optimistic than 
I should like to be on the point which you have just raised. If, on 
the basis of these opinions, I have expressed hesitation as to whether 
the time is ripe for legislation, it is only because I am anxious that 
the project involved in the Strong bill should prove fruitful. I t is 
a proposal of such fundamental importance, not only for the present 
but for all future, that if there were any additional assurance of its 
becoming more generally acceptable by allowing time for it to 
commend itself, some delay would seem desirable. 

One misgiving crosses my mind in putting forward these sugges
tions: That they might be used by those who would like to see this 
project delayed till it was forgotten. If I felt that to be at all 
probable, I should wish to recall everything I have said. I am hop
ing, above all, for a concrete result. 

Mr. GOLDSBOROUGH. NOW, Major, some time ago you began to give 
your opinion as to the value of this text which you have before you, 
and you were interrupted, and that has not been done. I think it 
would be very interesting to the committee to get your opinion on 
that. 

The CHAIRMAN. Yes. I am glad you mentioned that. We would 
be very glad to have it, Major. 

Major BELLERBY. The main principle which one should attempt to 
preserve in a text, presumably, is that it should be technically cor
rectly interpretable. We need a text which can above all be under
stood and interpreted by those who have to act by it, and who have 
to secure from it justification for following it in the future. There
fore, it is desirable that as precise a text as is possible, technically, 
should be devised. But, from the very nature of the proposal one 
is making, it is difficult to secure precision in the text, because the 
conception behind the proposal is itself not very precise. If one 
desired absolute rigidity of the price level and of the value of gold, 
that could be put in precise form. We could decide on a definite 
position and insist on the maintenance of the price level at that posi-
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tion. That is not practicable and, therefore, can not be used as the 
basis of a legislative text. In other words, the conception of the 
text itself must inevitably be somewhat lacking in precision. 

The best one can do, therefore, is to put forward the text which 
can be interpreted by the administration which will have to act on 
it, and one which will protect them subsequently, if that appears 
necessary. I think there are probably 100 different modes of expres
sion which might be used. I have here a list which I drew up of modes 
expressing the principle of price stabilization. Here are some of 
them: 

To maintain the value of gold; to preserve the value of gold; 
stabilize; promote the stability of; prevent undue fluctuations in; 
prevent wide variations in; limit,, restrain, restrict the fluctuations 
of; restrict the fluctuation and deviation from the normal or definite 
base of the value of gold. There are about 13 alternative terms. 

Instead of the term "the value of gold" we might supply "the 
purchasing power of gold; the purchasing power of money; the value 
of money; the value of the dollar; the purchasing power of the dollar; 
the general level of prices." That gives you combinations, that form 
at least 78 variations. 

Then, in addition, there are certain common expressions which 
are more Isolated, that is, not easily combined with other terms, such 
as: Promote monetary stability; promote stable monetary conditions; 
prevent inflation and deflation, etc. Some of those expressions are 
thoroughly bad; that is, from the standpoint of being technically 
interpretable. Here is one,, for instance: "To prevent undue 
fluctuations in the prices level." In a text of that kind whatxlo we 
mean by "undue fluctuations"? Which price level is referred to? 
Fluctuations from what poifrt? 

Another term which is exceedingly difficult to define is that of 
"inflation." Inflation, as evidenced by the movement of the price 
level, conveys some idea to most people, but not any precise con
ception. For instance, in this country from the beginning of 1922 
to the spring of 1923 there was a rise of prices of approximately 15 
per cent. Nobody described that as inflation, but merely natural 
recovery of prices from deep depression. Similarly, in 1924, there 
was a rise of some 10 per cent in five months during the autumn of 
that year, which again was not generally described as inflation, but 
simply recovery from undue depression. So we can not describe that 
as inflation. And if we can not describe a gradual 2 or 3 per cent rise 
of prices as inflation, we are confronted with this difficult question: 
What is inflation? With some persons it has a connotation equiva
lent to speculation. Without speculation inflation is not considered 
to occur. With others it means breaking away from the gold stand
ard and turning on the Government printing press. I think Doctor 
Miller defined inflation as being of the nature of a psychological 
condition or state of mind which predisposes the market to a rise of 
prices. 

Another term which conveys its meaning, perhaps, to anybody who 
is thinking already in terms of price level is "monetary stability." 
But to anybody who is thinking, as the Latin races are, in terms of 
exchange, monetary stability means nothing more than stability in 
exchange rates. A broker might consider monetary stability as 
stabilization of discount rates. A banker might consider monetary 
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stability as stabilization of the general monetary system or of bank
ing organizations. 

Now, no expression is absolutely perfect. The one I have sug
gested, on the basis of Professor Sprague's text, "To maintain the 
gold standard and the value of gold" is also somewhat elastic. But 
we can say this: Suppose this bill were adopted and at the time of 
the passage of the bill the value of gold were 100, and in subsequent 
years its value would fall to 90 owing to a rise of prices. Nobody 
could then declare that the value of gold had been maintained. - It 
offers, therefore, a certain precision, but nevertheless, yields sonle 
measure of elasticity in the use of the word "maintain" instead of 
"fix" or "stabilize," thus preserving the use of discretion. And 
furthermore, the measurement of the value of gold is only possible 
within a certain degree of error, not a wide error, but sufficient to 
admit elasticity. 

The appendix referred to by Major Bellerby is as follows: 

APPENDIX 

« 
PRINCIPLES AND PROGRESS OF MONETARY* RECONSTRUCTION SINCE THE WAR 

Since the various requests which have been made by the members of the 
committee for the insertion in the record of documents and information relate to 
developments having a close connection with each other, the material necessary 
to satisfy these requests may conveniently be presented in a single appendix, 
showing the historical setting of each development on which information was 
desired. Accordingly, I have assembled the documents into one statement, 
linking them together by short notes of explanation, and indicating their relatio-
ship to the general trend of monetary reconstruction. 

I . THE POSTWAR SITUATION 

During the war, and for some period afterwards, all countries, except the 
United States, suspended the operation of the gold standard. Gold was with
drawn from circulation in most of these countries, and was exported in large 
quantities to the United States. On the basis of this inflow of gold there was 
a considerable expansion of credit in America; prices rose rapidly until the spring 
of 1920, then fell again by reaction, and found a point of readjustment at about 
155 in 1923 as compared with 100 in 1913. Since 1923, 155 has remained approxi
mately the established price position for this country. And all other countries 
wishing to resume the gold standard at pre-war parity with the dollar have been 
obliged to bring their price levels to approximately the same position of 155. 

In European and other belligerent countries which had been compelled to 
abandon the gold basis, there grew up after the war a general sentiment that, 
as soon as fiscal conditions should permit, every endeavor should be made to 
restore the gold standard. This gave rise to the fear, however, that, were there to 
be a general demand for gold for restoring the gold standard in exactly the same 
form as before the war, this would cause serious deflation in all countries resuming 
the standard at the pre-war gold parity. It was felt that the price position of 
155 could not be maintained if all countries pressed their claim for the same 
proportion of gold as they held before the war. More probably, deflation to 
about the old price position of 100 was to be feared. 

The apprehension aroused by the possibility of ill-considered competition for 
metallic reserves was the principal inspiration actuating the financial commission 
of the Genoa Economic Conference of 1922. The proposals of that commission 
were initially designed as emergency measures to meet the existing danger; 
but, as the principles they established appear to have guided the very com
prehensive process of monetary reform since that time, the recommendations 
might perhaps be reproduced in full. Attention might be directed in particular 
to resolutions 1-5, 9, 10, and 12, 
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INTERNATIONAL ECONOMIC C O N F E R E N C E OF G E N O A — R E S O L U T I O N OF THE 

FINANCIAL COMMITTEE 

I . CURRENCY 

Resolution 1. T h e essential requisite for the economic reconstruction of Europe 
is the achievement by each country of stabil i ty in the value of i ts currency. 

Resolution 2* Banks, and especially banks of issue, should be free from political 
pressure, and should be conducted solely on lines of prudent finance. I n countries 
where there is no central bank of issue one should be established. 

Resolution 3. Measures of currency reform will be facilitated if the practice of 
continuous cooperation among central banks of issue or banks regulating credit 
policy in the several countries can be developed. Such cooperation of central 
banks, not necessarily confined to Europe, would provide opportunities of coor
dinat ing their policy wi thout hampering the freedom of several banks . I t is 
suggested t h a t an early meeting of representat ives of central banks should be 
held with a view to considering how best to give effect to this recommendation. 

Resolution 4. I t is desirable t h a t all European currencies should be based upon 
a common s tandard . 

Resolution 5. Gold is the only common s tandard which all European countries 
could a t present agree to /adopt . 

Resolution 6. I t is in the general interest t h a t European governments should 
declare now t h a t the establishment of a gold s tandard is their ul t imate object 
and should agree on t h e program by way of which they intend to achieve i t . 

Resolution 7. So long as there is a deficiency in the annual budget of the s ta te 
which is me t by the creation of fiduciary money or bank credits, no currency 
reform is possible and no approach to t he establishment of the gold s tandard 
can be made . The most impor tan t reform of all mus t therefore be the balancing 
of t he annua l expenditure of t he s ta te wi thout the creation of fresh credits un 
represented by new assets. The balancing of the budget requires adequa te 
taxa t ion , bu t if government expenditure is so high as to drive taxat ion to a point 
beyond what can be paid out of the income of the country, the taxat ion itself 
m a y still lead t o inflation. The reduction of government expenditure is t h e 
t rue remedy. The balancing of the budget will go far to remedy an adverse 
balance of external paymen t by reducing internal consumption. But i t is recog
nized t h a t in the cases of some countries the adverse balance is such as to render 
the a t t a inment of equilibrium in the budget difficult without the assistance in 
addit ion of an external loan. Without such a loan t h a t comparat ive stabili ty 
in the currency upon which the balancing of the budget by the means indicated 
above largely depends may be unat ta inable . 

(b) The next step will be, as soon as the economic circumstances permit, to 
determine and fix the gold value of the monetary unit . This will not necessarily 
be a t the former gold power. 

(c) The gold value so fixed mus t then be made effective in a free exchange 
market . . 

(d) The maintenance of the currency a t its gold value mus t be assured by the 
provision of an adequate reserve of approved assets, not necessarily gold. 

2. When progress permits , certain of the part icipat ing countries will establish 
a free marke t in gold and thus become gold centers. 

3. A part icipating country, in addit ion to any gold reserve held a t home, may 
mainta in in any other part icipat ing country reserves of approved assets in the 
form of bank balances, bills, short- term securities, or other suitable liquid 
resources. 

4. The ordinary practice of a part icipating country will be to buy and sell 
exchange on other part icipat ing countries within a prescribed fraction of par i ty 
of exchange for its own currency on demand. 

5. The convention will thus be based on a gold exchange s tandard. The con
dition of continuing membership will be the maintenance of the nat ional currency 
unit a t the prescribed value. Failure in this respect will entail suspension of t he 
r ight to hold the reserve balances of other part icipat ing countries. 

6. Each country will be responsible for t he necessary legislative and other 
measures required to mainta in the international value of its currency a t par and 
will be left entirely free to devise and apply the means, whether through regula
tion of credit by central banks or otherwise. 

7. Credit will be regulated not only with a view to maintaining the currencies 
a t par with one another, b u t also with a view to preventing undue fluctuations 
in the purchasing power of gold. I t is not contemplated, however, t h a t the dis"-
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cretion of the central banks should be fettered by any definite rules framed for 
this purpose, but that their collaboration will have been assured in matters 
outside the province of the participating countries. 

Resolution 12. With a view to the development of the practice of continuous 
cooperation among central banks and banks regulating credit policy in the sev
eral countries, as recommended in Resolution 3, this conference recommends that 
the Bank of England be requested to call a meeting of such banks as soon as 
possible to consider ̂ he proposals adopted by thfe conference and to make recom
mendations to their respective Governments for the adoption of an international 
monetary convention. 

Resolution 8. The next step will be to determine and fix the gold value of the 
monetary unit. This step can only be taken in each country when the economic 
circumstances permit; for the country will then have to decide the question 
whether to adopt the' old gold parity or a new parity approximating to the 
exchange value of the monetary unit at the time. 

Resolution 9. These steps might by themselves suffice to establish a gold 
standard, but its successful maintenance would be materially promoted, not 
only by the proposed collaboration of central banks, but by an international 
convention to be adopted at a suitable time. The purpose of the convention 
would be to centralize and coordinate the demand for gold, and so to avoid those 
wide fluctuations in the purchasing power of gold which might otherwise result 
from the simultaneous and competitive efforts of a number of countries to 
secure metallic reserves. The convention should' embody some means of 
economizing the use of gold by maintaining reserves in the form of foreign 
balances, such, for example, as the gold-exchange standard or an international 
clearing system. 

Resolution 10. It is not essential that the membership of the international 
convention contemplated in the preceding resolution should be universal even 
in Europe; but the wider it is the greater will be the prospect of success. 

Nevertheless, if the participating countries and the United States are to use 
the same monetary standard, no scheme for stabilizing the purchasing power 
of the monetary unit can be fully effective without coordination of policy between 
Europe and the United States, whose cooperation, therefore, should be invited. 

Resolution 11. It is desirable that the following proposals, to form the basis 
of the international convention contemplated in Resolution 9, be submitted 
for the consideration of the meeting of central banks suggested in Resolution 3: 

1. The Governments of the participating countries declare that the restora
tion of a gold standard is their ultimate object, and they agree to carry out, as 
rapidly as may be in their power, the following program: 

(a) In order to gain effective control of its own currency each Government 
must meet its annual expenditure without resorting to the creation of fiduciary 
money or bank credits for the purpose. 

[NOTE.—The remainder of this section answers (1) Chairman McFadden's 
request for the confirmation given by the International Labor Office to the 
Genoa Resolutions. (2) Congressman Wingo's request (cut out of the record 
as I did not want to answer officially) for information regarding the attitude at 
Genoa to stabilization.] 

As already noted, the principles established in these resolutions have very 
largely guided the development of international monetary policy in Europe 
since 1922. It must be emphasized here, however, that the administrative 
procedure recommended, namely, the preparation of an international conven
tion for ratification by all countries no longer meets with the same approval. 
The conference of central banks, if held, would presumably have the same pur
poses as those outlined in the resolutions, but its character would preferably be 
less formed than that contemplated at Genoa. 

The principles embodied in these resolutions have been constantly indorsed 
by other international bodies. Amongst the confirmatory declarations the fol
lowing might be quoted: 

RESOLUTIONS OP THE MIXED COMMITTEE ON ECONOMIC CRISES APPOINTED 
JOINTLY BY THE LEAGUE OP NATIONS AND THE INTERNATIONAL LABOR 
OFFICE, JUNE 3, 1925 

1. The mixed committee on economic crises, representing the economic com
mittee and the financial committee of the League of Nations, as well as the 
International Labor Office, unanimously confirms the following resolutions 
adopted at its last meeting at which the economic committee,, and the Inter
national Labor Office alone were represented; 

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



STABILIZATION 959 
"The committee considers that it is proved beyond doubt that excessive 

fluctuations in trade activity as manifested in recent cyclical movements are 
highly prejudicial to stability of employment, and that it would be very desirable, 
if possible, to diminish the intensity of such fluctuations. 

"The mixed committee also considers that, especially in certain phases of the 
upward movement of the cycle of trade, the principles on which credit facilities 
are accorded to industry and trade may be an important factor in accentuating 
or checking the fluctuation. 

"The mixed committee is consequently of opinion that the evils caused to 
regularity of employment by excessive trade fluctuations might to some extent 
be mitigated if, in arriving at decisions governing credit policy, especially in the 
circumstances above alluded to, due regard were paid to all data as to relevant 
economic conditions, including the tendencies of employment and prices. 

"The mixed committee therefore attaches great importance both to the im
provement of the data available, including various indices of economic condi
tions and also to their wider diffusion and more general use by financial and other 
institutions determining or influencing credit policy. In this connection it refers 
to the resolutions already arrived at with regard to economic barometers.'' 

2. The mixed committee, by a unanimous decision, also recalls and adopts the 
resolutions mentioned in the report of the financial committee of the Genoa 
conference held in 1922 (see annex), being convinced that the principles laid 
down in these resolutions are entirely applicable in the present circumstances. 

3. The mixed committee decides to ask the two rapporteurs appointed by the 
economic committee to study the question raised in the report of the Interna
tional Labor Office concerning the stabilization of prices and economic problems 
connected therewith. 

4. The mixed committee, having noted the observations made by the delegates 
of the financial committee with regard to the financial and monetary questions 
raised by the problem of economic crises (see resolution B. 6 of document C. 42 
(1) M. 60, 1925), requests the financial committee to be good enough to submit 
to the mixed committee a report dealing with the following points: 

(i) What financial and monetary measures, other than credit control, are 
likely to mitigate the intensity of economic crises? 

(ii) Considering that, in order to guarantee all the elasticity desired to credit 
policy, the existence of adequate metallic reserves must be assured, what are the 
best means of avoiding, in the course of the process of reestablishing the gold 
standard, an excessive demand for this metal? 

RESOLUTION OP THE INTERNATIONAL CONGRESS ON SOCIAL POLICY (JOINT 
CONFERENCE OF THE INTERNATIONAL ASSOCIATION FOR LABOR LEGISLATION 
AND THE INTERNATIONAL ASSOCIATION ON UNEMPLOYMENT), PRAGUE, 
OCTOBER, 1924 

The International Congress on Social Policy invites the partisans of social 
progress in all countries to promote the newer policy of preventing unemploy
ment by calling on Governments to adopt the necessary economic measures, in 
particular, those directed towards the stabilization of the general level of prices, 
in conformity with the resolutions adopted by the International Conference at 
Genoa for the economic reconstruction of Europe. 

On June 17, 1925, the Canadian House of Commons approved a report of 
its select standing committee on banking and currency, which, whilst not referring 
specifically to the recommendations of the Genoa Economic Conference, reaffirms 
its main principles: 

" In obedience to the order of your honorable House, of the 23d day of 
March last, your committee have had under consideration the question of 
the basis, function, and control of financial credit and the relation of credit 
to commerce and industry, and beg leave to present the following as their fourth 
report: 

"Whereas commerce and industry suffer greatly by reason of the periodic 
changes in the purchasing power of money; and 

"Whereas it is generally recognized that the best results are likely to follow 
from cooperative action toward this end on the part of a number of nations: 
Therefore be it 

"Resolved, That this committee recommend to the House that the Canadian 
delegates to the League of Nations be instructed to bring this matter before 
the league at the earliest opportunity, in order that the subject may be dis-
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cussed and, if possible, such concerted action taken by the various nations 
within the league as shall be best calculated to bring about the desired end." 

(It will be observed from the resolution, quoted earlier, of the Mixed Com
mittee of the League of Nations and the International Labor Office, that research 
into the problem raised in the Canadian report is being actively pursued by 
these two bodies, but by virtue of their supporting the Genoa resolutions they 
implicitly show that, in their opinion, the initiative for any international action 
should come from other quarters.) 

II. THE PKOCESS OF GOLD RESUMPTION 

[NOTE.—The first part of this section replies to Congressman Strong's request 
for details as to the countries which had already resumed the gold standard] 

The first country to recommence the redemption of its notes in gold was Sweden, 
which took this step on April 1, 1924. Other countries followed in fairly rapid 
succession so that, by the end of 1925, redemption in gold was operative in Great 
Britain, the Netherlands, Australia, South Africa, New Zealand, Dutch East 
Indies, and to some extent in Germany. 

These countries, following the principles expressed in the Genoa resolutions, 
have carefully restricted their demands for gold, and have for the most part 
refrained from restoring gold coinage to circulation. 

Other countries, equally in accordance with the proposals for economizing gold 
involved in the Genoa scheme, have confined themselves to establishing a gold 
exchange standard; that is, some mode of stabilizing their exchange rate with a 
foreign gold currency, without redeeming their own currencies directly in gold. 
The present stage of development is well summarized by the following memo
randum, for which I am indebted to Miss Rose, of the Federal Reserve Bank of 
New York: 

(A) COUNTRIES WHICH HAVE RESUMED THE GOLD STANDARD OR GOLD EXCHANGE 
STANDARD 

This classification is somewhat difficult to make and not wholly satisfactory 
when made. The difficulty lies in the fact that almost without exception the 
present gold standard is in reality a gold exchange standard or a managed gold 
standard with restrictions varying from country to country. The division is 
unsatisfactory because it is not after all a true index of economic conditions, 
since impoverished countries, such as Austria and Poland, can not fairly be 
excluded from the gold-standard class, while much stronger countries, such as 
Canada and Switzerland, which are working under conditions actually, but not 
technically, nearer to the true gold standard, can not be included, since they still 
maintain their war-time restrictions. 

However, the countries which by the revocation of restrictions upon gold 
movements, the resumption of some form of note convertibility, or the adoption 
of a new monetary system definitely linked to a gold unit, with a policy designed 
to establish the full gold standard at some future date, are, according to my 
information, as follows: Sweden, Great Britain, South Africa, Australia, New 
Zealand, Holland, Dutch East Indies, Germany, Austria, Hungary, Finland, 
Latvia, Lithuania, Poland, Russia, Danzig, and Albania. 

Poland, and apparently Russia, are experiencing difficulties in maintaining 
their reform. 

Of South American countries, Colombia, Venezuela, Chile, and Peru may be 
i ncluded. Uruguay's monetary system is based upon gold, but note converti
bility has been suspended and gold export prohibited since 1914, repeal of these 
restrictions being fixed for six months after the repayment of the French debt 
to Uruguay. 

(B) COUNTRIES WHICH HAVE STABILIZED THEIR EXCHANGE WITH THE DOLLAR 

Switzerland, Canada, Czechoslovakia, and India (technically linked with 
sterling). 

In the group which can not fairly be termed stabilized must be included Den
mark, whose currency has appreciated so rapidly that a return to parity seems 
probable in the near future; Norway, whose currency has also risen rapidly, and 
will probably be stabilized if possible at about the present level; Japan, whose 
currency is recovering from the slump following the earthquake; Italy, Belgium, 
France, Spain Portugal, Greece, Rumania, Yugoslavia, and Bulgaria. 
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[NOTE.—The rest of this section is a part response to the chairman's question 
about the Swedish act] 

I have already emphasized in my testimony the inestimable advantage which 
the United States has conferred upon the newly resuming countries through the 
maintenance of a stable value of gold. 

In the earlier stages of gold resumption there was, however, less assurance of 
continued stability than there has been latterly; considerable speculation was 
aroused for instance over the probable effects of the gold surplus in America; 
and in some countries a period of marked hesitation preceded the final decision 
to reestablish the gold basis. In the case of Sweden I have been asked to provide 
supplementary evidence of the attitude in that country prior to resumption. 

Mention has already been made that the krona was approximately at par 
with the dollar for 18 months before the Swedish Government finally determined 
to link its currency definitely with the dollar. (The monthly average quotation 
for September, 1922, was 3.78 kroner to the dollar, the par value being 3.7315. 
Since that date the monthly average has never fallen further away from par 
than 3.8). It has also been noted that the resumption of the gold standard by 
that country was not absolute, but that the law establishing the standard was 
designed to protect Sweden from inflation in the event of a rise of prices occur
ring in America. In this connection the Federal Reserve Bulletin of June, 1924, 
states: 

"On April 1, 1924, the Swedish Riksbank resumed the redemption of its notes 
in gold, which had been suspended since the outbreak of the World War. At 
the same time restrictions on the export of gold, except Scandinavian gold coins,, 
were removed and the importation of gold on private account was prohibited. 
The Riksbank's obligation to purchase at a fixed price all gold tendered has not 
been restored, however, nor have the mints been reopened to the free coinage of 
gold. The step undertaken by Sweden can not, therefore, be viewed as a com
plete restoration of the gold standard, but as a measure to prevent the decline 
of the krona below its gold parity." 

Later the same publication states: "There was until recently much doubt as 
to the wisdom of resuming gold payments, so long as none of the larger European 
countries had taken that step." Concerning this period of doubt, the statement 
of Mr. O. Rydbeck, a leading banker in Stockholm, before the British Institute 
of Bankers, in March, 1924, is of interest. He states: "The Government and 
Riksdag have hitherto been opposed to an actual return to the gold standard; 
that is to say, the restoration of free import and export of gold and of the regula
tions entitling any person to have gold in bullion minted into coin. A heated 
discussion on this subject has been proceeding for many years." His own opinion 
was that " I t would be the wisest-course for Sweden to defer her return to the 
gold standard until several countries concurrently, and chief among them Eng
land, decide to take that step. Until that time comes we must continue to 
keep our krona on a gold par with the dollar, at any rate so long as there are no 
alarming signs of serious changes in the American price-level. Should such a 
change occur, we should have to reconsider the situation very carefully. For if 
possible we wish to avoid being drawn into a new inflation, and to suffer a 
further period of deflation would be to overtax our strength." 

III . CURRENT DEVELOPMENTS IN MONETARY PRACTICE 

[NOTE.—This is a reply to Congressman Goldsborough's querry whether 
international cooperation was a really reliable force in the event of gold shortage.] 

The outstanding facts of the present situation are these: 
(i) In the course of gold restoration during the past two years there has been 

relatively little withdrawal of gold from the United States. 
Gold reserve 

Federal reserve banks 
D a t e , e n d of— (million dollars) 

1920 2,059 
1921 2,875 
1922 __ 3,047 
1923 3,080 
1924 2,937 
1925 2,701 
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(ii) Most of the countries which are still in an unsettled monetary condition 
have sufficient metallic reserves in their central banks to permit them to restore 
the gold basis, provided they do not issue gold coinage for circulation. (See 
table below.) The tradition that gold circulation is a necessary part of the 
gold standard is steadily dying. 

(iii) Should there arise, however, despite such tendencies, fresh demands for 
gold reserves, these demands might reasonably be limited or compensated by 
international agreement and mutual cooperation. I have been asked whether 
I consider such action practicable. It clearly demands a high level of "inter
national consciousness " in the various monetary centers. But there is evidence 
that this quality exists, and has already been brought into play and justified 
confidence in it. 

(iv) One recent development which is most significant, in that it leads to the 
economy of gold reserves, and assures a maximum of elasticity to credit policy, 
is the growing practice amongst central banks of holding reserves abroad. Certain 
of the leading central banks are progressively forming themselves into " inter
national central banks" holding part of the reserves of central banks of other 
countries. 

A glance at the table below shows a remarkable increase since 1913 in the 
reserves of almost all central institutions. This increase is due partly to the 
withdrawal of gold from circulation; but it appears to be equally attributable to 
the duplication caused by central banks holding reserves abroad and also in
cluding as part of their recognized reserves certain classes of foreign assets. 
This, it will be recalled, is also one of the proposals, emphasized at Genoa for 
securing an expansion of reserves whilst economising gold. 

Eleven countries are shown in the table as holding part of their reserves in the 
form of foreign assets. To this group may be added: Czechoslovakia, Egypt, 
Finland, Greece, Latvia, Lithuania, Peru, Poland, Rumania, Russia, Siam. 

In the following countries, certain classes of foreign instruments are made 
legally equivalent to gold as cover for notes: Austria, Belgium, Finland, Ger
many, Hungary, Peru, Russia, Spain. 

The full significance of this international development may perhaps be demon
strated by likening it to the revolution in banking principle that took place in the 
United States in 1913. Through the process of federation, the monetary reserves 
of this country, previously uncoordinated, were pooled in a system of central 
institutions. The same process of federation and pooling of central reserves is 
now being progressively worked out on an international scale; and it is producing 
the same economy of reserves, the same elasticity of credit policy, and the same 
consolidation and cohesion as was produced in this country through the Federal 
reserve system. 

The point of importance is, however, that in the international sphere the process 
is merely in its inception; and, in the event of an emergency, say, an unexpected 
threat of gold shortage, it might be pressed to considerably greater limits than 
have been found necessary up to the present. This point has particular relevance 
for the question raised by Congressman Goldsborough, namely, whether inter
national cooperation is likely to prove a practical and effective force for avoiding 
the threat of a shortage of gold. 
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Monetary reserves held by central institutions at the end of 1913 and at the end of 
19251 

[000,000's omitted] 

Coun try-

Argent ine 
Aust ra l ia _ 

Aus t r ia 
Belgium 

Brazil 

C a n a d a 
Chi le 

D e n m a r k 
France 
G e r m a n y 1 . . 

H u n g a r y 
Ind ia _ 

I t a ly 
J a p a n 
N e t h e r l a n d s 

N o r w a y 

S o u t h Africa _ 

S p a i n . . 
S w e d e n . . _ ____ 
Switzer land 
Uni t ed K i n g d o m . . 

Un i t ed States 

N a t u r e of central 
ins t i tu t ion 

Conversion office.. 
C o m m o n w e a l t h 

B a n k . 
Cent ra l b a n k 

Cur rency 
u n i t 

Pesos oro__ 
P o u n d s . . . 

Schillings 
d o . . J F rancs 

/Convers ion office._i\p d I 
\ C e n t r a l b a n k ' J r o u n d s . . j 

/ G o v e r n m e n t .Vnniiar* i 
\ C h a r t e r e d b a n k s _ . ! / D o l l a r s — \ 

Conversion office..' Pesos oro 
| (new). 

C entra l b a n k i Kroner 
B ank of F rance ' F rancs 

Gold held 

A t h o m e 3 

1913 

243 
4.5 

249 
18 4 

115 
46 

73 
3.517 

Reichsbank R e i e h s - 11.170 

Na t iona l b a n k 
G o v e r n m e n t 

m a r k . 
Pengo 
Runees 

/ T r e a s u r y ' \ T . / 
382 
117 

\ T h r e e banks _ J^ 1 ™ \ 1.376 
B a n k of J a p a n Yen 
N e d e r l a n d s c h e G u l d e n . . 

B a n k . 
Centra l b a n k Kroner 

[Joint-stock or re- P o u n d s . . -
< serve b a n k . 
[Reserve b a n k ' 
C entral b a n k Pesetas 

do Kroner __ 

8 224 
151 

44 
10 7.1 

480 
102 

1925 

452 
26.3 

15 
274 

11 2 
138 
88 

280 

209 
3,684 
1,208 

59 
223 

14 
1,134 

s 1,057 
443 

147 
109.I 

2,537 
230 

do Francs 1 170 467 
B a n k of Eng land Pounds 35 

(Federal reserve 
\ bank . 
(.Government 

Dollars . . .1 

1 150 

144 6 
2,701 

154 

Abroad 

1913 

316 

.... 

.... 

1925 

74 

1,864 

159 

i 

Foreign 
assets 

1913 

*167 

87 

»68 

1925 

3 499 
' 3 0 

209 

5 574 
6 403 

7 207 

9~ 14' 9 247 

H194 
122 

6.3 
H29 
202 

12 26 

Tout* 

1913 

243 
4.5 

416 
18.4 

115 
133 
316 

73 
3,517 
1,238 

382 
117 

1,376 
224 
165 

44 
7.1 

674 
224 
170 
35 

150 

1925 

452 
26.3 

514 
304 

11.2 
138 
297 
354 

209 
6,122 
1,611 

266 
223 
173 

1,553 
1,057 

690 

147 
9.1 

6.3 
2,566 

432 
493 
144.6 

2,701 

154 

1 Taken from Monthly Bulletin of Statistics, League of Nations, Geneva. Reserves of silver have 
not been included. 

2 In certain instances the returns do not distinguish between gold held at home and gold abroad. In 
such cases the entire holding has been included m the "at home" column. 

3 Cover assets excluding "Kostdevisen." ("Cover assets" signifies foreign assets which may legally 
replace gold as primary cover for notes.) 

4 Cover assets in terms of gold francs. 
5 Net balances abroad and foreign bills in terms of gold francs. 
6 Cover assets only; total exchange holdings, end of 1924, 1,306,000,000 R. M. 

Cover assets; additional net holdings of foreign currency, 44,600,C00 pengo, end of 1924. 
8 Excluding government gold with bank. 
9 Only foreign bill portfolio; balances abroad, Mar. 31, 1925, 36,000,000 gulden. 

10 Excluding deposits abroad; 1913 figure includes a small fraction of subsidiary coin, 
11 Cover assets in terms of gold pesetas. 
11 Only sight balances abroad; m addition, foreign bills, end of 1924,146,000,000 francs. 
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That, I think, is all I want to say for the record, Mr. Chairman. 
The CHAIRMAN. Major Bellerby, in behalf of the committee, I 

want to express to you our thanks for your attendance here and any 
inconvenience it may have caused you. We highly appreciate the 
statement you have given us this morning. I think you have added 
very much to the discussion. 

Major BELLERBY. I thank you very much, sir. 
The CHAIRMAN. Without objection, the committee will recess 

until 2.30. 
(Whereupon, at 12.40 p. m., a recess was taken until 2.30 p. m.) 

AFTER RECESS 

The hearing was resumed at 2.30 o'clock p. m., at the conclusion 
of the noon recess. 

The CHAIRMAN. The committee will resume its hearings. Mr. 
Burgess, we will be glad to hear from you now. Do you remember 
where we quit yesterday? 

Mr. BURGESS. I think so. 

STATEMENT OF W. R. BURGESS—Continued 

The CHAIRMAN. Suppose you take up the thread and proceed 
from that point. 

Mr. BURGESS. There are three things which I should like to deal 
with, largely in response to questions asked yesterday morning— 
your own questions, Mr. Chairman—and I wonder if I may take 
advantage of the offer which JT>U made yesterday morning to pro
ceed rather continuously on a statement of these problems and then, 
perhaps, take up the discussion at the end of each point or at the 
end of the statement ? 

The CHAIRMAN. I think that would be desirable. 
Mr. BURGESS. Otherwise we will not get through with our points. 
The first thing I wanted to discuss is in response to a question asked 

by Mr. Strong and one I believe you raised yourself, Mr. Chairman, 
in regard to what were the factors which are considered in making 
discount rate changes. I think there is nowhere in the record, thus 
far, an orderly statement of those factors. 

Of course, in making any statement on that, what I should have 
to say is simply my own interpretation of what I have observed of 
the action of the system, and what I, myself, regard as a sound 
basis for rate changes. I think there arc four points which are the 
major considerations for rate changes. 

The first is changes in open-market money rates; the second has 
to do with the volume of credit; the third with the quality of credit 
and the fourth, the movement of funds and, in the case of the New 
York bank particularly, all four of those bases are related to the 
activity of the New York money market and a careful continuous 
study of the money market is made in a way which I hope to indicate 
briefly to you after I have taken up these four points. 

Now, to take up the first point: The primary factor, it seems to me, 
which should be considered, and which is considered as a matter of 
fact in changing the discount rate in the New York bank, in any case, 
is the movement of money rates. The Federal reserve banks have 
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something to sell, which is money, and they have to sell that at a 
price, and the price they sell that at is the discount rate; or you can 
put it another way that they have someting to buy, which is paper 
the member banks sell us, and the price is our discount rate. 

I think the first obligation on the reserve banks in the decision as 
to their discount rate, is to charge a fair price for the money they lend 
to the member banks. The money which we have to lend is, in a 
sense, furnished us by the member banks from their reserves. They 
have a right to borrow within the limits of the law, and we have an 
obligation to lend them money at a fair price for that money. 

Of course, the word " fa i r" may beg the question. What is a fair 
price ? 

I think one may get at that by saying that a fair price for the money 
is a price in keeping with the open market money rates, and then, in 
regard to the broader implications, it is a price at which member 
banks will be free to borrow for the genuine needs of commerce and 
industry, but a price at which they will not borrow for purely specu
lative purposes. The amount of money that a bank borrows from 
us will depend, in no small degree, on the price they have to pay. 
The price should be adjusted to the real needs of those banks to meet 
the demands of their customers. What are the limits of those rates? 
I think our only test is the test of experience. What rates have 
proved to be the rates that permit a bank to borrow according to its 
needs and not in excess, for speculation? I think experience indi
cates that, for the New York bank, the discount rate which has 
proved in the past a good rate is a rate between the open market 
rate for commercial paper and the rate for b a n k e d acceptances. 

This may be illustrated by this chart of money rates in New York. 
The top line of this chart shows the open market rate in the New 
York market on four to six months' commercial paper. The lowest 
line on the chart, at most points, is the rate ior 90-day bankers' 
acceptances in the New York market. Those rates are somewhat 
similar in other markets throughout the country. They run more or 
less together. The New York rate comes close to determining the 
open market rate in other centers. The fluctuating line running 
through here [indicating] is the call loan renewal rate. Sometimes it 
is above and sometimes below the commercial paper rate. 

Now, you will notice that the line representing the discount rate 
of the Federal Reserve Bank of New York fluctuates within a ribbon 
whose boundaries are on the top the commercial paper rate, and on 
the bottom the bankers' acceptance rate, and only rarely does the 
rate run outside of the ribbon, and when it does, a rate change has 
usually taken place. I t ran above the commercial paper rate in 1922, 
in the middle of the year, and then it was reduced. I t ran down as low 
as the acceptance rate in 1922 and the early part of 1923, and then it 
was raised. In here [indicating] it began to run above the commercial 
paper rate and was reduced, and the same thing happens in succeed
ing periods. 

The CHAIRMAN. During 1924? 
Mr. BURGESS. During 1924; yes, sir. In 1925 it got below the 

acceptance rate. I t was increased. The same thing occurred in 
January of this year. I t had been running along with the acceptance 
rate and it was increased. At this point in April, 1926, the com-
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mercial paper rate had begun to work off and the call money had been 
very easy. So, if you will follow through the relationships between 
the different rates you will find there is a consistent tendency of the 
Federal reserve rate to be in between the commercial paper and 
acceptance rates, and something like that will be true if you run into 
the past, although in the disturbed years of the war that relationship 
was not maintained so closely. 

That seems, to my mind, to indicate that the experience has been 
that a discount rate which fitted into the rate structure in New York 
in about the way shown by the chart is the rate which experience 
has shown to be a fair rate for the money we have to sell, or, to put 
it obversely, for the securities which we buy when we discount paper 
from member banks. 

MONEY RATES IN NEW YORK CITY 

•— Commercial Paper Rate 
— NY Reserve Bank Discount Rate 
— Acceptance Rate 
— Co/I Rote 

1922 1923 1924- 1925 1926 
CHART 6.—Weekly open market rates in New York compared witn; New York reserve 

bank rediscount rate 
Sources; Commercial paper rate on 4-6 months paper and acceptance rate of 90-dav 

paper are secured direct from dealers; call loan renewal rate from Stock Clearing 

You can go at that from a more theoretical point of view, if you 
want to, and think about the value of the stuff that we receive for 
discount. What is it worth, in the terms of other paper that has a 
going price m the open market? Here is a banker that comes to us 
and brings us paper which is drawn by John Smith, payable in 90 
days; let us suppose John Smith is a grocer and the paper is drawn 
to carry goods on his shelf; the bank has received the paper from 
John Smith and lends John Smith money on it. Then the bank puts 
its own indorsement on that note and turns it in to us. What rate 
should we charge for discounting that paper? What is the paper 
worth? Well, it is worth a little more than commercial paper in the 
open market because it has the bank's indorsement on it. I t is about 
as good, in terms of the usual judgment as to what paper is worth 
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as a banker's acceptance, because it is guaranteed by the bank that 
turns it over. So, one can argue, theoretically, I think, that the paper 
that comes to us from the member banks is of a quality which is 
somewhat comparable with the banker's acceptance. I t comes to us 
with the banker's indorsement. We have means of knowing fully 
what the operations of that bank are; whether the bank is in sound 
condition. In that connection, of course, we receive copies of the 
examinations which are made by the Comptroller of the Currency 
of national banks and by the State bank examiners of State banks. 
So, we have full knowledge of how these banks are conducted, and 
when this paper comes to us with the bank's indorsement on it, the 
rate we charge on it may reasonably be compared with the rate on 
bankers' acceptances. So that seems to me some theoretical justi
fication for our establishing a discount rate somewhat lower than the 
commercial paper rate because it is better paper, and I think we 
could, if we simply had regard to the quality of the paper, charge a 
rate very close to the banker's acceptance rate in the open market. 

So it seems to me there is some theoretical justification for what I 
believe we have found, by experience as well, namely, that a rate 
lying in between the commercial paper rate and the banker's accept
ance rate is a fair rate to charge for discounts, and I think if we had 
no other guides to discount policy—of course we have other guides— 
we would have a pretty fair guide in fixing the discount rate in regard 
to the movement of money rates in the open market. When these 
rates are going down, it is a signal to us to see if our rate should not be 
reduced; similarly, when the open market rate is rising, it raises a 
question as to whether our rate should not be increased to make our 
rate again a fair price for the money we lend them and not tempt 
banks to come in and borrow money which is not for the genuine 
needs of their customers. So it seems to me that is the first and most 
important guide in fixing discount rates, and if you watch the move
ments over the past six years, as shown by the chart referred to above, 
you will see that that procedure evidently has been followed; at least 
the result has been that, whether the aims are that or not. 

A second important guide to changes in the discount rate is found 
in the changes in the volume of credit, and I refer there to two kinds 
of credit; one is the credit of the Federal reserve banks outstanding— 
and by that I mean the total bills and securities held by the reserve 
banks, or, to put it another way, the total loans and investments 
the Federal reserve banks have made. I mean by total volume of 
credit also the volume of credit extended by member banks—the 
total volume of bank credit outstanding. 

Now, changes in those two things, in Federal reserve credit and in 
member-bank credit outstanding, reflect whether the banks are coming 
in to us and increasing their borrowings or diminishing their borrow
ings, and clearly that has a close bearing on whether we ought to 
raise our rate or lower it. If they are coming in and increasing their 
borrowings constantly, the probability is that we may be charging 
too low a rate and tempting them to borrow. On the other hand, 
if they are paying off their debts rapidly, we are perhaps charging too 
high a rate and they are being penalized too much for the money they 
take from us. The judgment which the reserve banks must pass as 
to whether the volume of credit, both reserve bank and member 
banks, is increasing too rapidly or not, or declining too rapidly, 
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may be based on a number of things. One very important considera
tion is the relationship between the volume of credit and the volume 
of trade. Is credit increasing more rapidly than business justifies ? If 
so, you are probably building up inventories and encouraging specula
tive activities in business and paving the way for labor troubles; so 
that the relationship between trade and credit is one important guide. 
A lack of adjustment between trade and credit may show itself in a 
number of ways, and one of the ways in which it is apt to show itself 
is by a change in prices. If credit increases faster than business or 
the volume of trade, prices are apt to increase. I t may be com
modity prices that will increase; it may be real estate prices; it may 
be stock prices; it may be wages. The discrepancy between credit 
and trade may exhibit itself in different ways. 

If, on the other hand, there is a decrease in the volume of credit 
as compared with the volume of business, it may show itself by a 
decrease in prices of various kinds—commodities, stocks, wages, real 
estate or various other kinds of prices. 

The price index is, to my mind, primarily interesting, because it is 
an indication frequently of a lack of adjustment between the volume 
of credit and the volume of business. 

In dealing with this whole question of the relationship between the 
volume of trade and the volume of credit, it is important to remember 
that there is a normal increase from year to year in the trade of the 
countries, varying from 3 per cent in some lines of business to 7 or 
8 per cent in other lines of business and this increase in volume of 
business being transacted in the country calls for a gradual increase 
in the volume of credit and it is rather a normal thing to expect from 
year to year an increase in the volume of credit of 5, 6, or 7 per cent, 
which, at the present time, would amount to a billion dollars, or a 
billion and a half dollars. An increase of that sort is a normal 
increase which may be simply due to the increase in the country's 
volume of business. If you take figures running back over the past 
50 years, you will find there has been a tendency for bank loans and 
deposits to increase at a rate of 6 or 7 per cent a year. Ever since 
shortly after the Civil War some such normal r^te of increase has 
to be allowed for when we are thinking about the relationship be
tween credit and trade which may be thought of as a wholesome 
relationship. 

Now, as to the third point, which seems to me an important 
factor in considering changes in our discount rate in the New York 
bank, the third point is the quality of credit. There are changes 
from time to time in the uses to which credit is being put. 

We have, for example, recently a development of a large scale use 
of credit in installment buying. I t is a thing that has to be watched. 
The building up of large inventories or excessive use of credit in the 
securities market would be other examples. And the use of credit 
in Florida is a thing that exhibits a change in the quality of credit 
and those are all things which the reserve* banks, it seems to me, 
must take into consideration in determining their reserve discount 
policy. There might be a time when you did not have any unusual 
increase in the volume of credit but when there would be a de
velopment of the use of credit which might offer danger in the future. 
You might have a condition of that sort where it would be desirable 
to raise the rate to try to squeeze out some of the air bubbles in the 
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use of credit. The reserve bank has no direct control over the 
specific way in which credit is used, nevertheless, in deciding w^hat 
price we ought to charge for the money we have to lend, we have to 
consider how credit is being used, because if it is being used badly, 
the price of credit should be higher; if it is being used in a wholesome 
way, generally, the price of credit might be a little lower without 
serious danger. The job is to look at the use of the whole mass of 
credit and see where the sore spots are and see if the sore spots are 
bigger than the wholesome spots and try to draw a judgment on that 
matter. 

The best guide I think we have is a study of the week to week and 
month to month operations of the banks to which we are leading 
our money. We get reports of examinations made of our member 
banks by the Comptroller of the Currency and the State bank authori
ties. We make a careful study of those examinations to see how 
those bank funds are being used. I t gives us an impression of the 
tendency in the general credit situation. We are in constant contact 
with the officers of the banks which are borrowing money from us. 
They come in to us and talk over their problems and we have in the 
bank a daily meeting of the officers who come in contact with these 
banks who discuss the changes in the credit situation as it is revealed 
by the situation of the individual banks with which we come into 
contact. We have a staff of a half dozen workers who do nothing 
but go about and visit member banks and maintain contact with them 
and advise them about using our services and those workers bring 
back impressions of the changes in the general credit situation. 
So, as the result of all those different sources of information, the 
officers of the bank draw conculsions as to the quality of credit; how 
it is being used; is it being used unwholesomely or have unwholesome 
things sprung up ? Of course, that involves a judgment as to what 
is wholesome, and it is a difficult matter to lay down any formulae 
by which to proceed, but one forms a conclusion by seeing all the 
facts gradually brought together and one can form a judgment 
as to whether the banks are using credit too freely or whether they 
are not using it freely enough or whether credit is being pretty wTell 
adapted to the business needs of the country. 

Now, a fourth guide as to whether the discount rate should be low
ered or raised or maintained at the present level, is the movement of 
funds, not only between this country and foreign countries, but move
ments about this country, because, in a sense, this country is made up 
of a number of different sections which, as far as the movement of 
funds is concerned, are almost separate countries. There is a constant 
movement of funds between New York and Chicago and New York 
and Boston, which correspond in many respects to the movement 
of funds between London and New York. If the money rates in 
Chicago are higher than in New York, there will be a greater move
ment of funds to Chicago, and vice versa. Those movements have 
to be watched carefully in the making of rates. 

I think that can be illustrated well by what occurred last fall. 
Funds were moving toward New York from the interior. The in
terior banks were attracted by high rates on the stock market and 
were pouring their money in. That money became available for 
employment in the stock exchange and was supporting an increase 
in stock prices. The logical thing was to make rates a little higher 
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in the other centers from which money was coming and attract 
money out there back again. I do not know how fully it worked. 
I think it was one influence in helping to check that flow in toward 
the money centers. 

The same thing was happening in our relationship with London. 
The flow was toward us. 

The New York and London rates are closely connected. If New 
York is higher than London, the money will flow toward New York; 
similarly, if London's rate is higher, the flow will be the other way. 
Last October and November we had imports of gold from London 
of about $40,000,000. That made a situation where the New York 
bank would have to think very seriously before it increased its rates 
and increased the pull from London" to New York. Because the 
higher rate at New York would tend to pull more money from 
London and would have given us more gold, to cause an increase 
of our credit structure and would have pulled gold away from London, 
where they needed gold badly to maintain their position. So that the 
movement of funds is one factor to be considered seriously in changing 
rates. 

Those four factors, to my mind, are the most important factors to 
be borne in mind in considering a change in the discount rate of the 
New York bank, the open market rates, the volume of credit, the 
quality of credit, and trie movement of funds. I think most other 
factors can be classified under those different headings. 

The CHAIRMAN. YOU were speaking of the volume and quality of 
credit. 

Mr. BURGESS. Yes. 
The CHAIRMAN. And what might be termed the compulsory pur

chase of paper from member banks and the price of the discount; 
that you charged them a fair price for discount? 

Mr. BURGESS. Yes. 
The CHAIRMAN. In that connection, do you construe the purpose 

of the Federal reserve system to render emergency service or is it a 
service to enable the banks to make money ? 

Mr. BURGESS. I think I would try to nit a line in between those 
two, sir. I think that, in general, borrowing from the Federal reserve 
bank should be for seasonal or unusual needs; otherwise, if the banks 
borrow more freely than that, you tie up your liquid reserves, the 
fundamental bank reserves of the country. If you borrow less freely, 
you do not meet the needs of banks for legitimate business. 

The CHAIRMAN. YOU construe it as one of the functions of the 
Federal reserve system to hold a guardianship or advisory attitude 
over the member banks so far as your ability to deal with their reserves 
is concerned? 

Mr. BURGESS. Not individually, but collectively as to the total 
volume we lend. 

The CHAIRMAN. But you do watch the individual activities? 
Mr. BURGESS. We draw conclusions about the total situation 

from individual instances. I t is an inductive process, if you want to 
use scientific language about it. We study details and try to draw a 
general conclusion about the situation. 

The CHAIRMAN. Doctor Miller stated to this committee, as I 
recall his language, that the Federal reserve system influenced the 
open-market rates. Do you concur with him in that respect? 
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Mr. BURGESS. I t does have some influence on open-market rates. 
The CHAIRMAN. TO what extent does the Federal reserve influence 

the open-market rates? 
Mr. BURGESS. Not at all directly; that is, we do not fix the com

mercial paper rates or rates on bankers' acceptances charged in the 
open market. The rates we charge have an influence on those rates. 

The CHAIRMAN. Does not the fact that you are the largest operator -
in this market have a tendency to influence the rates? 

Mr. BURGESS. I t influences the rates, but you can not tell from 
our rate-^-if you change the discount rate to 3 ^ per cent, for example, 
you can not tell whether the acceptance rate will settle at 2 J^ or 3)^ . 
Our discount rate does have a tendency to act as a minimum rate 
on certain of the rates—the call money rate, principally. I think 
this, perhaps, will be clearer as I go into the New York money market, 
Mr. Chairman. 

The CHAIRMAN. In that connection I think it is important to get 
that clearly before us, because you have stated that the New York 
open-market rate influences the rate throughout the country. 

Mr. BURGESS. Yes. 
The CHAIRMAN. And I hope you will clear that up. 
Mr. BURGESS; There is an interconnection between the open-

market rate and our discount rates. We are influenced by the 
open-market rates and the open-market rates are influenced by our 
rates. 

The CHAIRMAN. Did I understand you to say that there should 
be a difference in the discount rate of paper purchased by member 
banks and the rate on paper in the open market? 

Mr. BURGESS. I had not intended to say that. 
The CHAIRMAN. I gathered that one class of paper was of a higher 

grade than another and it should have a different rate. 
Mr. BURGESS. I was trying to compare our rate on the paper we 

discount with the rate in the open market with which we had no 
direct dealings and saying that the paper we discounted with the 
member banks' indorsement on it is, in some respects, as good 
paper as bankers' acceptances out in the open market, but I would 
not draw any conclusion from that as to the relation between rates 
that we should charge on discounting a customer's paper or we should 
charge in discounting bankers' acceptances. 

The CHAIRMAN. I gained the impression from what you said that 
it was one of the purposes of the Federal reserve bank to get the 
number of banks out of debt to you as soon as possible. Now, I 
was wondering why you wanted to get the member banks out of 
debt to you. 

Mr. BURGESS. I intended to suggest not that we were trying to get 
the member banks out of debt, but there exists, nevertheless, a ten
dency for the member banks to get themselves out of debt as rap
idly as their condition allowed. I think there is a general feeling 
among the banks of the country that it is not a good idea to be in 
debt with Federal reserve banks for any extended period. 

The CHAIRMAN. IS that a proper thought? I t has been expressed 
before the committee at different times that particularly the New 
York banks had a seasonal period when they desired to clean up 
their loans simply to satisfy their own whims. If there is a reason 
for that, I think it should be understood. 
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Mr. BURGESS. I think it is rather unfortunate that the banks 
should feel the way they do about cleaning their houses for bank calls. 

The CHAIRMAN. There is no disgrace in borrowing from the 
Federal reserve banks, is there ? 

Mr. BURGESS. Not at all. 
The CHAIRMAN. A great many banks clean up that way to serve 

their own whims in that respect? 
Mr. BURGESS. Yes, sir; and frequently it upsets the money 

market. 
The CHAIRMAN. DO you have any other control than that you 

stated over the open-market money rates ? 
Mr. BURGESS. Of course we have our buying rate for bankers' 

acceptances, which is fixed from time to time for different maturities 
which affects the open-market rates on bankers' acceptances. That 
has an influence as well as our discount rate. 

The CHAIRMAN. I rather gathered from what you said that you 
are controlled in your decision in respect to the Federal reserve rates 
by the actions of the other money rates—the so-called market rates; 
in other words, do you control that rate or does the market rate 
control your actions in fixing 'the Federal reserve discount ? 

Mr. BURGESS. I think the answer is neither and both. The two 
things interact on each other. The commercial-paper rate, before 
we changed our rate last, was running 434 to 4 3^ a n d then it dropped 
to 434 and then it dropped to a split rate of 4 to 4 34- Call rates 
went to 3. Then we changed our discount rate and now commercial 
paper is 4, due to the fact we changed our discount rate; that is, 
there was a free movement and then there was a movement which 
was the result of our change of rate, apparently psychological, 
apparently due to the readjustment of the rate levels because of our 
rate changes; that is, there is a free movement and the movement 
connected with our rates. I should not use the word "free." There 
is a completely independent movement and then a movement with 
our rates. 

The CHAIRMAN. YOU spoke about the interbank relations with 
reference to ascertaining the purpose to which credits are put. I 
wish you would explain, in detail, what use credit is put to by these 
member banks and how you handle that situation. 

Mr. BURGESS. Of course we could only do that within certain 
limits. We have these reports by the examiners of the Comptroller 
of the Currency, the national-bank examiners, and then the reports 
of the State bank examiners, and then we have our examiners going 
around. From a group of banks, reporting member banks, about 
800 banks in the country as a whole, we get weekly reports of condi
tion, showing their changes in different types of loans and deposits. 
For the New York City banks we have a still further indication. 
We get daily a report from each one which contains a statement of 
the deposits and street loans. 

The CHAIRMAN. When you are in possession of information gained 
in the manner you have stated that makes you believe it is a dan
gerous tendency, what is your method of correcting it ? 

Mr. BURGESS. There are two different ways, one dealing with the 
situation as a whole, the blanket way of dealing with it, through 
open-market operations or the discount rate, which affects not any 
particular situation but the whole volume of credit, and then the 
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other method is a matter of dealing directly with the bank and that 
is a thing that has to be very carefully handled. We are not in the 
position of supervising the member banks. We do not want to 
place ourselves in that position. We do not think it is contem
plated in the act that we should. At the same time the act is a little 
wavering. We have some responsibility when we make a loan to a 
member bank to see to it that the money is safeguarded and so, if 
the situation gets out of color, we go, usually, to the officers of the 
member bank—never in terms of ordering him, of course 

The CHAIRMAN. Take, for instance, the situation in New York, 
where these large member banks, known as reserve city banks of New 
York, are holding these out-of-town bank funds over which you may 
have no direct control; it may be funds of member banks or banks not 
members of the Federal reserve system aiid you find those banks were 
lending a billion and a half dollars in the market in the form of 
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CHART 7.—Banners' balances shown on this chart are amounts due to member 
and nonmember banks as reported by about 240 weekly reporting member banks 
in the 12 Federal reserve bank cities. About 60 of these reporting member 
banks are in New York City. 

Source: Reports to Federal Reserve Board 

brokers' loans. What course does the Federal reserve bank pursue 
when they see a situation like that? If they consider it dangerous, 
do they discuss that situation with the bank, or what is the method? 

Mr. BURGESS. YOU refer to the situation last fall? 
The CHAIRMAN. I cite that as one situation that we are seeking 

information on. 
Mr. BURGESS. The first thing I would like to do is to clear up the 

facts in that case. You have three different categories of money to 
distinguish there, all of which have been mentioned. One is bankers' 
balances maintained in New York. Those are deposits of out-of-
town banks with the New York banks. Now, those balances can be 
invested in the New York market in any way that the New York bank 
chooses. They are a part of the total deposits. Here they are [in
dicating on chart.] Those [indicating] are bankers' balances in Federal 
reserve cities. The balances maintained in New York city banks are 
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shown by the line in here [indicating on chart] labeled "New York City,' ' 
and you will see in 1925 there was, on the whole, a gradual reduction 
of those balances; that is, they were not piling up. This dotted line 
[indicating] labeled "o the r " represents the balances maintained in 
out-of-town banks in other cities—Chicago, Boston, Cleveland, Phila
delphia, etc., and that line was maintained reasonably steady with 
some decrease. So, the situation last fall can not be laid to a change 
in bank balances. The fact is they were pulled down a bit. Those 
are simply deposits like other deposits that the New York banks have 
that they employ along with their other deposits, lending them to 
their customers, buying securities from them, and putting them on 
call or anything else that might be desired. 

Mr. WINGO. Did you say they were pulled down near the close of 
the year? 

Mr. BURGESS. YOU see, for the first five months of the year, there 
was a downward tendency, and then they remained rather steady. 
I t is that black line [indicating]. 

Mr. WINGO. That would indibate tha t the rise came after Novem
ber 15, and my information was that before November 15 you had 
a bulge upward. 

Mr. BURGESS. I wonder if you are not thinking of some other 
groups of funds. 

Mr. WINGO. Here is what I had in mind—and i t is not necessarily 
synonymous—the total loans of funds 

Mr. BURGESS. Yes; that is it. I was afraid there had been some 
confusion before on that . That is the reason I wanted to distinguish 
between the three types of funds. 

The CHAIRMAN. That means there is no difference, in the long run • 
that is to say, brokers7 loans will absorb these funds and deposits and 
member banks will absorb them. 

Mr. BURGESS. These funds do not necessarily * 
The CHAIRMAN. They would be in New York, whether call loans 

or deposits; so, to get the correct figure, you should add the amount 
of money loaned on brokers' loans, etc., to the deposits in New York. 

Mr. BURGESS. They should be added to bankers' balances. That 
second group of funds which Mr. Wingo had in mind is funds tha t 
banks had sent to New York banks with instructions to place those 
funds with brokers as call or time money. Those funds increased 
very rapidly the last half of November. I t was not the money 
deposited in New York banks—they were not free to use it as they 
choose—but funds sent to New York with specific instructions to 
put them in call loans or time loans. 

The CHAIRMAN. A call loan is a little more erratic than a deposit. 
The situation, to meet an emergency, might require them to be pre-

Sared to take care of brokers' loans in volume, as certain volumes of 
eposits 
Mr. BURGESS. Brokers' loans usually mean deposits somewhere; 

tha t is, if you have an increase in brokers' loans, you will have a cor
responding increase in deposits, because a broker who gets a million 
dollars of call money—what does he do with that ? I t comes to him as 
a check drawn on a bank and he deposits that check with some bank 
and it goes through the banking system so that there are deposits 
corresponding with the loans; the loans and deposits go together. 
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The CHAIRMAN. YOU were explaining these different funds in there 
as preliminary to answering my question. 

Mr. BURGESS. Now, the third type of money sometimes confused 
with two I have been discussing, is funds that the New York City 
banks themselves put out into the market for their own account, 
and that is a separate item from the other two. Of course they might 
use and put out for their own account some funds sent them on 
deposit by out of town banks. As a matter of fact, the amount of 
money the New York banks were lending on the stock market in 
November, 1925, was almost the amount of money they had on 
deposit from out of town banks. I think that is purely fortuitous 
and there is no connection. The amount of money loaned by the 
New York banks did not increase except at the end of the year. 
The big increase in brokers' loans was from banks outside. 

The CHAIRMAN. D O the changes in policy in the operation of the 
Federal reserve bank, particularly of New York, anect the whole 
system—affect rates for money in London or vice versa, do the 
activities of London affect the Federal reserve rates and rates for 
money in New York? 

Mr. BURGESS. Yes, because when there is a differential between the 
rates in the two markets, the funds tend to move toward one from the 
other. To make it concrete, when we lower our rate under London, 
there is a tendency for funds to move from New York to London. 
That movement of funds, other things being equal, pulls gold out 
of New York, and the member banks, to export that gold, have 
to borrow from us. When the banks are in debt to us, the credit 
situation is tightened and all the money rates tend to harden in 
New York. So the differentials in the rates between New York 
and London affect our market and their market. 

The CHAIRMAN. In other words, if certain action is taken in London, 
that is an indicator to you of what the effect will be in New York, 
and if you take certain action, it is notice to London as to just what 
will occur in their market ? 

Mr. BURGESS. The general statement is true; yes, although one 
would want to qualify it, because you do not know just what will 
occur. You will know that there will be a tendency. You do not 
know that precisely $15,000,000 will go out or that other causes 
will not operate to reverse the movement. 

The CHAIRMAN. Of course, in those movements here, you keep in 
close touch with the other factors that affect it? 

Mr. BURGESS. Yes. 
The CHAIRMAN. IS that relationship maintained between London 

and New York? 
Mr. BURGESS. Yes; we interchange weekly cables with the Bank of 

England as to the money situation in New I ork and London. 
The CHAIRMAN. And possibilities of changes ? 
Mr. BURGESS. Yes; so that if open market rates on bankers7 bills 

are going down in London, we have notice of it each week.. 
As to what was done about the increase in brokers' loans during 

the fall of 1925, when, as the figures show, the major part of the 
increase was coming from out of town banks, I might say that that 
was a subject of very careful discussion among the Federal reserve 
officials and that the successive discount rate changes that took 
place in out of town banks had that as one of the factors in con
sideration. 

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



976" STABILIZATION 

The CHAIRMAN. Out of town reserve banks? 
Mr. BURGESS. Yes, sir; out of town reserve banks, and also 1 

believe—and on this point I can not speak with assurance—that the 
Federal reserve officials in several reserve banks talked over the 
problem with the member banks in their centers. I know that 
something of that sort took place in New York. I was not present 
when it took place and I do not know the character of the interview, 
but the problem was made a subject of discussion and the problem 
was shared by the member banks. 

The CHAIRMAN. That was last fall prior to the request of the 
member banks for detailed information in regard to brokers' loans? 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. That had not been called to the attention of the 

Federal reserve banks prior to that time as a dangerous tendency; 
in other words, it was indicated at that time that the loans were 
running much higher than ever before? Had it been indicated by 
actual knowledge before from any sources—prior to that meeting last 
fall? In other words, was that situation that developed last fall an 
unusual situation or was it a gradual growth that came up over a 
period of years—and I have in mind on that subject; so you will 
be clear that when the Federal Reserve Board was put in operation 
in 1913, those same classes of brokers' loans were indicated to be 
$500,000,000 and in the 12 years of the operation of the system they 
had increased seven times that amount—was that a gradual growth 
or not and was that the first time it had been called to the atten
tion of the Federal reserve system ? 

Mr. BURGESS. NO. 
Mr. BEEDY. What is the " n o " in answer to? He asked you seven 

or eight questions. 
Mr. BURGESS. Let me separate them, if I may, into several ques

tions. The first question is, had the Federal Reserve Board knowl
edge of the growth of brokers' loans prior to the fall of 1925 ? 

The CHAIRMAN. The Federal Reserve Board or banks? 
Mr. BURGESS. The answer to that is, yes, and that they had infor

mation in two forms. The first form is the weekly report of the 
reporting member banks, a copy of which I have here before me, 
which reports for banks in principal citifes the loans secured by stocks 
and bonds separately each week, and those figures are available for 
the different cities. 

Mr. WINGO. What was the type of those? 
Mr. BURGESS. Loans on stocks and bonds. 
The CHAIRMAN. YOU are now referring to the chart " Reporting 

member banks ?" 
Mr. BURGESS. Yes, sir. 
Mr. WINGO. YOU are pointing to the line " Loans on securities V 
Mr. BURGESS. Yes, sir. The figures covering that item have been 

reported to the Federal reserve banks continuously since late in 1919 
and their movement has been followed by the reserve banks and the 
Federal Reserve Board, I am sure. The figures of the New York 
banks that are given on the other chart labeled "Member 'banks in 
New York Ci ty" include data reported weekly by about 70 reporting 
member banks in New York City. That, again, has a line on it 
called "Loans on securities/' which reflects the movement of loans 
made by these banks secured by stocks and bonds, and you can see 
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by that line there was a considerable increase during 1924, but 
during 1925 there was very little increase until the very last part of 
the year. Loans ran up at the end of the year due to the fact pri
marily that there was a big flow of funds out of town, especially in 
that last week of the year, when the New York banks had to hold the 
bag. Money rates went up to 6 per cent and money was firm. There 
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CHAET 8.—Principal assets and liabilities of reporting member banks in 101 se
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Source: Reports to Federal Reserve Board 

was a bank call. The banks throughout the country wanted to dress 
their windows a bit and money was firm, and New York banks had 
to loan money to keep the money situation in stability. That 
explains that sharp peak, at the end of the year. 

Mr. STRONG. I t was stabilized a bit ? 
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Mr. BURGESS. Yes, sir; exactly. 
The CHAIRMAN. That indicates the member banks work in close 

harmony with the Federal reserve banks in situations like that ? 
Mr. BURGESS. I think that is a fair statement. 
Mr. WINGO. When the Federal reserve act created the board in 

1913, as the chairman stated—he meant 1914, of course—and the 
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brokers' loans only amounted to $500,000,000, whereas they have 
grown to three and one-half billion—that is hardly accurate, is it? 

Mr. BURGESS. I am skeptical about that figure. 
Mr. WINGO. My information was it was a billion. Before you 

got the actual figures here a few months ago, the estimate was that 
there was only a billion and a half? 
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Mr. BURGESS. TWO and one-half billion. 
Mr. WINGO. I t ran up as high as two and a quarter billion, I 

believe, and one estimate ran up to three billion, but most run from 
a billion and a half to two billion. But the methods of estimating 
the full extent of what might be called brokers' loans last fall and the 
first of this year were far superior and more accurate than they were 
in 1914? 

Mr. BURGESS. Yes. 
Mr. WINGO. And the probabilities are that the increase, when you 

take into consideration the increase in the volume of business and 
wealth of the Nation and the different conditions that confronted 
the money market, the probability is there really has not been such a 
great increase in those loans except in the peaks ? 

Mr. BURGESS. If you compare the increase in the total loans and 
investments of banks you will see a similar situation. 

Mr. W I N G O . That is, if you bear in mind the total volume of 
increased business, etc., and the increased wealth? 

Mr. BURGESS. And new securities. 
Mr. WINGO. And new securities and all those things on a percentage 

basis there will be practically no increase? 
Mr. BURGESS. Yes. 
Mr. BURGESS. A much smaller relative increase than the gross 

figures show. 
The CHAIRMAN. I t must have been a dangerous tendency because 

the board otherwise would not have asked for definite information. 
Is it a fair assumption that the reduction of $600,000,000 immediately 
following that call indicates there was undue amount of money 
loaned brokers or was it a natural adjustment that would come about 
anyway ? 

Mr. BURGESS. I t is difficult to say what "undue" is, because of 
the tremendous growth in American business, with the amount of 
new financing, for example, six billion a year, or something like that, 
in the last few years. That naturally has been reflected in the amount 
of securities, and the tremendous increase of the wealth of the 
American people has naturally led to more investments and more 
speculation. There has always been a considerable amount of specu
lation. We have, no doubt, many of us, friends who will buy securi
ties on the stock exchange on margin and the amount of speculation 
increases with the growth of the country, and it is very difficult to 
say when a situation represents an undue growth. 

Mr. WINGO. There is another factor that I think I read the other 
day. One gentleman was stressing this viewpoint, that in the last 
few years there has been a larger volume of what you might call 
major industries of the country financed by corporate organization, 
corporate securities, and that that ran all down the scale; that 
whereas there used to be a great many partnerships and individual 
concerns where they got their additional capital by loans, they have 
been turned into corporations now and the people who formerly 
loaned their money to these people in the form of loans are now 
partners in the corporation and that makes a greater volume of 
security loans, when, as a matter of fact, the total amount of money 
in proportion to all other money in the country is actually no greater; 
that the loan has just assumed a different form and that as far as the 
speculative factor is concerned it is just as speculative as before. 

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



980 STABILIZATION 

The CHAIRMAN. The main question is whether or not the Federal 
reserve system is lending itself to speculative tendencies here or the 
use of its funds for speculative purposes, and in that connection I 
would like to ask you whether or not the credit or funds of the 
Federal reserve system in your judgment are used to any extent in 
speculation, and if so, to what extent. 

Mr. BURGESS. I think that is a question that is almost impossible 
to answer. The question is, how long funds continue to be Federal 
reserve funds after they leave the bank. A bank comes to us with 
commercial paper and borrows $10,000,000. By that operation it 
secures a balance with us and increases its deposit by $10,000,000. 
I t has a larger deposit that it may draw against. I do not think it 
makes any particular difference just which money they use for which 
operation. The minute that $10,000,000 becomes a part of that 
bank's deposit with us its identity is lost and it is almost impossible 
to determine whether Federal reserve funds are used for speculative 
purposes. 

Mr. WINGO. Whether wise or unwise, is it not true that the action 
of the Federal Reserve Bank of New York with reference to several 
of its activities, including the rediscount rate, open-market opera
tions, etc., does have an instantaneous and positive effect upon the 
call money market and brokers' loans and volume of trade on the 
New York Stock Exchange ? 

Mr. BURGESS. Well, I would hardly like to put it that broadly 
myself. 

Mr. WINGO. Does not the change in the policy of the Federal 
Reserve Bank in New York City, in its open market operations—• 
has not your experience demonstrated that when you increase the 
amount of available funds by going into the open market and buying 
securities, have a tendency to ease the market for those who wish 
money for stock exchange purposes.? Has there not been an indica
tion that that happens ? 

Mr. BURGESS. I t has a tendency to ease the money for everybody, 
including the speculator. 

Mr. WINGO. I am not charging that the bank did it for that pur
pose. Let us assume that they saw a situation that calls—take, for 
instance, the financing of our crops or in the condition of the inter
national exchange, that they think affects adversely our foreign 
trade and they say, founded on sound reason, without their knowing 
what the stock market is doing, that it becomes necessary for them 
to lower the rediscount rate and make money easier and they go into 
the market and make purchases—has it not been your experience 
that that had a favorable effect upon those who wished to increase 
their activities in the stock market? 

Mr. BURGESS. I will answer it yes, in that form. 
Mr. WINGO. I t ought to be stressed in that connection that when

ever the bank does that you must not point the finger of criticism at 
them and say it was done for the purpose of aiding the stock specu
lator, and if it was done to help business, that is one of the incidents 
that flow that you can not help, even though you did not desire to 
help them? 

Mr. BURGESS. We are not using a rapier, but are firing shrapnel. 
Mr. WINGO. Don't you have an instantaneous effect upon the 

call money rate by several of your actions there ? 
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Mr. STRONG. Before the chairman began to ask the questions the 

last time, you, if I remember aright, were describing the conditions 
that caused the Federal Reserve Board or the system or the Bank of 
New York—— 

Mr. BURGESS. The Federal Reserve Bank of New York. 
Mr. STRONG (continuing). To decide to change the discount rate. 
Mr. BURGESS. Yes, sir. 
Mr. STRONG, In that picture, did they not have in consideration 

an attempt to stabilize the market or bring about a stabilization in 
the prices of commodities in general as we term it ? 

Mr. BURGESS. Well, I think that was only one of the many fac
tors. 

Mr. STRONG. I t has been in evidence with some witnesses con
nected with the bank that they were trying to do the very thing that 
my bill seeks to direct them to do and they felt they were very suc
cessful in the }ast two or three years. I was wondering if, in your 
listing the reasons the bank rates were changed, the stabilization of 
the market or prices of commodities in general had not been taken 
into consideration or into the picture as they thought it was. 

Mr. BURGESS. I think the movement of prices fits into the picture 
because I think the movement of prices is one of the indexes of the 
adjustment between trade and the volume of credit. When tha t 
adjustment goea out of whack, you begin to get price changes of one 
kind or another. 

Mr, STRONG. As I got the position of those who oppose my bill it 
was tha t the bank has that authority now and is using it, as my bill 
directs them to, but they do not want i t to go into the law and when 
you cited the causes that bring about changes in the discount rate, 
I wonder if that desire to stabilize prices was not in the picture. 

Mr. BURGESS. I t is in the picture and one of the factors. 
Mr* GOLDSBOROUGH. Now, Mr. Burgess, the repurchase activities 

of the New York Reserve Bank have a tendency to lower the call 
money rate, do they not ? 

Mr, BURGESS. That is, our buying securities or bills from dealers 
has a tendency to make funds available in the market for liquidating 
discounts and tends to ease money rates—yes, that is right. 

Mr. GOLDSBOROUGH. What was the actuating motive which ini
tiated these repurchase activities—do you know? I would like to 
add to the question, because evidently these repurchase activities 
were not within the direct contemplation of Congress when the Fed
eral reserve act was passed. That is the whole question. 

Mr. BURGESS. I would rather not attempt to answer that, if I may 
side-step it, Mr. Congressman, because I am not fully familiar with 
the origin of the practice. I was not with the system at that time. 
There are others who can answer better. 

Mr. GOLDSBOROUGH. What is the present purpose of the Federal 
Reserve Bank of New York in assisting these traders in securities in 
securing what is practicably a lower interest rate—what public pur
pose is subserved? 

Mr. BURGESS. When vou asked the previous question did you 
mean that our buying of these securities and bills lowered the rate 
for these people ? 

Mr. GOLDSBOROUGH. Yes. 

93869—27—PT 2 23 
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Mr. BURGESS. I thought you meant it had a tendency—a general 
influence on the call-money market—lowers the rate generally. 

Mr. GOLDSBOROUGH. That was my previous question, but the 
present question is what is the purpose of the reserve bank in pur
chasing these securities under these repurchase agreements for the 
purpose of lowering the rate to these security dealers ? 

Mr. BURGESS. I wish you would chop off the last part of the 
question and let me deal with the first part separately. As far as 
the rate is concerned the dealers do not get money at a lower rate 
in repurchase agreement transactions than they do when they sell 
us securities or bills outright. You mean it gives them money at a 
lower rate than they can get in the call market? 

Mr. GOLDSBOROUGH. Yes. 
Mr. BURGESS. In the first place, what it does is it makes it pos

sible for these dealers to live. If they had no place where they 
could borrow money at an acceptable rate when the call-money 
rate gets so high, we could not have an open market for bills in this 
country and an open market for Government securities. I t is im
portant to have those markets. As to the importance of these two 
markets, take the bill market first. 

In the old days there was no bill market. An American exporter 
or importer had to arrange his credit in London or some foreign 
money center. I t cost him more than the present scheme. At the 
present time an exporter or importer can arrange his credit right 
here in this country with his own bank—make arrangements with 
a New York bank or some big bank to do it. The New York bank 
gets the benefit of the return for loaning its credit in that operation. 
I t provides us with a security which is a fine security for investors 
to buy, insurance companies and banks and corporations, as a 
means of employing their surplus funds. I t is a benefit particularly 
to banks to have this type of security available because it means 
they have some way of employing surplus funds other than the call 
market. In the old days that was practically the only way surplus 
funds could be put to work to earn a return. Now you have got 
several markets—three markets—where funds can be put in and 
drawn out immediately when needed, the bill market, the market 
for short-term Government and the call market. So, the banks are 
not dependent on that single market where fluctuations are rapid 
and where there is always perhaps a little more risk and where a 
flood of funds in and out tends to stimulate speculation. 

Mr. GOLDSBOROUGH. What is the necessity of the Federal reserve 
banks going into that sort of business ? Why can not that be con
ducted by the member banks? 

Mr. BURGESS. The difficulty is that at the time the dealers need 
funds, the member banks do, too. The member banks are part of 
the money market. 

The CHAIRMAN. Does it not go into competition with the member 
banks ? 

Mr. BURGESS. The member bank is in the same position as the 
dealer at that time. He probably is borrowing from the Federal 
reserve bank. He is not in a position to help out the dealer. The 
same thing is true in London with the Bank of England and in other 
centers where they have a discount market. The central bank 
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seems to be the only institution adapted in practice to take care of 
the dealers. 

Mr. GOLDSBOROUGH. Why could not the dealers borrow from the 
member banks and the member banks, in ttirn, borrow from the 
Federal- reserve bank instead of having the transaction directly 
between the dealer and the Federal reserve bank? 

Mr. BURGESS. They do that sometimes, but the fact is that the 
member bank has not been able economically to give them tha t 
arrangement. 

Mr. WINGO. Why should we afford a more favorable rate for those 
dealers than other persons? 

Mr. BURGESS. I t is not more favorable. 
Mr. WINGO. I S not this true, that if here is an individual that has 

need for additional credit for legitimate commercial purposes he goes 
to the member banks, and if the condition is such that the membet 
bank needs the funds it has to raise its rates, and if the member bank 
goes to the Federal reserve bank for the accommocljation at the higher 
rate, where it is a higher rate, they have to charge the borrower a 
higher rate on that loan, and why should not that man be given tha t 
short circuit just as much as the dealer? 

Mr. BURGESS. The bank has the same privilege as the dealer. 
Mr. WINGO. There is the point—and to refresh your mind on wh&t 

you said the other day, and 1 understand it is true, and if you made an 
error you want to correct it—the impression left on my mind was that 
when the call money rate got so high it was not profitable for the 
dealer to get the money—and they are dependent on borrowed funds 
and capital and the source of borrowed money is the call money mar
ket—when the call money rate gets too high, instead of going into 
the call money market, they bring these securities to the Federal 
reserve bank and sell them under a repurchase agreement for 15 days. 

Mr. BURGESS. Or else direct 
Mr. WINGO. We are talking about the repurchase agreement which 

Mr. Goldsborough and I call an indirect loan and in contravention of 
the law—what is the reason that leads the bank to believe that it is in 
keeping with its duty and the original philosophy of the act, for them 
to make practically a loan to an individual through this sale and 
repurchase agreement to one class of borrowers, to wit, the bill dealers 
in New York City, when they will not allow it to the ordinary business 
man who is just as much in need of funds and the business activities 
and interests arising out of that have just as much a claim as the bill 
dealers ? 

The CHAIRMAN. IS it not a fact that those operations are in direct 
conflict with the very principle that was used in the case of the 
Federal reserve act; m other words, rediscount note issues were to 
flow freely as the demands for trade and industry and commerce 
required up and down, and did not the purchase in the open market 
controvert that principle? I t leaves the decision entirely to the 
Federal reserve bank as to the requirements for an increase, or 
lowering of credit, or rate issues, which is not the direct result of the 
demands of commerce and trade and industry, although it might 
indirectly be implied they are? 

Mr. WINGO. Let him first answer on this proposition of the pur
chase and resale. 

Mr. BURGESS. Exactly. 
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Mr. WINGO. Let us get down to this borrower proposition, and 
then go to your operations in the open market. This purchase and 
resale—what is the necessity and philosophy and influence that 
moved the bank in establishing that custom ? 

Mr. BURGESS. I would like to make three points on that, Mr. 
Wingo. The first one is that these dealers have a type of security 
which has a liquidity and a goodness which is totally different from 
the security of the business man. This paper in the bankers' accept
ance market has two banks' names on it. The short-term Govern
ment manifestly is a security of the highest type so that the security 
is a very different proposition. The second point is that the existence 
of these markets is not only desirable, but is essential to carrying on 
a sound money market operation with central banks in the same 
way as they do in European countries. I t is an essential way of 
giving elasticity to the money market and making possible a free 
flow of funds about the country. 

Mr. GOLDSBOROUGH. Do you mean that these operations, in prac
tice, can not take "place successfully without the intervention of the 
Federal reserve banks; in other words, could not take place success
fully through dealings through the member banks ? 

Mx. BURGESS. Exactly; that we would have no American bill 
market and no market for short-term Government securities if the 
Federal reserve banks did not have that arrangement. 

Mr. WINGO. What is the reason ? 
Mr. BURGESS. They can not get the funds they require at a rate 

they can live on. 
Mr. WINGO. The whole thing goes back to the rate, then? 
Mr. BURGESS, Yes, sir. 
Mr. WINGO. The fact is you have one class of securities or people 

dealing with the Federal reserve banks that gets a preferential rate 
as compared with other interests in the country? 

Mr. BURGESS. Not compared with the member banks. Here is a 
group of bankers that are simply placed, because of the necessity of this 
operation, on a similar basis in getting funds with the member banks. 

Mr. WINGO. That brings us to the proposition that you are setting 
up and creating and serving banks that are not really contemplated 
by the act. These bill dealers, as a matter of fact, are bankers to a 
certain degree, are they not? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. But there is only one banker than can get in touch 

with the Federal reserve system that is a member bank, and he is not 
a member bank ? 

Mr. BURGESS. We have, in section 14, I think, authority to buy 
and sell these bills and Government securities. 

Mr. GOLDSBOROUGH. In the open market? 
Mr. BURGESS. Yes. 
Mr. WINGO. Where have you authority, expressed or implied, to 

make a contract with one individual and he make, with you, an in
direct loan in contravention of the prohibition against making direct 
loans, by doing it indirectly, you taking his security with a contract 
that it can be repurchased at the end of a fixed period and paying 
interest? Why is it necessary? Why can not that transaction, 
assuming that you are right—and I am inclined to think of course you 
are, that these bill dealers perform a very necessary function—if that 
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is true, why can not they come through the member banks just as 
any merchant can? 

Mr. BURGESS. I am passing over the legal situation or the legal 
side of the question. I do not want to deal with that. 

Mr. WINGO. Assuming that it is legal and we are talking now about 
changing the law—why can not they do that in the way I mentioned, 
as originally contemplated? 

Mr. BURGESS. I t is simply a matter of the mechanism, a matter 
of fact. They can not get the money. 

Mr. WINGO. The reason is he can not get the money at a rate he 
will pay. 

Mr. BURGESS. At a rate he can pay and survive. 
Mr. WINGO. IS not that true of any merchant in Washington? 

If the rate that the banks charge him makes it impossible for him, in 
competition with his competitors, to give a sufficient return, he has 
to go out of business. 

Mr. BURGESS. Yes; but the banking situation is such that some 
other fellow can survive in the same business. Without the aid of 
the reserve banks the whole business of dealing in bills is unprofitable. 

Mr. GOLDSBOROUGH. Do you mean the bill dealer can get rates 
from the Bank of England, and for that reason the Federal reserve 
thought it necessary to set up these rates in order to compete with 
the Bank of England? 

Mr. BURGESS. Not compete with the Bank of England. 
The CHAIRMAN. But do a business similar to the Bank of England ? 
Mr. BURGESS. Yes, sir. The bankers' acceptance business has 

proved a very valuable thing in England, a very important part of 
their money market. 

The CHAIRMAN. And the only way to get the bankers' acceptance 
business in this country was to set up the machinery you have been 
talking about ? 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. Are any of these bankers or dealers members of 

the Federal reserve system ? 
Mr. BURGESS. NO, sir. 
The CHAIRMAN. Take a concern like the Discount Corporation. 

That is one of the houses that deals in short-term Government bonds, 
etc. Is that institution a member of the Federal reserve system ? 

Mr. BURGESS. NO, sir. 
The CHAIRMAN. D O they deal directly with the Federal reserve 

bank? 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. In repurchase agreements and bankers' ac

ceptances ? 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. Section 14 of the act gives you authority to deal 

with them? 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. Then it might be inferred that the funds of the 

Federal reserve system are being loaned under purchase agree
ments with the Discount Corporation of New York, might it not? 

Mr. BURGESS. I should prefer to say they are securing Federal 
reserve funds. 
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The CHAIRMAN. It, is an agreement to get money and an agreement 
to borrow money, is it not ? 

Mr. BURGESS. Not necessarily. 
The CHAIRMAN. An agreement to repay it 
Mr. BURQESS. That enters into a discussion of the legal aspect 

that I thipk some one else can discuss much better than I. 
The CHAIRMAN. The question was raised the other day as to 

whether or not the Federal reserve funds were being used in these 
repurchase arrangements for speculative purposes and for money-
making purposes. I understood you to say, then, that they were not. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. In this case I have just cited, where the Federal 

reserve funds are given to the Discount Corporation of New York 
on account of repurchase agreements in the case of sales or purchases 
of acceptances, and Government securities, I will call your attention 
to the tact that the Discount Corporation is a money-making institu
tion; it is buying and selling acceptances. I t is one of the large 
dealers in securities and is a money-making institution and therefore, 
if they get Federal reserve money for the purpose of carrying on their 
transactions, why is not that a money-making transaction ? 

Mr. BURGESS. I t is. 
The CHAIRMAN. Then, why is not the Federal reserve system 

using its funds for the purpose of making money in that way. If 
they happen to be speculating in Government securities, those funds 
are used in speculations of that kind ? 

Mr. BURGESS. Yes, sir; but it seems to me they are securing that 
money on a parity with the member banks. TTiey do not make 
any more money than the member banks. 

The CHAIRMAN. Here is an institution that is not a member bank. 
Why should an individual or a nonmember bank have access to funds 
of the Federal reserve bank? 

Mr. GOLDSBOROUGH. Unless the law permits it? 
The CHAIRMAN. And as I understand, your answer is that the law 

permits it under section 14 ? 
Mr. BURGESS. Yes; but I think it is also a very valuable service 

to the country. 
The CHAIRMAN. I am not questioning that. I t is a question as to 

the use to which these Federal reserve funds are put. 
Mr. BURGESS. I think it should be pointed out that at the rates 

which we charge on these funds, there is very small profit for them. 
At the present time we are charging 3% per cent for short-term 
Government securities. 

The CHAIRMAN. Under your repurchase agreement ? 
Mr. BURGESS. If you pick up the morning paper and see what the 

yield is on those securities you will see it is less than that rate. 
They are losing money by bringing those securities to us. 

The CHAIRMAN. Why do they bring those bonds to you and lose 
money ? 

Mr. BURGESS. They have to get funds in order to carry them over 
for a few days. 

The CHAIRMAN. In other words, they are getting money cheaper 
from you than from outside sources ? 

Mr. BURGESS. That is right. 
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The CHAIRMAN. And therefore you are speculating in Government 
securities ? 

Mr. BURGUSS. Not a speculation, because they lose money on the 
transaction. 

Mr. GOLDSBOROUGH. If they lost money in the aggregate, they 
would not deal with them. 

Mr. BURGESS. They make a very small profit. In general these 
bill houses, in my belief, make comparatively small earnings. 

Mr. GOLDSBOROUGH. I believe you stated that the legality of 
these transactions had been a matter of discussion and investiga
tion—very serious investigation—by the New York bank? 

Mr. BURGESS. Yes, sir. 
Mr. GOLDSBOROUGH. NOW, if there is any possible question about 

the legality of the transaction, why has not, if you know, Congress 
been asked to specifically pass legislation which will give the New 
York bank a right, an unquestioned right, to deal in what you say 
is a very necessary business proposition ? 

Mr. BURGESS. I do not know the answer to that. I do not know 
whether the presentation of that has been made to Congress or not. 
I do not know whether Governor Strong mentioned that in 1921—I 
suspect that the answer is that a careful survey of the matter has 
convinced the bank that a legal right clearly exists. 

Mr. WINGO. But the prime reason for this transaction is the rate 
you are charging now of 33^ per cent on these repurchase agree
ments to-day? If they went to the member banks in New York 
City they would have to pay the current market rate? 

Mr. BURGESS. AS a matter of fact, they can get 3J^ per cent 
money to-day. 

Mr. WINGO. Then, if that is true, they are not making these re
purchase agreements? 

Mr. BURGESS. N O , sir; probably not to-day. 
Mr. WINGO. They only make those agreements when the rate they 

will have to pay is lower than the current market rate ? 
Mr. BURGESS. Exactly* 
Mr. WINGO. IS it not true of everyone else—take a business concern 

in New York or Washington and it needs additional accommodation 
for a few days to carry on its legitimate business; a surplus of raw 
material comes in and requires additional capital and it will require 
15 days to have funds come into the Treasury. They will say, "If 
we go into the market we have to pay, say, 4 per cent; so, let us go 
to the Federal reserve bank and enter into an agreement to sell and 
repurchase at 3}4 per cent; we will save mouey." Is not that the 
idea of the thing? 

Mr. BURGESS. What that fellow does is to take his bills or Treasury 
certificates to the dealer and sell them at less than 33^ per cent and 
the dealer will come to us and we will carry them. 

Mr. WINGO. Can not the dealer now go in the market and sell 
the securities instead of making a conditional sale with you? 

Mr. BURGESS. NO. 
Mr. WINGO. Why not? If he can not do it, why not the business 

man? 
Mr. BURGESS. He is like a shopkeeper. He can not go out and 

sell the goods in his shop every time money gets tight with him. 
Mr. WINGO. The only reason he can not do it then is he is a shop

keeper and you are proposing that the Federal reserve banks furnish 
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funds for the shopkeeper to keep goods on his shelf: You will not 
do that for Kann's or the Kaleigh Haberdashery or Lord & Taylor— 
you would say, il Go to the bank for your accommodations; 

Mr. BURGESS. Because this shopkeeping in bills and securities 
gives us the important open market in which the business man who 
has securities or bills can melt them down at any time. He cdn get 
the money back for them and sell them at their face value, which is 
less than 3 3^ per cent. 

The CHAIRMAN. Suppose Mr. Wingo had $10,000,000 of Govern
ment bonds, could he enter into a repurchase agreement with the 
Federal Reserve Bank of New York? 

Mr. BURGESS. NO, sir;- we do not know his name. He is not a 
dealer set uj> to deal with these. I t is not wholly a matter of respon
sibility. I t is a question of what end you serve by doing it. 

Mr. WINGO. Certainly; that is the question. I t is not a question 
of responsibility. If he turns over a Government bond for 15 days 
there is no question of responsibility. Nobody w^ould question that . 
You would be safe. 

The CHAIRMAN. I t strikes me, Mr. Burgess, in your answers to 
these questions, from the impression I gained, I can not see any other 
way than that the Federal reserve banks are in partnership with the 
dealers in the market. They are not members of the Federal reserve 
system and are in the business of making money. 

Mr. WINGO. And the most favorable view of the thing is that 
these bill dealers are bankers and should be protected by the Federal 
reserve system because you do think they serve a useful purpose, 
and you will treat them as member banks, although under the 
Federal reserve system act there is no provision justifying that . 

Mr. BURGESS. I want to enter an objection to that. I think there 
is a provision. 

Mr. GOLDSBOROUGH. If you can enter into a resale agreement 
under the law for 15 days, why can you not enter into one for 6 
months? What is the difference in principle? 

Mr. BURGESS. That would not reach the purpose to be served. 
Mr. GOLDSBOROUGH. I t would not change its legality. 
Mr. BURGESS. AS far as the legal right is concerned, I suppose 

you could, although, not being a lawyer I hesitate to say, but the 
intent and purpose to be served has something to do with the ques
tion, has it not ? 

Mr. WINGO. Will you point to that provision of section 14 which 
you say gives that authority? 

Mr. BURGESS. Section 14, page 32 in this print of the Federal 
reserve act, amended to March 4, 1923, the beginning of the section— 

Any Federal reserve bank may, under rules and regulations prescribed by the 
Federal Reserve Board, purchase and sell in the open market, at home or abroad, 
either from or to domestic or foreign banks, firms, corporations, or individuals, 
cable transfers and bankers' acceptances and bills of exchange of the kinds and 
maturities by this act made eligible for rediscount, with or without the indorse
ment of a member bank. 

Then, following— 
Every Federal reserve bank shall have power— 

and I am omitting "a" and will read " b " — 
to buy and sell, at home or abroad, bonds and notes of the United States, and 
bills, notes, revenue bonds, and warrants with a maturity from date of purchase 
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of not exceeding six months, issued in anticipation of the collection of taxes or in 
anticipation c$ the receipt of assured revenues by any State, county, district, 
political subdiyision or municipaltiy in the continental United States, including 
irrigation, drainage and reclamation districts, such, purchases to be made in 
accordance with rules and regulations prescribed by the Federal Reserve Board. 

There is another one at the end of the section dealing with the 
intermediate credit banks. 

Mr. WINGO. That applies only to agricultural corporations and 
intermediate banks ? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. In other words, you take the position that the first 

Erovision of section 14, "purchase and sell in the open market, at 
ome or abroad, either from or to domestic or foreign banks, firms, 

corporations or individuals, cable transfers and bankers' acceptances 
and bills of exchange of the kinds and maturities by this act made 
eligible for rediscount, with or without indorsement of a member 
b a n k " covers it? 

Mr. BURGESS. That covers bills. 
Mr. WINGO. There is another provision that authorizes you to 

handle Government securities, etc., but that provision authorizing 
you to purchase and sell in the open market, at home or abroad, 
either from or to domestic or foreign banks, firms, corporations, or 
individuals, cable transfers and bankers' acceptances and bills of 
exchange of the kinds and maturities by this act made eligible for 
rediscount—that means securities made eligible for rediscount under 
the act, does it not? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. Can you find any provision covering a contract 

of purchase and resale? 
Mr. BURGESS. I take it that reference is simply to the type of bill 

tha t may be purchased. That simply refers back to the definition of 
the kind of bill. 

Mr. WINGO. In other words, the authority to deal with firms, 
corporations and individuals is given with reference to the purchase 
in the open market of paper that is eligible for rediscount if brought 
up by member banks? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. IS there any provision in the law that would author

ize a member bank to bring up a contract made by some one provid
ing for a sale and repurchase ? 

Mr. BURGESS. I do not think there is. 
Mr. WINGO. A direct sale and repurchase from a Federal reserve 

bank? 
Mr. BURGESS. Even if there were I do not think it would apply here 

in this connection, do you? 
Mr. WINGO. That is the point I am getting at. 
Mr. BURGESS. There is another clause. 
Mr. WINGO. I t occurs to me that the character of paper to be 

dealt with by the Federal reserve bank is limited to that type of 
acceptances that are made eligible—acceptances and bills of ex
change made eligible for rediscount when a member bank brings it 
up. 

Mr. BURGESS. That of course includes all types necessary. 
93869—27—PT 2 24 
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Mr. WINGO. I am proceeding on the assumption that the bank can 
convince us they are not only within the law, out it is a. wise transac
tion. I think it can be contended there that when the bill dealers can 
go to the member bank and make a contract of sale and repurchase, 
which is nothing more than putting up securities for collateral for 
payment, the member bank could indorse it and bring it up. If they 
could not do it it would not be eligible under this section. 

Mr. BURGESS. I seem to have gotten willy-nilly into this discussion 
of law. I should like to refer to another section which gives the 
Federal reserve banks authority to make contracts and I assume the 
only legitimate interpretation is that they can make contracts to do 
anything within their legal powers. 

Mr. WINGO. YOU are referring to the power to make contracts, 
which would be in there by implication, because the implication is 
that any kind of corporation has authority to make any kind of con
tract that is necessary to carry out its express powers. 

Mr. BURGESS. That is section 4 that 1 was referring to. 
Mr. GOLDSBOROUGH. Is there any rule or regulation of the Federal 

Reserve Board which gives the Federal Reserve Bank of New York 
the right to engage in these repurchase transactions ? 

Mr. BURGESS. Yes; we have a ruling of the board on that matter. 
Mr. GOLDSBOROUGH. YOU have a ruling of the board? 
Mr. BURGESS. Yes. 
Mr. GOLDSBOROUGH. Can you cite the committee to that ruling? 
Mr. BURGESS. I can not give the precise date of that, no; but that 

will be forthcoming in response to the request of the committee sent 
to the board. 

Mr. WINGO. The provision referred to under section 4 is under the 
power to use a corporate seal and " Third. To make contracts." 

The CHAIRMAN. YOU would construe that general authority as 
giving the Federal reserve banks the power to make the repurchase 
agreements in connection with the purchase and sale of Government 
securities and open-market paper? 

Mr . BURGESS. I should like the record clear on this point, that I 
am not attempting a complete discussion of the legal grounds for 
these purchases, because that is a matter on which I am not fully 
informed. 

Mr. WINGO. I think it should appear in the record that the proper 
person to be interrogated on that point is the counsel for the bank. 

Mr. BURGESS. This record will guide the board in preparing its 
answer. 

Mr. GOLDSBOROUGH. I t is a fact that the cost of the transaction to 
the bill dealer is exactly the same as the cost of a corresponding 
rediscount to a member bank involving a like amount ? 

Mr. BURGESS. Not necessarily to the corresponding rediscount, 
but the member banks have the same privilege of selling us bills or 
securities. 

The CHAIRMAN. Under a repurchase agreement? 
Mr. BURGESS. Yes; the same right. I do not know that it has 

been exercised in New York. 
The CHAIRMAN. I should like to make this statement in connec

tion with what I have said previously in regard to the aid which 
Federal reserve banks were apparently lending in the transactions 
in the open market. I was not questioning the legal authority 
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The thing I had in mind was whether or not the Federal reserve 
funds were being used to aid and assist these houses in dealings in 
open-market obligations and Government securities to an extent 
that it almost represented a partnership; in other words, furnishing 
them funds without authority, limit or restrictions so far as their 
dealings are deemed wise in sustaining the open-market paper and 
Government securities. 

Mr. BURGESS. I think it should be said, in partial answer to that, 
that the case seems no different to me there, as far as the profit or 
speculation in the operation is concerned, from our transactions with 
the member banks. We have authority to lend member banks and 
authority to buy from and sell to individuals and the profit which 
may accrue from these operations and the speculation which may be 
in some way involved in these operations seem to me somewhat 
similar. 

The CHAIRMAN. I should like to make this further observation in 
this connection, that there is, in the open-credit channels, in the 
neighborhood of 82,000,000,000 worth of short-term Government 
securities which are being utilized for this particular market and the 
handling of those transactions is greatly facilitated by funds furnished 
to these brokers in the handling of these transactions back and forth; 
in other words, it seems to me, as I observe the transactions, that 
there are $2,000,000,000 worth of Government securities in the liquid-
credit channels being used as cash or circulating medium. 

Mr. BURGESS. There are $2,000,000,000 of short-term Govern-
ment securities outstanding. A very large portion is held by cor
porations, banks, and individuals and the amount circulating in the 
market is very much smaller. 

The CHAIRMAN. But the tendency is that on quarterly days these 
securities get into the open market in New York. 

Mr. BURGESS. They get into New York. They get into the hands 
of corporations who maintain their financial offices, to a consider
able extent, in New York, and get into the hands of bankers and 
individual investors who maintain offices in New York. The amount 
that gets into the open market is small. The amount involved in 
these transactions is very small indeed compared with our other 
operations and the total amount of these funds in the market. 

Mr. WINGO. I think it would be well to have put into the record 
here from the annual report, that section which is headed " Federal 
reserve banks and acceptance market," commencing on page 7 and 
closing just at the top of page 11, and in that is a statement of the 
volume of these transactions. 

FEDERAL RESERVE BANKS AND THE ACCEPTANCE MARKET 

Purchases of acceptances by the reserve banks in the open market are essen
tially of a different character from dealings in Government securities, and in the 
influences that give rise to them they are in many respects similar to discount 
operations. In contrast to operations in Government securities, where the 
initiative of purchase or sale is taken by the reserve banks, sales of acceptances 
to the system are made largely on the initiative of member banks and dealers. 
Though of recent origin in this country, the acceptance has a long history abroad, 
where it is the primary instrument in the financing of foreign trade and, as an 
easily negotiable commercial instrument of prime security, furnishes employ
ment for short-time banking funds. Prior to the establishment of the reserve 
system, the absence of such a market for bills in the United States was a factor 
n causing a large part of American foreign trade to be financed in London, where 
here was a well-organized bill market. In order to encourage the use of the 
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acceptance in this country, provision was made in the reserve act giving member 
banks au thor i ty to accept bills of exchange and to deal in acceptances, a n d 
giving the reserve banks author i ty to discount and to purchase acceptances. 
I t has been one of the functions of the reserve system, therefore, to assist in t he 
development of a nat ional discount market , to encourage the use of dollar credits 
in our foreign t rade , and to promote t he growth in the volume of shor t - term 
paper based on commercial t ransact ions available to banks for the employment 
of liquid funds. 

In pursuance of their policy of encouraging the acceptance market , t he reserve 
banks have stood ready a t all t imes to purchase such eligible bills as were offered 
to them at rates established by the reserve banks. I t is because of this policy 
of the reserve banks to purchase a t their buying rates all offerings of eligible 
bills t h a t reserve bank holdings of bills in their effect upon the credit s i tuat ion 
are similar in character to discounts, since they represent for the most pa r t t he 
application of member banks for reserve bank funds. I t is, furhtermore, the 
practice of the reserve banks never to sell purchased acceptances, bu t to carry 
them, like rediscounted paper, to matur i ty . This is in contrast to purchases 
and sales of United States securities, which are under taken a t the init iat ive of 
the reserve banks in the light of the general credit si tuation a t a ra te fixed in 
the market . 

The extent of the development of the acceptance market since the establish
ment of the system is indicated by the fact t h a t to ta l acceptances outs tanding 
a t the end of 1925 were approximately $775,000,000. In general, the acceptance 
has found an increasing use in the financing of foreign t rade , and the volume 
of bills outs tanding generally fluctuates from season to season and from year to 
year with changes in the volume of foreign t rade . Of the acceptances purchased 
by the reserve banks during 1925, 37 per cent represented imports , 31 per cent 
exports, and 20 per cent paper financing the domestic shipment or storage of 
goods. 

The extent to which the acceptance is now used in financing the foreign t rade 
of the United States is brought out by the table, where several of the more 
impor tan t commodities underlying acceptances purchased by the reserve banks 
during 1925 are compared with the to ta l movement of those commodities in 
our import and export t rade during t h a t year. The figures represent only such 
acceptances as were purchased outr ight by the reserve banks and const i tuted 
only a pa r t of the to ta l volume of acceptances drawn in the United States . Of 
the $527,000,000 of export bills purchased outr ight by the reserve banks during 
the year, 78 per cent, or $410,000,000, represented exports of cotton, grain, 
copper, and lard and meat . This sum was equal to 24 per cent of the to ta l 
exports of these commodities during the year. Of the $631,000,000 of pur
chased bills based on imports , 60 per cent, or $376,000,000, covered imports 
of silk, coffee, sugar, and wool, a sum equal to 32 per cent of the to ta l imports 
of those four commodities into the United States during the year. Detailed 
figures on commodities underlying bills purchased by the reserve banks will be 
given in the complete report . The following table presents a summary of these 
figures and compares them with the export and impor t of certain commodit ies : 

Acceptances purchased by reserve banks based on certain commodities and foreign 
trade in these commodities in 1925 

Commodity 

Bills bought 
outright by 
the Federal 

reserve banks 
based on each 

commodity 

Foreign trade 
in each 

commodity 

Cotton 
Grains _ 
Copper _ 
.Lard and meat _ __ 

Total for four export commodities. 

Silk 
Coffee. 
Sugar 
Wool. e 

Total for four import commodities 

$299,043,000 
58,215,000 
34, 069,000 
17,164,000 

Exports 
$1,059,751.000 

245,456,000 
160,933,000 
236,351,000 

409,691,000 1, 702,491,000 

136,886,000 
115,100,000 
84,517,000 
39, 563,000 

Imports 
445,105,000 
286,212,000 
246,008,000 
215,886,000 

376,066,000' 1,192,211,000 
I 

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



STABILIZATION 993 
Corresponding to our increased foreign trade, the total volume of acceptances 

drawn and outstanding during 1925 was larger than in 1924, and the proportion 
of the total offered to the reserve banks was also greater. Member banks in 
the financial centers, where the greater part of acceptances outstanding are 
carried, were continuously in need of a larger volume of reserve bank accom
modation than during the preceding year and secured a portion of this by sell
ing bills to the system in preference to direct borrowing. The level of money 
rates in the open market also tended to increase the volume of acceptances 
offered to the reserve banks, both because other forms of investment yielded 
more to the investors than in 1924, thus tending to increase the dealers' port
folios, and because the carrying of acceptances on borrowed money at prevailing 
relative rates became less profitable than a year ago. 

Legal provisions and board regulations relating to the purchase of accept
ances by the reserve banks are broad in character. The reserve banks have 
authority to buy indorsed bills arising out of import or export transactions, 
and out of the domestic shipment or storage of readily marketable staple com
modities, and also to buy bills created for the purpose of furnishing dollar ex
change abroad. In maturity, bills to be eligible for purchase by the reserve 
banks must have not more than 90 days to run unless they arise out of the 
marketing of agricultural products or out of foreign trade, in which case the 
limit of maturity is six months. The total volume of acceptances purchased 
by the reserve system during 1925 was $2,961,000,000, as compared with 
$2,172,000,000 r in 1924, and the daily average of acceptance holdings was 
$287,000,000, falling seasonally from $329,000,000 in January to $206,000,000 
in August and rising to $368,000,000 in December. The large volume of accept
ances bought during the year in comparison with the much smaller total of 
average holdings illustrates the highly liquid character of these bills and their 
rapid turnover. 

Of the total bills purchased by the system during 1925, 28 per cent were 
bought outright from member banks, 29 per cent represented outright purchases 
from dealers and others, and 43 per cent purchases from dealers with agreement 
to resell at the expiration of not more than 15 days. Reserve bank operations 
in acceptances, therefore, enable the system to maintain direct contact with 
portions of the market other than member banks. Through its readiness to 
take all bills offered at its buying rate, the system has given those who use 
acceptances to finance their operations and investors in these acceptances a 
steady market for their bills at fairly constant rate in case they wish to dispose 
of them prior to maturity. The development of the bUl market and the freedom 
of the market from rapid fluctuations in rates, to which the policy of the reserve 
banks in regard to the purchase of acceptances has contributed in an important 
way, have resulted in making funds for the financing of agricultural and other 
exports available at the lowest and steadiest rate in the market. 

During recent years, and particularly in 1925, many foreign countries in rees
tablishing a stable relationship between their currencies and gold have adopted 
the policy of holding a portion of their reserves as balances or in the form of 
short-term securities in the world's central money markets. The central banks 
of those countries, which have correspondent relationships with the Federal 
Reserve Bank of New York, have held a part of their foreign funds on deposit 
with that bank and have from time to time instructed it to invest these funds 
on their account in prime commercial bills in the New York market. The 
volume of such purchases of acceptances by the New York Reserve Bank on 
account of foreign banks was much larger in 1925 than in previous years, owing 
to the growth in the number of countries maintaining exchange stability. Bills 
held by the" reserve banks on account of foreign correspondents at the close of 
1925 were $65,000,000, compared with $43,000,000 at the end of 1924 and 
$19,000,000 at the end of 1923. 

The CHAIRMAN. Does that include the volume of Government 
securities and bills acquired under repurchase agreement? 

Mr. WINGO. No; it includes only amounts purchased outright. 
The CHAIRMAN. Unless the Federal Reserve Board discloses that 

amount, it would not be obtainable. 
Mr. BURGESS. I should like to insert the figures in the record 

showing the amount involved. 
Mr. WINGO. I think, at the proper point, in reviewing his testi

mony, in checking it up, he should insert this information. 
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The CHAIRMAN. That includes the volume included under all 
repurchase agreements. 

Mr. BURGESS. Yes, sir; I should like to compare that amount with 
the total amount of bills we buy. The fact is the large proportion of 
the bills we buy is bought from the member banks and not from 
dealers. 

Mr. WINGO. I think that should be stressed in the record, that 
these purchase and resale agreements do not constitute a big volume 
of business compared with your acceptance business. 

Mr. BURGESS. Exactly. 
Mr. WINGO. And the major part is with the member banks? 
Mr. BURGESS. Yes, sir. Another point I Would like to stress is 

that the people who benefit from this market for bankers' accept
ances are member banks and business men. The market furnishes a 
place where the acceptances purchased by the member banks can be 
disposed of. I t furnishes a place where a business man can melt 
down the acceptances he has and furnishes the means for the business 
man to secure credit for his export and import operations. The 
banks and business men are the beneficiaries of this plan. 

The CHAIRMAN. The committee will adjourn now until to-morrow 
morning at 10.30. 

(Whereupon, at 5.15 o'clock p. m., the committee adjourned until 
to-morrow, Thursday, May 6, 1926, at 10.30 o'clock a. m.) 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Thursday, May 6, 1926. 
The committee met at 10.30 o'clock a. m., pursuant to adjourn

ment, Hon. Louis T. McFadden (chairman) presiding. 
The CHAIRMAN. The committee will resume its hearings. Mr. 

Burgess, you may proceed. 

STATEMENT OF W. R. BURGESS, ASSISTANT FEDERAL 
RESERVE AGENT OF THE FEDERAL RESERVE BANK OF 
NEW YORK—Continued 

Mr. BURGESS. I asked the privilege yesterday afternoon of putting 
into the record the figures for the amounts of bills which we purchased 
under repurchase agreement, and securities purchased under similar 
agreement. 

The CHAIRMAN. DO those figures include the purchases for the 
Treasury; for the bond purchase and the sinking fund accounts? 

Mr. BURGESS. NO, sir; these are simply purchases for the account 
of Federal reserve banks; for their own account. Of course, we are 
constantly buying Government securities for the account of the 
Treasury, from time to time, or for the account of member banks. 

The CHAIRMAN. Are they purchased in the open market from these 
same houses from which you purchase open-market securities ? 

Mr. BURGESS. TO some extent. They are purchased through 
member banks and through dealers wherever we can pick them up. 

The CHAIRMAN. But, generally speaking, you have a little different 
plan in the purchases for your own account, do you not, through 
these open-market houses ? 
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Mr. BURGESS. Well, of course, the operation is different from the 
repurchase agreement; that is, in type. But so far as the place of 
procuring the securities goes, the purchases for our own account are 
procured through similar sources to the purchases we make for 
other people. That is, when we want to acquire securities for the 
system, for our open-market investment account, we buy them wher
ever we can. 

The CHAIRMAN. Take, for instance, a special order from the 
Secretary of the Treasury, like purchase of bonds for the Alien Prop
erty Custodian. You buy for his account, say, $25,000,000 of 
securities. Do you buy those through the banks or are they accu
mulated through some of these open-market houses ? 

Mr. BURGESS. Both ways. 
The CHAIRMAN. I am presuming that in many instances like that 

they do not have a supply of those bonds on hand. 
Mr. BURGESS. When we have an amount of securities of that size 

to purchase, the difficult thing is to acquire them without raising the 
price too much. So what we do is look around and find where we 
can get them—member banks or dealers, wherever they are. We know 
more or less about the movement of those securities, and we try to 
pick them up without increasing the price. 

The CHAIRMAN. D O you go so far as to suggest to those houses that 
you want to purchase at a certain date, at certain figures, certain 
issues of "bonds ? 

Mr. BURGESS. That we might be interested; yes. They do not 
know, of course, whether we are buying for our account or for the 
account of the Treasury or the amounts. 

The CHAIRMAN. Of course they do not know for whom you are 
purchasing, and I can appreciate why they should not know. 

Mr. BURGESS. Yes. The exact procedure the operating man 
would have to tell you. 

The CHAIRMAN. That, of course, would be very desirable infor
mation for these operating houses to have. 

Mr. BURGESS. Yes, sir; that would be worth a good deal of money. 
The CHAIRMAN. I can imagine that those houses would like to 

have that advance information. 
Mr. GOLDSBOROUGH. Mr. Chairman, my attention was called 

yestetday afternoon to the fact that these repurchase activities are 
published in the Federal Reserve Board Bulletins; and I think, in 
view of the fact that the legality of the transactions has been ques
tioned, the fact that they are made public in the Federal Reserve 
Bulletins should be understood. There is nothing clandestine about 
them, I mean. 

Mr. BURGESS. I was about to suggest that I have here the proof 
for the May, 1926, Federal Reserve Bulletin, and there is a page 
showing the volume of discount and open-market operations during 
March, 1926. That includes, under the caption " Bills bought in the 
open marke t / ' the following categories: Bills purchased from member 
banks, and from nonmember banks, banking corporations, etc., 
with two divisions under that second caption, (1) with resale agree
ment, (2) all other. 

So those figures are made public currently. 
The CHAIRMAN. Without objection, that will be inserted in the 

record at this point. 
(The statement referred to is as follows:) 
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Principal resources and liabilities, by weeks, of reporting member banks in leading cities 

(In thousands of dollars] 

CO 
CO 

Number of reporting banks: 
Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7— 
Apr. 14 

Loans and discounts gross: 
Secured by U. S. Govern

ment obligations-
Mar. 17 
Mar. 24 
Mar. 31___ ____ 
Apr. 7 
Apr. 14—_ — -

Secured by stocks and 
b o n d s -

Mar. 17___ 
Mar. 24 _,. 
Mar. 31 
Apr.7 
Apr. 14..._ 

All other loans and dis
coun t s -

Mar. ,17 
Mar. 24 _ 
Mar. 31 
Apr. 7_._ _.. 
Apr. 14 

Total loans and discounts— 
Mar. 17___ 
Mar. 24 :_ 
Mar.31__ 
Apr.7 
Apr.l4._ 

712 
711 
710 
709 
708 

163,962 
163,326 
164,338 
164,102 
161,354 

5,334,348 
5,324,069 
5,403,269 
6» 349,972 
5,256,418 

8,446,204 
8,459,889 
8,483,960 
8,448,024 
8,479,341 

13,944,514 
13,947,284 
14,051,567 
13,962,098 
13,897,113 

Federal reserve district 

Boston 

10,694 
11,225 
11,795 
10,263 
10,208 

328, 957 
322,327 
327,673 
310,011 
317,577 

651,157 
667,005 
650,893 
661,038 
662,865 

990,808 
990,557 
990,361 
981,312 
990,650 

New York 

98 

97 

54,695 
54,831 
56,310 
55,641 
64,257 

2,295,604 
2,325,811 
2,375,253 
2,336,065 
2,216,347 

2,665,612 
2,690,845 
% 706,368 
2,661,679 
2,676,809 

5,015,811 
5,071,487 
5,137,931 
5,053,385 
4,947,413 

Phila
delphia 

54 
54 
53 
52 
52 

11,461 
10, 748 
12,127 
11,647 
11,364 

405,298 
390,272 
390,093 
394,675 
406,603 

1 368,350 
I 374,194 
1 371,887 

373,777 
381,959 

785,109 
775,214 
774,107 
780,099 

1 799,926 

Cleveland 

75 
75 
75 
75 
75 

20,691 
20,583 
21,086 
20,904 
20,243 

517,358 
523,357 
533,025 
539,009 
630,813 

762,416 
770,447 
771,444 
774,065 
773,168 

1,300,465 
1,314,387 
1,325,555 
1,333,978 
1,324,214 

Rich
mond 

68 
68 
68 
68 
68 

4,748 
4,767 
5,207 
5,060 
5,116 

142,921 
142,230 
142,619 
138,435 

y 136,943 

367,973 
367,589 
369,769 

I 375,774 
377,800 

515,642 
514,586 
517,595 
519,269 

I 519,859 

Atlanta 

36 
36 
36 1 
36 
36 

8,110 
8,073 
8,029 
8,052 
7,686 

102,282 
99,268 
99,334 

104,905 
106,857 

i 418,947 
420,064 
420,058 

! 412,832 
! 408,976 

629,339 
1 527,405 
| 527,421 

525,789 
1 523,519 

Chicago 

22,060 
19,965 
18,472 
21,313 
20,543 

804,537 
793,115 
798,422 
794,233 
816,319 

1,247,225 
1,234,753 
1,246,908 
1,251,341 
1,249,743 

2,073,822 
2,047,833 
2,063,802 
2,066,887 
2,086,605 

St. Louis 

33 
33 
33 
33 
33 

13,083 
12,168 
11,536 
11,346 
11,789 

1 198,441 
200,811 
203,886 
202,429 
202,118 

318,056 
317,086 
315,501 
316,616 
316,131 

529,580 
530,065 
530,923 
530,391 

1 530,038 

Minne
apolis 

24 
24 
24 
24 
24 

2,509 
2,531 
2,553 
2,511 
2,522 

65,710 
64,989 
62,192 
62,555 
63,570 

180,395 
174,849 
174,251 
172,773 
171,874 

248,614 
242,369 
238,996 
237,819 
237,966 

Kansas 
Ci ty 

69 
69 
69 
69 
69 

3,641 
4,075 
3,754 
3,924 
3,957 

113,330 
104,468 
104,910 
101,863 
102,770 

323,092 
324, 714 
323,045 
320,013 
320,187 

440,463 
433,257 
431,709 
425,800 
426,914 

Dallas 

49 
49 
49 
49 
49 

3,156 
3,158 
3,111 
3,068 
3,075 

83,766 
82,764 
84,177 
84,798 
77,889 

232,503 
226,915 
225,791 
225,042 
231,344 

319,425 
312,837 
313,079 
312,908 
312,308 

San 
Francisco 

66 
66 

9,114 
11,202 
10,358 
10,373 
10,594 

276,244 
274,657 
281, 685 
280,994 
278,612 

910,478 
901,428 
908,045 
903,094 
908,495 

1,196,836 
1,187,287 
1,200,088 
1,194,461 
1,197,701 

66 g 

E 
H 
O 
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U. S. Goverment securities: 
Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 

Other bonds, stocks, and securi
ties: 

Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 

f otal investments: 
Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 

Total loans and investments: 
Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 , 

Reserve balances with Federal 
reserve bank: 

Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 

Cash in vault: 
Mar. 17 _ „ 
Mar. 24 
Mar. 31 , 
Apr. 7 
Apr. 14.. 

Net demand deposits: 
Mar. 17 
Mar. 24 
Mar. 31 
Apr. 7 
Apr. 14 

2,698,248 
2,683,438 
2,480,163 
2,523,209 
2,554,944 

3,001,031 
2,991,930 
3,014,540 
3,007,245 
3,044,699 

5,699,279 
5,575,368 
5,494,703 
5,530,454 
5,599,643 

19,643r793 
19,522,652 
19,546,270 
19,492,552 
19r496,756 

1,662,441 
1,646,568 
1,655,265 
1,621,929 
1,710,999 

271,497 
276,574 
272,422 
285,121 
285,488 

13,015,857 
12,742,668 
12,901,244 
12,760,754 
12,897,703 

182,008 
167,228 
152,610 
167,938 
161,176 

208,532 
221,330 
221,342 
225,791 
224,356 

390,540 
388,558 
373,952 
393,729 
385,532 

1,381,348 
1,379,115 
1,364,313 
1,375,041 
1,376,182 

95,797 
94,414 
92,744 
91,843 

20,193 
20,277 
19,888 
21,359 
20,941 

884,015 
870,023 
864,802 
875,495 
896,915 

1,036,640 
977,952 
964,123 
982,898 

1,011,982 

1,172,421 
1,154,396 
1,161,369 
1,164,105 
1,189,432 

2,209,061 
2,132,348 
2,125,492 
2,147,003 
2,201,414 

7,224,872 
7,203,835 
7,263,423 
7,200,388 
7,148,827 

773,924 
•778,560 
803,381 
740,064 
820,043 

76,622 
77,350 
77,020 
82,447 
79,993 

5,687,109 
5,589,955 
5,742,642 
5,563,786 
5,572,518 

121,699 
121,690 
114,622 
107, 707 
105,887 

250,882 
249,187 
248,015 ! 
246,846 I 
251,172 

372,581 
370,877 I 
362,637 
354,553 
357,059 I 

1,157,690 
1,146,091 ' 
1,136,744 I 
1,134,652 
1,156,985 

85,061 
75,051 
79,180 I 
82,492 
83,402 

16,136 
16,196 I 
16,873 
16,461 
16, 750 | 

765,061 
748,504 | 
755,811 
749,886 j 
782,385 

77,911 
71,941 
70,789 
71,644 
70,270 

60,392 
60,981 
59,884 
60,958 I 
60,950 | 

138,303 
132,922 | 
130,673 
132,602 I 
131,220 

653,945 
647,508 
648,268 
651,871 
651,079 I 

40,643 
41,108 
39,014 
43,022 I 
39,638 

13,389 
13,819 
13,81 
$4, m I 
13,898 

367,376 
365,611 
365,609 I 
367,563 
365,947 

58,274 
58,219 
57,056 
52,143 
47,913 

52,681 
52,558 
53,874 
53,754 
54,215 

110,955 
110,777 
110,930 
105,897 
102,128 

640,294 
638,182 
638,351 
631,686 
625,647 

45,079 
42,980 
37,436 
41,696 
43,011 

10,665 
11,284 
11,276 
11,257 
12,469 

367,242 
354,993 
349,777 
349, 919 
360,182 

334,807 
313,533 
272,649 
292,238 
315,340 

444,569 
443,087 
457,402 
451,505 
449,436 

779,376 
756,620 
730,051 
743,743 
764,782 

2,853,198 
2,804,453 
2,793,853 
2,810,630 
2,851,387 

243,561 
232,120 
223,632 
240,124 
232,209 

47,705 
48,159 
47,222 
48,368 
50,677 

1,762,847 
1,685,965 
1,678,325 
1,719,364 
1,755,920 

66,817 
66,766 
59,768 
58,416 
63,892 

109,393 
110,683 
110,931 
105,404 
105.621 

176.210 
177,449 
170,699 
163,820 
169,513 

705,790 
707,514 
701.622 
694.211 
699,551 

47,861 
46,965 
47,210 
48,491 
44,844 

7,507 
7,357 
7,712 
7,708 
8,359 

413,083 
411,339 
404,715 
405,075 
410,968 

72,382 
72,924 
73,569 
72,093 
72,149 

42,937 
43,811 
43,577 
42,528 
42,960 

115,319 
116,735 
117,146 
114,621 
115,109 

363,933 
359,104 
356,142 
352,440 
353,075 

24,590 
25,970 
23,534 
25,398 
25,652 

5,488 
7,183 
5,936 
6,344 
6,569 

225,183 
225,393 
219,010 
218,920 
220,918 

113,268 
115,670 
112,045 
111,876 
112,388 

78,053 
78,255 
80,577 
82,011 

191,321 
193,925 
152,622 
193,887 
193,224 

631,384 
627,182 
624,331 
619,687 
620,138 

52,165 
51,844 
52,342 
55,013 
54,732 

12,375 
12,758 
12,323 
12,833 
12,915 

487,778 
480,164 
481,928 
479,666 
481,078 

61,154 
58,316 
56, £56 
56,695 
53,473 

22,906 
23,739 
21,842 
22,432 
23,514 

84,060 
82,055 
78,698 
79,127 
76,987 

403,485 
394,892 
391,777 
392,035 
389,295 

29,431 
30,589 
27,430 
29,799 
29,848 

10,180 
10.400 
10,468 
11,225 
10,764 

279,892 
275,459 
272,408 
275,376 
274,059 

276,498 
271,313 
261,558 
260,076 
257,098 

210,954 
208,243 
211,048 
207,638 
210,867 

487,452 
479,556 
472,606 
467,714 
467,965 

1,683,288 
1,666,843 
1,672,694 
1,662,175 
1,665,666 

106,332 
109,119 
111,066 
104,016 
113,365 

21,241 
20,644 
20,797 
20,613 
21,779 

772,747 
751,306 
760,932 
749,772 
773,770 

CO 
CO 
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Mr. BURGESS. I think it is rather interesting to note, Mr. Chair
man, the relative volume of these operations compared with our 
operations with member banks. 

In the month of March, 1926, the total volume of discount and 
open-market operations of the Federal reserve system was $4,192,-
270,000. That is the total amount of discounts, Government securi
ties, and bankers' acceptances which were acquired by the system. 

The CHAIRMAN. For their own account? 
Mr. BURGESS. For their own account; yes, sir. 
In addition to that we bought for the Treasury or for member 

banks an amount for which I have not the figures available, but it 
would also be very large. 

The CHAIRMAN. I think it is well for us to consider that which is a 
fact, that the Federal reserve banks, in acting in the capacity in which 
they do act, as Federal reserve banks and as fiscal agents of the 
Treasury in handling these bond transactions, are becoming largely 
the market for Government securities, or the instrument through 
which sales and deliveries for the Treasury and the system are made, 
at least. 

Mr. BURGESS. Yes. Perhaps that statement might be a shade 
stronger than I would want to put it; but it is true that the Federal 
reserve member banks, particularly in the out-of-town districts— 
in the Dallas district and in some of the more remote districts, where 
they do not have a well-organized money market—do carry on their 
transactions in Government securities somewhat through the Federal 
reserve banks. 

The CHAIRMAN. But the major portion of these Government bond 
transactions are with the Federal Keserve Bank of New York, are 
they not ? 

Mr. BURGESS. Well, so far as the operations in New York are con
cerned, our operations in the purchase and sale of Government 
bonds are small compared with the total volume of such operations 
in New York. 

Let me itemize, if I may, this volume of transactions. 
This includes the volume of purchases and discounts for the Federal 

reserve system during the month of March, for their own account, 
and does not include operations for account of member banks or 
others. The volume is so large because member banks will come in 
and discount for two days, three days, or one day. There is a con
stant washing in and out of discounts. 

The bills discounted for member banks amounted to $3,217,000,000. 
I t will be seen, therefore, that more than three-quarters of our total 
volume of operations in March were with member banks in the form 
of bills discounted. 

Bills bought in the open market, $242,000,000, which includes 
resale agreements; about naif of them resale. 

Bills purchased from other Federal reserve banks, $28,919,000. 
United States securities bought $699,000,000. 
Foreign loans on gold, $2,000,000. 
The United States securities were particularly large during the 

month of March, because March was the month of the quarterly 
tax day, when there are always operations to and fro. 

I have also the February figures for 1926. 
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Mr. WINGO. Before you leave the March figures, how much 
of this $699,000,000 of bonds bought in the open market represents 
purchase and resale operations ? 

Mr. BURGESS. They are as follows: 
With resale agreement, total 55, 677, 000 

United States bonds 18, 000, 000 
Treasurv n o t e s . . . ^ 23, 797, 000 
Certificates of indebtedness 13,880,000 

The CHAIRMAN. Mr. Burgess, inasmuch as these open-market trans
actions have been referred to as they have, and particularly with 
reference to the repurchase agreements, I should like to have you 
insert in the record, if you will, a copy of one of these repurchase 
agreements, so that we may have before us just what constitutes that 
repurchase agreement. 

Mr. BURGESS. Yes, sir; I shall be glad to do that. 
(The copy of the agreement is as follows:) 
Know all men by these presents, that in consideration of purchases and sales 

of bills, securities, and/or other property effected between the Federal Reserve 
Bank of New York and the undersigned by virtue of agreements from time to 
time entered into between the parties, it is hereby agreed that as collateral 
security for any and all liability of the undersigned to the said Federal reserve 
bank now or hereafter existing, matured or not matured, absolute or contingent, 
and whenever payable, including items held by said Federal reserve bank as 
security for any obligations of any sort whatever, said Federal reserve bank shall 
hold, retain, and have a lien upon all moneys, negotiable instruments, bonds* 
stocks, commercial paper, credits, choses in action, claims, and demands of every 
kind at any time in possession or control of said Federal reserve bank, or any of 
its agents or correspondents, or in transit to it by mail or carrier, belonging to, 
for account of, or subject to the order of the undersigned; and said Federal 
reserve bank shall have the following rights and powers in respect to such col
laterals and every part thereof (in addition to any other rights which it may have): 
Said Federal reserve bank may at any time or times collect any of such collaterals, 
and it may indorse any thereof in behalf and in the name of the undersigned; 
and in case of failure of the undersigned to pay or discharge when due any such 
'liability, or in case of failure of the undersigned to furnish additional collateral 
as hereinafter provided, or in case of the insolvency, general assignment, receiver
ship, bankruptcy, or failure in business of the undersigned, said Federal reserve 
bank may sell without notice any of said collaterals at private or public sale, or 
at broker's board (being at liberty to become the purchases if the sale is public 
or at broker's board) and may apply any and all money or credits, including the 
proceeds of any such sale, to the payment of expense of any such sale or sales, 
or of the realization or collection of any of said collaterals or of any of said liability 
of the undersigned, whether due or not due, and any and all liability of the under
signed shall in any of the cases above stated become due at the option of said 
Federal reserve bank, if the collateral securing liability of the undersigned to 
said Federal reserve bank shall at any time be unsatisfactory in amount or other
wise to said Federal reserve bank, or to any of its officers, the undersigned will 
immediately furnish such further security as will be satisfactory to said Federal 
reserve bank. Said Federal reserve bank may assign or transfer the whole or any 
part of any obligation or liability of the undersigned, and may transfer herewith 
as collateral security therefor the whole or any part of the collateral above 
referred to, and the transferee shall have the same rights and powers with refer
ence to the obligation or liability transferred and the collaterals transferred there
with, as are hereby given to said Federal reserve bank. It is also agreed that 
this instrument constitutes a continuing agreement between the undersigned and 
the said Federal reserve bank applying to all future, as well as exisitng, transac
tions between the said parties, and also that the force and effect hereof shall not 
be terminated by the closing at any time of all transactions between the said 
parties, but that the same shall apply thereafter to any new transactions and 
shall continue in full force until notice is received in writing by either party from 
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the other of the intention to terminate it, whereupon it shall be of no effect for 
any indebtedness subsequently created. 

In witness whereof has caused these presents to be signed this 
day of , 192 . 

By 
STATE OF NEW YORK, 

County of New York, ss: 
Before me, a notary public, in and for the county of , came , 

to me known and known to me to be the person who executed the within agree
ment and who, being duly sworn by me, did depose and say that he is a partner 
of , and as such is duly authorized to execute the within agreement in 
behalf of said partnership, and that he so executed it for the uses and purposes 
therein expressed. 
STATE OF NEW YORK, 

County of New York, ss: 
On the day of in the year 1920, before me personally came 

, to me known, who, being by me duly sworn, did depose and say that 
he resides in , that he is a of the corporation described in and 
which executed the above instrument; that he knows the seal of said corpora
tion; that the seal affixed to said instrument is such corporate seal; that it was so 
affixed by order of the board of directors of said corporation, and that he signed 
his name thereto by like order. 

(This form is used for acceptances.) 
FEDERAL RESERVE BANK, 

33 Liberty Street, New York City. 
DEAR SIRS: We have sent you this day, under separate cover, eligible bankers' 

acceptances to the amount of , sold to you at per cent discount, 
which we hereby agree to repurchase on or before , with agreed right, 
to be exercised at our option, to repurchase these bills, either in whole or in 
part, prior to , to which date discount on to-day's sale has been calculated. 

As per detailed memorandum therewith and in accordance with our general 
agreement, we are delivering as collateral a bill of the of a face value of 

Very truly yours, 

SALES CONTRACT 

(This form is used for Government securities.) 
FEDERAL RESERVE BANK OF NEW YORK, 

New York, N. Y. 
GENTLEMEN: We hand you herewith United States Government , 

amounting to $ par value, listed below, *which we have to-day sold to you 
for the sum of $ , and which we hereby agree to repurchase from you on or 
before -j , for the sum of $ , and interest thereon at the rate of 
per cent per annum for the number of days that the said securities are held by 
you. 

We are delivering as collateral security for the performance of this contract 
, of a par value of $— , to be held by you subject to the terms and 

conditions of our general collateral agreement with you. 
Very truly yours, 

Schedule of securities offered under above sales contract 

Description of issue Maturity Amount (par 
value) 
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Mr. BURGESS. For the month of February the figures are as follows, 
and February is a rather more typical month, because it was not 
colored by these very large tax-day operations: 

The total volume of operations for all the reserve banks was 
$3,387/000,000. 

Of that amount, bills discounted for member banks were $3,081,-
000,000; that is, all except a comparatively small proportion were 
bills discounted for member banks. 

Bills bought in the open market, $245,000,000. 
From other Federal reserve banks, $19,000,000. 
United States securities bought, $35,000,000. You see that is a 

very small figure; very much smaller than the figure in March—$35,-
000,000, as compared with $699,000,000. 

Mr. WINGO. Possibly I may have the information on that, but for 
the purposes of the record will you explain why in that quarterly 
period your operations in the open market on Government securities 
were so large? Did you retain them, or were they temporary pur
chases and resales immediately afterwards ? 

Mr. BUEGESS. One of the large factors in that is—I am not sure 
that out of my memory I can give the whole story, but I will give 
you as much as I can remember—that at the quarterly tax day, the 
15th of the month, the Treasury Department usually pays out more 
money than it receives. I t pays out money to redeem the maturing 
issue. There is always an issue maturing on the 15th of a tax month. 
As I remember the figures—I can correct them in the final record— 
there were redeemed on March 15 something like six or seven hundred 
million dollars of maturing issues. 

Now, in order to secure funds to make that redemption, the 
Treasury had several sources. In the first place, they were collecting 
income taxes; but income tax collections, of course, come in slowly. 
A citizen has a right to mail his income tax in on the night of the 15th. 
That check comes in on the 16th. There is a perfectly tremendous 
mass of checks. I t takes several days to go over those checks and 
get them deposited in the Federal reserve bank and get funds for 
them. Therefore the receipts of the Treasury from income-tax col
lections extend over a considerable period. The funds are not 
available on the 15th of the month to meet this large payment that 
the Treasury has to make. 

The Treasury also had on deposit at that time with .member 
banks a certain amount of funds and they called in most of those 
funds. As I remember it, the figure ran to about $250,000,000. 

The Treasury also had on deposit with the Federal reserve banks 
a small amount of funds, which was about fifty million dollars. 

I may say that these figures are shown in detail in the Monthly 
Review of the New York Federal Reserve Bank for April 1st. I 
wrote a story for that review, spelling the whole thing but in detail 
for the New York district. 

But the net result was that the Treasury had to pay out on March 
15 and shortly thereafter some $700,000,000, and had only some 
$300,000,000 to do it with. So they borrowed from us temporarily, 
just for a few days, an amount of $200,000,000, and the form that it 
took was a sale to us of a one-day certificate of indebtedness, which 
expired after one day. 
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Mr. WINGO. Those one-day certificates were included in the 
$600,000,000? 

Mr. BURGESS. Exactly. 
Mr. WINGO. Governor Strong explained that transaction; and if 

you state that that included these one-day certificates, I suspect tha t 
that will make the record pret ty complete. Do you not think so, 
Mr. Chairman? 

The CHAIRMAN. Yes. The Treasury borrowed at that time no t 
only from the Federal Keserve Bank of New York, but also from the 
Federal Reserve Bank of Chicago, in anticipation of those payments ? 

Mr. BURGESS. Yes, sir; and those matured each day, so that the 
amount was cumulative. 

Mr. WINGO. This occurs to me: I t may be an impractical sug
gestion; I have not tested it out; it just flashed into my mind. 
Could not some of the inconvenience as well as the necessity for 
these one, two, or three day transactions be obviated if the maturi ty 
date of these certificates and bonds were put on the 20th, for instance, 
instead of on the 15th? Then you would have a five-day play for the 
receipts to come in on quarterly payments before the disbursement 
for the redemption. 

Mr. BURGESS. Yes. You may remember that that was done in the 
case of these thirds, the third Liberty bonds which the Treasury 
purchased in the open market on March 22. They put that later. 

Mr. WINGO. Yes. 
Mr. BURGESS. The fact is that by the operations of the reserve 

system it is possible to offset the Treasury transactions so that the 
operation goes through pretty smoothly, and the only place where 
it shows up is in some of these operating figures. I t does not disturb 
the money market very much as a rule. 

Mr. WINGO. I know; but you have this much, I think: When 
they withdrew $150,000,000 from the member banks, the rediscounts 
of the member banks temporarily were increased to make up tha t 
deficit. 

Mr. BURGESS. N O ; on the contrary, Mr. Wingo. 
Mr. WINGO. Am I in error about that? 
Mr. BURGESS. The member banks on the same morning had pre

sented at the reserve bank these securities for redemption, far in 
excess of $150,000,000. 

Mr. WINGO. SO, as a matter of fact, it does not affect the member 
banks at all now by having the date of redemption of these securities 
identical with the disbursement day; I mean with the income tax 
day coming in? 

Mr. BURGESS. I t does affect them in this way: As a matter of 
fact, on the 15th their reserves were built up, so that they paid us 
off considerably. But they had anticipated that, and had let their 
reserves run down on the Saturday previous; so that the result for 
the whole week was a wash, although there was a dip and a rise again 
in the actual reserves. 

Mr. WINGO. I assume that the Treasury considered that, and tha t 
if there was any practical benefit in changing the date they would 
have made these maturities the 20th instead of the 15th. 

Mr. BURGESS. I think so. There is always a little different 
problem to work out. 
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Mr» WINGO. Of course, we must assume that they take that into 
consideration in handling these matters. 

Mr. BURGESS. That has been a matter of very careful discussion., 
particularly when Mr. Gilbert was Undersecretary, because that was 
the time, of course, when the situation was more acute because of the 
large size of the floating debt. There were a good many discussions 
of it during that time, and it is still a matter of close study. 

The CHAIRMAN. A S a matter of fact, the Treasury, in anticipation 
of these large payments and the collection of taxes at these quar
terly tax dates, undoubtedly furnishes the Federal reserve banks with 
a brief of about what is to take place and what the requirements will 
be, so that as a matter of fact you do not have to study that part 
of the situation except to make such arrangements as you can to 
overcome the shock that might be created by the handling of those 
transactions. That is a fact, is it not? 

Mr. BURGESS. That is a fact; yes, sir. 
The CHAIRMAN. Of course, in connection with these transactions 

which you are carrying on for the Treasury and the transactions in 
the open market, in the purchase of Government securities and open-
market paper, the relationship between the Federal reserve bank and 
the Treasury and these houses that deal in open-market paper and 
bonds is readily understood, and I can realize how, in the desire of the 
Treasury to stabilize the bond market, not only against wide fluctua
tions from their own necessary operations, but in the general plan of 
the Treasury to stabilize prices of Government securities, it is essential 
not only to the Treasury and its credit, but to the people of the 
country generally, that there be the closest kind of cooperation be
tween ail of the agencies entering into these transactions. 

Mr. BURGESS. Exactly. 
The CHAIRMAN. In connection with your statement yesterday as 

to these repurchase agreements, I think it is very pertinent that we 
understand that there is not an undue amount of credits and funds 
of the Federal reserve system being used with these open-market 
houses, but that if a large amount of those funds is being used there, 
that it is being used for the Government's benefit and not for the 
benefit of the banking houses that are making money out of the 
transactions. 

Mr. BURGESS. Yes. 
The CHAIRMAN. In that connection I would like to have you 

clarify this atmosphere; because there is no doubt that there is a 
spirit of cooperation there that is being maintained on a perfectly 
splendid basis. 

Mr. BURGESS. That is correct. 
The CHAIRMAN. But at the same time it opens the situation to a 

possible abuse; and it is readily understood, too, that perhaps the 
necessities of the case might exceed really what was intended in the 
law in that respect. So I think it is perfectly clear that if these funds 
are being used for the purpose of permitting banking houses to 
accumulate Government securities or paper from the open market 
in anticipation of Treasury needs for sinking fund or bond purchase 
account and for the purpose of stabilizing the market in Government 
securities, or interest rates, or discount rates, that we should have a 
clear definition in these hearings in regard to that, so that the sus
picion may not be created that the Federal reserve system is lending 
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itself or its credit to the promotion of speculative transactions in 
which the private concerns engaged in those transactions are making 
money out of the credits that are thus established. 

Mr. BURGESS. I wonder if it would not be a good idea, Mr. 
Chairman, to have worked out for the record a careful statement as 
to that, at the same time that there is a discussion of the legal aspect 
of it? 

The CHAIRMAN. I have in mind, in that connection, to speak very 
frankly, Mr. Burgess, the tremendous advantage that such a close 
arrangement with these private banking houses would give them; 
that they might, without the knowledge of the Federal reserve system, 
be engaged in money making to an extent that perhaps the Federal 
reserve banks did not understand. The knowledge which goes with 
those operations, and which they are bound to have—what might be 
termed advance information—would be very valuable as a money-
making proposition to these institutions. There are a good many 
people who feel that the Federal reserve bank is lending itself to that 
class of transaction, which is susceptible of two or three different 
versions; and I think it ought to be clearly understood that there is 
not any such collusion as that taking place. 

Mr. BURGESS. Mr. Chairman, I think it would be a very valuable 
thing if we could have an orderly and careful presentation of the 
purposes to be served in this repurchase agreement, which might 
appear perhaps at the same time as the discussion of the legal aspects. 

The CHAIRMAN. Will you see to it that such a brief—not too 
voluminous—is put in at the proper place in your remarks ? 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. And give us a very clear statement on that point. 

I think it is important, because if the Federal reserve system is 
necessarily being used by the United States Government in its 
Treasury operations for the purpose of stabilization, and it is essen
tial and necessary, we should know that our chief financial system is 
doing that important work for the Treasury, and why it is doing it. 

Mr. BURGESS. Exactly. 
The CHAIRMAN. And at the same time to make perfectly sure th«t 

the Federal reserve system is not lending itseli to private interests 
or in aid of speculation in the open market, or in Government se
curities, beyond that which is necessary to its operation and to the 
Government transactions. If it is necessary that this financial sys
tem shall be used by the Government to that extent, I think that we 
ought to know it. I t ought to be clearly understood. Because it is 
evident to anyone who has listened to these hearings that the domina
tion of the Treasury over the Federal reserve system at times of war 
or other stress is a tremendous factor, and there is always that con
flict between a central bank and its government; and it is perhaps 
a little more noticeable in regard to the Federal reserve system and the 
Treasury operations here than it is in England with the 'Bank of 
England. 

Mr. WINGO. Mr. Chairman, while I want that statement worked 
out, both as applying to the legal aspects and the practical operations 
and the effects, let me suggest this to you: That before that state
ment is put in the record, we be furnisned copies of it, and after we 
have had an opportunity to study it , ' that we have then Mr. Burgess 
and other gentlemen give us a cross-table discussion of it, and that 
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we put it in the record then in connection with an examination and 
a hearing on it. 

My point is this: I ,am not taking an antagonistic attitude, but I 
am assuming that there will be things set forth in the statement that 
are perfectly clear to you gentlemen, and which are perfectly all 
right, but tnat some suspicious mind, in reading the record, might 
put a different interpretation upon them, and that we can overcome 
that by a cross-table discussion here, so that we may have a clear, 
frank explanation going into the record which will show, as I assume 
is true, that the transactions are all bona fide and for the necessary 
purpose of maintaining rediscount rates, .governmental operations, 
fiscal relations, etc. I think we should have several copies of it, and 
mull over it a little bit in advance. If it were just presented for the 
record, we would have no opportunity to consider it. I think we 
should go over it and make notes of things that ought to be cleared 
up, and that a supplementary oral statement on it would be a very 
valuable thing for the record. 

Mr. BURGESS. That would be a fine thing to do. 
Mr. WINGO. I think you see what I have in my mind. 
Mr. BURGESS. Exactly. 
Mr. WINGO. I t is not because we doubt that you have given us a 

correct analysis of i t ; but I think that it should be made so clear 
that there can be no question about it. 

The CHAIRMAN. Then there is another angle to this, Mr. Burgess. 
I do not ask you to answer this now, but I want to give it to ycm be
fore I forget it. We want you to explain to us how these transactions 
in open-market paper are used by the Federal reserve system in con
nection with the surplus gold reserve that they have, in the issuance 
of Federal reserve notes, and whether the determination to issue 
those notes is with the Federal reserve banks or the Federal Reserve 
Board, or whether the sole authority for the issuance of Federal re
serve notes rests with the member banks of the system, as to their re
quirements for currency. 

Mr. BURGESS. I will be glad to do that . 
The CHAIRMAN. In connection with that, also, we would like to 

have you explain to us the effect of the exchange of gold for Federal 
reserve notes; why that is desirable, and why the practice is being 
pursued and continued by the Federal reserve banks^ and whether 
or not such a practice is a cause for inflation in the Federal reserve 
system. 

Mr. BURGESS. I have, Mr. Chairman, two bits or blocks of informa
tion, one of which relates to Federal reserve notes and the other to the 
money market—a description of how the money market really works. 

The CHAIRMAN. Suppose we let you proceed without interruption, 
then, in making your statement. 

Mr. WINGO. I think that is very wise. As one of the chief offen
ders, I can speak without embarrassment. 

The CHAIRMAN. I think I have interrupted about as much as you 
have. 

Mr. BURGESS. I think in the course of the statement I can cover 
all of the points that you have suggested. 

At the point where I left this the other day I was talking about the 
major elements in the New York money market—what we might call 
the structure of the market—and I suggested that there were four 
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different important money markets which were related to the reserve 
banks and member banks. 

The CHAIRMAN. Won't you identify this chart which you are now 
speaking from? 

Mr. BURGESS. This is a chart of the relation of the principal money 
markets to the member banks and to the reserve banks. 

The CHAIRMAN. YOU have already been given authority to insert 
these charts in the record; so if, as you go along, jou will identify 
them and place them in your remarks so that they will be intelligible 
to the reader, we will greatly appreciate it. 

Mr. WINGO. If you can agree on the legend which is to appear in 
the record, you might refer to that legend. 

The CHAIRMAN. Or perhaps by numbering the charts if you have 
not the proper title. 

Mr. BURGESS. This is chart No. 5 of the series. 
Mr. WINGO. The number would be better than the legend. 
Mr. BURGESS. I was commenting on the fact that the only two of 

the foux' principal money markets which have direct relations with 
the reserve bank are the bill market and the Government security 
market; and we have discussed somewhat what that relation is. 
Any connection which the other markets have with the reserve bank 
is indirect, through the member banks. There is also an indirect 
relation between the reserve bank and these two markets which have 
direct relationships. That is, a member bank may present at the 
reserve bank United States Government securities as security for 
its own note, or may sell them directly, or may present bills, either 
for the Federal reserve bank to buy from the member bank or else 
for rediscount or as collateral security for its own note. 

Therefore all three of these markets—the bill market, the Govern
ment security market, and the commercial paper market—have in
direct access to the reserve bank through the member bank. The 
stock exchange money market is the only market where there is no 
arrangement for access between the reserve bank and the money 
market. The stock exchange money market has a direct relation, of 
course, to the member bank in the ways that have been described in 
the course of this hearing. 

Now, in this whole scheme of relationships the place of the member 
bank can not be emphasized too much. These four markets that are 
shown at the top of the chart have no funds except the funds which 
are in the member banks, either in New York City or in other cities. 
That is, the bill dealer does not carry cash in his vaults. What he 
carries is a bank balance in one of the New York City banks, and his 
operations in purchasing and selling are all reflected in one way or 
another in- the operations of the member banks; because if he buys 
bills he gives the person who is selling him the bills a check drawn 
on one of those banks. If, on the other hand, he is selling a bill, he 
receives a check, usually drawn on a New York City bank. So the 
operations of these banks present, if you will, a composite picture of 
what is going on in these four money markets, along with the vast 
mass of commercial transactions and financial transactions which 
are being carried on in New York and in other parts of the country 
through New York balances. Of course, these money-market trans
actions are only a part, and a comparatively small part, of all of the 
banking transactions carried on in New York. 
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But, in one way or another, all of these operations are epitomized 
In changes in member banks, changes in their reserves, checks going 
backward and forward, so that the thing summarizes itself right there; 
and the big volume of relationships between the reserve bank and the 
money market is between the reserve bank- and the member bank. 
As I have indicated by some of these figures, presented earlier, three-
quarters to 90 per cent of all of our transactions are transactions with 
our member banks, and the direct transactions are a comparatively 
small share of the whole. 

There is one other thing that I should take up before going further 
with this, and that is the problem of what stands behind all of these 
money-market transactions. In thinking of transactions on the New 
York money market there is a tendency to abstract the market and 
t reat it as a separate entity—Wall Street. I think when we are deal
ing with the money market it is always a useful thing to think of what 
is behind all of these operations. The bill market, for example; what 
.are they dealing in? A s a matter of fact, if you could just throw up 
the curtain a bit you would see that they are dealing in bales of cot
ton, in bushels of wheat, and in ships. Some one in London was 
asked how he knew whether a banker's bill was good or not. He said 
he knew by smelling the salt on it. It-is a thing that represents a 
shipment of real goods somewhere; and if you go into our bill depart
ment and pick up the bills one after another and read what they are 
for, you see that one represents a shipment of 200 bales of cotton, 
another represents a movement of coffee: and what you have got in 
your bill market is an epitomized history of a vast amount of the 
country's commerce. I suppose that half of our exports and imports 
are financed by bills drawn in our bill market. 

The variety of interests invQlved in the bill market is seen not 
only in the goods that are represented there, but in the source of 
funds employed. If you looked up who it was who bought and sold 
bills, youwould find that it was the little country bank or the orphan 
asylum, or the business corporation, or the foreign banking house. 
The list of people who buy bills is a tremendously diversified list. 
The funds that have gone into the market through the bill market 
and through these other markets are the funds of citizens of this 
country, scattered widely over the country, and representing a thou
sand different interests. 

The same thing is true of the Government security market. There 
are $2,000,000,000 of those short-term securities outstanding, and they 
are owned by private individuals, and corporations and banks, who 
are using them to employ their surplus funds that they have tempo
rarily on hand, and which they may want to get back at any time. 
I t is not at all a New York or a Wall Street proposition; it is a sum
mary of financial activity all over the country. 

And so you can go through these other markets. While the stock 
exchange money market represents in a narrow sense speculation, 
you must remember that on the one hand it represents the buying of 
securities which represent a part ownership in our national wealth 
and our national industr}7"; our great industrial concerns all over the 
country that are, in part at least, dependent on the ready sale of their 
securities in the money market. Therefore, from the point of view 
of the thing that is dealt in, the security, Wall Street is a picture of 
the whole country, with its varied industry. 
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Then, on the other hand, from the point of view of the money-
employed, it is the money of the bank which serves the farmers in 
Texas or in Kansas. I t is money from all over the country that is 
employed there, and you are dealing with the farmer's problem just 
as truly in Wall Street .as you are in Kansas. So when we are dis
cussing the money market I think it will always be helpful if we can 
look through the instruments and the abstract mechanism of the 
market and see the , tremendously wide breadth of the country's 
interests which are really represented on the New York money 
market. 

The CHAIRMAN. D O you not think it is well, Mr. Burgess, to keep 
in mind also the small percentage of really Federal reserve credit 
that is involved in the country's transactions ? 

Mr. BURGESS. Yes. 
The CHAIRMAN. For instance, contrast the total credit of around 

fifty billions with the billion and a half involved in the Federal Reserve 
system. I t is practically only 3 per cent of the entire credit structure. 

Mr. BURGESS. Yes. 

SEPTEMBER OCTOBER 

CHART 10.—Average reserves of 23 New York City banks compared with reserve 
requirements 

Now, with that little preliminary skirmish, I want to come down to 
some of the mechanical details as to how we follow the things that are 
going on in that money market. The method which we use forms a 

art of the basis for the work of the operating officers of the bank, and 
elps them to decide when is the right time to buy securities or sell 

securities, when there is an occasion for it, and when it is required 
for stabilizing the situation a bit, and so forth. 

In our study of the thing we have started with the reserves of the 
member banks, and the reason for that is the thing that I referred to 
just a little while ago—that really the whole movement of the money 
market is sooner or later reflected in the member banks, and the 
operations of the member banks are all summarized in the movements 
of their reserves. Of course, as you know, the law requires them to 
maintain at New York City a 13 per cent reserve with us, against 
their demand deposits, and 3 per cent against their time deposits; so 
that their required reserve varies in direct proportion to their deposits. 
Similarly, their actual reserve varies directly in proportion to the 
movement of funds, to the withdrawal of currency, and to other 
demands that are made upon them. 

i 
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So we started in with a study of the changes in the required and 
actual reserves of the New York City member banks; and I have 
here chart No. 10, which illustrates the daily movement of those two 
things. 

The figures at the left-hand side of the chart show the scale which 
is used. They show the millions of dollars of reserves maintained 
by 23 of the large New York City banks. We did not attempt to 
extend this study to all of the New York City banks, because we 
had to do the work rapidly, and 23 banks include four-fifths of the 
banking resources of the city. 

The CHAIRMAN. Won't you include for the record a list of those 23 
banks that comprised that study? 

Mr. BURGESS. Certainly. 
(The list is as follows:) 

The 23 banks included in the study of changes in reserves are as follows: 
American Exchange-Pacific National Bank. 
Bank of America. 
Bank of the Manhattan Co. 
Bank of New York & Trust Co. 
Bankers Trust Co. 
Central Union Trust Co. 
Chase National Bank. 
Chatham Phenix National Bank & Trust Co. 
Chemical National Bank. 
Corn Exchange Bank. 
Equitable Trust Co. 
Farmers Loan and Trust Co. 
First National Bank. 
Guaranty Trust Col 
Hanover National 3«nk. 
Irving Banlf:-Columbia Trust Qo. 
Manufacturers Trust Co. 
National Bank of Commerce. 
National City Bank;. 
National Park Bank. 
New York Trust Co. 
Seaboard National Bank, 
United States Mortgage & Trust Co. 
Mr. BURGESS. Those are the banks that have the greatest activity 

in the money market. 
The little dashed line on this chart shows their required reserves 

from week to week. You know their custom in regard to their 
required reserves. They are required to maintain their reserves at 
an average figure for the week ended on Friday. When Friday 
comes, the reserves for e&ch night of that week must average out 
equal to or above the required reserve. This dashed line on the 
chart shows the amount required. That, of course, is a figure com
puted by weeks, the week ended on Friday. The upright lines are 
drawn on the Fridays. 

Now the actual reserves which are maintained by these banks will 
fluctuate with reference to the requirements. Early in the week 
they might have a little less, and later in the week they would have 
more, and they would average out at the end of the week; or, vice 
versa, they might have more earlier in the week and let the thing 
run down. We have carried forward the cumulative average line, 
which is the average of the days of the week up to the day shown. 
That is, the actual reserve shown for Tuesday is the average of the 

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



1010 STABILIZATION 

figures for Saturday night, Sunday night, Monday night, and Tues
day night. 

This black line shows the movement of those average actual 
reserves. You will see that in the week beginning the 4th of Sep
tember, 1925, they started the week with their reserves pretty well 
under. Then they brought them up toward the end of the week,, 
until on Friday they were just above the requirements. They 
started them under the following week and brought them up at the* 
end of the week, so they averaged out on Friday. So the chart 
shows the movement for a period of two months. 

Now, the most sensitive index of changes in the New York money 
market is, of course, the call-loan rate. After working out, as w& 
did, this relationship between the required reserves of member banks 
and the reserves they actually maintain, we made a comparison of 
that with changes in the call-loan rate. That is shown on this chart . 

Mr. STEVENSON. Chart No. 11? 
Mr. BURGESS. Chart No. 11, which covers by days the period from 

September 1 to October 31,1925. 
The CHAIRMAN. Without objection, that chart may be inserted in 

the record at this point. 
(The chart referred to is as follows:) 

RESERVES 
+200 

- 1 6 0 
11 16 
SEPTEMBER 

9 16 
OCTOBER 

CHAET 11.—Daily excess or deficit in reserves of 23 New York City banks and the 
closing call loan rate 

Mr. BURGESS. This dash line is like the line I had on this other 
chart. I t shows the amount the reserves were above or below the 
requirements. We have straightened out the requirement line to 
a straight line, and have shown where the reserves were above or 
below the requirements at any time. This black line is the call-loan 
closing rate. The interesting thing about this chart is that when 
the reserves are below requirements the call-loan rate goes up, 
and when the reserves are above requirements the call-loan rate-
tends to go down. There is almost an exact inverse relationship 
there and, of course, that is a perfectly reasonable thing to expect. 
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Each one of these banks has an officer whose business it is to study 
the reserve position of that bank, to judge their money position, if 
you will. I t is his business to bring reserves out at the end of the 
week, just as near the requirements as possible. He does not want 
to bring out reserves beyond the requirements, because then he is 
losing money. He wants to invest all the money he possibly can and 
keep it working. He does not want to bring them out below the 
requirements, because then the bank has to pay a penalty. His 
business is to make his reserves average for the week to just hit the 
requirements, and he usually hits it with a very small amount over. 

Now, in order to do that he has to watch the day-to-day movement 
of his funds and of his requirements. There are very little changes 
in the requirements. They stay more or less steady. I t takes a big 
movement to make any real effect on the requirements. What he 
really has to watch is the actual figures. If he is losing money and his 
reserve goes away down, he has to go to the Federal reserve bank 
and get more money, or else go to the call market and call some loans. 
The use of those two alternatives is the reason for that close re
lationship between the call-loan rate and the position of the bank 
reserve. If the bank is short in its reserve it calls loans and the rate 
goes up; if it is over, it is apt to pour money out into the call 
market and put it to work, and so the call rate would go down. 

I t does not make so very much difference whether a bank goes 
into that market or goes into one of the other markets. The market 
is, in a sense, a unit. If one bank goes out and sells bills and receives 
for those bills a check drawn on some other bank, the other bank 
may have to call its loans. I t is remarkable how quickly a need for 
funds travels around the market and makes itself felt all through 
the market, the bill market, the Government securities market, or 
the call market. There is a relationship between these reserves of 
the member banks and the call rate because they both reflect any 
movement, no matter where it starts, that goes the rounds, and the 
effect comes out in the call rate and in the reserve position of these 
banks. 

There are, of course, a number of different influences which affect 
the reserve position of these banks. We started in by taking those 
reserve figures off our books every morning, the figures of the night 
before from 23 banks. We found that by following that through we 
could come pretty near predicting what the call rate would be for 
the next day or two. I have not seen the figures of our bank for 
yesterday, but I saw them the night before, and they showed that 
the average reserve of the New York City banks was $10,000,000 
under, and yesterday money went to-4 per cent from 3^2. I t works 
just like clockwork. If the reserves are under, the banks have to go 
out and get money somewhere, either from the Federal reserve bank 
or they have to call loans, and the result is reflected in the call-loan 
market. 

The CHAIRMAN. I noticed in the morning papers a statement that 
country banks called $30,000,000 of loans yesterday in New York. 
That was undoubtedly caused b y this shortage in reserves that you 
referred to. 

Mr. BURGESS. NO. That would be a shortage on the part of the 
country banks. 
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The CHAIRMAN. That might have been the reason the shortage in 
New York occurred; 

Mr. BURGESS. Exactly. If they had called it the previous day it 
might have caused that shortage in the reserves of the New York 
City banks. There are a number of different factors that affect these 
reserves, and we make an hourly tabulation of those factors from the 
time the market opens in the morning. We get our first sheet at 
11 o'clock, and each hour we keep track of those changes. The 
Federal reserve bank has not only the relationship of a lender to the 
New York money market, but we have a broad mechanical relation
ship which enables us to follow the things which are happening to the 
market. For example, all movements of funds between New York 
and other parts of the country go through us; that is, practically all. 
If these country banks would call $30,000,000 of loans in New York, 
it would probably be reflected in our wire transfer division that there 
was a telegraphic movement of $30,000,000 of funds from the New 
York bank to the interior. 

The CHAIRMAN. Even though those calls had been made from a 
member bank in New York City, the transfer would be made on 
account of that member bank with the Federal reserve bank? 

Mr. BURGESS. Yes, sir. That would be handled through the 
reserve bank, with the exception of a very small amount. Similarly, 
the check settlements between our district and the interior are 
reflected in our operations, and we know each day, for example, 
whether as a result of check settlements that there was a transfer of 
$10,000,000 of funds from New York to the interior, or the other way. 

The CHAIRMAN. Likewise, you have an accurate knowledge • of 
international movements. 

Mr. BURGESS. Yes. Exports and imports of gold largely come in 
to us and go out from us. Currency and coin pass into circulation, 
and we immediately find that reflected in our transactions. So that 
the reserve bank is a mechanism which reflects operations and gives 
us a better knowledge of what is going on than was ever possible in 
the past. About the only figures of these sorts I know of in the past, 
before the Federal reserve system was established, were a few figures 
which the Chronicle collected covering the movement of currency 
about the country, very incomplete figures, and the national bank 
reports. That was about all there was. And the clearing-house 
reports from New York City. But nothing that showed the picture 
of the movement of funds such as we have it now. 

I have here a large sample of the sheet that we get out in our depart
ment. Broadly speaking, the transactions on the market which 
affect the reserves of these banks may be divided into two types. 
One is the ordinary commercial operation. We have nothing to do 
with it, except acting as an agent, a messenger if you will. The 
other is the loan and open market transactions of the reserve banks. 
This sheet, which is labeled "Char t No. 12," makes this division 
between commercial transactions and reserve bank credit. We 
tabulate in two columns the net losses and net gains to the market. 
When we say "market ," what we mean is the reserves of member 
banks, because in the last analysis they are the market, the con
solidated market of New York. 

The CHAIRMAN. Without objection, the chart last referred to will 
be inserted in the record at this point. 

(Said chart No. 12 is as follows:) 
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CHABT 12.—Loss and gain to market, October 30 

[In millions of dollars] 

Commercial transactions: 
Wire transfers 
Check settlements 
Currency and coin 
Gold imports 
Foreign accounts 

Total 

Reserve bank credit: 
Bills owned 
Bills (sales contract) 
United States securities owned 
United States securities (sales contract) 
Loans 

Total 

Net loss 

28 

11 

39 

3 

3 

Net gain 

ia 

& 1 

20 

7 
2 

U 

20 

Mr. BURGESS. This happens to be the summary sheet for October 
30, 1925. What happened that day was that the market lost 
$28,000,000 by wire transfer of funds from New York to various 
other centers. That may have been due to the fact that on that date 
country banks called $28,000,000 more than they pjut out. Of 
course, there is always a movement both ways, and this is simply the 
net movement. Or it may be that the country banks withdrew some 
of their balances in New York; or it may be that some industrial 
concern that had a bank balance in New York wanted to transfer funds 
to Chicago to use in paying for work done out there or material 
purchased out there. 

This figure reflects a tremendous volume of transactions. Of 
course, our wire transfer operations for the system are $100,000,000,000 
a year, so there is a tremendous flood of transfers, and this is simply 
the net figure. I t is difficult to say what operation is reflected at 
any time, but we can usually make a pretty good guess at it. 

The result of the movement of checks between New York and other 
parts of the country was a net gain for the market of $10,000,000; 
$10,000,000 more checks came in than went out; that is, in the final 
settlement. In currency and coin there was a loss to the market of 
$11,000,000. That means that the member banks in New York 
City drew from us $11,000,000 more of currency and coin than they 
deposited with us, and that was reflected in the reserve, and it is 
entered here as a loss to the reserve. 

Our normal wash in and out of currency each day is $10,000,000 
in and $10,000,000 out, but that is simply an average figure. What 
actually happens is that toward the latter part of the week the banks 
come in for pay rolls and there is a big wash out, and in the early 
part of the* following week some of that money comes trickling back. 
There is usually a net gain of currency earlier in the week. These 
figures happen to be for Friday, so they show a loss of currency to 
the market, as currency was withdrawn for pay rolls. On tha t 
day $9,000,000 in gold was imported and was deposited with us. 
That was during the period when England was sending us that 
$40,000,000 of gold last fall that has been referred to earlier. 

Transactions in foreign accounts resulted in a net loss of $1,000,000. 
Possibly we purchased a million dollars worth of bills from some 
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foreign bank, using its balance for that purpose. That is the kind of 
transaction which would have produced the result. The net result 
of these commercial operations was that the market lost $39,000,000 
and gained $20,000,000. As a result of the net on each of these 
operations, all the market lost in the net was $19,000,000. 

To offset that loss in their reserves the banks came in and got the 
money from us. What actually happened was, first, that we bought 
$7,000,000 of bills. 

The CHAIRMAN. On the open market? 
Mr. BURGESS. Probably from the member banks. Most of the 

bills we buy outright we buy from member banks. The dealers came 
in and got $2,000,000 of money by selling us bills. The dealers 
came in and paid off $3,000,000 of sale contract securities and took 
them out of the bank again—repurchased them. The banks came 
in and got $11,000,000 of money by direct borrowing. 

The CHAIRMAN. That is, member banks ? 
Mr. BURGESS. That is, member banks. So that the net result was 

a gain to the market of $17,000,000. I t happened on that day that 
the market lost $19,000,000 through commercial transactions. They 
came and got $17,000,000 of that from us, borrowing to make it up. 
That is, the money men, the men responsible for these banks main
taining their reserves, looked at the balance sheet and said: " W e are 
losing money. Our reserves are going down. We will go to the re
serve bank and get the money and build up our reserves." Or else 
they went out on the call market and called some loans, and that 
raised the rate on call mone}? and bill dealers had to have some and 
they came in and got $2,000,000. All that happened as a result of 
these 50 or so different men in different banks making their decisions. 
So that, as a matter of fact, the two operations practically offset 
each other. 

Now, of course, changes of just this sort do not generally occur in 
a single day. I t is not usual in a single day that the outflow due to 
commercial transactions is practically offset by reserve transactions, 
but in the long run that is practically what occurs. If the market 
loses in other ways it comes t o us to make it up. If the market 
gains in other ways it pours that money back to us and pays us off. 
So the New York bank acts as a stabilizing influence, as a buffer. 
The whole New York market, from that point of view, is just one 
pool of credit, if you will. You can not say Federal reserve money 
is going into this or that use. I t is going into the pool. We act as 
a buffer in the whole operation of the market. 

Mr. MACGREGOR. HOW do they get that currency and coin? 
Mr. BURGESS. The banks come to us and draw it out, just as you 

would go to your bank and draw currency. They draw a check on us 
and present it at the counter. 

Mr. MACGREGOR. That has no connection with the $11,000,000 
the banks borrowed? 

Mr. BURGESS. N O direct connection. They drew their currency 
and so reduced their reserves. When they looked at their reserves 
and found they were below requirements they borrowed from the 
reserve bank to make it up. 

If you followed these operations from day to day and week to 
week, you would find there is a mathematical relationship existing. 
You can strike an accounting balance for the New York market. 
Commercial and reserve bank operations offset each other. 
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The CHAIRMAN. I t is evident from your very complete statement 
of these transactions and these movements how universal the situa
tion is. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. And how correctly the transactions are reflected, 

or the effect of those transactions is reflected in the Federal Reserve 
Bank of New York. 

Mr. BURGESS. Exactly. One of the interesting things is the very 
small amount of money it takes to make a real difference on that 
market. 

The CHAIRMAN". HOW much in volume does it take to call your 
attention to it in the Federal reserve bank? 

Mr. BURGESS. Fifteen or twenty million dollars moving about in 
the net will make a difference in our situation, as you can see by the 
figures for this week. These figures show the member banks were 
$35,000,000 below on their actual and $10,000,000 below on their 
average on Tuesday, and money went to 4 per cent the next day 
and banks came in and borrowed from us. 

The CHAIRMAN. A moyement of $50,000,000 would be quite a sen
sation. 

Mr. BURGESS. I t would. 
The CHAIRMAN. And notable in the Federal reserve system? 
Mr. BURGESS. Yes, sir. 
The CHAIRMAN. In that connection it has been discussed in these 

hearings in regard to the proposal embodied in the Strong bill, of a 
direction to the Federal Reserve Board toward stabilization, this 
question of publicity. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. I can realize that the publicity of the transactions 

reflected in the Federal reserve bank in New York might do great 
harm. On the other hand, it indicates to me—and I would like to get 
your view on it—the great influence on prices and the power that 
might be gained by dissemination of this information or analysis, so as 
to indicate what it might lead to, in its use by the Federal reserve bank 
or the Federal Reserve Board, as general notice to the country or to 
speculators interested in market operations. 

Mr. BURGESS. I think that is a very important question, Mr. 
Chairman. 

The CHAIRMAN. I can also readily understand how, if there were 
selfish interests connected or closely allied with the Federal Reserve 
Bank of New York, and also connected with the great movement on 
the stock exchange, that information might be used in a speculative 
way, and with the Federal Reserve Bank of New York operating in 
a charged atmosphere, such as it is, a highly sensitive situation, in 
touch with not only the whole financial and business interests of the 
United States but of the world, that you have an accumulation of 
data which are extremely valuable. 

Mr. BURGESS. Yes, sir. 
The CHAIRMAN. I t is not only an accumulation of data, but it is 

an indication, when known, as to what the next move is going to be. 
Mr. BURGESS. Of course, that is true only within certain limits, 

Mr. Chairman. You can tell from this a day or two ahead what 
your call rate is likely to be, perhaps. There is such a constant flow 
in and out of funds that we do not know what will come the next day. 
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The country banks may call $35,000,000 and we don't know why. 
As far as the public knowledge goes, while they do not have daily or 
hourly figures, if a person knows the background he can get almost all 
that information from the published data. I am sure if I left the 
system I could follow that along from the published information and 
know what is going on. I have had that experience. I just lost mji 
first lieutenant, a very intelligent person who knew all about these 
things. He has now gone with a commercial bank. He does not 
need any confidential figures to follow the market, because he knows 
the method and the published data will tell him what is going on. 
Of course, that reserve movement is reported once a week in the clear
ing-house statement of the New York banks, which shows how much 
the reserves are under or over on the average. 

Mr. WINGO. On what date is that published? 
Mr. BURGESS. On Saturday noon. Then the reserve banks, of 

course, publish their statements which reflect it. If a person has 
the background, he can get the gist of the thing from the published 
information. 

Mr. WINGO. YOU say on Tuesday of this week there was a probable 
shortage of reserves averaging about $10,000,000? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. The call money rate on that morning was 3 ^ . When 

did it go to 4 ? 
Mr. BURGESS. Wednesday. 
Mr. WINGO. In other words, there was a deficit in the reserves of 

$10,000,000? 
Mr. BURGESS. Yes, sir; that was an average deficit. That was a 

deficit on Saturday, Sunday, Monday, and Tuesday, four days' 
deficit. That would really amount to $40,000,000. As a matter of 
fact, the actual reserve was so low, that deficit was increasing rapidly 
each day, so that the actual deficit was $40,000,000 plus $35,000,000, 
or $75,000,000. 

Mr. WINGO. SO that, under those circumstances, you could 
probably predict for two or three days a change in the call money rate ? 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. Because you see the reserves being depleted? 
Mr. BURGESS. Yes, sir. I think there is one other feature that is 

most interesting, and that is the semi-mechanical nature, if you will, 
of the reaction of the reserve bank in this whole business. In most 
of these transactions of the reserve bank which result from these move
ments of funds on the money market, the reserve bank does not exer
cise any initiative to go out and do anything. We simply stand there 
ready and willing to discount paper for member banks and buy these 
bills from member banks and from dealers and make the sales con
tract arrangement with the dealers. I t does not require any par
ticular decision. I t is a semimechanical operation, but the set-up is 
such that reserve bank funds are called into use when they are 
needed", and thus the market is given elasticity and stability. 

I do not know whether you are interested in knowing in more detail 
as to how we actually follow that. We send each night a letter to 
the board summarizing that information for the day. 

Mr. WINGO. Then it seems the general idea about the Federal 
Reserve Board is erroneous. They know about that from the daily 
letter, and get that information, and can see the trend of the money 
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market, and know whether or not there are gradual withdrawals of 
funds from New York and depletion of reserves and all that sort of 
thing. 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. So the Federal Reserve Board has that daily report 

and detailed analysis from you of the shifting and different positions 
of cash and currency and different items that make up the statement 
similar to the one of October 30, and has complete information which 
would enable them to form an accurate judgment of the general trend 
of credit operations in the money market. 

Mr. BURGESS. Yes, sir. 
Mr. WINGO. And they are not left in determining their policy 

to passing judgment upon your conclusions, but they have the same 
facts that you have. 

Mr. BURGESS. Exactly. 
The CHAIRMAN. I would like to ask you, Mr. Burgess, if you will 

not insert in the record for the benefit of the members of the com
mittee, in connection with their consideration of the Strong proposal, 
any of the elements that you might consider we should use toward 
stabilization, any of these conditions that arise from time to time in 
the Federal reserve operations, like an influx of gold, Treasury opera
tions, times of strike, lockouts, other credit situations, anything that 
would disturb the credit situation, what elements are now available 
for use. 

Mr. BURGESS. That is, what could we do ? 
The CHAIRMAN. What could you do? What are the different 

things that you could do, that you would do without this law, or 
would do more particularly if you were instructed to, and are not 
doing now? 

Mr. BURGESS. I will be very glad to. 
(The document referred to is as follows:) 

MEMORANDUM ON POWERS OF THE FEDERAL RESERVE SYSTEM FOR STABILIZATION 

The powers the Federal reserve system possesses for stabilization are of two 
principal types: First, those which arise from the very existence of the system, 
and second, those which involve some policy decision. The first group is perhaps 
the most important, the influence for stability which arises not from any specific 
decision but from the facilities which the reserve system is continuously offering 
to member banks and to the public. These facilities include the following: 

(1) Facilities for the elasticity of credit and currency.—The power of the Federal 
reserve banks to discount paper for member banks, to buy bills, and their power 
to issue Federal reserve notes in response to the demand provide a reservoir of 
credit and currency upon which the public may draw through the member banks 
in order to meet any seasonal or emergency demand. If there is an influx of 
gold, member banks neutralize the effects in some part by repaying their bor
rowings at the Federal reserve bank. If there is an export of gold, the effect on 
the money market is neutralized by additional borrowing at the reserve banks. 
In the fall, when business requires more currency, it is drawn from the reserve 
banks. It is this semiautomatic elasticity of credit which is perhaps the principal 
contribution of the reserve banks to credit and business stability. Operations of 
this type are not dependent upon the initiative of the reserve bank, but arise as 
a direct response to any need for credit or currency. 

(2) Facilities for fluidity of credit.—Another important contribution of the 
reserve system to stability is found in the means the reserve system affords for 
moving funds rapidly about the country. Through the wire-transfer system 
and through the par check-collection system the old barriers between different 
parts of the country have been broken down. The inland exchange market has 
disappeared and the country's credit supply made fluid. The result has been an 
evening out of credit conditions throughout the country and a lessening of the 
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seasonal credit strains which frequently occurred in agricultural centers at the 
crop-moving period, due in part to the difficulty in moving funds rapidly about 
the country. 

(3) Influence upon credit practice.—A third influence for stability which is 
seldom commented upon may be found in the influence of the reserve banks 
upon credit practice. Every day the Federal reserve banks are receiving millions 
of dollars worth of commercial paper from the member banks for rediscount or as 
collateral against member bank borrowings. The reserve banks, under the law, 
must submit this paper to critical examination, and to do this they have set up 
a credit mechanism which has greatly improved credit practices. In the first 
place comprehensive financial statements are required in connection with all 
paper presented to the reserve banks, except in the case of very small notes. This 
practice makes it necessary for the member banks to collect such statements from 
the concerns and individuals to which they make loans and has greatly extended 
the making and submitting of adequate statements. This practice has un
doubtedly saved the member banks many losses and has made for sounder business 
practice. Moreover, the reserve banks occasionally find it necessary to refuse to 
take paper which is not satisfactory for one reason or another, and this rejection 
of unsatisfactory paper undoubtedly improves the standards of practice main
tained by member banks. The record of business crises in the past indicates that 
one cause of such crises has been overproduction and the overextension of business 
activities in one direction or another. The promotion of sound credit practice 
should in the long run prove a factor in preventing overextension of credit to 
concerns which are overproducing or overextending their operation. 

(4) The publication of information on credit and business.—Through the weekly 
reports of the Federal reserve banks and the member banks, and through the 
business information collected and published by the Federal reserve banks, the 
public is provided with more complete and accurate data concerning credit and 
business changes than has ever been available heretofore. The presence of 
adequate information of this sort is an influence toward preventing overpro
duction and other similar excesses, which in the past have led to lack of stability 
in business. 

(5) Providing an agency to handle Government finance.—In the old days there 
were frequently disturbances to the money market and to business arising out of 
Treasury operations, which frequently placed large amounts of funds in the 
market or pulled large amounts out. These disturbances are now largely avoided 
because the Federal reserve banks, acting as fiscal agents to the Government, 
provide a smoothly operating mechanism by which the Treasury may deal with 
banks and the public. Thus a cause which frequently resulted in instability 
has been removed. 

The second group of powers which the reserve bank may use to encourage 
stability of credit and business consists of those which involve definite policy 
decisions. The principal such powers are the following: 

(1) Changes in the discount rate, which have the effect of increasing or de
creasing the cost of credit and so discouraging or encouraging the use of credit. 
The discount rate, moreover, has a psychological effect apart from its direct 
effect upon money rates. Along with changes in the discount rate should be 
listed changes in buying rates for bankers' acceptances, although these rates are 
much less important than the discount rate. 

(2) Purchases and sales of Government securities.—As has been brought out 
elsewhere in the testimony, the purchases or sales of Government securities by 
the reserve banks have the effect of enabling member banks vto reduce their 
borrowings at the reserve banks or placing member banks in the position where 
they find it necessary to increase these borrowings. These changes affect the 
willingness of the member banks to extend credit and so become an influence in 
checking or retarding credit movement. 

(3) Informal influence upon member banks.—The reserve banks are in constant 
contact with the officers and directors of member banks, and through this contact 
are frequently able to discover dangerous banking tendencies and suggest their 
correction before they become acute. The Federal reserve system provides an 
organization directly concerned with the general credit situation, constantly 
exerting an influence towards soundness and stability. 

(4) Regulatory action.—The Federal reserve act confers on the Federal Reserve 
Board and banks a number of powers which could be invoked in an emergency. 
These include such powers as the limitation of Federal reserve note issues, the 
limitation of loans to member banks, the power to reclassify some member banks 
as to the amount of reserves which they are required to carry, and a number of 
other similar powers. These are in the nature of desperate remedies for a desper^ 
ate emergency and have not been put to use. 
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1020 STABILIZATION 

These are the principal powers which the Federal reserve banks and board 
now have which are or may be exercised in the interest of credit and business 
stability. The proposed Strong bill does not add to this list any new power, nor 
does it suggest any new idea which the Federal Reserve Board and banks have 
not already considered. The fact is that the boards of directors of the Federal 
reserve banks and the Federal Reserve Board are constantly observing the 
movement of prices. As far as the Federal Reserve Bank of New York is 
concerned, the directors have before them each week charts showing not only 
the movement of the Department of Labor index of prices, but also a weekly 
index computed currently showing the week to week changes in prices of basic 
commodities. The bearing of their credit policy upon commodity prices is one 
of the factors which the directors consider in making changes in their policy. 

Other factors include changes in the total volume of credit, changes in the 
amount of credit extended by the Federal reserve banks, changes in money 
rates in the United States and in Europe, changes in prices in other countries, 
changes in the condition of business, changes in the security markets, the changes 
in agricultural conditions, and the tendencies in banking conditions in the dis
trict as they are reflected in the operations of the member banks. All of these 
are factors in any determination of policy. 

It would seem to the writer to be a mistake to single out one of the factors 
which the directors of the reserve banks should consider in determining their 
policy and direct efforts to that alone. Similarly, it would be a mistake to 
imply in the law that the reserve banks were responsible for changes in the 
price level. Legislation of this sort might embarrass rather than aid the direc
tors of the reserve banks in fulfilling their responsibilities. 

Mr. WINGO. Did you have a further statement you wanted to 
make at this time? 

Mr. BURGESS. What I wanted to point out was the bearing of all 
this on our open market operations. You can see that the New York 
money market is like a scale. If you stick in a pound here, you have 
to have a pound over here to equalize it. Tha t is what occurs when 
we buy or sell securities.on the open market. If we sell securities a 
member bank has to pay us with a check which is debited to their 
reserve account with us and reduces their reserve, we will say, $10,-
000,000. Obviously, they have got to get the money to balance up 
their reserves and they come in to us and borrow that $10,000,000. 
I t does not result in a net gain or loss of funds to the market. What 
it does result in is a shifting of the kind of funds that are being used. 
I t is a decrease in our holdings of Government securities, and an 
increase in the member banks' borrowing. I t simply makes the 
member bank indebted to us for $10,000,000 that they did not owe 
us before. I t is just a scissors effect. You saw the chart Governor 
Strong had. I have a copy of it here. I t is chart No. 10. Changes 
in holdings of United States securities by the reserve system resulted 
directly in changes of other types of credit in use, brought into use 
by member banks and by dealers. There is a mathematical rela
tionship. Our purchase or sale of securities does not as a rule in
crease or decrease the volume of credit, but increases or decreases 
the amount of money the member banks owe us. In other words, 
i t shifts the burden on to or off of the member banks, and the decision 
still rests upon them as to the amount of credit they will extend. We 
do not presume to say it is too much or too little credit. When we 
sell securities we are simply putting up to the member banks a little 
more directly the decision as to whether the needs of commerce are 
sufficient to justify them in continuing their present volume of loans, 
even if they are indebted to us. 

What actually occurs is that as the indebtedness of member 
banks changes they change their attitude toward borrowers. They 
lend a little less freely if their indebtedness to us increases, and 
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lend more freely when it diminishes. You can see tha t by refer
ence to chart No. 13, which shows the relationship between the dis
counts of New York City banks at the Federal Reserve Bank of 
New York and the money rate. This solid line is the discounts of the 
New York City banks. The dotted line is the rate on time money. 
What the chart shows is that there is a very close relationship 
between the money rates in New York and the amount of money 
which the member banks owe us, and that is the entire secret of 
the effectiveness of our open-market operations. 

The CHAIRMAN. Without objection, that chart will be inserted 
in the record at this point. 

(The chart referred to is as follows:) 

1922 1923 1924 1925 1926 

CHART 13.—Rediscounts of New York City member banks with the Federal Re
serve Bank of New York and money rates . Figures for rediscounts are four 
weeks moving averages centered on last week; money ra tes are weekly aver
ages of daily rates 

Sources : Rediscounts—Federal Reserve Bulletin 
Money rates—Time money for dealers ; call money from Stock Clear

ing Corporation 

Mr. WINGO. The chart shows that, taking it over a period of time 
of any length, as the indebtedness of the member banks to you 
increases the rediscount rate goes up. 

Mr. BURGESS. NO, sir; the open market money rate. 
Mr. WINGO. I mean the open market money rate goes up. 
Mr. BURGESS. Yes, sir. 

Mr. WINGO. What does the chart show with reference to the 
rediscount rate? 

Mr. BURGESS. AS a matter of fact, it is my personal opinion that 
the amount the member banks owe us is more important in deter
mining conditions than the rediscount rate. 

Mr. WINGO. The open market rate really has a greater effect than 
the rediscount rate on th e money market ? 

Mr. BURGESS. Yes, sir. 

93869—27—PT 2 26 
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Mr. WINGO. Or rather, the open market rate or call rate more 
accurately reflects the condition of the money market than the 
rediscount rate. That would be a better statement? 

Mr. BURGESS. Yes, sir; that would be better. 
Mr. WINGO. I t more accurately reflects it because, as the changed 

condition takes place on the money market, it acts more instantane
ously upon the call money rate than it does upon the rediscount rate, 
because so many other factors enter into the consideration of the 
rediscount rate ? 

Mr. BURGESS. Yes, sir. Of course, there are a number of other 
factors that affect the money rate in New York, but one very im
portant one is the amount of money the member banks owe us. 

The CHAIRMAN. Without objection, the committee will adjourn, 
subject to the call of the chairman. 

(Whereupon, at 12.15 p. m., the committee adjourned subject to 
the call of the chairman.) 

H O U S E OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Thursday, June 10, 1926. 
The committee met at 10.30 o'clock a. m., Hon. Louis T. Mc-

Fadden (chairman) presiding. 
The CHAIRMAN. I desire to place in the record at this point the 

circulation statement of United States money as of June 1, 1926, 
as prepared by the Treasury Department, Division of Loans and 
Currency. 

(The statement above referred to is as follows:) 
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Circulation statement of United States money, June 1, 1926 

K i n d of m o n e y 

Gold coin a n d bul l ion 
Gold certificates _. 
Sanda rd silver dollars 
Silver certificat es _ 
T r e a s u r y notes of 1890 
Subs id ia ry silver 

Federa l reserve notes 
Federa l reserve b a n k notes 
Na t iona l b a n k notes 

To ta l J u n e 1,1926- _ 

C o m p a r a t i v e to ta ls : 
M a y l , 1926.- _. 
J u n e l , 1925 
N o v . 1,1920 
Apr . 1, 1917 _. 
J u l y 1,1914 
J a n . 1,1879 

Stock of 
m o n e y 1 

3 $4,493, 772,008 
* (1,668,688,159) 

532,765,078 
4 (453,458, 539) 

* (1, 358,804) 
288, 748,821 
346, 681,016 

1,989,063,300 
5,808, 578 

703,375,162 

8, 360, 213,963 

8,376, 574, 432 
8,274,924,217 
8,326,338, 267 
5,312,109,272 
3, 738,288, 871 
1,007,084,483 

M o n e y held in the T rea su ry 

Tota l 

$3,701,004,930 

464,162,610 

6,403, 502 
5,155,349 
1,147,168 

145,327 
15, 592,857 

« 4,193,611, 743 

5 4,224,210,423 
5 4,172,727,726 
5 2,406,801,772 
5 2,942,998,527 
51,843,452,323 

4 212,420,402 

A m o u n t held 
in t rus t against 
gold a n d silver 

certificates 
(and Treasury 
notes of 1890) 

$1,668,688,159 

...454,817,343 

2,123,505, 502 

2,150,300,468 
2,020,824, 616 

696,854,226 
2,684,800,085 
1,507,178,879 

21,602,640 

Reserve 
against 
Un i t ed 

States notes 
(and Treas
u r y notes of 

1890) 

$154,188,886 

154,188,886 

154,188,886 
153,620,986 
152,979,026 
152,979,026 
150,000,000 
100,000,000 

He ld for Fed
eral reserve 
b a n k s a n d 

agents 

$1,710,740,935 

1, 710, 740,935 

1,708,083,235 
1,781, 769,335 
1,206,341,990 

All other 
m o n e y 

$167,386,950 

9,345,267 

6,403, 502 
5,155,349 
1,147,168 

145,327 
15, 592,857 

«205,176,420 

211,637,834 
216, 512,789 
350,626, 530 
105,219,416 
186,273,444 
90,817, 762 

M o n e y outs ide of t h e T r e a s u r y 

To ta l 

$792,767,078 
1,668,688,159 

68,602,468 
453,458, 539 

1,358,804 
282,345,319 
341, 525, 667 

1,987,916,132 
5,663,251 

687, 782,305 

6,290,107, 722 

6,302,664,477 
6,123,021,107 
6, 616,390, 721 
5,053,910,830 
3,402,015,427 

816,266,721 

He ld b y Fed
eral reserve 
b a n k s a n d 

agents 2 

$338,459,159 
594, 513,330 

16,995,770 
83,455,335 

14,126,267 
50,415,769 

294,081,919 
114,653 

27,060, 760 

1,419,222,962 

1,448,491,827 
1,348,708,508 

987,962,989 
953,320,126 

I n circulation 

A m o u n t 

$454,307,919 
1,074,174,829 

51,606,698 
370,003,204 

1,358,804 
268,219,052 
291,109,898 

1,693,834,213 
5, 548, 598 

660,721,545 

4,870,884, 760 

4,854,172,650 
4,774,312, 599 
5,628,427, 732 
4,100, 590,704 
3,402,015,427 

816,266,721 

Per 
capita 

$3.94 
9.31 

.45 
3.21 
.01 

2.32 
2.52 

14.68 
.05 

5.72 

42.21 

42.11 
41.89 
52.36 
39.54 
34.35 
16.92 

Popula t ion 
of conti

nen ta l 
Uni ted 
States 

(est imated) 

115,404,000 

115,286,000 
113,985,000 
107,491,000 
103,716,000 
99,027,000 
48,231,000 

1 Includes United States paper currency in circulation in foreign countries and the amount held by the Cuban agencies of the Federal reserve banks. 
8 Includes money held by the Cuban agencies of the Federal reserve banks of Boston and Atlanta. 
3 Does not include gold bullion or foreign coin outside of vaults of the Treasury, Federal reserve banks, and Federal reserve agents. 
4 These amounts are not included in the total since the money held in trust against gold and silver certificates and Treasury notes of 1890 is included under gold coin and bullion 

and standard silver dollars, respectively. 
8 The amount of money held in trust against gold and silver certificates and Treasury notes of 1890 should be deducted from this total before combining it with total money out

side of the Treasury to arrive at the stock of money in the United States. 
6 This total includes $16,480,243 of notes in process of redemption, $151,936,667 of gold deposited for redemption of Federal reserve notes, $10,304,326 deposited for redemption of 

National bank notes, $4,065 deposited for retirement of additional circulation (Act of May 30,1908), and $6,597,790 deposited as a reserve against postal savings deposits. 

NOTE.—Gold certificates are secured dollar for dollar by gold held in the Treasury for their redemption; silver certificates are secured dollar for dollar by standard silver dollars 
held in the Treasury for their redemption; United States notes are secured by a gold reserve of $154,188,886 held in the Treasury. This reserve fund may also be used for the redemp
tion of Treasury notes of 1890, which are also secured dollar for dollar by standard silver dollars held in the Treasury. Federal reserve notes are obligations of the United States and a 
first lien on all the assets of the issuing Federal reserve bank. Federal reserve notes are secured by the deposit with Federal reserve agents of a like amount of gold or of gold and 
such discounted or purchased paper as is eligible under the terms of the Federal Reserve Act. Federal reserve banks must maintain a gold reserve of at least 40 per cent, including 
the gold redemption fund which must be deposited with the United States Treasurer, against Federal reserve notes in actual circulation. Lawful money has been deposited with 
the Treasurer of the United States for retirement of all outstanding Federal reserve bank notes. National bank notes are secured by United States bonds except where lawful money 
has been deposited with the Treasurer of the United States for their retirement. A 5 per cent fund is also maintained in lawful money with the Treasurer of the United States for the 
redemption of national-bank notes secured by Government bonds. 
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The CHAIRMAN (continuing). I also want to place in the record the monthly statement of paper currency of each 
denomination outstanding as of April 30, 1926. 

(The statement above referred to is as follows:) 
o 

Monthly statement—Paper currency of each denomination outstanding April 30, 1926 

Denomina t ions 

$1 _ 
$2__ _ 
$5 ._ . ^ _ _ 
$ 1 0 - _ . . 
$20 
$50 _ _ __ 
$100 
$500 
$1,000. 
$5,000 _ 
$10,000 . _ _ . 
Frac t ional pa r t s . _ 

To ta l _ . . _ _ 
D e d u c t : 

U n k n o w n , destroyed . _ 
He ld in T rea su ry 
He ld b y Federal reserve b a n k s a n d Federa l reserve 

agents 
Redeemed b u t no t assorted b y denomina t ions . __ 

N e t _ 

Uni ted 
States notes 

$31,983, 749 
52,709,334 
93,047,755 

126,618, 611 
33,112, 542 
6,000,725 
1,009,800 

786,500 
2,402,000 

10,000 

347,681,016 

1,000,000 
5,000,719 

48,837,107 

292,843,190 

Treasury 
notes of 1890 

$307,645 
188,146 
364,323 
300, 780 
112,910 

3,700 
52,300 

42,000 

Federal reserve 
notes 

$489,968,410 
449,442,380 
580,822,160 
160,672,000 
174,859,000 
36,896, 500 
90,384,000 

6,330,000 
13,870,000 

1,371,804 

7,500 

2,003,244, 450 

1,178,621 

339,445, 594 

" "" """ 
1,364,304 1,662,620,235 

Federa l re
serve b a n k 

notes 

$2,984, 523 
1,115,600 

930, 775 
302, 940 
447,240 

27,500 

5,808, 578 

60, 353 

108,391 

5,639,834 

Na t iona l 
b a n k notes 

$341,447 
162,894 

137,006,025 
293, 768,860 
227,851,970 

24,291,150 
23,860,100 

87,500 
21,000 

61,133 

707,452,079 

16, 646,003 

32, 513, 204 
3,268,400 

655,024,472 

Gold certif
icates 

$477,913,405 
641, 278,324 
124,362,130 
161,898, 600 
34,764, 500 
78, 562, 500 
83,940,000 

596,620,000 

2,199,339, 459 

498, 723,350 

601,403, 555 

1,099,212, 554 

Silver certif
icates 

$402,887,922 
14,391,202 
35,250,983 

2,338,241 
1, 784,090 
1,711,735 

163,920 
10,000 
14,000 

458, 552,093 

10, 232, 038 

84,465,066 

363,854,989 

Tota l 

$438,505,286 
68,567,176 

756, 568, 271 
1, 350, 685, 217 
1,485,409,236 

317,068,940 
361,843,720 

72,545,000 
171,425, 500 
90, 270,000 

610, 500,000 
61,133 

5,723,449,479 

1,000,000 
531,848, 584 

1,106, 772,917 
3,268,400 

4,080, 559, 578 
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The CHAIRMAN (continuing). I want to call the attention of the 
committee also to the fact that a recent press notice indicates that 
Canada is restoring the gold basis on July 1, 1926. I also would 
like to place in the record, in connection with this discussion on 
stabilization, several detailed statements appearing in the Ac
ceptance Bulletin of May 30, 1925, in which they discuss and report 
minutes of the previous meeting of the advisory counsel of the 
Federal Eeserve Board in connection with open-market transac
tions and in connection with the discussion in regard to the repeal 
of the so-called war amendments to the Federal reserve act. These 
articles and the editorial comment on these subjects are particularly 
pertinent to this discussion on gold, open-market transactions, and 
stabilization which has been taking place, particularly in regard to 
open-market transactions; and those who read these articles would 
do well to compare these statements with the statement made by 
Benjamin Strong, governor of the Federal Reserve Bank of New 
York; Dr. Adolph Miller, of the Federal Reserve Board; and Mr. 
R. W. Burgess, of the Federal Reserve Bank of New York, in their 
discussion before this committee of open-market transactions. 

(The papers above referred to are as follows:) 

CANADA TO RESTORE GOLD ON J U L Y 1 

OTTAWA, ONTARIO, May 31.—Canada will revert officially to the gold standard 
on July 1, it was announced in the House of Commons to-day by J. A. Robb, 
minister of finance. 

Answering a question in the House, Minister Robb said: " I have no intention 
of bringing down any legislation on the subject, but Canada will automatically 
revert to the gold standard on July 1." 

[Acceptance Bulletin, New York, May 30, 19251 

AMERICAN ACCEPTANCE COUNCIL 

EDITORIAL COMMENT 

On May 22 the advisory council of the Federal Reserve Board issued a state
ment which the editors of the Bulletin believe should be embodied in the records 
of the American Acceptance Council, and which, therefore, is reprinted below: 

" Since the last meeting of the advisory council Great Britain has taken the 
long-expected step of removing the embargo on the exportation of gold and by 
reestablishing a free gold market in London has once more anchored herself 
unreservedly to the gold standard. 

" This event marks an epoch in the financial history of the postwar period. 
I t means that the time has definitely come to an end when the world seemed 
to waver between monetary systems frankly bottomed upon gold on the one 
hand and fluctuating exchanges and so-called * managed currencies' on the 
other. With the United States, England, the Dominions, Sweden, Holland, Ger
many, Austria, Hungary, and other countries now returned to a gold basis, 
or to gold-exchange bases, the swTay of gold over the world's leading financial 
systems once more has become an unchallenged fact. 

" For the United States this development is of the vastest importance. First, 
because we own approximately one-half of the world's monetary gold; second, 
because in order to preserve for ourselves conditions of a well-balanced pros
perity foreign markets absorbing our surplus production are an imperative 
necessity, and it is idle to expect that without exchange stability the purchasing 
power of foreign countries may regain its full capacity; third, in present 
world conditions the sale of our vast excess production to foreign buyers can 
only be maintained on anything like the present scale as long as we continue 
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freely to absorb foreign securities. Our ability to do so, however, will depend 
upon the degree of credit these foreign countries will command here. We 
have, therefore, a vital interest in seeing the credit of our customers placed on 
the strongest possible basis. 

" While it would seem unnecessary to add to the weight of these three points, 
a true picture of the outlook is gained only if one considers what might have 
happened had England decided to continue the embargo on gold exports instead 
of restoring a free gold market. I t would not seem an overstatement to assume 
that in such a case the world might have suffered another exchange collapse 
with all the uncertainty to trade which that implies; that private and public 
credit in foreign lands would have been impaired and that instead of making 
efforts to balance budgets by taxation, the temptation for debasement of cur
rencies in many countries would have continued indefinitely In such circum
stances true wages, and with that, living standards, in competing countries 
would have been further reduced. We are familiar with the social conse
quences that would result from such conditions, and it is safe to conclude that 
we ourselves could not have escaped the effects of such a development which, 
amongst other things, would have involved a further great addition to our gold 
holdings. 

" The advisory council, with these thoughts in mind, has over and again 
expressed the view that America should take every opportunity that con
sistently and safely could be grasped to aid foreign countries in their struggle 
toward regaining exchange stability, and that when the time came to do so 
with confidence and safety, the Federal Reserve System should do its part. 

" I t is with the deepest satisfaction, therefore, that the council has noted 
the arrangements now made, with the approval of the Federal Reserve Board, 
between the Bank of England, on the one hand, and the several Federal 
reserve banks, under the auspices of the Federal Reserve Bank of New York, 
on the other. 

" These arrangements in the view of the council will benefit not only the two 
countries directly involved, but they will inure to the advantage of the entire 
world. The council feels confident that in the annals of the Federal reserve 
system these arrangements will be written down as one of its proudest and 
most constructive achievements. 

" It is an impressive demonstration of the efficiency of the Federal reserve 
act, as at present constituted, that we are able to render assistance on a liberal 
scale without fear of adverse effect upon our own financial conditions. 

" Concentration of reserves and an elastic note issue planned on broad lines 
enabled us during these last years to absorb a flood of gold in such a manner 
as to deprive it of the inflationary effects which some of our European friends 
had expected it inevitably to produce. Conversely, we may now envisage with 
equanimity the possibility of an outgo of hundreds of millions of dollars of our 
surplus gold. The same process that enabled us to deprive the inflow of gold 
of its potential ill effects places us now in a position to lose vast amounts of 
it without entailing the necessity of a marked contraction of circulation or of 
forced deflation." 

I t is unnecessary to add to the council's statement as far as it deals with 
the restoration of the free gold market in England and its world-wide sig
nificance. It may be timely, however, to elaborate the observations made in 
the last paragraph of the statement concerning " concentration of reserves and 
elastic note issue planned on broad lines," as provided in the Federal reserve 
act as at present constituted. 

The advisory council's remarks in this connection deserve particular atten
tion in the face of the criticisms which some writers have leveled at the Fed
eral reserve system's present functioning in this regard, and in view of the 
proposed amendments now tentatively placed before the country, designed to 
shear the Federal reserve system of some of the most important powers now 
vested in it. The critics of the Federal reserve system base their attacks prin
cipally on the charges that the Federal reserve system has inflated and made 
inelastic the currency of the country. They also charge that the investments 
of the system have created conditions of easy money which were responsible 
for an ill-begotten and ill-fated boom on the New York Stock and the Chicago 
Grain Exchanges. 

We do not wish to tire our readers by adding to the volumes of lengthy 
arguments which have already been published in this connection. We wish, 
however, to submit two charts, which we would recommend to their careful 
attention. We are quite willing to leave the facts embodied in these charts to 
speak for themselves. 
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STABIUZATION 1027. 
Chart No. 1 shows in its top line the money circulation in the United States 

(including gold certificates, silver certificates, national bank notes, Federal 
reserve circulation, etc.). I t will be seen that the top line and the second line, 
showing the general price level, follow in a pretty clear relation to one another. 
If we take the end of 1921 as the end of the war and after war inflationary 
and deflationary period, we find that, at that time, the total money circulation 
was approximately $4,500,000,000, and that in the first quarter of 1925 it is 
$4,750,000,000, which means that during the three and one-quarter years there 
has been no increase to speak of. 

If we look at the chart of price levels, we find that the rise in this same 
period has been very insignificant, and that, viewing the period as a whole, 
one might say that it had been one of price and currency stability. 

How genuinely extraordinary this accomplishment is becomes evident to the 
student if he observes the lowest line on the chart, showing the cumulative 
net gold imports. The chart shows that since the end of 1920, when money 
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in circulation reached its highest figure, there has been a net addition to our 
gold holdings of approximately $1,500,000,000. This inflow of gold was due to 
economic world conditions over which the Federal reserve system had no 
control. It is easy to imagine how our chart would look if this gold had been 
added to the outstanding circulation from the end of 1920 without "a corre
sponding contraction in Federal reserve circulation. If, however, we look at 
the dotted line indicating the total Federal reserve circulation, we find that 
from 1920 to the time of the present writing there has been a contraction of 
$1,750,000,000 of Federal reserve circulation. I t was this contraction which 
saved the country from the evil inflationary consequences that inevitably would 
have followed from the avalanche of gold that swamped our shores. 

How, in the face of this, economic writers can assert that the Federal 
reserve system has been deprived of its elasticity, and that it has been a means 
of "saturating" the country with an inelastic currency, it is hard to reconcile 
with any process of unbiased reasoning. Indeed, the system has shown unpar
alleled elasticity We doubt whether in the financial history of the world there 
can be shown another instance of note contraction of a similar scope in so 
short a period and with so little disturbance of economic and financial 
conditions. 
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Mr. McFadden motivates his proposal by an apprehension lest the Federal 
reserve system might absorb the total gold stock of the United States, and thus 
take unto itself a power which, in his mind, involves the danger of abuse. 
He wishes to deprive the country of a weapon of defense which has proved 
itself of the highest value—and,* as the Federal Advisory Council indicates, 
will shortly prove anew its beneficial effects in dealing with an eventual out
flow of gold—because he believes that, conceivably, this power of defense might 
be used recklessly or clumsily. In other words, he would deprive the policeman 
of his stick because, forsooth, he might club the wrong fellow. 

A glance at the chart shows, however, that the Federal reserve system has 
made no effort to gobble up a larger amount of gold than would be necessary 
to secure for it a strong strategic position. Indeed, the chart shows plainly 
that those in charge of the Federal reserve system have permitted the gold 
freely to drift into circulation while the Federal reserve circulation was simul
taneously being contracted. Mr. McFadden is therefore lighting a man of 
straw of his own creation! 

192^ 1923 \9Z4- 1925 
Total Earning Assets of all Federal Reserve Banks, and Mcnthly Average Prices of 50 Stocks 

As to 'the- claim that the investments of the Federal reserve system are to 
be held responsible for excesses on the stock exchange and on the grain market, 
a glance at a second chart, which we subjoin, will prove at once that this 
charge is entirely untenable. In the first month of 1924 we find Federal reserve 
assets at their highest and stock exchange and grain prices at nearly the lowest 
level. We find earning assets reaching their lowest point in the mid\dle of that 
year, and stock rising, and they are still rising at the end of the year, when 
Federal reserve assets once more reach their highest point. They are rising 
again at present when assets have been falling. No direct and definite rela
tion can therefore be traced between these two lines. Moreover, the swing 
between the highest and lowest point in 1923 and 1924 has been covering fluctua
tions of $100,000,000 and $300,000,000, respectively. When one considers that 
the total loans and investments of commercial banks embraced about $36,800,-

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

file:///9Z4-


STABILJZATION 1029 

000,000 on June 30, 1924, one can readily see what an exaggeration it is to 
attempt to charge such comparative moderate fluctuations with responsibility 
for the stock exchange and grain market movements. As anybody knows their 
movements are predicated) upon entirely different influences, both physical 
and psychological. 

In the face of the attacks that are being made upon the system from the 
two extreme sides (the one washing to reduce the Federal reserve system to 
purely an emergency organization entirely defunct and inactive in normal 
times and the other striving to make out of the Federal reserve banks* institu
tions actively competing with the commercial banks, making investments of a 
speculative character, or involving commercial risksi which should be hazarded 
only by commercial and purely money-making banks) it is of utmost impor
tance that the public receive a clear picture of the true facts so that it may 
be able to protect the Federal reserve system from the ill-advised attacks of 
its so-called friends or open enemies. 

The CHAIRMAN. In comment of the above-quoted editorial I wish 
to say that there lies in the Federal reserve system a danger, ad
mittedly not imminent but still potential, and it would have been 
derelict, when seeing this, if I had not taken the step I did take in 
asking the curtailment of overfree issue of currency notes by limiting 
them to commercial paper. 

The basis of this editorial is on a concept of gold only as a com
modity. There is no consideration given to its special use as money, 
as a measure, or as part of the scheme of standards. There is no 
doubt that were these gentlemen of this self-constituted body of 
economic infallibility asked for a definition of money, their reply 
might come back, "A medium of exchange." There is doubt, though, 
that any one of them has ever recognized the fact that this definition 
is equally applicable to the yard, the ton, the ounce, the quart, or any 
other of the measures that constitute our system of standards and 
which facilitate and make possible equitable commercial intercourse 
between people. They have forgotten, if they ever knew, that money 
is a measure, the common denominator into which all other standards, 
incomparable in themselves, may find expression of worth in com
parable form. 

There is no need to explain or accentuate the qualities that are 
essential to any standard. I t must be exact; it must be constant. 
Short weight and short measure are dishonest, and recognized as 
such in the instance of all standards in general use, all except one.1 

In this instance, the one of money, there is a constant effort to trim 
and substitute some other thing for this measure of gold. 

In this effort to make credit serve as a substitute for gold lies 
the source of the world-wide confusion to-day. There may have 
been no other means of carrying on the late war that is not being 
considered here, but there can be no justification for the practices 
permitted under stress to meet war emergencies when no such 
emergencies exist. 

To see clearly the effect of, this practice of impairing our gold 
cover, the experience of this country gives a striking instance. I n 
1914 our percentage of gold to currency was 99.6 per cent; in round 
figures, 100 per cent of cover. In July of 1920 our percentage of 
cover had fallen to but 40 per cent, coincidentally an index of prices, 
taken as 100 as of 1914, had risen to 247 in July, 1920. There is an 
obvious relation inverse in ratio in these two sets of figures. This 
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is no isolated instance. Great Britain receded in cover over this 
same time from 100 per cent to but 30 per cent, which would indicate 
in inverse ratio an increase in index from 100 to 333, the actual index 
going to 338. In the case of France, her recession of cover was 
from 62 to 12 per cent, indicating an increased index to one of 500, 
whereas the actual index went to 498. 

A specific instance applicable to this country that goes to show 
the effect of this practice is the case of the farmers in the Northwest 
the early part of 1924. They were saved from destitution by no 
agency of man but by Providence alone. They were urged to borrow 
in 1920. They were loaned dollars that had but 40 cents of gold 
behind them. Wheat that sold at $1 in 1914 was selling at $2.50 in 
terms of this 40-cent dollar then current. These debts came due 
in 1924. The dollar then was backed by something more than 90 
cents of gold, and wheat, reflecting this increased cover of gold, was 
selling for $1.09. From this set of facts, it would seem the farmer 
was asked to pay back a gold equivalent to something more than 
twice what he had borrowed. This being the case, there is nothing 
odd in the condition that came to pass, the wholesale failures that 
made destitute the farm States, North Dakota, South Dakota, Wyo
ming, Minnesota, Montana, and Indiana. I t was the logical conclu
sion to be expected from this system of note issue that attempts to 
transmute credit into gold. 

The statement previously made in these hearings by Prof. Irving 
Fisher and Hon. Eobert E. Luce are pertinent to this statement. 

(The balance of the articles, taken from the Acceptance Bulletin 
of May, 1925, now follows:) 

AMERICAN CREDITS 

Two separate credits have been established in the United States, one by the 
British Government and one by the Bank of England. A credit of $100,000,000 
was arranged by the British Government with J. P. Morgan & Co., and a credit 
of $200,000,000 arranged by the Bank of England with the Federal Reserve 
Bank of New York in participation with other Federal reserve banks and with 
the approval of the Federal Reserve Board. 

Under its arrangement with the Bank of England the Federal Reserve Bank 
of New York undertakes to sell gold on credit to the Bank of England from 
.time to time during the next two years, but not to exceed $200,000,000 out
standing at any one time. The credit is to bear interest to the extent that 
it is actually used at a rate 1 per cent above the New York reserve bank's 
discount rate, with a minimum of 4 per cent and a maximum of 6 per cent, or, 
if the Federal reserve discount rate exceeds 6 per cent, then at the rediscount 
rate of the bank. The rate of interest to be paid by the British Government 
on the credit which it has established is to be determined in a similar manner. 
Upon the purchase of gold the Bank of England will place on its books to the 
credit of the federal Reserve Bank of New York an equivalent deposit in 
pounds sterling. This deposit may be used from time to time by arrangement 
with the Bank of England in the purchase .of eligible sterling commercial bills 
which shall be guaranteed by the Bank of England, and in that case discount 
earned on the bills will be applied to the payment of interest. 

If occasion arises for the use of this credit, support can be given to sterling 
exchange either through the purchase of sterling bills in New York or abroad, 
or gold can be shipped to other countries on British account. Thus the Bank 
of England could meet a foreign demand for gold without reducing its own 
reserves, or it could replenish its reserves by withdrawing gold from this 
country or by earmarking it in New York. The form in which the credit 
would be used would depend upon the circumstances at the time. 

In making these arrangements with the Bank of England, the Federal Re
serve. Bank of New York proceeded under authority of the Federal reserve act, 
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which in addition to granting the reserve banks power to make contracts, 
authorizes them under rules and regulations prescribed by the Federal Reserve 
Board to deal in gold coin or bullion at home or abroad, to purchase and sell 
in the open market, at home or abroad, cable transfers or bankers acceptances 
and bills of exchange of the kind and maturities eligible for rediscount; and 
with the consent, or upon the order and direction of the Federal Reserve Board, 
to open and maintain accounts in foreign countries, appoint correspondents and 
establish agencies in such countries wheresoever it may be deemed best for 
the purpose of purchasing, selling, and collecting bills of exchange, and with 
the consent of the Federal Reserve Board to open and maintain banking 
accounts for such foreign correspondents or agencies. 

In January of this year the Federal Reserve Bank of New York was author
ized by the Federal Reserve Board to make the arrangements with the Bank of 
England which have been described earlier in this review. After the passage 
of the gold standard act by the British Parliament in May, the Federal Reserve 
Board approved in detail the arrangements made by the New York Federal 
reserve bank. In giving approval the board believed that the arrangement 
would be an effective aid toward general resumption of gold payments. 

INTERNATIONAL TRADE AND T H E GOLD STANDARD 

Restoration of the gold standard in Great Britain was accompanied by simi
lar action by Australia, New Zealand, the Netherlands, and the Dxitch East 
Indies. Gold payments had been resumed in Sweden a year earlier and on 
June 1 South Africa removed restrictions on gold exports. The return to a 
gold basis over so wide an area was preceded by a continuous advance toward 
gold parity for about a year in most of the principal exchanges and by a nar
rowing of fluctuations in the value of other currencies. Furthermore, a number 
of European countries, though not in a position to restore freedom of gold 
movements, have maintained the foreign value of their currencies at a fixed 
relationship to gold and consequently have conducted their foreign trade on 
a gold-value basis. This growth in the area, though still not world-wide, in 
which gold has once more been restored to its role as a standard, provides a 
broader and more stable basis for international trade than has prevailed at 
any time since the disorganization of the world's currencies which set in with 
the war. Reestablishment of the gold standard removes from commerce be
tween nations that element of risk which arose from the uncertainties of 
fluctuating exchange rates and free gold movement will effect an influence 
toward closer adjustment betwTeen price levels in different countries. The 
significance of the restoration of the international gold standard should be 
measured not only by the benefits that will result from greater stability, but 
also by contrast with the declines and fluctuations in exchange that would 
have followed further postponement of the decisions to resume gold payments. 
These decisions give assurance that the exchanges of those countries which 
have returned to the gold basis will not be subject to sharp advances and 
declines and that trade with these countries, which include the largest pur
chasers of our agricultural products, can be conducted and financed with 
greater confidence and on a more secure basis. 

Restoration of an effective international gold standard from the viewpoint 
of the banking situation in the United States is of particular importance, 
because for the first time since the Federal reserve system was established, 
gold movements, which for a decade have exerted an abnormal influence upon 
the position of the reserve banks, will be more largely controlled by the tra
ditional influences which regulated the flow of gold under normal conditions. 

GOLD STANDARD INQUIRY COMMISSION OF THE UNION OF SOUTH AFRLCA 

The action of the South African Government in returning to the gold standard 
on May 18 is of particular interest because of the part taken by an eminent 
American economist. Upon invitation of the Union of South Africa Prof. E. W. 
Kemmerer, of the department of economics and social institutions, University of 
Princeton, and Dr. G. Vissering, president of the Bank of the Netherlands, went 
to South Africa as a commission to investigate the question of the restoration 
of the gold standard by the Union of South Africa independent of the United 
Kingdom. The commission was in session at Capetown from December 1, 1924, 
to January 8, 1925, on which date the report was submitted to the Government. 
Through the courtesy of Professor Kemmerer, the following brief account of the 
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work of the Gold Standard Inquiry Commission of the Union of South Africa is 
available to the readers of the Acceptance Bulletin exactly as" it appeared in the 
March 11 issue of the Princeton Alumni Weekly: 

SOUTH AFRICA AND T H E GOLD STANDARD 

For more than two generations prior to the war, South Africa had been upon 
the gold standard, and all forms of currency had been convertible into gold on 
demand. In the early days of the war, South Africa, like all other belligerent 
countries, departed from the gold standard by imposing restrictions upon the 
free exportation of gold. These restrictions were made more rigid as the war 
progressed. Prior to 1920, however, the paper currency of South Africa con
tinued to be convertible into gold, but in that year convertibility was discon
tinued,- largely under the pressure of the banking1 interests, which had exten
sively inflated the currency and circulating credit of the country, and which 
were being depleted of their gold reserve chiefly as the result of extensive smug
gling of gold over the frontiers into neighboring South African countries. The 
country's note issue and its deposit currency had increased enormously, the 
gold value of the South African paper pound, as measured by sterling and by 
American exchange rates, had gone to a substantial discount, and prices had 
advanced at a rapid rate, having averaged more than two and one-half times as 
high in 1920 as they were in 1910. Wages as usual lagged behind prices in this 
upward movement. There was much labor discontent and the gold mines were 
suffering seriously from increasing cost of production. 

In March, 1920, the House of Assembly appointed a select committee to inquire 
into and report upon {a) the effect of the embargo on the export of specie upon 
the cost of living and (&) the desirability and practicability, or otherwise, with 
a view to improving the economic conditions of the Union, of removing the 
embargo and of modifying the statutory provisions at present in force in regard 
to currency and banking. The committee, after extensive hearings, recom
mended the continuation of the embargo on the exportation of gold, the discon
tinuance of convertibility, and the creation of a new central bank of issue, with 
power to issue bank notes in unlimited quantities, against certain specified kinds 
of assets and backed by a gold reserve of at least 40 per cent. I t recommended 
that the treasury receive deposits of gold coin and bullion and issue against 
them gold certificates at par, which should be convertible into gold on demand, 
so long as the price of gold in the Union should not exceed £3 17s. 10% d. per 
standard ounce, namely, the amount of money into which an ounce of standard 
gold could be coined; provided that whenever the currency should so depreciate 
as to cause the price of gold to be above this figure, the Government should issue 
a proclamation declaring the redemption of gold certificates into gold to be sus
pended. In December, 1920, the Government issued such a proclamation, and 
from that time to this the paper money of South Africa has been inconvertible, 
and until very recently has been substantially depreciated in terms of gold. 
Such inconvertibility could be maintained according to this act of 1920 only 
until June 30, 1923, unless Parliament should in the meantime extend the date. 

TIE U P W I T H STERLING OR W I T H GOLD 

The new South African Reserve Bank began operating in December, 1920, 
and gradually assumed its monopoly of the bank-note issue privilege. The 
currency situation continued very unsatisfactory, however, and another currency 
conference was held in October, 1921, of which the governor of the new reserve 
bank was chairman. Among other things, this conference recommended that 
the inconvertibility of the gold certificates be extended to June 30, 1925, that 
the embargo on the exportation of gold bullion be removed as soon as possible, 
and that the exportation and importation of the precious metals in the form of 
bullion thereafter be free from all restriction. Pursuant to this recommenda
tion, the Government removed the embargo on the exportation of gold June 30, 
1922, and since that time the movement of gold bullion into and out of South 
Africa has been unrestricted. If existing legislation continues, South Africa 
will automatically return to the gold standard July l 1 next, because on that 
date the inconvertibility of gold certificates will lapse in accordance with exist
ing legislation, while bank notes will be, as they have been since 1920, convertible 

1 Returned to. gold standard May 18, 1925. 
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into gold certificates on demand, The chief problem before our commission 
was: Should that date be extended or, in other words, as stated in the com
mission's report, " should South Africa, in determining now her future policy, 
decide to tie up definitely with sterling, hoping that sterling will return to the 
gold basis soon, but being prepared to follow sterling wherever it may go, or 
should she decide to tie up definitely with gold? " 

During recent years the South African pound has neither been tied definitely 
to sterling nor to gold. The commission took the position that South Africa was 
too small a country, from an economic point of view, to have a monetary standard 
so independent of the monetary standards of other countries, as it has been 
having recently, and that it was clearly to South Africa's interest to tie up 
definitely either with sterling, as Egypt had done, or with gold, as Canada was 
doing. The real question was: Which? 

THE COMMISSION'S DECISION 

The commission recognized fully that there were many disadvantages for a 
country like South Africa to adopt a monetary standard different from that of 
the parent country, the country with which it carries on the major part of its 
business, and in which most of its public loans are floated. None the less the 
commission maintained that the advantages to South Africa of stabilizing her 
currency upon a gold, basis and of freeing herself from the evils that would 
fall upon her in case of another period of heavy paper-money inflation in Eng
land, to be followed by a subsequent deflation, were so great as to justify the 
union in deciding now definitely to return to the gold basis July 1 1 next. 

South Africa's currency up to the present time has been deflated" as com
pared with 1913 more than the currency of any other country in the world, and 
whether the value of the South African pound in the middle of January, 1925, 
were measured by its purchasing power in South Africa or by exchange rates, 
it was then actually above gold parity. The commission expressed the hope 
and the belief that sterling would probably be back to gold parity during the 
year 1925. In that contingency the situation in South Africa would be practi
cally the same whether she should now decide to tie up with sterling or to tie up 
with gold. If, however, sterling should do the unexpected thing and turn 
around and decline in its gold value again in 1925 as it did in 1923, South 
Africa would be in the position, should she now decide to tie up with sterling, 
of being required to go through the hardships of inflation in following sterling 
on its downward course and then to turn around and go through the hardships 
of inflation in following sterling back to gold parity. Inasmuch as the South 
African pound was then practically at parity with gold and as the South 
African price level had been deflated to the gold-standard basis and probably 
even below, the commission maintained that it would be the wise and conserva
tive policy for South Africa to clinch the gold parity while it was there rather 
than to take the chances involved in a commitment to tie up to sterling. 

They mentioned the following advantages that South Africa would obtain by 
tying up her monetary unit with gold—" a commodity, the supply of which on 
the world's market is so large and the demand for which is so universal that the 
manipulation of its value is always difficult and is destined to be increasingly 
difficult as the world continues its rapid return to the gold basis " : 

(a) A greater stability in the value of her monetary unit, namely, in its 
purchasing power, both internal and external, than she would probably obtain 
by tying up to sterling in case sterling does not very soon return permanently 
to gold parity. 

(&) Greater stability in interest rates and a lower level of real interest rates, 
namely, interest rates measured in purchasing power, because the risks and 
uncertainties incident to an unstable currency are, at least in part, compensated 
for by variations in the nominal interest rate; and the greater the market's 
estimate of the risk, the higher will be the charge it will make under the guise 
of interest to cover the risk. 

(c) Stability of exchange with gold-standard countries, which are continually 
increasing in number, and in which a large proportion of South Africa's exports 
(e. g., gold and diamonds) find their consumers' market—the market which is 
most influential in determining the ultimate demand for these products and 
therefore in determining the price which South Africa will receive. 

(d) Greater confidence abroad in South Africa and resulting encouragement 
to the investment of foreign capital here. Conservative capital seeks markets 

1 Returned to gold standard May 18, 1925. 
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where the prospects of currency stability are good and will prefer for some 
years to come countries on the gold standard to countries with managed paper 
standards. 

(e) Greater confidence of labor, which, we have been told, widely believes 
that it has been taken advantage of by the introduction of inconvertible paper 
money in South Africa, and which has more confidence that it is "getting a 
square deal" when it is paid in gold, or in paper convertible into gold an 
demand, than when it is paid in inconvertible paper. 

(f) A money which in the denomination of 10s. and £1 will be more con
venient for many people, particularly laboring people, than are notes, and which 
will also be much more sanitary. 

(ff) A benefit to the gold industry in South Africa through encouraging by 
example the return of other countries to the gold standard. We have fre
quently heard abroad statements to the effect that " if South Africa, the largest 
gold-producing country in the world, can not, or will not, return to the gold 
standard, how can our country be expected to do so? " 

REORGANIZATION OF THE RESERVE BANK 

In order to facilitate South Africa's return to the gold standard and to 
strengthen her in maintaining that standard after it has once been restored, 
as well as to improve the banking situation generally throughout the Union, 
the commission recommended that the reserve bank should operate more ex
tensively in the open market in competition with the other banks than it had 
in the past. It said that " a country like South Africa, with only three com
mercial banks—one of which is small—does not offer an adequate field of 
operation for a reserve bank that is exclusively, or almost exclusively, a 
bankers' bank. A central bank, possessing a monopoly of the bank-note issuing 
privilege and holding in its vaults the legal reserve money of other banks in 
any country would be a quasi-public institution * affected with a great public 
interest.' The first duty of such a bank is to serve the public." In order to 
enable it to render such public service, and incidentally in order to give it a 
field of activity sufficiently broad to enable it to be self-supporting, the com
mission recommended that the bank should be reorganized so as to function 
more like the central bank of continental Europe and less like the American 
Federal reserve banks than it is now doing. The report contains many specific 
recommendations looking toward a change of policy in the management of 
the reserve bank, some of which were actually put into operation before the 
commission left South Africa. 

The commission further recommended that if the Government should decide 
to return to the gold standard July 1 next, regardless of what action should 
be taken in the meantime by Great Britain, that it should make a public 
announcement to that effect so that the public would know in advance what 
to count upon and be in position to set their houses in order. 

Our report was submitted on the 8th of January and was immediately taken 
under consideration by the Government. Before I sailed from Cape Town, 
on January 16, the Government announced to the public that it intended to 
follow the commission's recommendations not to extend the date of incon
vertibility beyond June 30 of this year, so that the main recommendation of 
the report has been adopted by the Government, and, unless there should be 
a change in government between now and June 30, which is not at all likely, 
South Africa will be back on an unqualified gold standard by the middle of the 
present year. 

RESTORATION OF GOLD STANDARD 

STATEMENT BY FEDERAL RESERVE BOARD 

Restoration of a free-gold market in London after a period of 10 years has 
put Great Britain once more on the gold standard. At the time of England's 
return to a gold basis several other countries took similar action and this, 
together with the fact that many other European currencies have been stabilized 
with reference to gold for more than a year, removes from the major part of 
the world's commerce and finance the uncertainties arising from wide and 
abrupt fluctuations of exchanges. 

Free-gold movements between countries that have reestablished the gold 
standard will not only limit fluctuations of exchange rates but will again 
relate changes in the gold holdings of central banks to credit conditions at 
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home and abroad and thus make changes in their reserve positions important 
factors in their credit policies. With the principal money markets of the world 
once more free-gold markets and the exchanges between them stable, the flow 
of funds between these markets will respond more freely to differences in 
money rates and credit conditions. Credits in countries on the gold standard be
come interchangeable practically at par with dollar credits, which have been con
tinuously equivalent to gold, and short-time funds will thus tend to be distributed 
more nearly in response to current demands as reflected in higher rates. With 
the removal of barriers arising from the risks of exchange, borrowing par
ticularly for purposes of financing international trade will be drawn to the 
markets where money is cheapest. Thus the resumption of gold payments by 
the chief trading countries of the world furnishes a basis for the functioning 
of those forces which before the war operated to maintain a close contact 
between the money markets of the world. 

GREAT BRITAIN'S GOLD STANDARD ACT 

The decision of the British Government to remove the embargo on the 
exportation of gold was announced by the chancellor of the exchequer on April 
28, when he stated that the law of 1920 prohibiting gold exports for a period 
of five years, except under special license, would be permitted to lapse on 
December 31, 1925, and that for the remainder of this year the Bank of England 
would be given a general license to export gold. Control of gold exports in 
Great Britain, which from the outbreak of the war until the legal prohibition 
in 1920, was by informal methods, has applied since that time to all gold except 
to newly mined gold produced in the British Dominions and imported into 
England. 

In removing restrictions upon gold exports the British Government adopted 
certain safeguards against the dissipation of the gold reserves through the 
reintroduction of gold coins into circulation and against the speculative hazards 
to which the pound sterling might be exposed in the period immediately fol
lowing resumption. These safeguards were incorporated in a bill " to facili
tate the return to a gold standard and for purposes connected therewith," to 
be known as the gold standard act, 1925, which became law on May 13. It 
was recognized that a return to the use of gold currency in domestic circula
tion was not necessary for the purpose of the operation of the international 
gold standard, and the chanceller of the exchequer said that this use of gold 
would be an unwarrantable extravagance which the present financial strin
gency does not permit England to indulge in. In order to prevent the loss 
of gold into circulation the bill relieves the Bank of England of the obligation 
to redeem its own notes and currency notes in gold coin and} relieves the 
mint of the obligation to coin gold bullion presented to it by anyone except 
the Bank of England. The bank, however, is required to sell gold in bars 
containing approximately 400 ounces to any person at the price of £3 17s. 10%d. 
per ounce gold of standard fineness; that is, in units of about £1,700. Thus, 
while the bank is protected against a demand for gold coin for domestic cir
culation, it stands ready to meet all demands for gold bullion for export 
purposes. The provision of the bank act of 1844, under which the Bank of 
England is obliged to purchase at a fixed price all gold offered, remains in 
force. 

As a means of supporting sterling exchange in case of speculative pressure, 
the gold standard bill furthermore authorizes the treasury to "issue, either 
within or without the United Kingdom and either in British or in any other 
currency such securities bearing such rate of interest and subject to such con
ditions as to repayment, redemption, or otherwise as they think fit," and to 
"guarantee in such manner and on such terms and conditions as they think 
proper the payment of interest and principal of any loan which may be raised 
for such purpose." All loans raised under this provision must be repaid within 
two years and guaranties given by the treasury will also expire in two years 
from the date upon which they are given. In furtherance of the objects of 
these provisions American credits aggregating $300,000,000 have been estab
lished, the details of which are discussed later in this review. 

REPORT OF COMMITTEE OF EXPERTS 

In reaching a decision to return to the gold standard at this time the 
British Government was guided by the recommendations of a committee which, 
in addition to considering whether the time had come to amalgamate the 

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



1036 STABILIZATION 

treasury note issue with the Bank of England note is-sue, also entered into the 
question whether a return to the gold standard on the basis of the pre-war 
sovereign was desirable, and, if so, how and when the steps required to achieve 
it should be taken. 

In its report the committee expresses its agreement with the principles laid 
down in 1918 by the Cunliffe committee, and after considering various alterna
tives reaches the conclusion that the gold standard must be reestablished in 
England on the basis of the pre-war gold content of the sovereign. Neither 
devaluation nor the substitution of the commodity price level for gold as the 
regulating principle of the currency appeared to the committee to be desirable. 
The committee's analysis of England's position in foreign trade indicated that 
the existing volume of exports, visible and invisible, together with the income 
derived from foreign investments, was undoubtedly sufficient to meet Eng
land's foreign debts, to pay for necessary imports, leaving a moderate balance 
for foreign investments. " In these circumstances," the committee continues, 
" a free gold market could readily be established and maintained at the pre
war parity, provided that by control of credit we adjusted the internal pur
chasing power of the pound to its exchange parity and restricted our foreign 
investments to our normal export surplus." While the committee believed that 
the price level in England was still too high relative to the level in the United 
States, it was its opinion that the adjustment could be accomplished without 
serious disturbance, particularly in view of the fact that sterling exchange at 
the time of the report in February was only V/2 per cent below parity. 

On the subject: of the amalgamation of the two kinds of note issue—the Bank 
of England note, issued only in exchange for gold, and the currency note, issued 
by the treasury and secured largely by Government obligations—the committee 
recommended that no action be taken for the present, that the limit of the 
currency issue, by which the actual maximum for one year becomes the legal 
maximum for the next year, be maintained, and that the Bank of England 
take over the currency notes at such a time in the future when experience will 
have demonstrated what amount can be kept in circulation without resulting 
in a drain on the bank's gold reserves. As an immediate step the committee 
recommended that the £27,000,000 of gold held against currency notes be 
transferred to the bank and an equal amount of bank notes be substituted in 
the currency note account. This recommendation has been adopted and 
carried out. 

F I N A N C I A L POLICY PRIOR TO RESUMPTION 

Important factors placing Great Britain in a position to reestablish the gold 
standard have been the balancing of the budget, reduction in the floating debt, 
funding of the indebtedness to the United States, rigid adherence to the limita
tion upon note issue, and a policy of credit control. The budget not only has 
been balanced, but there has been a surplus which enabled the Government to 
reduce the floating debt held in large part by the banks. Between the end of 
1920 and the end of 1924 this debt was reduced by nearly 40 per cent, or 
£560,000,000, and the reduction was accompanied by substantial declines, espe
cially during 1921 and the early part of 1922, in the investments, bill holdings, 
and deposits of the joint-stock banks. With the decline in their holdings of 
treasury bill the banks were in a position to meet the increased credit demands, 
of commerce and industry without increasing the total volume bank credit in 
use. The policy of maintaining relatively high money rates, especially during 
the past year, and of discouraging excessive foreign lending contributed to the 
advance of sterling exchange toward parity. As a consequence of these develop
ments the extent of further necessary adjustment in the exchange rate and in 
financial conditions following the announcement of the removal of the gold 
embargo was greatly diminished and the ability of Great Britain to maintain an 
effective gold standard greatly increased. 

COURSE OF STERLING EXCHANGE 

Sterling exchange in the New York market since 1919, when the pegging of 
the exchanges was discontinued, has undergone wide fluctuations. The most 
rapid and continuous advance in sterling occurred between the middle of 1921 
and the spring of 1923, when, owing partly to the operation of the factors 
already mentioned and to trade conditions, prices in Great Britain declined 
considerably, while prices in the United States advanced. From less than 4 
per cent below par, sterling exchange declined during the remainder of 1923 
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to a low point in January, 1924, more than 12 per cent below par. An almost 
uninterrupted rise during 1924 and the early part of 1925 brought sterling to 
within 1 per cent of parity at the time of the announcement of the resumption 
of gold payments. 

In order to relieve the exchange market during the remainder of this year 
from demands for dollar exchange by the treasury, particularly in the autumn, 
when Great Britain's purchases of agricultural products abroad are heaviest, 
the chancellor of the exchequer announced that a sufficient amount of dollar 
exchange had been acquired to meet all payments on the American debt not only 
in June but also in December. 

*5. 

1919 r920 1921 1922 1923 1924 1925 

PROVISIONS FOR SUPPORTING EXCHANGE 

It was recognized by the committee advising the Government on the problem 
connected with resumption that the advance of the pound sterling since last 
summer may have been partly due to speculative buying and that when parity 
was reached profit taking by speculators might throw a strain on the exchange. 
Against this danger the committee regarded as a proper safeguard the existence 
of adequate gold reserves and a resolute use of those reserves for the purpose 
for which they had been accumulated. The available reserves were, in the 
committee's opinion, amply sufficient, but if it were deemed wise to acquire also 
a foreign credit, the credit should be used only after a considerable amount of 
gold had actually been exported, and the use of this credit should be considered 
from the point of view of the Bank of England's monetary policy as equivalent 
to a corresponding loss from its own reserves. " Unless these precautions are 
taken, borrowing abroad will, as has again and again happened when it has 
been resorted to as a remedy for exchange difficulties, merely aggravate the 
mischief which it has been applied to cure." In announcing the establishment 
of the credits in America the chancellor of the exchequer said: " These great 
credits across the Atlantic Ocean have been obtained and built up as a solemn 
warning to speculators of every kind and of every hue and in every country of 
the resistance which they will encounter and of the reserves with which they 
will be confronted if they attempt to disturb the gold parity which Great 
Britain has now established." 
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The CHAIRMAN (continuing). I also want to place in the record 
an article appearing in the United States Investor of June 5, 1926, 
on " Price levels and the discount rate," being an article by W. P . G. 
Harding, governor of the Federal Reserve Bank of Boston, wherein 
he comments on the subject under discussion in these hearings and it 
apparently represents a very careful study of this subject. And 
inasmuch as Governor Harding has not appeared before'the com
mittee and this evidently expresses his views on the subject, I think 
it is well to have the article placed in the hearing at this point. 

(The article above referred to is as follows:) 

PRICE LEVELS AND THE DISCOUNT RATE 

(By W. P. G. Harding, goyernor of the Federal Reserve Bank of Boston, at the dinner of 
the Stable Money Association in New York, Monday evening, May 3, 1926) 

The price level Is ascertained at frequent intervals by means of an index 
based upon the current prices of a large number of commodities and products. 
There is no uniform rule as to the number of commodities upon which an index 
is based, nor as to the weight or relative value of the various commodities. 
Any individual or organization can, at its pleasure, make its own index, but 
there are only a few which are recognized as authoritative. Index numbers 
give only a composite picture of conflicting prices of a number of individual 
commodities. There may be a matked advance or violent decline in the prices 
of a few commodities which would be counterbalanced by price changes in the 
other direction, in various other commodities, so that the general price level 
would not reflect the marked changes which have taken place in particular 
cases. For example, during the past 12 months the general price level has been 
comparatively stable, yet during that time we have seen the price of rubber 
rise to fantastic heights, while the price of sugar fell below the cost production. 
The advance in price of rubber was due to a restriction in the supply brought 
about by laws in a foreign country, over which we have no control, while the 
decline in the price of sugar was largely the result of overproduction in other 
foreign countries. Thus, if an index was made up of these two commodities, it 
might be that the unduly high price of rubber would offset very closely the 
abnormally low price of sugar, and the index would show a normal price level. 

THE PRICE INDEX 

The index of the Bureau of Labor Statistics, which considers the prices of 
over 400 commodities, is merely the resultant average of these 400 individual 
commodities. The price of many of these is very low, while that of others is 
unusually high. Thus we must consider not only the maladjustment in the 
price level as between individual commodities which may so far offset each 
other as to produce an apparently normal price level in the composite index, 
but we must consider also the relation between domestic prices in the United 
States and the competitive world prices in foreign countries. It would be 
futile to undertake to raise the price of wheat, for example, through manipula
tion of the discount rate when the demand for wheat in Europe is overpowered 
by a heavy supply coming from the Argentine or other wheat-growing countries. 
Any commodity which is not produced exclusively in the United States must 
necessarily in the final analysis have its price determined by the world condi
tions of supply and demand. No matter how many artificial influences, such as 
tariff barriers and discount rates, may be brought to bear on commodity 
prices, these prices are nevertheless determined ultimately by the economic 
laws of supply and demand considered on a world basis. Price levels in the 
United States can not be divorced permanently from price levels abroad. 

I t is, of course, highly desirable that sudden and violent changes in the 
price level be avoided wherever possible, and that if these changes do occur 
their effects be minimized as far as practicable, but I see no way of preventing 
these changes by legislation, or by the rulings of a board, except in so far as 
legislation may be able to promote better marketing methods or to encourage 
a more scientific adjustment of production to consumption. Even in these 
matters it is necessary to have the intelligent cooperation of producers 
themselves. 
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CONTROL BY LEGISLATION 

The bill which was introduced by Representative Strong, in January last, 
reads as follows: 
"A BILL To amend paragraph (d) of section 14 of the Federal reserve act as amended, 

to provide for the stabilization of the price level for commodities in general 

"Be it enacted by the Senate and House of Representatives of the United 
States in Congress assembled, That paragraph (d) of section 14 as amended, 
shall read as follows: 

" ' ( d ) To establish from time to time, subject to review and determination 
of the Federal Reserve Board, a minimum rate of discount to be charged by 
such bank for each class of paper, which shall be made with a view of accom
modating commerce and promoting a stable price level for commodities in 
general. All the powers of the Federal reserve system shall be used for pro
moting stability in the price level.'" 

Candor compels me to say that, in my opinion, the enactment of this bill into 
law would not only bring about the results desired by its proponents, but 
would tend to confusion and general demoralization. The Federal reserve 
system is now in its twelfth year. I t has had very strong advocates and very 
bitter critics. In my opinion most of the criticism which has been directed 
against the system, other than that which was personal or vindictive, is based 
upon misapprehension of the powers granted the Federal Reserve Board by 
the Federal reserve act, or rather an exaggerated idea of what those powers 
are, and how they should be exercised if they were actually as broad as some 
imagine they are or would have them to be. 

PURPOSE OF FEDERAL RESERVE ACT 

In order to reach a proper understanding of what the Federal reserve act 
was intended to accomplish, let me call your attention to the declared purposes 
of the act as outlined in its caption or preamble. These objects are declared 
to be " to furnish an elastic currency, to afford means of rediscounting com
mercial paper,- to establish a more effective supervision of banking in the 
United States, and for other purposes." The words "other purposes" refer 
no doubt to those sections of the act which deal with such matters as open-
market operations, fiscal agency functions, and other things which are clearly 
defined in the body of the act. Nowhere is it sought to give the Federal 
Reserve Board or the Federal reserve bank authorities any control of prices 
or any power to regulate production, marketing methods, wage schedules, 
freight rates, or the granting of credit by banks to their customers, all of 
which are factors more or less important in commodity prices. 

I have referred to the fact that the Federal Reserve Board has been subject 
to criticism, but I am convinced that the Federal Reserve Board and the 
Federal reserve banks have been more embarrassed in their work by the 
impressions that have been created by utterances of some of the ardent friends 
of the system than by all the criticism that has been directed against it. When 
a banking system is proclaimed as a cure-all—a sovereign remedy for all 
financial and economic ills—failure to relieve any adverse conditions tends to 
bring it into disrepute. Should Representative Strong's bill become a law, I 
apprehend that a large part of the public, at least, would assume that the 
Federal Reserve Board had power not only to promote a stable price level for 
commodities in general but to correct any maladjustment in the price level. 
For example, the growers of sugar beets would clamor for the correction of 
the low sugar prices, while the consumers of other commodities, such as 
potatoes, the price of which at the moment is very high, would insist upon a 
reduction in price. The Federal reserve system would be the object of a 
constant barrage of attack and criticism. The only specific means which the 
bill directs the board to employ in promoting stability in the price level is the 
discount rate. The board would hardly be expected to establish varying rates 
of discount to be applied in the case of different commodities. Is it belie veld 
that a 3 per cent rate in the case of corn or sugar would advance the price of 
those commodities; or that a 5 per cent rate would reduce the price of potatoes, 
notwithstanding the fact that the" potato growers have now a ready market for 
their product, at the prevailing high price? 
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ABOUT M A K I N G LOANS 

I t should be remembered that the Federal reserve banks can not make loans 
direct to producers—they can only rediscount eligible paper for member banks. 
All producers of foodstuffs and rawT material, manufacturers, jobbers, and 
retailers must depend for credit on the National bank, State bank, or trust 
company with which they deal, and the price of this credit is a matter of 
agreement between the lender and the borrower and varies according to the 
credit standing and responsibility of the borrower and local money conditions. 
The rate at which a Federal reserve bank will rediscount paper for a member 
bank has but little to do with the cost of credit to a producer, and still less 
with the price at which his commodity can be sold. Broadly speaking, the 
rates which money will command in the market or at which credit is obtainable 
depend upon the supply of loanable funds and upon the demand for credit. 

Since the establishment of the Federal reserve system there have been times 
when the supplies of funds were so plentiful—I refer to the year 1915—that 
the member banks had no occasion to rediscount with Federal reserve banks, 
thus making the Federal reserve bank rate a negligible factor. During the 
war and a greater part of the year 1919 the Federal reserve rate was kept at an 
artificially low level in order to aid the Treasury in its financial operations. 
Some of the collateral results of this policy have subjected the board to much 
criticism, but the policy can be defended upon the ground of war necessity. 
Since the close of the year 1919 the discount rates of the Federal reserve banks 
have been related to current market rates as determined by conditions in the 
larger centers, the rates on price commercial paper, and bankers' acceptances. 
Adherence to this policy has been coincident with vastly improved credit con
ditions and with greater stability in the price level. In my opinion this is the 
correct policy. 

SERVICE CONSIDERATIONS 

The trend of the money market should be closely studied, and as a rule should 
be followed, although there are doubtless times when corrective action by the 
Federal reserve system, eithter by rate changes or by the purchase or sale of 
securities in the open market, may be advisable. While it is, of% course, highly 
desirable that Federal reserve authorities in establishing discount rates from 
time to time should consider the relation of the rates to the market and their 
effect upon industry, we should not deceive ourselves as to the extent of the 
control that the Federal reserve system can exercise. Even were it possible 
to place the control of the money market in the hands of a small official body, it 
would not be wise to do so. Such a responsibility is too great to place in the 
hands of any organization. A steamboat pilot realizing that he can not control 
the currents of a great river directs his energies toward keeping his boat in the 
proper channel. The Federal reserve system should not undertake to control 
the money market, but rather to guide it in the right direction. 

EXPERIENCE I N OTHER COUNTRIES 

Experience in other countries which have had a central bank for generations, 
such as England, and our own experience since the est°blishment of the Federal 
reserve system, shows that there is no close correlation between the commodity 
prices and discount rate, and, in fact, the central bank rate has never been an 
important factor in the adjustment of the price level. 

The former editor of the London Economist, Hartley Withers. s°id recently, 
" With all deference to the distinguished authority of those who hold that trade 
and prices can be contracted and expanded like a concertina through movements 
in the rates of central banks, there is surely good ground for the view that in 
normal times the influence of credit manipulation may be greatly exaggerated. 
Even in abnormal times it is not all-powerful. The after-war boom and 
collapse are often attributed to the fact that the central banks in London and 
New York first delayed much too long in raising their rates and then raised 
them too quickly. But it is at least possible that the boom happened because 
everybody thought that a boom was bound to follow war, and that as long as 
prices were rising, as they rose in those hectic days, no raising of the r°te for 
money—short of a rise that would have produced immediate panic—would have 
stopped it, and that the collapse came because the public refused to buy at the 
prices asked, and as soon as it was discovered that rising prices were not part 
of the scheme of the commercial universe the bottom fell out of the commodity 
markets." 
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In normal times, when business is proceeding on a more or less even keel, 

it is by no means certain that trade does not influence money at least as much 
as money influences trade. As far as actual producers are concerned, the price 
that is paid for overdrafts and advances from banks or for discounting bills is 
an almost negligible item in the cost of production, as long as manufacturers 
can, or think they can, see their way to a ready market for their goods, they 
will continue to turn them out. To merchants and wholesale dealers who carry 
big stocks of goods on credit, the price of money is a much more serious con
sideration, but even they are probably influenced more by the probability of a 
free offtake by the retailers than by any normal movement in rates for money. 

T H E PSYCHOLOGICAL EFFECT 

Believers in the almighty power to swing trade and prices of the discount 
rates of central banks lay great stress on the psychological effect produced by 
their movements. They argue that when a rate is raised, with the object of 
making prices lower, all the business world knows that the authorities are 
working for lower prices, and accordingly reduce their commitments, stop 
their demand for materials and finished goods, and so produce the result aimed 
at by the central bank. But this contention leaves out the fact that prices 
do not all move in unison. A fall in the general average is quite compatible 
with a rise in several particular commodities. And it is the particular com
modity that he produces or deals in that exercises the mind of the manufac
turer or merchant. The tea merchant isi not anxious about the index number 
of general prices but about the price of tea. If, from his knowledge of the 
statistical position, he foresees scarcity, and consumption running ahead of 
production, he is not going to be frightened out of his holding by a rise in the 
price of bank credit. 

As to the effectiveness of falls in central-bank rates in promoting a rise in 
prices and a recovery in trade, it must surely be evident that in certain moods 
of the business wrorld, when everyone is taking a gloomy view concerning the 
probable demand for goods, it would be impossible to stimulate! optimism even 
by bringing down the money rate to nothing—in fact, such a movement would 
only be marked as one more symptom of the hopelessness of the situation. 

The price of money is a factor undoubtedly, but it is not the only factor in 
the trade position, as seems to be believed by those enthusiasts who credit the 
central banks with overwhelming power over prices. 

AVOIDING SUDDEN FLUCTUATIONS 

I appreciate the importance of avoiding sudden and violent fluctuations in 
the price level and of promoting as far as possible a stable price level for 
commodities in general, but I do not believe that these results can be accom
plished by legislation. We can not ignore the world level of prices, and it 
seems to me that as a first step toward stabilization our efforts should be 
directed toward promoting the restoration of the gold standard in those coun
tries which, because of the war, were forced to abandon it. Producers of 
goods and staples whose prices are determined in the world markets have a 
vital interest in the restoration of the gold standard throughout the world. 
Depreciated changes curtail the power of foreigners to buy the dollars with 
which to pay for American products, and in attempting to stabilize the rela
tive value of gold to commodities it is necessary first to stabilize the relation 
between gold and paper currencies. 

Do not understand me as being out of sympathy with the objects of the 
bill which Representative Strong has introduced in the House. I have merely 
attempted; to give some of my reasons for believing that the object desired 
can not be accomplished by the means proposed. I do not, of course, question 
the right of Congress to indicate to the Federal reserve authorities any poli
cies which it wishes them to adopt, but instead of amending section 14 of the 
Federal reserve act, thereby concentrating attention and emphasis upon the 
discount rate, I agree with Professor Sprague in his suggestion that it would 
be better to amend the preamble or caption of the Federal reserve act by stat
ing the purposes of the act to be, " To furnish an elastic currency, to afford 
means of rediscounting commercial paper, to establish a more effective super
vision of banking in the United States, to maintain the gold standard, and 
to promote business and monetary stability." 
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If those phrases were inserted in the preamble, they would be a ratification 
of the reserve practice of the past few years and would make it clear beyond 
dispute that the Federal Reserve Board and the banks are authorized to use 
all of their powers, direct and indirect, for the purposes outlined without being 
obliged by a mandate to employ a single expedient which in the opinion of 
many authorities on economics and banking would not be effective in bringing 
about the results desired and which indeed would always be a very disturbing 
influence. Being regarded as a price-fixing body, the Federal Reserve Board 
would be confronted with an impossible task and would be continually dis
tracted by the conflicting appeals and demands of the producers and consumers 
of several hundred different commodities. In such circumstances the board 
would have little time to devote to the discharge of its present important duties. 

The CHAIRMAN (continuing). Here, too, might well be inserted an 
excerpt from the Fourteenth Annual Report (June 30, 1926) of the 
Secretary of Commerce, citing the importance of the management 
of the Federal reserve system in its relationship to the "business 
cycle." 

(The excerpt is as follows:) 

INCREASED B U S I N E S S STABILITY THROUGH REDUCTION OF B U S I N E S S BOOMS AND 

S L U M P S 

One of the largest wastes hitherto in our whole economic system is the 
periodic booms and slumps of the "business cycle." The waste of the boom 
through speculation, overproduction, ill-advised expansions, extravagance, 
relaxed effort, and decreased efficiency, with its inevitable collapse, is followed 
by still greater wastes during the depression by unemployment; and of all 
groups the farmer suffers the worst because of the inability of agriculture to 
readjust itself to new conditions, due to long period of turnover as compared 
to industry. No greater fundamental service can be done for agriculture than 
to secure its freedom from this disability. 

* * * * * * * 
No one doubts the extreme importance of credit and currency movement in 

the " business cycle." Disturbances from this quarter may at once interfere with 
the fundamental business of producing goods and distributing them. Many 
previous crises have arisen through the credit machinery and through no fault 
of either the producer or consumer. 

* * * * * * * 
The importance of the farseeing management of the Federal reserve system 

in these matters was greatly emphasized by the inadequacy of the policies pur
sued in the slump of 1920-21. The use of the powers of the Federal Keserve 
Board to deliberately check incipient speculation by the control of discount 
rates and of open-market transactions has had much advocacy in economic 
circles but has not met with universal business support. On the other hand, 
that the Federal reserve system should be so managed as to result in stimula
tion of speculation and overexpansion has received universal disapproval. In 
any event, the increasing understanding of the relation of credit to the move
ment of production and consumption is gradually developing policies leading to 
maintained stability. 

The CHAIRMAN (continuing). I think it would be well to state 
also, in connection with these hearings, the fact that immediately 
after Governor Strong completed his statement before this commit
tee on this subject he departed for England, and continuously since 
that time 

Mr. F E N N . I S not Mr. Winston with him ? 
The CHAIRMAN. Mr. Winston, I understand, is in France—and con

tinuously since that time, according to the press notices, Governor 
Strong has been in conference with the Governor of the Bank of 
England and with the official heads of the Bank of France and the 
Finance Minister of France. Consultations have also been held with 
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the head of the Eeichsbank, Doctor Schacht, and he apparently is 
now still engaged in a consideration of international matters. 

Mr. F E N N . I S the Belgian bank in that, too? 
The CHAIRMAN. I could not say as to that. In connection with 

world stabilization and international exchange, there are, of course, 
as we all realize, discussions taking place in regard to the settlement 
of the French debt and of the French franc, and I wanted to call 
particular attention to that fact, because of the important bearing 
it has upon the whole question of stabilization and, if these reports 
are true, it indicates the important part which our reserve system is 
playing or taking in this world-wide adjustment which involves 
determinations which are being made at these different conferences, 
which undoubtedly will affect the future trade relations of this 
country with the world. 

Now, this morning we have with us Professor Lehfeldt 
Mr. STRONG. May I say right at this point, Mr. Chairman, I have 

asked various witnesses and economists and financiers who have 
come before us to suggest the phraseology for an amendment to the 
Federal reserve act or that might be made an amendment to my bill 
to carry out the purpose of the amendment I have introduced and, 
as a result of those suggestions, I have prepared a letter embodying 
some of them and some of my own, that I have been sending out to 
the leading financiers and economists throughout the country, and 
in reply to which I have received a great many letters that I want 
to bring before the committee in due time. And inasmuch as those 
letters will perhaps bring about a discussion that will be referred to 
by various witnesses here, after coming before the committee, I think 
at this time it would be a good thing to introduce the letter I am 
sending out. 

The CHAIRMAN. Without objection, the letter will be inserted in 
the record at this point. 

(The letter above referred to is as follows:) 
H O U S E OF REPRESENTATIVES, 

Washington, D. C, May 21, 1926. 
•MY DEAR S I R : At the beginning of the hearings before the Banking a n d 

Currency Committee of the House of Representatives on my bill, H. R. 7895, 
I announced t ha t it was my intention to ask the various economists and finan
ciers who appeared before the committee, and others, to suggest phraseology 
of the amendment to the Federal reserve act to carry out the purpose of the 
legislation proposed, which was, tha t the Congress should direct its agent, 
the Federal Reserve Board and Federal reserve system, to use all of its powers 
to the end that , so far as may be, inflation and deflation should be avoided, 
and the stabilization of the general price level thereby secured. 

As a result of such request and of my own study, I have worked out t he 
following: 

Amend the preamble so t ha t i t will read as follows: 
" An act to provide for the establishment of Federa l reserve banks, to fur-

furnish an elastic currency, to maintain the gold s tandard and the value of gold, 
to avoid inflation and deflation, to provide business and economic stability, 
to afford means for rediscounting commercial paper, to establish a more 
effective supervision of banking in the United States, and for other purposes." 

Amend paragraph (d) of section 14 to read as follows: 
" To establish from t ime to t ime, subject to review and determination of 

the Federa l Reserve Board, ra tes of discount to be charged by the Federa l 
reserve bank for each class of paper." 

Then add the following pa rag raph : 
" ( d l ) All the powers of the Federal Reserve Board a s granted by this a c t 

and of all Federal reserve banks, committees, commissions, boards, agents, and 
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servants under its direction, supervision, and control, including the open-
market operations and other activities, shall be directed to the purpose of pre
venting inflation and deflation and stabilizing the purchasing power of the 
dollar, so far as may be: Provided, That such powers shall be used to control 
the total volume of credit and currency in circulation and use, rather than 
the uses made of such credit: And provided further. That the Federal Reserve 
Board shall make a detailed and exhaustive study of all available plans, 
methods, devices, and means known to economic science, to bring about the 
complete stabilization of the dollar in its purchasing power, and shall report 
to the Congress, in its discretion, the results of such study, and shall recom
mend to the Congress any legislation in its judgment necessary and proper to 
permit said Federal Reserve Board to bring about such stabilization." 

After section 28 add the following: 
" SEC. 28y2. It is hereby declared to be the intention of the Congress that the 

primary function of the Federal reserve system shall be to stabilize the general 
price level by stabilizing the purchasing power of the dollar, so far as may be 
possible consistent with sound economic principles." 

I would like very much to have your serious consideration of the foregoing 
and your frank comments on the same with any suggestions you may care to 
offer. 

Sincerely, 
JAMES G. STRONG. 

The CHAIRMAN (continuing). Gentlemen of the committee, we are 
very fortunate in having with us this morning Prof. Robert A. Leh
feldt, of Johannesburg, South Africa, who is an expert on gold and 
gold movements, and who has kindly consented to appear before the 
committee and discuss certain phases of the subject under considera
tion, I presume more particularly relative to the gold situation. 

I understand that Professor Lehfeldt has a suggestion in mind per
taining to the stabilization of the output of gold. His position on 
this matter, as reported by the public press, indicates a very interest
ing development along this line and is in keeping with the suggestions 
which have been made by different men who have appeared before 
this committee looking toward stabilization of the world's gold 
movements, with the idea of stabilizing the prices particularly as 
affecting international exchange. I am particularly glad to hear 
Professor Lehfeldt this morning, because he is on record as proposing 
to control the overproduction or underproduction of gold, and I think 
that is particularly pertinent to us here in Congress at this time, when 
we are grappling with a situation looking toward the control of sur
plus commodities. 

We will be very glad to hear you, Professor, on that subject. You 
may proceed in your own way. Do you prefer to make a connected 
statement, or do you mind being questioned ? 

Professor LEHFELDT. I do not mind being questioned. 
The CHAIRMAN. Perhaps you had better proceed in your own way 

to begin with, and then the -members of the committee will make some 
notes and perhaps interrupt you a little later on. 

Professor LEHFELDT. Yes. I think I might begin with outlining 
the matter. 

The CHAIRMAN. Yes. For the benefit of the committee and those 
who may read these hearings, Professor, we will be very glad to know 
your connections so that we will get a picture of just what you 
represent. 

Professor LEHFELDT. Yes; what do you mean by connections? 
The CHAIRMAN. Well, your position and what you are doing. 
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STATEMENT OF PROF. ROBERT A. LEHFELDT, UNIVERSITY OF 
WITWATERSRAND, JOHANNESBURG, SOUTH AFRICA 

Professor LEHFELDT. My only official position is professor at the 
University of Witwatersrand, Johannesburg, but the suggestions I 
am making I have made merely privately on my own responsibility. 
I take it that I need not discuss with this committee the desirability 
of maintaining stability of the price level. I do not know whether 
the committee wants any further arguments on that point. 

The CHAIRMAN. The course of these proceedings indicate the 
interest of the committee in the subject. The committee has an open 
mind as yet. 

Professor LEHFELDT. Yes. 
The CHAIRMAN, And anything that you might say along that line 

will be very graciously received by the committee. 
Professor LEHFELDT. I think it is coming to be the general opin

ion, certainly of economists and I think amongst the world generally, 
that the general level of prices should be kept reasonably steady; 
not necessarily quite steady, but that wide fluctuations in it should 
be avoided as far as possible. 

The evils that come through great fluctuations in price level have 
been very much before the world of late, and, as I say to you, Mr. 
Chairman, I do not think it can be necessary for me to enlarge on 
that point. I want to spend the time on other things. But I would 
like to put one illustration of what happens as a result of the ex
treme fluctuations that occurred during the war. If the British 
Government had been able to buy war stores without the extreme 
rise in prices which actually occurred, I think they would have saved 
about a thousand million pounds—$5,000,000,000. So that that indi
cates the magnitude of the interests that were involved. I believe 
that the British Government could have saved itself that amount if 
it had paid attention to the teachings of theoretical economists, 
because the theories of the matter were perfectly well known. 

Mr. STRONG. And all the other governments, could have saved 
amounts comparable to that, could they not ? 

Professor LEHFELDT. Possibly; yes. I merely want to give one 
illustration of the very great importance of this question of stability. 
Now, I do not want to spend any time over that. 

The CHAIRMAN. Doctor, in that connection, do you think it is pos
sible in an emergency like the outbreak of war to have any system 
that would hold stable ? 

Professor LEHFELDT. I do not say that they could have kept prices 
quite stable, but if they had realized the relation between the issue 
of money and the methods of raising money with the price level they 
could have avoided such extreme rises as did occur. I do not think 
they could have avoided rises altogether, but they let the situation 
get out of hand. 

The CHAIRMAN. YOU are speaking now of England ? 
Professor LEHFELDT. I am speaking now of England. Of course 

it happened to other countries too. But I put that forward chiefly 
as an illustration of the importance of the subject. 

93869—27—FT 2 27 
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Now, the first point I want to make is that the problem of stabili
zation is divided into two par ts : There are the short-period fluctua
tions and the long-period trend of prices; and the periods of fluctua
tion are associated with what is well known as the trade cycle, and 
the changes which we know as the trade cycle are, no doubt, partly 
due to the monetary changes and partly due to other things—the 
changes in price level and the other phenomena mixed up. And,, 
without going into the reasons for a trade cycle, it is clear that it can 
be controlled to some extent by banking policy. 

I think everybody is agreed that the policy set by banks in control
ling the rate of discount and in open-market operations has a con
siderable effect in controlling and mitigating the ordinary changes 
of the trade cycle—changes which occur in three or four or perhaps 
seven or eight years. Now, the banks have got that idea well in 
their minds, and it is not that side of the question with which I want 
to deal. But besides the short-period fluctuations due to the trade 
cycle, fluctuations in the price level which usually amount to per
haps 5 or 10 per cent—or more than that during the fluctuations after 
the end of the war, but in the ordinary case 5 or 10 per cent—now,, 
besides that there are changes due to the abundance or scarcity 
of gold. 

So long as the world uses gold as the basis of its money, the value 
of the money must ultimately depend upon the cost of producing 
gold; and, consequently, you get changes in the value of money 
occurring, changes which are slow acting but cumulative and in the 
long run come to be a greater extent than those which are produced 
by the trade cycle. 

You are familiar with the fact that from about 1873 to 1896 there 
was a more or less steady decline in prices followed by a steady 
rise in prices which lasted up to the opening of the war. Now, those 
changes were due to the fact that in the earlier period the amount 
of gold produced from the mines was not sufficient to supply the 
increase in demand; whilst during the second of those two periods,, 
owing to the fertility of the mines, the output of gold was too great 
and, consequently, forced up the level of prices. Now, these two 
effects show how it works in practice—a short period and a long 
period. 

The short-period effects can be dealt with by banking policy, but 
the banking policy will break down in the long run if the other 
phenomena is not attended to. If, for instance, gold becomes more 
and more abundant relative to the demand for it, then you will be 
faced with a situation with which the United States has been faced 
recently of having more gold than it wants. If that superabundance 
of gold goes on not merely for three or four years but for a longer 
period indefinitely, I do not think it would be possible to maintain, 
a standard price level by banking policy; the policy would break 
down. You know, of course, many people thought it was going to 
break down in 1923 or 1924 or so, owing to the great quantities of 
gold being received by the United States. 

Mr. WINGO. I do not exactly catch that. You say if we should 
continue for quite a period of time the holding of this extraordinary 
volume of gold, it would be a difficult thing to maintain a stable price 
level in this country ? 
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Professor LEHFELDT. Not only in this country but in the world 
generally. If the gold which was thrown upon the reserves of the 
various banks increased and continued to increase, a point would 
arise at which you would not be able to keep the price level stable. 

Mr. WINGO. The trend now is for this gold to go away, is it not ? 
Professor LEHFELDT. TO go away where? 
Mr. WINGO. This gold would flow where it is most needed? 
Professor LEHFELDT. I am talking of the world. 
Mr. WINGO. I say the tendency now is for it to get away from the 

United States. You have this condition, have you not? You have 
got the price level gradually receding and stabilizing in every coun
try in Europe but about one major country; you have the interest 
rate not only declining, steadily declining, in all the major European 
countries but one, but you have also got a less fluctuation, current 
fluctuation, in the interest rate and the price of money in these dif
ferent European countries? Now, the tendency is for them to get 
back to a stable basis, to draw this free gold from us, is it not ? 

Professor LEHFELDT. I am not talking about tha t ; I am talking 
about the amount of gold in the world. If the amount of gold in the 
world increases continuously more than the world needs, then the 
world will not be able to keep stable the level of prices. 

Mr. WINGO. Is not this true, so that we can follow you there—if 
I interrupt your trend of thought say so, because I do not want to 
interrupt—is not this also true, that not only an increase in the vol
ume of gold, but take France for an illustration; as I understand 
they use very few checks there in their current daily transactions ? 

Professor LEHFELDT. Yes. 
Mr. WINGO. Certainly, not comparable to ours. Now, suppose 

that the French people in the next few years should be gradually 
educated up to the use of the check system like we have it here r 
would not that have the same effect as increasing the volume of gold ? 

Professor LEHFELDT. Yes; it would. 
Mr. WINGO. I S not that one of the influences that would raise the 

price level in the low period which you discussed in the United 
States—not only the increase in the volume of gold but in that 
period of time the banks, by a systematic campaign, which I do not 
criticize, have encouraged the American people to abandon currency 
for their daily transactions and to use bank balances and checks ? 

Professor LEHFELDT. Yes. 
Mr. WINGO. And that had the same effect as if you had a similar 

amount of the basic volume of gold increased? 
Professor LEHFELDT. Yes; that is so. 
The CHAIRMAN. Doctor, any policy or plan pursued by any one of 

the countries to bring the gold in from the byways and hedges and 
to centralize it in the bank of issue, or where it controls the basis 
of issue of currency, would haye that result ? 

Professor LEHFELDT. That is true. 
The CHAIRMAN. The same as an increase of the production of 

gold, would it not? 
Professor LEHFELDT. That is true. 
The CHAIRMAN. In other words, if the vast amount of gold which 

has been shipped into India during the past few years and seemingly 
has sunk into the ocean somewhere down there, were to be released 
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at this time, it would affect seriously the price level; that is, if it 
would get into the control of the leading countries' banks, where it 
might become the basis.for additional credit? 

Professor LEHFELDT. That is correct. 
The CHAIRMAN. In other words, if gold is pulled in from the 

byways and hedges of India, it is practically the same as mining new 
gold? 

Professor LEHFELDT. Precisely. I want merely to make the point 
that there is that risk of the supply of gold to the banks becoming 
too large, so that they will not be able to maintain their control and 
to maintain their policy of stabilization through the -bank rate. 

The CHAIRMAN. The result of that would be the increasing of the 
price level, would-it not? 

Professor LEHFELDT. I t would result in an increase of the price 
level. 

The CHAIRMAN. An increase of the price level ? 
Professor LEHFELDT. Yes. Now, on the other hand, suppose that 

the supply of gold from the mines does not develop sufficiently to 
meet the world's needs; then a stage will eventually be reached in 
which it is not possible to maintain the gold reserves which the banks 
are required to maintain, and their policy would break down in that 
way. Therefore, the point I want to make is th is : That the dis
count policy alone is incapable of controlling the situation in the 
long run unless there is also some control over either the amount or 
the use of gold. So long as you have your currency based on gold, 
that is inevitable, because you must, in the long run, take into account 
the supply of the money metal. Now, it seems to me, therefore, that 
the policy of control of the discount rate, while perfectly right in 
itself, needs supplementing in the long run by a policy of control 
over the gold metal itself. 

There are, as far as I know, only two suggestions before the world 
about that : One is the one with which you are familiar, Prof. Irving 
Fisher's, to alter the amount of gold corresponding to the dollar, or 
whatever the unit is, so as to maintain the value of the unit constant, 
but not to maintain the size of the gold coin. Now, that scheme 
seems to me to be a sound one from the economic point of view; but 
I am very doubtful whether the commercial or political world would 
take to it. I t seems to me rather too upsetting to the ideas of the 
ordinary business man. The world is very glad to get back to the 
gold standard, and I do not think it is going to sacrifice that in favor 
of a scheme which, theoretically, is very ingenious, but which, I 
think, the ordinary man would not grasp. 

Now, the other scheme which I want to put before you, which I 
have written about from time to time, is controlling the output of 
gold—controlling it in the same sense in which the output of dia
monds is controlled, for instance, by a syndicate. I t is perfectly 
practical, as every business man knows, to control the output of any 
commodity, especially a mining commodity which is not produced 
very widely. Of course, I do not suggest a private syndicate to do 
this. I t is not for private profit; it is for the benefit of the world that 
I suggest it, and it would therefore have to be an international syndi
cate—a syndicate of the governments. I do not think there would be 
any difficulty, any serious difficulty, from the point of view of carry-
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ing it out, if the governments could agree, first of all, as regards the 
amount of capital needed. I t is very much less than people usually 
think. The gold-mining industry is not a very large one. One-half 
of the gold supply of the world comes from the mines of Wit waters-
rand, Johannesburg, and the surroundings, and the market valuation 
of all the mines in Witwatersrand is only about three hundred and 
fifty or four hundred million dollars. So that if you double that and 
allow a margin, it means that less than a billion dollars' would serve 
as capital for the whole gold-mining industry of the world. I sug
gest, therefore, that it should be possible for the nations to form some 
sort of commission whose business it would be to buy up the gold-
mining industry 

The CHAIRMAN. YOU are speaking now of the governments them
selves, or of the financial systems under the governments ? 

Professor LEHFELDT. I suggest an international commission should 
be appointed by the governments, on which each of the governments 
of importance, at any rate, should be represented; and to this com
mission should be delegated the business of controlling the output of 
gold. In order to do so, they would begin by buying up the gold 
mines and the ground which is known to possess gold deposits, and 
they should then regulate the production of gold in accordance with 
what they consider to be the needs of the world for money, so as to 
avoid either excessive production; or, if the production tends to fall 
off, they shall stimulate it—the object being to maintain a constant 
value for the unit of gold, so that the dollar, remaining the same 
number of grains of gold, should retain approximately the same 
value. 

Mr. STRONG. That could a great deal better be done by agreement 
among the governments than to undertake to let any syndicate con
trol it. 

Professor LERFELDT. Oh, I do not suggest for a moment it should 
be done by a private syndicate. I t should not be done for profit. I 
do not know whether there is any profit in i t ; I do not suppose there 
is. I t should be done by the government for the benefit of the con
sumer ; that is to say, for everybody. 

The CHAIRMAN. DO you think it would be possible to have an 
unselfish determination or deliberation by a board like that ? 

Professor LEHFELDT. I think it could be as unselfish as central 
banks. I think one might say nowadays the central banks act in the 
public interest as a whole. 

Mr. WINGO. There have been three proposals on that. One is that 
a private syndicate could buy up the mines of the United States and 
of Africa, which would effectively control, and I have seen one esti
mate as low as $100,000,000 would guarantee the managerial control 
of such a proposition, which I think may be too low. 

Professor LEHFELDT. $100,000,000? 
Mr. WINGO. I say I think that is too low, but that is immaterial. 

I n other words, there are three different plans. One is to have a 
syndicate buy up the American and English controlling gold de
posits; another one was that you would have an international com
mission that would undertake to finance the acquisition of those 
deposits; and another one was that the United States Government 
and the British Government might join and through a joint com-

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



1050 STABILIZATION 

mission, acting for the Governments, take over these different gold 
fields on a basis of the appraisals of the value of each, and let the 
determination of the percentage of control of each country be handled 
that way. Now, which of those three methods do you think would 
be the most effective from the standpoint of the end that you desire 
to attain? 

Professor LEHFELDT. Well, I would rule out the first as a matter 
that should not be handled from the point of view of private profit. 

Mr. WINGO. Then it would be a question of the two countries that 
control most of the fields, or whether you would have an interna
tional commission which was representative of all the major 
countries. 

Professor LEHFELDT. Yes. Now, of those two I would prefer that 
all the countries should take part in it. 

Mr. WINGO. What is the advantage of having all the countries, 
or just having the two major countries that own and control the 
biggest fields ? 

Professor LEHFELDT. I recognize that the United States and the 
British Empire between them could control the output. They 
actually turn out 70 or 80 per cent of the output, an amount which 
is usually regarded as sufficient to control the value of a commodity. 
But the importance of this plan is the interest of the consumer, the 
ordinary man, who wishes prices to remain constant. Now, that is 
just as much an interest of France or Germany as it is of England 
or the United States. 

Mr. WINGO. D O you not overlook this difficulty—I am not talking 
about the merits of this now—that you have to take the psychology 
of the world's opinion and of the United States ? Suppose you un
dertook to have a world-wide commission control this proposition, 
would you not run up against the same psychology, protest, opposi
tion, or suspicion that is represented by the opposition to the League 
of Nations in this country? You see what I am driving at. I am 
not talking about the merits of it, but do you not have to recognize 
those feelings and those suspicions? 

Professor LEHFELDT. YOU were asking me which plan I preferred, 
and I replied that to be the right plan it should be a commission 
representing all the powers of the world. 

Mr. WINGO. That is the ideal plan in your mind; but, from a prac
tical standpoint, what do you think is possible? 

Professor LEHFELDT. I am not sure that is not possible. If, for 
instance, the matter were started by the League of Nations, if they 
called a conference and the United States agreed to join it, I see no 
reason why an agreement could not be arrived at. If, however, it 
is not possible to get an international agreement of that sort, then I 
think that the United States and the British Empire could do it 
between them and I should prefer to see it done that way than not 
done. 

The CHAIRMAN. Doctor, in that connection, is it not well to take 
into consideration the growing tendency of all banks of issue to 
work in harmony at this time? 

Professor LEHFELDT. Yes. 
The CHAIRMAN. I t looks to me, as I observe the doings of to-day, 

that there is an extension of the development of banks of issue by 
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the different countries and an affiliation with each other, that is, of 
the major countries. When that development proceeds further, it 
would make it much easier to carry out the suggestion which you 
make, would it not, and the recommendations from these banks of 
issue who are dealing with this situation at all times ? 

Professor LEHFELDT. Yes. 
The CHAIRMAN. I t might be within the possibilities should a uni

fication of the different banks of issue be brought about. 
Professor LEHFELDT. Yes, quite true. 
The CHAIRMAN. And, in that connection, I have before me the 

recommendations of the Genoa Economic Conference in 1922, which 
are rather pertinent here, and I think perhaps it would be well to 
put them into the record at this point, wherein some of the recom
mendations of the committee on this subject are as follows: 

1. Any country not possessing a central reserve bank should establish one. 
2. A plan should then be adopted to avoid competitive efforts to obtain gold, 

such as occurred in 1914 when the Bank of England mobilized after the out
break of the war. At that time the withdrawal of gold from New York caused 
a banking crisis and forced the New York Stock Exchange to shut down. 

3. An international clearing system should be established to facilitate the 
settlements of trade balances, just as the Federal reserve banks of the United 
States facilitate remittances between different centers. 

4. Specific credits should be regulated through central reserve banks, with a 
view to preventing an undue fluctuation in the purchasing power of gold. 

5. Sound progress directly to central reserve banks awakens a futures market 
in foreign exchange. 

I put that in as indicating a trend toward the probability or 
possibility of the consummation of such a plan as you suggest. 

Professor LEHFELDT. Yes, I quite recognize the fact that the central 
hanks are coming to work in conjunction is an indication that it is 
easier to bring about an international agreement at this time on 
financial matters. I think there is more prospect of an agreement 
amongst the nations now than there would have been before the banks 
had acquired this habit of working together. If the various central 
banks came to a conclusion that it was necessary to regulate the sup
ply of gold, then they would of course be a very powerful mechanism 
for bringing about such a result. 

The CHAIRMAN. Of course, such an international board as you 
suggest would weigh all of the elements which enter into the amount 
t)f gold required for the world circulation and the distribution 
thereof. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. I t would necessarily have to take into considera

tion the amount that was annually mined and the amount used for 
other purposes than as a basis of currency. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. Such as the arts and sciences and the amount that 

was hidden away. 
Professor LEHFELDT. Yes. 
The CHAIRMAN. All of those elements, I suppose, would enter into 

the determination which such a board would make ? 
Professor LEHFELDT. Yes. 
The CHAIRMAN. Of course, they would also have to take into 

consideration, perhaps, the increasing amount of gold desirable in 
order to take care of the increasing growth for circulation and credit. 
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Professor LEHFELDT. Oh, those things of course, they would have 
to deal with from the statistical position generally. But the first 
thing, of course, is to settle the aim of such a policy. If we are 
agreed that it is desirable to maintain stability of prices and if we 
are agreed, in order to do so, it is necessary to prevent the gold 
stock from becoming either excessively greater or excessively smaller, 
then the commission, or whoever was in charge of the matter, would 
have to take all those various statistical points into consideration, 
in order to decide what should be done with the matter. And, 
according to the situation, they might find it necessary to stimulate 
the production of gold or to reduce it, and might be faced with the 
necessity of closing down some mines, or, at any rate, letting the 
mining output die down somewhat and not keeping it up. 

The CHAIRMAN. YOU think it would be necessary for such an 
organization to take over the physical ownership, and control through 
that ownership, these operations, do you? 

Professor LEHFELDT. I think that would be the better way of 
doing it. 

Mr. WINGO. Now assuming that you had such a plan in opera
tion. In other words, assuming you had pegged the volume of 
gold to a given level or at a given level 

Professor LEHFELDT. D O not put it that way. I t is not that one 
wants to keep the volume of gold constant, but one wants to keep 
the volume at whatever is necessary in order to keep the value con
stant. The volume needed would no doubt increase as the world 
grows larger. 

Mr. WINGO. I assume that—so that the flow shall be constant 
to the value and maintained at a level when measured by the volume 
of world business and demand. That would express it better. As
suming you did that, would you not still have the fluctuating effects 
of the volume of credits and of commodities that would be beyond 
the control of your international commission? 

Professor LEHFELDT. The banks are in the habit of regulating the 
volume of credit in accordance with the reserve. You have had 
that ; already you have had your central control of credits. 

Mr. WINGO. Even with the bank control and, with the same volume 
of ore in this country, yet sometimes we have a very wide fluctuation 
in the volume of credits. Both represent the a'utomatic action of 
open-market operations, and the automatic action of open-market 
operations fluctuates as the business does and the credit of merchants 
generally ? 

Professor LEHFELDT. Yes; that is the short-period effect to which 
I referred in the beginning. 

The CHAIRMAN. Your suggestion, if I may interrupt, embodies a 
better management of the gold of the country and much good might 
be gained by a better management of the gold—world's gold, I am 
speaking of now. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. Just as was experienced here in our organization 

of the Federal reserve system in the United States: I t permitted a 
better management of our credit facilities. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. Which released a large volume of credit which 

was tied up and hidden and has tended to make possible financial 
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operations, (not only in this country, but of assistance to the whole 
world), that otherwise would not have been available. 

Professor LEHFELDT. I am not suggesting this as an alternative 
to the ordinary method of bank control, but as a supplement. 

Mr. WINGO. Do not misunderstand me. My suggestion was not 
for the purpose of discrediting your suggestion, but was to accentuate 
or rather recall in the record that the volume of gold is only one of 
the many basic factors that determine the fluctuations of the price 
level. 

Professor LEHFELDT. Oh, yes; that is quite true. 
Mr. GOLDSBOROUGH. Well, it is the most determinative of the long-

term fluctuations, is it not ? 
Professor LEHFELDT. Yes. The situation is, you see, that over a 

short period you may get an expansion or contraction of credits, 
with a rise or fall in the prices; but so long as the dollar represents a 
certain weight of gold, in the long run you have to come back to the 
fact that the dollar must be equal to the cost of producing that 
amount of gold. So that whilst the banks discount policy is very 
useful in handling the other influences, it is not competent to main
tain a constant level of prices indefinitely in the force of a continuous 
increase or decrease in the supply of gold. 

Mr. WINGO. That is true of other factors, is it not? Take, for 
instance, at the present time, I think everyone agrees among the 
economists who seem to have expressed themselves on it, that even 
with the large volume of gold which we have in this country and 
with the increase which is apparent in the volume of gold output 
in the principal mines—they all agree that we are facing or are at 
the beginning of the long period of gradual recession in price level. 

Professor LEHFELDT. NO ; economists are not all agreed on that. 
Mr. WINGO. Will you name me a single one ? I have been watch

ing the papers and magazines each week and tried to find one, and 
I have been struck by the fact that all the financial papers and 
experts are prophesying a gradual recession, and their contention is 
the main problem is in keeping it from being a too sudden recession. 
They say the purchasing power of gold is going gradually to increase 
with the price level falling. If there are any other theories I would 
like to read them. I have quite a pile which I have accumulated in 
the recent months, and all of them seem to concur in that suggestion. 

Professor LEHFELDT. Well, I do not, personally. I have opposed 
it from the first, as a matter of fact, and since I landed in America 
10 days ago I have certainly spoken to two or three, who agreed 
with me that the danger does not lie in that direction. I think 
you are right in saying that a majority of economists have expressed 
themselves in that sense, but I should not say it was unanimous. 

Mr. WINGO. The principal bankers of the world are putting their 
surplus into fixed bonds, are they not, and sound stocks, on the 
theory that their actual value is going to enhance and the purchas
ing power of the fixed return is going to be greater in the next few 
years ? 

Professor LEHFELDT. I am not sure what the banks are doing in 
that matter; but, if the committee wishes, I could discuss my views 
on the subject as to whether it is an increase or decrease in the value 
of gold that is more likely to happen. 

93869—27—PT 2 28 
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The CHAIRMAN. Yes; I think that would be most interesting to 
the committee. 

Mr. WINGO. Yes; we would be glad to have anything. 
The CHAIRMAN. Another thing the committee is particularly inter

ested in is the possible effect on prices not only in this country but 
generally, of an increase in gold, either by bringing it in from the 
byways and hedges or from the mines. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. And what a corresponding reduction, either 

through losses or through use for commercial purposes, or otherwise^ 
might have. And, before you get through, too, I think the com
mittee would be interested in your suggestion about standardization 
of the present weight of the decimal units of the gold of the different 
countries. 

Professor LEHFELDT. Oh, yes. 
The CHAIRMAN. Tending toward the stabilization of the decimal 

units and its values. 
Mr. GOLDSBOROTJGH. Mr. Chairman, I would suggest that the Doc

tor discuss, first, his suggestion as to giving his views on what the 
trend of prices will be. 

Professor LEHFELDT. The trend of prices and the abundance or 
scarcity of gold are tied together, of course; so that they are one and 
the same discussion, so far as that is concerned. But if you wish me 
to discuss that point you quoted from the general conference reso
lutions, just now, those resolutions, I think, practically represent 
the views of Professor Cassel and Mr. King, and some other econo
mists who thought with them at that time. They were, as you can 
see, inspired by the fear there would be a scramble for gold which 
would result in raising the value, and the conference was very anxious 
to avoid that result and to provide means, through the central banks, 
for avoiding too great a demand for gold, by substituting methods of 
mutual help between the banks which would make it less necessary 
to use gold. 

Mr. WINGO. In other words, to use the same principle in inter
national transactions that we use in our daily community transactions^ 
of the use of checks instead of actual gold. 

Professor LEHFELDT. Exactly, sir. 
Mr. GOLDSBOROTJGH. YOU do not think, then, we are embarking now 

on a period of gradually declining price levels? 
Professor LEHFELDT. A S I say, the advisers of the general confer

ence evidently thought that there was a danger of prices gradually 
declining and their anxiety was to provide against that. Now what 
I want to do is just to summarize the reasons that might arise for an 
increase in the value of gold, or a decrease in the value of gold. You 
see it is a political question and it is not possible to make any definite, 
forecast. I t may go one way or the other; but I think there is a 
difference in the possibility 

Mr. GOLDSBOROTTGH. You think it is a political question, do you ? 
Professor LEHFELDT. I t is a political question in that it depends 

upon the action of governments, to a large extent. 
Mr. GOLDSBOROTJGH. Just a minute. Do you mean to say that, in 

your opinion, the trend of prices is going to be governed by political 
considerations rather than present economic considerations? 
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Professor LEHFELDT. The point is this : Supposing that the gov
ernments had no hand in the matter and that the value of gold was 
left entirely to commercial demand and supply. Then it would be 
possible to make a reasonable forecast of, what was going to happen. 

Mr. GOLDSBOROUGH. What would be your forecast based upon 
commercial demand and supply? 

Professor LEHFELDT. That is not the situation with regard to gold, 
because the practical use of gold is to serve as a basis for money, 
and the way in which it serves as a basis for money depends upon the 
regulations of governments; it depends upon the laws of the United 
States, for instance, as to what percentage of gold has got to be kept 
in the banks against a given amount of currency. Now, that being 
the case, not only here but in all countries, you can not forecast 
what is going to happen if the governments change their policy. 
That produces an effect on the value of gold and, whilst you may be 
able, on statistical grounds, to forecast the actions of millions of 
business men, working constantly, you might say, you can not fore
cast the actions of half a dozen governments on the statistical values. 

Mr. GOLDSBOROUGH. But when the markets become choked there is 
evidently a period of business decline, is there not? 

Professor LEHFELDT. Yes, possibly. But I mean to say, a year ago, 
for instance, the British Government decided to adopt the gold 
standard. If it had not adopted the gold standard that would 
have made a difference. You can not foresee whether the British 
Government is going to adopt the gold standard or not. You see, 
the result depends upon the quick action of a small number of govern
ments and, in that sense, it is not predictable in the same way as 
when you are dealing with the mass of the people. You can forecast 
an increase in the demand for copper, you may say, because that 
depends upon everybody's needs for copper, for electric wires and 
such things, or a decrease when a lot of those things are not demanded 
by the people. 

Mr. GOLDSBOROUGH. You stated a few minutes ago, as I understood 
it, or indicated, that you did not agree with the majority of econ
omists who thought we were entering a period of gradual decline in 
price levels. Now, would you state on what you base your view ? 

Professor LEHFELDT. That is just what I want to do. May I just 
develop that point now. What are the reasons for thinking there 
may be a progressive scarcity of gold, as evidently the Genoa con
ference did? The principal reason for that, it seems to me, is that 
various countries which were using paper money will desire to get 
back to a gold standard and, for that purpose, they will wish to lay 
in stocks of gold. Supposing, looking at it from the point of view 
of 1922, that all the leading countries had wanted to get back to a 
gold standard rapidly and more or less together, that might have 
resulted in a scramble for the available stock of gold. Now, in 1926, 
there is not that danger; because already most of Europe has gon^ 
back to a gold standard more or less. There are really only France, 
Italy, and Belgium left to deal with the situation. And we have 
seen, as a result of those four years' experience, that the way in which 
it is being done has not resulted in any very great demand for gold. 

Another possible cause: Supposing the impoverished peoples of 
eastern and southern Europe, who have been ruined by paper cur-
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rency, took to buying and hoarding gold coins in order to feel they 
have something they could rely upon; there might be quite a strong 
demand for gold. 

The CHAIRMAN. Similar to the demand that has existed from time 
to time in India? 

Professor LEHFELDT. Yes. Well, in India, of course, there is 
always a demand for gold, for hoarding and for owning. Supposing 
that were to be extended, it might result, as I say, in an increasing 
demand and some scarcity of gold. But it seems to me that any 
influences of that kind which one can imagine would be slow and not 
very extensive. They might result in a rise in the value of gold, but 
it could not have a very great or very abrupt rise, as I see it, 

Now, look at the other side of the picture. What are the reasons 
why there may be an increase in the abundance of gold relatively 
to the world's needs ? First of all, the gold mines are at the present 
moment turning out more than is required for the ar ts ; consequently 
there is an addition to the world's stock every year. And that, of 
course, in itself, in the long run, may be just about right for meeting 
the increase in the world's trade. But supposing that any countries 
adopt more economical methods of handling their currencies; as you 
suggested, sir, that France should adopt the check system and would 
not want too much gold. Consequently there is always that possi
bility of any invention, so to say, for economizing in the demand for 
gold—the check system is one—as an influence tending to make gold 
redundant or unnecessary relatively. The suggestions of the general 
conference on the same line, that is to say, the head central banks, 
instead of keeping all reserves in gold, would keep them partly in 
foreign paper, that is a method of economy and not so much gold is 
needed. 

But now there is a more striking feature in the situation than that. 
Not only is it a fact that the United States has undoubtedly got more 
gold than it needs—you will remember that the Federal reserve 
proportion went up at one time to 80 per cent instead of about 40 
per cent, which is the legal requirement—certainly has a great deal 
more than it actually needs; and in practically all of the foreign 
countries except Great Britain the gold reserves are not actually 
used. France has got a very large stock of gold; but when it comes 
to the question of doing anything with it they stoutly refuse to part 
with the metal. And other countries which are not as rich as France 
have stored up enormous gold reserves. 

I call your attention to the case of Spain, which illustrates very 
well what I mean in this matter. Before the war Spain had a small 
gold reserve and slightly depreciated currency. During the war 
Spain was extremely prosperous as a result of the sale of war mate
rials and large quantities of goods to the belligerents, with the result 
that it piled up a reserve that became five times as large as they had 
before. I t became about 5,000,000 pounds sterling. Their paper cur
rency did not increase much, with the result the paper became at par 
for almost the first time in the history of Spain. When the war 
wras over this abnormal situation changed and there was a demand 
for gold from Spain, so they needed to use a certain amount of their 
gold to maintain the level of their paper currency. They did not 
do it. They had bought all of this gold with no other object than 

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



STABILIZATION 1057 

putting their money on a stable basis; but when they had to use some 
of it in order to carry out that purpose they preferred to let the 
parity of their money go rather than to part with any of their gold. 

Mr. WINGO. In other words, they assembled their material for 
building the house, and then never built the house ? 

Professor LEHFELDT. That is it. They buried it in the vaults of 
their Bank of Madrid, where it served no purpose whatever; they 
refused to use it to stabilize their currency and it served no purpose. 
That is the attitude of most of the governments, most of the banks. 
They believe in gold as a sort of fetish; they want as much of it 
as they can get, but they won't use it. Of course the Bank of 
England for half a century has been in the habit of using their 
gold, but most of the continental banks won't use it. Now suppos
ing that some continental statesman said to himself—let us put it in 
the mouth of Mussolini, as being a person who knows his own mind 
and carries it out when he wants to—supposing that he says to 
himself that " Here is a lot of gold idle in the bank; let us sell it 
and buy something useful with it." Well, he might dispose of his 
stock, which is not being used at the present time, because the lira 
is entirely independent of it. The lira is not supported by gold at 
the present time; otherwise it would not have gone down as it has. 
Suppose he decided to dispose of the stock of gold. Possibly the 
Federal Reserve Board might buy i t ; there would not be anybody 
else who would buy it, I suppose, but it could be disposed of. Sup
posing he did that successfully, do you not think various other 
countries would come to say to themselves, "Well , what are we 
keeping a large stock of gold for; can not we do the same thing; 
can not we dispose of fifty or a million pounds of gold and get 
some useful things with the money." I t seems quite possible to me 
that there might be things of that sort and there might be a lot of 
gold on the market which no one would buy. 

Now, looking at those two sides of the question, it seems to me 
that while you can possibly predict which is going to happen, there 
is no very real danger of gold becoming scarce, and there is quite 
a serious danger that it might become superabundant and might 
become superabundant rapidly, with a rush, and there might be a 
great rise in prices. I know the views which have been put forward 
by various economists and probably are held by the bulk of the 
banking world at the present time, and I disagree with them. If 
it interests the committee, I might mention that I mentioned my 
disagreement in a book published in 1923 which referred expressly 
to the point, and it seems to me there is now more danger on that 
side, of a fall in the value of gold, than on the side of a rise in the 
value of gold; whilst, at the same time, it depends on so many un
foreseeable events that you can not actually predict. 

Mr. WINGO. The people of Europe have had the example of the 
Bank of England before them of having made practical use of their 
gold since 1857. The Bank of England came to a very clear realiza
tion of the sound policy of the use of its gold reserves in 1857, 
although it had floundered around for a considerable time before that. 
Now the continental banks of Europe have had this example of the 
Bank of England in peace times; they have had the example of 
the Bank of England in war times and in postwar times, and do 
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you not think these economists and bankers figure there is a static 
condition of the financial mind of continental Europe that will con
tinue, and do you not think it is safe to assume that they will continue 
to hoard their gold, for gold's sake, without making any practical 
effort to use it ? But suppose they would start in those countries to 
use it. They have not what you call the subtle ability to handle gold 
that is based upon the experience like the financiers of England had; 
and if they started to do this, which is contrary to all their habits and 
policies, the probabilities- are they would make a failure and the 
reacton would come very quickly, would it not? 

Professor LEHFELDT. I am not predicting they will change their 
habits; I am pointing out there is a possibility. 

Mr. WINGO. I am not talking about possibilities, but do you not 
think the probabilities are along the lines these leading bankers base 
their calculations; in other words, that the leading bankers base 
their calculations on the habits and thought of continental Europe 
will continue as they have done for 75 years with reference to accu
mulating gold? If that be true, with a stabilization of conditions 
gradually working out in continental Europe, with the interest rates 
not only becomng stabilized but very rapidly falling (in some coun
tries they have gone down 50 per cent in the last two or three years, 
the interest rate) , and with all that taking place, is there not a very 
strong probability, and almost a certainty, that that will bring about 
a recession and attendant stabilization in prices? 

Professor LEHFELDT. A recession or a stabilization, do you mean? 
Mr. WINGO. Well, both of them have to come, because in stabiliza

tion that is one of the factors. If you have a stable price level, it 
means that business is going to be done on a closer margin, less profits, 
less tie-up in expectant losses, and that means a sagging of the price 
level, does it not? 

Professor LEHFELDT. Both; either the price level might rise or it 
might fall at the same time. 

Mr. WINGO. Most of them agreed around this table that by sta
bilization they did not mean there would be a constant level, but the 
fall of the market level would be so gradual as to carry business along 
with the same proportion of relative change. They have not meant 
to take the level, say, in a given year, say last year's price level, which 
was 159 or 160, measured by pre-war; they do not contend that what 
they want is to peg the price level at its present level or any par
ticular level; but that they would remove these violent fluctuations. 
They all admit they will not object to a gradual recession or gradual 
increase of the price level, but the change would be so gradual the 
effect would be so imperceptible as not to disturb business and rudely 
injure the different groups. 

Mr. GOLDSBOROUGH. There is just one question I had in mind, 
Doctor. In the arguments that were made in the House favoring 
the French debt settlement, which, parenthetically, I favored myself, 
so far as that goes, they were all based primarily on the assumption 
that France was almost destitute of gold. Now, is it your theory 
that the gold was in France, or is in France, and France, by internal 
legislation, could have controlled the situation and, therefore, that 
was not a legitimate argument in favor of the French debt settle
ment? 
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Professor LEHFELDT. I have only referred to the gold reserve of 
the Bank of France. 

Mr. GOLDSBOROUGH. Yes. 
Professor LEHFELDT. That is a well known fact, of course. I can 

not say how much gold there is in the pockets of the French people; 
I expect there is a great deal, as a matter of fact, but I can not say. 

Mr. GOLDSBOROUGH. That was all I had. 
Professor LEHFELDT. Well, I do not know that it is necessary to 

go further into the question of the future of gold. I have put before 
you the views that I hold. 

The CHAIRMAN. YOU have referred—I might refresh your recol
lection—to the committee stabilizing the output of diamonds. Just 
how are they doing it? 

Professor LEHFELDT. Oh, there has for a long time past been a 
pretty strong financial syndicate. 

Mr. F E N N . Was not that done by the DeBeers Syndicate itself? 
Professor LEHFELDT. Yes. The DeBeers is the leading diamond 

syndicate, as a matter of fact, and they have a buying syndicate 
which takes up the output of the various mines and, when the dia
mond market is bad, they reduce the output. 

Mr. F E N N . DO you think that could be applied to crops ? 
Professor LEHFELDT. DO not let us waste the time in talking about 

other questions. 
Mr. F E N N . I asked you that in all sincerity. 
Professor LEHFELDT. I do not doubt your sincerity, but I say it 

is too big a question to take the time to go into it. 
Mr. F E N N . I do not like my questions to be characterized as 

wasting time. 
Professor LEHFELDT. I do not want to express myself like that, but 

I mean I do not have a good deal of time to go into that. 
Mr. F E N N . I have already devoted a good deal of time to this, 

and I think you might devote a little to that question. 
Professor LEHFELDT. Certainly, if the committee would like me to 

do it. I just want to refer to the diamond syndicate. That syndi
cate has entirely closed down the diamond mines, sometimes, as it 
thought necessary. 

Mr. F E N N . What is that closing down due to, please; for what 
reason ? 

Professor LEHFELDT. The market was bad and they did not want 
to turn out any more diamonds. 

Mr. F E N N . YOU would only apply to diamonds, then, that prin
ciple ? 

Professor LEHFELDT. Oh, no. I say it has been done by the dia
mond syndicate. I am not advocating it. 

The CHAIRMAN. Does this syndicate have a fund with which they 
buy the surplus of diamonds from time to time and hold them, or do 
they entirely control the mining operations and the output? 

Professor LEHFELDT. Of course, they do not publish their proceed
ings. I t is a very private body, indeed. 

Mr. F E N N . I S it not to stabilize the price of diamonds ? 
Professor LEHFELDT. Yes. 
Mr. F E N N . That is what I asked you in reference to other products. 
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Professor LEHFELDT. Oh, they are able to hold a very large stock 
of diamonds and, when necessary, they reduce the output. 

Mr. WINGO. Is not that really the way they do it ? I have had a 
diamond mine in my district and I have had occasion to look into it 
somewhat, and I have come to the conclusion that they automatically 
control the output, and whenever the price of diamonds starts sag
ging, why the production is curtailed. 

Professor LEHFELDT. Yes. 
Mr. WINGO. NOW, you think that could be done with gold—the 

same thing? 
Professor LEHFELDT. Yes; broadly, the same principle. 
Mr. WINGO. The same fundamental principle ? 
Professor LEHFELDT. The same principle; yes. 
Mr. WINGO. Whether it be by a governmental commission or a 

private commission?' You would prefer the governmental method? 
Professor LEHFELDT. I t could be done by* a private syndicate. 
The CHAIRMAN. Doctor, Jn that connection, you think that con

trol would have as much effect on prices as would a change in the 
production of commodities ? 

Professor LEHFELDT. Very slowly. You must bear in mind that 
gold is an endurable thing. The best common illustration to take 
of it is the production of houses. If you had a monopoly control 
of the production of houses and the monopoly decided to build no 
more houses for two or three years to come, the effect would not be 
immediate; it would be a cumulative effect on the price of houses. 

The CHAIRMAN. I suppose with wheat the same way? 
Professor LEHFELDT. N O ; wheat is produced from year to year; 

the wheat produced in one year is consumed in the course of the 
next. Houses are durable things; you may have a glut or a scarcity 
which runs for quite a long while; but it would, in the long run, be 
removed either by not building any more or increasing the building 
of new houses. The same effect would be produced on gold; it 
would have a slow effect. 

Mr. WINGO. Would you not have this distinction, that there could 
not be an unlimited production of gold like there is an unlimited 
production of houses? Gold is confined and limited to deposits; 
you can not manufacture gold like you can build houses. 

Professor LEHFELDT. That is true. 
Mr. WINGO. YOU can not grow gold like you grow wheat. There 

is a distinction there? 
Professor LEHFELDT. That is true. 
The CHAIRMAN. But, if you could have practical control of it 

through a committee, there would be a difference. 
Professor LEHFELDT. NO ; Mr. Wingo's point is a perfectly sound 

one, that there is not an unlimited possibility there. At the same 
time, the output could be considerably increased; there is a lot of 
available ore that is not mined. 

The CHAIRMAN. In other words, I presume it is with gold like 
it is with silver; there are certain leads of low-grade ores. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. That are worked in times of extraordinary demand 

and that are not profitable in times of slack demand. 
Professor LEHFELDT. Quite true. 
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Mr. F E N N . I S not the copper syndicate operated in that way, at 
times, the so-called copper syndicate, the Anaconda people? 

Professor LEHFELDT. Yes. 
Mr. F E N N . And the others. They reduced the output when the 

price got too low (it was automatic, almost), because the cost price 
was higher than what they could get for it in the market. 

Professor LEHFELDT. I am only suggesting the same sort of thing, 
only it must be done from the point of view of public interest and 
not for private profit. 

Mr. WILLIAMS. A S a matter of fact, is it not a fact that since the 
w^ar, owing to the high cost of labor and the high cost of material, 
the production of gold has greatly decreased throughout the world ? 

Professor LEHFELDT. Yes. 
Mr. WILLIAMS. But it has not resulted in lowering the price very 

materially, up to date? 
Professor LEHFELDT. NO, because you must distinguish between 

the output of the stock; it is just as if there was a very superabun
dant stock of houses and the house building was cut down and, after 
a while, they would gradually absorb the surplus of houses. I t is 
necessarily a slow process. The world has to grow up to its stock 
of gold. Even if mining were stopped altogether, it would take 
some time. 

The CHAIRMAN. In other words, you consider there is too much 
gold in the world to-day ? 

Professor LEHFELDT. Well, I won't say that, because it depends 
on the level of prices. There is too much from the point of view of 
1913, but there is no use attempting to go back to the prices of that 
date. What I am concerned with is whether the stock should in
crease relatively to the world's needs, or decrease from its present 
amount. Taking the present situation as approximately satisfactory, 
what we want is to avoid fluctuations in the future; and, to do that, 
you must regulate your future output of gold in accordance with 
the world's needs, so as to keep the price approximately what it is 
now. 

Mr. WINGO. Of course, you are assuming now that your commis
sion, made up of human agencies, would have an infallible judgment. 

Professor LEHFELDT. N O ; assuming it would have common sense 
and good judgment. 

Mr. WINGO. Would not that apply—in other words, is i t not a 
beautiful theory to say that the State shall control all of these basic 
activities, like the production of gold, the basis of our money, the 
medium of exchange, the production of housing, the production of 
foods—would it not be ideal if the Government would do that, but 
the difficulty is you have to do it through human agencies and 
there would necessarily be differences of opinion, there would be the 
fallibility of judgment, which would cause uncertainty ? These com
missions would be governmental commissions, and that would mean 
more or less political pressure, one way or the other, which would 
always affect the determinations of your agencies. 

Professor LEHFELDT. I would like to point out to the committee 
that Governments have not hitherto been responsible for the produc
tion of houses or food, but they have always assumed the responsi-
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bility of producing money; the control of money has always been 
a Government function. 

The CHAIRMAN. The conduct of this cornmission you referred to—-
I think you gave that inference a while ago—would be quite similar 
to the conduct of banks of issue ? 

Professor LEHFELDT. Yes. 
The CHAIRMAN. I t would have similar functions and would work 

in harmony with those kinds of organizations ? 
Professor LEHFELDT. Yes. 
The CHAIRMAN. I t would be presumed the same kind of influences 

would affect them as affect the others ? 
Professor LEHFELDT. Yes. 
The CHAIRMAN. While you are here there has been a god deal of 

discussion from time to time by men who have appeared before the 
committee and others of the large amount which we have in this 
country to-day of the world's gold and yet the successful function
ing here of our Federal reserve has not caused any serious trouble, 
in other words, that we have not had more trouble with it has been 
due perhaps to good management on the part of the Federal reserve 
authorities in their dealing with the situation. Would you care to 
express an opinion as regards our situation and what we should do 
with this gold if we have a surplus other than what we are now doing 
to assist the stabilizing of the world situation ? 

Professor LEHFELDT. I do not know that I can say anything very 
useful on that point. I t is clear that nothing can be done about the 
position of the United States and the policy which the Federal 
Reserve Board has followed so far seems to be very reasonably suc
cessful. I know they do not take entire credit for the facts them
selves ; they say that they are not altogether responsible for the com
parative stableness in prices in the last few years, but still what they 
have done seems to have been done in the right way. I take it that 
they would continue the same general policy they have been follow
ing. And, as regards the stock of gold, as the rest of the world 
recovers, it will probably require some of it and I take it that the 
reserve board has always had that in view; that they are quite pre
pared to hold quite a large stock of gold for a while and to part 
with some of it when the world does need it. But I have nothing 
especially to add to that. 

The CHAIRMAN. YOU think, then, it is being handled about as well 
as it could be handled, under the circumstances, do you ? 

Professor LEHFELDT. I think so, yes. The banking policy seems 
to have maintained a comparatively stable price level for the last 
few years. No doubt there is much to be learned yet. 

The CHAIRMAN. I t is noted with considerable interest some of the 
changes which have been taking place in England in connection 
with the discount rate and open market transactions. Up until 
quite recently, the big factor in the banking situation in England was 
the change in discount rates. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. And apparently they are recognizing more and 

more that the greater influence now are the open market transactions? 
Professor LEHFELDT. Yes. 
The CHAIRMAN. D O you concur that? You made a slight refer

ence to it a few moments ago. 
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Professor LEHFELDT. Yes. 
The CHAIRMAN. Are the open-market transactions in England now 

a greater factor than the discount rate? 
Professor LEHFELDT. I do not know that they are a greater factor. 
The CHAIRMAN. But they are now being considered an important 

factor ? 
Professor LEHFELDT. They are important. The Bank of England 

has long adopted the open-market price. 
The CHAIRMAN. I have noted that fact. 

Professor LEHFELDT. And they seem to rely on it more than they 
did before the war. I t certainly plays a part. 

Mr. WINGO. Which affects the outward and inward flow of gold 
to England more,—the rediscount rate or the open market trans
actions? Which has the greater immediate effect on the flow of 
gold as used by the Bank of England ? 

Professor LEHFELDT. I could not say. I t depends somewhat upon 
circumstances. 

Mr. WINGO. In other words, it will depend on the position of other 
determining factors. 

Professor LEHFELDT. Yes. Those elements of banking policy are 
needed, undoubtedly. 

Mr. WINGO. Well, it is possible to affect the price level through 
open market operations, with the same base of gold, is it not ? 

Professor LEHFELDT. Oh, yes, and with the discount rate, too. 
To come back to a point which I made at the begining, that whilst 
the banking policy is the right thing for the immediate price level, 
what one has got to consider is the slow period changes which, in 
the long run, get out of control of the banks, unless something else 
is done. 

Mr. WINGO. YOU mean the long swing? 
Professor LEHFELDT. From what were you quoting? 
The CHAIRMAN. I was quoting from an article here that summed 

up somewhat these hearings and some statements which you have 
made. 

Professor LEHFELDT . Where did I make the statement? 
The CHAIRMAN I do not know where you made it. 
Professor LEHFELDT. Was it at that recent dinner ? 
The CHAIRMAN. NO. 
Professor LEHFELDT. (after examining paper) . That is a refer

ence to a chapter in a book which I published, " Kestoration of the 
World's Currencies." I t contains a suggestion based on the assump
tion that the world is going to go using gold coins. 

The CHAIRMAN. I S that a recent publication? 
Professor LEHFELDT. Three years ago. 
Mr. WINGO. 1923? 
Professor LEHFELDT. 1923. 
The CHAIRMAN. What is the title of the book? 
Professor LEHFELDT. " Restoration of the World's Currencies," 

published by Tinney & Sons, London. Now, of course, if the world 
is going to stick to using paper money and having all its gold in 
the form of bars in its vaults, this suggestion is of no particular 
interest. But if gold coins are to be used in the future, it seems to 
me they might be the base of a more international system of money 
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than we have at the present time. I t so happens that the units, 
of the leading countries are nearly in relation to one another. 

The CHAIRMAN. YOU mean by that the establishment of a gold! 
settlement fund similar to that which is used by the Federal reserve^ 
system here for making settlements between the different districts. 

Professor LEHFELDT. First of all, you have approximately $5 
equal to the pound sterling, and 5 gold francs equal to a dollar. 
You have some relations like that, which are not accurate, but nearly 
so. Now if a little adjustment were made in the weights of the 
different gold coins, they could be brought into an exact relation 
like that, such as that £1 sterling or a $5 gold piece, or a 25-franc 
gold piece, would all be identical coins. You would have a dif
ferent stamp on them, but they would have the same weight of 
gold and consequently would be interchangeable one with another,, 
and I suggest it would be a step in advance in the organization 
of the world's money if the powers would agree to a unit of that 
sort. The unit I suggest is 7y2 grams of pure gold. That is a 
little bit more than the sovereign at the present time; just a shade 
less than $5, and has a fairly close relation with other important 
units. 

The CHAIRMAN. I see here from the table I have before me that 
the decimal unit of the British sovereign is 7.322—the present weight 
in grams. Your proposed increase in the weight would be 0.178? 

Professor LEHFELDT. Yes. 
The CHAIRMAN. And the $5 United States gold piece would be 

7.523, and you would decrease that by 0.023 ? 
Professor LEHFELDT. Yes. 
The CHAIRMAN. And, in the francs, it is 7.258, which would mean 

an increase in grams of 0.242. The yen practically is 7y2 now. 
Professor LEHFELDT. Yes, sir. 
The CHAIRMAN. And the guilder of the Netherlands would be a 

decrease in grams of just a slight fraction? 
Professor LEHFELDT. Very slight. They are all so nearly together 

that a little adjustment would make 7y2 gram coins available for 
all the different countries. $5 would be 1 sovereign; 5 francs would 
be 12^2 guilders; and so on. And it seems to me such a coin would 
come to be used by international banks, and so on, and would flow 
from one country to another, and any country would put its own 
stamp on it, and the people would be allowed freely to use this coin 
from whatever country it comes. 

The CHAIRMAN. Of course, in this country, we are using our gold 
principally as a reserve, and we are using Federal reserve notes as 
the circulating medium. 

Professor LEHFELDT. Yes. 
The CHAIRMAN. TO a greater extent than we have ever done before. 

I suppose the degree to which other countries adopted that same 
plan would have an influence on the situation too, would it not ? 

Professor LEHFELDT. Yes. I t would depend upon whether they 
had the habit of using gold coins or paper. There are two things 
involved; one is the advantage of having a decimal relation be
tween the units leading at some time or other to an international 
use, and the other is the convenience of having coins of a uniform 
weight. They are not identical, except even if the world uses paper 
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money, there would be a certain advantage of the units of the paper 
money fitting into one another. If the world did use gold coins, 
it would be a greater advantage, because then those gold coins 
would be the natural form which the reserve would take, and it 
would be shifted from one country to another. I did not know 
that that had been referred to. 

The CHAIRMAN. Yes; you will be quite interested in that. I t 
is connected up in our hearings here. Would you like to make a 
further statement? 

Professor LEHFELDT. I think that is all. 
The CHAIRMAN. Are there any further questions? If not, then 

the committee will adjourn with expressions of appreciation, doctor, 
for your coming before us. 

(The committee thereupon adjourned subject to the call of the 
chairman.) 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 

Friday, February h 1^27. 
The committee met at 10.30 o'clock a. m., Hon. Louis T. McFadden 

'(chairman) presiding. 
The CHAIRMAN. The committee will come to order. This is a 

hearing this morning on the Strong stabilization bill. 
Mr. STRONG. Mr. Chairman and gentlemen of the committee, at 

the beginning of these hearings I stated that I anticipated that, as a 
result of the facts that would be developed and the information 
secured from witnesses, it would be desirable to change the phrase
ology of the bill, although I expressed the hope that the purpose 
would be adhered to. 

On May 21, 1926, I sent out a general letter to a group of econo
mists and financiers throughout the country, in which I set forth 
suggestions I had received as to amendments to the bill, to which I 
asked the serious consideration and frank comments of those who 
should receive the same. In response to this I had a large number 
of helpful suggestions. 

On July 20, 1926,1 sent out a second form letter to a much larger 
group of economists, financiers, and bankers, in which were included 
amendments prepared from the suggestions in response to my former 
letter of May 21, 1926, and the information received as a result of 
the hearings up to that time. 

The second letter brought a very much larger response than had 
the former letter and many helpful suggestions, from which a third 
revision not suggested amendments was prepared and elaborated into 
the form of a bill, with alternative suggested amendments, all in
tended to carry out the purposes of. the original bill. A copy of this 
third revision, of January 30, 1927, I wish to place in the hearings 
at this point; and I am expecting within a few days to send out 
several thousand copies to economists and prominent bankers and 
financiers, again asking their earnest study of the same and helpful 
suggestions, to the end that after a careful study of the replies 
received and the hearings before this committee a bill may be drafted 
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having for its purpose the direction by Congress to the Federal 
reserve system, which it has set up, of a policy for the stabilization 
of the purchasing power of our money. 

(The revision referred to is as follows:) 

THIRD REVISION, JANUARY 30, 1927, OF H. R. 7895, SIXTY-NINTH CONGRESS, 
FIRST SESSION 

AN ACT To amend the act approved December 23, 1913, known as the Federal reserve act, 
to maintain the gold standard, to prevent inflation and contraction, to promote the 
stability of commerce, business, and agriculture, to promote economic justice between 
creditors and debtors, between bondholders and stockholders, and between the parties to 
all contracts into which time and money enter by providing a more stable money, and 
for other purposes 

Be it enacted by the Senate and the House of Representatives of the United 
States of America in Congress assembled, That the act approved December 23, 
1913, known as the Federal reserve act, as amended, be further amended as 
follows: 

Amend paragraph (d) of section 14 to read as follows: 
" To establish from time to time, subject to review and determination by the 

Federal Reserve Board, rates of discount to be charged by the Federal re
serve bank for each class of paper, which shall be fixed with a view to accom
modating and stabilizing commerce, business, and agriculture. 

Add to section 14 the following paragraphs: 
"(f) The Federal Reserve Board and the Federal reserve banks and commit

tees, commissions, boards, agents, and servants under their direction, super
vision, or control, shall use the powers and activities granted or authorized by 
the Federal reserve act and subsequent acts or amendments thereto, including 
open-market operations and other activities, in so far as they have any effect 
thereon, with a view to regulating the volume of credit, currency, and money in 
circulation so as' to prevent inflation and contraction and thereby to stabilize, 
so far as may be, the purchasing power of the dollar in terms of commodities 
in general; but nothing herein shall be construed as enlarging or extending any 
of the existing powers of the Federal Reserve Board in this respect or as 
authorizing any interference with the natural tendency of prices of specific 
commodities or groups of commodities to vary among themselves under the 
influence of demand and supply. 

"(g) The Federal Reserve Board shall formulate an index number which 
shall reflect the current purchasing power of the dollar in terms of com
modities in general and shall make the same public at least as often as 
monthly. It shall publish the commodities, quantities, weights, formula, sources 
of information, data, and methods used in calculating such index number and 
shall publish immediately any changes made in such list, quantities, weights, 
formula, sources of information, data or methods so used. 

ALTERNATIVE 

"(g) In complying with the terms of this act and particularly with the 
foregoing section, the index number of wholesale commodity prices prepared 
and published by the Bureau of Labor Statistics, United States Department 
of Labor, shall be taken as the index of the current price level and of the 
purchasing power of the dollar, provided that should the publication of such 
index number be discontinued, or if in the opinion of the Federal Reserve 
Board it is desirable to do so, then the Federal Reserve Board shall formulate 
an index number which shall reflect the current purchasing power of the 
dollar in terms of commodities in general and shall make the same public 
at least as often as monthly. It shall publish the commodities, quantities, 
weights, formula, sources of information, data and methods used in calculating 
such index number and shall publish immediately any changes made in such 
list, quantities, weights, formula, sources of information, data, or methods so 
used. 

"(h) Whenever any decision affecting or tending to affect changes in the 
rate of rediscount, or having to do with purchases or sales in the open 
market or otherwise affecting or tending to affect the volume of credit or v 
currency or money in circulation, shall be made by the Federal Reserve Board, 
by the board of directors of any Federal reserve bank, or by any committee, 
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commission, or board having jurisdiction in such matters, such decision and 
the reasons therefor shall be published immediately, and minority opinions 
of those dissenting from such decision or reasons shall be published simul
taneously; Provided, That the stated reasons for or against any such decision 
may be withheld if their publication shall be deemed by the governor of the 
Federal Reserve Board incompatible with the public interest." 

After section 28, add the following: 
" SEC. 28A. The Federal Reserve Board is hereby directed to make or cause 

to be made under its direction a comprehensive study of: 
"(1) The limitations upon the effectiveness of any action which may be 

taken by the Federal Reserve Board or the Federal reserve bank or by agencies 
under their control to secure stabilization in the purchasing power of the dollar 
by influncing the volume of credit, currency, and money in circulation. 

"(2) The extent of the influence of the activities of agencies of the Govern
ment of the United States or banks not under the control or influence of the 
Federal Reserve Board, or of any other agency or agencies upon the volume 
of credit, currency, and money in circulation, and hence on the purchasing 
power of the dollar. 

"(3) The effect upon the purchasing power of the dollar of fluctuations in 
the supply of and demand for gold as affected by new discoveries and improved 
mining methods, the use of gold in the arts, and by imports and exports of gold 
and otherwise, and 

"(4) Available and proposed plans and means having for their aim the 
stabilization of the purchasing power of the dollar. 

" SEC. 28B. The Federal Reserve Board shall report to the Congress the re
sults of such study and shall recommend to the Congress such legislation as, in 
its judgment, will best promote such stabilization." 

ALTERNATIVE TO SECTION 28A AND SECTION 28B 

" There is hereby created a commission to be known as the stable money com
mission, which shall consist of five Senators to be appointed by the President 
of the Senate and five Representatives to be appointed by the Speaker and 
five members to be appointed by the President of the United States. 

" Said commission shall make a comprehensive study of: 
"(1) The limitations upon the effectiveness of any action which may be 

taken by the Federal Reserve Board or the Federal reserve banks or by agen
cies under their control to secure stabilization in the purchasing power of the 
dollar by influencing the volume of credit, currency, and money in circulation 

"(2) The extent of the influence of the activities of agencies of the Govern
ment of the United States or banks not under the control or influence of the 
Federal Reserve Board, or of any other agency or agencies upon the volume of 
credit, currency, and money in circulation, and hence on the purchasing power 
of the dollar. 

("(3) The effect upon the purchasing power of the dollar of fluctuations in 
the supply of and demand for gold as affected by new discoveries and improved 
mining methods, the use of gold in the arts, and by imports and exports of gold 
and otherwise, and 

"(4) Available and proposed plans and means having for their aim the sta
bilization of the purchasing power of the dollar. 

" The commission shall include in its report recommendation for legislation 
which in its opinion will best promote the stabilization of the purchasing power 
of the dollar. 

" The commission shall elect its chairman, and vacancies occurring in the 
membership of the commission shall be filled in the same manner as the original 
appointments. 

" The commission is authorized to sit during the sessions or recesses of Con
gress, to send for persons and papers, to administer oaths, to summon and com
pel the attendance of witnesses, and to employ such personal services and incur 
such expenses as may be necessary to carry out the purpose of this resolution." 

Mr. STRONG. Wishing to have the cooperation of the Federal Re
serve Board and the officers of the Federal reserve banks, and to work 
with them in the final revision of the bill under consideration, about 
the middle of January I arranged an interview with the governor of 
the Federal Eeserve Board, in which I presented this third proposed 
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revision of the bill and alternative amendments, with the suggestion 
that the same be sent to the governors of the Federal reserve banks 
and members of the Federal Advisory Council, with, the request that 
after earnest consideration of the same they should prepare and for
ward such amendments as they might feel would better carry out 
the purposes of the act. I also requested that the same should be 
presented to the members of the Federal Reserve Board with the 
express purpose that out of these various suggestions a bill might be 
drawn in the hope that the same might be satisfactory to all interests. 

To these suggestions and this request the governor agreed, but I 
very much regret that on January 28 I received a letter from the 
vice governor of the board, which I will place in the record at this 
point. 

(The letter referred to is as follows:) 
FEDERAL RESERVE BOARD, 

Washington, January 28, 1927. 
Hon. J A M E S G. STRONG, 

HoustTof Representatives, Washington, D. C. 
DEAR CONGRESSMAN STRONG: At a recent meeting of the Federal Reserve 

Board consideration was given to your request, made verbally to Governor 
Crissinger and ra the r informally to myself, tha t the board ask the governors 
of the Federal reserve banks for a full and frank expression of the i r views con
cerning the suggested amendments to your bill H. R. 7895, which were set forth 
in the memorandum you left with Governor Crissinger. In the absence of the 
governor, who left Washington las t Sa turday evening to spend the week, the 
board after considerable discussion directed me to say tha t it does not feel t ha t 
the request is one with which i t can properly comply. The board has not 
expressed i t s own opinion on this bill or on the mat te r of amendments, and in 
fact the bill has not been referred to it by the banking and currency committee 
for any formal action. I t is my unders tanding tha t you have al ready heard 
from some of the governors with relat ion to the bill, and tha t some of them 
have been before the committee a t hearings on the bill. 

Yours very truly, 
EDMUND PLATT, Vice Governor. 

Mr. STRONG. Dr. John E. Commons, of Wisconsin, who is to appear 
before the committee this morning, will present facts and conclusions 
that will establish the need of the legislation proposed in my bill, 
directing that the Federal reserve system shall use the powers given 
it by Congress for stabilization of the purchasing power of our 
money, to the end that inflation and deflation may be minimized. 

I t is my intention during the vacation of Congress, after a study 
of suggestions received in reply to the general letter containing this 
revision of January 30,1927, and a careful study of these hearings, to 
prepare and introduce, at the first session of the Seventieth Congress 
next December, a complete bill, which I hope will have the approval 
of this committee and be written into law. 

In the meantime I ask all who may see the report of these hearings 
to write me their suggestion as to how the bill may be improved. 

I wish now to place in the record copies of letters received favoring 
this legislation, and also excerpts from letters of those who com
mend it. 

(The papers referred to are as follows:) 
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YALE T" \ I \ERSITY. 
SHEFFIELD SCIENTIFIC SCHOOL, 

A fir Haven, Conn.. October 6, 1926. 
Hon. J A M E S G. STRONG, 

House of Representatives, Washington. D. C. 
DEAR MR. STRONG: Your letter of Ju ly 20, asking my comments on the 

changes which have been made to the original draft of your bill, H. R. 7895, 
was forwarded to me while I was in Now Hampshire on my vacation. I could 
not reply a t tha t t ime as I did not have the original bill a t hand, and conse
quently my reply has been delayed unti l my re turn to New Haven. 

After carefully comparing iho two drafts, I wish to say tha t I am in entire 
accord with all of the changes which have been made. Most of these changes 
a re for the purpose of clarifying the intent of the amendments, and I believe 
this to be very desirable. 

The provision for publicity of the reasons for decisions by those in charge of 
the Federal reserve system seems to me to be just as desirable as in the case 
of decisions of our courts. I am very glad tha t this has been added to your 
bill. 

You a re entirely a t liberty to quote me as being heart i ly in favor of the draf t 
of your bill inclosed in your letter of Ju ly 20. 

As I think I have wri t ten you previously. I am convinced tha t a close 
approximation to stabilization of prices is entirely feasible, and I know of no 
piece of legislation which would add more to the economic well-being of our 
country and the promotion of economic justice than the passage of your bill 
as now amended. 

Very truly yours, 
HUDSON B. HASTINGS. 

UNIVERSITY OF DENVER, 
SCHOOL OF COMMERCE, ACCOUNTS, AND FINANCE, 

Denver, Colo., August 3, 1926. 
Mr. J A M E S G. STRONG, 

House of Representatives, Washington, D. C. 
DEAR MR. STRONG: I am following with deep interest your bill (H. R. 7895) 

to stabilize money value. I can conceive of no legislation wThich the next Con
gress could pass which would be of greater benefit to the welfare of the ent i re 
public. 

Sincerely, 
J O H N H. COVER, 

Professor of Statistics and Marketing. 

HARVARD UNIVERSITY, 
DEPARTMENT OF ECONOMICS, 

Cambridge, Mass., June 16. 1926. 
Hon. J A M E S G. STRONG, 

House of Representatives, Washington, D. C. 
SIR : I am of the opinion tha t the only workable method of stabilizing prices 

is to operate through the agency of the Federal Reserve Boa rd ; to tha t extent 
I am in agreement with the bill mentioned in your letter of May 21. 

Moreover, I have no criticism to offer against the wording of your amendment. 
Very sincerely yours, 

T. X. CARVER. 

NORTHWESTERN FNIVERSITY, 
Eranston, III, July 29, 1926. 

Hon. J A M E S G. STRONG, 
House of Representatives, Washington, D C. 

DEAR S I R : I have before me the act to amend the act approved December 
23, 1913, known as the Federal reserve act. I am hearti ly in sympathy with 
your efforts to stabilize the purchasing power of the dollar. This is particu
larly important to the American farmer. The stabilization of the dollar is 
essential to the stabilization of the price of land and the stabilization of farm 
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incomes. The sad plight of the farmer at the present time has resulted 
largely from inflation and. deflation of the currency. Farmers have lost ter
rifically due to the deflation of land values; but they have lost even a greater 
amount due to the fact that when farm prices were deflated other prices were 
not deflated in the same degree. It is this latter loss capitalized that makes up 
the larger share of the farmers' loss of capital. The maintenance of a stable 
purchasing power of the dollar should be looked upon as a duty of the Govern
ment and every whit as sacred a duty as the fulfillment of contracts by indi
viduals which involve the payment of money after a lapse of time. I t was 
largely through inflation and deflation that the World War wrecked the Ameri
can farmer; hence I look upon the work you are doing as fundamental and 
most worth while. 

Very truly yours, 
HENRY C. TAYLOR. 

COLUMBIA NATIONAL BANK, 
Kansas City, Mo., August 2, 1926. 

Hon. JAMES G. STRONG, 
Blue Rapids, Kans. 

MY DEAR SIR : I appreciate the opportunity of expressing my views on H. R. 
7895, copy of which I have received with your favor of the 20th ultimo, and 
I am glad to offer the following suggestions: 

In title of the act I would omit the words " a stable unit of measurement of 
value" and would substitute the following: " means for stabilizing, so far 
as is possible, the value of money." My reason for this is that it is not possible, 
through Federal Reserve Board policy or through bank policy, to create a 
unit of measurement of value which would justify the adjective " stable." 
It seems to me that any condition which could properly be called one of 
" stability" would have to be effected automatically. A condition brought 
about by the exercise of business discretion, even along such sound principles 
as you present in your bill, will not be uniform enough to be called " stable." 

For the reasons just stated, I would amend paragraph d of section 14 as 
it reads in your bill by adding after the words " accommodating and" the 
following in parenthesis " (so far as may be)." 

I would insert after the word " stabilize" in section f the words " so far 
as may be." 

In section h I would strike out the words " and the reasons therefor." 
The reasons might be fear of impending war, fear of the impending failure 
of some great bank at home or abroad, or of other disaster. It might be, 
and probably would be, disastrous in the highest degree for such reasons to 
be published. 

On the whole I want to compliment you upon your draft and to say that 
I am very glad indeed that attention is being focused upon the fact that 
money changes rapidly and sometimes violently in value, with disastrous 
results to all kinds of business men, including farmers. Anything that can 
be done to minimize the fluctuations in the value of money will be an economic 
and social gain. 

Very truly yours, 
THORNTON COOKE. 

WASHINGTON, D. C. 
Hon. JAMES G. STRONG, 

' Member of Congress. 
DEAR SIR : In response to your request I can only say that with the purpose 

and principle of your bill I am in thorough sympathy, but I am not an expert 
in details, and therefore can not advise specifically. I suggest that, if you have 
not already done so, you get into communication with the Stable Money Asso
ciation, 104 Fifth Avenue, New York City. 

Very truly yours, 
LOUIS F. POST. 

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



STABILIZATION 1071 
N E W HAVEN, CONN., August 11, 1926. 

Hon. J A M E S G. STRONG, 
Member of Congress, Washington, D. G. 

DEAR S I R : Much to my regret, I do not feel t ha t I have given enough at ten
tion to the proposed currency act amendment to give a valuable reply to your 
inquiry, but i t seems to me t h a t if the clauses which you quote in your favor 
of May 21 could be introduced into the bill they would establish a principle of 
very great value. Believe me, 

Yours very sincerely, 
H E N R Y W. FARNAM. 

T H E MIDLAND NATIONAL B A N K , 
Billings, Mont., August 11, 1926. 

Hon. J A M E S G. STRONG, 
House of Representatives, 

Washington, D. C. 
DEAR S I R : I have read carefully your proposed amendment as reconstructed 

to H. B-. 7895, and in my judgment the proposed draf t of amendment can not 
be improved. I h.ave but one suggested change, and tha t is paragraph 4 of 
section 28. I am still of the opinion tha t i t would perhaps be better to have 
the recommendations to Congress come from some other source than the Fed
era l Reserve Board. Not tha t I doubt the ability or fairness of the reserve 
board, but I do feel t ha t a committee more largely represented by numerous 
interests in the United States would be better. 

Yours very truly, 
L. C. BABCOCK, Vice President. 

FARMERS STATE B A N K , 
Riley, Kans., July SO, 1926. 

Hon. J A M E S G. STRONG, M. C , 

Washington, D. G. 
DEAR SIR : Your let ter 20th re changing the phraseology of amendments H. R. 

7895. 
This makes the amendments more conservative and probably more definite 

in their scope. 
The bill as a whole is a good piece of legislation, and your amendments 

thereto cover a very necessary economic feature. 
The Federal reserve system should act as a balance wheel or regulator when 

contingencies arise. 
I hope tha t research proves this bill practicable. 
I have made some study of economical conditions, and approve of this bill as 

a step in the right direction. 
Very respectfully, 

H. DIEFENDORF, Cashier. 

STATEMENT OF D R . WILLFORD I. KING, ECONOMIST, NATIONAL BUREAU OF 
ECONOMIC RESEARCH, ON H. R. 7895 

Of all political and economic reforms seriously discussed a t present, the 
stabilization of prices is probably the most important . European nations during 
the last decade have furnished us ample proof of the disasters t ha t can be 
wrought by an unstable currency—by price inflation. In Germany, for example, 
we saw the wheels of industry stopped, millions of people forced into dire 
proverty, and thousands dying from starvation or malnutri t ion, all because of 
the failure of the Government to stabilize the price level. Tha t the fault lay 
wholly in this failure was made doubly apparent by the fact that , within a 
few weeks after the mark was again placed upon a gold basis, employment 
was abundant , relative prosperity had returned, and industry was again pursuing 
i ts normal course. 

The events in Germany were duplicated in Poland, Austria, and Russia. 
To-day France stands on the verge of the precipice and no one is wise enough 
to say whether or hot she will escape a fate similar to t h a t of the countries 
jus t mentioned. 
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Americans frequently congratulate themselves on the fact that our country 
has shown more wisdom and has not allowed itself to participate in the almost 
world-wide orgy of inflation. While it must be granted that we have escaped 
such catastrophic effects as those prevailing in the countries first mentioned, 
we should remember that the failure of our own Government to stabilize the 
price level during the years 1914 to 1920 resulted in a wholly unjust transfer 
of wealth from the holders of money and credits to debtors and speculators, 
amounting to not less than $40,000,000,000 of present value.1 Beside robbery 
of this magnitude, the combined total of ordinary burglaries and peculations 
shrinks into insignificance. Had the officials of the Treasury Department 
and the Federal reserve system been familiar with the economic principles 
involved, and had they been instructed as this bill proposes to instruct them, 
to promote stability in the price level, it appears that this enormous injustice 
might for the most part have been prevented. 

While, as before stated, the ill effects of an unstable currency were small 
in the United States as compared with what they were in Europe, they were 
nevertheless sufficient to keep this country in economic chaos for the entire 
period from 1916 to 1922, inclusive. The general discontent, the complaints 
of profiteering, the unrest among the laboring classes, the hardships of pro
fessional people, the industrial collapse of 1920, and the severe depression of 
1921 were, in large part, merely the natural results of the failure to stabilize 
the price level. 

When war broke out and gold began to flow into the United States from 
Europe the Federal reserve system was in its infancy, and the men in control 
thereof were unfamiliar with their duties and did not realize the extent of 
the power at their command. Hence they did little or nothing to offset the 
forces leading to inflation. Only after the damage was done did they take 
any action in the direction of stabilizing the currency. Since that time they 
have been roundly condemned for these belated efforts. Had the Federal 
Reserve Board had definite instructions, as this bill gives, to use all the powers 
of the system for promoting stability in the price level, they would doubtless 
have acted sooner and might have accomplished much in preventing the wild 
boom of 1920 and the crash that followed. 

As the years have passed the Federal reserve banks have built up efficient 
organizations pontaining expert economists and statisticians. The Federal 
Reserve Board has engaged in extensive statistical studies. For these reasons 
the Federal reserve system is at present far better informed than it was in 
1920 as to ways and means that can be effectively used to stabilize the price 
level, and I believe they are now in a position to carry out the provisions of 
this bill with a reasonable degree of success. 

True, there are limits to what the Federal reserve system can do in the way 
of stabilizing the price level. The ultimate determinant of gold prices is the 
cost of producing gold as compared to the cost of producing other commodi
ties. Conditions of gold production might change to such an extent that no 
possible action of the Federal reserve system would be sufficient to keep the 
price level stable. This, however, does not prove that it is unwise to place 
upon the shoulders of the Federal Reserve Board the duty of stabilizing prices. 
The part of wisdom seems to be to give them such instructions. If this bill is 
passed, they will be led to intensify their investigation and experimentation 
in their endeavor to stabilize prices. If the time should come when they find 
such stabilization to be beyond their powers, they will doubtless come before 
Congress and ask for the necessary additional legislation which will enable 
them to carry out their instructions. The principles of such additional legis
lation have already been worked out fully by Prof. Irving Fisher in his book 
on stabilizing the dollar and are no longer mysteries to students of the money 
question. 

I believe that this bill should be passed at once, for I feel that by stabilizing 
the currency the Federal reserve system can render to the people service far 
greater than it can give in any other way. 

(Excerpts from letters received commenting on H. R. 7895:) 
The bill which you have inclosed for my comment I cordially approve. The 

only suggestion that I would make would be in section 28%, where I would 
change the words " the primary " to the words " an important." It seems to me 

1 See article by the present writer appearing in, the American Economic Review for 
December, 1920, entitled " Circulating Credit," for an elaboration of thisi point. 
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that it is hardly the case that " the primary function of the Federal reserve 
system shall be to stabilize the general price level by stabilizing the purchasing 
power of the dollar." I grant, however, that it is a very important function. 
(Jeremiah W. Jenks, president Alexander Hamilton Institute, Astor Place, 

New York City.) 
There is no sound economic principle that is in conflict with the principle of 

stabilization of average wholesale commodity prices. In currency and bank
ing matters this principle must be supreme. All our major difficulties in this 
field have arisen from violation of this maxim. (Garl Strover, counselor at 
law, 133 West Washington Street, Chicago, 111.) 

I am in receipt of your letter of May 21 with reference to your proposed bill 
for the stabilization of the currency. 

I am in hearty accord with its object and I believe it very wise to confine 
the bill, as you have done, to the outline of the object to be attained and giving 
the Federal Reserve Board the broad powers of achieving the thing desired 
without tying its hands with detailed provisions which is so often the mistake 
made in legislation on economic matters. 

I regard the bill as a practical measure capable of attaining the object sought, 
if the Federal Reserve Board is allowed to work out the practical steps un
hurried and without interference from political sources. (N. I. Stone, 42 
Broadway, New York.) 

I know of no opening for progress along economic lines which in any way 
offers the prospects of such large gains as the promotion of stability in the 
purchasing power of the dollar. In its ethical phases it is also a matter of 
far-reaching importance. 

I have devoted a great deal of study to the arguments for and against stabil
ization, and also the various methods which have been proposed for bringing it 
about, and I am glad to have the opportunity of indorsing, as a first step in this 
direction, a ^measure which seems to me so thoroughly sound. (Hudson B. 
Hastings, Yale University.) 

Your letter of May 21 containing suggested phraseology of proposed amend
ments to the Federal reserve act I received this morning. Th idea is excellent. 
I am delighted both with the provisions and with the form of statement. A 
few years ago I would scarcely have dared hope that legislation like this could 
have a chance for serious consideration so soon. The reform is economically 
most important. I congratulate you on the bill and hope for its early passage. 
(Harry Gunnison Brown, University of Missouri, Columbia, Mo.) 

One detail of your proposal strikes me as a very constructive piece of work. 
This is the proposed detailed and exhaustive study of plans, methods, devices, 
and means to bring about the complete stabilization of the dollar. A study of 
this character would have untold consequences for the good of the Nation. 
(Chapin Hoskins, managing editor Factory A. W. Shaw Co., Chicago, 111.) 

In reply to your letter of May 21, I wish to say that I feel that you are en
tirely right in desiring to revise the Federal reserve act, so that there can be 
no doubt as to its being the function of the Federal Reserve Board to stabilize 
the purchasing power of the dollar. 

It is my opinion that the disasters to agriculture following the World War 
grew almost wholly out of inflation and deflation of the currency. The main
tenance of a stable currency should be looked upon as a duty of the Govern
ment—no less sacred than is the duty of the individual to fulfill his contract 
which involves the payment of money after a lapse of time. There is some
thing far from perfection in a government whose machinery is used for the 
enforcement of debt payment after the lapse of time and which itself exercises 
a big hand in changing the significance of the contract through inflation or 
deflation. 

The time is past for using the " can't be done " argument in this matter— 
it can be done! 

Wishing you success in your undertaking. (H. C. Taylor, secretary Institute 
for Research in Land Economics and Public Utilities, Evanston, 111.) 

I was very glad to notice that you had taken up the question of extending 
the charter of the Federal reserve banks, and of making some changes in the 
original law. I have followed, in a general way, the testimony before your 
committee, and found it very valuable and interesting. 

As I was in the dry-goods business for about 40 years and am now interested 
in banks, I have had some experience with this overexpansion and contraction 
of credit and its effort on prices and business in general. 
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I think you and your committee are doing excellent work for the benefit of all 
the people. (John V. Farwell, president John V. Farwell Co., 208 South La Salle 
Street, Chicago, 111.) 

I am glad to be informed of your proposed phraseology and like it very much. 
I am not a specialist on currency matters, but, from my general knowledge 
of the subject, I should say that you had emphasized the point which most 
needed attention, and had provided adequate safeguards against any possible 
misuse of the powers of the board in promoting stabilization. (Arthur T. 
Hadley, president emeritus of Yale University, 93 Whitney Avenue, New 
Haven, Conn.) 

In conclusion I wish to express my sympathy with the work you have done 
in this connection. You have enlisted unusually sound influence and advice. 

With every good wish for your splendid work. (Harry G. Guthmann, 5757 
University Avenue, Chicago, 111.) 

Allow me to congratulate you most heartily upon the good work you are 
doing for stabilization. (W. I. King, secretary-treasurer, American Statistical 
Association, 474 West Twenty-fourth Street, New York City, N. Y.) 

It is generally recognized that one of the crying needs of the day is some 
means o£ stabilizing the dollar's buying power. Your bill, if enacted into law 
and its provisions carried out by the Federal Reserve Board, ought in my 
judgment go a long way toward bringing about such a result. Your measure 
puts the matter squarely up to the Federal reserve system, where it belongs. 
(Chas. A. Bell, United States Bureau of Labor Statistics, United States De
partment of Labor, Washington, D. C.) 

I am heartily in sympathy with your proposal to empower the Federal 
Reserve Board and all the banks and agencies under its control and supervision 
to act as a stabilizer of prices and of business. (Royal Meeker, Carleton 
College, Northfield, Minn., former Commissioner of the United States Bureau of 
Labor Statistics.) 

I think the purpose to be obtained is very meritorious. Whether or not 
it can be accomplished through efforts of the Federal Reserve Board, I do 
not know, but I am disposed to give encouragement to any effort looking in 
that direction. (Murray S. Wildman, Stanford University, California, Depart
ment of Economics.) 

The CHAIRMAN. I would like to say, in connection with the letter 
that has just been read from Vice Governor Piatt , of the Federal 
Reserve Board, that the chairman of the committee has not sub
mitted the Strong resolution formally to the board because of the 
fact that certain members of the board have appeared before this 
committee, and before these hearings are closed it is hoped that other 
members of the Federal Reserve Board will appear before the com
mittee and make statements on this subject, after which, and when 
the bill has been drafted in final shape, as has been suggested here 
by Mr. Strong it would be, I have no doubt that the matter will be 
submitted formally to the board for their opinion. 

We have before the committee this morning, Dr. John R. Com
mons, professor of economics of the University of Wisconsin, a 
former president of the American Economic Association, and an 
author of note on economic questions. 

Now, Doctor Commons, we would be very glad to hear you on the 
subject of this bill. 

STATEMENT OF DR. JOHN R. COMMONS, UNIVERSITY OF 
WISCONSIN 

Doctor COMMONS. Mr. Chairman and gentlemen, I am not an expert 
in banking. My interest is mainly in labor. I became acquainted 
with the evils due to the fluctuation of prices in 1919, and have been 
following it up since that time, making such acquaintance as I could 
with bankers, especially with people at the Federal reserve bank ii> 
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New York and at the Federal Eeserve Board, and interviewing 
bankers in different parts of the country. 

Now, the interest that affected me with reference to labor was 
shown by one or two incidents that I came across. 

In the summer of 1919 I was studying the labor market in New 
York, especially in the clothing industry, and I got together represen
tatives of employers and the employees, the trade union, to verify the 
facts regarding wages. To give you one illustration: I found that 
one presser, who does finishing work on a coat, was being paid $125 
a week in 1919. The union scale was $50 a week. The union had 
adopted a rule that no member could accept more than $50. The 
employers were in such keen competition with each other that they 
not only boosted the wages away above the union scale, but they 
adopted all kinds of methods to prevent the union from enforcing 
its rule. The union had a committee to arrest its members and 
penalize them by taking over to the union all that they might get in 
wages in excess of the union scale of $50. The employers secreted 
these laborers so that when the union committee came they could 
not find them. In other words, here was a mechanic who prior to 
the organization of the union was working for $25 a week. By 
union agreement with the employers he was working for $50 a week, 
yet, owing to this tremedous inflation the employers were pulling 
against each other and were pulling against the union and put the 
wages up to $125 a week. Within a year after that time that laborer 
was on the street unemployed without any wages. 

Now, another illutsation. In Cleveland, Ohio, I found this fact: 
In the summer of 1919 I had two instances given to me by Colonel 
Ayres, vice president of the Cleveland Trust Co., two instances where 
truck drivers upon the streets of Cleveland having accidents—an axle 
broken or something like that, a tire injured on the streets—didn't 
stop to get any repairs done; they simply deserted their trucks on 
the street and went and got a job with some competing firm, immedi
ately got a job; there was such a demand for them. Within a year 
these truck drivers were idle due to the unemployment. 

So this fluctuation of prices, from the labor standpoint, I con
sider the most serious of the evils that affect labor in this country. 
I t , first, by this inflation of prices, demoralizes labor; they lose all 
sense of responsibility for their jobs. Then in the deflation it pauper
izes them. So, we have an alternation of demoralization and pauperi
zation which affects our labor class owing only to this fluctuation of 
prices. 

Now, another thing I would like to remind you of, that you doubt
less are familiar with, and that is that in the first draft of the Fed
eral reserve act, the bill as it came from the Senate contained certain 
instructions to the Federal Eeserve Board as to how it should use 
its powers. Thert were two instructions. I t was to use its powers, 
all its powers which were granted by Congress, to " accommodate 
business and commerce "; and there was another clause, " to stabilize 
the general price level." That was the form in which the bill came 
from the Senate. 

Both instructions were in the original House and Senate bills, but 
the instruction, to " stabilize the general price level" was struck out 
by the House, so that the bill as it came from Congress gave only this 
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instruction " to accommodate commerce and business," as a guide to 
the Federal Reserve Board. This is to say, the only guide or legis
lative rule laid down to guide the conduct of the Federal reserve 
system was " to accommodate commerce and business." 

Now, I submit that there is no other administrative body created 
by Congress that has been given such unlimited, and indifinite 
instructions, simply " to accommodate commerce and business." 
Take any of the regulations which the Congress has placed upon 
administrative officials or bodies. Take the tariff, for example. 
The President is given authority to change the tariff under certain 
circumstances, but he is given a very definite rule. He must make 
a finding of fact; namely, that a foreign country is practicing a 
dumping process; and when he finds that a foreign country is 
practicing a dumping process, which must be based upon his in
vestigation and statement of an ascertained fact, than he has the 
authority to change the tariff to meet that dumping practice. 

Then take all the other commissions, and administrative bodies, 
which you have created. I think you will find that Congress has 
laid down some standard—the Interstate Commerce Commission, the 
Federal Trade Commission—there have been some standards of 
reasonableness and right administrative authority that they are 
expected to adhere to. But here is a system and a board to whom 
you may have given practically no standards at all, because u to 
accommodate business and commerce " means nothing at all. 

Now, to give you a practical application of the results of that : 
I refer to this proposed bill. There are two sections. The Federal 
Reserve Board and the Federal reserve banks, by which I mean the 
Federal reserve system, which will include the member banks, they 
are instructed to stabilize so far as may be the purchasing power of 
the dollar in terms of commodities in general. Then the bill goes 
on and says that when any decision is made by a Federal reserve 
bank or by any of the authorities that has an effect on the price level, 
" such decision and the reasons therefore shall be published im
mediately, and minority opinions of those dissenting from such 
decision or reasons shall be published simultaneously." Then there 
is provision that in case the public shall be injured—I suppose it 
refers to a state of war—the Governor of the Federal Reserve Board 
may withhold publication. 

I am going to illustrate how that is desirable by citing what might 
have happened in 1919 and 1920, if we had had such a provision in 
the law at that time. 

The CHAIRMAN. Before you do that, let me get it perfectly clear 
that you are now discussing the Strong Bill, H. R. 7895. 

Doctor COMMONS. Yes. That ought to go in the record. I have 
been reading from the third revision of January 30, 1927, of H. R. 
7895, Sixty-ninth Congress, first session. 

Supposing that prior to 1919 we had had those two provisions in 
the Federal reserve act, first, instructions to stabilize the price 
level so far as may be, and second, to give their reasons for their 
decisions and the minority reasons. What I wish to say to you 
was learned by me in confidence from a member of the Federal 
Reserve Board. I , of course, will not give his name. He and 
another member of the Federal Reserve Board in 1919 and 1920 
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understood what the Federal reserve system were doing; they were 
inflating prices and were going to bring about a terific rise of prices. 
They knew it. They were economists enough to know the conse
quences of what they were doing. 

They protested in a meeting of the Federal Reserve Board against 
what was being done by the Federal Reserve Board at that time, 
knowing the consequences that would follow. They considered for 
a time whether it would not be better for them to offer their resigna
tions and then give their reasons to the public for resigning. They 
finally agreed to go along with the system, the majority, and simply 
to file their reasons in the records of the board, so that, in case the 
question was raised after their death, their records would be clear. 
That is what they did, I understand. If there had been in the law 
some provision for publishing the reasons of the members of the 
board this situation might have been avoided and that great inflation 
prevented. 

Of course, there was another obstacle to freedom of action, the 
Overman Act, which put the Federal reserve system under the 
domination of the Executive; but a complete ventilation of the situa
tion in published reports of the reasons given for the decisions taken 
must have resulted in sounder action at that time. 

At any rate, the inflation went on; as you will see by my chart 
there, on which I have indicated the wholesale price level—I have 
some reproductions of that chart that I would like the members of 
the committee to have 

The CHAIRMAN. I think inasmuch as you are referring to the chart, 
which appears on the wall, I am going to suggest that the chart be 
placed in the record at this point. 

Doctor COMMONS. Will it be satisfactory if I place this reproduc
tion of it in the record ? 

The CHAIRMAN. Yes. 
(The chart referred to is as follows:) 

E X H I B I T 1 
2 4 7 

1919 1920 192! 3922 9923 1 9 2 * 1925 I 9 2 e 
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Doctor COMMONS. May I have this marked as an exhibit ? 
The CHAIRMAN. I t will be marked as " Exhibit 1 " in the record. 
(The chart referred to was marked " Exhibit 1.") 
Doctor COMMONS. I should like to direct your attention to the 

curve on this chart marked " Wholesale prices." I shall have a good 
deal to say, if you will allow me, a little later, as to how that curve 
is constructed; but in general that curve shows the general price level 
as indicated by the Department of Labor, calculated on the average 
of some 404 commodities. I t is an average of price changes, using 
the year 1913 as a base, calling the prices of 1913 " 100," so that when 
the general average of all prices moves up or down the new level is: 
indicated as a percentage of 100, " 100 " referring back to the year 
1913. 

Thus, by May, 1920, the general level of prices had risen to 247. 
That was 147 per cent higher than it was in 1913. Then there was. 
a deflation which started in 1920, and at the end of 1921 the price 
level had reached 138. That was 38 per cent above the pre-war 
(1913) level, whereas in June it was 147 per cent above the pre-war 
(1913) level. I t moved up rapidly in 1922 from 138 to 155. 

The CHAIRMAN. Speaking now of the wholesale prices ? 
Doctor COMMONS. The wholesale price level of the Department of 

Labor, the average of 404 commodities weighted according to their 
relative importance in commerce. 

You notice a very rapid inflation started at the beginning of 1922, 
and by May, 1922, the price level had reached 155; it had gone up 
from 138 to 155. That was 18 points, an inflation of 12 per cent plus. 
You will notice that the rise stopped at that point for a while, but 
later it continued until March, 1923, when the price level stood at 
158. 

At that time deflation occurred, and deflation continued until 
July, 1924—June and July—until the price level had reached 145, 
or only 45 per cent above the pre-war level. Then another inflation 
started. From 145 in February or March, 1925, to 161, a change 
from 145 to 161, which would be 15 points or about 11 per cent. 
These are the Department of Labor figures. 

A deflation started in February, 1925, and the price level moved 
down until—if my last figures are correct—it got from 161 to 
below 150. 

Mr. CANFIELD. When did it get to 150? 
Doctor COMMONS. In November of 1926. The Department of 

Labor figures come out a little late. 
Now, you will notice three inflations and deflations which the 

Federal reserve system has conducted. I t conducted an inflation 
here 

The CHAIRMAN. That is to say, in 1919 and 1920? 
Doctor COMMONS. Yes; in 1919 and 1920 it conducted an inflation, 

the price level going up to 247. In the latter part of 1920 up to 
the end of 1921 it conducted a deflation—from 247 down to 138. 
I n 1922 up to May, 1923, it conducted an inflation from 138 to 158. 
From May, 1923, to July, 1924, it conducted a deflation from 158 
to 145. From June and July, 1924, to February or March, 1925, iti 
conducted an inflation from 145 to 161, and then it conducted a 
deflation from 161 down to below 150. 
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The CHAIRMAN. Won't you explain to the committee, Doctor, how* 
they conducted that campaign? 

Doctor COMMONS. That is my whole proposition—to explain how 
that occurred. 

Mr. STEAGALL. Let me interrupt you for half a minute. 1 didn't 
get all you have said. You are speaking of " i t ." Who do mean 
by " i t " ? 

Doctor COMMONS. The Federal reserve system, comprising the Fed
eral Reserve Board, the Federal reserve banks, and the ten thousand 
or more member banks. 

Mr. STEAGALL. I didn't mean to interrupt you. 
Dr. COMMONS. I am laying out the picture. Later I propose to 

show how each of these inflations and deflations was conducted, to 
show the instruments which they used in their operations. 

I want also to say that this showing depends considerably on the 
way in which the index number is composed. If I had added to 
wholesale prices such things as wages, rents, retail prices—if they 
had been included—the result would be a somewhat different curve. 
I shall explain that a little later. But I consider this is the key 
to the whole situation—the general level of wholesale prices. 

Now, the inflation and deflation preceeding 1921 had better not 
be considered in this connection, except as indicating how tremen
dous is the power of the Federal reserve system to inflate and de
press prices. The managers of the system were affected so by the 
war policy and the policy of the Treasury and the Executive under 
the Overman Act, that it is not proper to say that the Federal reserve 
system as such was af liberty to regulate the price level as it saw fit. 
I t will say that not until 1921 was the Federal reserve system 
liberated from control by the Treasury Department and on a basis 
of ample gold reserve so that not until 1921 were they perfectly free 
of the influence of the Treasury Department and on a basis to use 
their own discretion. 

The CHAIRMAN. I hope, Doctor, that when you make your expla
nations you will show how the influence of the Treasury was exerted. 

Mr. STEVENSON. That brings up this question right here, which I 
would like to ask: Did the Treasury Department dominate the 
course in 1920, when that tremendous deflation occurred ? 

Doctor COMMONS. N O ; only indirectly. I t was a product of a 
previous inflation. In order to sell Victory bonds at a low rate of 
interest the Treasury kept interest rates low and thus caused the 
inflation. 

Mr. STEVENSON. I wasn't speaking about inflation. I was speak
ing about the deflation that occurred in the latter part of 1920 and 
1921. 

Doctor COMMONS. The deflation was a by-product of the previous 
inflation. 

Mr. STEVENSON. YOU think that was just a collapse from inflation? 
Doctor COMMONS. If you have one of these inflations, the chances 

always are that you will have a deflation; the psychology, the gold 
reserve, and numerous factors tend to this end. The object of sta
bilizing the price level is to prevent inflation in order to head off 
deflation. 
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Mr. STEAGALL. Well, your statement suggests that the rule does not 
work both ways. If deflation inevitably follows inflation, then what 
we want is simply to prevent inflation. Is that your view? 

Doctor COMMONS. Not entirely. I intend to show you gentlemen 
that the Federal reserve system controls the demand for credit and 
the supply of credit and the price of credit; that it can, by con
trolling those three elements, which make up all that goes to consti
tute the price level, inflate or deflate to any degree which they may 
decide 

Mr. STEAGALL. I am in hearty accord, so far as I know, with your 
statement in that respect, but a moment ago you said that you 
would get away from the 1920 and 1921 variations in the price level 
because of the fact that the Treasury controlled the Federal reserve 
system in conducting the finances of the war, and that that brought 
about the inflation. 

Doctor COMMONS. Yes. 
Mr. STEAGALL. And that the deflation of 1920 and 1921 was a 

product of the previous inflation. 
Doctor COMMONS. Yes. 
Mr. STEAGALL. NOW, what I am asking you is this, if it is true 

that the rule works both ways—if deflation follows inflation—then 
you remedy the whole situation if you prevent inflation, don't you? 
But I understand you to say now that the Federal reserve system 
has the power, or those controlling the Federal serve system, to 
bring inflation or deflation. Is that right ? 

Doctor COMMONS. With certain limitations. This inflation in 1919 
and 1920 had reduced the gold-reserve ratio down to the legal limit, 
practically 40 per cent, so that they felt they had no discretion, and 
they feared further exports of gold and felt they must start a defla
tion in order to protect the gold-reserve ratio. 

Mr. STEAGALL. That had not gone beyond the legal limit? 
Doctor COMMONS. NO ; but it threatened to, and there were great 

quantities of gold being exported. 
Mr. STEAGALL. Couldn't that price level have stood there as well 

as to go down ? 
Doctor COMMONS. I will say this : That if they had known as much 

in 1920 as they learned in 1922 and 1923, they could have kept the 
price level at pretty near where it stood in 1920. They have learned 
by experience—and that is what I propose now to show—they learned 
by experience to know the power which they had, which they didn't 
know then. 

Mr. BRAND. May I ask a question without interrupting you very 
much? 

Doctor COMMONS. Yes. 
Mr. BRAND. Isn't it true that they have the power by the adop

tion of a certain policy to inflate or deflate prices of any of these 
products ? 

Doctor COMMONS. The average of all products. They can affect 
particular prices only by means of individual loans. What I am 
going to develop is something much more fundamental. 

Mr. BRAND. Can they by adopting a certain policy, for instance, 
inflate or deflate the prices of corn, cotton, and wheat ? 

Doctor COMMONS. Only as it contributes to the general average 
of the 400 commodities. 

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



STABILIZATION 1081 

Mr. BRAND. Well, the Secretary of Agriculture, testifying before 
this committee, at one time answered that question in the affirmative. 
He said they could. Governor Strong was present at the time and 
he vehemently denied it. Now, what is your judgment? 

Doctor COMMONS. I agree with Governor Strong. I shall take 
that matter up a little later, if you will allow me. They have power 
to control the total volume of credit, but they don't have power as 
a system to control its distribution amongst the different commodities. 

Mr. BRAND. I am not talking about that ; I am talking about in
creasing or deflating the prices of farmers' products. That is what 
I had in mind. I want your judgment on that. 

Doctor COMMONS. I will answer that fully and completely; their 
greatest power is to control the general price level. The individual 
banks can, of course, affect prices of specific commodities by with
holding loans to producers but that is rather another question. 

Mr. STEAGALL. Before you leave that, I have just one other word. 
You would not say that the deflation in 1920 and 1921 was not in 
any measure traceable to the policies of those controlling the Federal 
reserve system? 

Doctor COMMONS. Pu t it this way: When the gold reserve was 
down to 40 they felt that they had no discretion as to the policy 
that they would follow. So, when I say that deflation inevitably 
follows, I mean that they felt they were compelled to adopt a 
policy 

Mr STEAGALL. When they approached the limit of 40 per cent gold 
reserve, they simply could have permitted it to have remained right 
there, they could have stopped right there if they saw fit ? 

Doctor COMMONS. They could have if there had not been that 
great gold export movement in process. 

Mr. STEAGALL. But what they did was to turn around and deflate ? 
Doctor COMMONS. Yes; and they deflated too fast and too much 

because they had not learned their lesson. 
Mr. STEVENSON. The interest rate which was imposed by the Fed

eral Reserve Board would certainly have tended to bring some 
deflation ? 

Doctor COMMONS. Yes; put it this way: If they had known what 
they learned in 1922 and 1923, they could have stopped that deflation 
before it got down to 138. They could have stopped it, say, at 175 
or 160. 

Mr. STEAGALL. I don't feel that the deflation of 1920 inevitably 
followed the inflation of 1919. I think that the tightening up proc
esses turned on by the Federal reserve system had its part in the 
deflation that followed. I am going back to the facts; I am not 
finding fault with anybody. I think the trouble with them was that 
they didn't know as much then as they did afterwards. We were 
dealing with unusual conditions. We didn't have the experience 
that we have got now. But I have always been sure in my own mind 
that some of that deflation came from the policies 

The CHAIRMAN. This is all very interesting, but Doctor Commons's 
time is limited and the time of the committee is limited. You are 
making a very interesting statement, but I would suggest that we 
all make notes and ask our questions after Doctor Commons finishes 
his statement. If it is agreeable to the committee, I think we will get 

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



1082 STABILIZATION 

a better statement from Doctor Commons and will not take up so 
much of his time with questions. 

Mr. STEAGALL. That will be all right. 
Doctor COMMONS. Coming back, now, I propose, gentlemen, to 

explain the operations of 1922 and 1923 whereby they learned their 
economic power to control. You will notice this line " H " on the 
chart, Exhibit 1, marked " Security," which indicates the Govern
ment securities held by the Federal reserve banks, had not changed 
very much during the years 1919-1921, but that beginning in the fall 
of 1921 and running up to May, 1922, it rose, indicating they in
creased their holdings of Government securities $400,000,000. Now, 
that was done in complete ignorance of the economic effect of what 
they were doing. I think nobody in the reserve system—and I have 
been advised by those people—nobody knew what would be the effect 
of that purchase of securities. In the first place, the purchase was 
made independently by the 12 reserve banks. They did it for this 
reason: That their earning assets were falling off. This line " E " 
shows the rediscounts and acceptances or the total borrowings by 
member banks of the 12 Federal reserve banks. That had fallen off 
tremendously during 1920 and 1921. This reduction of loans, of 
course, reduced the earning assets of the reserve banks so they had 
very little earning assets left, and they began to worry about meeting 
their expenses. 

I t would naturally occur to them, how can we increase our assets 
so we get something that will bring an income to us? So with
out any concerted action at all they individually, as 12 banks, went 
out and invested by buying Government securities,, so that they would 
have larger earning assets. As bankers, that seemed good sense. 

Now, what was the effect of that? First, they found that instead 
of increasing their earning assets they tended to reduce their earn
ing assets by doing that. This light line " G," Exhibit 1, shows the 
total earning assets of the 12 Federal reserve banks. You will notice 
that although the banks purchased four hundred millions of Gov
ernment securities (line " H ") 

The CHAIRMAN. In 1922? 
Doctor COMMONS. Late in 1921 up to May, 1922, that the member 

banks reduced their borrowings—the " rediscount line D "—by an 
amount greater than the increase in the holdings of Government 
securities; so that the total earning assets of the reserve banks ac
tually declined. They found they could not earn money, they could 
not earn profits, by buying Government securities. Their earning 
assets diminished. 

Why did the member banks reduce their borrowings when the 
reserve banks started out to buy securities? Now, you will notice, 
following those lines through, that that has proven to be a rule 
every time. When the reserve banks sell securities, as you will see 
by the line " H," the member banks begin borrowing. 

The CHAIRMAN. YOU mean the 12 Federal reserve banks ? 
Doctor COMMONS. I mean when the 12 Federal reserve banks buy 

Government securities the member banks pay off their loans. When 
they sell securities—in 1922 they sold four hundred millions of 
securities—beginning in May, 1922, up to July, 1923, they sold four 
hundred millions of Government securities, and that forced the mem-
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ber banks to come and rediscount. During that same period the 
member banks increased their borrowings $500,000,000. So their 
earning assets remained about the same, but their composition 
changed enormously. 

Mr. STEAGALL. May I interrupt you for one question there ? 
Doctor COMMONS. Yes. 
Mr. STEAGALL. Are you sure which one of those 
Doctor COMMONS. Was cause and effect? 
Mr. STEAGALL. Was cause and effect? You have stated it better 

than I could-have done. Which one was cause and which one was 
effect? Are you sure of that? 

Doctor COMMONS. I am sure that this "Securi t ies" (line " H " ) 
was cause, and this "Rediscounts" (line " E " ) was effect [indi
cating] . 

Mr. STEVENSON. I t is perfectly patent that when the Federal 
reserve bank is buying a lot of these securities the money that is 
going for most of the bonds will be deposited in the member banks 
and that increases the capacity of the member banks. On the other 
hand, when the Federal reserve bank begins selling the securities 
they are drawing money out of the member banks, and that causes 
them to rediscount. Isn't that the reason ? 

Doctor COMMONS. That is a summary of it. I was going into the 
.•details. 

The CHAIRMAN. I want to call your attention to the fact that the 
line " E " is not clearly defined here. 

Doctor COMMONS. That is the " Rediscounts " line. 
The CHAIRMAN. I understand that line shows the rediscounts of 

the member banks ? 
Doctor COMMONS. Yes, sir. 
The CHAIRMAN. What is this fifth line, " D " ? 
Doctor COMMONS. That fourth line is the total earning assets; 

that is, the total of the " Securities " and " Rediscounts." You should 
follow the curve of that line. That will give the borrowings of mem
ber banks at the Federal reserve bank plus the holding of securi
ties. Notice these two together. The reserve banks start in 1923 and 
buy Government securities during the period up until October, 1924, 
when they had increased their holdings four hundred and ninety mil
lions of Government securities. During that same period the mem
ber banks paid off their indebtedness to the Federal reserve banks 
&nd reduced their indebtedness by over $500,000,000, so the " Total 
earnings assets " declined. I should say that the decline is explained 
largely by the imports of gold. Taking the imports of gold and the 
increase of securities, the member banks reduced their indebtedness 
to the reserve banks—the 10,000 member banks reduced their indebt
edness to the reserve banks by about $800,000,000. 

The CHAIRMAN. When you refer to the purchase of Government 
securities, what class of securities do you mean ? 

Doctor COMMONS. Usually short-term securities is what they in
vest in mostly. I think they are two-year certificates. 

The CHAIRMAN. Treasury certificates of indebtedness? 
Doctor COMMONS. Treasury certificates. 
Now, beginning in October, 1924, the reserve banks began selling 

securities. Notice that they stopped purchasing and began selling 
them in 1924; and notice that the " Rediscounts" line rose a fewr 
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figures at that point. I should say that these figures are taken 
largely from Governor Strong's testimony before this committee, 
which I have gone through very carefully. 

Mr. LUCE. But there is no such coordination since November, 1924, 
as there was in that period from 1922. 

Doctor COMMONS. NO. 
Mr. LUCE. HOW do you explain that? 
Doctor COMMONS. I will explain that later—I think I can explain 

it all on the basis of gold imports publicity and "working rules." 
Now, let us notice the effects here in 1922. I will turn to the 

point made by the gentleman. What causes them to reduce their 
borrowings, what causes the member banks to reduce their borrow
ings when the Federal reserve banks buy securities? Notice how it 
was accomplished. The Federal reserve banks have, we will say, 
large gold reserves and low earning assets. They want to buy upon 
the open market four hundred millions of Government securities 
from the brokers. They purchase those four hundred millions of 
securities by simply drawing checks—cashiers' checks upon them
selves, and they pay those checks over to the brokers from whom 
they buy the securities. If they buy a million dollars in securities 
from a broker, that means that they have paid that broker a check 
drawn upon themselves for a million dollars. 

Now, what does the broker do with it ? The broker deposits that 
check at once in a member bank, which in turn deposits it in a 
reserve bank. That augments the reserve of that member bank at 
the Federal reserve bank by a million dollars. Now, in general, 
every dollar of reserve that a member bank has in the form of a 
credit at the Federal reserve bank enables that member bank—or 
rather enables the system—to increase its demand liabilities to its 
depositors eight dollars, eight or nine dollars, and its time lia
bilities by much more—three times as much. This is shown by this 
figure here. 

The CHAIRMAN. The demand deposits? 
Doctor COMMONS. The "Demand Deposits" (line B ) . Here we 

have a study of what that means. I will tell you how that is accom
plished. 

The CHAIRMAN. Doctor, before you finish, will you tell us where 
the broker gets the securities which he sells ? 

Doctor COMMONS. He gets them from the general public on the 
open market. The brokers get them from customers who are willing 
to sell them. 

The CHAIRMAN. The point I am trying to get at is, that they might 
be purchased from the member banks? 

Doctor COMMONS. Yes, it might be from the member banks. That 
would make the transaction a little simpler but the effect would be 
just the same. They go out and buy them. I t may be from the 
member banks or from the public. In other words, when the mem
ber bank holds a million dollars of Government securities in its 
vaults, that is not a reserve on which it can lend anything; but if 
it can turn a million dollars worth of securities over to its Federal 
reserve bank, then it has augmented its reserve at the Federal reserve 
system a million dollars, and consequently it, or rather the system, 
can increase its lending ability to the public eight or more times* 
as much, or eight or more million dollars. 
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Mr. STEVENSON. Well, I don't understand, Professor, the difference 
between the Federal reserve bank buying Government securities 
from a member bank and buying in the open market. I don't under
stand. 

Doctor COMMONS. There is no difference. I t would have the same 
effect. They are not buying acceptance on their own initiative. 
They did for a while, but I believe they are not doing much of that 
on their own initiative now. They fix a rate at which they will buy 
acceptances and then leave it to the public to see to them at that rate. 
But with Treasury certificates it is different. There they act on their 
own initiative. 

Mr. STEVENSON. But the effect would be the same? 
Doctor COMMONS. Yes, in the case of the securities, they recently 

adopted a policy of buying and selling on their own initiative and not 
waiting for member banks to rediscount. 

Mr. STEVENSON. Don't the Federal reserve banks, especially in 
New York and other great centers like that, show in their statements 
every week that they own so much, that they have bought so much 
of these acceptances that they are allowed to buy in the open market % 

Doctor COMMONS. The reserve banks? 
Mr. STEVENSON. The Federal reserve banks. 
Doctor COMMONS. Yes. 
Mr. STEVENSON. When they do that, they turn the money loose and 

it comes into each one of the member banks just the same as if they 
had bought Government bonds? 

Doctor COMMONS. Yes. The way I have drawn my figures, this 
purchase of acceptances will appear as a part of the rediscounts here 
(line " E " ) . On this chart this line " H " of " Securities," depends 
solely upon the initiative of the Federal reserve banks; this line " E " 
of " Eediscounts " depends upon the initiative of the member banks. 

The CHAIRMAN. The line " H," marked " Securities," shows the 
investments held by the 12 Federal reserve banks ? 

Doctor COMMONS. Yes; purchased on their own initiative. 
The CHAIRMAN. And the line " E " above—" Rediscounts "—shows 

rediscounts of the member banks with the Federal reserve banks? 
Doctor COMMONS. Yes; loans to member banks, amounts borrowed 

on the initiative of the member banks. Both of them show earning 
assets of the Federal reserve banks. The two make up the total of 
their earning assets. 

The CHAIRMAN. Yes. 
Doctor COMMONS. Well, now, let us see what happens here. I 

have a light line " G " here which shows the total of the " member 
bank reserves." I am talking of assets now; I am turning now to 
what is the effect of open market transactions on the member banks. 
I have a light line " G " which shows the member banks' credit 
reserves at the 12 Federal reserve banks. 

Due to these operations of the reserve banks, the total member bank 
reserves, that is, their credit balances at the Federal reserve banks, 
increased $200,000,000 during this period from the beginning of 
1922 to the end of 1922. The member bank reserves at the Federal 
reserve banks, upon which they can lend to the public, if they 
wish, about eight times as much, increased $200,000,000. About 
this time the demand deposits of the member banks, indicated by the 
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line " B " which represent their indebtness to the public, increased 
$1,800,000,000, from $13,500,000,000 to $15,300,000,000. In other 
words, by augmenting the member banks' reserves $200,000,000, the 
volume of money in the country was increased $1,800,000,000, eight 
or nine times as much. I have that figured out. If it is necessary 
to give it, I have it figured out. I t is not always the same, but it is 
about that. 

Now, let me call your attention to an important matter which is 
sometimes overlooked. In the construction of this " Demand De
posits " line " B " I have eliminated time deposits. Notice that I 
have eliminated time deposits. I have done that because time de
posits, which have increased enormously, I do not look upon as 
money. Time deposits go into investments—into bonds, mortagesy 
and investments—that is, time deposits. Demand deposits are the 
only money which we have. That " Demand Deposits " line " B " 
is the curve which really shows our money supply. I t is very im
portant, as I figure it, to have the curve show the demand deposits 
only—eliminating time deposits. 

Now, I did plan to have another curve in there, which I am not 
bothering you with now. I did plan to have the velocity curve 
there, a curve showing how rapidly those demand deposits turned 
over, because while there are from thirteen to eighteen billions of 
demand deposits, those deposits are created every few days and 
destroyed every few days. 

The CHAIRMAN. YOU are speaking now of the period from 1922 
to the end of 1926? 

Doctor COMMONS. Yes. 
The CHAIRMAN. From thirteen to nineteen billions ? 
Doctor COMMONS. That is what we call the velocity. There is not 

a constant quantity of money outstanding; there is a continuous 
stream of new quantity of notes and demands creating a new quan
tity of demand deposits; and the average seems to run this way. 
In the course of 52 weeks that total volume will turn over on the 
average every 10 or 12 days. So that the total amount of money 
which is used and created by the banks during the year would be— 
suppose you take seventeen billion and multiply it hy twenty-six. 
That would be something like four hundred and fifty billions of 
money newly created and newly destroyed, cancelled each week. 
Now, that is what we call " velocity." 

Now, I wish I had put the velocity curve in here in order to show 
the full effect of this. But there is a changing velocity. Usually 
in a time of rising prices the velocity increases; there is more 
money created and destroyed and it turns over more rapidly be
cause prices rise and the volume of production rises and velocity 
increases. If I had the velocity curve shown there, I might show 
the combined effect of increased demand deposits and increased 
velocity and their combined relation to wholesale price levels. That 
is another important point that counts velocity of circulation. 

Now, let us see the next effect. I have shown that the purchase 
of these securities causes the member banks to get out of debt to 
the Keserve banks. Now, when they get out of debt, what do they 
do? They then are more free to lend money. Of course, their 
loans to the public would create these demand liabilities against 
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themselves " demand deposits " ; but notice the effect on the interest 
rate charged to business men. During that period 1922-3-4, while 
the Eeserve banks were buying securities to the amount of four 
hundred and forty million, the rate of interest on commercial paper 
shown on Exhibit 1, as "Commercial Paper Rate N. Y., line C," 
—I am taking it at the New York market—declined from a little 
over 5 per cent down to a little over 4 per cent. In other words, the 
rate to the general public declined one per cent, which is a 20 per 
cent decline in the interest rate, from 5 per cent to 4 per cent. 
That is 20 per cent decline in the interest rate. The banks had 
more money to lend; they had larger reserves; and so they were 
willing to lend at lower rates of interest. 

Now, notice the next point—and this is quite important, with 
reference to many of the arguments which I hear which go to indi
cate that the reserve system has no power over the money market. 
I t is said that the reserve system can not, by the use of its powers, 
by changing its discount rate, can not control the market; that it 
must follow the market, that it is the demands of business men 
which create the rate of interest and the rediscount rate. Now, 
notice what happens. I t is quite true that the Federal reserve 
system follows the market or that the rediscount rate, follows the 
commercial paper rate. Notice that in all cases the Federal reserve 
rediscount rate has followed the commercial paper rate, (lines F 
and C, Exhibit 1). 

The explanation for all this was brought out very fairly by Gov
ernor Strong in his testimony. He said this in effect: 

We first prepare the market by our open-market operations; and then we 
follow the market. We follow the market by keeping under the market 
rate. We prepare it by our open-market operations. 

Now, notice the illusion which right here is created in the public 
mind by those who contend that the Federal reserve system has no 
positive influence. They say it can follow the market. Well, that 
is true, it follows the market. But it has previously prepared the 
market and then followed it. I t has had its positive effect by this 
purchase of securities. I t has increased the volume of money, it 
has reduced the market, the commercial rate to the business man; 
and then it has followed it. 

Mr. LUCE. But I think it follows it in the purchase of securities. 
Doctor COMMONS. I t precedes it. This " Securities " line " H " 

precedes this " Commencial Paper Rate " line " C." The purchase 
of securities precedes the change of rate. I will give you my 
evidence of that. 

Now, I will take up the next point. I will show you what 
happened in May, 1922. 

The CHAIRMAN. Before you do that. I understood you to clearly 
state that the Federal reserve system uses the open-market trans
actions to prepare the market. 

Doctor COMMONS. Yes. 
The CHAIRMAN. And afterward they follow it ? 
Doctor COMMONS, With the rediscount rate, keeping the rediscount 

rate below the market rate. You will find that well brought out in 
Governor Strong's testimony. I am quite ready to assume that you 
are familiar with that ; but I shall simply draw a conclusion from 
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it, which Governor Strong did not draw, merely, that the Federal 
reserve system has the power to control the money rate. He gave 
the data and the figures and showed how it was done and did it in 
a very masterly way. 

The CHAIRMAN. I S it fair to assume that the open-market trans
action are the most potent of the influences that the Federal reserve 
system is using to raise or lower rates ? 

Doctor COMMONS. They are, as long as we are on what I call a 
managed gold system instead of a free gold system. If we should 
get back to the 40 per cent limit—— 

The CHAIRMAN. Of the gold reserve ? 
Doctor COMMONS. Of gold reserve. 
The CHAIRMAN. A S we were in 1919 ? 
Doctor COMMONS. Then that wouldn't be potent, but as long as 

we have an 80 per cent gold reserve there is no danger, no immediate 
apprehension, of running against the legal limit of 40 per cent. 
Then they have complete control. But they have other means of 
operating as I am going to point out. 

I want to distinguish between what I call a free gold system and 
a managed gold system. A free gold system—I might as well bring 
that in now—I would call a free gold system where we have com
pletely free movement of gold in import and export, a system in 
which the lending banks could lend up to their legal limit of gold 
reserves. Previous to the war we had the free gold system. All 
of the banks kept their gold in their own reserves, separate reserves. 
But under the Federal reserve system all of their gold was pooled, 
and consequently no bank can have any gold as it reserve: the gold 
is not in bank reserves. A bank has a credit at the Federal reserve 
bank as its reserve. There are no gold reserves any more in 
ordinary banks. 

The CHAIRMAN. YOU are speaking of the reserves of the member 
banks ? 

Doctor COMMONS. Of the member banks. The gold that is in the 
vaults of the member bank does not count in its reserve. 

The CHAIRMAN. That was brought about by the so-called War 
Amendments during 1916 and 1917? 

Doctor COMMONS. By the Federal reserve act itself. 
Now, then, if that gold were in the various banks, as it was before 

the Federal reserve system started and each bank would then lend 
up to the limit of its gold reserves, we would have a free gold sys
tem. We have created a managed gold system because we have im
pounded the gold in the Federal reserve banks, and ordinary bank 
reserves are now nothing but credits on the books of the Federal 
reserve banks. 

Furthermore, the reserve system has made agreements with nine 
countries so that it is practically the central reservoir of gold for 
those nine countries just as it is of its ten thousand member banks. 

Now, I got into this story myself in February, 1923. I happened 
to attend a luncheon in New York, where there were about twenty 
forecasters of business, the leading expert forecasters—Colonel 
Ayres, of the Cleveland Trust Company, Carl Snyder, of the Federal 
Reserve Bank of New York, representatives of the great corporations 
and great banks; some who represented branch houses in London, 
so that they had knowledge of the whole world's situation before 
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them, they included seventy-five per cent of all who are now recog
nized as the best expert forecasters of business in this country. At 
that luncheon there were about 20 or 25 of them. 

Someone proposed, that going around the table, each one of those 
persons present make a guess as to how high the wholesale price 
level would go. This, you remember, was, February, 1923. Now, 
they were going to guess how high that price level was going to go; 
and they were also going to guess the date when it would reach that 
high level. I notice that in the case of the forecasting that is going 
on nowadays, usually, the forecaster says, " We can not be sure of 
our forecast because we do not know what the Federal reserve system 
is going to do." That is always a precaution now—"We don't 
know what the Federal reserve system is going to do." So they 
mention that in their forecast. They now recognize its power. 

But at that time none of those 25 men knew, or had any idea that 
the Federal reserve system could or was going to have any influence 
in the matter. This is what they guessed: The average of their 
guesses was that the price level would rise to 172, as against which 
it went to only 158. They guessed at 172. The average of the dates 
when it would occur was between December, 1923, and March, 1924, 
which would bring it about February, 1924. So that was the aver
age of their guesses. My guess was away off. I guessed 180. Two 
or three others guessed higher. 

On what basis were we making those guesses? We were making 
our guesses on the basis of our knowledge of what happened in 
1922. We had seen that in the beginning of 1922 prices had moved 
up at the rate of 3 per cent a month. There was an inflation of 
prices more rapid than the inflation in 1919. At no time in 1919 
or at any other time had prices moved up at the rate of 3 per cent 
a month. They had no idea, none of them, what was happening 
down here in this " Securities " line " H "—they overlooked the fact 
that these reserve banks were beginning selling securities and 
lapping up credit and gold. 

Notice that these forecasters guessed 172. That was where prices 
were going to be, they figured. They considered that we were in 
for a big inflation, and they were scared to death. When I present 
this matter to these same fellows again, I remind them that they 
were in that game at that time; that is, they were guessing—and 
so they are now very cautious, I notice. Now, when they are guess
ing, they say, " W e don't know what the Federal reserve system 
is going to do." Then they didn't know what was going on; they 
didn't know the Federal reserve system had such power. 

This is what happened: Immediately after that meeting I became 
greatly alarmed about the threatened inflation of prices; the whole 
bunch became alarmed. I went over to Washington and had a talk 
with a member of the Federal Eeserve Board to see what they 
thought about it—about this inflation of prices that was threatened. 
One of the members of the system said to me, " We know what we 
ought to do, but we don't know when to do it, nor how far to 
do it," which shows that they were learning. They have learned. 

Now, this is what they did: At that very time they were organizing 
what they call now the open-markets committee. Let us take the 
story up at this point. You remember I said at the beginning of 
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1922 the Federal reserve banks were buying securities without any 
idea of what its effect was going to be on credit, just simply to 
earn a profit, just the same as any private bank would do to earn 
a profit on their balances. In May, 1922, the Secretary of the Treas
ury began to complain that they were disturbing the Government 
securities market and asked them to introduce some order into the 
purchasing of these Treasury certificates; and so, at the instance 
of the Secretary of the Treasury, they proposed to stabilize the 
prices of Government securities. 

They further organized an informal committee—Governor Strong 
gave that in his testimony—and I am simply repeating what he 
said—they organized an informal committee by which all of these 
purchases and sales had to be made. 

The orderly marketing idea was to prevent fluctuations in the 
prices of United States securities in the securities market. At that 
time they had no idea of the influence of their purchases on any
thing except the securities market. But notice. In carrying out 
this orderly marketing process they began to sell securities. When 
it came down to the beginning of 1923 they realized then, they had 
learned the lesson then, the next lesson, that this purchasing and 
selling of securities, " demand deposits," was controlling the volume 
of money, was controlling the price level was controlling the 
interest rate. 

So they reorganized that committee and adopted three months 
later, in April, 1923, this " working rule," this resolution, to the 
effect—they had been operating on it in February, but the Federal 
Eeserve Board did not actually adopt the rule until April, 1923—that 
hereafter in the purchasing and selling of Government securities 
those sales and purchases should be made " with regard to their effect 
on the general credit situation." Notice that they didn't say " with 
regard to the effect on the price level," but they said " with regard to 
the effect on the general credit situation." I will analyze that gen
eral credit situation later. So the only " working rule " that they 
have now is this, that the open-market purchases shall be regulated 
with regard to their effect on the prices of United States Treasury 
certificates and upon the general credit situation. 

Now, then, let us see what they did. I visited the Federal Reserve 
Board in February, 1923. That was the date when these forecasters 
were making these guesses. Notice that instead of prices going up to 
172 they stopped going up within a month after these forecasters 
were making their guesses and went down. 

The CHAIRMAN. YOU are referring to the wholesale prices? 
Doctor COMMONS. I am referring to the wholesale prices in 1923, 

line A, Exhibit 1. What happened is this : First, these gentlemen on 
the Federal Reserve Board knew what they ought to do. What they 
knew was that they ought to be selling securities, and they were sell
ing. They kept on selling them from May, 1922, until July, 1923, 
when they sold four hundred millions of securities. Multiply that 
by eight. That would mean that it would reduce the member banks' 
lending ability and stop the lending ability of the member banks. 

The CHAIRMAN. T O the extent of three billion two hundred million ? 
Doctor COMMONS. Well, if it worked out accurately, that is what 

it would be. So in the end of February or the beginning of March 
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notice what happened then. By that time they had started the rise 
of the commercial-paper rate. The commercial-paper rate went up 
in New York from 4 per cent to 5. By May, April or May, of 1923 
these securities sales had had that effect, had sent up the market rate 
of interest from 4 to 5 per cent. 

Then, here in February, 1923, they raised the rediscount rate (see 
line F , Exhibit 1) in three banks from 4 per cent to 4%. Now, it is 
interesting to notice the reasons they gave for their raising of the 
rediscount rate. They raised it first in Boston, then in San Fran
cisco, and then in New York, and that equalized the rediscount rate 
at all the 12 banks. They said the only reason for their raising the 
rate was to " equalize the rates " of the country. Well, notice that 
you can equalize rates by reducing the high rates down to the level 
of the low rates just as much as you can equalize by raising the low 
rate up to the level of the high rates. So, when you are talking 
about publicity in your bill, please go into detail as to what the 
publicity shall be. 

Mr. STEAGALL. I S that entirely accurate, to say that they can equal
ize by lowering the high rate to the low level ? 

Doctor COMMONS. Suppose there should be nine little reserve banks 
charging 4 ^ and three big reserve banks charging 4 per cent. How 
are you going to equalize ? I can say we will equalize the high rate 
banks, which are the little banks in the outlying districts, by reducing 
them down to the Boston, New York, and San Francisco rate or we 
can raise the big banks to the level of the little banks. Look at the 
psychological effect. I am coming now to a discussion of the effect 
of that other great instrument of publicity. If we equalize upward, 
that is an intimation that if that is not enough we are going to go 
up a little more. If we equalize downward, it is an intimation that 
the general tendency is to go downward. So we can effect a tremen
dous influence on the psychology of the public by simply " equalizing 
rates " up or down. And yet I think they did it wisely. I wouldn't 
force them to say too much, because if they had said too much, that we 
are doing this in order to head off a boom that is coming, they would 
have caught it right and left. In order to avoid public criticism they 
said, " We will just equalize it." If they had said, " we are equal
izing it because prices are rising too fast and we want to bring down 
the price level," they would have had the whole public on them. 
They were wise in saying only as much as they did. That is all they 
gave out. 

Now, take the next step. I am speaking now of how they 
control 

Mr. STEVENSON. This brings up this question that I intended to 
ask: You are speaking of equalizing three banks up to nine. As a 
matter of fact, however, the volume of discounts by those three banks 
is practically as great or even greater than the volume of the other 
nine ? 

Doctor COMMONS. Yes. You see the strength of my contention? 
Mr. STEAGALL. Yes. 
Doctor COMMONS. They raised the great bulk of the banking busi

ness, and they called it simply " equalizing " those three banks with 
nine banks. 

On the other hand, if they were going to equalize on the basis of 
the volume of business, then they should have lowered the nine banks 
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down to the level of the three banks. I only mention this because 
there is a very important psychological influence on the public that 
has to be taken account of; and that is one of the reasons why I 
favor stabilization of the price level. If the banks know that they 
are authorized to keep the price level stable, they will be absolutely 
frank with the public in giviiig out their statements and they will 
not cover up anything, which they must do now, because of its influ
ence on the public. 

Now, the next point: That did have a very sobering effect on the 
business public, a very tremendous effect on tlje business public, that 
raising of the rediscount rate. But that was not all. That was 
accompanied by a certain amount of publicity. I had looked 
up all of the public statements about that time as to inflation. My 
point now is, how are they going to reduce the demand for credit ? 

They are going to do it by two means, both of which operate 
through publicity. I have got another thing which I will mention 
later. There are three methods of reducing the demand for credit— 
all of which they "brought into play—selling securities, raising the 
rediscount rate, and also giving out public statements. Now, Mr. 
Strong in his testimony here quite rightly said that he thought that 
was a very dangerous thing for them to do, to announce their policy, 
to give publicity. 

The CHAIRMAN. YOU are referring to Governor Strong of the 
New York Federal Reserve Bank? 

Doctor COMMONS. Yes, Governor Strong. And the reason why 
he is in that situation is because he has no legislative rule laid down 
to guide him. If he had a legislative rule to guide him, he would be 
perfectlyUrank in giving out public statements, but under the present 
situation he can not give out statements as to what his policy is> 
because he has no legislative instruction as to what that policy 
should be. 

But there are other people who can give out statements. Secre
tary Hoover was one of the influential men who gave out statements 
that we were going too fast, that business must hold up. 

I will place in the record here a list of statements which came 
from the New York Times, Mr. Gary, Mr. Babson, Mr. Hoover, and 
Vice President Coolidge, and many others. This will go into the 
record as an exhibit, I suggest. 

The CHAIRMAN. Without objection it will be placed in the record 
at this point. 

(The list of statements referred to is as follows:) 

EXHIBIT 2 

PUBLIC WARNINGS OF INFLATION IN EARLY 1923 

In the latter part of 1922, Hoover, Gary, and Babson forecast " prosperity 'r 
ahead without any warning of overdoing it. Gary, October 13, 1922: Babson, 
November 10, 1922; Hoover and Gary, December 11, 1922. 

In his New Year's message of January 1, 1923, Mellon said: " Let us make 
1923 a better and more prosperous year than 1922." He did not warn of 
overinflation, unless such warning is embodied in his advice to invest in 
Government securities rather than in wasteful expenditures or worthless se
curities. I can find no further messages from him in the first quarter of 1923 
on either side of the subject of prosperity. 

On January 17, 1923, the Harvard Economic Service predicted that prices 
would rise all through the year 1923. They stated that the rise in 1922 was 
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13 per cent, which was more severe than any rise in the whole period 1904-
1914. The inflation period of 1904-1907 covering three years yielded a tota l 
rise of only 17 per cent. 

On J a n u a r y 8, 1923, the Labor Bureau (Inc.) threatened to urge t rade 
unionists to boycott all possible purchases on account of the rise in prices. 

On J a n u a r y 9, 1923, Fisher begins publication of the weekly index number. 
On J a n u a r y 21, 1923, Hoover says tha t Europe is the factor which is re

tarding a real t rade revival in the United States. 
On February 7, 1923, New York Times writes optimistic editorial. 
On Febuary 23, 1923, New York and Boston Federal reserve banks redis

count r a te raised. 
On February 27, 1923, New York city banks raise ra te pa^d on large t ime 

deposits to correspond to new rediscount ra te . 
On March 6, 1923, San Francisco Federal reserve bank raises rediscount ra te . 
On March 6, 1923, New York Times in editorial says money marke t is not 

overexpanded. 
On March 16, 1923, Vice President Coolidge warns against too rapid recovery, 

but predicts t ha t it is not likely to happen a t present. 
On March 19, 1923, Hoover suggests delay in Government expenditures on 

new buildings, because of great activity in pr ivate construction. Replied to on 
March 26 by the Manufacturers ' Record, which says t ha t this action would 
bring a re turn of ha rd times. 

On March 23, 1923, G. E. Roberts, in report to United States Chamber of 
Commerce, warns against inflation, and predicts a further advance in redis
count rates . 

On March 23, 1923, Sisson, of the Guarantee Trust , in speech predicts a con
siderable rise in prices. 

On March 24, 1923, New York Times editorial says everything is O. K., 
2nd tha t the meeting then about to convene of the Federal reserve governors 
would not have any critical significance. 

On March 24, 1923, stock market reports nervousness over rumors tha t 
Federal Reserve Board was about to issue a public warning against inflation. 

On March 26, 1923, B. M. Anderson, jr., in Chase Bulletin, advises caution. 
On March 26, 1923, H a r v a r d Economic Service predicts continuing properity. 
On March 28, 1923, rumors of dissension in meeting of governors of Federal 

reserve system then taking place. Some favor raising ra te fu r ther ; others 
opposed. 

On March 30, 1923, New York Times editorial explains t ha t rise in redis
count ra te was to equalize conditions in various districts. Says tha t inflation 
is not in prospect because there is a general belief t ha t no riotous use of 
credit would be allowed to occur without res t ra in t by the f e d e r a l reserve. 

On April 20, 1923, Hoover issues warning against inflation. 
On April 27, 1923, American Bankers ' Association decides tha t inflation needs 

to be watched and advises caution^ 
On May 9, 1923, Hoover again warns of overinflation. 
Some time in May, 1923, the National Building Trades Council took action to 

curb overexpansion in their industry. 

The CHAIRMAN. These are statements that were given out appar
ently for the purpose of influencing the public mind on the business 
situation ? 

Doctor COMMONS. Yes. 
The CHAIRMAN. DO I understand that those statements were di

rected by the Federal reserve authorities or were they spontaneous? 
Doctor COMMONS. I have asked people in the Federal reserve sys

tem about that publicity feature, the publicity that was carried on 
at that time. I have submitted to them, one of them, an influential 
man, my paper on this subject. He answered me that Secretary 
Hoover was in the game, and that the publicity was part of the 
general system of preventing further inflation. 

Well, now, we have to recognize that the Federal reserve system 
is not itself operating except as a part of the general business psy-
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chology of the situation. Having no legislative rule, they do the 
be§t they can. The change in the tenor of the publicity, however, 
did not come until after the Federal reserve system had taken its 
course. Hoover's warning did not come until April, 1923. Previous 
to that time, as you will find by these records, everybody was talk
ing prosperity, inflation. Gary was talking it, Babson was talking it, 
everybody. Here they were talking prosperity. After that discount 
rate was raised; right here they began to say, " Go slow." 

The CHAIRMAN. And "Look out for a period of secondary in
flation"? 

Doctor COMMONS. "YO'U want to watch out." My notion is that 
the influence came from these members of the Federal reserve system 
who were studying the thing and had learned their lesson during 
1922 and 1923. 

Mr. STEVENSON. Not the Federal reserve system? Do you mean 
the Federal Reserve Board? 

Doctor COMMONS. NO. They didn't say anything. I mean in this 
case the managers of Federal reserve banks, not the Federal 
Eeserve Board. Well, I will take up the banks now, the member 
banks. I will now explain the third method by which they control 
the demand for credit. 

The CHAIRMAN. Doctor, before you go into that let me ask this 
question, which is pertinent to this matter of publicity: as to the 
operations of the open-market purchasing and selling—who directs 
those operations? The committee or the Federal Reserve Board? 

Doctor COMMONS. The committee of the reserve banks under the 
approval of the Federal Reserve Board. 

The CHAIRMAN. They don't move without the approval of the 
board ? 

Doctor COMMONS. They have the approval of the Federal Reserve 
Board at all times. I don't know how much in detail that goes, 
but here is this committee of five governors who are the open-market 
committee. The^ are the committee created and given power by 
the Federal Reserve Board; and Governor Strong's testimony here 
indicated quite plainly that they do not take any action on which 
they have not previously gotten the approval of the Federal Reserve 
Board. So that it is not an arbitrary thing of some bankers; the 
Federal Reserve Board has a definite voice in it. 

The CHAIRMAN. I t is now quarter past 12, and I suppose the 
members would like to go in on the floor. Is it agreeable to the 
doctor to come back this afternoon ? 

Doctor COMMONS. Yes, sir. 
The CHAIRMAN. The committee will then adjourn until 2.30 o'clock 

this afternoon. 
(Thereupon, at 12.15 o'clock p. m., the committee adjourned until 

2.30 o'clock p. m. the same day.) 
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AFTERNOON SESSION 

The committee met, pursuant to the taking of recess, at 2.30 o'clock 
p . m., Hon. Louis T. McFadden (chairman) presiding., 

STATEMENT OF DE. JOHN R. COMMONS—Continued 

The CHAIRMAN. Doctor Commons we will be glad to hear you 
further. 

Doctor COMMONS. Perhaps it will economize time if I indicate 
to you the five subjects that I am developing in order to show that 
the Federal reserve system controls not only the supply of credit 
and the price of credit but also controls the demand for credit. 

I bring that under five headings. Pa r t of this I have discussed. 
The first is publicity. That is one of the ways in which it controls 

the demand for credit. 
The second is the rediscount rate. That controls the price of 

credit, raising or lowering the price of credit. 
The third is its open-market operations, by which it controls the 

supply of credit. 
Then, fourth, that is the custom—I can only call it a custom, or 

" working rule "—of the banks—of extending their loans up to the 
legal limit of their reserves but keeping out of debt to the reserve 
banks. I t can only be explained as a custom because they lose a 
lot of money by doing it. 

Fifth is the private transactions between the 10,000 members banks 
and their business customers. That fifth is the summing up of the 
whole argument. 

I will take up now what I call the custom and the working rules. 
This goes to the question of why the open-market operations and 
the rediscount rates of the Federal reserve system have such an 
immediate and prompt effect upon all of the member banks, 9,500 
of them. They all act at the same time in the -same direction, over 
the entire United States, as one man. 

Now, I distinguish between a monopoly and this concerted action. 
I t is not a monopoly. We do not have a banking monopoly. We 
have a system by which a concerted movement of bankers is effected 
through their own rules and regulations. I t is more like a trades-
union. I call it a trades-union of bankers, for they operate exactly 
as a labor organization operates in fixing wages, and all of them act 
alike throughout the country. Let me explain how that comes about. 
In the first place, they have a limited supply of gold, which is the 
property of all the member banks, which has been impounded into a 
single fund controlled by the committees, the reserve banks. Fur
thermore, this limited fund of gold is the basis of a limited supply 
of reserve credit which the reserve banks can furnish to the member 
banks. That is a limited fund of reserve credit, and any bank 
which takes more than its proper share of that limited fund is in
fringing upon the rights and claims of other banks. So there is a 
code of business ethics which has grown up which says that no 
member bank is acting fairly toward its fellow banks if it borrows 
in order to lend to the public at a profit, more than its proper share 
of this common fund which is limited in supply. 
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In other words, the principle underlying it is this. There is a 
limited fund and there is a limited number of customers. The bank 
which pulls customers away from other banks by borrowing more 
than it is entitled to and lending it to the public is taking more 
than its fair share of that limited fund. 

Section 4 of the act stipulates that a reserve bank may scrutinize 
and restrain a member bank which goes beyond its fair share in 
making use of this common fund, " with due regard for the claims, 
and demands of other member banks." 

That is in the statute. Under that provision, if a reserve bank 
finds that a member bank is borrowing continuously and then re-
lending at a profit, it may put the screws on that member bank, 
either by a closer examination of its eligible paper or by notifying 
it that it is going too far, and not showing due regard for the inter
ests of other member banks. Officers of Federal reserve banks have 
told me of applying the rules to member banks who have gone beyond 
their limit, gotten more than their fair share; but it is like all of 
these working rules of a union or association or a group of people, 
it makes allowances for the exigencies of the individual bank; and 
so, as the banks in the agricultural districts have been compelled 
to be chronic borrowers, they have been allowed to be continuously 
in debt to the Federal reserve bank, although they were taking more 
than their share of the business which their customers would 
naturally call for, and this has been tolerated because it has been 
necessary. 

That is the first important working rule which makes these banks 
keep out of debt. 

So if you will follow this figure here, this curve of " Rediscounts " 
[indicating line " E " on Exhibit 1], remember this is the curve of 
indebtedness of member banks to reserve banks [indicating on chart] . 
As soon as the Federal reserve banks start selling securities that puts, 
the member banks in debt, they have to go and rediscount in order 
to build up their reserves. They have to borrow in order to keep up 
their legal reserves. That puts them into debt. 

Then as soon as the Federal reserve banks begin to buy securities 
that furnishes the member banks with credits by which they can pay 
off their debts to the Federal reserve banks. 

There are two sources of funds by which member banks can pay 
off debts: F i rs t : Imports of gold, if they are in debt they take the 
gold and pay off their debts and reduce their indebtedness; or, sec
ond, if the Federal reserve banks buy securities, as I explained this 
morning, that creates additional credits which the member banks 
then use to cancel their rediscounts, their borrowings at the reserve 
banks. 

The point is that under this working rule it is not good ethics, 
not good form ordinarily for the banks to be continuously in debt 
as they were, say, in 1919 and 1920. 

Notice at this point [indicating] in 1920 and 1921, here is the curve 
of " member bank reserves " line G. Here is the line showing the 
borrowings of the member banks from the Federal reserve banks 
line E. During this period the banks were borrowing at least twice 
as much as their reserves. 

Now, it is an interesting fact that when the Federal reserve system 
was started, one of the arguments offered to State banks to induce 
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them to come into the Federal reserve system—I know that that has 
happened in Ohio, T do not know that it happened in other States 
but I assume that it did—an inducement was offered to the State 
banks to come into the Federal reserve banking system on the 
ground that here was a chance to make money because they could 
rediscount with the bank at Cleveland and then reloan to the public 
at a profit. 

Now, you can see what an enormous profit, theoretically, can 
be made. Suppose a bank rediscounts a million dollars with the 
Federal reserve system, at a discount rate of 4 per cent and it loans 
tha t money at 6 per cent. I t can rediscount, though it has no reserves 
of its own, it can take that original paper and rediscount it again, 
which means borrow more money from the Federal reserve system, 
at 4 per cent, and lend it to their customers at 6 per cent, repeating 
the process over and over. 

But that is not all.^ For every million dollars of reserve credit 
that the member banks create at a reserve bank they can lend on the 
average $8,000,000 to their customers; because they do not simply lend 
the amount for which they have come into debt; they multiply it by 
eight. Apparently the banks stood in a position by joining the Fed
eral reserve system and by going into debt to the Federal reserve 
bank, to create a reserve by borrowing against which they would be 
enabled to lend eight times that much. At 6 per cent the profits are 
enormous. Borrowing a million dollars at 4 per cent and lending 
$8,000,000 on the basis of 6 per cent would evidently give them a t re : 
mendous profit. That was what Avas done in 1919 and 1920. I 
should say again, however, that this eight-fold ratio applies to the 
system as a whole. An individual bank could not increase its loans 
nearly as much because it creates debts against itself. 

Then this rule provided in the Federal reserve act says that if a 
bank is continuously in debt, that is, borrowing and relending at a 
profit, under conditions other than emergencies, then the Federal 
reserve bank can restrain them. The whole question is, When shall 
they restrain, and when shall they loosen up ; what shall be the 
guide % 

I call the weak banks the marginal banks; those are the 
banks that have to be supervised by the Federal Reserve Bank to 
keep them from borrowing continuously and relending at a profit. 
I happen to know of one bank that is continuously in debt, to the 
extent of about $350,000, which it relends at 7 per cent, and it evi
dently makes a handsome profit on that borrowing from the Federal 
reserve bank at Chicago. The other banks in the same city will not 
borrow in order to relend at a profit. 

And now I come to this interesting thing: I have talked with 
strong banks, and asked them, " Do you borrow at the reserve bank 
in order to relend at a profit?" Ask that question of any banker. 
You will find him saying in reply " No, we don't borrow to relend 
at a profit." 

There has grown up that rule of ethics or custom or tradition of 
the banking craft, at least of the strong banks, that they will not 
have in their statements any showing that they are in debt to the 
Federal reserve sysem. And if they, during emergencies or in be
tween bank calls, clo get into debt to the Federal reserve system they 
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get out of debt before the comptroller's call requires them to make 
a statement. 

You will not find the strong banks showing a statement of indebted
ness to the Federal reserve system. 

Now, the only explanation I can make of that is1 that they are 
not acting according to the ordinary principles of self interest. The 
principle of self interest would lead them to go into debt and borrow 
at the reserve bank and then relend at a profit. But they won't do it, 
Why is it? I know banks where there have been debates in the 
board of directors, one element taking the position that they ought 
to borrow and relend at a profit, and the other saying " We can not 
afford to do it, our reputation won't stand it." They say that the 
standing they have in the community depends upon their relying 
upon their own abilities and not upon loans which they make from 
the Federal reserve system. 

If you get the strength, then, of those two rules, which are not 
according to the ordinary ecenomic principles of self interest, but 
are based upon keeping up a good reputation, in the case of the 
stronger banks, and upon pressure, in the case of the marginal or 
weaker banks, you can see how these open market operations will 
have immediate effect upon the banks. 

The other angle of the method is this : All the banks, strong and 
weak as well, keep loaned up close to the limits of their legal reserves. 
Prior to the reserve system every bank held its own gold reserve. I t 
had to protect itself individually against emergencies, against crop 
seasons, and so forth, so if its legal reserve was 15 per cent, according 
to law, it would never allow its reserve ratio to get down as low as 
15 per cent; it would keep a margin of say 20 per cent, so as to be 
safe in emergencies. 

Now, when the Federal reserve system came in it was no longer 
necessary for the banks to keep their reserves in their own vaults,, 
because if the emergency came all they needed to do was to go to* 
the reserve bank and rediscount or borrow and thus restore their 
reserve. So all the banks have acquired the custom of extending 
their loans clear up to the legal limit knowing they can rediscount 
and build up their reserves if necessary. 

So there are two customs here operating together. First, extend 
loans or accommodations to the business public up to the limit of 
legal reserve. Second, never extend that legal reserve by going 
continuously into debt to the reserve banks in order to augment 
the egal reserve. 

That explains why it is that as soon as the member banks start 
to get into debt to the reserve banks they begin to raise the commer
cial rates of interests. They do it not so much to make a profit on it r 
as to reduce loans. They want to reduce their loans and not increase 
their demand liabilities. 

The CHAIRMAN. YOU means the member banks want to get out of 
debt. 

Mr. BEEDY. YOU started to tell us that the member banks, the 
strong banks, do not borrow to make a profit, so that when they are 
compelled to borrow they raise the rate on loans so as to discourage 
borrowing by their customers; is that right? 

Doctor COMMONS. When they have to borrow of the reserve bank 
they raise the rate to their customers so as to get out of debt them-
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selvea The chart tells the story. (Exhibit 1.) They raised the 
rates to their customers in 1919 and 1920, again in 1922 and 1923, again 
in 1924 and 1925, so as to reduce their liabilities shown on the 
" Rediscount," line E. 

This line G here [indicating] is the line of " Member Bank Re
serves." That shows the credits of member banks at the reserve 
banks. They usually lend to the business public eight times as much 
as this reserve. 

The CHAIRMAN. The demand deposits are about eight times as 
much as the legal reserve ? 

Doctor COMMONS. Eight times as much as the legal reserve; that 
is the average as it works out for all the banking system of their coun
try, about 1 to 10; that is, if you average up the legal ratios of the 
entire country, some of them having to keep a 7 per cent reserve, 
others having to keep 13, and others 10 per cent, if you will average 
them, you will find the total demand liabilities of all the banks is 
about ten times the legal reserve. That is the law, but it does not 
work out quite that way in practice. I t works out 8 or 9 to 1 instead 
of 10 to 1. That is in practice the total of the demand liabilities of 
the member banks is eight or nine times the amount of the member 
bank balances with the Federal reserve banks. 

The CHAIRMAN. If it would not interrupt you, I would like you 
to explain the condition that was brought about by the change in 
the reserve requirements in 1916 and 1917. You will recall that 
the original Federal reserve act lowered the reserve requirements 
of the banks, but in 1916 or 1917 the pressure of the war situation 
was such that we took off all legal reserve requirements when we 
called in the gold from the member banks, and we changed the 
basis of reserves, and also I would like you to elucidate its effect. 

Doctor COMMONS. I will say now that you can find it in Governor 
Strong's testimony. Prior to that act of 1917 the average legal 
reserve required by law of member banks compared to their demand 
deposits was about 20 to 1. Congress practically reduced that one 
half. So that after that date the legal ratio averaging up on the 
whole system, of demand deposits to legal reserves, became 10 to 
1; or, in other words, the amount of deposits which the banks could 
carry upon a given legal reserve was doubled, making the volume 
of currency twice as great. 

Mr. BEEDY. Is that the demand deposits of all banks or the 
demand deposits of the member banks? 

Doctor COMMONS. Solely of the 10,000 member banks. 
Mr. STEVENSON. YOU stated that the strong banks, when they 

found themselves under the necessity to borrow, immediately began 
to cure that situation by raising their discount rates. 

Doctor COMMONS. Yes they do it in various ways. If they find 
that they are too deeply in debt to the reserve system they may call a 
loan, or they may call a deposit which they have in some other 
bank and transfer that to the Federal reserve bank, or they may 
refuse new loans depending upon current maturities to build up 
their reserve. Now, if the money is withdrawn from another bank 
that forces that other bank .to rediscount in order to recuperate its 
impaired reserve. 
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Mr. STEVENSON. The money had to be put back somewhere. 
Doctor COMMONS. Yes, sir. 
Mr. STEVENSON. The point I was going to ask was this. The proc

ess of checking that tendency by raising the discount rate on com
mercial paper by the member banks of course would be limited by 
the legal rate of interest which they are allowed to charge. The 
States all regulate that, I think. 

Doctor COMMONS. We have not reached that here yet. That would 
be 8 and 10 per cent and these are within 6 and 7 and 8. 

Mr. STEVENSON. There would be a limitation, though, on the power 
of the bank to correct it by raising the discount, and therefore they 
would correct it by calling loans and other things of that kind? 

Doctor COMMONS. Yes; and of course they can do it by refusing 
to make other loans to the public. 

Mr. BEEDY. That is its effect, that is the way it works out. If 
they have reached the legal rate of interest already, they can begin 
to shut down on their loans? 

Doctor COMMONS. Yes. I submit an exhibit here which gives the 
member bank reserves and the ratio of member bank reserves to total 
demand deposits, and which shows the way in which the rate of 
interest on commercial paper corresponds. 

If you will notice, one line represents the movement of reserves 
that are free from debt. The other lines showTs the reserves for which 
they are indebted. 

Mr. BEEDY. YOU are now talking about member banks ? 
Doctor COMMONS. Member banks. As the member banks get free 

of debt this line marked "Eeserves free of debt" goes up. The 
other line shows the commercial rate of interest which they charge. 
You will notice as they get free from debt the commercial rate goes 
down. As they go into debt the commercial rate goes up. As they 
get free from debt the commercial rate comes down [indicating]. 
I t is almost automatic and operates without any lag whatever. 

The CHAIRMAN. YOU are talking now about a new chart. I am 
going to identify that as Exhibit 3 and ask that you place it in the 
record at this point. 

Doctor COMMONS. Let me explain chart No. 3. The dotted line 
indicates member banks' reserves. The base line is marked zero, the 
line above that being the reserves in terms of billions of dollars. 
This shows that from 1919 to 1926 member banks' reserves, while 
varying somewhat, on the whole increased from about $1,600,000,000 
to about $2,000,000,000. That is the total member banks' reserves 
in the form of credits at the Federal reserve banks. 

Now, how much can they loan to the general public as compared 
with that? The line in the lower section tells the amount. I t is 
entitled " Member banks' reserve ratio," and it ranges between a 
fraction of 1 to 8 and 1 to 9. The theoretical rate is 1 to 10, but on 
account of eliminating interbank deposits it figures out net demand 
deposits as here stated. 

At some stages it goes u p ; that means that the banks then are 
lending eight times as much as their reserves. When that lines goes 
down, as it did in 1919, the figure on the margin shows that they 
are loaning nine times their reserves. 
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Now, take the line marked " Reserves free of debts." You 
will notice the line starts at zero and falls, and then rises in 1922, 
falls in 1923, rises rapidly in 1924, and falls in 1926. 

The distance between that line and the base line, marked zero, 
shows the extent to which they are reserves free of debt to the 
reserve system. The space between that line and the line marked 
" Members reserves" shows the extent to which the reserves are 
burdened by debt to the Federal reserve system. This is borrowed 
reserves; the other is unborrowed reserves. 

Then, if you will follow that line and come back to the years 1920 
and 1921, you will find that the debt to the reserve system is much 
greater than the reserves, showing that in those years their reserves 
were made up altogether of indebtness to the reserve system. They 

E X H I B I T 3 

i?i? i»o m» im \U3 tf%(> if>i m% 

were borrowing from the reserve system and lending again to the 
public. 

By 1922 they had paid off their debts very largely, so that their 
borrowings were very small, and they were lending out of their own 
assets, not out of borrowings from the reserves. 

Mr. STRONG. That borrowing from the Federal reserve system 
in 1919 and 1920 was what caused the inflation period? 

Doctor COMMONS. That is what did it. 
Mr. WILLIAMSON. This lower line should be reversed? 
Doctor COMMONS. That should be reversed; yes. You notice that 

is the line that represents the ratio between the demand deposits and 
member bank reserves. 

The dotted line shows the amount of reserves, but if I had the 
demand deposits it would be way out of reach on this chart. So 
I have reversed it, in reading that ratio curve, and have interpreted 
it into a total of demand deposits above this chart. 
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Now, then, this other line at the top is the rate of interest charged 
by these banks to the commercial public. You will notice that when 
the member banks are in debt to the reserve banks the commercial 
rate to the general public is very high, once reaching 8 per cent. 
The wording is on the right side of Exhibit 1. Interest rates in 
1920, when their reserve was made up—more than made up—of 
indebtness to reserve bajiks, went as high as 8 per cent. Then when 
in 1922 they had gotten rid of their indebtedness to the reserve bank, 
shown in Exhibit 1, by the fall in the rediscounts, line E, their 
rates of interest to the public came down in the same proportion. 

And, again, when in 1922 and 1923, by the action of the Federal 
reserve banks in selling securities, the member banks got in debt to 
them again, then the interest rate went up. In 1924, when the 
reserve system bought securities, and thus they got free of debt the 
interest rate came down. 

E X H I B I T 4 

That is a restatement of what happened as shown here on this 
chart [indicating], Exhibit 1, and you will notice the inverse cor
relation of those two curves. They are identical, showing the im
mediate effect which the reserve bank operations on the open market 
have upon the interest rate. 

I will put in another chart. This will be marked " No. 4." 
The CHAIRMAN. Without objection, the chart marked " Exhibit 4 " 

will be inserted in the record at this point. 
Doctor COMMONS. NO. 4 chart shows the number of member banks 

that were accommodated each year by the reserve banks. I mean 
the number of member banks which appealed to the reserve banks 
for loans. I t shows that of the 9,000 or 10,000 banks in the years 
1920 and 1921 the number of banks that were accommodated reached 
as high as 9,600, meaning that at this stage 9,000 of the member banks 
were borrowing during some point of the year from the Federal 
reserve system in order to maintain their reserves. 
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Take the other extreme, the lowest point was 1924. At this polrt 
there were only 2,500 banks borrowing from the reserve banks, indi
cating again, in another way, the reduction of the borrowing, and the 
result of this new habit that they have learned. 

That is another confirmation of what I am trying to get a t : That 
after 1922 and 1923 they learned two things; the member banks 
learned to keep out of debt, either by reason of inspection and 
scrutiny on the part of the reserve banks, or by a rule of ethics, 
of good standing and a desire to keep a good reputation. Instead 
of the former habit of keeping in debt in order to relend at a profit 
they now have the habit of keeping out of debt beyond their proper 
share and except for emergencies. 

The system now gets back not to a money-making system but to 
a social service system, what it was intended to be; but they did not 
have that idea until 1922 or 1923. So that is the new thing that 
these forecasters did not know about. 

The CHAIRMAN. When you say " they " you refer to the member 
banks ? 

Doctor COMMONS. NO ; I refer more particularly to the responsible 
managers of the system as a whole. The member banks lend up to 
the limit of their reserves because they do not have to keep reserves 
in their own vaults, and if an emergency comes they can go to the 
reserve banks and rediscount. They do not extend that limit by 
going in debt, because if they did they would take more than their 
share of the common fund which is limited in supply. That is not 
good practice; it does not give them a good reputation to be in 
debt to the Federal reserve banks. Consequently they are always 
right on the edge, so that the smallest operation of the Federal 
reserve system in buying or selling securities will immediately affect 
them. They are on the edge of their legal reserves all the time, 
and they have got nothing to play on; so it affects them immediately. 

The CHAIRMAN. In other words, it is a common practice of the 
member banks only to keep their legal reserve requirements with 
the Federal reserve banks? 

Doctor COMMONS. That is the only legal reserve they have. They 
have no other reserve except what is at the Federal reserve banks, 
so they are subject to the Federal reserve banks' operations. 

The CHAIRMAN. What I meant by that was that they do not keep 
a, balance beyond the legal requirements with the Federal reserve 
banks. 

Doctor COMMONS. NO. 
The CHAIRMAN. But many member banks keep a secondary reserve 

with the city correspondent banks? 
Doctor COMMONS. Yes, that is done. 
Mr. BEEDY. I notice that that line on chart No. 1, " Commercial 

paper rate New York," and also the line F " Rediscount rate New 
York," goes up and down with the lines indicating the number of 
banks which are in debt to the system ? 

Doctor COMMONS. Yes. Yes, it is the same thing, stated in a 
little different way. 

Mr. CANFIELD. You referred to the better class of banks, the safest 
banks not borrowing to lend. Is not that considered dangerous 
banking in most cases ? 
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Doctor COMMONS. I t was not considered dangerous until 1922-
I t is now not considered dangerous in all cases. I happen to know 
one bank that is making a practice of it on a very large scale. I do 
not know why they are allowed to do it. Apparently it is against 
this rule of Congress, which might be enforced against them, and I 
have not made enough study of the subject to know what decides the 
question in each particular case of the 10,000 banks. I am only giv
ing the general situation. 

Mr. CANFIELD. In other words, then, by a majority of the bankers 
it is considered to be dangerous banking? 

DOCTOR COMMONS. I t certainly is. I t means inflation of course. 
If they would all do it there would be wild inflation, but they all 
hold back by common consent and in the common good. 

Now I take up the next rule, which is the final effect of all these 
four items upon the behavior of the 10,000 member banks, 
and I put that under the head of the private transactions of the 
10,000 members banks with their business customers. Notice that 
under these rules all of the banks act in the same way, at the same 
time, raising the rates, lowering the rates, increasing their reserves, 
or whatnot. The promptness with which any new influence 
operates was impressed upor/ me by one member of the Reserve 
Board, in the fall of 1923. I had seen him in February, 1923, and 
in speaking about these open market operations in September, 1923,. 
I asked him about the matter. He said it was to them the most 
surprising thing that ever happened, when they started selling se
curities, in 1922 the way in which the banks all over the country 
came in to borrow money. I t affected them all at once, and they 
themselves learned for the first time that owing to this interrelation
ship and this system whereby the banks keep out of debt if they sold 
securities, $400,000,000 of securities immediately, not the banks in 
New York or not any particular bank, but the banks in all parts 
of the country would have to come to borrow in order to restore 
their impaired reserves. They did not know that prior to 1923. 
They found it out by experience, and that gave them this knowledge 
which they had never had before, of how prompt was the effect on 
the member banks of these open-market operations. 

Now, the next proposition. I have established that all the banks 
act in the same way at the same time in all parts of the country and 
why they do so. I will now bring up two or three questions and 
two or three objections which are put forward generally against the 
argument which I sustain, that the Federal reserve system can regu
late the general price level. 

I have generally maintained it by saying that they have controlled 
the demand for and the supply of credit. Now I am going to show 
how they control the demand, and my discussion, I think, answers the 
main objections of those who say that the Federal reserve system 
does not have power to control the price level. 

First, it is said that business psychology determines the demand for 
credit; that the banks do not determine the demand for credit, but 
the psychology of business determines it. If there is optimism in 
the business world, then there is a big demand for credit; if there 
is pessimism in the business world, then there is no demand for credit. 
That is one way of putting it. 
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Another objection is—I am taking these from financial journals— 

that the rate of interest is such a small item in the cost of production 
that it has no effect on the price level. My argument all goes to 
show that the rate of interest charged by the banks has a tremendous 
effect upon the price level. 

They say that a change from 5 to 4 per cent is such a small item 
in the cost of production that you can not expect by controlling that 
to control the price level. 

They say that if the commercial rate falls from 5 to 4 per cent, 
or if the rediscount rate falls from 4 ^ to 4 per cent, that is such a 
small item in the cost of business that it does not affect the price 
level at all. Of course it is a very small item, very small; and if 
this were based on a cost argument, I could not sustain my argument. 

They say also that the reserve system can only follow the market, 
and it must adjust its policy to what the business men are doing. 
They say it can only follow the market. They say its rediscount rate 
must follow the market rate of interest; and if the market rate rises, 
then it must raise its rediscount rate. That is the argument. I have 
answered that this morning. I say, it first prepares the market and 
then follows it. 

The CHAIRMAN. That is the Federal reserve system? 
Doctor COMMONS. Yes, the Federal reserve system. I t first pre

pares the market by its open-market operations, causes the market 
rate of interest to fall, say, and then follows it by lowering the 
rediscount rate. Those who make that point, that is, that the Federal 
reserve rate can only follow the market rate, have not studied the 
process by which the market is itself made in this country. The 
market is itself made by the Federal reserve system, and then after 
having made it they follow it. 

Governor Strong in his testimony fully explained that to you 
gentlemen, and I would refer you to his testimony for a complete 
explanation of that. 

Mr. BEEDY. YOU say they now have that knowledge—have had it 
since 1923? 

Doctor COMMONS. Since 1923 they have known how to do it. 
Mr. BEEDY. That fits onto your demonstration in pursuing the line 

H marked "Securities." 
The CHAIRMAN. That was an important discovery they made in 

1923, was it not? 
Doctor COMMONS. I illustrated it by those 24 expert forecasters. 

In February, 1923, they did not know a single thing about what 
this economic influence was. They predicted prices would go up to 
172. The Federal reserve system stopped the rise within a month 
after those people made the prediction, and the price level fell to 
148—right at the period when they thought it would be 172. 

Mr. WILLIAMSON. That is, it was 145 ? 
Doctor COMMONS. One hundred and forty-five, 27 points below 

where the economic forecasters thought it would be. 
Mr. BEEDY. H O W did they reduce it ? By selling in 1922 and 1923 

how many million dollars worth of securities—four hundred million, 
was it not ? 

Doctor COMMONS. I will tell you the five instruments that they 
used: Publicity, rediscount rates, open market operations, this cus-
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torn of loaning up to their reserves and this working rule of these 
private transactions of ten thousand member banks with their cus
tomers—and that is the point I am now going to take up. 

The CHAIRMAN. These purchases in the open market, by the Fed
eral reserve banks through the open-market committee, are largely 
made in Government short-time securities, are they not? 

Doctor COMMONS. They are. 
The CHAIRMAN. What if the Government should refund those 

short-time securities so that they would not be available for the. 
market ? 

Doctor COMMONS. The same thing could be affected by purchasing-
private securities of any corporation; it could be effected by taking 
more initiative in the acceptance market, any place where they 
wanted to take the initiative and go outside of member banks and 
purchase or sell. 

The CHAIRMAN. SO long as acceptances were available they would 
answer the same purpose ? 

Doctor COMMONS. Anything that was available and adequate. 
The CHAIRMAN. Anything that they could take out or put into 

the liquid market? 
Doctor COMMONS. All they ha^; e to do is to go outside the member 

banks and deal with any outsider, giving a check on themselves, 
which the outsider then deposits in a member bank, and that in
creases the reserve of that member bank at the Federal reserve bank. 

Mr. STEAGALL. In that connection, you started before noon to-day 
to discuss the proposal for extending loans to foreign governments. 

Doctor COMMONS. Well, if you will allow me, I will bring that 
up under the last question I want to discuss, and that is the question 
of policy. 

Mr. STEAGALL. I was thinking of it in connection with the effect 
of the suggestion which you have been outlining. I do not want to 
divert you. 

The CHAIRMAN. Suppose you proceed, and we will try not to 
again interrupt you until you finish your statement. 

Doctor COMMONS. Well, let me finish with these private trans
actions. I am giving you the theories according to which my con
tention is opposed. In general, I may say that the opposition 
generally relies upon a physical analogy. They assert that there is. 
a volume of business on the one hand created by business men and, 
there is a volume of money on the other hand, neither of which has 
any particular relation to each other. That may have been the 
case when we were on a free gold basis. On the one side the world 
had a certain volume of gold. On the other side there was a volume 
of transactions, business men buying, other business men selling. 
That volume of transactions created the demand for the use of this 
volume of gold, and so there resulted the so-called equation of 
exchange, which says that if you increase the supply of gold, prices 
will rise, and you decrease the volume of gold, prices will fall. That 
is a rough form of the so-called quantitative theory of money, which 
has created great discussion in economics since the time of Kicardo. 
That is a statement of the theory in terms of gold. Our present 
business is not conducted on gold. The gold is impounded and has 
only an indirect influence. The reserves are no longer gold re-
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serves, they are credit reserves at the Federal reserve banks which in 
turn are only partly gold. The money which is used is no longer 
gold but it is those demand deposits against which checks are 
drawii—in other words, we have a system now by which the business 
man himself is creating the money. Now, how is it done? Just 
take a credit transaction and analyze just what is done and see if 
it does not have in itself the demand and the supply and the price 
of credit. 

Suppose I am a manufacturer of steel and Mr. Strong is an agricul
tural machinery manufacturer. I sell to him a thousand tons of steel 
shapes at $30 a ton, to be paid in 90 days and I take his note. 
Now, what good is that note to me? I have got to have an under
standing with a banker that he will take that promise of his, that 
90 day note, and discount it and convert it into cash, or a demand 
deposit, so I can use it in my business to-day. That is the way all 
business is done. 

Notice what is happening there. There is nothing physically in 
existence at all, nothing physically in existence; everything is in the 
future. The first thing is his promise to pay me $30,000 in 90 
days. The second is my confidence or my knowledge from the bank 
that they will discount that promise 6 p6r cent, or whatever it may 
be, and that they will therefore give me $30,000 demand deposits 
which I can use any day in the future. The first is 90 days in the 
future, the second is in the present. 

That is our system. Our system is not a system where there is any 
physical quantity at all; our system is a system of promises, all of 
which lie in the future. Now look at the changes that can be made 
in that situation. 

Suppose, as in 1923, there goes out publicity that business is going 
to be pretty slow; there also goes out publicity that the rate of inter
est is going to be increased; there also goes out publicity that the 
banks' reserves are being reduced and money is getting tight. Not 
only my banker, I being a steel producer, but your banker, you 
being an agricultural machinery man, and not only your banker, but 
the farmers' bankers and all the bankers of all the people to whom 
you expect to sell, they are all of them giving every one of us exactly 
the same advice, to go slow, don't create a demand for credit, in 
other words. Consequently you can vary that future commitment. 
You can say " Well, things don't look right, the bankers advise us to 
go slow; I can not take a thousand tons at $30 a ton; but I may take 
500 tons at $30 a ton." 

Notice what has happened. The demand for credit has changed 
from $30,000 to $15,000. You have there changed the demand for 
credit. The demand for credit was not an independent volume of 
trade which was going on independently of what the banker was 
doing; the demand for credit was what you and I , and all of your 
business customers, were doing under the knowledge and advice of 
what the bankers were going to do at the same time. In other 
words, it is a system of collective bargaining between all the bankers 
on the one side and all the business men on the other, all acting in 
the same way at the same time, and with factors variable, none 
of them fixed because they are all in the future, and they can be 
changed in any way. 
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The result is, we may look at it this way: A credit transaction 
is a two-sided transaction. On the one side it faces the commodity 
market, that is the price 90 days ahead, a short time credit; on the 
other side it faces a money market, which is a bank. That is a 
demand credit. Instead of there being two commodities, two mar
kets, it is the future and the present of the same market. The 
banker is buying the future expectations, the promises of business 
men payable in 90 days, and he is selling a present credit which is the 
present worth of that future promise. 

Now, then, if we analyze the actual thing that happens under 
a credit system, when we have got away from the gold altogether, 
we can see that a concerted movement of all the banks operating in 
this way has complete control over the business men's demand for 
credit, because they are the ones that are going to convert that 
demand for credit which is in the future into a present purchasing 
power. 

I t is not two physical volumes at all, gold on the one side and a 
volume of business on the other; it is the present and the future of 
the same thing—one 90 days in the future and the other in the imme
diate future. 

Now, when you consider that you have that situation and that 
10,000 bankers are acting in the same way at the same time all over 
the United States, that the farmers are being influenced that way, 
that everybody is being influenced that way, and that the uni
formity is accomplished through these open-market operations, 
through these rediscount policies, and then by this private bias 
which the bankers are giving to their customers you see how com
pletely this concerted movement controls the volume of business, the 
demand for credit. 

The first time I came upon that influence was from one of the big 
bankers in New York in 1923 or 1924. I started out with the idea, 
which I got from George Shibley and Gustav Cassel, that the 
rediscount rate could do the whole thing. Then I learned from 
Governor Strong in 1923 that the open-market operations could do the 
whole thing. I talked with a big private banker in New York who 
said: 

Those Federal reserve people are not the people who do it, we do i t ; when a 
customer comes in and wants a loan or an extension of loans, we tell him how 
much he can have, how much he can extend his credit. So we are the people 
that do it. 

We have thus the three agencies that control the demand for 
credit. With these 10,000 bankers operating in unison throughout the 
country, every unit of operation is introduced by these other four 
methods I have mentioned. 

The CHAIRMAN. May I interrupt to ask whether you distinguish 
between reserve city bankers and other member banks ? 

Doctor COMMONS. Well. I think the small country banks follow the 
big city bankers. As I talk with the country banker in Wisconsin, 
he tells me, " W e get our orders from New York." Well, that is 
perfectly rational. " Either we are in a squeeze and tighten up or 
in a position where we have to loosen up. If we tighten up o^ 
loosen up we get the orders from New York." 
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That is the way they put it to me. 1 have never seen any of those 
orders in writing, and I don't know, but that is what they tell me. 
Does that answer your question ? 

The CHAIRMAN. Not exactly, Doctor. Since the Federal reserve 
system was organized the former practices of the large reserve city 
banks have been completely changed ? 

Doctor COMMONS. Yes. 
The CHAIRMAN. The secondary reserve bank have discovered the 

value of a dollar of reserve in the Federal reserve bank, and in order 
to preserve that and have the greatest amount of credit available in 
case of emergency are carrying a class of securities that are readily 
acceptable in the Federal reserve banks. 

Doctor COMMONS. Yes. 
The CHAIRMAN. Whereas the country banks have more or less 

trouble in having eligible paper which they could use in an emergency % 
Doctor COMMONS. Yes. 
The CHAIRMAN. I n other words, some of the big city banks have 

millions of dollars' worth of Government securities which they can 
turn over into the Federal reserve bank at a moment's notice and 
secure a line of credit, and that permits them to act as secondary 
reserve banks, which gives them the benefit of these balances, Which 
they can loan out in any manner they see fit ? 

Doctor COMMONS. I was going to bring that in under the head 
of how to construct an index number; that is the reason why I say 
that the wholesale prices should be the index number. If there are 
no other questions on this, I will get around to that. 

The CHAIRMAN. What effect does the present practice of exchang
ing gold for gold certificates have on the operations of the system? 
Do you consider that this practice permits inflation, or what is the 
resulting effect of this practice ? 

Doctor COMMONS. The effect of exchanging gold for gold certifi
cates is to lower the reserve ratio of the Federal reserve bank. Sec
tion 16 of the Federal reserve act requires every Federal reserve bank 
to maintain 35 per cent reserves in gold or lawful money against its 
deposits and reserves in gold of not less than 40 per cent against its 
Federal reserve notes in actual circulation. The reserve ratio of a 
reserve bank is computed by using as a numerator the total gold and 
lawful money on hand and as a denominator the total amounts of 
deposits and notes in circulation. If you should go to your bank and 
cash a check for a hundred dollars and the bank gave you it all in 
Federal reserve notes, it would mean that the Federal reserve bank 
had a reserve of at least $40 in gold back of these notes. If, how
ever your bank gave you gold certificates, i t means that the Federal 
reserve bank was decreasing its gold holdings, for gold certificates 
are the same as actual gold as far as the bank is concerned. Putting 
gold certificates in circulation instead of Federal reserve notes is 
equivalent to paying out gold, and therefore decreases the reserve 
ratio faster than if notes were issued. If the reserve ratio gets too 
low, the bank can take these gold certificates back and issue $250 of 
Federal reserve notes for each $100 of gold certificates. The gold 
certificates in circulation may therefore be called a " secondary re
serve" available in time of emergency. AVhen the reserves of the 
Federal reserve banks are high it makes practically no difference 
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whether gold certificates qr notes are put in circulation. When the 
reserve ratio falls close to 40 per cent the gold certificates can be 
called in. The only effect of this operation other than that upon 
the reserve ratio is to substitute one kind of currency in circulation 
for another. 

The CHAIRMAN. D O you consider that there is inflation in the 
Federal reserve system at the present time, and, if so, how is it 
brought about ? 

Doctor COMMONS. Your question goes to the definition of infla
tion and deflation. There have been many different definitions of 
inflation and deflation among economists during the past hundred 
years, most of them involving a theory of causes or effects of some 
kind. My definition involves no theory—it is merely the descrip
tion of a process, and the process is merely what the banks and 
business men are doing with reference to a rise of prices or a fall 
of prices. A rise of wholesale prices I call inflation—a fall of 
wholesale prices I call deflation. I t does not matter which side it 
comes from the business side, the bank side, the gold side—all of 
these belong to the theory of explanation. I separate the fact of 
inflation or deflation from the theory, and try to represent the fact 
graphically by curves as in Exhibit I , which show the order in which 
the facts occur. I then introduce my theories as to the causes and 
effects of these related facts. With this explanation I answer, we 
have been having a deflation of credit and prices since October, 1924, 
and it has been brought about by the several processes which I 
have indicated. 

The CHAIRMAN. Taking into consideration the large amount of 
gold in the Federal reserve system at the present time, why should 
not some of this gold be used for the purpose of retiring outstand
ing Federal reserve notes from circulation ? 

Doctor COMMONS. There is no reason why Federal reserve notes 
should not be retired by issuing, in place of them, gold certificates; 
that is being done now to a considerable extent, and if you should 
go down to the bank and cash a check for $50 and ask for i t in 
$10 bills, the chances are you will get three or four gold certificates 
and the balance in other forms of money. But unless the reserve ratio 
between the gold in the Federal reserve banks and the liabilities of 
the Federal reserve banks is near the 40 per cent figure, this would 
be a merer meaningless gesture. With something less than an 80 per 
cent ratio, at present, all of the Federal reserve notes could be retired 
by issuing gold certificates in their place and still the reserve ratio 
would not go below 40 per cent. The retirement of Federal reserve 
notes and the issue of gold certificates might offset excessive imports 
of gold, in the future, and in that way enable the system to prevent 
inflation. 

The CHAIRMAN. What relationship, if any, is there between the 
total outstanding Federal reserve note issues and deposits represent
ing credits established in member banks? 

Doctor COMMONS. The demand deposits of the member banks repre
sent the total amount of bank credit which is being used to conduct 
business. When business is brisk and money is borrowed for financ
ing, a deposit credit is created, thereby increasing the total amount of 
deposits in the banking system. When business relaxes deposits 
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tend to fall off. The total outstanding Federal reserve note issues 
tend to indicate the amount of hand to hand money which people 
are using. If more pocket money is desired, as at Christmas time, 
the amount of Federal reserve notes is likely to increase. We find 
therefore that they actually do increase in the latter part of Decem
ber of every year. After the holiday season has passed, the merchants 
deposit it with their banks who in turn deposit it with the reserve 
bank, so that during the last week in December and in January the 
notes in circulation decrease. This is the seasonal change. But as 
with bank credit in general, the volume of Federal reserve notes 
increase with brisk business and decrease in dull times. When we 
consider that business can be done either by check or by hand to 
hand money, we see that the same business conditions tend to affect 
both total member bank credit and Federal reserve notes the same 
way. Both tend to expand together and both tend to contract to
gether. However, since 1922, as I have explained, the Federal reserve 
banks have been paying out gold into circulation in place of Federal 
reserve notes so that there is no necessary relation between the volume 
of deposits with member banks and the volume of note issues. The 
volume of currency used for business purposes would have to be 
determined by studying the total of all kinds of money in circulation. 

Mr. CANFIELD. One thing I would like to bring in here, if it can 
be done. On the 23d of May, 1922, the Hon. Mr. Swing of Cali
fornia made a speech on the floor of the House in which he made 
these remarks: 

I was present at a meeting of the bankers of southern California held in 
my district in the middle of November, 1920, when W. A. Day, then deputy 
governor of the Federal Reserve Bank of San Francisco, spoke for the Federal 
reserve bank and delivered the message which he said he was sent there to 
deliver. He told the bankers there assembled that they were not to loan any 
farmers any money for the purpose of enabling the farmer to hold any of his 
crop beyond harvest time. If they did, he said, the Federal reserve bank would 
refuse to rediscount a single piece of paper taken on such a transaction. He 
declared that all the farmers should sell all their crops at the harvest time 
unless they had money of their own to finance them, as the Federal reserve 
bank would do nothing toward helping the farmers hold back any part of their 
crop, no matter what the condition of the market. 

Mr. COOPER of Wisconsin. Did the gentleman from California hear that? 
Mr. SWING. I did. I think I was the only person present who was not a 

banker. This was in a way confidential advice being given by the Federal 
reserve bank for the guidance of small bankers. 

I say that was the admitted declared policy of the Federal Reserve Board 
made by an officer of the board delegated for the purpose of making an an^ 
nouncement for the information and guidance of the bankers of my district. 
No one could be in doubt for one minute as to what the natural, logical and 
necessary consequences of such a policy would be. If the entire crop of the 
country is thrown on the market at the time of the harvest of course the 
market would be depressed. You can bear the market or you can bull the 
market. The Federal reserve bank deliberately set out to bear the market. 
Now, if they could do that at that time, have they not done that with other 
commodities, and can not that same system be used to stabilize money and to* 
stabilize wholesale prices? 

Doctor COMMONS. That is substantially my argument. That is 
what I contend. That speech was supposed to have been given in 
November, 1920. 

Now suppose that at that time the Federal reserve system had 
known these things which they learned in 1922 and 1923. My idea 
of what they could have done is this: If they did not want prices to 
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fall as rapidly as they did from 247 down to 138 they could have 
started earlier buying securities, which they did begin buying in 
1922. They could have started buying securities in 1920. Instead of 
keeping the discount rate up to 7 per cent from 1920 down to the 
middle of 1921 they could have reduced that discount rate gradually 
in 1920. 

Maybe they could not have presented the deflation because it was 
partly a gold deflation—a world-wide affair—but they could have 
put a cushion under i t ; they might have stopped it at 160 say by 
buying securities, which they did not begin to buy until 1922, by cut
ting the rediscount rate about eight months earlier than they did cut 
it. They held up that rediscount rate until they had squeezed the 
blood out of everybody. They might have lowered that rediscount 
rate much earlier; they might have prepared for it by buying 
securities. They did not have the experience, they did not know what 
they were doing. Two men did know what they were doing but 
they kept quiet. I told you about them this morning. 

Mr. STRONG. I am sorry we do not have their names so that we 
could immortalize them. 

Doctor COMMONS. YOU will never get their names from me, but I 
will swear that they told me they did it. The question now, if I 
have demonstrated that they have the power to control the price 
level, the next question is 

Mr. STEAGAL. At Omaha, Nebr., we had a committee that was 
making inquiry into the Federal reserve system, and we got into 
that matter of deflation in 1920 and 1921, and one of the officers 
of that bank handed us a chart, in which he showed us in the first 
column the amount of loans at their member banks month by month, 
and over here at the opposite side of the page he showed us a 
column showing the percentage of nonborrowers among member 
banks. I t gave me a little insight into their operations that I had 
not had quite so clearly before that, and I inquired of him when 
their loans reached the lowest point, and he said in June. I asked 
him what year and he said, " That was in 1920." I said, " When 
did they reach the highest, the peak," and he said, " In October." 

Then I asked about the seasonal demand, and he said that there 
would be an increase of fifteen or twenty million between June and 
October. I said, " H o w much did your loans increase?" And he 
said they had increased only about five million. I said, " W h a t 
happened to your weakest borrowers over here?" We looked at that 
column, and the number of borrowers had nearly doubled. 

In other words, the percentage of nonborrowers was cut half in 
two. Then I asked him if there was not also a shrinkage in deposits 
in member banks. He said, " Yes." I said," What became of their 
seasonal demands for increased loans?" He replied, "They didn't 
get it." I asked him, " How did they take care of their shrinkage 
in deposits?" He answered, "They had to collect from their cus
tomers." I asked him, " Who were their customers?" and he replied 
that they were the farmers. Then I asked him, " H o w are they 
going to pay?" He replied that they would have to sell their crops 
for what they could get and sell them on a falling market. 

The impression it left me with was that this increase in borrowers 
represented city correspondent banks who were coming in to borrow 

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



STABILIZATION 1113 

without having the penalty rate imposed and relieving the larger 
banks. That was a conclusion that I reached. But that gave a key 
to the way the business was handled. 

Doctor COMMONS. I have not considered seasonal demands in these 
charts. The same principle, however, would hold. 

The CHAIRMAN. If you can proceed now and finish your state
ment, I would like to have you do it, because it is 4 o'clock. 

Mr. BEEDY. And I do not want Doctor Commons to rush through 
it, because it seems to me very valuable. 

DOCTOR COMMONS. I have two things I want to discuss—what 
standards they have of concerted action, and what kind of an index 
number they propose to use if they stabilize? 

Having this great power, the whole question of policy turns on 
what are the standards that they use? 

Notice that there has been a change in the standard. Up to 1922 
the sole standard of the reserve banks was to invest their balances 
so as to earn a profit; that is all they were operating under then—no 
sense of any public responsibility. They learned there that that 
could not operate, that they could not earn the profit, and they 
changed that and acquired at that time a sense of public responsi
bility instead of private responsibility. Public responsibility in two 
directions. Responsibility for the price of Government securities, 
and responsibility for what else? I n April, 1923, they formulated 
their public responsibility, and it consisted in the resolution of the 
Federal Reserve Board of April, 1923, which said that the open-
market operations should thereafter be conducted with regard to 
their " effect on the general credit situation." So since April, 1923, 
their sense of public responsibility has been, so far as shown by 
their own rules—and of course there is no Congressional rule govern
ing them—they have adopted their own rule of responsibility, and 
their rule of responsibility has been to regard the general credit 
situation. 

Now let me analyze what is their meaning of the general credit 
situation. Carl Snyder presented to you last April data as to how 
he constructs his index number—and Carl Snyder, I consider, one 
of the ablest statisticians dealing with this subject; he is the sta
tistician of the Federal reserve bank in New York, Governor Strong's 
assistant. In his construction of the index number he has included 
these things; he has constructed, as stated in his testimony, an index 
number in which wholesale prices are given a weight of 20 per cent. 
He has introduced along with that an index number of wages, which 
is given a wreight of 35 per cent; he has constructed an index number 
of the cost of living, which is retail prices to which he has given 
a weight of 35 per cent. He has constructed an index number of 
rents to which he has given a weight of 10 per cent; making 
altogether 100 per cent. 

Now, my contention is that the index number of wholesale prices 
should be given 100 per cent, that that should be the only thing; 
that wages, cost of living and rents have no place in an index number 
which is to guide this system, and my remarks will be addressed to 
that feature of your bill which gives the Federal Reserve Board 
power to contrive an index number of prices. I contend that if the 
index number of prices which they contrive is to be calculated by 
Carl Snyder upon that basis it will defeat everything which you have 
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in mind to effect by price stabilization, although Mr. Snyder is a 
friend of mine and we have worked these things out together. 

Mr. WILLIAMSON. I n other words, you think the bill should specifi
cally provide that the index number should be based on wholesale 
prices and nothing else? 

Doctor COMMONS. Yes, and I have another system of weighting, 
which I want to suggest, but first I will give my reasons for eliminat
ing wages and rents. 

I gather from Governor Strong's testimony, and, moreover, from 
conversations with officers of the Reserve banks, that they have a 
feeling of responsibility for one or two other items, which Snyder 
does not include. They feel that they are responsible for stock 
speculation, that they should use their power so as to regulate and 
modify stock speculation. I contend that they have no business to 
pay any attention to stocks. 

I gather also, that they are afraid that if they should attempt to 
stabilize prices under a condition like the present, where there is a 
great fall in agricultural prices, and they would stimulate over
production in agriculture, which would be disastrous to agriculture, 
so that, in their minds is the idea that they are responsible for over
production of agricultural products. 

I contend that they should have no sense of responsibility for agri
culture ; or for any one industry. Theirs should be the responsibility 
only for the stability of the wholesale price level. 

Another thing that affects their policy, they have a feeling—I 
gather this from talks with members of the Federal Reserve Board 
and officers of the Federal district banks, it is the idea that we should 
get back to the pre-war free gold standard, in which gold would 
move freely from one country to another. That would be contrary 
to our present managed gold standard where we have impounded 
the gold and there is no free movement of gold; and furthermore, 
every country that gets on to a gold basis has to make a special 
arrangement with us for gold credits by which we will sustain their 
gold standard. That is, we now have a managed gold standard. 
So whenever they speak of getting back to a gold standard the only 
thing that they can mean is getting back away from our present 
managed gold standard onto a free gold standard. 

Now that means inevitably a continuous fall in prices. If we are 
going to get back to the pre-war free-gold standard, which is 100, 
whereas we are now up at 150, it means that we are going to get 
down to a lower price level; we can not tell how low it will be. I 
do not say they expected to get back to the pre-war price level—I 
only say that influential leaders, in conversation with me, had an idea 
of getting back to the pre-war free-gold standard. That would be 
lower than the present price level, but how much lower nobody can 
tell. 

The CHAIRMAN. What date was that? 
Doctor COMMONS. 1923 was the date when I interviewed them. 

Why did they stop in 1924? Governor Strong told you the reason 
why they reversed their policy. I do not know whether you gentle
men remember the reasons he gave. He said they found the reason 
they had to change was because of the depression in agriculture in 
the West, the failure of agricultural banks and the menace of radical 
legislation. 
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I Would add also the Presidential campaign. W B had to have 
prosperity in 1924 and they brought on prosperity. They began 
buying, began reducing the rates, increased the volume of money, 
sent prices up from 145 to 161, and agricultural prices went up 31 
per cent; industrial prices went up 7 per cent. The average was from 
145 to 161. 

This policy brought back prosperity to agriculture. The policy, 
then, which they mean when they say " the general credit situation," 
includes two things: First, a feeling that we ought to get back to 
the free gold standard; second, modified by the menace of radical 
legislation. Whenever it is necessary to head off radical legislation 
they then give up the idea of reducing prices and they start an 
inflation. So we have under this general definition of credit situation 
several things included. Stock markets, rents, wages, free gold stand
ard, and political menace. That is what causes the present oscilla
tions. • They have conducted two cycles under that general credit 
definition. They have conducted a cy^le of raising prices and of 
lowering them. 

They found that they had overdone the lowering of them in 1923, 
and brought on political menace. Then they started an inflation, and 
you notice that the date when they quit buying securities and began 
selling securities was October, 1924. The menace had passed, and 
then they started the deflation. Governor Strong in his testimony 
before you said it was a matter of judgment as to whether they ought 
to have started a little earlier on the selling of securities or stopping 
the purchase of securities. That was a question of judgment. They 
started the deflation in October, 1924. 

Mr. BEEDY. And then wholesale prices began to go down? 
Doctor COMMONS. Yes. 
The CHAIRMAN. According to your chart NQ. 1, the wholesale 

prices now are about where they were in the middle of 1924. Is it 
your thought, after having expressed the opinion of some of the 
Federal reserve men in 1923, that we should get back to a 1913 level, 
that that still is their thought ? 

Doctor COMMONS. Well, I have submitted my manuscript to some 
of them and they tell me that I am mistaken, that they do not have 
the intention of getting back to the pre-war price level. I have never 
said that they intended to get back to the pre-war price level; I 
wish you to notice that. I have said that they intended to get 
back to the pre-war free gold standard. I do not know what the 
price level will be, but I say that there is in their idea, it is the 
normal banking idea in New York certainly, that we must have a 
free movement of gold; because that means old fashioned stable 
foreign exchange rates and it is the foreign exchange which they want 
to have stabilized. They are not interested in price stabilization as 
much as they are in foreign exchange stabilization. They are not 
much concerned with what I , for example, in the West, am interested 
in, that is a stabilization of prices. 

Mr. WILLIAMSON. Well, Doctor, in connection with the fall of 
wholesale prices, beginning in 1925 and continuing into 1926, why 
is it that that decrease in the wholesale prices has fallen chiefly upon 
agriculture? Now, agricultural prices have gone down much more 
rapidly since the middle of 1925 than have the prices of manu-
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factured goods; why did that attack agriculture other than other 
things ? 

Doctor COMMONS. I am not able to answer that accurately, but I 
asked the Bureau of Agricultural Economics to furnish me a study of 
that situation. I will submit as the next exhibit the only chart 
which they have at hand. This is Exhibit 5. 

The CHAIRMAN. That may be inserted in the record here. 

EXHIBIT 5 

Doctor COMMONS. This is a chart of wholesale prices from 1922 
to 1926, showing the difference between agricultural prices and non-
agricultural prices. I put that in as an incomplete and imperfect 
answer to the problem which you have in mind. But I have this 
general conclusion to make—and I am confirmed in it by my cor
respondence and conversations with the statiticians of the Federal 
reserve system—to this effect: All the other industries in the 
country have developed systems of stabilization through co-operation 
in the last 20 years. I t starts with the steel corporation, the 
steel industry. They have smoothed out prices. That is, they 
prevent over production. They have adopted this code of busi
ness ethics which I described a moment ago, the same that dominates 
the Federal Reserve Board and system, that competitors in the steel 
industry can compete as hard as they want to provided they do not 
cut prices or raise wages. They can compete on salesmanship and 
management but not on prices or wages. 

Nearly all businesses have adopted that principle. That is the 
fundamental idea of labor organizations too, in which these indus
tries are imitating labor, that there is a limited number of jobs and 
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a limited number of customers and it is not fair to pull customers or 
jobs away by cutting prices or raising wages. 

Now the farmers have not learned to do that. There is no Con
spiracy about it. I t is perfectly lawful; there is no agreement 
about this. I t is just ethics. The farmers have not learned that 
ethics. The consequence is that any oscillation of the volume of 
credit by the Federal reserve system will spill over into the agri
cultural field and affect agriculture more than it will affect these in
dustries which have perfected their own stabilization systehis; that 
an increase of money, of credit, will raise agricultural prices more 
than it will raise the othfcr prices, and that deflation will deflate 
agricultural prices more than it will deflate other prices. 

Now, I think that the figures which the Bureau of Agricultural 
Economics will furnish me will demonstrate that. They have dem
onstrated it so far as they have furnished them. I am having my 
own students \Vork oh the subject but the work is not completed yet. 
When we had this deflation of 1920 and 1921 and the average came 
down to 138 agriculture came down much lower—I think it was 
120, or something like that. The average came down to 138 and 
agriculture came down to 126. That means industry came down 
to about 156. This shows that in that deflation agriculture was hit 
harder than industry. Industry came down to 160 and agriculture 
came down to 120, and the average came down to 138. 

Mr. STRONG: I would like to state at this point that I recently had 
a letter from Governor Lowden, in which he says that Dr. Com
mons' is the most intelligent analysis of the farmer's problem that 
he has seen, this pride stabilization problem. 

Doctor COMMONS. I think the farmers are hit harder by these oscil
lations than any other people. I think labor is hit hard, for this 
reason: The laborer's wages are not so much affected but labor's 
employment is affected. In that way labor is affected disastrously. 

The farmer's prices are affected more than the price of labor or 
the price of other commodities. 

The CHAIRMAN. YOU are speaking now of the increase in whole
sale prices in 1922 as shown on chart 1 ? 

Doctor COMMONS. Yes. I do not think that my thesis holds for 
this period, for 1921 and 1922, I think that industry went up as 
fast as agriculture. 

Mr. WILLIAMSON. I think it went faster. 
Doctor COMMONS. I t started from a higher base. If you figure 

that it started from a higher base you will find that industry went 
up about 15 per cent and agriculture about 11 per cent. In this 
depression since 1924 agriculture went down faster than industry, 
and if you run a curve of industrial prices, nonagricultural, which 
includes manufactures and mining, you will find that moves pretty 
steadily. 

If you run one of agriculture you will find it goes up here [indi
cating] and down here [indicating]. Here in 1924 it went up 31 
per cent and industry went up 7 per cent [indicating on chart] . 
Here in 1925 it comes down. Industry has remained pretty steady. 
That is my theory about it, you see, not fully confirmed. The in
dustries that have not yet learned this get-together proposition are 
bound to be affected by these oscillations more than those that have 
learned how to protect themselves against it. 
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Mr. STEAGALL. Industry is not only less responsive to deflations 
and price declines but they are better enabled by reason of organi
zation in their methods to take advantage of an increase in price, 
are they not? 

Doctor COMMONS. I t would seem so. I would want to study that 
a little. I have studied the gasoline business and some others, and 
the difficulty about it all is this; you study industries, prices prior to 
1918, and you will find them going up and down this way [indicat
ing] , and then they straighten out that way [indicating] on chart. 
I f you study the farmers' prices, you find that they are jumping up 
and down all the time. I can not answer your question, I do not 
know enough about it. 

I have a theory and hypothesis that I am putting forward to 
explain it, but it seems to me quite evidently the case that the 
farmer has suffered by these oscillations more than industry, and 
the only one that can compare with him is the laborer. 

Mr. STRONG. Are you going to get to your index ? 
Doctor COMMONS. NOW I am going to take up the index. 
This is my proposition. There should be only wholesale prices in 

the index number which is to be used. I will give you a summary 
of my reasons. I t should be weighted not according to consumption, 
not according to production, but it should be weighted according to 
the number of people engaged in those different lines of production. 

We are interested in the question of justice and not in any economic 
question of production. If the farmer has 25 per cent of the pop
ulation engaged in his industries and the manufacturers have 40 
per cent of the population engaged in their industries, the farmer 
should have 25 per cent of the weight in making up that index 
number, so if his prices fluctuate the effect will be in proportion to 
the number engaged in that production but all of these share in 
the general production and under this plan all industries will be 
stabilized according to their proper shares. I have had students 
figure this out, and as best we can reach, remembering that my 
proposal is to include only wholesale prices, see what is eliminated. 
There is eliminated all retail prices. There is eliminated rents and 
stocks and stock speculation. There is left simply commodities 
at wholesale. 

I have asked Carl Snyder and Ethelbert Stewart, in the Bureau 
of Labor, to investigate this proposal and they have both promised 
to do it, but the conclusion I have reached so far is that about one 
half of the population is engaged in producing non-agricultural 
products, and one-half are engaged in agriculture. We have elimi
nated all railroad workers; we have eliminated all retail dealers and 
salesmen, so that we have got the population down to less than 
40,000,000, we will say, of productive workers, one-half of whom 
are in nonagricultural and one-half of whom are in agricultural 
industry. They are the people that are producing the commodities 
sold at wholesale. 

Xow, then, wThy should wholesale prices of commodities be alone 
included; why should we not include wages? Carl Snyder gives 
wages 35 per cent and wholesale prices only 20 per cent weight. In 
the first place, labor is not a commodity. Wages is not a price for 
a commodity. Wages is an income for a living, and there is no 
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more reason for including wages in an index number than there is 
for including rents and interest and profits. 

Those are three kinds of income. Furthermore, the laborer's daily 
wage is not the important thing for the laborer; it is his annual in
come, and his daily wage is only a method of computing his annual 
income. So it should not be included in the index. Rents in the same 
way. Rents should not be included. They are annual rents or 
periodic rents for the use of an instrument which is scarce and which 
is increasing in price, and they are not commodities. 

Furthermore, contracts for rent are only made by the year usually. 
We must have a sensitive index which will change every week and 
show the effect of money changes. 

I n the third place, all the big banking of the country, the dominant 
banking of the country, is the banking which finances wholesale pro
duction, not retail production. Retail operations, if they were j>ut in 
there, would be taking the standpoint of the consumer, the ultimate 
consumer. Stocks and speculations should not be included. 

Mr. Snyder does not include stock speculation, but he might as 
legitimately include it as to include rents and wages. Stock specu
lation is an anticipation of wholesome prices. If wholesale prices are 
going to rise it is going to mean that the business interests are going 
to make more profits and stock prices are going to rise. Stock prices 
are forecasts of wholesale prices. 

On the other hand, rents and interest and wages are results or 
effects of these wholesale prices. If these wholesale prices are rising 
then it is likely that labor is going to get higher wages or more 
steady employment or that rents are going to be higher. If they are 
going to fall it is likely that wages will fall. 

Furthermore, wholesale prices are the prices on which the great 
bulk of the population pay their taxes and pay their debts, and they 
are the prices also by means of which foreign nations pay their debts 
to us on. 

One of the arguments presented against this process of stabiliza
tion is that we can not control the prices of Europe. I contend that 
we do control world prices; that as long as all the nations of thei 
world are in debt to us and sending gold to us they must subordinate 
themselves to our Federal reserve system. So that our Federal 
reserve system sets not only the prices for America, but it sets all 
the export prices for foreign countries, and they pay in the gold 
dollar such as we adjust. 

Mr. STEAGALL. Well, we look forward to the time when that condi
tion will not exist, do we not ? 

Doctor COMMONS. When foreign nations get out of debt to us, or 
when we get back to the free gold standard, we will not dominate the 
gold situation. 

Mr. STRONG. D O you think we ought to ever get back to the free 
gold standard? 

Doctor COMMONS. I do not. I think if we get back to the free 
gold standard we lose this power, referring to this stabilization, of 
retaining the present managed gold standard. Otherwise we can not 
stabilize. If they have any idea of getting back to the free gold 
standard, it means lowering the price level. 

The CHAIRMAN. YOU are indicating that you favor this controlled 
gold system in preference to the free gold system. 
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Doctor COMMONS. I certainly do. 
The CHAIRMAN. YOU do* not see any danger from this method 

being continued for an indefinite time ? 
DOCTOR COMMONS. I see no danger in the Federal reserve system. 

I think it is the greatest advantage we could possibly have, provided 
it has a legislative rule. 

Mr. STRONG. Which we are now trying to consider. 
Doctor COMMONS. A S I said in starting, it is the only administra

tive body in our systeim which Congress has created and to which 
it has given no standards of rule of policy. 

Mr. STEAGALL. YOU do not contemplate that this legislation would 
give any more power to the Federal reserve system ? 

Doctor COMMONS. No; but it would give them legislative standards. 
Mr. STEAGALL. As I recall. Governor Strong and others who dis

cussed this before the committee have not particularly favored this 
idea of putting this power altogether in Congress, but thought that 
it was better to leave this discretion in the board without any specific 
directions. 

Doctor COMMONS. If they adopt Carl Snyder's index number of 
prices, then I would n6t leave it to them. Carl Snyder's index num
ber will show a rising price at this time, while the wholesale com
modity index is falling. If Snyder's index is used it will include 
wages, which have not fallen. I t will include rents, which are 
increasing; it will include retail prices, which we all know lag six 
or eight months behind wholesale prices and do not fall as rapidly as 
wholesale prices. 

Mr. STRONG. What are the dangers of politics entering into the 
Federal reserve policies with and without this legislation? 

DOCTOR COMMONS. I think this is the only method of keeping the 
Federal reserve system out of politics. I think they are already in 
politics. They are compelled to be in politics because they have no 
standards. I think the operations in 1924 show that they are in 
politics, and Governor Strong's statement before this committee, 
that they did that in 1924 on account of the menace of radical 
legislation shows that they realized they were in politics. The 
only way I can see that they can be got out of politics is by using an 
index number based so evidently on principles of justice, weighted 
so evidently according to the proportion of people in each occupa
tion, that it can be explained to the entire public that here is a 
perfectly fair index number, and therefore you as a wheat grower, 
if you find that your prices have fallen, you can not change the 
whole system in order to have wheat raised in price because you 
are only about 5 per cent of the total population engaged in this 
thing; and so on for others, develop a system. As long as the people 
of this country feel that there is a secret method being used, one that 
they can not understand, or a public method which is so complicated 
that they can not understand it, there will be politics in it, but as 
soon as they see that there is a simple method, and a weighting in 
which each element of population gets its proper weight, establish
ing a new index of prices, I feel that the thing is out of politics. 

Mr. WILLIAMSON. Let me get this clear. I s it your thought that 
we should write into a bill what the index number should be based 
upon? 
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Doctor COMMONS. I did not think so until I read to-day Carl 
Snyder's testimony, and when I read that testimony I reached the 
conclusion that Congress itself must write into the bill how the index 
number shall be calculated. 

Mr. WILLIAMSON. I n other words, it would be useless to direct 
them to follow a certain policy and let them form an index number 
which would set up a policy of their own ? 

Doctor COMMONS. Yes; that is my criticism of your bill. If I 
may refer to the provision here (g) , in this third revision, it says 
the Federal Reserve Board shall formulate an index number to re
flect the current purchasing power of the dollar in terms of com
modities. You can call rent a commodity or wages a commodity. 
Commodity is a word that means anything that Carl Snyder has 
included in that index number, and I think that is fallacious. I 
think you ought to be more specific than that. 

Mr. STRONG. I agree with you that we ought to provide a proper 
index number if we are going to direct them to follow an index 
number. 

Doctor COMMONS. I t is your business to state, representing the 
people, your collective idea of what will be just, and then let them 
work out the technical details later, but you have to establish your 
standards of justice, as I see it, now. 

Mr. BEEDY. We may look for this thing to happen in 1928 if your 
premises are sound, namely: The gradual rise of the securities 
line on Chart No. 1, and the gradual rise of the wholesale price line 
on Chart No. 1, and the gradual rise of the demand deposit line in 
Chart No. 1. 

Doctor COMMONS. And interest rates will change. 
The CHAIRMAN. Interest rates on commercial paper. 
Mr. BEEDY. I shall look to see that come down. 
Doctor COMMONS. Yes, to come down. 
Mr. BEEDY. The discount rate to come down. 
Doctor COMMONS. In 1924 it came down to 3 per cent. Three per 

cent is the lowest it has come down to in the history of the System. 
Mr. BEEDY. I shall look for the rediscount line to come down and 

the commercial paper rate to come down also, and we shall await 
developments in 1928 with great interest. 

The CHAIRMAN. Before you leave I want to express on behalf of 
myself and of the committee our appreciation of your statement, 
which has been most helpful to us. 

Mr. BEEDY. If I may, and for the record, I think I will voice the 
sentiment of this committee when I say that the Doctor's testimony 
has been the fairest, the most convincing and the most analytical of 
any testimony which has been offered on this measure before this 
committee, and personally I am indebted to him for appearing here 
before us. 

Mr. STRONG. Might I say, also for the record, as one who has been 
trying to keep this matter of stabilization alive and bring it to some 
final result, that I want to thank Doctor Commons for his testimony, 
because I think he has placed in the record statements that will con
vince the average citizen, and majority of this committee, and I hope 
the Federal Reserve Board, of the need for some such legislation. 

Doctor COMMONS. I thank you. 
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ADDED STATEMENT BY GEORGE SHIBLEY, DIRECTOR OF THE 
RESEARCH INSTITUTE 

Mr. SIBLEY. Governor Strong toward the close of his testimony 
objected to the insertion in the Federal reserve law of an instruction 
to the officials in the Federal reserve system to aim to maintain " a 
stable price level." Governor Strong stated that during the preced
ing months the prices for grain had been sagging, and that an appli
cation of the proposed instruction to the Federal reserve system to 
maintain " a stable price level" would have increased the injury 
to the holders of grain; that is, the prices of things other than grain 
would have had to be raised, he said, raised proportionately to the 
drop in the prices of grain—that the officers in the Federal reserve 
system would have had to inflate with sufficient money and bank 
credit to have raised the average of prices to offset the sagging grain 
prices. 

I say no. The Federal reserve system would not have had to 
inflate to offset the sagging grain prices, for the proportion of these 
grain prices as compared with the 404 lines of commodities in the 
all-index number was so small that it did not amount to enough to 
call for an increase in the quantity of the medium of exchange to 
offset the fall. The meaning of " a stable price level " as used in the 
bill means an equitable stabilization, so that the proper thing for 
the Federal Reserve Board to do under such a situation would be to 
publicly explain the small drop in the price level, and the result 
would be to focus attention on the evil tendency, thereby to help 
restore the sagging prices for grain to the benefit of everyone. The 
ideal economic condition is an equilibrium of prices between the 
industries, including agriculture, and the Federal Reserve Board 
should publicly state the instances where there is a hurtful change in 
prices. Everyone will be benefited. 

Mr. Stewart, former director of the research and statistical 
bureau of the Federal Reserve Board, objected to the proposed law 
instructing the officials in the Federal reserve system to aim at a 
stable price level for commodities at wholesale, because, said he, in 
substance, the time is sure to come when the underconsumption of 
commodities caused by high selling prices will cause a falling price 
level. 

This subject is set forth by Doctor Foster, director of the Pollak 
Foundation for Economic Research. He in his testimony before the 
committee said: 

Doctor FOSTER. We conclude, therefore, first, that it is highly desirable that 
the Government should have stability of the price level as an avowed aim; 
second, that it is highly desirable that the * Federal Reserve Board should 
have that as an avowed aim; but, third, that it would be unfortunate for 
business in general and for the future of the Federal reserve system, if the 
idea became widespread that because such a bill as this was passed, therefore 
the board actually did have the power, under all conditions, to bring about 
stability in the price level; because the time is sure to come when the board 
with its present powers would not achieve that end. 

This latter statement that " t h e time is sure to come when the 
board with its present powers would not achieve that end " refers, 
evidently, to Doctor Foster's theory in his book on Profits that the 
effects from the setting aside of competitive prices in this country— 
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the evil effects from monopoly prices by the organized business in
terests, through their trade associations, results in under consump
tion and is certain to result in a falling price level for commodities. 
But Doctor Foster does assert, as we have seen, that " it is highly 
desirable that the Government should have stability of the price 
level as an avowed aim," and " second, that it is highly desirable 
that the Federal Reserve Board should have that as an avowed aim." 

In other words, there is needed an amendment to the Federal re
serve law to instruct more definitely the officials in the Federal 
reserve system to aim at stability in the index number of the price 
level. The result after the amendment shall be enacted will be to 
cause the Federal Eeserve Board whenever anything is going wrong 
with the price level to describe it publicly. Such a warning will 
benefit everyone. 

(Thereupon, at 5 o'clock p. m., the committee adjourned.) 

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



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



INDEX 

To PARTS I AND II, TOPICS AND NAMES 

A 
Acceptances. See Credit. 
Advisory Council. (See Federal Advisory Council.) 
Agricultural Inquiry, Joint Commission in United States Congress, 1921, pp. 17,21. 
Agriculture, benefits from Federal reserve system, pp. 301, 511. 

Cooperative marketing, p. 22. 
Agricultural relief: 

Stabilization of price level a necessity— 
Representative James G. Strong, p. 5. 
Mr. George Shibley, pp. 14, 23, 48, 50-51. 
Prof. Irving Fisher, pp. 57, 75. 
Prof. James H. Rogers, p. 220. 
Prof. John R. Commons, pp. 1116-1117. 
(See also Stabilization.) 

Benefits from Federal reserve system, pp. 301, 511. 
Need for foreign markets and assisted by Federal reserve system, pp. 360, 

510, 578. 
Agriculturists discriminated against in 1920, pp. 17, 26, 1111. 

(See also Price level and subtitles.) 
In 1922 agriculturists injured by rising price level, p. 41; first edition states 

that the rising price level was 1912. 
In 1922 loss of election by party in power, p. 17. 
Agricultural representative on Federal Reserve Board. (See Federal 

reserve system.) 
Alexander, James, of National Bank of Commerce, New York, is for stability, 

p. 126. 
Austria, evil effects from inflation, p. 216. 
Automobile industry, p. 202. 

B 

Babcock, L. C , letter by, p. 1070. 
Bagehote, Walter, cited, p. 726. 

Bagehote's Lombard Street, cited, p. 36. 
Bank credit, definition, p. 200. 
Bank failures, 1920-1926, p. 476. 
Bankers' balances, pyramiding in New York, p. 366. 

(See also Country banks.) 
Banking customs. (See Customs in banking.) 
Beckhart, Dr. Benj. H., cited, p. 18. 
Beedy, Representative Carroll L., economic crises stimulate radicalism; pp. 

208-209. 
Federal farm loan system, p. 139. 

Bell, Charles, letter by, p. 618. 
Cited, p. 1074. 

Bellerby, Maj. J. R., testimony, p. 935, 963. 
Belgian transactions, p. 519. 
Bolshevism caused principally by unstable money, p. 56f 

(See also Radicalism, and Stabilization.) 
Brokers' Loans. (See Call loans.) 
Bryan, Hon. W. J. cited, pp. 243-245. 
Building operations, effect on business conditions, pp. 778-783. 

Use of credit, p. 365. 
Business Cycles. (See Stabilization; business cycles.) 
Business men's international program, 1925, p. 19. 
Business should be mutually beneficial, p. 514. 
Burgess, W. R., testimony, pp. 907-934, 964-1022. 
Buyers, effect on prices, pp. 205-206. 

1125 

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



1126 INDEX 

C 
Call loans: 

Rates how fixed daily, pp . 353-359. 
Money rates for call loans, pp . 353-359. 
Federal reserve system has stabilized ra tes on call loans, pp . 355, 665, 679-

682, 849, 851, 856. 
Previous to Federal reserve system, compared with existing system, pp . 354, 

355. 
(See also Speculation and New York money market .) 

Calhoun, Hon. John C , evils from money power, p . 158. 
Canfield, Representative, H. C , evidence presented by, as to money powers ' 

control in 1920, p . 1111. 
Campbell, Hon. Milo, agricultural member, Federal Reserve Board, p . 734. 
Carver, Prof. T. N., let ter by, p . 1069. 
Cassel, Prof. Gustav, cited, pp . 1054, 1108. 
Catchings, Waddill, article by, p . 181. 
Crane, Dr. Frank, for stabilization, p . 127. 
Central banks : 

Function of, p . 505. 
Powers of, p . 286. 
Cooperation between, pp . 497, 504. 
President Harding planned an internat ional conference of banks of issue, 

p . 504. 
(See also Federal reserve system.) 

Charts , logarithmic explained, p . 615. 
(See also Credi t ; Expor t s ; Price level.) 

Checks, not a reserve deposit with reserve bank until collected, pp . 297, 556, 557. 
Circulation of money: 

I n United States, 1926, p . 1022. 
Compared by countries, p . 482. 
Elasticity, pp . 86-89, 892, 902-906. 

Comparison with, before establishment of Federal reserve sys tem, 
pp. 11-12, 90-91. 

(See also Stabilization.) 
Pocket money and checks, p . 92. 
Quant i ty of national bank notes, p . 887. 

Increase from law of March 14, 1900, p . 76. 
Of greenbacks, pp . 887, 888. 1 

(See also Federal reserve notes.) 
Currency relation to quant i ty of bank credit, p . 889. 
(See also pp . 141-143, 482, 898-906, 1086, and Price level and Stabil

ization.) 
Clearing House Association. (See New York.) 
Code of bankers ' ethics. (See Custom of bankers.) 
Commons, Prof. John R., test imony, pp . 1074-1121. 

Testimonials to , pp . 1117, 1121. 
Consti tut ional authorization for monetary legislation, pp . 1, 3, 11, 121, 149, 619. 
Consti tutionalism versus radicalism, p . 23. 
Cost of living and wages, pp . 909-916. 
Cotton, financing for export, pp . 320-323, 331, 408, 510, 513, 514. 
Country banks, pp . 368, 557, 558. 

(See also Federal reserve system.) 
Cover, Prof. John H., letter by, p . 1069. 
Credi t : 

Definition, frequently classed with money, pp . 200, 482. 
98 per cent of transactions, p . 230. 
Relation between bank reserves and bank credit, pp . 334, 422, 1090. 

Not distr ibuted automatical ly, p . 399. 
Fluid as electricity, pp . 479, 345. 
Acceptances— 

Given a preferential ra te , p . 879. 
Acceptance market , history of, p . 458. 
List of commodities, p . 324. 
Seasonal changes, in, p . 325. 
(See also Open-market operations.) 

Foreign exchange, p . 509. 
Bill of exchange, function of, p . 486. 
(See also Open-market operations.) 

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



INDEX 1127 
Credi t—Cont inued. 

Seasonal t ransact ions, including " window dress ing/ ' pp . 443-444, 453, 455. 
Credit in different sections of country, pp . 43&-4S9. 
(See also Federal reserve system.) 
Char ts and tables as to credit, pp . 438, 472, 473, 645, 658, 664, 666, 687, 699, 

739, 879, 880. 
Development of policies as to credit, p . 673. 
Quant i ty of credit: 

1920-21, pp . 483-484. 
1926, p . 362. 
Comparison before 1913, p . 443. 

(See also Money marke t ; Speculation; England, Bank of.) 
Creditor class: 

Creditor class and salaried group versus debtor class and business interests, 
pp . 2, 6, 15, 78, 94, 619. 

Defeated by business interests, 1898-1919, p . 7. 
S ta tus beginning May, 1920. (See Stabilization and Price level.) 

Cuba, Federal reserve system extended to , pp . 477, 479, 753-755. 
Cunningham, Hon. E. H., agricultural member, Federal Reserve Board, p . 734. 
Currency. (See Circulation.) 
Custom of member banks under Government supervision: 

Banking not a monopoly bu t regulated by ethical principles—banking 
custom or rules; also, member banks are under Government supervision 
by means of the Federal Reserve Board, pp . 12, 345, 1095. 

(See also Moral suasion.) 
Custom of keeping out of debt a t Federal reserve banks, pp . 345, 1095-1102, 

1103, 1104. 
Enforced by supervision, allowing for necessities, p . 1097. 

Custom of loaning to the limit of reserves, pp . 1098, 1103. 
Vast benefits from elastic circulation in Federal reserve system, p . 1098. 

Change in rediscount ra te by reserve bank is usually responded to forthwith 
by changes in t he discount ra te by member banks , p p . 1102, 1103; fifth 
paragraph, 330, 550. 

Money marke t previous to Federal reserve system compared with existing 
system, pp . 354, 355. 

(See also Pr ivate t ransact ions by member banks.) 

D 

Davis, Hon. James J., Secretary of Labor, letter by, p . 242. 
Dawes plan in Europe, pp . 510, 512, 696, 747, 833. 
Debt set t lement with France, p . 1058. 
Depar tment store sales, p . 704. 
Depar tment of Labor index numbers . (See Price level.) 
Diefendorf, H., p . 1071. 
Discount ra te of member banks. (See Custom of member banks.) 

E 
Eligible paper. (See Rediscounts.) 
Employment , factory employment and pay roll, pp . 702, 703, 723. 
England: 

As a money market , p . 505. 
Open marke t and the control of price level, pp . 1062, 1063. 
Bank of— 

Function of in control of price level— 
In general, pp . 833, 834, 836. 
No banker dealing in checks permit ted on its board of governors, 

pp . 36, 77. 
Control of discount rate, pp . 794, 903, 904. 
Inelastic note issue, pp . 692, 903, 904. 

Approved by Cunliffe committee, pp . 903, 904. 
Loan to , by Federal reserve banks, to aid in re turn to gold s tandard , 

pp . 89, 91, 219, 268-273, 254, 280, 342, 461-464, 494, 511, 1030. 
Pr ivate loan to , by United States bankers, p . 512. 

Cunliffe commission on re turn to gold s tandard, pp . 63, 122-125, 378, 903. 
Ethics in Federal reserve system. (See Custom.) 
Exports , agricultural charted, p . 872. 

(See also Acceptances.) 

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



1128 INDEX 

F 
Farmer-Labor Party representative, pp. 225-226. 
Farmers. (See Agriculture, and Agricultural relief.) 
Farnham, Prof. Henry W., letter by, p. 1071. 
Federal Advisory Council, pp. 415, 707, 1028. 
Federal employees, interest in stabilization, p. 250. 
Federal Farm Loan Association, p. 139. 
Federal reserve system: 

The unification of control of quantity of money and bank credit in use, pp. 
15, 168. 

Has lessened fluctuations in interest rates, pp. 356, 422-425, 445, 760. 
Not run for money making, pp. 372, 571. 
Self-regulation by majority rule, under Government supervision, p. 14. 
Plans, of the opposition in 1913—Aldrich plan, pp. 15, 21. 
Regional system approved by Governor Benjamin Strong, p. 341. 
A central bank under bankers' control compared by Doctor Miller, p. 729. 
Not a banking monopoly, p. 1095. 
Serves all groups, pp. 515, 517, 518, 537-547, 549. 
Relation to Treasury Department: 

Subtreasuries abolished, pp. 262, 265, 276, 281, 572. 
Savings to Treasury, p. 451. 
Does not loan money to Treasury, pp. 308, 309. 

Powers of, Governor Strong, p. 500. 
Compared with preceding system, pp. 11, 12, 190, 354, 440. 
Member banks— 

No general panic for money possible because of elastic quantity, p. 12. 
Aided when in trouble, p. 480. 
Supervised, pp. 456, 550. 
Growth of Federal reserve check collections, p. 546. 
Sale of bonds for, by telegraph, pp. 896, 897. 
Effect of falling prices on reserves, p. 340. 
Effect of open-market operations on reserves— 

Governor Benj. Strong, pp. 307, 330, 338, 550. 
Prof. John R. Commons, pp. 1087, 1096, 1103. 
Dr. Adolph C. Miller, p. 708. 
(See also Open-market operations.) 

Combined power of member banks. (See Custom of member banks.) 
No interest on reserves in reserve bank, pp. 454, 558-560, 562, 880-882 

Federal reserve bank— 
Of New York, functions and cost, p. 520. 
Services to Government without cost, pp. 487-492. 

Savings to Treasury. (See above, Relation to Treasury 
Department.) 

Employees difficult to keep, pp. 555, 573-576. 
Care of, p. 547. 

Implied powers, pp. 419-420. 
Earnings limited to 6 per cent, pp. 116, 238, 262-276, 309, 328, 458 

1028, 1082. 
No losses by New York Reserve Bank, p. 861. 
(See also Rediscount rate and Stabilization.) 

Federal Reserve Board— 
A Government commission, a supervisory body, pp. 15, 341, 1076. 
Claims by proponents of the Strong bill— 

The board regulates the quantitv of paper money and bank credit, 
pp. 11, 12. 

The mechanism described— 
Prof. John R. Commons, pp. 1075-1094, 1095, 1021. 
Dr. William T. Foster, pp. 193-195. Under consumption to 

be reckoned with, pp. 193-212. 
Reply, two points, p. 1122. 

Underconsumption considered by Walter H. Stewart, pp. 
746-748. 

Regulates price level for entire gold standard world, p. 5 
(See also Gold.) 

Gold standard of prices in abeyance, 1914 to date, pp. 693, 1088, 
1106, 1114. 

(See also Gold; Gold standard.) 
International cooperation desirable, pp. 942-947, 951, 961. 

Monetary reconstruction abroad. (See Gold.) 

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



INDEX 1129 

Federal reserve system—Continued. 
Federal Reserve Board—Continued. 

Contra as to function of Federal reserve svstem— 
Dr. Adolph C. MilleT, pp. 634, 636. 

(See also Stabilization.) 
Governor Benj. Strong, pp. 294-298. 

Quantity of credit controlled by Federal Reserve Board, 
the quality determined by the individual banks, unde* 
regulatory supervision, p. 362. 

(See also Stabilization.) 
Reply by Prof. John R. Commons: Federal Reserve Board can regulate 

the height of the price level by means of (1) publicity (see that title), 
(2) rediscount rate (see that title), (3) open-market operations (see 
that title), (4) regulation of the custom of member banks, including 
Moral suasion (see Custom), and (5) the operation of these four 
factors in the private transactions of the 10,000 member banks under 
unified supervision, fourth paragraph, pp. 1095, 1104; third paragraph, 
p. 1110. 

Political pressure, pp. 730-734. 
Proponents of Strong bill claim that its enactment will take the Federal 

Reserve Board out of politics, pp. 17, 18, 26, 1115, 1120. 
(See also Strong bill.) 

An agricultural commissioner, pp. 733, 734. 
Qualifications of board members, pp. 647, 677, 729, 731, 732-734. 
Properly located at National Capital, a nation-wide perspective, pp. 

640, 727-729. 
Procedure of Federal Reserve Board in determining its policies as to 

elements affecting the price level— 
Development of researches and statistics (indexes of various kinds), 

pp. 647, 652, 697-729, 714^734, 800 940, 941. 
Walter H. Stewart's explanations, pp. 737, 742, 743-752, 763-790. 
"Credit policy" defined, pp. 359, 691, 797. 
"The general credit situation," pp. 1090, 1113. 
Economic stabilization, pp. 791, 794, 828-842. 
"Sound credit," pp. 359, 763-765, 770, 771. 

Regulation of production, p. 748. 
Attitude toward the market, p. 603. 
Effect of production on prices, pp. 746, 747, 769. 

Governor Strong as to procedure in rate making in New York Reserve 
Bank, pp. 358-363. 

Control of the loans by member banks impracticable, pp. 369, 674. 
Control of loans practicable in open-market operations by reserve 

banks; illustrations, grain exports. (See Price level; Sagging 
grain market.) 

"Frozen credit," pp. 747, 758. 
North Dakota conditions, p. 402. 
(See also Publicity; Rediscount rate; Open-market operations; Custom 

of member banks, including Moral suasion; and Private transactions 
of individual banks.) 

Doctor Miller's recommendations for additional powers for Federal 
Reserve Board, pp. 678, 855, 857, 859, 862, 866, 869. 

Annual reports, p. 691. 
Details as to Federal reserve system— 

Amendments to act, 1916, 1917. (See Gold; Gold standard.) 
Erroneous criticism of in financial journals, pp. 465, 467, 561, 564. 
Reserve requirements and suggested changes, pp. 347, 371. 

Federal reserve notes: 
Quantity of, pp. 91, 373. 
Relation to gold reserve, p. 86. 

(See also Gold; Gold standard; amendment of act; also pp. 263, 266, 
464, 466, 753, 759, 904-907, 1110.) 

Fiat money, p. 248. 
(See also Greenbackism.) 

"Float" defined, p. 557. 
Filene, Edward A., for stabilization, p. 127. 
Fisher, Prof. Irving, testimony, pp. 53-105. 

Testimonial to, p. 112. 
Further statement, p. 121. 
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Fisher, Prof. Irving—Continued. 
Cited, pp. 163, 654, 655, 1048, 1122. 
Fisher plan for stabilization (See Goldsborough bill). 

Foreign banks, operating in United States, pp. 452, 458. 
Foreign business: 

Federal reserve system, importance of, pp. 519, 577. 
(See also Open-market operations.) 

Foreign debt settlement, pp. 803-806. 
Foreign loans: 

Quantity of, p. 365. 
Dr. Adolph C. Miller, pp. 801-806. 

(See also pp. 807-831, 833.) 
Foster, Dr. William T., testimony, 181-211. 

Testimonials to, pp. 181, 208, 225. 
Cited, pp. 126, 181. 

French debt settlement, pp. 803-806. 
Fuller, Representative Charles E., letter to, p. 240. 

G 

Genoa, International Conference of 1922, pp. 25, 57, 120,121, 942, 943, 957, 949, 
1051. 

Gephart, W. F., for stabilization, p. 129. 
Germany, evils from postwar inflation, pp. 213, 215. 

Reichsbank, p. 833. 
Glass, Senator Carter, cited, pp. 64, 459. 
Gold: 

Value determined in long run by cost of production unless output is 
regulated— 

Governor Benj. Strong, p. 297. 
Prof. Robert A. Lehfeldt, as to possibilities, pp. 1054-1056. 
Professor Lehfeldt, as to plan for regulating output of gold, p. 1048. 
Major J. R. Bellerby, p. 951. 
Recent gold discoveries, p. 128. 
Possible change in mint price. (See Goldsborough bill (Fisher plan).) 
Need for change in mint price (weight of coins) is not likely. (Major 

Bellerby, p. 951.) 
Gold standard— 

Meaning of, pp. 11-12, 20, 115, 692-693, 791. 
Mechanism for stabilization of gold standard p. 11. 
"Free gold" and "managed" gold standard, pp. 1088, 1106, 1114. 

That is, gold standard of prices in connection with "free gold" in 
abeyance, 1914 to date, pp. 378-379, 693, 791. 

Too much gold in United States, 69, 378-379. 
There exists the multiple standard as shown in the iudex number, 

with government regulation, p. 11. 
United States a reservoir for gold for various countries, p. 1088. 

Gold settlement fund, 886, data, pp. 429-430. 
"Ear-marked" gold, pp. 81-82, 494, 501. 

Effect of Federal reserve system— 
War amendments, acts of September 7, 1916; June 21, 1917, place 

gold in reserve banks or United States Treasury, pp. 1088, 
1099, 299. 

Effect of possible repeal, p. 297. 
Amount of circulation of Federal reserve notes and gold certifi

cates explained, pp. 297, 373-374, 470, 670, 759, 869, 887, 
903-906. 

Gold certificates, pp. 72, 73, 91, 906, 1109, 1110. 
Amount of bank credit. (See next paragraph.) 
Effect of embargo on gold and removal of embargo, pp. 307, 439, 

442, 470, 670, 750, 757, 809, 1027. 
Movements of gold, pp. 332, 439, 597, 670, 812, 889. 
World production and United States stock of gold, pp. 471, 596, 874. 
Bank reserves prior to Federal reserve system, pp. 440, 441, 470, 694. 
Gold exports how conducted, pp. 439, 441. 
Gold imports, p. 442. 

(See also above, "Effect of Embargo on Gold.") 
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Gold—Continued. 
Gold standard—Continued. 

Plans for resumption of gold standard in various countries, pp. 470, 
504, 695, 944, 956-963, 1025, 1056. 

Britain return to, pp. 499, 504, 507, 1025. 
See also England, Bank of. 
Gold standard without gold circulation is popular, p. 950. 

Danger from demand for gold from United States, Doctor Miller, p. 695. 
Return to "free gold" means heavv deflation, Professor Commons, p. 

1114. 
Advocates of return to "free gold"— 
Dr. Adolph C. Miller, of Federal Reserve Board, pp. 693-694, 761. 
Governor Benj. Strong, of New York Federal Reserve Bank, p. 306. 
Walter H. Stewart, former employee of Federal Reserve Board, p. 

772. 
Goldsborough, Representative T. Alan, excerpts from speech, p. 329. 
Goldsborough bill (Fisher plan): 

Prof. Irving Fisher, pp. 53, 56, 66, 70, 71, 75. 
Mr. Norman Lombard, 111, 112, 116, 147. 
Dr. Frank A. Wolff, pp. 148, 151. 
Dr. William T. Foster, pp. 194, 209. 
Prof. James H. Rogers, 219, 223. 
Mr. Western Starr, p. 233. 
Representative T. Alan Goldsborough, pp. 299, 598-600, 603. 
Commissioner Ethelbert Stewart, pp. 618-621. 
Dr. Adolph C. Miller, 633. 
Maj. J. R. Bellerbv, pp. 936, 951, 961. 
Walter W. Stewart, p. 772. 
J. M. Keynes, of England, p. 951. 
(See also Gold.) 

Government securities. (See Treasury operations.) 
Greenback movement, p. 619. 
Greenbacks, p. 235. 
Guthmann, Harry C , for stabilization, p. 1074. 

H 

Hadley, Arthur T., former president of Yale, for stabilization, p. 1074. 
Harding, Hon. W. P. G., governor of Boston Federal Reserve Bank, discusses 

Strong bill, 1038-1041; cited pp. 64, 125. 
Harding, President, plan for international conference of banks of issue, p. 504. 
Hastings, Prof. Hudson B., letters of, pp. 1069, 1073. 

Report as to stabilization plans, p. 75. 
Hickernell, Dr. W. T., report by, p. 77. 
Hoover, Hon. Herbert, Secretary of Department of Commerce: 

Evils of business cycles and proposed remedv, p. 1042. 
"Ear-marked" gold, p. 82. 

I 

Index number of price level. (See Price level.) 
India, uses for gold, pp. 597, 907, 1047. 

NIndividual prices. (See Price level; also Stabilization.) 
Industrial democracy is possible, pp. 14, 15. 
Inflation and deflation: 

Claims by the proponents of the Strong bill— 
Price level the gauge of inflation and deflation, pp. 131-134, 151, 159, 

202. 
Compare p. 375 (Governor Strong), p. 787 (Walter H. Stewart, former 

employee of Federal Reserve Board). 
Representative James G. Strong's statements, p. 775; need for legisla

tive standard, p. 556. 
Prof. Oliver W. Sprague's statement, p. 404. 
Causes of inflation, pp. 55, 374, 375. 
The Government provides for the regulation of the quantity of money 

and bank credit, pp. 11-12. 
(See also Federal reserve system.) 

Evils from inflation and deflation. (See Price level.) 

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



1132 IffDEX 

Inflation and deflation—Continued. 
Inflation feared by Commercial and Financial Chronicle, p . 465. 

Answer by Governor Benjamin Strong, p . 477. 
Possible sources of inflation, Governor Benjj. Strong, pp . 555-557, 572, 577. 

Reply by Dr. F rank A. Wolff, p . 571. 
Interest , regular rates of (to protect against usury) , effect of, p . 1100. 
In ternat ional conferences: 

(See Stabilization of price level.) 
President Hard ing planned an internat ional conference of banks of issue, 

p . 504. 
Internat ional payments of Uni ted States, p . 807. 

(See also Open market operations.) 
Insta l lment buying, pp . 201, 234. 

J 

James, Hon. George R., member Federal Reserve Board, test imony, p p . 276-285 
Jenks, Dr. Jeremiah W., favors Strong bill, pp . 1073, 1076. 

K 

Keynes, J. M., of England, for stabilization, p . 951. 

L 
Labor: 

World benefit from stabilization of price level— 
Prof. I rving Fisher, p . 62. 
Prof. John R. Commons, p . 1075. 
Commissioner Stewart, p . 620. 
William C. Lee, p . 260. 
Former Commissioner of Labor, Royal Meeker, approves Strong bill, 

p . 1074. 
(See also League of Nations.) 

Labor Depar tment Index Number of Price Level (see Price level). 
League of Nat ions: 

Stabilization in Austria, p . 217. 
Internat ional Labor Office represented a t hearings, p . 935. 

Lee,^William Canfield, test imony, pp . 249-261. 
Leffingwell, Hon. Robert C , cited, p . 406. 
Lehfeldt, Prof. Rober t A., test imony, pp . 1044-1065. 
Lewis, Hon. David J., for stabilization, p . 128. 
Liquid assets, p . 356. 
Living Standard, need for stable price level, p . 511 (Governor Strong). 
Lombard, Norman, test imony, pp . 106-167. 
London as a money market , p . 505. 
London Economist cited, pp . 286, 713. 
Lowden, Hon. Frank O., former Governor cited, p . 1117. 
Luce, Representat ive Robert , losses to creditor class from present-day inflation 

as compared with 1913, pp . 92-94, 97. 
Need for a public declaration of policy by the Federal Reserve Board to t ake 

the system out of politics, pp . 515-518. 

M 

Marshall , Prof. Alfred, of England, for stablization, p . 75. 
McFadden , Chairman Louis T.— 

The value of publicity for stabilization, pp . 676, 678. 
Balance of internat ional payments of United States, 1924, pp . 806-831. 
Lowering of bank rate , Apr. 26, 1926, pp . 842-844. 
Speculative loans, pp . 844-846, 869, 882-884. 
Agricultural exports for 45 years, pp . 872-876. 
London as a money market , p . 877. 
Money in circulation, pp . 889-890, 1022-1024. 
Gold and silver movements by countries, pp . 889-891. 
Assistance to Treasury by Federal reserve banks, p . 898. 
Hon . Elihu Root ' s forecast of possible inflation from Federal reserve system, 

in 1913, pp . 901, 902. 
Canada to restore gold s tandard, p . 1025. 
Open-market operations discussed, pp . 1025-1029. 
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McFadden, Chairman Louis T.—Continued. 
Evils of inflation exposed, pp. 1029, 1030. 
International trade and the gold standard, p. 1031. 
Gold standard inquiry commission of the Union of South Africa, pp. 1031-

1034. 
Great Britain's return to the gold standard, pp. 1034-1037. 
Statement bv W. P. G. Harding, governor of the Boston Federal Reserve 

Bank, pp.* 1038-1042. 
Secretary Hoover as to waste from business cycles and the remedy dis

cussed, 1042. 
World stabilization data, pp. 1042, 1043. 

McKenna, Reginald, of England, former Chancellor of the Exchequer, for stabi
lization, pp. 65, 126. 

Mellon, Hon. Andrew W., Secretary of the United States Treasury and member 
of the Federal Reserve Board, declares for prompt stablization, Mar. 24, 
1926, p. 128. 

Miller, Dr. Adolph C , member Federal Reserve Board, testimony, pp. 633-734, 
791-906. 

Cited, pp. 121, 128, 908, 942. 
Money: 

Its purchasing power measured by measuring the height of price level for 
commodities at wholesale, p. 11. 

A method invented for measuring the height of the price level, p. 10. 
Charts of the price level for 140 years, pp. 8-9, 145. 
Proponents of the Strong bill claim that a conflict of interests as to the height 

of the price level will exist until the law shall instruct the Federal Reserve 
Board to promote stability in the price level, similar to declaring the 
number of inches in the yardstick. (Mr. Shibley, 10-13; see also 94, 98, 
149, 251.) 

Stable money the ideal—a stable gold standard, p. 5. 
All groups will be benefited, p. 5. 
"Fake education promoted by the creditor class," Mr. Shibley, 10, 26; 

" therefore the live issues of Socialism (Communism) and of single 
tax," p. 6. 

History of inflation and deflation in the quantity of money and bank credit 
for 140 years, see charts, pp. 8, 9, 145. 

" Government can provide for effective regulation of the quantity of money 
and bank credit, and this quantity of the medium of exchange, duly regu
lated, will control the height of the price level. This is the quantity 
theory." Mr. Shibley, 11-13; see also 119, 619.) 

International conferences since the World War have declared for 
regulation of the quantity of the medium of exchange, 23-25, 57, 
120-121, 504, 949. 

" Banks, and especially banks of issue, should be freed from political 
pressure." p. 24. 

(See also Strong bill.) 
Moneved interests versus interests other than moneyed, pp. 12, 17-20, 

26/1076, 1079, 1087, 1095, 112, 1115. 
Details— 

"Money" may be used to include credit, pp. 200, 482. 
Money Trust, investigation of, in 1912 (Pujo Committee investigation), 

pp. 14, 243. 
Money Trust: See preceding paragraph. 

Money market: 
Wire-transfer system of Federal reserve banks, p. 355. 
(See also New York money market.) 

Moral suasion and price level control, pp. 72, 74, 92, 133. 
(See also Custom of member banks.) 

Morgan, J. P., & Co., pp. 227, 282, 283. 
Mott, Howard S., vice president Irving National Bank, New York, for stabiliza

tion, p. 128. 
N 

Newcomb, Simon, cited, p. 75. 
New York as a money market: 

Mr. W. R. Burgess, pp. 908-934, 964-1022. 
Dr. Adolph C. Miller, pp. 877-878. 
Gov. Benj. Strong, pp. 318-319. 
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New York as a money market—Cont inued . 
Mr. Walter W. Stewart, pp . 761, 762. 
Comparison with London, pp . 505, 877. 
(See also Call loans, and Open-market operations.) 

New York Clearing House Association: Eligible paper checked up, p . 357. 
Norris, Hon. George W., Governor of Federal Reserve Bank of Philadelphia, 

Testimony, pp . 380-398. 
Let ter by, p . 241. 
Cited, p . 121. 

Nor th Dakota ' s agricultural losses, p . 414. 

O 

Oddie, Senator Tasker L., cited, 510. 
Open market operations by Federal Reserve banks : 

Government regulation of bv means of the Federal Reserve Board— 
Open marke t committee formed May, 1922, pp . 309, 335, 426, 863-868, 

1094. 
Reorganized spring of 1923, p . 310. 
Now a committee of five, pp . 310, 675. 
Rules b y Federal Reserve Board as to open marke t operations, p p . 

311, 312, 863, 865. 
Frequent meetings of committee, p . 311. 
Kinds of securities purchased, pp . 311, 312, 316, 427, 428, 437, 438, 

486. 
Does not take initiative as to bills except, as to rates, pp . 315-317, 

327, 328, 454. 
Ini t iat ive as to Government securities, p . 328. 
Ra te changes more frequent t han bank rate , p . 317. 
Determining of rates pa r t of general policy, p . 329. 
Ini t iat ive as between commit tee and board, pp . 675, 864-866. 
Reserve banks in competition with member banks, p . 456. 
Securities kept in New York and balances divided among t h e 

reserve banks, pp . 313, 328. 
Foreign accounts with banks of issue, pp . 312, 313. 

Ear-marked gold cared for for various countries. (See Gold.) 
Also individual reserve banks purchase and sell bills, p . 317. 
Object: Dependable facilities for financing exports and imports , a t rea

sonable rates, pp . 314, 316, 325. 
Advantages, pp . 323, 355, 427, 428. 
Indorsement of a bank on every bill, p . 314. 

The cost of the indorsement, p . 326. 
Lower rates t h a n for commercial paper, pp . 318, 326. 

Foreign banking agencies of Federal reserve banks, p . 314. 
New York and London money markets described, pp . 318, 319, 505, 761, 

762, 877, 878, 908-934, 964-1022. 
"Operations in the open market prepare the way for a change of r a t e s " — 

Gov. Benj. Strong, pp, 307, 330, 338, 550. 
Dr. Adolph C. Miller, p . 708. 
Prof. John R. Commons, pp . 1087, 1105, 1095, 1083. 
Effect of changes in rediscount rates in a prepared market , pp . 330, 

550, 709. 
Open marke t operations described by— 

Dr. Adolph C. Miller, pp . 675, 683-688, 707-714, 863-868. 
Gov. Benj. Strong. See t h e main description. 
Gov. George W. Norris, pp . 390, 391. 
Mr. W. R. Burgess, pp . 927, 958, 964. 
Paul Warburg, p . 122. 
Prof. Oliver W. Sprague, p . 408. 
Dr. William T."Foster, pp . 195-198. 
Prof. Irving Fisher, pp . 72-74, 98. 

Quantit ies of securities directly held by the reserve banks, pp . 330-332, 
437, 467. 

The situation a t the end of 1924, pp . 335-339. 
Dealers as distinguished from member banks have repurchase agreements, 

pp . 326, 428, 431, 436, 438, 895. 
Procedure in making banker 's acceptances and bills of exchange, Gov. Benj . 

Strong, pp . 319-323. 
More legislative author i ty asked for, Doctor Miller, pp . 678, 866. 
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Overcapacity in production. (See Underconsumption.) 
Overdevelopment of capacity in production. (See Underconsumption.) 
Overman Act as to Federal Reserve Board, pp. 64, 125, 1075, 1079. 
Owen, Senator Robert L., cited, pp. 34, 63, 168, 849. 

Par of exchange, need for stabilization, pp. 3, 504, 507, 509-510. 
Charts showing fluctuations, 1914r-1926, pp. 504r-507. 

Piatt, Hon. Edmund, vice governor Federal Reserve Board, letter by, p. 1068. 
Prices: 

Science of money and prices, p. 10. 
See also Price level. 

Price level: 
An invention for measuring the height of price level, p. 10. 
Distinguished from individual prices, pp. 19, 55, 67, 68, 210, 211, 304, 305, 

382, 389, 397, 517, 746, 747, 788, 918. 
Index number of height of price level, construction of, p. 10. 

United States Department of Labor's index number of the price 
level— 

Described by Ethelbert Stewart, United States Commissioner of 
Labor Statistics, pp. 605-631. 

Approved generally, pp. 4, 9, 11, 135. 
Mr. Carl Snyder's index nurnber Of price level, pp. 578, 604, 351. 
Criticized by— 

Commissioner Ethelbert Stewart, p. 614. 
Prof. John R. Commons, pp. 1118-1121; Congress should prescribe 

the index number. 
Representative James G. Strong agrees to the above, p. 1121. 

Prof. John R. Common's index number, pp. 1118-1121. 
Prof. Irving Fisher's index number. 
Weighted and unweighted compared, pp. 147, 605, 620. 
Wholesale and retail price levels compared, p. 145. 
Number of commodities contrasted, p. 146. 
Base period contrasted, p. 615. 
Discussed by Mr. Norman Lombard, pp. 134-147. 

Charts of price level— 
Representative James G. Strong, p. 4. 
Mr. George Shibley, for 140 years, pp. 8, 9. 
Mr. Norman Lombard, for 140 years, p. 145. 
Dr. Wm. T. Foster, p. 187. 
Gov. Benj. Strong, pp. 332, 351 (Snyder index). 
Mr. Carl Snyder's index number, p. 584. 
Dr. Adolph C. Miller, pp. 700, 832 (United States Labor Department 

indexes). 
Mr. Walter H. Stewart, p. 744 (United States Labor Department 

indexes). 
Mr. W. R. Burgess, pp. 909, 911, 1013 (United States Labor Department 

indexes and English data). 
American Acceptance Council, p. 1027 (Snyder index). 
Prof. John R. Commons, p. 1077 (United States Labor Department). 

Comparison of price levels by countries, p. 146. 
Claims by proponents of the Strong bill: 

Price a relation between the quantity of the medium of exchange and 
the quantity of the things sold, and the Government by law provides 
for the regulation of the quantity of money and bank credit. (Mr. 
Shibley, p. 12-13, Commissioner Ethelbert Stewart, pp. 618-620.) 

This is the law of quantities as concerns the height of the price 
level and the value of money. (Mr. Shibley, p. 12-13; Commis
sioner Ethelbert Stewart, p. 619.) 

Prof. Irving Fisher, pp. 55, 56, 92. 
Mr. Norman Lombard, pp. 141-144. 
(See also Stabilization of price level.) 

Business cycles, evils from— 
Two kinds of cycles, short and long, pp. 8, 9, 75, 1048. 
Secretary Herbert Hoover, pp. 125, 1042. 
Mr. George Shibley, pp. 8, 9. 
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Price level—Continued. 
Business cycles, evils from—Continued. 

Prof. Irving Fisher, pp. 56, 62, 75, 78, 94, 101. 
Mr. Norman Lombard, p. 114. 
Dr. Frank A. Wolff, pp. 151, 169. 
Dr. Wm. T. Foster, pp. 208, 209. 
Prof. James H. Rogers, pp. 219, 223. 
Gov. Benj. Strong, pp. 376, 406-412, 578, 579. 
Gov. George W. Norris, pp. 381, 383. 
Prof. Oliver W. Sprague, pp. 401, 416. 
Dr. Adolph C. Miller, pp. 798, 799. 
Mr. Walter H. Stewart, pp. 746, 763. 
Maj. J. R. Bellerby, p. 945. 
Prof. John R. Commons, pp. 1075, 1117. 
Dr. Wilford I. King, pp. 1071, 1072, 1074. 

Cited: Forty billion dollars in unjust losses, pp. 56, 63, 79. 
(See also Stabilization of price level.) 

Further claims by proponents of the Strong bill— 
Effect of falling and rising prices on— 

Business interests, pp. 16, 20, 26. 
Employees: Deflation results in unemployment, pp. 62, 1021, 1075. 

Inflation results in high cost of living, 620. 
A further evil. (See Trade associations.) 

Farmers hit the worst, pp. 11, 17, 1116-1118. 
Secondary effects from the injuries to the farmers, 1920-1927, 

pp. 7, 13. 
Historical: Inflation and deflation by periods— 

During 140 years, pp. 8, 145. 
Deflation, 1893-1896, pp. 6, 51. 
Inflation, 1897-1920, pp. 7, 16. 
Gold standard of prices in abeyance, 1914 to date.'^ (See Gold.) 

Stability, 1914-15, with World War raging, p. 16. 
Latter part of 1915 a flood of gold and regulated inflation, with 

legislative amendments, 1916, 1917. (See Gold.) 
Armistice and then falling prices (chart), p. 4. 
Then early in 1919 inflation until May, 1920 (chart), p. 4. 
Deflation, May, 1920 to 1922— 

Mr. George Shibley, pp. 17, 26. 
Representative Harry C. Canfield, p. 1111. 
Representative Henry B. Steagall, p. 1112. 
Offsetting conditions, Gov. Benj. Strong, p. 309. 

Inflation, 1922 to April, 1923— 
Mr. George Shibley, pp. 17,18, 31. 
Dr. Adolph C. Miller, pp. 699, 702. 

Deflation, May, 1923, to Juue, 1924— 
Mr. George Shibley, pp. 18, 19. 
Dr. Adolph C. Miller, member of Federal Reserve "Board, 

pp. 700, 701, 708-714. 
"A washing out" process, p. 712. 

Gov. Benj. Strong, of New York Reserve Bank, pp. 330, 
335-340. 

Dr. Wm. T. Foster, p. 193, eighth paragraph. 
Prof. John R. Commons, pp. 1082, 1088, 1114, 1115. 

Inflation, June 1924, to March, 1925— 
Gov. Benj. Strong, pp. 335-339. It lessened radicalism, 

p. 339. 
Dr. Adolph C. Miller, pp. 683-688, 690. 
Prof. John R. Commons, pp. 1078. 1079. 

Deflation, March, 1925, to March, 1926— 
Dr. Adolph C. Miller, p. 685, first paragraph, p. 688 sev

enth paragraph. 
Prof. John R. Commons, p. 1078. 

Inflation, March, 1926, to July, 1926— 
Chart, p. 9. 
New York Tribune-Herald, pp. 843, 844. 

Deflation, July, 1926, to date (May, 1927)— 
Various index numbers. 
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Price level—Continued. 
F u r t h e r claims by proponents of the Strong bil l—Continued. 

Historical: Inflation and deflation by periods—Continued. 
Gold s tandard of prices in abeyance, 1914 t o date—Continued. 

Inflation predicted for 1918, p . 1121. 
Germany's postwar inflation, p . 95. 
Austria 's postwar inflation, p . 55. 
Money illusion, p . 54. 
Money atmosphere, p . 149. 

Special issues: 
Sagging grain prices and policy of Federal Reserve Bank of New 

Y o r k -
Criticism of proposal to stabilize the price level, pp . 360, 551. 
Reply, p . 1122, two points. 

Overproduction (underconsumption)— 
Dr. Wm. T. Foster, pp . 193, 199-201, 208. 
Mr. Western Starr, pp . 225, 233. 
Dr. Adloph C. Miller, pp . 803-804. 
Walter H. Stewart, former Director of Research and Stat is

tical Bureau of the Rederal Reserve Board, p . 1122. 
Reply, two points. 

Pr iva te transactions by member banks under unified control: 
Claims by proponents of the Strong bill— 

Federal Reserve Board can regulate the height of the price level by 
means of (1) publicity, (2) rediscount ra te , (3) open-market opera
tions, (4) the regulation of the custom of member banks, including 
moral suasion, and (5) the operation of these four factors in the 
private transactions of the 10,000 member banks under unified con
trol. (Prof. John R. Commons, pp . 1095, 1104, 1110.) 

Reply to those who claim t h a t the Federal reserve system has not 
the power to regulate the price level, Professor Commons, p . 
1104, fifth paragraph; 1108, seventh paragraph. 

Concerted action bv bankers, p . 1108, last paragraph. 
Illustrations, 1920-21, pp . 1111, 1112. 

(See also Custom of member banks under supervision.) 
Post, Louis F. , p . 1070. 
Psychology, business psychology, p . 1104. 
Publicity in stabilization of price level: 

One of five instruments , Professor Commons, p p . 1092-1094. 
Publicity believed in by Doctor Foster, p . 211 ; Professor Rogers, p . 220. 
Effect of underest imated, Dr. Frank A. Wolff, p . 151. 
Dangers of, Gov. Benj. Strong, p . 290; Dr. Adolph C. Miller, pp . 676-678, 

710-712. 
Sta tement by W. H. Stewart, pp . 776, 777. 
See also Open-market operations. 

Pujo Committee report, description of Money Trust , in 1912, pp . 14, 242, 243. 

Q 

Quant i ty theory (See Price level, claims by proponents of Strong bill.) 

R 

Radicalism, st imulated by deflation. (See Stabilization of price level.) 
Rediscount a t Federal reserve banks : 

Effect of changes— 
Prof. John R. Commons, one of five ins t ruments for control of price 

level by Federal reserve system, pp . 1095, 1108. 
(See also Pr ivate transactions.) 

Gov. Benj. Strong, p . 307. 
(See also Open-market operations.) 

Gov. George W. Norris, p . 390. 
Dr. Adolph C. Miller, pp . 796-798. 
Mr. W. R. Burgess, p . 356. 
Prof. Irving Fisher, pp . 71, 73. 

Eligible paper defined, p . 356. 
Bank reports include it, p . 356. 
Instruction to member banks, p . 356. 

Changes of ra te by Reserve Bank of New York, p . 352. 
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Reserve requirements since 1913: 
Changes in 1916-17. 

{See Gold.) 
Present-day requirements, pp . 347, 370, 371, 377, 399. 
Possible changes in law as to inflation (reply by Doctor Wolff), 556-558. 
Secondary reserve banks, p . 1109. 

{See also Federal reserve system.) 
Ret i rement legislation, cost of, p . 172. 
Roberts , George A, cited, pp . 121-122. 
Rogers, Prof. James Harvey, test imony, pp . 212-224. 
Rosa, Dr. E. B., wage statistics, effect of unstable money, pp . 157-175. 
Root, Hon. Elihu, in 1913, cited, p . 901. 
Rubber prices, pp . 203, 214, 382. 
Russia, financing of t rade with, p . 512. 

S 
Salaries. {See Wages.) 
Sales abroad, p . 513. 

{See also Open-market operations.) 
Savings: 

Fluctuations in value of money discourages saving, pp . 202, 259. 
Uses of savings, pp . 780-783. 

Scale of prices, place of price level, p . 137. 
Seav, George, governor, Federal Reserve Bank of Richmond, test imony, pp . 

262-276. 
Shibley, George, test imony, pp . 5-53, 169, 293, 1121-1123. 

Cited, pp . 56, 57, 77, 93, 293, 843, 1108. 
Silver: 

Production, p . 510. 
Exports and imports , statistics, p . 889. 
Silver money in circulation, p . 889. 
Silver certificates, p . 888. 

Single tax theory contrasted, p . 6. 
Snyder, Carl, statistician, Federal Reserve Bank of New York, test imony, p p . 

581-604. 
Added s ta tement , p . 604. 
Let ter by, p . 242. 
Cited, p . 1113. 
Stabilization plan as to price level, pp . 19, 58, 114, 128, 136. 
Index number as to price level criticized by United States Commissioner 

Stewart, p . 614. 
Prof. John R. Commons, pp . 1113, 1120, 1121. 
Sta tement by Representat ive James G. Strong, p . 1121. 

Socialist theory contrasted, p . 6. 
Speculation: 

Federal reserve system's relation to speculative loans— 
Dr. Adolph C. Miller, pp . 654, 655, 657, 661, 669-671, 673, 674, 

842—858 869 870 
Governor Strong, pp . 340, 346, 347, 364, 365, 368, 375, 476. 
Walter W. Stuart , pp . 766, 786. 
Mr. W. R. Burgess, pp . 919-923. 
Secretary Herbert Hoover, p . 1042. 
Hon. George R. James, p . 286. 
Professor Fisher, pp . 66, 88. 
Speculators use information as to secret policy of Federal Reserve 

.Board, pp . 49, 50. 
A psychological effect on other prices, p . 363. 
Amendment of law suggested by Doctor Miller, pp . 867-869. 
Repor t as to quant i ty of brokers ' loans, pp . 360-363. 

Sprague, Prof. Oliver W., test imony, pp . 399-420. 
Cited, pp . 941, 943, 956. 

Stabilization: 
I . Of Production. See p . 1139. 

I I . Of Price Level. See p . 1139-1141. 
I I I . In Case of War. See p . 1141. 
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Stabi l izat ion—Continued. 
I . Stabilization of production— 

Diamond output stabilized, p . 1059. 
Copper output stabilized, p . 1064. 
Product ion in factories and mines stabilized. (See Trade associa

tions.) 
Proposal to stabilize the output of gold, Lehfeldt plan, pp . 70, 71, 

75, 1044-1065. 
Proposal to stabilize the price level for commodities by changing 

the price of gold, in connection with regulation of quant i ty of 
paper currency and bank credit (Fisher plan, in Goldsborough 
bill), pp . 70, 71 . 

I I . Stabilization of price level— 
Meaning of price level. See t h a t t i t le. 
The ideal and practicable, pp . 3-5, 11, 12, 19-21, 75, 127, 219, 

1069-1074, 1095, 1105, 1121, 1122. 
Opposition in Federal reserve system. See below. 

Will benefit everyone, p . 5. 
No t class legislation, p . 57. 
Not price fixing, pp . 67, 69. 
A growing need for stabilization of price level, p . 111. 
Stabilization of world price level is planned, pp . 3-5, 57, 133, 1043. 
Now an opportune t ime to stabilize the price level, pp. 5, 12, 13. 
History of plans for stabilization of price level— 

Mr. George Shibley, pp . 10-26, 31 , 34. 
Prof. I rv ing Fisher, pp. 54r-57. 
Representat ive James G. Strong, pp . 3-5 . 
Prof. John R. Commons, pp . 1080-1104. 
Snyder plan, p . 19. 

Proposed mechanism for stabilization of price level— 
Mr. George Shibley, pp . 10-16, 21 , 26, 47. 
Representat ive James G. Strong, p . 3. 
Prof. Irving Fisher, pp. 75, 104, 105, 230.' 
Mr. Norman Lombard, pp . 133, 142. 
Dr. Wm. T. Foster, p . 199. 
Dr. Frank A. Wolff, 149, 150, 167. 
Prof. Oliver W. Sprague, pp . 399, 401, 411, 415. 
Commissioner Ethelbert Stewart , p . 620. 
Goldsborough bill (Fisher plan) , pp . 70, 75. 
Lehfeldt plan, pp . 70, 71, 75, 1044-1065. 
Snyder plan, pp . 19, 58. 
British plan, pp . 122-125 (Cunliffe Commission repor t ) ; also 

pp . 63, 77, 133, and England, Bank of. 
Existing mechanism of Federal reserve system, Prof. John R. 

Common's description, pp . 1076, 1095, 1105, 1113, 1114, 
1118, 1120. 

Maj . J. R. Bellerby, pp. 936-939, 943. 
Index number in sight, pp . 13, 27, 44. 

Stabilization of price level the basis for stabilization of intlividual 
prices— 

Mr. George Shiblev, pp . 50, 51, 10, 19. 
Mr. Carl Snyder, pp . 128, 136, 583, 586. 
Mr. Norman Lombard, p . 136. 
Commissioner Ethelber t Stewart , p . 620. 

Great need for stabilization of price level— 
Secretary Herber t Hoover, p . 1042. 
In ternat ional conference s ta tements , pp . 23-25. 
Gov. Benj. Strong, pp . 503, 504, 476. 
Gov. George W. Norris, p . 386. 
Commissioner Ethelber t Stewart , pp . 620, 621. 
Prof. John R. Commons, p . 1075. 
Prof. Rober t A. Lehfeldt, p . 1045. 
Prof. James H . Rogers, pp . 212-224. 
Prof. Irving Fisher, pp . 56, 78-80, 92-97, 103. 
Dr. F rank A. Wolff, pp . 150-181. 
Mr . Norman Lombard, pp . 114-133. 
Mr. Wm. C. Lee, pp . 249-261. 
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Stabilization—C ontinued. 
II . Stabilization of price level—Continued. 

Federal reserve system— 
Claims in behalf of the Strong bill— 

Federal reserve system has delegated to it the monopoly 
of issuing paper money and regulating the quantity of 
bank credit in 10,000 banks, based on gold and com
mercial paper, the quantity being gauged by the Govern
ment commission, the Federal Reserve Board. (Mr. 
Shibley, p. 12.) 

The purpose of the Federal reserve system is to supply an 
elastic quantity of money and bank credit to meet the 
changing demands (Prof. Irving Fisher, p. 90; Mr. 
Shibley, p. 12), therefore the instruction by Congress 
to the Government commission to operate "with a 
view of accommodating commerce and business " means 
to prevent deflation and inflation (Prof. Fisher, p. 91; 
Mr. Shibley, p. 12), and thus the act was construed by 
the administrators during 1914 and 1915 until the 
coming of the flood of gold (Mr. Shibley, p. 16). 

The Federal Reserve Board is regulating the height of 
the price level and par of exchange for the entire world. 
(Representative Strong, pp. 3-5.) 

Beginning in 1923 the Federal Reserve Board has exercised 
a discretionary power as to the height of the price level, 
deflating and inflating at will (Prof. Commons, pp. 1104, 
1076-1121; Mr. George Shibley, pp. 16-19, 27, 30, 
31-33, 49), while concealing its policy from the public 
and denying its ability to control the price level (Mr. 
George Shibley, pp. 26, 16), a trick system (Mr. Shibley, 
p. 26). 

Dr. Adolph C. Miller, of the Federal Reserve Board, 
admits that the board has exercised discretionary 
power as the quantity of paper money and bank credit 
in use, pp. 647-651, 653, 683-688, 700, 729, 730-734, 
793. "The enormous amount of discretion that is 
reposed in the Federal Reserve Board." (Doctor Miller, 
p. 677.) 

The purpose of the Strong bill is to invite Congress to 
"instruct the members of the Government commission, 
the Federal Reserve Board, to use the powers of the 
Federal reserve system for promoting stability in the 
value of money—stability in the price level for com
modities in general. Our yardstick has a stable number 
of inches and our money should be stabilized in its 
purchasing power." (Representative Strong, p. 3.) 

The enactment of the Strong bill will mean that " Congress 
did not have much faith in the procdeure" of the Fed
eral Reserve Board. (Doctor Miller, p. 836.) 

In 1922 the party in power was defeated because of senti
ment against the Federal Reserve Board and no legis
lative remedy. (Mr. Shibley, p. 17.) In 1923 to June, 
1924, again deflation was the policy of the Federal 
Reserve Board. (Doctor Miller, of the Federal Re
serve Board, pp. 700-701, 706-714; Governor Strong, 
pp. 335-340, 330; Dr. Wm. T. Foster, p. 193, eighth 
paragraph; Prof. John R. Commons, 1082-1088, 1114-
1115, 1095, 1104.) It resulted in stupendous harm to 
all except the creditor class and other fixed income 
groups. (Mr. Shibley, p. 18.) The injuries included 
a world-wide increase in radicalism (the red peril), 
which was temporarily defeated by an inflation by the 
Federal Reserve Board, beginning June, 1924 (Profes
sor Commons, 1078; Doctor Miller, 683-688, 690; 
Governor Strong, 335-339; see especially 339 par. (7)); 
also there was in progress the presidential campaign 
(Professor Commons, 1115). A falling price level was 
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Stabilization—C ontinued. 
II . Stabilization of price level—Continued. 

Federal reserve system—Continued. 
Claims in behalf of the Strong bill—Continued. 

then brought about by the Government commissionr 
beginning in March, 1925, pages 4, 685, first paragraph, 
688 seventh paragraph. (Professor Commons, 1078, 
1095.) This falling price level was continued until the 
publicity for the deflation in Mr. Shibley's statement 
in these hearings (p. 9, chart), and it was a campaign 
year and the price level was raised for several months; 
(chart at p. 9, also pp. 843-844). In October, 1926, the 
price level began to drop and the policy of deflation has 
been continued (chart at p. 9, and the index numbers.) 
(Mr. Shibley.) 

Summarized by Mr. Shibley, p. 26. 
International Chamber of Commerce quoted as to the 

red peril in 1924. (Mr. Shibley, pp. 23-24.) 
Other international conferences quoted, pp. 24-25. 
First and Second Banks of United States discontinued be

cause of oligarchical power of administrators. (Doctor 
Miller, p. 729.) 

In 1919, 1920, and 1921 the adverse public sentiment 
against the Government commission, the Federal Re
serve Board would have wrecked a Central Bank 
known to be controlled by the bankers. (Doctor Miller, 
p. 729.) 

See also Strong bill. 
III . Stabilization in case of war: 

A suggestion by Dr. Frank A. Wolff, pp. 169-172. 
Stable money: 

A stable price level means stable money, pp. 11, 20. 
The issue is stable money, pp. 5, 25, 27. 
Will benefit everyone, p. 5. 
See also Stabilization of price level. 

Stable Money Association: 
Description of, pp. 106-110. 
Advocates a policy and no particular plan, pp. 114-116. 
Cited, pp. 250, 390, 586. 

Stamp, Sir Josiah, quoted, p. 349. 
State banks: 

18,000, in contrast with 10,000 in Federal reserve system, p. 363. 
Steagall, Representative Henry B., evidence presented, p. 1112. 
Stevenson, Representative W. F., data presented, pp. 76, 896-897. 
Stewart, Ethelbert, United States Commissioner of Labor Statistics, testimony,. 

pp. 605-631. * 
Stewart, Walter W. of New York, N. Y., testimony, pp. 735-790. 
Strong, Benjamin, governor Reserve Bank of New York, testimony, pp. 290-379. 

421-580. 
Strong, Representative James G., testimony, pp. 1-5. 

See also Strong bill, explanation by him. 
Strong bill: 

Claims in behalf of the Strong bill— 
Purpose is to more definitely instruct the Government commission to 

not deflate or inflate the price level and to end the existing policy of 
deflation— 

Mr. George Shibley, pp. 12-13, 16-19, 21, 23, 25, 27, 28, 29, 30, 
33-39, 40-51. 

Denials, pp. 31-33, 53, 65-66, 121, 209-210, 380, 634, 636, 938. 
Dr. Benjamin Haggott Beckhart cited, p. 18. 
Joint Commission of Agricultural Inquiry cited, p. 17. 
Hon. John Skelton Williams, former member of Federal Reserve 

Board, cited, p. 17. 
New York Herald-Tribune, April 23, 1926, pointed to lowering of 

interest rate in a campaign year (pp. 843-844), and history 
shows that inflation followed (p. 9). 

93869—27—PT 2 33 
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Strong bil l—Continued. 
Claims in behalf of the Strong bil l—Continued. 

Purpose Is to more definitely ins t ruc t the Government commission, 
etc .—Continued. 

Speculators who first get the news of each change of policy by 
Federal Reserve Board as to deflation and inflation reap profits. 
(Mr. Shibley, pp . 21 , 49-50.) 

Federal Reserve Board controls our price level and par of exchange 
for the entire gold-standard world. (Representative Strong, 
pp . 3-5.) 

Prof. John R. Commons's s ta tement , pp . 1075-1121. 
Testimonial to Prof. John R. Commons, p . 1117. 
Dr. Wm. T. Foster 's s ta tement , pp . 193-212. 
Representative James G. Strong's s ta tement , pp. 2 -5 . 
See also Stabilization, subtitle Federal reserve system. 

Needed, a legislative s tandard— 
Prof. John R. Commons, pp . 1120, 1076. 
Dr. William T. Foster: Evils from lack of a s tated policy by the 

Federal Reserve Board, p . 210. Benefits would ensue from a 
publicly announced policy of stabilization, p . 211. 

Representative T. Alan Goldsborough: The height of the price 
level should not depend on human discretion, p . 552. 

Representat ive Robert Luce: This money question should be taken 
out of politics, pp . 516-518. 

Representat ive James G. Strong: The legislative depar tment should 
determine the policy as to the price level—the value of money, 
pp . 2, 3-5, 566-570. 

Prof. Irving Fisher: Strong bill a step in the right direction, pp . 
54, 66, 68, 74. 

Maj . J. R. Bellerby: Personal policy as to price level is dangerous, 
pp. 937-939, 946. 

Prof. John R. Commons: Congress should instruct, too, as to t h e 
index number to be used, pp . 1120-1121. 

Prof. John R. Commons: Enac tment of Strong bill will t ake the 
money question out of politics, p . 1120. 

Mr. George Shibley: Time is ripe for action, pp . 12-13. 
Discretionary control of Federal Reserve Board policy is admi t ted by 

Doctor Miller, member of the board, pp . 647-651, 683-688, 696, 700, 
729, 730-734, 793. 

Most of changes in discount policy have emanated from Federal 
Reserve Board, Doctor Miller, pp . 640-642, 648. 

Discretionary control of price level by Federal Reserve Board de
scribed by Professor Commons, pp . 1076, 1114-1115. 

The publicly declared objections to the Strong bill— 
The law might be misunderstood by the public— 

Governor Benjamin Strong, of New York Federal Reserve Bank, 
pp. 292-306, 517-518, 552-555. 

Governor W. P. G. Harding, of Boston Federal Reserve Bank, 
pp. 1038-1041. 

Governor George W. Norris, of Philadelphia Reserve Bank, 
p . 396. 

Walter W. Stewart, former Director of Research and Stat is
tical Bureau of the Federal Reserve Board, p . 772. 

Would place the board in politics— 
Governor George W. Norris, of Philadelphia Reserve Bank, 

p . 395. 
Reply by proponents : The wording in the bill is " w i t h a view to pro

moting a stable price level for commodities in genera l" (Represent
ative Strong, p . 5), while the objection to the bill is t h a t the Federal 
Reserve Board has not the power to actually stabilize— 

Governor Benjamin Strong, pp . 294-297, 302-307, 
Dr. Adolph C. Miller, pp . 634-636, 794, 796-797. 
Walter H. Stewart, p . 750. 

In case of sagging grain prices a direction to promote stability in price 
level would be injurious to the agriculturists, Governor Strong, 
pp. 360, 551. 

Reply, p . 1122, two points . 
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Strong bil l—Continued. 

Claims in behalf of the Strong bil l—Continued. 
There exists a t t imes an overproduction (underconsumption) and falling 

prices can not be prevented by the Federal Reserve Board. (Mr. 
Walter H. Stewart , pp. 743-790.) 

Reply, p . 1122, two points. 
Price level as an exclusive or pr imary guide would be unworkable. 

(Doctor Miller, pp . 792, 634.) 
Reply: The proposal is t h a t the price level shall be the master 

gauge, 20; also the proposal is merely to promote stability, 
p . 5. (Mr. George Shjbley.) 

Possible sources of inflation. (Governor Strong, pp . 555-557, 572, 577.) 
Reply by Doctor Wolff, pp . 571, 572. 

Strong bill considered by— 
Dr. Adolph C. Miller, member of Federal Reserve Board, pp . 835-838. 
Gov. Benj. Strong, of New York Federal Reserve Bank, pp . 292, 

517, 552-555. 
Gov. George W. Norris, of Philadelphia Federal Reserve Bank, pp . 

395-398. 
Gov. W. P. G. Harding, of Boston Federal Reserve Bank, pp. 1038-1041. 
Mr. Walter H. Stewart, former Director of Research and Statist ical 

Bureau of Federal Reserve Board, pp . 767-768, 772. 
Mr. W. R. Burgess, assistant Federal reserve agent, New York Federal 

Reserve Bank, p . 917. 
Prof. Oliver W. Sprague, Harvard University, p . 411. 

Approval of Strong bill in principle— 
Prof. Irving Fisher, Yale University, pp . 54, 66, 69, 74, 104. 
Former President Arthur T. Hadley, Yale University, p . 1074. 
Prof. Henry W. Farnam, Yale University, p . 1071. 
Prof. Hudson B. Hastings, Yale University, p . 1069. 
Prof. T. N. Carver, Harvard University, p . 1069. 
Dr. Jeremiah W. Jenks, Alexander Hamil ton Ins t i tu te , New York 

City, p . 1073. 
Prof. Henry C. Taylor, Northwestern University, p . 1070. 
Prof. John R. Commons, University of Wisconsin, pp. 1076, 1092, 

1120-1121. 
Prof. James H. Rogers, University of Missouri, pp . 219-220. 
Prof. Har ry Gunnison Brown, University of Missouri, p . 1073. 
Prof. Murray S. Wildman, Stanford University, p . 1074. 
Prof. John H. Cover, University of Denver, p . 1069. 
Prof. Royal Meeker, Carlton College, former United States Commis

sioner of Labor Statistics, p . 1074. 
Mr. Chas. A. Bell, United States Bureau of Labor Statistics, United 

States Depar tment of Labor, p . 1074. 
Louis F . Post, former Assistant Secretary of United States Depar tment 

of Labor, p . 1070. 
Dr. W. T. Foster, director Pollak Foundat ion for Economic Research, 

pp . 193, 212. 
Dr. Wilford I. King, secretary-treasurer American Statistical Associa

tion, pp . 1071, 1074. 
Dr. Frank A. Wolff, Bureau of Standards, pp . 151, 165-166, 169. 
Dr. W. F . Hickernell, Alexander Hamil ton Ins t i tu te , New York City, 

p . 77. 
John V. Farwell, president John V. Farwell Co., Chicago, p . 1074. 
Chapin Hoskins, managing editor Factory , A. W. Shaw & Co., Chicago, 

p . 1073. 
L. C. Babcock, vice president Midland National Bank, Billings, Mont. , 

p . 1071. 
H. Diefendorf, Cashier, Farmers State Bank, Riley, Kans. , p . 1071. 
Thornton Cooke, Columbia National Bank, Kansas City, Mo., p . 1070. 
Maj . J. R. Bellerby, staff of the Internat ional Labor Office, League of 

Nations, p . 954. 
William Canfield Lee, Washington, D. C , p . 250. 
Western Starr, national committee, Farmer-Labor Par ty , pp . 229, 246. 
Har rv G. Guthmann , 5757 University Avenue, Chicago, letter by, 

p . 1074. 
N. I . Stone, 42 Broadway, New York, letter by, p . 1073. 
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Strong bill—Continued. 
Approval of Strong bill in principle—Continued. 

Carl Strover, monetary expert, letter by, p . 1073. 
Stability in price level declared for by various experts, pp . 121-129. 

Also by— 
J. M. Keynes, of England, p . 951. 
Reginald McKenna, former Chancellor of the Exchequer , 

England, p . 75. 
Prof. Alfred Marshall, of Cambridge University, England, p . 75. 

Bill in full, p . 1— 
Explained by Representat ive James G. Strong, pp . 1-5; " m i n i m u m " 

to come out, pp . 1, 105; revisions proposed, pp . 224, 533; further 
s ta tements , pp . 141, 553-555, 567-570, 578, 1043, 1065-1068, 1120, 
1121. 

Proposed wording by— 
Mr. George Shibley, p . 13. 
Prof. Irving Fisher, pp . 53-54, 67, 104. 
Mr. Western Starr, pp . 246, 229, 249. 
Maj . J. R. Bellerby, pp . 943-948, 954-956. 
The index number should be provided for in the law. (Prof. John 

R. Commons, p . 1120.) 
A Farmers ' Relief Bill. See Agriculturists. 

Federal reserve bill of 1913— 
Instructed expresslv to maintain stability in the price level, pp . 5, 15, 

34, 1075. 
Tha t clause was struck out in the House, pp . 169, 1075. 
In opposition in 1913 the Aldrich plan, pp . 15, 21, 22, 37. 

Fur ther claim by proponents : The real issue is, Where shall t he price 
level be pegged permanent ly? pp . 5, 11, 22, 67. 

A contest by groups, 26, 67. 
Stabilization is for prevention of injustice and business stabil i ty; not a 

relief measure. (Prof. Irving Fisher, p . 98.) 
Representat ive Robert Luce's s ta tement , pp . 92-98, 102-103. 

See also Stabilization of price level, and Gold. 
Supply and demand much misquoted, p . 133. 

T 
Taxat ion: 

Stabilization of price level more impor tan t t h a n tax reduction, p . 250. 
Effect of high taxes as to capital , p . 204. 

Taylor, Prof. Henry C , letter favoring stabilization, pp . 1070, 1073. 
Teachers ' wages, evil effects from instability, p . 910. 
Till money, p . 367. 
Trade associations, injuries from, p . 23. 
Trade defined, p . 511. 
Trade, volume of, p . 476. 
Treasury Depar tment of United Sta tes : 

Treasury operations, effect on credit s tructure, p . 296. 
Cooperates with Federal reserve system, p . 450. 
Treasury operations, pp . 443-448, 449. 
I t s administrat ion should aim a t stabilization of prive level, pp . 13, 1079. 
Need for legislative s tandard, Governor Strong, p . 556. 

See also Strong bill. 

U 
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